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PREFACE

The Economic and Budget Review Committee is constituted under the Parliamentary

Committees (Joint Investigatory Committees Act) 1982 to investigate and review

matters referred to it under the following Terms of Reference:

- to inquire and report to the Parliament on any proposal, matter or thing
connected with public sector or private sector finances or with the
economic development of the State where the Committee is required or

permitted to do so (by or under its Act).

- to inquire into, consider and report to the Parliament on any annual
report or other document relevant to the functions of the Committee
which is laid before either House of Parliament pursuant to a

requirement imposed by or under an Act.

- to inquire into, consider and report to the Parliament on any matter
arising out of the annual Estimates of Receipts and Payments of the

Consolidated Fund or other Budget Papers.

TERMS OF REFERENCE OF THE INQUIRY INTO
VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES

On 21 December 1982, the Governor-in-Council approved of the Terms of Reference
of the Inquiry.

A. The adequacy of present provisions for the management of all Victorian public

sector superannuation schemes, including:

(a) structure and management of schemes;

(b) representation of contributors;

(¢) actuarial assessment and valuation;

(d) reporting to Government and contributors, and contributors' access
to information; and

(e) auditing requirements.
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in terms of the efficient operations of these funds and the protection of the

interests of contributors and the Government.

Whether uniform provisions for the management of schemes are feasible and

desirable, and if so what these might be.

Whether existing administration of schemes is efficient and administrative

costs are reasonable.

Whether the current organisational structure of superannuation schemes in the

Victorian public sector is the most suitable having regard to:

(a) differences in the financial independence of various agencies and
authorities involved;

(b) possible benefits from reduction of duplication and economies of
scale; and

(c) any disadvantages from competition between schemes.

and whether a reduction in the number of separate schemes is feasible and

desirable.

Whether the terms and conditions governing eligibility for membership of
various schemes are reasonable in comparison with other schemes in Australia
and whether these terms and conditions are equitable between different

employees.
The appropriateness of the current benefits, having regard to:

(a) the needs of contributors, superannuants and beneficiaries;

(b) comparable benefits for public sector employees in other States
and in the Commonwealth Government and those prevailing in the
private sector, also having regard to any differences in salary
packages and to the role of the superannuation in the recruitment
and retention of Victorian Government employees; and

(c) vesting.
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I.

and including the reasonableness of provisions governing breaks in service,
resignation, early retirement, ill health retirement, retrenchment or

redundancy.

The adequacy of portability and preservation arrangements between schemes,

and between them and other Australian superannuation schemes.

The suitability of the present basis of Government funding of the various
schemes including the funding of administrative costs, and the future financial

implications for Government of existing basis of funding.

Whether the existing investment powers and pattern of investments of these
schemes is optimal from the point of view of contributors and of the
Government; and whether existing arrangements provide the most efficient

mechanism for maximising the investment income of the schemes.

Future options for public sector superannuation, including new relationships

between public sector and private sector superannuation schemes.

The adequacy of the existing legislative and regulatory framework for the
operation of schemes and the appropriate legislative framework for any

recommended changes in the structure and operation of schemes.

The Committee was required to report to Parliament by 31 December 1983 if

Parliament was then sitting or if the Parliament was not then sitting within seven days

after the next meeting of Parliament.

As this has not been possible, approval has been granted for an extension to 30 June

1984 if Parliament is sitting or within seven days of the next sitting, which is
18 September 1984.

The Committee tabled its first reports, "A Review of Superannuation in the Victorian

Public Sector" and "Summary of Victorian Public Sector Superannuation Schemes" on

18 April 1984.
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CHAIRMAN'S INTRODUCTION

This report contains final recommendations and options for the reform of the
42 public sector superannuation schemes identified in the Committee's first

report, "A Review of Superannuation in the Victorian Public Sector".

The primary theme of this Report is the need for equitable treatment for
Victoria's 300,000 public sector employees. This is to be seen in terms of their
access to superannuation, coverage and benefits, as well as the State's need to
provide a framework for improving the efficient use of human and financial

resources in the public sector.

The recommendations made in this Report are in response to a number or
factors. These include the issues raised in the first Report, submissions to the
Committee, public hearings, seminars and the changing environment for

superannuation provisions and policy at state and national levels.

The major emphasis of the first Report was the need for equity and efficiency
in the provision of public sector superannuation in Victoria. The major equity

issues are:

(a) the different level of benefits received by public sector employees
covered by superannuation arrangements. As an example of the
range of benefits available to publié sector employees, a 'blue
collar' employee of the City of Melbourne, having served 30 years
would receive only 1.4 times final salary on retirement at age 65
whereas a Port Phillip Sea Pilot with the same service would

receive benefits worth approximately 6.5 times final salary;

(b) the level of medical discrimination in the State Superannuation

scheme for which 30% of entrants are on limited or service

benefits; and

(¢) the diversity of withdrawal provisions available and the substantial
numbers of contributors to the State Superannuation scheme who

leave the service before being eligible for a pension benefit - in

(XXIII)



1982-83 this situation applied to 60% of permanent Victorian
Public Service officers who left the service.

The major efficiency issues are:

(a) the lack of appropriate employment policies for job mobility and
redeployment which would increase the efficiency of the Victorian
public sector and its ability to respond to changing labour needs as

well as widening the career paths open to individuals;

(b) the control of the costs of public sector superannuation provisions,
which for one scheme alone - the State Superannuation
scheme - increased in real terms by 169% over the past decade,
and whose current annual cost is greater than the present annual

vote for the Department of Community Welfare Services;

(c) the requirement for improved performance by superannuation
investment funds; the poor investment performance in the past has

resulted in substantial revenue foregone; and

(d) the need for proper recognition in public sector accounting, of the

full costs of superannuation.

The Committee has maintained a continuing process of full and open
community and interest group consultation throughout the 18 months of the
Inquiry. As part of this process, the Committee received submissions from the
public and conducted hearings. The Committee also arranged a number of
public seminars to which fund managers, senior public servants and public
sector unions were invited. The Hon. R.A. Jolly, M.P., Treasurer, and Mr.
Peter Marsh, Assistant Secretary of the Victorian Trades Hall Council,

addressed the public sector union seminar.

A number of commissioned studies and Consultants' reports were released in
July for public comment. These reports canvassed a number of options
covering disability retirements, investment performance, financial and

actuarial reporting, and computer administration.

(XXIV)



Initially, it was the intention of the Committee that the first Report would be
followed by two further reports, one focussing on options for reform and the
other making recommendations. However, the Treasurer indicated by letter
on 2 July 1984 that, given the desire of the Government to act upon the
problems facing Victorian public sector superannuation as indicated in the
Committee's first Report, the Committee should complete its Inquiry by the
date specified in the current timetable, 18 September 1984. Consequently, it
was decided to produce one rather than two further reports. The present
volume therefore reflects the Committee's consideration of responses to the
first Report, discussion of the various options and the Committee's final

recommendations.

The Committee would see it as essential for the Government to accept its
recommendations as laying the groundwork for a real reform of the Victorian
public sector superannuation system. The essence of the Committee's
approach is to ensure all individuals have equal access to superannuation

within the constraint of available public sector resources.

As Chairman, I am under no illusion that any attempt to reform public sector
superannuation benefits on an equitable basis will generate a major response
from those who are already well served by present superannuation provisions

while those in real need will remain silent.

The Committee sees this final report as providing the Government with an
agenda and long term planning document for the reform of public sector
superannuation. The Committee commends the Government for initiating this
review and allowing a problem which would have remained unresolved for a

number of years, to be subjected to detailed Parliamentary scrutiny.

The Committee was also conscious of the changing environment in which
superannuation operates in Australia. This is seen in the lump sum taxation of
superannuation benefits and the introduction of the assets test. The former
change will lead to a more equitable taxation system. Other changes are the
possible introduction of a National Superannuation scheme which I see as a

significant and necessary initiative.

(XXV)



The Committee's major proposals for reform embodied in the present Report

ares:

(a)

(b)

(o)

the introduction of a new standard superannuation scheme, to be
called the Victorian State Employees Superannuation Scheme
(VICSESS), covering all new public sector employees joining the
Victorian public service from 1 January 1986. This scheme will
provide equity for all public sector employees and remove most
forms of discrimination. The major features of this new scheme

are:

(i) universal compulsory minimum cover with the option to

purchase additional benefits;
(ii) early retirement benefit from age 55;

(iii) no medical classification for compulsory minimum

cover; and
(iv) cash vesting of employer's contribution.

The scheme provides a person with 30 years membership, who
makes the maximum contribution of 61% of salary, with a

retirement benefit of 5.85 times final salary;

the establishment of a new investment trust called the Victorian
Superannuation Investment Trust (VICSIT), to manage initially the
investments of the State Superannuation, SERB and other smaller
superannuation schemes (with combined assets of approximately $1

billion) and later the new scheme;

the introduction of legislative changes to allow the Treasurer
effective control and co-ordination of public sector superannuation
provisions and management. The abolition of the Treasurer's
Consultative Council and Superannuation Advisory Group and the
introduction of a new, Consultative Committee which is to report

to a Superannuation Task Force or the Treasurer;
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(d) the development of provisions for wider participation by members

in scheme management;

(e) the standardisation and timely annual reporting by the separate

schemes;

(f)  the introduction of specific changes to the State Superannuation
scheme and to general management practices in the public sector

to ensure a reduced incidence of disability retirements;

(@) the initiation of specific changes to the financing requirements of
several 'commercial' bodies' superannuation schemes to ensure full
funding of liabilities and the provision in authorities and

departmental budgets of the ongoing cost of superannuation; and

(h)  the widening of investment powers and a closer monitoring of the

investment performance of the separate schemes.

The Committee's view is that the only effective method of achieving the
required reforms in public sector superannuation is to introduce a single
standard superannuation scheme. Such a scheme would eliminate
discrimination and artificial barriers to job mobility and redeployment. This
would not only increase the efficiency of the Victorian public sector and its
ability to respond to changing labour needs, but would also widen the career
paths open to individuals. Public sector employees would be able to match
their superannuation cover to their individual needs. The new scheme
therefore moves away from the current inflexibility of public sector schemes

and meets the needs of the individual.

In proposing the establishment of the new scheme, the Committee is conscious
of the need to protect the interests of members of existing public sector
schemes. Existing members will have the option of continuing their present

schemes or transferring to the new arrangements.

The Committee believes that the introduction of the new scheme will not only

widen the coverage and increase the flexibility of Victorian public sector
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superannuation, but will also, in the medium term, reduce projected costs of

the State Superannuation scheme to the Consolidated Fund.

Clearly, a number of the proposed reforms, such as the new scheme, will need
careful consideration and wide consultation before their introduction. The
crucial point is that an all-party Committee considers these reforms provide
an agenda for change which is considered to be both necessary and

appropriate.

The Committee wishes to express its appreciation of the co-operation it
received from individuals and organisations who made submissions or gave
evidence during the course of the Inquiry. I should like to express my personal
thanks to the other members of the Superannuation Sub-Committee for the

time and energy they devoted to this Inquiry.

On behalf of the Committee I wish to thank our research staff - Ms. Helen
Silver, Director of Research; Mr. Ron McDonald, Actuarial Adviser; Research
Officers, Mr. Paul Belin and Mr. Gary Smith; and Dr. Paul Langley, Consultant

Economist - for their professional and dedicated input to the Inquiry.

Finally, the Committee is indebted to its administrative and typing staff,
especially Mrs. M. O'Gorman, Ms. A. Ruck and Ms. J. Nowak for their

assistance in the smooth and timely production of this Report.

B.J. Rowe, M.P.,

Chairman.
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3.1

3.2

3.3

COMMITTEE'S RECOMMENDATIONS

A full list of the Committee's recommendations follows. The
recommendations are in the order they appear in the text and should be
considered in light of the discussion in the relevant chapter. The list begins
with the recommendations of Chapter 3 as there are no recommendations

arising from Chapters 1 and 2.

Recommendations of Chapter 3

The New Victorian State Employees Superannuation Scheme

That public sector employees should be covered by a standard superannuation
package irrespective of employing authority or nature of work

performed.(p.40)

That the Government introduce a new superannuation scheme for all eligible
Victorian public sector employees. This scheme, the Victorian State
Employees Superannuation Scheme, should be the only scheme open to new

entrants to the Victorian public sector from 1 January 1986.(p.42)

That in establishing eligibility, contribution and benefit provisions for the
Victorian State Employees Superannuation Sche‘me, the Government recognises

the following principles:

(a) the scheme is to have a basic compulsory cover with supplementary

voluntary components;

(b) medical assessment for membership should be restricted to the

supplementary components;
(c) the benefits available on retirement, death and resignation should

be on a lump sum basis, with pensions for disability retirement and

dependency payments on death;
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4.1

5.1

(d)  the retirement age is to be between 55 and 65;
(e) retirement benefits are to be based on final salary;

(f)  cash vesting will be granted on resignation on a graduated basis

after a minimum service period;

() members will be offered both half or full scale optional

supplementary benefits with limited or full cover; and

(h)  contributions will match the benefits proposed, with a maximum

contribution of 6.5% of member's scheme salary.(p.59)

Recommendations of Chapter 4

The New Scheme - Cost, Transition Arrangements and Options

for Existing Scheme Members

That the Treasurer develop guidelines for establishing transfer values for
existing scheme members moving to the new Victorian State Employees

Superannuation Scheme.(p.81)

Recommendations of Chapter 5

Co-ordination, Administration and Management

That legislation of a similar nature to the SEC model be implemented
immediately giving the Treasurer power to exercise overall direction of public
sector superannuation schemes and that any directive from the Treasurer
should be published by the Board of Management or Trustees of the relevant

scheme in its annual report.(p.118)
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5.2

5.3

5.4

5.5

5.6

5.7

5.8

5.9

5.10

5.11

That the Treasurer establish and monitor managerial and administrative
standards and annual reporting procedures for all Victorian public sector

superannuation schemes.(p.119)

That the Treasurer undertake regular reviews of the administrative functions
of all public sector superannuation schemes using either the Public Service

Board or independent private consultants.(p.119)

That the Treasurer report to Parliament on an annual basis in respect of the
management, administration and investment performance of all public sector

superannuation schemes in Victoria.(p.119)
That there be established a Victorian Superannuation Investment Trust.(p.120)

That a new Board be established to administer all aspects of the new Victorian

State Employees Superannuation Scheme other than investment.(p.121)

That the Government Statist and Actuary should play an independent
professional role advising Government and the Director of Superannuation and

should not be involved in the management of any particular scheme.(p.122)

That actuarial services required by Victorian public sector superannuation
schemes should be met by increased use of the services of the Government

Statist and Actuary and by competitive tendering from consulting firms.(p.122)

That the Treasurer institute a training program for representatives on public
sector superannuation governing boards.(p.127)

That for small schemes, the Board should comprise a Government-appointed
Chairman, an employer representative and a member representative, plus an

external appointee such as an investment adviser or an actuary.(p.127)

That for large schemes - those with over 5,000 members - the Board should
comprise a Government-appointed Chairman, two employer representatives
and two member representatives, plus an external appointee such as an

investment adviser or an actuary.(p.127)
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5.12 That for the State Employees Retirement Benefit scheme, the Board should

comprise @ Government-appointed Chairman, two employer representatives

and two member representatives.(p.128)

5.13 That for the State Superannuation scheme, the Board should comprise:

(a)
(b)

(c)
(d)
(e)

a Government appointed Chairman;
three members elected under current arrangements in the

Superannuation Act 1958;

the General Manager of the State Superannuation scheme;

a representative of the Public Service Board; and

a representative of the ODepartment of Management and
Budget.(p.129)

5.14 That the administration Board of the new Victorian State Employees

Superannuation Scheme should comprise:

(a)
(b)
(c)

(d)
(e)

(f)
(9)

a Government-appointed Chairman;

three members elected by scheme members;

the Secretary of the Victorian Trades Hall Council or his/her
nominee representing public sector contributors;

one member representing the Department of Management and
Budget;

one member representing the Public Service Board;

one member representing the large statutory authorities; and

the General Manager of the new Victorian State Employees

Superannuation Scheme.(p.130)

5.15 That the Board of the Victorian Superannuation Investment Trust be as

follows:

(a)
(b)
(c)

a Government-appointed Chairman;
two members elected by scheme members;
the General Manager of the Victorian Superannuation Investment

Trust;
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5.16

5.17

5.18

5.19

5-20

5.21

5.22

(d one member representing the Department of Management and
Budget; and

(e) one private sector investment specialist.(p.130)

That all Victorian public sector superannuation schemes be required, by open
and direct election, to have member representation on their governing
bodies.(p.131)

That the Treasurer review employee selection procedures for Trustee or Board
representation and ensure that, wherever practicable, the recommendations

are implemented after appropriate consultation.(p.132)

That elections for contributor representatives be held at intervals of no more
than four years, and that no Board or Trustee member be allowed to serve

more than two consecutive terms.(p.132)

That as a first step towards increasing the number of female Trustees the
Government should, where possible, ensure female representation on the Board

of the new Victorian State Employees Superannuation Scheme.(p.132)

That with any reconstitution of the State Superannuation Board the
Government should, where possible, ensure one of the Government appointees
is female.(p.133)

That the Treasurer, in consultation with scheme management, establish
reporting standards and formats for Victorian public sector superannuation

schemes. These should include:

(a) statements of scheme benefits, contributions and conditions;

(b) a summary actuarial review of scheme costs and scheme
performance;

(c) an outline of management structures and list of Board members
and senior administrative staff; and

(d) proposals for rule changes.(p.133)

That the presently constituted Treasurer's Consultative Committee on

Superannuation and the Superannuation Advisory Group be wound up, and that
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5.23

5.24

5.25

5.26

5.27

the functions of these committees be taken over by a special Consultative
Committee which would report to a new Superannuation Task Force or, where

relevant, directly to the Treasurer.(p.134)

That the 'permanent' members of the Consultative Committee should be:

(a) a Chairperson nominated by the Government;

(b) a representative of public sector contributors elected under the
auspices of the Trades Hall Council;

(c) Chairpersons of the State Superannuation scheme, the State
Employees Retirement Benefit Board and the Victorian State
Employees Superannuation Scheme, once established; and

(d) arepresentative of the Ministry of Industrial Affairs.

Depending on the issue under discussion, such as scheme membership,
administration, or cost effectiveness, other representatives would join the

'permanent' members.(p.136)

That the Consultative Committee, with its administrative membership, review
the Campbell and Cook Computer Services report and make recommendations.
It should also advise the Treasurer on the most appropriate system for the new

Victorian State Employees Superannuation Scheme.(p.138)

That, in association with other reforms, the Committee recommends the
replacment of the unit system of contributions in the State Superannuation and

Port of Melbourne schemes.(p.139)

The Local Authorities scheme be brought more into line with the Hospitals
Superannuation and State Employees Retirement Benefit schemes by phasing
out reference to endowment assurance. This should be done in such a manner

that existing members are not disadvantaged.(p.140)
That the Government should introduce legislation making superannuation

portability —automatically available throughout the Victorian public
sector.(p.141)
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5.28

5.29

5.30

5.31

5.32

6.1

That the Treasurer require all Victorian public sector superannuation schemes
to introduce, for the 1985-86 financial year, accounting and reporting
standards wich meet those recommended by the Association of Superannuation
Funds of Australia.(p.143)

That all Victorian public sector superannuation schemes be declared as public
bodies under the Annual Reporting Act 1983.(p.144)

That, in implementing recommendations 5.28 and 5.29, the Treasurer require

accounting and reporting standards where:

(a) actuarial reviews cover both funded and unfunded benefits;

(b) annual costs to employers are detailed;

(c) actuarial reports are submitted on a three year cycle; and

(d) actuarial reports should be submitted within six months of the

close of the reporting period.(p.145)

That the Treasurer prepare an approved set of public sector superannuation
scheme definitions and provisions and that, where feasible, existing Victorian

public sector schemes be encouraged to introduce them.(p.147)

That the Victorian State Employees Superannuation Scheme be introduced by
way of present administration (alternative (a)) in cases approved by the
Treasurer. A new centralised administration should be adopted in all other
cases. Approval for use of alternative (a) would be conditional on size and

efficiency of present administration.(p.149)

Recommendations of Chapter 6

Disability Retirements with Special Reference

to the State Superannuation Scheme

That, in view of the information received by the Committee and the potential
cost to the State, the Government should consider what action, if any, should

be taken in cases where disability pensions from the State Superannuation
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6.2

6.3

6.4

scheme are being paid in conjunction with the worker's compensation
benefit.(p.157)

That the definition of disability be altered to include the phrase "unable to
perform in any occupation for which the member is suited by training,

education or experience or would be suited as a result of re-training."(p.159)

That, in conjunction with the change in definition, the Committee

recommends:

(a) establishment of specific provisions for early retirement from
age 55;

(b) the disability pension for members over age 55 being equal in
amount to the early retirement pension available but, for younger
members, the disability pension would be equal to the early
retirement benefit which would apply to the member if he or she
had attained age 55; and

(c) provision for payment of approved medical expenses up to a
maximum, being the difference between the normal and early

retirement pensions.
That is, the disability pension should not exceed the amount available on early
retirement, both in relation to the State Superannuation scheme and to other

continuing schemes.

The Committee also recommends that Section 47(1)(c) of the Superannuation

Act 1958 be redrafted so that the pension payable can be reduced to any

extent the Board sees fit.

Any such measures should be co-ordinated with the provisions for early
retirement benefits and with the revised personnel practices mentioned
below.(p.162)

That the Treasurer establish standards for data collection and data reporting
by Victorian public sector superannuation schemes, and that a review of

disability experience be an integral part of the Treasurer's annual reporting
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6.5

6.6

6.7

6.8

6.9

6.10

6.11

responsibilties.  Such standards of reporting must at least match those
established by the Australian Government Retirement Benefits Office.(p.163)

That the Treasurer, with the Public Service Board and other employing
authorities, establish standards for personnel reporting procedures and ensure
that these are in place as soon as possible. That, in particular, the Education
Department should immediately review its personnel reporting and monitoring
systems to ensure adequate tracking of sick leave and other personnel details

relevant to disability or stress management.(p.165)

That the Government investigates the possibility of placing police recruits on
short term contract during the period of their academy training and swearing

them in on graduation.(p.169)

That the Treasurer and Minister for Police and Emergency Services institute a
review of police selection procedures with a special emphasis on those

procedures adopted to test for resistance to stress.(p.170)

That the Treasurer and the Minister of Education institute a review of teacher
selection procedures to ensure they do not contribute to increased disability

retirements especially due to mental disorders.(p.171)

That a committee be set up to review the provision of medical services for
employment and superannuation purposes and to determine who should be

involved and whether services should be centralised.(p.173)

That the Government through the relevant personnel agencies review welfare
and counselling policies and programmes to ensure they are adequately
resourced and provide an effective mechanism to identify and assist officers

likely to apply for a disability retirement.(p.175)

That the Treasurer establish a task force, including member representation, to
examine the feasibility of introducing legislation for dealing with retirement

and redeployment in the Victorian public sector taking the Commonwealth

Employees' (Retirement and Redeployment) Act as a starting model.(p.181)
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6.12

6.13

7.1

7.2

7.3

7.4

7.5

That the State Superannuation scheme be given additional skilled staff to

monitor invalidity retirees.(p.184)

That the Treasurer review current procedures for an annual monitoring of
invalidity pensioners and recommend changes where appropriate to bring
Victorian practice into line with that exercised by the Australian Government
Retirement Benefits Office.(p.185)

Recommendations of Chapter 7

Financing the Victorian Public Sector

Superannuation Schemes

That commercial statutory authorities should have fully funded superannuation
schemes and that they fully fund accruing liabilities for new employees who

will come under the Victorian State Employees Superannuation Scheme.(p.197)

That the expected cost of pension indexation should be included in the
actuarial calculation of the employer's contribution rate. This should apply to

all schemes offering indexed pensions.(p.199)

That the Port of Melbourne Authority Superannuation scheme should be fully

funded and own undertaking investments should be kept to a minimum.(p.200)

That the Grain Elevators Board fully fund its share of superannuation
liabilities that are accruing under the State Employees Retirement Benefit and
State Superannuation schemes, and that will accrue under the Victorian State
Employees Superannuation Scheme. This could be achieved by the Grain

Elevators Board establishing a separate investment fund.(p.201)

That the State Insurance Office set up a separate superannuation investment

fund, with employer contributions as determined by an actuary.(p.202)
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7.6

7.7

7.8

7.9

7.10

7.11

7.12

7.13

That the superannuation schemes covering the Port of Geelong Authority,
Totalizator Agency Board, Victorian Egg Marketing Board and Port Phillip
Pilots remain fully funded.(p.202)

That all fully funded schemes continue to be fully funded.(p.204)

That the Metropolitan Fire Brigades scheme should be fully funded and that

the Government should explore ways of reducing its actuarial deficit.(p.206)

That the Country Fire Authority's superannuation liabilities under the State

Superannuation scheme should be fully funded.(p.206)

That the actuarial position of the Country Fire Authority should be reassessed
and that contribution rates should be set, to fully fund superannuation
liabilities.(p.207)

That contribution rates for the Hospitals and Local Authorities schemes should
be actuarially-determined to at least finance benefits accruing in the
future.(p.208)

That Victorian public sector organisations of a temporary nature should be
required to pay actuarially-determined employer contributions. This should
also encompass temporary secondments of officers to other

organisations.(p.209)

That in order to achieve cost recognition for the State Superannuation, State
Employees Retirement Benefit and Superannuation Lump Sum schemes,
notional funding be adopted. Notional funding would also apply to all
organisations currently covered by these schemes when new employees enter

the Victorian State Employees Superannuation Scheme.(p.211)
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Recommendations of Chapter 8

Investment Policies for Public Sector Schemes

8.1 That the Government gives due recognition to the impact of investment

performance on the cost of providing superannuation benefits, and therefore

gives priority to increasing the efficiency of public sector superannuation

investment arrangements.(p.216)

8.2 That there be established a Victorian Superannuation Investment Trust as

proposed in Section 8.3.2.(p.228)

8.3 That:
(a)

(b)

(c)

(d)

(e)

it is both desirable and necessary to introduce uniform powers
specifying the avenues available for the investment of Victorian
public sector superannuation moneys. This would provide
substantially wider powers than currently available to many

schemes;

the powers listed in Section 8.4 provide a starting point for a set of

up-to-date investment powers;

the Treasurer, with the assistance of senior legal counsel, be
responsible for developing appropriate investment powers as a

matter of priority;

provision be made for professional private sector investment
managers to be delegated the responsibility of investing part of the

funds concerned; and

efficient machinery be in place for the periodic review and prompt
amendment of investment powers, e.g., the Treasurer should be

able to initiate changes by regulation.(p.232)

8.4 That positive investment review policies be instituted by Victorian public

sector superannuation investment managers.(p.234)
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8.5

8.6

8.7

That:
(a)

(b)

the investment powers applicable to the investment of public
sector superannuation funds include the ability to invest and trade

in shares of companies with Australian Stock Exchange listing; and

funds be restricted from being the controlling shareholder of a

company.(p.236)

That complementary activities of the proposed Property Advisory Committee

and the Victorian Superannuation Investment Trust be co-ordinated to provide

public sector superannuation investment managers with advice on property

investment and, through the Trust, access to a pooled property investment

service.(p.237)

That:
(a)

(b)

consistent and comparable investment performance measurement
techniques be employed by Victorian public sector superannuation

investment funds. Reports should be available quarterly; and

the Treasurer oversee the implementation of investment
performance measurement procedures.(p.239)
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11.

12.

13.

14.

15.

ABBREVIATED NAMES OF

VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES

FULL TITLE

Australian Barley Board Staff
Superannuation Fund

Chairman General Sessions - Count
Court (Jurisdiction) Act 1968 (No.7705)

City of Melbourne Gratuities Scheme

City of Melbourne Officers'
Superannuation Fund

Coal Mine Workers' Pensions Fund (The)

County Court Associates Superannuation
Scheme (The)

Egg Board Staff Superannuation
Scheme (The)

Gas and Fuel Corporation of Victoria
Superannuation Fund

GEB Superannuation Fund(a)
Governor's Pension - Constitution Act

1975 (No.8750), Constitution
(Governor's Pension) Act 1979 (No.9251)

Greyhound Racing Control Board
Superannuation Plan

Harness Racing Board Staff
Superannuation Scheme(b)

Hospitals Superannuation Fund

Judges - County Court - Count
Court Act 1958 (No.6230
Judges - Supreme Court -
Constitution Act 1975 (No.8750)

Legal Aid Committee Staff
Superannuation Fund
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ABBREVIATED TITLES

Australian Barley Board
Chairman General Sessions

City of Melbourne Gratuities

City of Melbourne Officers'

Coal Mine

County Court Associates

Egg Board Staff

Gas and Fuel Corporation

Grain Elevators

Governor's Pension

Greyhound Racing Control Board
Harness Racing Board

Hospitals
Judges - County Court

Judges - Supreme Court

Legal Aid Committee



16.

17.

18.

19.

20.

Zl'

22.

23.

24.
25.

26.

27.

28.

29.

30.

31.

32.

33.

ABBREVIATED NAMES (cont.)

FULL TITLE

Local Authorities Superannuation Scheme

Melbourne and Metropolitan Board of

Works Provident Fund.

Melbourne and Metropolitan Board of

Works Superannuation Scheme

Melbourne Underground Rail Loop
Authority Superannuation Scheme

Metropolitan Fire Brigades
Superannuation Fund

Metropolitan Transit Authority Retiring

and Death Gratuities Scheme (The)

Mint - The Mint Act 1958 (No0.6323) (The)

Parliamentary Contributory
Superannuation Fund

Pilot Service Staff Fund (The)

Police Pensions Fund

Port of Geelong Authority
Superannuation Scheme

Port of Melbourne Authority

Superannuation Scheme

Port Phillip Pilot Sick and
Superannuation Fund

Port Phillip Pilots Staff Life Assurance

and Pension Scheme (The)

State Bank of Victoria Provident Fund (The)

State Electricity Commission Employees

Retirement and Benefit Fund

State Electricity Commission

Superannuation Fund

State Employees Retirement Benefits Fund
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ABBREVIATED TITLES

lLocal Authorities

MMBW Provident

MMBW Superannuation

MURLA

Metropolitan Fire Brigades

MTA Gratuities

Mint

Parliamentary

Pilot Service Staff
Police Pensions

Port of Geelong

Port of Melbourne

Port Phillip Pilot Sick and
Superannuation

Port Phillip Pilots Life
Assurance

State Bank

SEC Employees

SEC Superannuation

SERB



34.
35.

36.

37.

38.

39.

40.

41.

42.

(a)

(b)

ABBREVIATED NAMES (cont.)

FULL TITLE

State Superannuation Lump Sum Fund
State Superannuation Scheme

Supreme Court Associates Superannuation
Scheme (The)

Tobacco Leaf Marketing Board
Superannuation Fund (The)

Totalizator Agency Board Superannuation
Fund

Victorian Dried Fruits Board
Superannuation Plan

Westgate Bridge Authority Employee
Superannuation Fund (The Colonial
Mutual Life Assurance Society Limited)

Westgate Bridge Authority Staff
Superannuation Plan (National Mutual
LLife Association of Australasia Limited)

Zoological Board of Victoria
Superannuation Fund

ABBREVIATED TITLES

Superannuation Lump Sum
State Superannuation

Supreme Court Associates

Tobacco Leaf Marketing Board

TAB

Vic. Dried Fruits Board

Westgate (CML)

Westgate (NMLA)

Zoo

This is the formal title, on trust deed, for the Grain Elevators Board's

Superannuation Fund.

Reference to this scheme includes the National Coursing Association of

Victoria.
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CHAPTER 1

POLICY ISSUES IN VICTORIAN PUBLIC SECTOR SUPERANNUATION

SECTION 1.1 THE CENTRAL POLICY ISSUES

.l.l.l

The Need for Policy

As the Committee emphasised in its previous report, A Review of

Superannuation in the Victorian Public Sector, hereafter referred to as the

Review Report, there was a clear lack of co-ordination and accountability in
the management of Victorian public sector superannuation. Victoria now
faces a number of serious and pressing problems in the provision of public
sector superannuation. The causes and magnitude of these problems are
detailed in Chapter 2 below.

Superannuation, as the Review Report emphasises, is one of the most
significant elements in the remuneration of public sector employees. It has
important social and economic functions. The environment in which
superannuation operates is continually changing and in 1984, with assets test
and income tax changes, the tempo of change has, if anything, accelerated.
There are other more gradual changes with important long-term impacts, such
as the greater involvement of women in career occupations and the increasing
tendency for people te have a number of employers during a working lifetime.
The various Victorian public sector schemes, constituted as they are by way of
legislation or trust instrument, tend to be slow in responding to such changes,
and the structure of the superannuation system in Victoria is such that it is not
practical, or even desirable, to wipe the slate clean and make a fresh start. It
should, however, be possible to adapt the system gradually so that it more
effectively meets current and future needs. This report conveys the
Committee's considered views of the changes which should be made and how

they should be carried out.



1.1.2

Scheme Characteristics and Coverage

The hallmark of Victorian public sector superannuation is its diversity - a
situation which, as the Review Report pointed out, is the end result of a lack,
over many years, of central control and co-ordination or even clear statement
of principle. Consequently, Victoria now has, at least, 42 separate public
sector superannuation schemes, covering some 200,000 public servants in

State and Local government.

Not all employees, however, are covered by superannuation provisions. As at
June 1982, only 63.7% of State and Local government public sector employees
were covered by superannuation. A significantly higher proportion of males
are covered (80.3%) than females (40.9%). While the Committee would not
arque for total, compulsory coverage for all public sector employees,
individuals and groups who want the option of superannuation cover have been
excluded in the past for reasons of various forms of discrimination or type of
work performed. Although efforts have been made in recent years to
overcome such anomalies, scheme coverage still includes discriminatory and

idiosyncratic elements in terms of eligibility, contribution levels and benefits.

A further important feature of Victorian public sector superannuation is the
dominant position of the larger schemes. Thus, in June 1983, the State
Superannuation scheme accounted for just over 50% of all superannuation
contributors, and the ten largest schemes represented 97.4% of the total
contributors.  This pattern of coverage does not reflect a preferred or
optimum position (as a result of conscious Government decision making); it is

simply one more result of the lack of central control and co-ordination.

Additional evidence of the ad hoc evolution of public sector superannuation
schemes is to be found in the range of variability in individual scheme

contribution and benefit structures.

On the benefit side, for example, schemes vary in their averaging periods for
calculating retirement benefits, in their level of indexation, in their
commutation factors, in their early retirement provisions, their retirement
(pension or lump sum) benefits and in the level and availability of a spouse

pension.
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The apparent inequities in both contributions and benefits are substantial.
Left unchanged they would undoubtedly persist since there is not only a lack of
interest (and information) by scheme managers and members in other schemes,
but there is no existing mechanism to permit comparative evaluation. On the
other hand, any attempt to standardise public scheme benefits to the highest
levels now available among such schemes would have serious cost implications

for the public purse.

Public Versus Private Sector Schemes

Despite the diversity in contribution and benefit structures, most public sector
superannuation schemes are superior to schemes in the private sector.
Whether unintentionally or by design, virtually all public sector schemes offer
benefits significantly greater than those in the private sector. The State
Superannuation scheme, an important example, is far more generous than
corresponding private sector schemes in its offer of a pension of 70% final
salary, a survivor's pension and full CPI indexation. The State Superannuation
scheme also offers a more generous retirement benefit than the

Commonwealth Superannuation scheme.

The limited work done by the Victorian Public Service Board on the subject of
total remuneration packages (including superannuation) suggested that
remuneration in the public service, except for the most senior staff, is higher
as a cost to the employer than in the private sector. Furthermore,
remuneration in the public service (including superannuation), as a net benefit
to the employee, is also higher than in the private sector, again except for the

most senior staff.

The Committee is concerned that in framing benefit provisions no attempt has
been made, in the larger schemes at least, to contrast provisions with those
available in the private sector or to cost the level of the provisions from time
to time. Again, a set of guidelines laid down by Government should have been
established and adhered to.
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Options for Reform

There can be little doubt that within the present public sector superannuation
system there is a clear and pressing need for significant reforms. These
reforms, as emphasised in the Review Report, should encompass more than
just provisions for eligibility, contribution and benefit levels. As the
Committee argues below, reform should also include asset structure, financing

and investment, and management and administration.

Reforms must recognise the interest of existing scheme members. The
Committee believes that the proposals embodied in this Report meet this

objective and will receive wide support.



SECTION 1.2 THE BUDGETARY IMPACT OF PUBLIC SECTOR

1.2.1

102.2

SUPERANNUATION

The Financing of Defined Benefit Schemes

As already noted, the dominant public sector superannuation scheme is of the
defined benefit type with over 99% of public sector contributors enrolled in
such schemes. Under such a scheme, the employer (in this case the
Government or a Statutory Authority) is required to make up any shortfall
between employee contributions plus interest and the cost of benefits. This is
done on a regular basis throughout the employee's membership in the case of
funded schemes or at the time benefits are paid in the case of pay-as-you-go
(PAYG) schemes. Poor scheme management or inappropriate or unheeded

professional advice can involve substantial and unanticipated costs.

In presenting its Review Report the Committee emphasised the need to ensure
financial responsibility, and the necessity of making public sector authorities
aware of current and expected employer costs for both PAYG and partially

funded superannuation schemes.

The State Superannuation Scheme

The State Superannuation scheme is the largest Victorian public sector
superannuation scheme and is heavily dependent on the Consolidated Fund for
meeting the costs of benefit payments. In practice, the Superannuation Fund
pays the pension and is then reimbursed for the Government's share by
payment from the Consolidated Fund. The Government's share of the costs of
indexing pensions is also met on a PAYG basis with payments from the

Consolidated Fund to a Pensions Supplementation Fund.

For the majority of scheme members, employing authorities are not charged
with the costs of superannuation - payment is made directly from the
Consolidated Fund. As a result there is little accountability for current and

expected employer costs.



With an open-ended commitment to finance the balance of benefit payments
not met by member contributions and interest, the Government's share has
risen. This has been due in large part to the adoption of a 9% ceiling on
member's contributions together with a generous early retirement benefit at

age 60.

It is clear from evidence presented to the Committee that before the
initiation of the Cook-Ryder investigation in 1980, the long-term costs of the
State Superannuation scheme to the Consolidated Fund were not considered
important by either management or their actuarial advisers. Indeed, even
under present actuarial arrangements, there is no provision for estimating the
accruing liability of the scheme to the Government, nor are there any formal
mechanisms to gauge either the long-term costs of benefit changes or of
anticipated developments in public sector employment levels, salary structure

or terms of employment.

In its Review Report, the Committee expressed considerable concern over the
long-term costs of the scheme to the Consolidated Fund. In 1983-84, for
example, the cost to the Consolidated Fund is estimated at $225 million -an
increase, in real terms, of about 169% since 1974-75. This sum is greater than

the present annual vote of the Community Welfare Services Department.

Cost projections for the State Superannuation scheme are also disturbing.
From evidence supplied by consultant actuaries it is likely, even with
favourable assumptions, that the emerging cost of the scheme to the
Consolidated Fund will rise substantially in real terms over the period to 2030.
In terms of 1981 dollars, there would be an increase from $140 million in 1981

to one thousand million dollars in 2030.

Unless the State Government is prepared to commit itself and future
Governments to meeting these costs out of the Consolidated Fund by either
increased taxes or reduced expenditure in other areas, the Government has
little option but to pre-empt such a cost escalation by a redesign of
superannuation arrangements in Victoria. There are a number of other
important reasons for redesigning superannuation arrangements in Victoria

such as the need for greater choice of arrangements for contributors, greater
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flexibility, better resignation benefits, and increased portability within the
public sector.

Other Superannuation Schemes

Unfortunately, it was not possible for the Committee to review the emerging
costs of the other PAYG public sector superannuation schemes. The
Committee took the view, however, that public sector bodies should be made
aware of the current and expected employer costs of such schemes. Whenever
a change to superannuation provisions is proposed, it should be adequately

costed and, if approved, should be reflected in future budgets.



SECTION 1.3 DISCRIMINATION AND DISADVANTAGE IN PUBLIC SECTOR

1.3.1

1.3.2

SUPERANNUATION

Issues in Discrimination

The Committee noted in its Review Report that although many of the more
overt forms of discrimination in Victorian public sector superannuation
schemes had been removed in recent years - including some current moves to
extend coverage to part-time permanent employees - there still remain a
number of areas of concern. The more important of these are:

(a) discrimination by occupation and workplace;

(b)  discrimination by medical classification; and

(c) discrimination in withdrawal benefits.

Occupational and Workplace Segregation

A most undesirable feature of Victorian public sector superannuation is the
extent to which the various schemes have the tendency, owing to increasing
costs of job transfers, to lock individuals into a particular occupational
category or workplace situation. The exclusive nature of the respective
scheme contribution, benefit and withdrawal provisions reinforces existing
barriers to intra-public sector employment mobility. The effect of this is not
only to deny individuals equality of treatment in career paths and career
choices but to lead them to join schemes which, in many respects, are clearly
inferior to those open to individuals performing similar kinds of work in other

public sector jurisdictions.

The Committee is opposed to any form of discrimination that is the result of
occupational or workplace segregation, which is one of the worst aspects of
the unco-ordinated and uncontrolled evolution of public sector superannuation
in Victoria. There is no reason, for example, why employees with similar job

classifications and salary levels should receive different retirement or
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withdrawal benefits simply because of the schemes they belong to. If the
public sector is to operate efficiently, and make most effective use of its

human resources, these barriers must be eliminated.

Medical Discrimination

The question of medical classification for scheme applicants is difficult to
resolve. Given the insurance element in superannuation provisions, the total
abolition of all forms of medical evaluation on entry would, under the present

generous benefit levels, lead to a substantial increase in employer costs.

Despite the fact that almost 30% of entrants to the State Superannuation
scheme are on limited 61‘ service benefits, the Committee believes that with
appropriately designed benefits, it would be possible, if accepted as desirable,
to reduce the present degree of discrimination against those classified unfit
(and hence on 'limited' or 'service' benefit) without significantly increasing

costs.

Withdrawal Benefits

The Committee's view is that any public sector superannuation scheme, in its
provisions for vesting, preservation and portability of benefits, should not
impose unreasonable costs on individuals who resign (or who are retrenched)
from the public sector. The present diversity in withdrawal provisions among
the various Victorian public sector schemes is not acceptable. Many of these
provisions are not only inequitable but also effectively discourage the

recruitment of experienced staff.

Evidence presented to the Committee indicated considerable dissatisfaction
with many aspects of withdrawal provisions and withdrawal benefits, the issue
of the lack of portability attracting the most criticism. As 60% of permanent
officers of the Victorian Public Service who left the service in 1982/83
departed before they were eligible for a benefit from the State Superannuation

scheme, this dissatisfaction is easily explained.



The Committee believes that employees should have at least the right to
return of their own contributions plus interest (or its equivalent). In the
scheme proposed, the Committee also favours some form of cash vesting, on

the grounds of equity and labour mobility.

The Committee believes that portability of benefits should be freely available
on change of employment. Until such time as there is general agreement
between the public and private sectors, however, priority should be given to
portability between public sector schemes. In the Committee's view the
introduction of a new universal scheme for public sector employees will
facilitate such portability increasingly as the scheme matures. However, it is
undesirable and unnecessary to rely on the new scheme to introduce sensible
portability arrangements between all public sector schemes. All that is
necessary is a general agreement on principles, and legislative or documentary
support for the application of those principles. Where portability is not
possible, the Committee believes the preservation of benefits should be
actively encouraged and that attention should be given to ensure this is an

attractive option.
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SECTION 1.4 MANAGEMENT PRACTICE AND ADMINISTRATIVE SKILLS

1.4.1

1.4.2

Management and Control

The diversity in Victorian public sector scheme provisions is matched by the
diversity in management practices and administrative skills in the various
schemes. Some schemes match best private sector performance in their
management and administration; others are open to considerable criticism as
the Review Report indicated. It is clear from evidence presented to the
Committee that there has been little, if any, attempt in the past to assess
management practices or to set standards for administrative performance.
This lack of directibn is reflected in the existing variety of trustee
arrangements, in the lack of common standards in actuarial reviews and
reporting, and in the absence of meaningful and relevant guidelines for

investment practice and investment performance appraisal.

In reviewing the management and administration of public sector schemes the
Committee found the present situation to be unsatisfactory. There is a clear
need to institute regular reviews of all public sector schemes in order to
ensure efficient administration and to ensure also that recommendations are
implemented speedily. Such reviews should come under the authority of the

Treasurer.
As a result of its assessment of the need for effective central co-ordination,

the Committee believes the Treasurer should have statutory power to

intervene in the running of all public sector superannuation schemes.

Personnel Practice, Benefit L_evels and Disability Retirements

A major concern of the Committee in reviewing superannuation management
has been the issue of disability retirements. In the case of the State
Superannuation scheme, rates of disability or ill-health retirement have not
only been substantially higher than comparable private sector schemes but also

higher than comparable public sector schemes in other States. Unfortunately,
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the incidence of disability retirements for other Victorian public sector

superannuation schemes is not known.

The issue of disability retirements cannot be separated from the more general
issues of public sector personnel policies for recruitment and medical
screening, performance monitoring and evaluation and, if considered

appropriate, redeployment both within and between employing authorities.

The Committee was particularly concerned with the possible connection of
high benefit levels to the relatively high incidence of disability retirements

under the State Superannuation scheme.

A further element concerns the actual process of disability retirement within
the individual superannuation schemes and the question of whether or not this
is in conflict with accepted personnel practice in other public and private
sector jurisdictions. These issues, in turn, raise the important question of the
grounds on which a person is to be declared unfit for further duties, the
approbriate decision-making body, and procedures for re-evaluating the status
of disability retirees. Of particular concern is the criterion 'unable to perform

present duties', which would appear to be unnecessarily liberal.

Consultant reviews of the incidence and process of disability retirements
under the State Superannuation scheme also identified a number of areas
where deficient or inappropriate personnel practices could be said to be major
contributory factors to the high rate of disability retirements. The
Consultants also proposed some major innovations. Perhaps the maost
important of these was to recommend that consideration be given to the
introduction of personnel and redeployment practices similar to those in place
under the Commonwealth Employees (Redeployment and Retirement) Act 1979
(the CE(RR) Act).

The Committee believes that there is a clear case for improved personnel
procedures. These would include improved recruitment and selection for entry
to the teaching profession, the allocation of greater resources to welfare and
counselling, standardised medical evaluation, retraining programmes and an
effective redeployment policy. Invalidity retirements must be seen as a last

resort in the public sector.

12



1.4.3

Employee Participation

The Committee considers it desirable that all Victorian public sector
superannuation schemes should have member elected representatives on their
governing bodies, which a number now fail to have. As a corollary, if there is
to be more representative and effective participation, there must be a greater

disclosure of information by the schemes.
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SECTION 1.5 INVESTMENT

1.5.1

Investment Performance

Investment income from the assets of public sector superannuation funds
makes an important contribution to benefits and administrative costs. It is
unfortunate, therefore, that in a number of significant areas investment
performance and practice were less than adequate. With defined benefit

schemes the employer, in effect, subsidises poor investment management.

The Committee recognises that many funds - particularly those established by
Act of Parliament - have restricted powers of investment. The Committee
takes the view that, with the uncertainties inherent in investment, funds must
have equity-type investments. In particular, funds should be able to invest in
shares. To disallow such investment is an unfortunate and unwarranted

restriction.

Even with these restrictions on investment opportunities, a lack of active
management of portfolios has reduced the returns on investment activity.
Equally significantly, little emphasis has been placed by Victorian public
sector superannuation schemes on measuring their investment performance.
This lack of emphasis is completely at variance with the growth of investment
performance surveys amongst private sector schemes over the last decade and

the resulting increased use of professional investment managers.

Consultant reports to the Committee argued that the investment
performances of the majority of the largest public sector schemes (for the five
year period ending 30 June, 1983) were poor in contrast to a sample of 250
private sector schemes. The Review Report points out that, if the twelve
superannuation funds surveyed by consultants had placed their assets in 1978
and subsequent cash flow under the control of professional investment
managers, by June 1983, the market value of assets could have been some $575

million greater than the result actually achieved.

While these figures need to be treated with caution, because of the

assumptions involved in the comparisons (and the period of observation), they

14



are indicative of the opportunity costs implicit in present scheme investment

powers and present methods of investment management.

While wider and more flexible investment guidelines and more effective
investment performance must not be seen as the panacea for public sector
superannuation cost escalation, it is clear that a higher return on assets would

permit greater flexibility in future scheme development.
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SECTION 1.6 REFORM AND RATIONALISATION OF PUBLIC SECTOR

1.6.1

SUPERANNUATION

Membership and Community Interests

There can be no doubt that Victorian public sector superannuation is long
overdue for systematic and far-reaching rationalisation and reform. The
present system is subject to continuing ad hoc pressures with many important
decisions being taken without regard to either wider community interest or
other superannuation groups within the public sector. The only way in which
the Government can exercise control over superannuation in this State, as well
as meet the genuine interests of present fund members and the wider

community of Victorians, is through radical and innovative change.

Of overriding concern are the escalating cost problems of large public sector
superannuation schemes. The Committee believes that these can be addressed
by

(a) introducing a completely new scheme for future entrants;

(b) making participation in the new scheme voluntary for any benefit

in excess of a compulsory minimum;

(c) giving present scheme members options regarding transfer to the

new scheme; and

(d) varying certain conditions of present schemes within a package of
changes to provisions (withdrawal benefits, early retirement,

member contributions, disability benefits).

The introduction of a new superannuation scheme will not, by itself, meet all
of the issues and problem areas identified in the Review Report. Even with a
new scheme, the existing 42 public sector superannuation schemes will survive,
with a diminishing membership, well into the next century. While the
Government may ultimately be prepared to wind-up these schemes and

transfer the few remaining contributors and pensioners to the

16
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new universal scheme under appropriate conditions, there are significant
issues of management and administrative performance, vesting, preservation
and portability which must be dealt with in the meantime, as well as asset

structure and investment activity.

There are wider issues of public sector management and control which are also
crucial. First and foremost, the Treasurer must be given wide powers not only
to oversee the introduction of the new scheme but also to monitor the
performance of (and changes to) existing schemes. Second, there must be in
place an effective personnel system for the selection, monitoring and
redeployment of State officers. Disability retirements must be discouraged
through active and adequately funded policies of welfare, counselling and

retraining.

Criteria for Public Sector Superannuation

There are four criteria which the Committee believes are crucial to the
operation of any public sector superannuation scheme and which must be

central to any proposed new scheme. These criteria are:
(a) equitable benefits for all members;

(b) efficient and effective management of the scheme and its

investment portfolio;

(¢) that having regard to community standards, the scheme should
meet its objectives at a reasonable cost to members, employers

and present and future taxpayers of Victoria; and

(d) that it form part of the design of a considered public sector

employment policy.
The Committee is confident that its recommendations, together with the

wider structures of management and control within the public sector, meet

these criteria. The Committee is under no illusion, however, that there will be

17



no transition problems and is aware that considerable resources will have to be

devoted to consultation with interested parties.

Given the established interests of current scheme members and the number
and complexity of the schemes, it must be recognised that reform could be
difficult and could take considerable time. Nevertheless, the Committee is
convinced that, in the long run, the new arrangements will benefit all

Victorians.
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CHAPTER 2

SUMMARY OF THE REVIEW REPORT

SECTION 2.1 SUPERANNUATION IN THE VICTORIAN PUBLIC SECTOR

2.1.1

2.1.2

Introduction

Policy issues in Victorian public sector superannuation were discussed in the
previous chapter, and some, though not all, of the findings of the Committee's
Review Report were covered. This chapter presents a summary of the
Committee's Review Report, which will give important background |
information on the state of Victorian public sector superannuation and
re-emphasise the need for change. For ease of reference similar headings are

used, and in the same order, as in the Review Report.

Significance and Functions of Superannuation

Superannuation could be said to have two broad categories of function; firstly,
an income security function upon retirement, death or permanent disability,
and secondly, a labour market function in its influence on rates of
remuneration, job mobility and career development. In the latter respect, the
limited provision for portability between the various schemes in the Victorian
public sector constitutes an unnecessary impediment to greater mobility of

labour within that sector.
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SECTION 2.2 ELIGIBILITY, CONTRIBUTIONS AND BENEFITS

2.2.1

2.2.2

2.2.2.1

2.2.2.2

The Present Diversity

The Committee's Review Report disclosed the considerable diversity that is
present in every aspect of Victoria's public sector superannuation schemes.
This is nowhere more evident, and in the Committee's view, less justified, than

in the areas of eligibility, benefits and contributions.

Eligibility

Membership Classification

Superannuation coverage in the public sector is higher than in the private
sector. This is explained, firstly, by the conditions of eligibility for
membership and, secondly, by the availability of a superannuation scheme for
the majority of public sector employees. Although most of the schemes are
compulsory, entry may not necessarily be automatic and there are often

qualifications.

Voluntary Versus Compulsory Membership

At the time of compiling the Review Report, 18 of the then identified 42

Victorian public sector schemes were compulsory.

Schemes that are voluntary for some or all of the staff eligible to join them
include the State Bank scheme (with respect to technical and specialist staff),
the Port of Melbourne Authority scheme, the MMBW Provident scheme and the
Hospitals scheme.

The largest Victorian scheme, the State Superannuation scheme is compulsory.

The Commonwealth Superannuation scheme and the State superannuation

schemes of all other States, except South Australia and Western Australia are
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2.2.2.3

also compulsory. In South Australia only 30% of public service members

contribute to superannuation.

Attitudes to the question of compulsory versus voluntary membership varied
among participants in Victorian public sector superannuation. Strong union
support for compulsory membership was expressed at a special seminar held to
discuss the findings of the Review Report with various union representatives.
Their general view was that it was in the employees' long term interests to be
required to join a superannuation scheme. On the other hand, the Committee
received a number of submissions supporting voluntary membership. The point
was made that many members of superannuation schemes have difficulty
affording superannuation contributions, and if they had the choice they would

opt out so as to maximise take home pay.

The Committee believes a compromise position offers the greatest flexibility

in meeting the needs of contributors.

Discrimination in Eligibility Requirements

Discussion of discrimination is usually concerned with sex and marital status,
but it is evident that discriminatory practices in superannuation have also been
based on the occupation and category of employee. The most widespread of
such practices has been the historical exclusion from schemes of wages or
blue-collar employees, or the establishment of different schemes for wages
employees and staff, those covering the former having generally inferior

entitlements.

In the Review Report the Committee expressed support for the principle that
eligibility criteria for superannuation schemes should not discriminate against
a person on the grounds of sex, marital status, occupation or hours of work.
The Committee was pleased to note that few schemes now discriminate’
regarding eligibility on the grounds of sex or marital status, and that moves
are being made to extend coverage to permanent part-time employees in some

areas.
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2.2.3

2.2.3.1

Perhaps the most important area of discrimination in eligibility is that of
medical classification. Most superannuation schemes provide significant
insurance in the event of death and disablement. If there is no medical
screening and classification, the costs of providing death or disability benefits
must be considerably greater than otherwise. However, the outcome of this
process of medical screening for the State Superannuation scheme has meant

that more than 30% of its members are classified with less than full benefits.

Contributions and Benefits

The Committee found considerable diversity in members' contributions, the

percentage of salaries paid ranging from 23% to 113 %.

Most superannuation schemes in the Victorian public sector are defined benefit
schemes in which benefits on retirement, death or disability, are determined
by a formula which defines benefits in terms of salary at or near retirement
and years of actual scheme membership. The dominance of defined benefits in
the Victorian public sector matches the situation amongst larger schemes in
the private sector, but the Victorian public sector differs from the private
sector in the form of the retirement benefit. In the private sector lump sums
are common; in the Victorian public sector the retirement benefit ranges from

a pension, which may be partly or wholly commutable, to a lump sum only.

Indexation and Commutation

Most public sector pension schemes benefits are fully indexed to changes in
the Consumer Price Index (e.g., State Superannuation, Port of Melbourne
Authority, SEC Superannuation and Metropolitan Fire Brigades schemes),
whereas very few schemes in the private sector provide full indexation.
Nevertheless, some Victorian public sector schemes offer only partial
indexation (e.g., City of Melbourne Officers' scheme) while others offer no

indexation at all (e.g., MMBW Superannuation scheme).

The Committee's view is that there is a strong case for uniformity in

indexation provisions in the public sector.
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2.2.3.3

Most pension schemes in both public and private sectors permit full or partial
commutation of pension. Evidence to the Committee suggests that where
commutation is available, most public sector scheme members commute the

maximum to which they are entitled.

Retiring Age

Retiring age is a key item in the design of most superannuation schemes. It
establishes the date at which the main benefits of the scheme become payable
and is a reference point for early and late retirement, death, disability and

other benefits.

- For most Victorian public sector schemes the normal retiring age is either 60

or 65 years. Some schemes where normal retiring age is 65 years provide for
early retirement after age 60, without penalty apart from any service
necessarily foregone (e.gq., SEC Superannuation and MMBW Provident
schemes). Others provide for early retirement with minimal penalty.

Retirement Benefits

There are major differences between the retirement benefits offered by
Victorian public sector superannuation schemes. With some schemes offering
pensions only, others pensions that are partly or wholly commutable and others
lump sums only, it is difficult to make meaningful comparisons. One way of
making comparisons adopted in the Review Report was to express the value of
the benefit payable to an average member at normal retirement date as a
capital sum, not in terms of dollars but as a multiple of the member's salary at
the date of retirement. On the assumptions used in the report, the retirement
benefits at age 60, after 30 years' scheme membership, ranged from 10.7 times
final salary for the State Superannuation and Port of Melbourne schemes, 6.9
times for Local Authorities and 5.4 times for Gas & Fuel, to a minimum of 1.2
times for the Metropolitan Transit Authority.

Employees with a similar job classification at the same salary level can thus

expect to receive significantly different retirement benefits simply because of
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2.2.3.4

2.2.4

2.2.4.1

the scheme to which they happen to belong. For example, a railway member
of the State Superannuation scheme, retiring at age 60 after 30 years service,

could receive 9 times as much as a tramway worker with similar service.

Death and Disability Benefits

The form and the amounts of benefit payable on death and disability are
related to those payable at normal retirement, so the relative generosity of
public sector retirement benefits is also true of death and disability benefits.
In particular, the fully indexed pensions payable by many of the larger
Victorian public sector schemes, such as the State Superannuation scheme,

have few counterparts in the private sector.

The Committee found that the level of disability retirements in the State
Superannuation scheme is relatively high and compares adversely with
experience in other States and in the private sector. The incidence of
disability retirements from the State Superannuation scheme on account of
mental conditions was found to be particularly high, especially in the Police

Force.

Withdrawal Benefits

Introduction

The Victorian public sector is not a single internal labour market. It is more
properly seen as a set of independent sub-markets between which mobility is
highly restricted. One of the reasons for this lack of mobility is the operation
of superannuation schemes which, because of their failure to accomodate job
transfers and resignations effectively, lock individuals into particular

employing authorities.

The Committee has taken the view that superannuation benefit systems,
particularly those with compulsory membership, should not impose
unreasonable costs on those individuals who decide to resign (or who are
retrenched) from the public sector. At the same time the Committee is aware

24



2.2.4.2

that an overly generous resignation benefit structure could impose
unacceptable costs on the employing body.

In many schemes the resignation benefit is a return of the member's
contributions with interest. Examples are the Hospitals, MMBW
Superannuation and Provident, TAB, Superannuation Lump Sum, Port of
Geelong, Supreme and County Court Associates and State Bank schemes. The
State Superannuation, Port of Melbourne, and Metropolitan Fire Brigades
schemes provide for a return of the member's contributions only - a situation

that the Committee regards as unsatisfactory.

Vesting, Preservation and Portability

Vesting refers to an employee's right, upon termination of employment by
resignation or retrenchment, to all or part of the employer contributions made
to a superannuation scheme on the employee's behalf. The extent of vesting
varies considerably between public sector schemes: in the State
Superannuation scheme there is no vesting unless the employee elects to
preserve his/her benefit; in the SEC schemes there is no vesting until after
the completion of 10 years membership. Vesting in a number of schemes is
determined by formula, the amount increasing with duration of membership.
This is an important element in the benefit structure of most schemes because
of the large number of employees who resign, especially in the early years of

membership.

It should be noted that many schemes offer benefit preservation as an
alternative to vesting. With preservation, a member's entitlement is retained
in the scheme, to be paid subsequently on death, disablement or attainment of
normal or early retiring age. Some schemes provide for vesting of employer
money when the benefit is to be preserved but not otherwise. One example of
this is provided by the State Superannuation scheme under section 36 of the

Superannuation Act 1958; an employee who resigns after age 50 and having

completed 15 years membership is entitled to a preserved pension payable at

age 65.
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Portability embraces both the concept of vesting and of preservation.
Hearings of, and submissions to, the Committee have made, with few

exceptions, little specific reference to the question of vesting. However,
there was widespread demand for portability.
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SECTION 2.3 MANAGEMENT AND ADMINISTRATION

2.3.1

2.3.2

Key Issues in Management and Administration

In the Committee's opinion, the large number of superannuation schemes in the
Victorian public sector reflects the ad hoc manner in which superannuation has
developed over the years and the absence of central control and direction by
successive State governments. There is not - as far as the Committee could
ascertain - any logical reason why there should be so much diversity.

Managerial and operational guidelines are conspicuous by their absence.

Central agencies, in particular the Treasury (now the Department of
Management and Budget), the Public Service Board and the Office of the
Government Statist and Actuary have had, at best, a peripheral and indirect

role in the introduction, development and management of the various schemes.

Consultation and Participation in Superannuation Schemes

Given the importance of superannuation as an industrial relations matter an
issue of major concern is employee representation on the governing bodies of
the schemes. The Committee believes that all public sector superannuation
schemes, as a matter of principle, should have member elected representatives
on the governing body. This should ensure a wider understanding and
appreciation of the scheme among the workforce generally, and should enable
the management to. be more directly and fully informed of employees'

concerns.

The Committee would emphasise that the election or selection of member
trustees or representatives is only the beginning of participation. To ensure
effective participation it is essential for member trustees or representatives

to have maximum opportunity for training before taking up their duties.

The Committee took the view that effective consultation between scheme

management and contributors would be facilitated by a co-ordinated and
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2.3.3

consistent approach to resolving union-initiated claims for changes to

provisions.

Disability Retirements and Personnel Practices in the Victorian Public Service

The Committee was concerned that current rates of disability retirement

could, in the long run, jeopardise the financial position of public sector

superannuation schemes. It initiated a review of personnel practices in order

to evaluate the potential impact of revised procedures on the incidence and

pattern of disability retirements. The major conclusions were:

(a)

(b)

(c)

(d)

(e)

that poor selection procedures were a major contributing factor in

disability retirements from the teaching profession;

that welfare and counselling support can be most cost effective in
reducing disability retirements and that there is a clear need for

such support in the Education Department;

that disability retirements are too often used as an expedient
personnel tool and that, as a consequence, there is a need to
consider more formal and comprehensive redeployment and
retirement management systems: a possible model for disability

cases is the procedure established under the Commonwealth

Employees (Redeployment and Retirement) Act 1979;

that there is a strong case for centralisation and standardisation of
medical services under the Victorian government medical officer;

and

that there needs to be a more systematic and rigorous reviewing of

disability pensioners.
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2.3.4

2.3.5

Administrative Services and Record Systems

Superannuation administration is far more than contribution accounting. A
complete superannuation administration service should also provide such
services as record maintenance for eventual benefit calculation, member
benefit statements and the reporting of financial and actuarial status to

management.

To meet these requirements many schemes have computerised their
administration. However, as with so many other aspects of public sector
superannuation, the separate schemes have developed their own systems and

purchased their own hardware, with varying results.

Financial Accounting and Actuarial Reporting

A Consultarit's report to the Committee concluded that not one of the 13
schemes reviewed is currently producing an acceptable set of useful
information for those concerned with the schemes. The Committee believes
that uniform and comprehensive accounting and reporting procedures should be
established for Victorian public sector superannuation schemes. Furthermore,
the Committee believes that public sector superannuation schemes should be

declared as public bodies for the purposes of the Annual Reporting Act 1983.

Among other things, this would automatically ensure auditing by the

Auditor-General.

For partially funded or pay-as-you-go (PAYG) schemes, the typical provisions
for an actuarial investigation could be interpreted as precluding any reporting
on the unfunded elements of the scheme. However, the Committee believes
that the majority of the actuarial profession has moved to the view that a
proper actuarial report on a partially funded scheme, like the State
Superannuation scheme, should encompass, not only the funded section, but

also future emerging costs for unfunded benefits.
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SECTION 2.4 THE FINANCING OF  VICTORIAN  PUBLIC SECTOR

2.4.1

2.4.2

SUPERANNUATION SCHEMES

Alternative Financing Systems

In the Review Report, the Committee distinguished between the two basic
financing systems, funding and PAYG. At the time of compiling the Review
Report the Committee was aware of 42 different Victorian public sector
superannuation schemes, 26 of which were funded, nine were PAYG and seven
were partly-funded to various degrees. There are arguments for adopting
either form of financing for public sector superannuation schemes but in
practice, where existing superannuation schemes are concerned, the options
for change are restricted. Once PAYG or partly-funded schemes are firmly
established, taxpayers and contributors would be likely to resist their
conversion to fully-funded schemes. This is because of the extra cost in
building up an investment fund to provide benefits for future members whilst
simultaneously having to continue paying benefits for current members for

whom no contributions have been made in the past.

Whichever method of financing is adopted, the Committee felt it was
important that all public sector bodies recognise in their accounts the full cost
of current superannuation benefit accruals. This is already done in the fully
funded schemes but would require special accounting for partly-funded and
PAYG schemes.

Funding for Statutory Authorities

The Committee made the point that statutory commercial authorities should
be covered by funded superannuation schemes and generally this is the case for
those authorities which generate sufficient revenue to cover expenditure. The
rationale is that such authorities should bear in their budgets the full cost of
providing goods and/or services, part of which will‘ be attributable to the

accruing liability for superannuation.
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2.4.3

2.4.4

Victorian Funded Schemes

The 26 funded superannuation schemes in the Victorian public sector include
nearly all of the smaller schemes and some of the larger statutory authorities
schemes. Typically the smaller schemes have their funds managed externally
either through a merchant bank or, more commonly, a life assurance office.
Quite clearly the provision of superannuation benefits through life assurance
involves funding in advance. An example of such a scheme is the Greyhound

Racing Control Board scheme which is managed by the AMP Society.

Eight of the 26 schemes are accumulation schemes. By definition these are
funded because benefits are determined by the accumulation of contributions
plus interest. The largest accumulation scheme is the Port of Geelong
Superannuation scheme which had assets of just over $3 million at December
1982.

One scheme that is meant to be fully-funded but which has in fact
accumulated a large actuarial deficit is the Metropolitan Fire Brigades
Superannuation scheme. For an organisation that is dependent on levies on |
current fire insurance premiums for a substantial part of its budget the

Committee considered that this situation was unacceptable.

Other fully-funded schemes of note include the two MMBW Superannuation
schemes (Provident and Superannuation), State Bank, SEC Employees, City of
Melbourne Officers', Parliamentary and Port Phillip Pilots Sick and

Superannuation schemes.

Victorian Pay-As-You-Go Schemes

There are nine superannuation schemes in the Victorian public sector that
finance all benefits on a PAYG basis and these include two gratuity schemes,
i.e., the MTA Gratuities and City of Melbourne Gratuities schemes. The most
notable PAYG superannuation scheme is the Port of Melbourne Authority
Superannuation scheme. Although members of the scheme make contributions,
the funds are retained in the working finances of the Port of Melbourne
Authority (PMA). There are, therefore, no assets to back the liabilities of the
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2.4.5

2.4.6

2.4.6.1

scheme and benefits are paid entirely out of current revenue. The Committee
considers this to be a totally unacceptable arrangement for one of Victoria's

commercial statutory authorities.

Victorian Partly-Funded Schemes other than the State Superannuation Scheme

There are six partly-funded superannuation schemes other than the State
Superannuation scheme. These include two schemes that are close to fully
funded - the SEC Superannuation and Gas and Fuel Corporation schemes.
These schemes finance the adjustments to pensions on a PAYG basis, though
this is an almost inconsequential item for the Gas and Fuel scheme.
Nevertheless, as commercial statutory authorities they should, in the

Committee's opinion, be funding this cost.

Other partly-funded schemes of note include the three broadly similar State
Employees Retirement Benefit (SERB), Local Authorities Superannuation
Board (LASB) and Hospitals schemes. These schemes are multi-employer
schemes and a substantial proportion of the employer contribution is, in fact, a
PAYG contribution calculated to meet benefits payments over a three year

period.

The Committee expressed concern that, under direction from the Treasurer,
some employers have been withholding their contributions to the SERB
scheme, notwithstanding the fact that these are essentially instalments to
meet the employer's current obligations on a PAYG basis. This means that
members' contributions and interest are not fully covered by normal

investments.

The State Superannuation Scheme

Financing the Scheme

The largest scheme, the State Superannuation scheme, is mostly unfunded.

Members' contributions are paid into an investment fund but the employer's
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. 2.4.6.2

2.4.6.3

share of benefit payments is made from the Consolidated Fund on a PAYG

basis.

It was originally intended that 2/7ths of the benefits provided by the scheme
were to be funded by members' contributions and the remaining 5/7ths was to
be paid by the Government. However, largely because of the placement of a
9% ceiling on members' contributions and the adoption of a generous early
retirement benefit at age 60, the Government's share is much greater for

current retirements.

Cost Allocation

Some organisations covered by the State Superannuation scheme, which are
charged for their share of benefit payments, have attempted to account for
accruing liabilities by establishing internal investment funds or accounting
provisions. No guidelines have been established to help these organisations,

the result being that no two are accounting for this liability in the same way.

Other _brganisations whose employees are members of the State
Superannuation scheme are charged by a contributory arrangement which
absolves them from meeting the actual cost of employer contributions
associated with the later payment of benefits. However, even within this
arrangement, the percentage contribution and basis of calculation can vary

substantially from organisation to organisation.

Long Term Costs of the State Superannuation Scheme

The cost of the State Superannuation scheme to the government has increased
substantially in the last decade. In 1974-75 it was $34.7 million and in 1983-84
it was $225.6 million, an increase of about 169% in real terms. The cost to
Government of the scheme can be expected to continue to rise. Actuarial cost
projections of the State Superannuation scheme contained in a report to the

Treasurer by the consulting actuary Mr. Bruce Cook suggest that:
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(a)

(b)

(c)

(d)

on a reasonable set of assumptions, including growth in the
membership of the scheme of 1% per annum, salary growth of 10%
per annum and pension updating of 8% per annum (equal to CPI),
the cost to the State measured in 1981 prices, is projected to
increase from $140 million in 1981 to $1000 million in 2030 (a 614%

increase);

on the same set of assumptions but expressed as a proportion of the
total salaries of members, the projected increase over the same

period is over 70%;

on the more favourable assumptions that growth in the membership
of the scheme would be zero and that there would be no real
increase in salaries or pensions, the cost to the State, measured in
1981 prices, is projected to increase from $140 million in 1981 to
$410 million in 2030 (a 193% increase); and

a number of factors which could further increase costs include:

(i) increased longevity of pensioners;

(ii) continuing high rates of disability retirement;

(iii) widening the scope for vesting, preservation and
portability; and

(iv) public service employment growing at a faster rate

than private sector employment.
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SECTION 2.5 INVESTMENT PRACTICE AND PERFORMANCE

2.5.1

2.5.2

Superannuation Asset Structure

The assets and investments of public sector superannuation schemes have
grown rapidly in recent years and are now a significant presence in capital
markets. By June 1983 Victorian public sector superannuation assets had
grown to $2338 million, representing about 20% of the total assets of all

Australian public sector schemes.

Whilst there is considerable diversity in the way the schemes have invested,

- the overall distribution of the assets is heavily influenced by a handful of the

major investment funds. At June 1983, the State Superannuation scheme had
most of its funds placed in public securities (41.4%) and mortgages (18.6%
commercial and 10.3% to members for home mortgages). A portfolio more
reminiscent of the private sector is the Gas and Fuel Corporation's fund, which
has a considerable emphasis on shares (39.3%) and company securities (13.6%).
The different portfolios of the schemes are a reflection of the investment
philosophies of the schemes' managers and the existence of legal and other

restrictions on the powers of investment.

Investment Objectives

Investment behaviour and the consequent investment income is a crucial part
of superannuation. A greater investment return in the long term implies

greater benefits and/or reduced contributions. Conversely, a poor investment

performance means poorer benefits and/or increased contributions which, in

the public sector schemes, would mean a greater call on revenues to maintain
a given benefit structure. The Government, in effect, subsidises poor fund

management.

The majority of the managers of Victorian public sector superannuation
schemes, when interviewed by the Committee, claimed to be pursuing
traditional investment objectives. Despite this there were a number of
instances of what may be called 'divergent' investment. Whilst the Committee
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2.5.3

2.5.4

2.5.5

has sympathy for the 'social' benefits attributed to divergent investment, it
stated in its Review Report that, especially for investments representing a
significant proportion of total assets, investment performance should be the

main criterion for making investment decisions.

Investment Constraints and Investment Management

As a result of its investigations, the Committee found a broad consensus that
superannuation funds should have wide powers of investment to give them the
best opportunity of maximising their return: it also found that ten of the
schemes, with total assets in excess of $1.5 billion, had no power to invest in
shares. As shares and property represent a practical way of investing to
produce a real return in the longer term, the Committee considered this

constraint on share investment unacceptable.
Because of its variety and its volatility, share investment requires special

management skills which larger funds would need to engage. These can be

secured for the smaller funds by way of external professional management.

Own Undertaking Investment

Own undertaking investment refers to investment in the parent body, and for
prudential reasons, is not considered to be a wise practice in the private sector
because benefits could be jeopardised in the event of business failure. This is
an unlikely outcome in the public sector. Nevertheless, not all areas of the
public sector may continue indefinitely, at least in their current form, hence

own undertaking investment could pose problems in some areas.

Property Investment

Most of the larger schemes now invest in property. Property, like shares, is
commonly regarded as an appropriate investment for hedging against inflation
and is, therefore, particularly well-suited to the long term investment

requirements of superannuation schemes. However, in their report to the
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2.5.6

2.5.7

Committee on investment performance, Campbell and Cook were somewhat
wary about the schemes' experience and abilities to manage property

portfolios.

Housing Mortgages

The provision of housing finance to scheme members has been identified as a
potential avenue for divergent investment. Such a facility, if offering
concessional interest rates, will of course reduce the earning capacity of a

scheme's investment portfolio.

Four schemes have invested part of their assets in housing mortgages to
scheme members. These are the Gas & Fuel Corporation, Hospitals,
Metropolitan Fire Brigades and State Superannuation schemes. All except Gas
& Fuel set their mortgage rates having regard to the prevailing bank and
building society housing finance rates. Gas & Fuel offers much lower lending
rates, but restricts member housing loans to a maximum of one percent of its

funds.

Investment Performance

The Committee found that Victorian public sector schemes have placed little
emphasis on consistent and comparative monitoring of investment
performance. Consequently, the Committee commissioned a study by the
consulting actuaries Campbell and Cook on the investment ranking and
performance of 12 of the major schemes (accounting for about 99% of

Victorian public sector superannuation assets).

The following findings of the Consultants' report highlight the poor investment

performance achieved by the Victorian public sector schemes:

(a) the average annual investment return achieved by the public sector
schemes over the five year survey period was 28% less than the
average return achieved by some 250 private sector schemes

regularly surveyed by Campbell and Cook.
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(b)

(c)

nine of the 12 surveyed public sector schemes were in the bottom
ten (out of 100) positions of a notional rerking scale when

compared with alarge sample of private sector schemes;

if, instead of relying on its own investment management during the
review period, each fund had placed the value of its 1978 assets,
and subsequent cash flows under the control of professional
commercial managers, the consultants estimate the market value

of assets at June 1983 would have been some $575 million greater

than the outcome actually achieved.

The Committee qualifies the Consultants' figures for the estimated
gain because they depend largely on share and other market values
at particular dates. Nevetheless, the Committee considers the
results indicative of a significant opportunity cost to the State if

present investment policies and management continue.
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CHAPTER 3

THE NEW VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

SECTION 3.1 THE BASIS FOR SUPERANNUATION POLICY

3.1.1

The Need for Change

In the Committee's view the most effective, efficient and equitable solution to
the present and continuing problems facing Victorian public sector
superannuation lies in the establishment of a standard Victorian public sector
superannuation scheme. The Committee believes that the introduction of such
a scheme is the only logical solution to the issues and criticisms raised in the
Review Report. The Committee does not believe that it is possible to remedy
the existing situation in any other way. The issues are too important, and the
potential cost to the public purse too great, for piecemeal and ad hoc
solutions. Indeed, such an approach has brought us to the present untenable

situation.

In advocating a systematic and far reaching reform of Victorian public sector
superannuation, the Committee is responding not just to the broad issues of
cost, scheme management, investment performance and fund efficiency; it is
equally concerned with inequity in eligibility requirements, contribution levels
and benefit provisions of the various public sector schemes. In proposing a
new public sector superannuation scheme, the Committee believes it will

overcome these inequities.

The diversity in superannuation schemes found by the Committee is
attributable to the fact that, with few exceptions, each public sector employer
has its own scheme and has enjoyed substantial, if not complete, freedom in
deciding its terms and conditions. This situation is not appropriate in the
public sector where conditions of employment and the requirements of
meeting the public interest are common to all employing authorities. Why, for
example, should engineers of a particular grade be offered entirely different

retirement and other benefits according to whether they are employed in the
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public service, the Gas & Fuel Corporation, the Board of Works, the SEC or
the Metropolitan Transit Authority? The Committee regards the case for a

standard scheme in the public sector as overwhelming.

On this point the Australian Federated Union of Locomotive Enginemen and

Australian Railways Union commented that:

"In respect of equity between public sector employees, our view would be

that equity ought to be a long range goal of any proposed change. In
essence, employees with similar rates of earnings/salaries, having similar
lengths of service, ought to receive the same basic superannuation
benefit, no matter with whom they are employed, or if white collar/blue
collar."(1)

RECOMMENDATION 3.1

THAT PUBLIC SECTOR EMPLOYEES SHOULD BE COVERED BY A
STANDARD SUPERANNUATION PACKAGE IRRESPECTIVE OF EMPLOYING
AUTHORITY OR NATURE OF WORK PERFORMED.

This is the situation for the vast majority of Commonwealth employees. The
Committee does not deny, however, that some types of public sector
employment may demand special provisions. The majority of these, however,
can be encompassed within a single scheme structure. On the other hand,
there are special cases where the age at which appointments are made, the
fixing of pay and conditions and the methods of termination differ
substantially from ordinary public sector employment and the standard scheme
is unlikely to be satisfactory. The Committee considers, therefore, that the
following groups, because of special factors, should not be included in the new
scheme: The Governor, Judges, and Members of Parliament. There are also
special employment packages in place for certain senior executives on
contract to the public sector who are not covered by the Committee's
recommendation for a standard package. These exceptions are discussed in a
separate report of the Committee entitled "Review and Recommendations for
the Victorian Parliamentary Scheme, the Judges Scheme, the Governor's

Pension and Other Special Superannuation Schemes".
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3.1.2

3.1.3

The Advantages of a Standard Scheme

In eliminating both discrimination and artificial barriers to job mobility and
redeployment, a single Victorian public sector superannuation scheme would
not only increase the efficiency of the public sector and its ability to respond
to changing manpower needs, but would also widen the career paths open to
individuals. Apart from the more general advantages of a standard scheme,
cost savings would also eventuate, in the long term, from one set of
documentation and legislation and a standard administrative system. Also, as
discussed in more detail in Chapter 8, there would be a single (but separate)

investment trust for the new scheme.

Transition and Reform

In proposing the establishment of a new Victorian public sector superannuation
scheme, the Victorian State Employees Superannuation Scheme (VICSESS), the
Committee is conscious of the need to protect the interests of members of the
existing public sector schemes. If the Committee's recommendations for
VICSESS are accepted it will mean that, from the commencement date of the
new scheme, entry to existing schemes will cease. Existing members will
normally bhave the option of continuing their present entitlements or
transferring, at least partially, to the new arrangements. However, the
possibilities in the latter respect will differ from scheme to scheme.
Legislative changes will, of course, be necessary to allow any transfer of

accumulated benefits to the new scheme.

Apart from phasing in problems, there is the question of whether a new
superannuation approach for the public sector should offer a single system of
benefits and contributions or several systems. There are a number of
examples in the present public superannuation system of separate schemes for
different types of employees. These include State Superannuation and SERB,
SEC Staff and Employees and MMBW Staff and Employees. There is, of
course, an historic justification for these distinctions, which is that the
so-called 'blue collar' schemes are intended to supplement Commonwealth
social security provisions rather than replace them. Recent changes regarding

the assets test have not significantly altered this logic.
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3.1.4

It must be recognised, however, that there is currently no clear distinction
between the level of benefits which can be integrated with social security and
that which cannot. Furthermore, there is no current indication that this
aspect of retirement provision will be addressed by the Commonwealth
Government. In fact, recent moves have tended to defer rather than
accelerate progress towards rational integration of occupatidnal and national

retirement benefits.

Indeed, in contrast to countries such as Canada where there has been a major
effort to integrate occupational superannuation with social security benefit
provisions - in both public and private sectors - the Australian approach to

retirement provisions stands out as both rudimentary and fragmented.

In the circumstances, the Committee's view is that the aim in the Victorian
public sector should be for a single system of superannuation benefits - but
that such a system should offer a range of options. Such a system would give
employees maximum flexibility in planning for their retirement by choosing
contributions and benefits which relate to their own circumstances, and thus
avoid both an undue degree of compulsion and discrimination by class of

employee.
RECOMMENDATION 3.2

THAT THE GOVERNMENT INTRODUCE A NEW SUPERANNUATION
SCHEME FOR ALL ELIGIBLE VICTORIAN PUBLIC SECTOR EMPLOYEES.
THIS SCHEME, THE VICTORIAN STATE EMPLOYEES SUPERANNUATION
SCHEME, SHOULD BE THE ONLY SCHEME OPEN TO NEW ENTRANTS TO
THE VICTORIAN PUBLIC SECTOR FROM 1 JANUARY 1986.

The New Scheme for Members of the Metropolitan Transit Authority

In making the above recommendation and the detailed proposals which follow,
the Committee notes that, within the last month, the Government has
announced a substantial new scheme for employees of the Metropolitan Transit

Authority. The Committee was not advised of this proposal and had no
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opportunity to comment on the terms of that offer. This conflicts with the
Treasurer's edict that no major changes should be made to public sector
superannuation while the Committee's Inquiry is underway.
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SECTION 3.2 ESSENTIAL FEATURES OF THE NEW VICTORIAN STATE EMPLOYEES
SUPERANNUATION SCHEME

3.2.1 Recommendations and Scheme Characteristics

In recommending VICSESS, the Committee is aware of the importance of:

(a) identifying as clearly as possible the characteristics of the new
schemme to potential members, in particular its eligibility

requirements, contribution levels and benefit entitlements; and

(b) contrasting the proposed scheme's provisions with those presently
available to members of existing public sector superannuation

schemes.

The purpose of the remainder of this chapter will be to meet the first
objective. Detailed recommendations to the Government on the proposed new
scheme are, for convenience, held over to the last section of this chapter.

Objective (b) will be considered in Chapter 4.

The benefits provided by the proposed scheme are superior to existing schemes
in some respects and inferior in others. The Committee makes no apology for
the latter: such an outcome is inevitable, given the requirement for fair and
equitable treatment of all public sector employees eligible for coverage under
State superannuation. The Committee believes that, on cost grounds, it is
simply out of the question for all public sector schemes to be brought into line
with the State Superannuation scheme. In any event, such a move would not

be attractive to many employees.

The Committee recognises that the question of public versus private sector
benefit provisions is a contentious one and that some critics have suggested, in
the context of a total remuneration package, that public sector provisions are
not out of line with those adopted in the private sector. The Committee
cannot accept this argument and believes the Public Service Board evidence,
reported in the Review Report and Chapter 1 of this report, supports the

Committee's position.
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3.2.2

Eligibility: Compulsory Versus Voluntary Membership

The majority of public sector employees in Victoria are covered, under present
arrangements, by compulsory superannuation schemes. Attitudes to
compulsory membership were canvassed by the Committee and reported on in
the Review Report. From the evidence presented it was clear that there
exists considerable disagreement on the practice of the requirement of
compulsory membership. The Committee, however, while recognising the
arguments for compulsory membership, also considers that there is a

requirement to take into account the needs of individuals.

On this issue the Committee received support from the Locomotive Enginemen

and Australian Railways Union who commented that:

"Our submission on this question of voluntary vs. compulsory membership
is agreement with the intermediate, more flexible approach suggested by
the Committee ..."(2)

The Committee's view is that neither a completely voluntary nor a totally
compulsory scheme is satisfactory. Instead, the Committee recommends a
change from the present compulsory approach to State superannuation and
proposes, as a reasonable compromise, a compulsory basic benefit for all
public sector employees plus voluntary supplements depending on each

employee's personal choice.

Under such a system all members would contribute for a basic benefit on a
compulsory basis. That benefit would be subsidised by employers. Employees
would also be eligible to contribute voluntarily for additional benefits and
these too would be subsidised. A choice would be available regarding the type

and amount of the voluntary supplement.

This approach offers employees the flexibility to meet a variety of individual
requirements. For example, employees wishing to optimise their Social
Security entitlements and to minimise their contribution outlays would rely

entirely on the compulsory benefits.
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3.2.3

3.2.4

Eligibility: Class of Employee

Other aspects of eligibility are whether the employee is permanent or
temporary, whether the employee is engaged in full-time or part-time service,
minimum and maximum age, and minimum completed period of service. The
Committee has not explored the practicalities of these aspects with scheme
managements but believes that the following general principles should apply

throughout the Victorian public sector:

(a) eligibility should be automatically available to permanent full-time
employees and to permanent part-time employees who work for
more than, say, 15 hours per week, regardless of occupational

classification;
(b)  there should be no minimum entry age; and
(¢) there should be no minimum period of service, and employees
should be covered for compulsory basic benefits from the date of
entry to service.
In applying these principles, there should of course be no discrimination on

grounds of race, sex, marital status, or occupation.

Eligibility: Medical Classification

Since most superannuation schemes in both public and private sectors provide
significant insurance in the event of death or disablement, it is usual for a
scheme administrator to require detailed medical evidence before agreeing to

an applicant's eligibility for the insurance.

The system of medical standards poses a problem for scheme administrators.
Since the cost of providing death and disability benefits depends on how many
claims are made, the number and costs of claims are a function of entry
medical standards. This trade-off poses a dilemma for scheme

management - should a scheme provide uniform but minimal benefits in the

46



absence of medical screening or provide relatively generous benefits for those

able to meet more stringent medical requirements?

The Committee sees the separation of compulsory basic benefits from
voluntary supplements as a partial solution to this dilemma. It proposes that
compulsory basic benefits should be granted in full, without medical evidence
or assessment by the administration of the Victorian State Employees

Superannuation scheme.

Employers would be required to establish adequate health standards for entry
to employment. Differing work requirements could mean differing health
standards and health testing in some areas. As far as possible, however, the
Committee would like to see a standard approach for each of the various
medical services. The Committee recognises that this may create new
difficulties for employment of disabled persons in the Victorian public service

and consequently, special arrangements would be needed in this instance.

Voluntary supplements would be of two kinds, full cover and limited cover.
The full cover supplement would provide retirement, death and disability
benefits in the same manner as compulsory basic benefits. The death and
disability elements however would be subject to medical assessment by or on
behalf of scheme administration. If the full cover supplement is to commence
at the same date as compulsory benefits (or within three months thereafter)
the medical evidence on which the assessment is based would normally be the
same as that upon which employment is based. If the supplement is to
commence at any other time, or is to be increased, a fresh medical

examination would be required.

The limited cover supplement would provide retirement benefits in the same
manner as compulsory basic benefits. On death or disability, a reduced benefit
which is proportionate to the period of supplementary contribution would be
payable. The proportion would be zero at the commencement of the
supplement. Because of this restriction of cover in the case of death and
disability, member contributions for limited cover supplements would be at a

lower rate than for full cover.
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3.2.5

Limited cover supplements would be free of medical assessment and would be
appropriate for members of two income families, members without
dependents, members who have made other provision for death and/or
disability and members preferring to emphasize retirement benefits in their

voluntary programmes.

In the application of medical assessment procedures to those employees opting
for full cover supplements, the Committee believes that two aspects of

present SERB practice should be adopted. Section 28 of the State Employees

Retirement Benefits Act 1979 gives the SERB Board five alternatives.

Furthermore, any adverse effect on benefits reduces gradually to zero at age
65. Clearly this gives more equitable results at the assessment stage. It also
gives members more satisfactory benefits at the older ages where deaths and

disabilities most commonly occur.

By contrast, the State Superannuation scheme contributors are classified under

Section 12(1) of the Superannuation Act 1958 as eligible for full benefits,

limited benefits, or service benefits. This gives the Board a very limited range
of categories to encompass the wide variety of health conditions sighted in
practice. Furthermore, unless the decision is subsequently reviewed as a
result of further medical evidence, the adverse impact of classification for

other than full benefits persists, unaltered, to retiring age.

Retirement Age

As indicated in the Review Report, evidence presented to the Committee
suggests that, in light of current trends and community aspirations, there
should be some flexibility in the age at which scheme members can claim
retirement benefits. The need for such a provision is seen in the increased
number of Victorian public sector scheme members opting for retirement well
before the traditional age of 65. Indeed, as the Review Report notes, the
effective retirement age for the great bulk of the Victorian public sector is 60
years. The Committee also believes that the availability of early retirement
benefits would reduce the pressure to claim disability benefits in the older age
groups. Evidence available from Commonwealth experience would support this
belief.
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The Committee's view, therefore, is that the new scheme retirement benefits
should be available, at the employee's option, at any time between the ages of
55 and 65 years. The Committee believes it is desirable, both from an
employer and employee perspective, to allow individuals the option of early

retirement.

As a consequence of this more flexible approach to retirement benefits, the
Committee sees as desirable the removal of the present qualifying period of
30 years' membership for maximum benefits which applies in a number of
larger schemes. The appropriate level of retirement benefit is considered to
be that which has accrued on the standard scale up to the date of actual
retirement. Such a change improves the equity of the scheme by making the
retirement benefit proportional to the number of years for which contributions
are paid. It also avoids a common cause for complaint, that in a number of
schemes members must continue making substantial contributions after
completing 30 years of membership, without any corresponding increase in

retirement benefits.
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SECTION 3.3 CONTRIBUTION ~ AND  BENEFIT STRUCTURE OF THE

3.3.1

VICTORIAN STATE SUPERANNUATION SCHEME

Contributory Versus Non-contributory Schemes

The Committee's Review Report explained that, notwithstanding their obvious
attractions to scheme members, especially those on lower pay levels,
non-contributory schemes were the exception rather than the rule in
Australian superannuation. This is in spite of the fact that for many years few
employees have enjoyed any direct tax benefit as a result of their personal
contributions. Judging by the prevalence of contributory schemes in both
public and private sectors, the preference for them seems clear. The
Committee's Review Report indicated that only 3.4% of the membership of

Victorian public sector schemes is covered on a non-contributory basis.

The continuing predominance of contributory schemes appears to be due to a
firm belief, by both employees and employers, that superannuation is a joint
responsibility. For a given salary level, a joint contribution system can clearly
produce a higher and more attractive set of benefits than either employer or

employee alone could provide.

It has been suggested, in evidence to the Committee, that superannuation
should be non-contributory for lower paid employees or for new entrants to
the public service on the lower rungs of a salary structure. This argument
recognises the priority of other needs for the individuals concerned and has a
number of plausible features. Unfortunately, the proposal also raises a number

of problems, the most significant of which are:

(a) deciding the pay threshold at which contributions should
commence. If the threshold merely affected junior employees, it
would not serve much purpose. If it was high, the additional cost

to employers could be considerable;

(b) deciding whether all employees should have the benefit of
non-contributory membership for their pay below the threshold

level; and
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be subject to a number of practical management considerations. These would

include:

(a) that the option applies to the whole of the member's scheme

salary;

(b) that the opportunity to commence or to discontinue optional
contributions would, for administrative convenience, be limited to

one or two dates in each year;

(c) that appropriate medical evidence is provided when a full cover

option is to commence; and

(d) that optional contributions cannot be withdrawn except on

resignation.

3.3.4 Resignation Benefits

In the Review Report, the Committee demonstrated the wide variety of
resignation provisions currently available for Victorian public sector
superannuation scheme members. The Committee considered major public
sector schemes to be unsatisfactory in this respect, either because they
provide no interest on the member's contributions or return no part of the

employer's contributions, or both.

3.3.4.1 Employee's Contribution

A number of schemes provide for a return of member contributions and
interest on resignation, interest usually being fixed for this purpose at a low or
arbitrary rate. This reflects the practical difficulties associated with allotting
interest at the actual rate earned by the scheme's assets. Up-to-date
accounts are rarely, if ever, available for benefit calculation purposes. Also,
scheme accounts seldom reflect the real earnings - they usually ignore
unrealised appreciation or depreciation of shares or property and fluctuation in

the value of fixed interest investments. It is difficult to decide how to allow
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3.3.4.2

for such items. If they are included the results fluctuate widely, which is
difficult to explain to members.

A simple practical method, which has advantages in concept and explénation,
record keeping, and actual calculation is as follows. Assume, as in the
proposed scheme, the scheme member contributes 2.5% of salary. The
resignation benefit would then be 2.5% of salary at the date of resignation for
each year, and proportionate part of a year, for which the member has
contributed. This can be regarded as giving the member a return of
contributions in real terms, which may be slightly more or slightly less than
the amount actually earned by the fund, depending on the progression of

interest and salary increase rates.

The Committee believes this method should apply to members' basic
compulsory contributions under the new scheme. The same basis should apply
also to members' voluntary contributions for retirement benefits. Voluntary
contributions for death and disablement benefits would not, however, be
available for return on resignation because they are required to provide death

< —

and disability benefits for other members.

Employer's Contribution

Resignation benefits in respect of the employers' contributions present
problems. Some present schemes provide no vesting of employer money if the
employee takes the resignation benefit in cash. Others provide cash vesting on
a graduated basis, often requiring completion of 5 or 10 years' membership
before the vesting scale becomes operative. The position in this area is
complicated by the proposals of the Federal Treasurer's Task Force on
Superannuation for compulsory vesting and preservation. If implemented,

these requirements could cut right across all previously established provisions.

The Committee believes that at a minimum the Victorian State Employees
Superannuation scheme should provide a modest scale of cash vesting of
employer money in the employee on resignation. It proposes that the
resignation benefit based on the member's contributions should be increased by

25% provided five years' membership has been completed, plus a further 5%
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for each year of membership thereafter, subject to a maximum increase of
100% after 20 years' membership. The Committee notes that payments under

this heading on resignation will be subject to the Commonwealth Government's

new tax on lump sums.

The alternatives available to a member on resignation would, therefore, be

either:

(a)

(b)

to receive a cash return based on the member's contributions as

above, including the graduated supplement based on years of

membership; or

to be granted preserved or portable benefits where:

(i)

(ii)

the preserved benefit would be a proportion of normal
scheme benefits (other than resignation) according to

the ratio -

Actual Membership
Potential Membership to Age 60

This calculation would be performed separately for the
compulsory and the voluntary elements of the total
benefit. = The preserved benefit would be indexed
according to the Consumer Price Index (CPI) and would
become available on death, total disability or at the
earliest date at which early retirement benefits are

available; and

the portable benefit would be in the form of a transfer
value, being the cash equivalent of (i) above, as
determined by the scheme's actuary, which would be
payable to the trustees of another 'approved scheme' on

the member's behalf.

The Committee believes that for the time being other 'approved schemes'

under (ii) above should be restricted to those in the public sector. Restriction
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3.3.5

is justified at the present time on the ground that portability is insufficiently
developed in the private sector. The Committee recognises that this
compromise will not assist employee mobility between public and private
sectors and considers this restriction should be removed once the principle of

portability becomes more fully established in the private sector.

Another question to be decided is whether the alternatives of preservation or
portability should be made freely available, or whether they should be subject
to minimum age or membership requirements. The Committee considers that

such requirements are unnecessary.

Retirement, Death and Disability Benefits

The form and amount of these benefits depend primarily on whether the
proposed new scheme is designed as a lump sum scheme or as a pension
scheme. As indicated in the Review Report, the present large public sector
schemes are mostly pension schemes, some of which have commutation
facilities which make them similar to lump sum schemes. The advantages to
public sector scheme members of pensions at retirement, as distinct from

lump sums, are:

(a) the personal security offered by a cdntinuing fully indexed pension;

and
(b) the relatively generous provision for spouse and children.

On the other hand, pensions allow no flexibility to take account of varying
circumstances. Up to the present time they have also been taxed much more
severely than lump sums. Recent changes have been directed at reducing this
differential, but the new Commonwealth tax rates of 15% on the first $50,000
and 30% on the excess over $50,000 apply only to benefits accrued after 1 July
1983 and not to that part of the benefit representing the return of the
member's own contributions. These changes also removed the 'double taxation'
which previously applied to purchased annuities. This will improve the

availability of annuities for those who require them. It therefore seems
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likely that lump sums will continue to enjoy more favourable tax treatment for

many years.
The corresponding advantages of lump sum benefits at retirement are:

(a) the general popularity of this form of benefit. An indication of
this in the public sector is given by the popularity of commutation
options. Almost without exception scheme members commute for
a lump sum the maximum amount available to them under the

scheme rules;

(b) the flexibility to apply the benefit to obvious need, such as paying
off debts, changing homes or cars, travelling etc. Ownership of
home, car and household appliances, financed by a lump sum
benefit, could in many cases make a more effective contribution to
standards of living in retirement than an equivalent pension

income;

(¢) the facility, in some cases, to take optimum account of Social
Security benefits. This is obviously beneficial in respect of lower
amounts of Benefit, whether attributable to a short period of
scheme membership or to a low level of pay throughout

membership; and
(d that lump sums tend to be less costly than indexed pensions.

The main disadvantage of a lump sum retirement benefit is that, if it is to
support the retiring employee adequately during future years, the amount
available needs to be soundly invested. The Committee would see the
necessity of the new scheme offering appropriate counselling services to

resolve this and other problems.

Overall there is little doubt that most employees prefer lump sums.

The Committee's view, therefore, is that the proposed new scheme should be
designed to provide a lump sum at retirement. This principle applies to both

the compulsory and voluntary elements of the new scheme. Members can, of
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course, at their own discretion, opt to purchase a pension from the private
sector if they so desire by taking out an annuity. Such a pension could be
payable during the member's lifetime or could depend also on the life of a

spouse.

As mentioned previously, lump sum retirement benefits would be available on

retirement at the member's option at any time between age 55 and 65.

As in the case of retirement benefits, lump sum death benefits tend to be
more helpful to beneficiaries of deceased estates and less costly to finance
than pensions, and the proposed new scheme therefore adheres to lump sum
principles in this area. It needs, however, to be modified to account for the
requirements of a dependent child who may be better served by an income
benefit until, say, age 18, or until the completion of tertiary education, than
by a capital sum which, by definition, cannot have regard to an uncertain

period of need.

Because the permanence of a disability condition is often in doubt, the
Committee does not support the payment of a lump sum in this instance. A
more appropriate form of support is by way of an income benefit, payment of
which can be regularly reviewed. This income benefit - pension - would be
payable for life as long as the member continued to satisfy the disablement
criteria and would be indexed according to changes in the CPI. The definition
of disability would be more restricted than the 'own occupation' definition that
currently applies. Totally and permanently disabled would be defined as being,
"in the opinion of the Victorian State Employees Superannuation Board, totally
and permanently unable to follow the member's own occupation or any
occupation for which the member may be suited by training, education or

experience or for which the member can be re-trained".

It would be feasible, and perhaps desirable, to provide for payment of a similar
amount of pension for the maximdm term of, say, 12 months for a member
who is "totally unable to follow his/her own occupation". If the member is still
absent from work at the end of that period, he/she would be medically

assessed in terms of the wider definition.
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Because disability is sometimes followed by early death, it is necessary to

provide also for this contingency.

Lump sum death benefits would normally be payable to the member's estate,
to be disposed of according to individual requirements as evidenced by the
member's will. This form of benefit, being independent of marital status, is

essentially non-discriminatory.

The Committee's Review Report demonstrated major differences between
schemes on the salary base used to calculate retirement benefits and
substantial differences between the Victorian public sector in general and the
private sector. Most of the large schemes, including in particular the State
Superannuation, Local Authorities, SERB and Hospitals schemes, use final
salary or its equivalent as a basis for benefits. The Committee sees scope for
abuse of such a basis in the form of artificial promotions within the last year
or two of service. Nevertheless, it is reluctant to depart too far from a basis

which has such wide current use (about 79% of current contributors).

RECOMMENDATION 3.3

THAT IN ESTABLISHING ELIGIBILITY, CONTRIBUTION AND BENEFIT
PROVISIONS FOR THE VICTORIAN STATE EMPLOYEES SUPERANNUATION
SCHEME, THE GOVERNMENT RECOGNISES THE FOLLOWING PRINCIPLES:

(A) THE SCHEME IS TO HAVE A BASIC COMPULSORY COVER WITH
SUPPLEMENTARY VOLUNTARY COMPONENTS;

(B) MEDICAL ASSESSMENT FOR MEMBERSHIP SHOULD BE
RESTRICTED TO THE SUPPLEMENTARY COMPONENTS;

(C) THE BENEFITS AVAILABLE ON RETIREMENT, DEATH AND
RESIGNATION SHOULD BE ON A LUMP SUM BASIS, WITH
PENSIONS FOR DISABILITY RETIREMENTS AND DEPENDENCY
PAYMENTS ON DEATH;

(D) THE RETIREMENT AGE IS TO BE BETWEEN 55 AND 65;
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3.3.6

(E)

F)

(G)

(H)

RETIREMENT BENEFITS ARE TO BE BASED ON FINAL SALARY;

CASH VESTING WILL BE GRANTED ON RESIGNATION ON A
GRADUATED BASIS AFTER A MINIMUM SERVICE PERIOD;

MEMBERS WILL BE OFFERED BOTH HALF OR FULL SCALE
OPTIONAL SUPPLEMENTARY BENEFITS WITH LIMITED OR
FULL COVER; AND

CONTRIBUTIONS WILL MATCH THE BENEFITS PROPOSED,
WITH A MAXIMUM CONTRIBUTION OF 6.5% OF MEMBER'S
SCHEME SALARY.

Summary of Scheme Provisions

The main features of the compulsory structure of contributions and benefits

applicable to all eligible employees for the proposed Victorian State

Employees Superannuation scheme are summarised in Table 3.1.
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TABLE 3.1

VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

BASIC COMPULSORY SCHEME

MEMBER'S CONTRIBUTION 2.5% of salary

RETIREMENT AGE

RETIREMENT BENEFIT

DEATH BENEFIT

DISABILITY BENEFIT

RESIGNATION BENEFIT

Any age from 55 to 65.

A lump sum of 7.5% of final salary for each year of
membership.

Example Age 25 at entry. Retires at age 60.
35 years membership at retirement.
Benefit .075 x 35 = 2.625 times final salary.

(1) A lump sum equal to prospective retirement
benefit at age 60 assuming salary continues
unaltered.

Example Age 25 at entry. Dies at age 40.
35 years membership at age 60.
Benefit .075 x 35 = 2.625 times current
salary.

(2) A pension to each child (ceasing at age 18 or at
maximum of 25 if undertaking tertiary education)
of 5% of salary - (maximum 4 children).

An annual income until recovery or death of 40% of
current salary or 2.5% of current salary for each year
of potential total membership to age 55 whichever is
less. This benefit would be indexed according to
changes in CPI.

On death, balance (if any) of amount by which lump sum
death benefit at date of disablement exceeds total
disablement pension payments already made.

(1)Xa) Return of 2.5% of current annual salary for each
year of membership and part thereof; and
(b) If the member has completed at least 5 years of
membership, the amount in (a) would be increased
by 25% plus 5% of that amount for each year of
membership in excess of 5, subject to a maximum
total increase of 100%.
OR
(2) Retirement benefit accrued for membership to
date, payable at age 55 or earlier death or
disablement. This benefit would be indexed
according to change in CPI to date of retirement
- OR
(3) Portability by payment of a transfer value to any
other Public Sector scheme.
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Under the basic compulsory scheme, members contribute 2.5% of scheme
salary with a retirement age of between 55 and 65 years. The retirement
benefit will be a lump sum of 7.5% of final salary for each year of scheme
membership. Thus, for a member with 35 years of membership this is
equivalent to 2.625 times final salary. Death benefits and resignation benefits
are also in the form of a lump sum. In the case of the former, the lump sum
payable is equal to the prospective retirement benefit at age 60, while, in the
case of the latter, the basic resignation benefit is a return of 2.5% of current

annual salary for each year of membership.

In addition to the compulsory element of the proposed new scheme, voluntary
supplements are available giving members additional benefits if they make
additional contributions. There would be two levels of voluntary benefits,
each providing either full scale cover on retirement, death or disability, or full

scale cover on retirement and reduced scale benefits on death and disability.

Thus, there would be four options available overall, details of which are
presented in Tables 3.2 to 3.5. The main features of these four options, which
are in addition to the benefits and contributions of the compulsory scheme,

are:
(a) OptionI - Half Scale - Full Cover (Table 3.2)

A member's contribution of 2.0% of salary, yielding a lump sum of 6.0%
of final salary for each year of membership on retirement (with an
equivalent death benefit). The disability benefit is an indexed annual
income of 10.0% of current salary, with a base return of 1.7% of current
annual salary for each year of membership, plus any vesting on

resignation.
(b) Option II - Half Scale - Limited Cover (Table 3.3)
As for Option I, but with a reduced member's contribution of 1.7% of

salary yielding an unchanged retirement benefit, but a reduced death and

disability benefit of a lump sum equal to accrued retirement benefit.
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(¢) Option III - Full Scale - Full Cover (Table 3.4)

A member's contribution of 4.0% of salary, yielding a retirement benefit
of 12.0% of final salary for each year of membership (and an equivalent
death benefit). The disability benefit is an indexed annual income of
20.0% of current salary, with a base return of 3.4% of current annual

salary for each year of membership, plus any vesting on resignation.
(d Option IV - Full Scale - Limited Cover (Table 3.5)

As for Option III, but with a reduced member's contribution of 3.4% of
salary yielding an unchanged retirement benefit, and a reduced death and

disability benefit of a lump sum equal to accrued retirement benefit.

The hallmark of this new scheme is its flexibility. Members of the scheme are
granted access to a range of options which they can tailor to their own needs

and which they can opt into or out of as their needs dictate.

It must be stressed that the contribution and benefit levels detailed in the four
voluntary options are in addition to those provided by the basic compulsory
scheme. For example, a member who opts for Option III (full scale - full
cover) will contribute, in total, 6.5% of salary for a lump sum retirement
benefit equal to 19.5% of salary for each year of membership. Thus, if this
member retires at age 60, after 35 years' membership of the scheme, the
benefit received will be equal to 6.825 times final salary. The death benefit
will be an equal amount, with a disability benefit of 60.0% of current salary
(indexed to changes in the CPI) and a base resignation lump sum benefit of

5.9% of current annual salary for each year of membership.
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TABLE 3.2

VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

OPTION I:

VOLUNTARY SUPPLEMENT - HALF SCALE - FULL COVER

MEMBER'S CONTRIBUTION 2% of salary

RETIREMENT AGE

RETIREMENT BENEFIT

DEATH BENEFIT

DISABILITY BENEFIT

RESIGNATION BENEFIT

Any age from 55 to 65.

A lump sum of 6% of final salary for each year of
membership.

Example Age 25 at entry. Retires at Age 60.
35 years membership at retirement.
Benefit .06 x 35 = 2.1 times final salary.

A lump sum equal to prospective retirement benefit
assuming salary continues unaltered to age 60.

Example Age 25 at entry.
35 years membership at age 60.
Dies at age 40.
Benefit .06 x 35 = 2.1 times current salary.

An annual income of 10% of current salary until
recovery or death (indexed as for basic benefit).

On death balance if any of amount by which total lump
sum death benefit at date of disablement exceeds total
disablement pension payments already made.

(1Xa) Return of 1.7% of current annual salary for each
year of membership and proportionate part
thereof; and

(b) If the member has made voluntary contributions
for at least 5 years the amount in 1(a) would be
increased by 25% plus 5% of that amount for
each year of voluntary contribution in excess of
5, subject to a maximum total increase of 100%.

OR

(2) Retirement benefit accrued for membership to
date, payable at age 55 or earlier death or
disablement.  This benefit would be indexed
according to change in CPI to date of retirement

OR

(3) Portability by payment of a transfer value to any
other Public Sector scheme.

NOTE: ALL ITEMS ARE ADDITIONAL TO THOSE PROVIDED IN BASIC

COMPULSORY SCHEME.

- - —~———
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TABLE 3.3

VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

VOLUNTARY SUPPLEMENT - HALF SCALE - LIMITED COVER

OPTION II:

MEMBER'S CONTRIBUTION 1.7% of salary

RETIREMENT AGE

RETIREMENT BENEFIT

DEATH BENEFIT

DISABILITY BENEFIT

RESIGNATION BENEFIT

Any age from 55 to 65.

A lump sum of 6% of final salary for each year of
membership.

Example Age 25 at entry. Retires at age 60.
35 years membership at retirement.
Benefit .06 x 35 = 2.1 times final salary.

A lump sum equal to accrued retirement benefit
assuming salary continues unaltered to age 60.

Example Age 25 at entry. Dies at age 40.
Benefit .06 x 15 = .9 times current salary.

A lump sum equal to the death benefit.

(1)(a) Return of 1.7% of current annual salary for each
year of membership and proportionate part
thereof; and

(b) If the member has made voluntary contributions
for at least 5 years the amount in 1(a) would be
increased by 25% plus 5% of that amount for
each year of voluntary contribution in excess of
5, subject to a maximum total increase of 100%.

OR

(2) Retirement benefit accrued for membership to
date, payable at age 55 or earlier death or
disablement.  This benefit would be indexed
according to change in CPI to date of retirement

OR

(3) Portability by payment of a transfer value to any
other Public Sector scheme.

NOTE: ALL ITEMS ARE ADDITIONAL TO THOSE PROVIDED IN BASIC

COMPULSORY SCHEME.

- ~— ~— ——
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TABLE 3.4

VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

OPTION III:

VOLUNTARY SUPPLEMENT - FULL SCALE - FULL COVER

MEMBER'S CONTRIBUTION 4% of salary

RETIREMENT AGE

RETIREMENT BENEFIT

DEATH BENEFIT

DISABILITY BENEFIT

RESIGNATION BENEFIT

Any age from 55 to 65.

A lump sum of 12% of final salary for each year of
membership.

Example Age 25 at entry. Retires at age 60.
35 years membership at retirement.
- Benefit .120 x 35 = 4.2 times final salary.

A lump sum equal to prospective retirement benefit
assuming salary continues unaltered to age 60.

Example Age 25 at entry. Dies at age 40.
35 years membership at age 60.
Benefit .120 x 35 = 4.2 times current salary.

An annual income of 20% of current salary until
recovery or death (indexed as for basic benefit).

On death balance if any of amount by which total lump
sum death benefit at date of disablement exceeds total
disablement pension payments already made.

(1)(@) Return of 3.4% of current annual salary for each
year of membership and proportionate part
thereof; and

(b) If the member has made voluntary contributions
for at least 5 years the amount in 1(a) would be
increased by 25% plus 5% of that amount for
each year of voluntary contribution in excess of
5, subject to a maximum total increase of 100%.

OR

(2) Retirement benefit accrued for membership to
date, payable at age 55 or earlier death or
disablement.  This benefit would be indexed
according to change in CPI to date of retirement

OR

(3) Portability by payment of a transfer value to any
other Public Sector scheme.

NOTE: ALL ITEMS ARE ADDITIONAL TO THOSE PROVIDED IN BASIC

COMPULSORY SCHEME.

- —— o o et .  ——
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TABLE 3.5

VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

OPTION 1V:

VOLUNTARY_SUPPLEMENT - FULL SCALE - LIMITED COVER

—

MEMBER'S CONTRIBUTION 3.4% of salary

RETIREMENT AGE

RETIREMENT BENEFIT

DEATH BENEFIT

DISABILITY BENEFIT

RESIGNATION BENEFIT

Any age from 55 to 65.

A lump sum of 12% of final salary for each year of
membership.

Example Age 25 at entry. Retires at age 60.
35 years membership at retirement.
Benefit .120 x 35 = 4.2 times final salary.

A lump sum equal to accrued retirement benefit
assuming salary continues unaltered to age 60.

Example Age 25 at entry. Dies at age 40.
Benefit .120 x 15 = 1.8 times current salary.

A lump sum equal to the death benefit.

(1)Xa) Return of 3.4% of current salary for each year
of membership and proportionate part thereof;
and

(b) If the member has made voluntary contributions
for at least 5 years the amount in 1(a) would be
increased by 25% plus 5% of that amount for
each year of voluntary contribution in excess of
5, subject to a maximum total increase of 100%.

OR

(2) Retirement benefit accrued for membership to
date, payable at age 55 or earlier death or
disablement.  This benefit would be indexed
according to change in CPI to date of retirement

OR

3 Portability by payment of a transfer value to any
other Public Sector scheme.

NOTE: ALL ITEMS ARE ADDITIONAL TO THOSE PROVIDED IN BASIC

COMPULSORY SCHEME.

- - — —

—— - -
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3.3.7

Costs to Employers

Subject to reservations made elsewhere regarding cost recognition and
funding, the Committee proposes that the employer's contributions to the new
scheme be made either on a funded or pay-as-you-go (PAYG) basis. The
actual level of contribution in the funded case cannot be predicted with
accuracy because the proposed scheme breaks new ground in a number of
ways. The impact of a number of new features is uncertain. These features

raise the following questions:

(a) How will altered health requirements affect deaths and

disabilities?

(b) What proportion of people take up voluntary benefits, which

benefits do they choose and at what ages do they do so?

(c) How does the altered definition of disability and level of disability

benefit influence claims for that benefit?

(d) How do the revised resignation benefits influence the level of

resignations?

(e) What proportion of resigning members opt for cash, preservation or

portability of benefits?

Estimates made for the Committee suggest that if the benefits are fully
funded, the employer's contribution for the average new member's compulsory

benefit would be likely to be about twice the member's contribution.

For voluntary benefits the employer's contribution for the average new
member would be likely to be about 1.25 times the member's contributions.
The difference in level between compulsory and voluntary employer
contributions is mainly attributable to the proportionately higher level of
disability benefits attaching to basic compulsory benefits. A few years'
practical experience of the operation of the scheme would be needed to

confirm the validity of these estimates.
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3.3.8 Benefit Examples

The following pages give further examples of the retirement, death, disability
and resignation benefits under the various options. The calculation process is

indicated in each case.
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BENEFIT EXAMPLE NO. 1

Member Detail

Joins scheme at age 33
Selects voluntary benefit Nil
Contributes 2% + - % = 23% of salary

Specimen Benefits

Expressed in terms of annual salary at termination of membership

Basic Voluntary Total
Retires at age 59 1.95 times - times 1.95 times
.075 (59-33)
Dies at age 43 2.025 times - times 2.025 times
.075 (60-33)
Young children 2 10% p.a. - 10% p.a.
.05 x 2
Disabled at age 48 40% p.a. - % p.a. 40% p.a.
Dies later at age (51) say .7 times - times .7 times
Resigns at age 45
Selects Cash .48 times - times .48 times
.025%(45-33)x(1 + .25 + .05 x 7)
OR
Selects Preserved Benefits .9 times - times .9 times

.075x(45-33)
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BENEFIT EXAMPLE NO. 2

Member Detail

Joins scheme at age 47
Selects voluntary benefit Option I - Half Scale, Full Cover
Contributes 2}% + 2% = 43% of salary

Specimen Benefits

Expressed in terms of annual salary at termination of membership

Basic Voluntary Total
Retires at age 61 1.05 times .84 times  1.89 times
.075(61-47)
06(61-47)
Dies at age 52 975 times .780 times 1.755 times
.075(60-47)
.06(60-47)
Young children --% p.a. - --% p.a.
Disabled at age 53 20% p.a. 10% p.a. 30% p.a.
.025(55-47)
Dies later at age (62) -- times -- times -- times
Resigns at age 50
Selects Cash 075 times  .051 times .126 times
.025 x(50-47)
017 x(50-47)
OR
Selects Preserved Benefits .225 times .180 times .405 times

.075(50-47)
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BENEFIT EXAMPLE NO.3

Member Detail

Joins scheme at age 28
Selects voluntary benefit Option II - Half Scale, Limited Cover
Contributes 24% + 1.7% = 4.2% of salary

Specimen Benefits

Expressed in terms of annual saléry at termination of membership

Basic Voluntary Total
Retires at age 65 2.775 times 2.220 times 4.995 times
.075(65-28)
.06(65-28)
Dies at age 49 2.40 times 1.26 times 3.66 times
.075(60-28)
.06(49-28)
Young children 3 15% p.a. - 15% p.a.
.05x3
Disabled at age 44 40% p.a. - % p.a. 40% p.a. plus
.06(44-28) .96 times .96 times
Dies later at age 48 say .6 times - times .6 times
Resigns at age 39
Selects Cash 426 times  .290 times  .716 times
.025x(39-28)x(1+.25+.05x6)
.017(39-28)x(1+.25+.05x6)
OR
Selects Preserved Benefits .825 times  .660 times 1.485 times

.075(39-28)

.06(39-28)
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BENEFIT EXAMPLE NO.4

Member Detail

Joins scheme at age

Selects voluntary benefit

Contributes

Specimen Benefits

22
Option III - Full Scale, Full Cover

24% + 4% = 64% of salary

Expressed in terms of annual salary at termination of membership

Retires at age 55
.075(55-22)
.120(55-22)

Dies at age 39
.075(60-22)
.120(60-22)

Young children 1
.05x1

Disabled at age 50

Dies later at age 53

Resigns at age 44
Selects Cash

.025(44-22)x2

.034(44-22)x2

OR

Selects Preserved Benefits

.075x(44-22)
.12x(44-22)

Basic Voluntary Total

2.475 times 3.960 times 6.435 times

2.85 times 4.56 times 7.41 times

5% p.a. - 5% p.a.

40% p.a. 20% p.a. 60% p.a.

say 1.5 times 3.9 times 5.4 times

1.1 times 1.496 times 2.596 times

1.65 times 2.64 times 4.29 times
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BENEFIT EXAMPLE NO.5

Member Detail

Joins scheme at age
Selects voluntary benefit
Contributes

Specimen Benefits

Expressed in terms of annual salary at termination of membership

40

Option IV - Full Scale, Limited Cover

23% + 3.4% =

Retires at age 62
.075(62-40)
.120(62-40)

Dies at age 48
.075(60-40)
.120(48-40)

Young children --

Disabled at age 52
.025(55-40)
.12(52-40)

Dies later at age 60

Resigns at age 45

Selects Cash
.025x(45-40)x1.25
.034x(45-40)1.25

OR

Selects Preserved Benefits
.075x(45-40)
.120x(45-40)

Basic

1.65 times

1.5 times

-’% p.a.

373% p.a.

-- times

.156 times

.375 times
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Voluntary
2.64 times

96 times

- % p.a.

1.44 times

- times

.213 times

.600 times

5.9% of salary

Total

4.29 times

2.46 times

""% poao

37%% p.a. plus

1.44 times

-- times

369 times

975 times



NOTES

(1) Submission, Australian Federated Union of Locomotive Enginemen and
Australian Railways Union, 17 August 1984, p.5.

(2)  Ibid, p.11.
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CHAPTER 4

THE NEW SCHEME - COST, TRANSITION ARRANGEMENTS AND
OPTIONS FOR EXISTING SCHEME MEMBERS

SECTION 4.1 MEMBERSHIP AND MANAGEMENT OPTIONS

4.1.1

General Principles

In Chapter 3 the Committee outlined and recommended the introduction of a
new Victorian State Employees Superannuation Scheme (VICSESS).  This
scheme is intended to apply to all new permanent employees in the Victorian

public sector from 1 January 1986.

Given the establishment of VICSESS, the gquestion arises as to what action
should be taken in respect of existing public sector schemes and their
members. Most schemes are likely to continue in operation, at least in the
short term. In view of the diversity that exists among the various schemes,
the Committee sees it as inevitable that each scheme must be considered
separately. There is, however, one preliminary step which should be taken for
all schemes, and that is to look at whether any reforms are necessary in the
light of the Committee's findings. These need to be announced promptly (see
Section 4.1.2).

Otherwise, the schemes should be considered in two main groups:

(a) the wunfunded and partly-funded schemes, such as State
Superannuation, Local Authorities, Hospitals, SERB,
Superannuation Lump Sum and other smaller schemes as listed in
Table 4.2 of the Review Report; and

(b) the fully-funded and largely-funded schemes, such as Gas & Fuel

Corporation, SEC, MMBW and other smaller schemes as listed in
Table 4.1 of the Review Report.
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4.1.1. l

4.1.1.2

Unfunded and Partly-funded Schemes

There is a significant constraint in considering the approach to existing
members of these schemes. Most are pension schemes or have substantial
pension elements. Any transfer of members to the new scheme is therefore
likely to be substituting lump sum retirement and death benefits for pensions
now expected. The transfer of full entitlements is therefore unlikely to be
feasible for the State, because it would substitute lump sums for benefits
which would otherwise be payable over many years. Such substitution is likely
to increase the employer's PAYG obligations, perhaps dramatically in the short
term, notwithstanding the longer term possibility for decreases. As a result
the options which can realistically be offered to present members of PAYG

schemes are more restricted than in the case of funded schemes.

As indicated earlier, each scheme has to be looked at separately in this
respect and options developed from an individual actuarial report prepared for
this purpose. However, the Committee believes it should be possible in most

cases to offer existing members the choice between:
(a) continuing in the present scheme (as amended); or
(b) continuing in the present scheme (as amended) for benefits and
contributions based on present salaries and transfering to the new
scheme for benefits attributable to future salary increases.
Wider transfer options may be feasible in some instances, depending on the

result of the relevant actuary's report. Further comment on this aspect as it

relates to the State Superannuation scheme is made in Section 4.1.6.

Fully-funded and Largely Funded Schemes

Members of these schemes should be given the choice between:

(a) continuing the present scheme (as amended); or
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4.1.2

(b)  transferring to the new scheme.

Members who decide to transfer would be granted new scheme benefits on the
standard basis for their future membership and entitlements for past
membership would be translated into equivalent entitlements under the new

scheme. The process involved is discussed in Section 4.1.5 below.

Membership of the compulsory basic scheme would be automatic for all
transferring members, that is there would be no health requirement.
Membership for the optional supplements would be based on the following

considerations:

(a) a member who currently has unrestricted benefits and applies for
transfer within six months after the first opportunity would be
accepted automatically for full scale benefits; and

(b) in other cases, any optional benefit would be subject to provision of

up-to-date evidence of good health.

Reforms to Existing' Schemes

Whether any immediate reform of benefits or contributions is desirable or
necessary for an existing scheme depends on the provisions of each scheme.

For example, the Committee draws attention to:

(a) elimination of discriminatory provisions in eligibility, contributions

and benefits;
(b) modernisation of contribution systems;
(¢) re-definition of total disability;

(d) amending of disability benefit provisions in conjunction with the

provision for optional early retirement at age 55; and
(e) closer monitoring of disability retirees.
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4.1'3

4.1.4

The essential point is that any amendments to existing scheme provisions, both
those to which the Committee has drawn attention and those which scheme
management has been seeking to implement, should (given the Treasurer's
approval) be in place, or at least announced, before scheme members exercise
any options to continue in the present scheme or transfer in whole or in part to
VICSESS.

Membership Choice

The decision whether to seek benefits under VICSESS will be influenced by a
number of factors, including the reforms recommended in the previous sub-
section, and will vary from scheme to scheme. Scheme members will have
differing viewpoints depending on whether they are married or single, young or
old, short service or long service, white collar or blue collar and on such other
items as current job prospects and state of health. Members will be concerned

in particular with:
(a)  basic form of benefits available (i.e. lump sum or pension);
(b)  contribution structure;
(¢) form and level of resignation benefits; and
(d) level of retirement, death and diéébility benefits.
A brief appraisal of the impact of these factors in the present major schemes

is given in Section 4.2, where comparisons are made between current scheme

provisions and those available under tﬁ’é"”proposed scheme.

Administrative Aspects

The Committee appreciates that granting options, particularly those which
require recording both old scheme and new scheme entitlements and
contributions for each employee, adds to the burden and cost of scheme

administration. This is considered unavoidable in the short term if the
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4.1.5

substantial benefit of having one standard scheme for the whole of the

Victorian public sector is to be achieved in the longer term.

Where possible the object would clearly be to terminate the original scheme at
the earliest opportunity in order to simplify record keeping, accounting,
reporting, etc. At the same time, the Committee accepts that an old scheme

must be maintained while it has active members.

Transfer Arrangements

Translating entitlements to date under an existing scheme into equivalent
entitlements under VICSESS 1is not completely straightforward. The
considerations are the same as in the case of portability on change of
employment - namely, that the object is to give full recognition for scheme
membership to date. It is not, however, normally possible for the old scheme
benefit amounts and conditions to be imported into the new scheme because of
the significant differences between schemes. Ten years of past membership in
scheme A may be equivalent to twelve years in scheme B or seven years in

scheme C.

The practical solution is to ask the actuary to the existing scheme to provide a
general formula for determining the transfer value of a member's entitlements
for scheme membership to date. The transfer value will be the cash
equivalent of a member's accrued benefits to date. Similarly, the actuary to
the new scheme would be required to establish a general formula for
converting transfer values to past membership credits in the new scheme.
Calculations could then be made according to the two formulae for each
transferring member. Legislative and/or other documentary support would be
required for this process where it is not contemplated under present scheme

conditions.

Transfers would also need to be supported by transfer of cash or securities
from the existing to the new scheme. The amount for each member would be
the calculated transfer value for fully-funded and largely funded schemes.

For unfunded and partly-funded schemes the amount would be determined
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4.1.6

according to a basis agreed between the Boards of the old and the new

schemes.
RECOMMENDATION 4.1
THAT THE TREASURER DEVELOP GUIDELINES FOR ESTABLISHING

TRANSFER VALUES FOR EXISTING SCHEME MEMBERS MOVING TO THE
NEW VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME.

Options for Members and Costs to Government in Introducing VICSESS for

Members of the State Superannuation Scheme

Because of the financial effects for PAYG schemes mentioned in Section
4.1.1.1, the Committee sought detailed information regarding the cost to the
State of possible options for transferring existing members of the State
Superannuation scheme to VICSESS. Consultants
William M. Mercer - Campbell and Cook Pty. Ltd. were approached for this
purpose. They were requested to make various cost projections based on the
same basic assumptions used in Mr. Cook's standard projection which was
reported in Section 4.2.2.4 and Appendix G of the Review Report. The
standard projection was considered by the Comrnittee as the most suitable for

comparative purposes.

The standard projection indicates that the cost of the State Superannuation
scheme to the State Government will increase such that in 2030 it would
represent 15.4% of contributors' salaries, or about $1,000 million in 1981
dollars. This compares with an actual cost of $140 million in 1981, which
represented about 9.0% of contributors' salaries. The emerging costs
predicted by the standard model are shown in the first two columns of
Tables 4.2, 4.3 and 4.4. These figures are compared with the projected costs

of the transfer options considered by the Committee.
It is important when interpreting the figures to remember that, although the

absolute amounts are dependent on a great many assumptions, which may or

may not be realised in future, the progression of the items from time to time
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4.1.6.1

and their relativity to projections of the present scheme on the same set of

assumptions should be fairly reliable.

In considering the projection figures it is also important to remember that
retirement and death benefit payouts under VICSESS in any future year are
final settlements, whereas benefit payments under the present scheme
represent a year's payment of pensions which, in maost cases, will continue for
some years. This factor unavoidably brings forward the cost to the State of
the new scheme. It is a natural consequence of PAYG financing of lump sums

instead of pensions.

The Projections

Table 4.1 provides an overview of the membership assumptions upon which the

various projections have been based.

TABLE 4.1

MEMBERSHIP ASSUMPTIONS FOR PROJECTIONS

Projection Membership Membership
of State of
Superannuation VICSESS
Scheme
One All present contributors All new contributors join
continue unaltered VICSESS
Two Present contributors continue VICSESS for all salary
present contributions and increases for present
benefits. No future change contributors and all benefits
for salary increases for new contributors
Three Benefits for past service of VICSESS benefits for future
present contributors to service of present
continue. Such benefits would contributors and all benefits
be updated with future salary for new contributors
increases

82



4.1.6.2 Projection One

Existing contributors were assumed to continue unaltered in the present State
Superannuation scheme. All new members were assumed to join VICSESS for
either basic benefit or full scale benefits. Table 4.2 shows the results as a

percentage of contributors' salaries from time to time and in 1981 dollars.

TABLE 4.2

FUTURE COSTS OF THE STATE SUPERANNUATION SCHEME
UNDER PROJECTION ONE
(% of Contributors' Salaries)
($m of 1981 dollars)

Calendar Scheme Scheme Unchanged for Present
Year Unchanged Contributors. VICSESS for
for Current New Contributors
and Future
Contributors Minimum Maximum
Compulsory Scale
Scale
% $m %  $m % $m
1981 9.0 140 9.0 140 9.0 140
1990 11.0 232 11.0 232 11.6 245
2000 11.5 325 11.1 313 12.8 361
2010 12.7 475 11.3 423 14.1 528
2020 14.8 734 11.3 560 16.6 823
2030 15.4 1000 8.5 552 - 14.5 942

The extent to which new contributors will take up optional benefits is of
course unknown. If the various assumptions regarding deaths, disablements,
membership growth etc., are exactly realised, actual future costs should lie
between the figures for minimum and maximum scale. This suggests that the
future cost to the Consolidated Fund, under Projection One, would be
marginally higher in the short term than the expected future cost of the

present scheme. It is also likely that longer term costs would be lower than
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4.1.6.3

now expected. On these results the Committee believes that the State could
safely adopt VICSESS for all future contributors.

Projection Two

Existing contributors were assumed to continue their present benefits and
contributions on the present dollar basis. Benefits for their future salary
increases would be on the VICSESS basis, as would all benefits for future
contributors. This process provides contributors of all ages with a smooth

progression of benefits from the present scheme to VICSESS.

Table 4.3 shows the results for both basic compulsory and maximum scale
benefits. The additional benefits for each increase in salary would fully
recognise past membership. This feature can be illustrated for a contributor
who joined the present scheme at age 30, transfers to VICSESS for salary
increases at age 50, and retires at age 60. Assuming a salary increase of
$1,000 per annum and basic compulsory benefits for the future, contributions
for the increase would be $25 per annum (instead of $90 under the present
scheme) and the additional lump sum retirement benefit would be based on 30
years total membership, i.e., 30 x .075 x 1000 = $2250 (instead of a pension of
.6667 x 1000 = $667 per annum). If the maximum optional benefits are chosen,
the contribution would be $65 per annum and the additional lump sum
retirement benefit would be 30 x .195 x 1000 = $5850.

Assuming a salary at age 50 of $20,000 and a salary on retirement at age 60 of
$35,000, the retirement benefit for the specimen contributor would be made

up of two parts as follows:

(a) a pension for total membership to retirement based on salary at
date of change equal to (.6667 x $20,000) or $13,334 per annum.
This pension would be fully indexed. Up to 30% of the pension

could be commuted for a lump sum; and

(b) a lump sum for total membership to retirement based on salary

increases since date of change which
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(i) on the compulsory basis (i.e., 24% contribution on increases)
would be equal to 30 x .075 ($35,000 - $20,000) or $33,750; or

(ii) on the maximum basis (i.e., 64% contribution on increases)
would be equal to 30 x .195 ($35,000 - $20,000) or $87,750.

TABLE 4.5

FUTURE COSTS OF THE STATE SUPERANNUATION SCHEME
UNDER PROJECTION TWO
(% of Contributors' Salaries)
($m of 1981 dollars)

Calendar Scheme Scheme Unchanged for All Present
Year Unchanged Salaries. VICSESS for All Salary
for Current Increases and New Contributors
and Future
Contributors Minimum Maximum
Compulsory Scale
Scale
% $m % $m % $m
1981 9.0 140 9.0 140 9.0 140
1990 11.0 232 8.9 188 12.0 253
2000 11.5 325 7.0 198 11.9 336
2010 12,7 475 5.6 209 11.5 430
2020 14.8 734 5.5 273 11.5 570
2030 15.4 1000 5.5 357 11.4 740

The extent to which existing contributors would be interested in transferring
to the new scheme for future salary increases is uncertain, as is the propbrtion
who would choose minimum, maximum or intermediate benefits. It is clear,
however, that present contributors exercising the option to move to VICSESS
for future salary increases would not impose any significant burden on the
Consolidated Fund in the short term, and would moderate that burden in the

longer term.

85



4.1.6.4 Projection Three

Existing members were assumed to remain in the present State Superannuation
scheme for the benefits which have accrued to date. Existing members were
also assumed to join VICSESS for all benefits relating to their future service,

as would all future new contributors.

As an example, the member illustrated in Projection Two, again at age 50, has
now completed 20 years' membership of the State Superannuation scheme. His
accrued benefit for membership to date, assuming retirement at age 60, would
be 20/30ths of the full scale benefit. His retirement benefit would be made up

of the following two parts:

(a) a pension for years of membership up to the date of change, based
on final salary and equal to 20/30 x .6667 x $35,000 or $15,556 p.a.
The pension would be fully indexed and up to 30% of the pension

could be commuted for a lump sum; and

(b) a lump sum for years of membership after date of change, based on

final salary which

(i) on the compulsory basis (i.e., 23% contribution on whole
salary) would be equal to 10 x .075 x $35,000 or $26,250; or

(ii) on the maximum basis (i.e., 63% contribution on whole
salary) would be equal to 10 x .195 x $35,000 or $68,250.

Table 4.4 shows the overall results for basic compulsory and maximum scale
benefits.
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TABLE 4.4

FUTURE COSTS OF THE STATE SUPERANNUATION SCHEME
UNDER PROJECTION THREE
(% of Contributors' Salaries)
($m of 1981 dollars)

Calendar Scheme Scheme Unchanged for Accrued
Year Unchanged Benefits for Present Contributors.
for Current VICSESS for Future Accruals
and Future and New Contributors.
Contributors
Minimum Maximum
Compulsory Scale
Scale
% $m % $m % $m
1981 9.0 140 9.0 140 9.0 140
1990 11.0 232 10.7 225 13.4 283
2000 11.5 325 9.2 260 13.7 387
2010 12.7 475 7.5 281 13.5 503
2020 14.8 734 6.1 302 12.4 615
2030 15.4 1000 5.8 376 11.9 772

Giving present contributors the option to contribute to VICSESS in future for
their whole salaries, as distinct from merely their salary increases as in
Projection Two, obviously gives rise to the probability of a significant increase
in cost to the Consolidated Fund in the early years but a clear saving
thereafter. The option costed in Projection Three would, therefore, only
appear feasible if the Government is willing and able to finance the predicted

cost increases.

It should be emphasised that Projections Two and Three assume that all
present contributors move to the new bases to the extent indicated, i.e., the
projection indicates future costs as if the change was compulsory. Under an
option to be exercised by the contributors individually, the change in cost will
apply only to a proportion of contributors. The actual impacts of the
alternatives described will thus be less, perhaps materially less, than the

projections indicate.
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SECTION 4.2 COMPARISONS OF SCHEME PROVISIONS

4.2.1

4.2.2

The Basis of Evaluation

The problem of scheme comparison is compounded in Victoria by the number
and d‘iversity of public sector superannuation schemes and the absence of any
agreed standard for inter-scheme comparisons. Attempts were made in the
Review Report, for example, to assess the relative benefits of the different
schemes by expressing the value to the member of the retirement benefits as a
multiple of the member's salary at the date of retirement. While such a
procedure is clearly simplifying, it concentrates attention on the most
significant and valuable element in the benefit package. A similar procedure
is followed here in making comparisons between the eleven largest public
sector schemes and the proposed new Victorian State Employees

Superannuation Scheme.

Assumptions

The assumptions adopted in the following scheme comparisons are similar to
those in the Review Report (pp.76-78) for the inter-scheme comparison of
retirement benefits. These assumptions are:

(a) retirement under the scheme is at age 60;

(b) members join at age 20, 25 or 30 years and over;

(c) long term interest earning for the scheme is 9% p.a.;

(d) salary increases are 8% p.a.;

(e) the typical member is a married male with a wife five years

younger;

(f)  investment earning of the fund is 3% greater than the CPI; and

(@ the member commutes the maximum possible pension for cash.
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Given these assumptions, it is possible to demonstrate the present retirement
benefits of the eleven largest schemes in terms which are directly comparable
with those available under the Victorian State Employees Superannuation
scheme. This is done in Tables 4.5 to 4.17. The format of each table is

identical (with one or two minor exceptions). For the three entry ages, 20, 25
and 30 years and over, we show - as a percentage of final salary - the value at

retirement of the retirement benefits accruing per year of membership as:

(@) alump sum when the member commutes the maximum available;

(b)  as pension; and

(c) as pension to a surviving spouse.
Thus, as an example, in the case of a male entering the State Superannuation
scheme at 20 years of age (retiring at 60 years), the benefits accruing per year
of membership as a percentage of final salary are:

(@)  5.2% of final salary as a lump sum;

(b)  15.0% of final salary as the value of the member's pension; and

(c) 6.6% of final salary as the value of the spouse benefit;
making a total of 26.8% of final salary per year of membership.
A feature of VICSESS is the uniform retirement benefit credit for each year of
membership. This has been specified to facilitate a more flexible approach to
retirement, which is to be offered at any time between age 55 and 65. A
uniform credit also applies to a number of the present major schemes, but only
for membership up to 30 years. Beyond that period, there may be no credit or
alternatively a reduced credit. This difference must be taken into account in
order to make fair comparisons. The method adopted in preparing the

following graphs is to spread the total retirement benefit evenly over the

whole period of membership.
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4.2.3

4.2.3.1

Except where otherwise shown, the new scheme has been illustrated on the
basis of compulsory plus full scale voluntary benefits (i.e., with a member

contribution of 6.5% of salary).

Scheme Comparisons

State Superannuation Scheme

A summary comparison of the relevant retirement benefits of the present
State Superannuation scheme and VICSESS is presented in Table 4.5. This is a
PAYG scheme and the transfer of existing members-is likely to be restricted

accordingly (see 4.1.1.1).
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TABLE 4.5

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH STATE SUPERANNUATION SCHEME

ITEM NEW SCHEME PRESENT SCHEME
Employee

Contribution 64% of salary ‘ 3% to 9% of salary

Cash (a) Return of 5.9% of current annual Return of  employee
Resignation salary per year of m/ship and part contributions.

Benefit thereof; and

(b) If the member has completed at
least 5 years of m/ship, the
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Pension plus spouse

Retirement pension. 30% of

Benefit member's pension can be
commuted.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40
%age %0
of
Final
Salary

LUMP
SUM

MEMBER
PENSION

SPOUSE
PENSION(if any)
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Overall, there is no doubt that the retirement benefits under the new scheme,
with a final salary percentage of 19.5 (which is common to all comparisons),
are less in value than the existing benefits of the State Superannuation
scheme, irrespective of membership duration. The difference, however, is

greatly reduced if there is no spouse.

Members of the existing scheme are likely to be attracted to VICSESS by the
format of retirement and death benefits - a ‘cash lump sum of 100%
compared with 30% under the State Superannuation scheme. Younger
members may prefer the availability of cash vesting on resignation and the
flexibility of being able to choose a higher or lower rate of contribution - with
the State Superannuation scheme requiring up to a maximum of 9% of salary
contrasted with a 2.5% compulsory, and up to a 4% voluntary, component

under the new scheme.

A further point to be emphasised concerns the cash resignation benefits under
the present scheme and the proposed new scheme. These benefits are of
particular importance given the patterns of job separation that exist for the
Victorian public service. As noted in the Review Report, of approximately
18,600 persons who separated from the Victorian public service sector between
January 1978 and November 1983, 56% resigned with less than five years'
service and 70% with less than ten years. An estimated 48% of those who

separated were less than 30 years old.

The resignation benefit offered by VICSESS is superior to the present
resignation benefit under the State Superannuation scheme in two ways.
Firstly, instead of merely returning the amount of contributions paid, the new
scheme effectively upgrades each contribution paid according to the increase
in the member's salary since that contribution was paid. Secondly, instead of
giving no benefit from the employer, VICSESS gives a graduated vesting of a
proportion of the member's upgraded contributions, depending on the period of
membership. This increases from a minimum of 25% after five years'
membership to a maximum of 100% after 20 years' membership. For
transferring members, membership would be determined from the date of

joining the new scheme.
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4.2.3.2

Older members of the State Superannuation scheme may, in some cases, prefer
the security offered by the present pension and spouse pension arrangements.
Equally, members (even in the older age groups) may want to reduce their
present compulsory contribution levels by transferring to the new scheme to

the maximum permissible extent.

Another group which could be attracted to VICSESS to the maximum extent
permissible are those currently classified with less than full benefits. In the
State Superannuation scheme around 30% of contributors are classified with
less than full benefits. VICSESS not only offers a basic cover with no medical
assessment except that required for employment; for voluntary contributors
medical classification is on a fairer basis with five levels of classification.
Over time, a contributor's classification can move up to full cover. In the
State Superannuation scheme if a contributor is classified as limited, this
classification remains until retirement unless the member is re-classified

following medical examination.

Local Authorities, Hospitals and SERB Schemes

Summary comparisons of the final salary equivalent benefits of the present
Local Authorities, Hospitals and SERB schemes and VICSESS are presented in
Tables 4.6 to 4.8, As the effective retirement benefit for each of these
schemes is the same they can be assessed together. All are partly-funded and

transfer options may be restricted accordingly.

Effective retirement benefits under each of these schemes, for persons
entering at age .20, are over two percentage points less than those accruing
under the new scheme. For persons with an entry age of 25 years, the
aggregate benefits - including spouse pension - are virtually identical. For
persons entering at age 30 years or more, the benefits under the new scheme

are marginally lower.
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TABLE 4.6

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH LOCAL AUTHORITIES SCHEME

ITEM NEW SCHEME PRESENT SCHEME
Employee
Contribution 64% of salary Normally 6% of salary
Cash (a) Return of 5.9% of current annual Actuarial reserve for
Resignation salary per year of m/ship and part lump sum benefits plus
Benefit thereof; and return of employee
(b) If the member has completed at contributions for pension
least 5 vyears of m/ship, the benefits.
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.
Form of Lump sum. Part lump sum, part
Retirement pension plus spouse
Benefit pension. Limited
commutation.
EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)
ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present
40
%age 30 —— - - -
of - - - R
Final —- - —
Salary —

MEMBER.
PENSION
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TABLE 4.7
COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

WITH HOSPITALS SCHEME
ITEM NEW SCHEME PRESENT SCHEME
Employee
Contribution 64% of salary Normally 6% of salary
Cash (a) Return of 5.9% of current annual Return of employee
Resignation salary per year of m/ship and part contributions and
Benefit thereof; and interest.
-(b) If the member has completed at
least 5 years of m/ship, the
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.
Form of Lump sum. Part lump sum, part
Retirement : pension plus spouse
Benefit pension. Limited

commutation.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

© .
%age 30
of
Final
Salary

20

10

LUMP
SUM

MEMBER
PENSION

SPOUSE
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TABLE 4.8

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH SERB SCHEME

ITEM NEW SCHEME PRESENT SCHEME
Employee

Contribution 61% of salary Normally 6% of salary
Cash (a) Return of 5.9% of current annual Return of  employee
Resignation salary per year of m/ship and part contributions and interest
Benefit thereof; and less employee share of

(b) If the member has completed at cost of death and
least 5 years of m/ship, the disability benefits.
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Part lump sum, part.

Retirement pension .  plus spouse

Benefit pension. Limited
commutation.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40
%age %
of
Final
Salary

20

-MEMBER
'PENSION

SPOUSE
PENSION(if any)
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4.2.3.3

It should be noted, however, that under the present schemes most members
pay 6% of salary, compared with a possible maximum of 6.5% under the
proposed scheme. Also, the whole of the new scheme benefit is payable in
cash, rather than as a part pension. With the possibility of being able to
reduce contributions to (as a minimum) 2.5% of salary, there is no doubt that a
number of members would be interested in transferring to the new scheme if
this is allowed. As the new scheme offers cash vesting and no medical
classification for basic benefits except for employment, this will be attractive
to younger members of the present schemes and those likely to be classified as

'limited' members.

A comparison of resignation benefits under these three schemes with the new
scheme is more complex due to the differing nature of the schemes'
resignation benefits. It is clear, however, that the cash resignation benefits
under the new scheme are superior to both the SERB and Hospitals schemes;
the situation with the Local Authorities scheme is less clear-cut and would

have to be decided on an individual basis.

So far as the management choice of options to be offered to present members
is concerned, the considerations are similar to those indicated above for the
State Superannuation scheme. The proportion of the total retirement benefit
under the present schemes which is payable in the form of pension is, however,
much less than in the State Superannuation scheme. This suggests that,
depending on the number of their present members choosing new scheme
benefits for the future, the three schemes may be willing to offer conversion

of entitlements for past membership, at least for younger members.

SEC Superannuation Scheme

Irrespective of entry age, the SEC Superannuation (Staff) scheme yields an
effective retirement benefit greater than that offered under the proposed new
scheme (Table 4.9). The difference is relatively small for those entering at

age 20 years (2.4% of final salary) to 8.3% for entry age of 30 years or more.
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TABLE 4.9

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH SEC STAFF SCHEME

ITEM NEW SCHEME PRESENT SCHEME

Employee

Contribution 64% of salary 6%% of salary

Cash (a) Return of 5.9% of current annual Return  of  employee

Resignation salary per year of m/ship and part contributions plus 4% p.a.

Benefit thereof; and interest plus 50% if more
(b) If the member has completed at than 10 years' member-

least 5 years of m/ship, the ship.
amount in (a) increased by 25%

plus 5% of that amount per year

of m/ship in excess of 5, subject

to max. of 100%.

Form of Lump sum. ~ Pension plus spouse
Retirement pension. Maximum of
Benefit 50% may be commuted.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY ACGE ENTRY AGE
20 25 30+
New Present New Present New Present

40
%age %0
of
Final
Salary

MEMBER
PENSION

SPOUSE
PENSION(if any)
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4.2.3.4

Member contributions under the SEC Superannuation scheme are at the rate of
63% of salaries, which is the same as the maximum rate under the new
scheme. Disregarding spouse pension entitlements, members can take no more
than half their retirement benefits as a lump sum. The new scheme provides
retirement benefits of slightly lower value, but entirely in lump sum form
which should appeal to many members. Members would also have the choice
under the new scheme of contributing at a lower rate for reduced benefits.
This suggests that the scheme would be attractive to a number of present

scheme members, especially those who have entered under, say, age 25 years.

Cash resignation benefits under both the SEC Superannuation and Employees

schemes are markedly inferior to those available under VICSESS.

SEC Employees Scheme

A summary comparison of the final salary equivalent benefits of the present
SEC Employees scheme with the proposed new scheme are presented in Table
4.10.

As noted in the Review Report, the effect of discrimination within the SEC is
such that the final salary equivalent benefits of the SEC Employees (‘blue
collar') scheme are significantly less than those obtainable under the SEC

Superannuation (‘white collar') scheme.

The SEC Employees scheme is similar to the proposed scheme in offering only
lump sum benefits. Under the present scheme members pay 31% of salary,
and their retirement benefit at age 60 would be a lump sum of 4 times average
salary for the last two years for 30 years' membership, or 4.1 times for 40
years' service, New scheme members would pay 24% of salary for 2% times
final salary after 30 years' membership, or 3 times final salary after 40 years.
The advantage offered by VICSESS in this case is the opportunity for members

to contribute at a lower or higher rate than the current 34% of salary.

As in the case of the SEC Superannuation scheme, there would appear to be no
financial impediment to the transfer of existing members' entitlements to the

new scheme.
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TABLE 4.10

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH SEC EMPLOYEES SCHEME

ITEM NEW SCHEME PRESENT SCHEME

Employee

Contribution 63% OR 24% OR 43% of salary 331% of salary

Cash (a) Return of 5.9% of current annual Return of  employee

Resignation salary per year of m/ship and part contributions plus 4% p.a.

Benefit thereof; and interest plus 50% if more
(b) If the member has completed at than 10 years' member-

least 5 years of m/ship, the ship.
amount in (a) increased by 25%

plus 5% of that amount per year

of m/ship in excess of 5, subject

to max. of 100%.

Form of Lump sum. - Lump sum.
Retirement
Benefit

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40
%age %0
of
Final
Salary

100



4.2.3.5 State Bank Scheme

In the case of the State Bank scheme, as noted in the Review Report (p.78),
the assumption of a maximum commutation of pension is not altogether
appropriate because the cash grants in lieu of pension are relatively
unattractive, with the result that many members prefer pensions. Because of
this, two effective retirement benefit comparisons are made for State Bank
members. The first of these (Table 4.11) contrasts the State Bank and the new
scheme in lump sum terms. The second comparison (Table 4.12) is in terms of

benefits taken as a pension.

Under the present scheme, State Bank employees pay 6.0% of their salary as
contributions compared with a maximum of 6.5% under the new scheme. On a
lump sum basis, the new scheme is much more attractive to employees, with
an effective retirement benefit 50% higher than under the present scheme.
Employees who prefer cash will clearly prefer VICSESS, irrespective of entry
age. In common with other major public sector schemes, cash resignation
benefits under the State Bank scheme in only returning employee contributions
and interest, are markedly inferior to those available under the new scheme.
The benefits of the new scheme, however, are less attractive when it comes to
the pension, with the present scheme showing higher effective retirement
benefits as a percentage of final salary. For those employees considering the
pension option, the present scheme, on the basis of this comparison, is to be

preferred.

The new scheme is also likely to be attractive to younger members because it

includes cash vesting and the option of variable contribution rates.
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TABLE 4.11

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH STATE BANK SCHEME
(Benefits taken as lump sum)

ITEM ~NEW SCHEME PRESENT SCHEME
Employee

Contribution 63%% of salary 6% of salary

Cash (a) Return of 5.9% of current annual Return of employee
Resignation salary per year of m/ship and part contributions and
Benefit thereof; and interest.

(b) If the member has completed at
least 5 years of m/ship, the
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Pension plus spouse
Retirement pension. 100% may be
Benefit commuted.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40

%age
of
Final
Salary
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TABLE 4.12

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

WITH STATE BANK SCHEME
(Benefits taken as pension)

ITEM NEW SCHEME

PRESENT SCHEME

Employee
Contribution 64% of salary

Cash (a) Return of 5.9% of current annual
Resignation salary per year of m/ship and part
Benefit thereof; and

(b) If the member has completed at
least 5 years of m/ship, the
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum.
Retirement
Benefit

6% of salary

Return of
contributions
interest.
Pension plus

employee
and

spouse

pension. 100%  may be

commuted.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE

ENTRY AGE

20 25

New Present New Present

30+
New

Present

40

%age

of

Final

Salary

LUMP
SUM

MEMBER
PENSION
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4.2.3.6 Gas & Fuel Corporation Scheme

Irrespective of age at entry, the present Gas and Fuel Corporation scheme
provides less generous benefits than those offered under the proposed scheme
(Table 4.14).

As the Gas and Fuel scheme offers a lump sum (pension 100% commutable)
option, the comparison between the two schemes is clear-cut. Employees
under the present scheme who commute their pensions for cash at age 60
receive marginally lower benefits than those offered on the maximum scale by
the new scheme. The contrast is brought out by the following table (Table
4.13) which gives the retirement benefit at age 60 years as a multiple of final
salary for contributors with 30 and 40 years' membership. The difference in
favour of the new scheme is precisely proportional to the increased

contribution payable under that scheme, 63% instead of 6% of salary.
TABLE 4.13

RETIREMENT BENEFITS UNDER PRESENT GAS & FUEL
CORPORATION SCHEME AND PROPOSED
VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME

Scheme Retirement Benefit at Age 60
(times final salary)

30 years' 40 years'
m'ship m'ship

Gas & Fuel 5.40 7.20

Proposed scheme 5.85 7.80
(maximum scale)

The present scheme gives a choice of taking pension at retirement instead of a
lump sum. The new scheme offers a choice in the level of death and disability

cover and a choice in the level of member contributions.
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TABLE 4.14

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH GAS AND FUEL. CORPORATION SCHEME

ITEM NEW SCHEME PRESENT SCHEME
Employee

Contribution 6%% of salary 6% of salary

Cash (a) Return of 5.9% of current annual Return  of  employee
Resignation salary per year of m/ship and part contributions plus 4% p.a.
Benefit thereof; and compound interest.

(b) If the member has completed at After 5 years m/ship an
least 5 vyears of m/ship, the additional graduated
amount in (a) increased by 25% amount  depending on
plus 5% of that amount per year members - actuarial
of m/ship in excess of 5, subject reserve.

to max. of 100%.

Form of Lump sum. Pension ~ 100%
Retirement : commutable.
Benefit

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE

20 25 30+
New Present New Present New Present

40

LUMP
SUM
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4.2.3.7 MMBW Superannuation Scheme

Table 4.15 contrasts the benefits possible under the MMBW Superannuation
scheme and VICSESS. Under the present scheme, where the pension is 100%
commutable to a lump sum, those contributors at entry ages 25 and 30 years
clearly benefit at retirement in contrast to the new scheme - only lump sum

comparisons are relevant here.

;With the present scheme, a member who completes at least 30 years' service
can retire at age 60 on a pension of 70% of final salary or a lump sum of 7.7
times final salary. Recent members contribute from 4% to 9% of salary
depending on entry age. Earlier members contribute at varying rates ranging
up to 9% of salary depending on salary history. These figures must be
compared with 5.85 times final salary for 30 years' membership and 7.8 times
for 40 years' membership under the new scheme in return for members'
contributions on the maximum scale of 6% of salary. The resignation
benefits are clearly superior under VICSESS which also offers the option of

variable contribution levels.
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TABLE 4.15

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH MMBW SUPERANNUATION SCHEME

ITEM NEW SCHEME PRESENT SCHEME
Employee Varying up to
Contribution 631% of salary 9% of salary

Cash (a) Return of 5.9% of current annual Return of  employee
Resignation salary per year of m/ship and part contributions plus 5% p.a.
Benefit thereof; and compound interest.

(b) If the member has completed at
least 5 years of m/ship, the
amount in (a8) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Pension 100%
Retirement commutable.
Benefit

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40

%age %
of
Final
Salary
20

10

LUMP
SUM
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4.2.3.8 MMBW Provident Scheme

Under the MMBW Provident scheme, two levels of benefit are available, with
member contributions of 2.5% and 5.0% of salary respectively. Table 4.16,

therefore, gives comparisons between:

(a) effective retirement benefits under the new scheme for
member contribution levels of 2.5%, 4.5% and 6.5% of salary;

and

(b) effective retirement benefits under the present scheme for

member contributions of 2.5% and 5.0% of salary.

Retirement benefits under the present MMBW Provident scheme are based on
average salary over the last three years - not final salary as in the new

scheme. This is a factor in favour of the new scheme.

A comparison of the two schemes illustrates quite clearly that the present
MMBW Provident scheme is superior for members who pay 2.5% of salary. At
higher contribution levels, the new scheme is clearly to be preferred.
Members presently contributing at the 5.0% level would, on this comparison,
have a clear incentive to move to the new scheme. That is, VICSESS would
provide a clear upgrading of benefits for those members who contribute to the
MMBW Provident scheme at the 5% rate. Resignation benefits are also
superior under VICSESS.
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TABLE 4.16

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH MMBW PROVIDENT SCHEME

ITEM NEW SCHEME PRESENT SCHEME

Employee

Contribution 63% OR 24% OR 4}% of salary 23% OR 5% of salary

Cash (a) Return of 5.9% of current annual Return  of  employee

Resignation salary per year of m/ship and part contributions plus 23% of

Benefit thereof; and that total for each
(b) If the member has completed at complete year of service.

least 5 years of m/ship, the
amount in (a) increased by 25%
plus 5% of that amount per year
of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Lump sum.
Retirement
Benefit

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

NEW SCH‘EME PRESENT SCHEME
MEMBER CONTRIBUTIONS MEMBER CONTRIBUTIONS
2;:% 43% 63 % 23% 5%

40
%age %
of
Final
Salary

LUMP SUM

109



4.2.3.9 Metropolitan Fire Brigades Scheme

4.2.4

This scheme 1is similar to the State Superannuation scheme with some
important exceptions, such as early retirement at age 55, some vesting of

employer money on resignation and a flat contribution rate of 7% instead of a

. .variable rate. Apart from these differences, the considerations for members

in comparing it with the new scheme are virtually the same as for the State

| ,S.uperannuation scheme (Table 4.17).

Although it has some assets, the MFB scheme would need to be considered in
much the same way as the State Superannuation scheme in deciding what

transfer options can be offered to existing members.

Scheme Comparison: A Postscript

The Committee believes that while it is difficult to make a detailed
comparison between benefits under the new scheme and those offered by the
current schemes In the Victorian public sector, there is no doubt that VICSESS
will have considerable attraction for many existing scheme members. The
combined influence of lump sums at retirement, flexible contribution rates and
graduated vesting on resignation should have wide appeal, but the Committee
recognises that some members will prefer to continue as members of their
present schemes and that some members of PAYG schemes will, in any event,

have limited choice.

For the Government, there are substantial advantages in a scheme providing
standardised benefits, and therefore equity, throughout the public sector.
VICSESS does this on a basis which will give all Victorian public sector
employees superannuation cover at reasonable cost. In association with
complementary changes for continuing schemes, there would be immediate and

complete portability throughout the Victorian public sector.
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TABLE 4.17

COMPARISON OF VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
WITH MFB SCHEME

ITEM NEW SCHEME PRESENT SCHEME

Employee

Contribution 61% of salary 7% of salary

Cash (a) Return of 5.9% of current annual Less than 5 yrs' service,

Resignation salary per year of m/ship and part return of employee

Benefit thereof; and contributions. For 5-20

(b) If the member has completed at yrs' service, as above plus

least 5 years of m/ship, the 4% interest plus a further
amount in (a) increased by 25% 1/12th of total per year
plus 5% of that amount per year of service.

of m/ship in excess of 5, subject
to max. of 100%.

Form of Lump sum. Pension plus spouse

Retirement pension. 30% of

Benefit member's pension can be
commuted.

EFFECTIVE RETIREMENT BENEFIT PER YEAR OF SCHEME MEMBERSHIP
(Shown below as a percentage of final salary at age 60)

ENTRY AGE ENTRY AGE ENTRY AGE
20 25 30+
New Present New Present New Present

40
%age %
of
Final
Salary

20

10

LUMP
SUM

MEMBER
PENSION

SPOUSE
PENSION(if any)
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CHAPTER 5

CO-ORDINATION, ADMINISTRATION AND MANAGEMENT

SECTION 5.1 POLICY ISSUES AND PROPOSALS FOR REFORM

5.1.1

The Framework for Reform

The Committee's Review Report drew attention to a number of significant
problem areas in the management and administration of the individual public
sector superannuation schemes and also in the State Government's control and
co-ordination of the various schemes. Problem areas identified for the
individual schemes included such things as administrative structures and
administrative processes, consultation and member participation in
decision-making, computerisation, information requirements and financial and

actuarial reporting.

Recommendations for managerial and administrative reform for individual
public sector superannuation schemes are made all the more difficult by the
number and diversity of such schemes. Schemes vary not only in their
contribution and benefit structures, but also in their documentation and their
management structures. In developing reform proposals the Committee seeks
not to identify particular weaknesses in particular schemes, but rather to
establish a set of criteria for acceptable managerial and administrative
practice. In taking this approach, the Committee recognises that many
existing schemes already have sound management and administrative

practices.

Proposals for acceptable managerial and administrative standards in individual
public sector superannuation schemes must be supported at the State
Government level, by parallel reforms of mechanisms for their control and
co-ordination. It is for this reason that the Committee welcoimes the
initiative of the State Government in establishing the position of Director of
Superannuation within the Department of Management and Budget. The

Committee believes that the Director's role is a key one in implementing its

112



5.1.2

proposals and in ensuring that existing schemes - and the proposed Victorian
State Employees Superannuation Scheme (VICSESS) - meet required

managerial and administrative standards as set out below (5.1.2).

The Committee's support for the position of Director of Superannuation is
based on the understanding that the Treasurer has legislative powers to control
and co-ordinate public sector superannuation schemes. If the Director of
Superannuation is to operate effectively an essential requirement will be a
small but strong technical support unit consisting of specialist officers whase
combined practical experience would cover public superannuation and
legislation, investment management, industrial relations, administration,

computerisation and actuarial work.

Objectives for Managerial and Administrative Reform

The Committee believes that the following four management and
administration objectives must be met if reformed managerial and

administrative systems are to meet required standards:

(a) public sector superannuation schemes must be directly responsible

to a central agency with powers of control and co-ordination;

(b) public sector superannuation schemes must be accountable to the

Government and to contributors;
(c) public sector superannuation must improve efficiency in the
delivery of services to membership through better management and

reduced administrative costs; and

(d) public sector superannuation must provide for wide membership

participation in decisions regarding scheme management.

Some of the public sector superannuation schemes have already satisfied some

of the above criteria.
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5.1.3

Practical Considerations

A substantial practical constraint must be recognised in seeking the foregoing
aims. This arises from the nature of the superannuation contract. Whether
documented by Act of Parliament, regulationé, trust deed or rules, a

superannuation scheme confers legal rights to benefits on its members. It is

- not therefore possible for the employer concerned to alter a scheme

unilaterally. Members' rights, at least so far as they relate to scheme
membership up to the date of alteration, must be scrupulously observed.

Unless they involve unqualified improvements in benefits and/or conditions,

- scheme alterations are dependent upon the good will and consent of the

members concerned, i.e., the current scheme members.

Chapters 3 and 4 explain that the only realistic approach to the reform of
benefits and conditions, which are of course the major determinants of

management and administration responsibilities, is

(a) to design a scheme which, in current and expected future

conditions, adequately provides for future new members; and

(b) to compare existing arrangements with the new scheme and decide

what options can sensibly be considered for existing members.

The object under (b) is clearly facilitated if the new scheme is attractive to
existing members. Nevertheless it is likely, if not certain, that a number of
members will prefer not to transfer to the new scheme. Therefore, discussion
of proposals for management and administration must cover not only the new
scheme but all existing schemes, which must be maintained for shorter or

longer periods to cover non-transferring members. Most of the

. recommendations indicated below apply not only to any new scheme or

schemes, but also to the existing schemes which continue for certain members.
Another practical need is to recognise that many of the existing schemes

already have sound management and administrative arrangements. Indeed the

Committee's consultants, Campbell & Cook, commented:
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"The SEC, MMBW, Gas and Fuel and State Bank funds are distinguished
by the relative simplicity of their benefit and contribution structures,

and the efficiency and effectiveness of their administrative systems."(1)

More significantly, in relation to larger single employer schemes and

amalgamation, the consultants noted:

"The efficiency gained by the close integration with personnel and
payroll functions would be lost were the administration of any of these

funds to be amalgamated."(2)

A further comment made by the consultants in relation to management and

record keeping using computer systems should be highlighted:

"Unless benefit and contribution structures are rationalised and the
rationalisation covers past benefits as well as future benefits,
amalgamation of all but the simplest small funds would be

counter-productive."(3)

Effective amalgamation of scheme administration could be achieved only by
the benefits of new members being on a common basis and those of existing
members, particularly past service benefits, also being rationalised. This
confirms the need to continue existing arrangements for existing members

whose entitlements cannot readily be covered by the new scheme conditions.
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SECTION 5.2 CO-ORDINATION AND CONTROL

5.2.1

Central Control of Public Sector Superannuation Schemes

Present arrangements for the co-ordination and control of the 42 Victorian
public sector superannuation schemes identified in the Review Report are,
even with the establishment of the position of Director of Superannuation, less
than adequate. The individual schemes still function as separate bodies under
only the most tenuous and indirect controls operated by the State Government.
Historically, as shown in the Committee's Review Report, there have been
virtually no attempts by Government to standardise fund reporting procedures,
to monitor investment activity, to evaluate the administrative costs and
structures of fund management or to assess fund performance against external

standards.

At the present time, three central agencies of the State Government are
involved in (or are potentially concerned with) the management and

administration of public sector superannuation. These agencies are

(a) the Public Service Board;

(b) the Department of Management and Budget; and

(c) the Office of Government Statist and Actuary.

The Committee, in presenting its Review Report, indicated its dissatisfaction
with the degree of co-ordination and control by the State Government over
both the management and administration of public sector schemes by public
sector departments. These problems were reflected in the history of
administrative arrangements surrounding the State Superannuation scheme.
The Committee found there were poor management structures for
administration of the State Superannuation scheme and poor relations between

the Board and other central authorities.

The Treasurer has only informal control over proposals for changes to

eligibility, benefits and contributions. Given the substantial liability the
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Government must meet for superannuation provision in the public sector, the
Committee feels this arrangement is unacceptable. Furthermore, without
legislative power the Government has substantial difficulties in ensuring
situations do not arise which lead to leapfrogging of provisions. In the
Committee's view, a lack of effective control by State Governments has
resulted in the past proliferation of schemes. Only if legislative control exists
can the State Government ensure that co-ordination will be accepted and be

successful.

In seeking effective central control and co-ordination, the Committee is faced
with the dilemma of how to reconcile the legal responsibilities of Trustees in
regard to the administration and management of superannuation schemes with
the Government's need to ensure that the administration of the schemes is
efficient and in line with other governmental policy. A classic example of this
dilemma was the State Superannuation Board's purchase of a new computer in
late 1983 where the Treasurer, despite serious reservations regarding the
purchase, did not have, "... any specific power under legislation to affect
directly the decision of superannuation fund managers concerning computer

systems".(4)

To overcome these problems, the Committee recommends the introduction of
legislation to give the Treasurer an overall direction of policy for public sector
superannuation while leaving day-to-day management to the Boards of
Management or Trustees and their schermme managers. The Committee feels
that such legislation would ensure an effective programme of consultation and
reporting. Its prime purpose is to ensure that all proposals regarding
eligibility, benefits and contributions are approved by the Treasurer. It will
also enable the Treasurer to intervene, where necessary, in matters of

management and investment, including capital expenditure and staffing.

It should be noted that the Committee's recommendation 5.1 follows the
precedent laid down by the State Electricity Commission (Amendment) Act
1982 and the Tranéport Act 1983. In the case of the State Electricity
Commission (Amendment) Act 1982, Sections 9D(2) and 9D(3) respectively,
state that:
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9D.(2) Notwithstanding anything in this or any other Act the

Minister may at any time give a direction to the Commission

concerning the policies it is to give effect to.

90.(3) The Commission shall give effect to any direction given to it
by the Minister as soon as possible and shall report. to the
Minister on the action taken by it to give effect to the

direction.

The Committee sees this as an appropriate requirement for control, by the

Treasurer, of public sector superannuation schemes.

Furthermore, to ensure a complete community awareness of the role the
Minister is taking within the Commission, the State Electricity Commission

(Amendment) Act 1982 Sections 9D(4) and 9D(5) respectively, state that:

9D.(4) Where the Commission has been given a direction by the
Minister it-

(a) may publish that direction in the Government Gazette;
and

(b) shall publish that direction in its annual report.

9D.(5) Failure to publish a direction under sub-section (4) shall not
affect the validity of the direction.

RECOMMENDATION 5.1

THAT LEGISLATION OF A SIMILAR NATURE TO THE SEC MODEL BE
IMPLEMENTED IMMEDIATELY GIVING THE TREASURER POWER TO
EXERCISE OVERALL DIRECTION OF PUBLIC SECTOR SUPERANNUATION
SCHEMES AND THAT ANY DIRECTIVE FROM THE TREASURER SHOULD
BE PUBLISHED BY THE BOARD OF MANAGEMENT OR TRUSTEES OF THE
RELEVANT SCHEME IN ITS ANNUAL REPORT.

The Committee believes a series of further changes are required to ensure

efficient management and standardised reporting across all public sector
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superannuation schemes. As stated in the Committee's Review Report(5) and
in Section 5.5 of this chapter, standards of reporting have not met minimum
private sector standards. To ensure administrative standards are maintained
within public sector superannuation schemes, the Committee believes the
Treasurer should have the ability to undertake reviews where he considers this

necessary.
RECOMMENDATION 5.2

THAT THE TREASURER ESTABLISH AND MONITOR MANAGERIAL AND
ADMINISTRATIVE STANDARDS AND ANNUAL REPORTING PROCEDURES
FOR ALL VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES.

RECOMMENDATION 5.3

THAT THE TREASURER UNDERTAKE REGULAR REVIEWS :OF THE
ADMINISTRATIVE FUNCTIONS OF ALL PUBLIC SECTOR
SUPERANNUATION SCHEMES USING EITHER THE PUBLIC . SERVICE
BOARD OR INDEPENDENT PRIVATE CONSULTANTS.

RECOMMENDATION 5.4

THAT THE TREASURER SHALL REPORT TO PARLIAMENT ON AN
ANNUAL BASIS IN RESPECT OF THE MANAGEMENT, ADMINISTRATION
AND INVESTMENT PERFORMANCE OF ALL PUBLIC SECTOR
SUPERANNUATION SCHEMES IN VICTORIA.

The Committee takes the view that recent history illustrates the clear need
for effective central co-ordination on important issues of the management and
administration of public sector superannuation schemes. It believes this is
best achieved by positive involvement by the Treasurer, where nécessary. The
Committee feels that this would be only rarely required given the programme
of consultation and reporting which would follow from the foregoing

recommendations.
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5.2.2

The Commonwealth Example and the New Victorian Model

In recommending wider powers for the Treasurer, together with the proposal
to establish VICSESS, the Committee takes as an example the present
Commonwealth Superannuation scheme structure where there is a
Superannuation Fund Investment Trust and a Commissioner for

Superannuation.

The detailed administration of the Superannuation scheme is the responsibility
of the Commissioner of Superannuation. It is the Commissioner's task,
amongst other things, to collect contributions and arrange the payments of
pensions and other benefits together with refunds to contributors leaving the
scheme. The Superannuation Fund Investment Trust is a statutory authority
with the objective and responsibility of managing and investing the

Commonwealth Superannuation Fund.

The basic question is whether the investments should be handled by the scheme
management or by a separate external body. The State Superannuation
scheme is an example of the former and the Zoo's scheme, where investments
are managed by a merchant bank, is an example of the latter. The
Commonwealth Superannuation scheme, as explained above, provides another
example of the latter approach. The Committee details in Chapter 8 the need
for separate administration of superannuation investment funds on grounds of

efficiency and economies of scale.

However, the Committee believes that there should be two Boards of
Management rather than a Commissioner and an Investment Board (see
Chapter 8). The Commissioner system would not be suitable for the
administration of the various continuing schemes which participate in the
Investment Trust. Furthermore, that system does not allow for the member

representation and participation which the Committee regards as essential.
RECOMMENDATION 5.5
THAT THERE BE ESTABLISHED A VICTORIAN SUPERANNUATION

INVESTMENT TRUST (VICSIT).
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5.2.3

The function of VICSIT will be to manage a pooled central fund established to
offer investment services to all public sector schemes. In particular, VICSIT
would be responsible for the investments of VICSESS together with the State
Superannuation, Superannuation Lump Sum and SERB schemes, as well as a
number of smaller schemes. Thus there would be a separation of responsibility
for investment and administration for these scheines - detail is provided in
Chapter 8, Section 8.3.2.

RECOMMENDATION 5.6

THAT A NEW BOARD BE ESTABLISHED TO ADMINISTER ALL ASPECTS OF
THE NEW VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
(VICSESS) OTHER THAN INVESTMENT.

This Board would be responsible for the administration of superannuation for

new employees of all public sector employers which are not approved as

administrators of the new scheme (see Section 5.7).

The State Superannuation Scheme

The State Superannuation scheme, as the largest single public sector scheme in
Victoria, is not only significant in its own right but is also of particular
importance in the transition to a new superannuation scheme. The State
Superannuation scheme's managerial and administrative practi'ces attracted

considerable criticism in the Review Report.

The Committee noted the Government Statist and Actuary's role as Chairman
of the State Superannuation Board, as well as of the Metropolitan Fire
Brigades Superannuation Scheme and the Hospitals Superannuation Scheme.
The Committee concluded that the Government Statist and Actuary should
play an independent professional role advising Government, the Director of
Superannuation and the individual schemes, but should not be involved in the

direction or management of them.
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RECOMMENDATION 5.7

THAT THE GOVERNMENT STATIST AND ACTUARY SHOULD PLAY AN
INDEPENDENT PROFESSIONAL ROLE ADVISING GOVERNMENT AND THE

DIRECTOR OF SUPERANNUATION AND SHOULD NOT BE INVOLVED IN
THE MANAGEMENT OF ANY PARTICULAR SCHEME.

In its Review Report, the Committee also expressed concern over the

concentration of actuarial advice in Victorian schemes.

RECOMMENDATION 5.8

THAT ACTUARIAL SERVICES REQUIRED BY VICTORIAN PUBLIC SECTOR
SUPERANNUATION SCHEMES SHOULD BE MET BY INCREASED USE OF
THE SERVICES OF THE GOVERNMENT STATIST AND ACTUARY AND BY
COMPETITIVE TENDERING FROM CONSULTING FIRMS,
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SECTION 5.3 CONSULTATION AND PARTICIPATION

5.3.1

Employee Representation

Superannuation, as the Review Report emphasised, is clearly an industrial
relations issue. In the Victorian public sector, superannuation is the subject of
industrial claims, and of negotiations and agreements between public sector
management and trade unions. As such it is an issue of major concern to the
Committee that employees be represented on the governing bodies of schemes.
Representation will not only generate a wider understanding and appreciation
of the scheme among members; it will also keep management informed of

employee concerns and views on schemes and their benefits.

The Committee recognises that many public sector superannuation schemes
involve employee members of the scheme on their governing body. Of those
schemes established by legislation (most of the large schemes), 79% had an
employee representative on the Board. Of those schemes constituted by trust

deed, 33% had an employee representative.

In the current situation the Committee believes that there should be direct
employee representation on Boards, as against advisory committees of
management. In a larger scheme, such as VICSESS, advisory committees may
be appropriate to allow for greater consultation with specific contributor

representatives.

It is apparent that the principle of employee representation enjoys widespread
support from the various parties who have an interest in Victorian public
sector superannuation. The Victorian Treasurer, the Honourable R.A. Jolly,
emphasised this when he addressed a seminar held to discuss the findings of
the Committee's Review Report with interested unions and member

representatives:

"There is an agreement by all those involved in superannuation that there
should be employee representation on the board. That is important so
that the relevant trade unions have the opportunity of access to all the

relevant information on the performance of the superannuation fund. In
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addition, trade union representatives are important in the whole
decision-making process of a superannuation board because they are able
to reflect and bring forward the interests of their members. In those

two areas a consensus has emerged."(6)

While there may be a consensus, in principle, on employee representation there
are differing views on what the strength of representation and overall
composition of the Boards should be. For example, the Municipal Officers

Association, in a submission to the Committee, stressed that there should be:

"... equal numbers of contributor/management representatives on Boards

of Trustees of all public sector superannuation schemes; ..."(7)

This contrasts rather interestingly with the recently published views of a Joint
Working Party set up to inquire into the operations of the Commonwealth
Superannuation Fund Investment Trust (SFIT). The inquiry was pre-empted in
one respect in that the Federal Government decided to expand the size of the
trust from three to five members before the Joint Working Party had reported.
Therefore, they concentrated on the composition of the Trust and

recommended that two members be:

"... contributor representatives nominated by registered organisations,
the members, or a substantial proportion of the members, of which are

contributors, through the ACTU; ..."(8)

The ACTU, which was represented on the Joint Working Party, reportedly also
sought that the Chairman of the Trust only be appointed following their
agreement. The fourth Trustee would be appointed by the Government and
these four Trustees would then determine the appointment of the Chief
Executive officer, who is also to be a Board member. As the Administrative
and Clerical Officers' Association broadsheet, in which the selected extracts

of the Joint Working Party's recommendations were published, explains:

"Such an arrangement, whilst not giving total control of the Trust to
contributor representatives, will ensure that four of the five members of
the new Trust will only be appointed with the consent of contributor

representatives."(9)
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5.3.1.1

To the Committee's knowledge none of the Joint Working Party's
recommendations have been implemented. Nevertheless, their views and those
of the ACTU are an important reference for the Committee on the subject of
Board composition - albeit for a Board which oversees only the investment

operations of the Commonwealth Superannuation scheme.

Many submissions to the Committee indirectly sought increased employee
representation by advocating that groups of employees not currently on the
Board of Trustees should be represented. This will always be a problem in
schemes covering many organisations or where there are a number of differing
groups of employees in the one organisation, and where minority groups feel

disadvantaged.

The Victorian Trades Hall Council is understandably supportive of employee
representation, but in a submission to this Committee they were neutral on the

question of the level of representation. Indeed, they only wished to:

"... point out to the Government that any alteration to existing
contributor representation on the various schemes would be strongly
resisted."(10)

While the major schemes have contributor representation, the level of
representation varies and some schemes have no contributor representation.
The Port of Geelong scheme is an example. The Committee has considered
the whole issue of contributor representation and made a number of

recommendations.

Present Scheme Arrangements for Boards

Present scheme management arrangements fall into four distinct groups as

follows:

(a) Those with no Board or Trustees. These are generally either small,
e.g., Judges or Governor, or very simple, e.g., City of Melbourne
Gratuities. There are normally no investinents and no discretions

to be exercised in the payment of benefits. As a result, a specific
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5.3.1.2

management body is hardly necessary. While such schemes remain
in their present forin it seems unrealistic to propose any change so

far as participation and representation is concerned.

(b) Board or Trustees intluding member representatives. The member
participation is specified in the scheme documentation. The
Review Report illustrated that member representation may be up
to 50% of total board membership but does not exceed this figure

for the schemes surveyed.

(c) Board or Trustees not including member representative but having
an advisory board which includes such representatives. Examples
are the State Bank and SEC schemes where the process appears to
operate satisfactorily. The Committee would prefer to see the
member representatives as members of the actual decision making
body. This would of course require change in legislation and trust
documentation to allow a separation of the superannuation scheme

from the other activities of the authority.

(d) Board or Trustees not including member representatives and having
no advisory board. The Committee regards member representation

as a necessary reform in these cases.

The Committee believes that appropriate options for the composition of
Boards of Management or of Trustees depend largely on the size of the scheme
but that such Boards should not be toco large. The Committee has
recommended a split between the investment and administration functions so
that investments for the State Superannuation, Superannuation Lump Sum and
SERB schemes will be carried out by VICSIT. With the introduction of
VICSESS, new investments will be undertaken by VICSIT.

Proposed Board Composition

Given that VICSESS will take some time to introduce and that there will be,

after its introduction, members of current schemes, the Committee considers
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that all Boards of Management and/or trusts should be reconstructed to reflect
the following recommendations. The Committee also believes that training
facilities should be available for all Boards, whether newly established or not.

This will ensure both effective and useful representation on Boards.
RECOMMENDATION 5.9

THAT THE TREASURER INSTITUTE A TRAINING PROGRAM FOR
REPRESENTATIVES ON PUBLIC SECTOR SUPERANNUATION GOVERNING
BOARDS.

RECOMMENDATION 5.10

THAT FOR SMALL SCHEMES, THE BOARD SHOULD COMPRISE A
GOVERNMENT-APPOINTED CHAIRMAN, AN EMPLOYER
REPRESENTATIVE AND A MEMBER REPRESENTATIVE, PLUS AN
EXTERNAL APPOINTEE SUCH AS AN INVESTMENT ADVISER OR AN
ACTUARY.

For large schemes, with the exception of the State Superannuation scheme and
the SERB scheme, the Committee believes that membership should be
increased to allow for greater participation by contributors and personnel

managers.
RECOMMENDATION 5.11

THAT FOR LARGE SCHEMES - THOSE WITH OVER 5,000 MEMBERS - THE
BOARD SHOULD COMPRISE A GOVERNMENT-APPOINTED CHAIRMAN,
TWO EMPLOYER REPRESENTATIVES AND TWO MEMBER
REPRESENTATIVES, PLUS AN EXTERNAL APPOINTEE SUCH AS AN
INVESTMENT ADVISER OR AN ACTUARY.

For the SERB and the State Superannuation schemes it is not appropriate to
include an investrnent advisor on the Board of Management because the
Committee has proposed that their investment funds be pooled in VICSIT.

However, the Committee believes there would be advantages in increasing the
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numbers on the SERB Board to allow greater member representation and

involvement by relevant personnel representatives.

RECOMMENDATION 5.12

THAT FOR THE SERB SCHEME THE BOARD SHOULD COMPRISE A
GOVERNMENT-APPOINTED CHAIRMAN, TWO EMPLOYER
REPRESENTATIVES AND TWO MEMBER REPRESENTATIVES.

Currently, the State Superannuation Board consists of six members of which:
(a) one shall be an actuary;
(b) one shall be the Government Statist;

(c) one shall be a contributor in the railway service, elected by

contributors who are in the railway service;

(d) one shall be a contributor who is a member of the teaching service

elected by contributors who are members of the teaching service;

(e) one shall be a contributor who is not a member of the railway
service or the teaching service elected by contributors who are not

members of the railway or the teaching services; and
(f)  one Government nominee.

The Committee believes the current arrangements are unnecessarily inflexible
in regard to the government appointees and there should be a greater inclusion
of representatives of the Public Service Board and personnel sections of the
Education Department and Railways. The Public Service Board was quite
adamant that membership of superannuation boards should extend beyond
representation of contributors and fund management to include personnel

representatives. In a submission to the Committee they argued that:

"Because of the impact which superannuation has on the contract of

employment between employer and employees, the Public Service Board
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believes that the composition of the Superannuation Boards should

include personnel management representation."(11)

The Committee also believes that, as stated in Recommendation 5.7, the
Government Statist and Actuary should be providing independent technical
advice and should not be involved in the direct management of schemes. The
Committee believes there should be a greater role for the General Manager of
the State Superannuation scheme on the Board. This position is supported by
the recommendation of the Joint Working Party Inquiry into the
Commonwealth Superannuation Fund Investment Trust, that the Chief

Executive Officer be one of the five trustees.
RECOMMENDATION 5.13

THAT FOR THE STATE SUPERANNUATION SCHEME THE BOARD SHOULD
COMPRISE:

(A) A GOVERNMENT-APPOINTED CHAIRMAN;

(B) THREE MEMBERS ELECTED UNDER CURRENT
ARRANGEMENTS IN THE SUPERANNUATION ACT 1958;

(C) THE GENERAL MANAGER OF THE STATE SUPERANNUATION
SCHEME;

(D) A REPRESENTATIVE OF THE PUBLIC SERVICE BOARD; AND

(E) A REPRESENTATIVE OF THE DEPARTMENT OF MANAGEMENT
AND BUDGET.

As regards VICSESS, which will ultimately be the largest public sector scheme
in the state, there is a strong case for wider representation. Since the
administration and investment functions of VICSESS will be split it will be

necessary to establish two Boards of Management.
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RECOMMENDATION 5.14

THAT THE ADMINISTRATION BOARD OF THE NEW VICTORIAN STATE
EMPLOYEES SUPERANNUATION SCHEME (VICSESS) SHOULD COMPRISE:

(A)

(B)

(©)

(®)

()

(F)

(G)

A GOVERNMENT-APPOINTED CHAIRMAN;

THREE MEMBERS ELECTED BY SCHEME MEMBERS;

THE SECRETARY OF THE VICTORIAN TRADES HALL COUNCIL
OR HIS/HER NOMINEE REPRESENTING PUBLIC SECTOR

CONTRIBUTORS;

ONE MEMBER REPRESENTING THE DEPARTMENT OF
MANAGEMENT AND BUDGET;

ONE MEMBER REPRESENTING THE PUBLIC SERVICE BOARD;

ONE MEMBER REPRESENTING THE LARGE STATUTORY
AUTHORITIES; AND

THE GENERAL MANAGER OF VICSESS.

For VICSIT the Committee recommends a substantially smaller Board to allow

greater flexibility and speed in decision making.

RECOMMENDATION 5.15

THAT THE BOARD OF THE VICTORIAN SUPERANNUATION INVESTMENT
TRUST (VICSIT) BE AS FOLLOWS:

(A)

(B)

©

A GOVERNMENT-APPOINTED CHAIRMAN;

TWO MEMBERS ELECTED B8Y SCHEME MEMBERS;

THE GENERAL MANAGER OF VICSIT;
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5.3.2

(D) ONE MEMBER REPRESENTING THE DEPARTMENT OF
MANAGEMENT AND BUDGET; AND

(E) ONE PRIVATE SECTOR INVESTMENT SPECIALIST.

Election of Employee Representatives

Where employee representatives are appointed, present schemes demonstrate
a number of selection procedures, such as open election, election from specific
categories of membership, and nomination by a trade union. The choice
depends, at least to some extent, on the overall size of the board. The options

appear to be

(a) open election from current members;

(b) for the largest schemes, elections from specific sections of the

membership;
() for the largest schemes, nominations from specific unions; or

(d) for the largest schemes, a combination of (a) and (c), e.g. one

openly elected representative and one nominated representative.

For those schemes with employee representation (19 in total) only eight had
any form of election of member representatives. In the other schemes,
employee representatives were nominated. Not surprisingly, the prevailing
view expressed in union submissions supported method (c), i.e., nomination
from unions. However, the Committee's view is that, wherever practicable,

member representation should be by open election.
RECOMMENDATION 5.16
THAT ALL VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES BE

REQUIRED, BY OPEN AND DIRECT ELECTION, TO HAVE MEMBER
REPRESENTATION ON THEIR GOVERNING BODIES.
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5.3.3

RECOMMENDATION 5.17

THAT THE TREASURER REVIEW EMPLOYEE SELECTION PROCEDURES
FOR TRUSTEE OR BOARD REPRESENTATION AND ENSURE THAT,
WHEREVER PRACTICABLE, THE RECOMMENDATIONS ARE
IMPLEMENTED AFTER APPROPRIATE CONSULTATION.

Finally, the Committee is concerned that Trustees and Board members do not

become entrenched.

- RECOMMENDATION 5.18

THAT ELECTIONS FOR CONTRIBUTOR REPRESENTATIVES BE HELD AT
INTERVALS OF NOT MORE THAN FOUR YEARS, AND THAT NO BOARD
OR TRUSTEE MEMBER BE ALLOWED TO SERVE MORE THAN TWO
CONSECUTIVE TERMS.

Female Representation on Boards

Although no statistics are available, it appears that few women sit as member
trustees or government representatives for public sector superannuation
schemes. For example, in the largest scheme, the State Superannuation
scheme, females represent 43% of the membership but have no representation
at the Board level. The overall situation is probably due to past
under-representation of women in occupational schemes and in unions and
official union positions. The Committee believes that the Government, where
relevant, should consider what institutional and other barriers there are to
women becoming trustees or representatives, and what affirmative action can

be taken to encourage them.

RECOMMENDATION 5.19

THAT AS A FIRST STEP TOWARDS INCREASING THE NUMBER OF FEMALE
TRUSTEES THE GOVERNMENT SHOULD, WHERE POSSIBLE, ENSURE
FEMALE REPRESENTATION ON THE BOARD OF THE NEW VICTORIAN
STATE EMPLOYEES SUPERANNUATION SCHEME (VICSESS).
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5.3.4

The Committee would also strongly support female representation on the State

Superannuation Board - the largest State public sector scheme.
RECOMMENDATION 5.20
THAT WITH ANY RECONSTITUTION OF THE STATE SUPERANNUATION

BOARD THE GOVERNMENT SHOULD, WHERE POSSIBLE, ENSURE ONE OF
THE GOVERNMENT APPOINTEES IS FEMALE.

Information Access

An important element in the participation of employees in public sector
superannuation is access to information on how their scheme operates and how
particular changes, if they are proposed, are likely to affect them personally.
It is also important that, if such information is provided, it be presented in
such a way that it is intelligible to scheme members, and that such

information (e.g., on scheme performance) be presented in a timely fashion.
RECOMMENDATION 5.21

THAT THE TREASURER, IN CONSULTATION WITH SCHEME
MANAGEMENT, ESTABLISH REPORTING STANDARDS AND FORMATS FOR
VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES. THESE
SHOULD INCLUDE: '

(A) STATEMENTS OF SCHEME BENEFITS, CONTRIBUTIONS AND
CONDITIONS;

(8) A SUMMARY ACTUARIAL REVIEW OF SCHEME COSTS AND
SCHEME PERFORMANCE;

(C©) AN OUTLINE OF MANAGEMENT STRUCTURES AND LIST OF
BOARD MEMBERS AND SENIOR ADMINISTRATIVE STAFF; AND

(D) PROPOSALS FOR RULE CHANGES.
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5.3.5

Changing Superannuation Provisions

The wider issues of the procedures for changing superannuation provisions
revolve around the industrial relations consequences of government-initiated

changes to superannuation.

The Committee in its Review Report had substantial reservations about the
appropriateness and efficiency of current processes for changing
superannuation provisions either as a result of union-initiated claims or
government decisions. The key feature of the current situation is that
procedures are indeterminate. There appear to be several avenues for unions
and/or the members to pursue changes to superannuation provisions, thus
promoting ad hoc and inconsistent decision-making. This situation also leads

to substantial pressure for the leapfrogging of superannuation claims.

The Review Report explained in detail the operations of the two consultative
committees - the Treasurer's Consultative Committee (TCC) and the
Superannuation Advisory Group (SAG) - which have been established by the
Treasurer to deal with changes to superannuation schemes. The Committee
indicated grave concern regarding the operations of these two bodies and, in
particular, their inability to provide an effective procedure for dealing with

government and union-initiated claims.
RECOMMENDATION 5.22

THAT THE PRESENTLY CONSTITUTED TREASURER'S CONSULTATIVE
COMMITTEE ON SUPERANNUATION AND THE SUPERANNUATION
ADVISORY GROUP BE WOUND UP, AND THAT THE FUNCTIONS OF THESE
COMMITTEES BE TAKEN OVER BY A SPECIAL CONSULTATIVE
COMMITTEE WHICH WOULD REPORT TO A NEW SUPERANNUATION TASK
FORCE OR, WHERE RELEVANT, DIRECTLY TO THE TREASURER.

The Committee believes the new task force should be developed along the
lines of the Industrial Relations Task Force. Currently, the Industrial
Relations Task Force is chaired by the Minister for Industrial Relations, and
consists of the Treasurer, Minister for Employment and Training, Minister for

Consumer Affairs, Minister for Minerals and Energy and two Government
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backbenchers. The Minister concerned or the Ministry of Industrial Affairs

raises issues for decision, which then go to Cabinet.

The Committee believes a similar model should be adopted for government and
member/union-initiated changes to public sector superannuation provisions.
The Committee believes the Treasurer should chair the Task Force and
membership should include the Minister of Industrial Affairs, one backbench

Member and other relevant Ministers as deemed necessary.

The Committee is hopeful that this strategy will be acceptable to all parties
involved in superannuation negotiations. In particular, the Committee is
mindful of comments made by the Victorian Trades Hall Council in submissions
to this Committee that they: "... support an overall co-ordinated approach to
resolution of superannuation claims"(12) and that, "consultation with the Trade
Union Movement and other interested organisations shall be through the

Department of Management and Budget".(13)

Under the Superannuation Task Force, a Consultative Committee should be set
up whose membership would vary depending on the issue under examination,
but it would have permanent members from a number of areas including the
Victorian Trades Hall Council (one member), the Chairpersons of the State
Superannuation Board, the VICSESS Board, the SERB Board and a
representative of the Ministry of Industrial Affairs; it would be chaired by an
independent Government appointee. Depending on the issue, the permanent

members would be joined by specialist members on the following basis:

(a) Scheme Membership Concerns

This would cover such items as benefits, contributions and scheme
conditions and the extra participants would be elected

representatives of the schemes.

(b) Administration Concerns

This would cover such questions as portability of benefits,
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(c)

mechanisation of administration, etc. The extra members would be

scheme managers and administrators.

Cost Effectiveness Concerns

The extra members would be from employing bodies and
authorities, the Department of Management and Budget and the

Government Actuary.

RECOMMENDATION 5.23

THAT THE 'PERMANENT' MEMBERS OF THE CONSULTATIVE COMMITTEE

SHOUL.D BE:

(A) A CHAIRPERSON NOMINATED BY THE GOVERNMENT;

(B) A REPRESENTATIVE OF PUBLIC SECTOR CONTRIBUTORS
ELECTED UNDER THE AUSPICES OF THE TRADES HALL
COUNCIL;

(C) CHAIRPERSONS OF THE STATE SUPERANNUATION SCHEME,
SERB AND THE VICTORIAN STATE EMPLOYEES
SUPERANNUATION SCHEME (VICSESS), ONCE ESTABLISHED;
AND

(D) A REPRESENTATIVE OF THE MINISTRY OF INDUSTRIAL

AFFAIRS.

DEPENDING ON THE ISSUE UNDER DISCUSSION, SUCH AS SCHEME
MEMBERSHIP, ADMINISTRATION, OR COST EFFECTIVENESS, OTHER
REPRESENTATIVES WOULD JOIN WITH THE '"PERMANENT' MEMBERS.

The Consultative Committee would consider all matters concerning the

introduction of VICSESS and any ongoing concerns of current public sector

superannuation schemes.

Matters calling for consultation must, on occasion, involve more than one of

these groups. This could be handled appropriately if all enquiries were
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channelled through the Director of Superannuation.  The Treasurer would
determine the process by which the non-permanent members would be
appointed. The Director of Superannuation would consider the questions raised
at the meetings and add his own comments before referring any resulting
reports to the Treasurer. The Task Force and the Consultative Committee

would be serviced by the Director of Superannuation.
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SECTION 5.4 ADMINISTRATIVE SYSTEMS AND INFORMATION

5.4.1

REQUIREMENTS

Administration and Computerisation

The system of record maintenance and the process by which contributions and
payments are made are significant elements in the administration of any
superannuation system. The Committee therefore commissioned Campbell and
Cook Computer Services to report on existing computerisation and to compare

installations against those of a model scheme.

A major problem encountered by the Consultants was the absence of a
centralised and co-ordinated approach to administration and computerisation
within Victorian public sector superannuation schemes. As in so many other
areas, successive State Governments have permitted schemes to develop their
own systems - with varying levels of competence - and to purchase their
own hardware. The Committee was also concerned, in the case of the State
Superannuation Scheme, with the limited availability of middle management
personnel with experience of large scale computer systems. The State
Superannuation Board had failed to implement consultant advice on the need

for additional managers with computer experience.

None of the computer systems reviewed by the consultants met all the criteria
of the proposed model scheme. The Committee's opinion is, in view of the
necessity to continually update and review data processing systems, plus the
complex multi-employer nature of the proposed new scheme, that there is a
clear need for Government to acquire system-specific expertise in- the

superannuation area.
RECOMMENDATION 5.24

THAT THE CONSULTATIVE COMMITTEE, WITH ITS ADMINISTRATIVE
MEMBERSHIP, REVIEW THE CAMPBELL AND COOK COMPUTER SERVICES
REPORT AND MAKE RECOMMENDATIONS. IT SHOULD ALSO ADVISE THE
TREASURER ON THE MOST APPROPRIATE SYSTEM FOR THE NEW
VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME (VICSESS).
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5.4.2

The Consultative Committee should advise the Treasurer on hardware and

software choices and on management and support staff functions.

Benefit and Contribution Systems

The Committee's Review Report drew attention to a number of schemes in
which the employee's contribution is determined on an age-related basis. The
most important of these is the State Superannuation scheme but the Port of
Melbourne has similar arrangements. The Committee concluded that the unit
concept upon which these schemes are based is no longer appropriate and is

overdue for reform.

The original unit basis of the State Superannuation scheme has been heavily
diluted by a number of relatively drastic changes over the years. The scheme
is now effectively a defined benefit scheme depending on final Salary and
service, rather than a unit scheme. Contribution rates originally fixed for
males now apply to both sexes. The contribution rates for age 65 retirement
give no recognition to the fact that many retire at age 60, and the upper limit
of 9% on total member contributions finally eliminates the unit prfinciple for
older members. All that remains is an unwieldy basis for the determination of
member contributions at the younger ages. An 'advantage' claimed for the
system is that it produces very low contribution rates at young ages. On the
other hand, the system adds considerably to the burden of administering the
schemes; many of the problems of mechanisation, data capture; eté:., are

clearly attributable to these quite unnecessary complexities.
RECOMMENDATION 5.25

THAT, IN ASSOCIATION WITH OTHER REFORMS, THE COMMITTEE
RECOMMENDS THE REPLACEMENT OF THE UNIT SYSTEM OF
CONTRIBUTIONS IN THE STATE SUPERANNUATION AND PORT OF
MELBOURNE SCHEMES. T

Alsoc mentioned in the Review Report is another obsolete feature of scheme
design and administration - the dual basis of determination of lump sum

retirement, death and disability benefits under the Local Authorities scheme.
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5.4.3

Members receive either the proceeds of a notional endowment assurance with
accrued bonuses or a formula benefit based on salary and service, whichever is
greater. This unnecessarily complicates an otherwise straightforward scheme
which, in most other respects, matches the Hospitals and SERB schemes. The
system is difficult to explain to scheme members and requires much more

elaborate record-keeping than would otherwise be necessary.
RECOMMENDATION 5.26

THAT THE LOCAL AUTHORITIES SCHEME BE BROUGHT MORE INTO LINE
WITH THE HOSPITALS AND SERB SCHEMES BY PHASING OUT REFERENCE
TO ENDOWMENT ASSURANCE. THIS SHOULD BE DONE IN SUCH A
MANNER THAT EXISTING MEMBERS ARE NOT DISADVANTAGED.

Portability

The Committee's Review Report indicated the general concern of many
parties at the lack of portability of superannuation benefits. Community-wide
portability presents a number of problems and would require Commonwealth
legislation to be fully effective. An obvious advantage of general portability
throughout the State public sector is the freeing-up which would occur in the
labour market, especially in respect of technical and managerial people. Such
people could move more freely between departments, authorities and other
bodies, which should lead to an overall improvement in the performance of the
system. The immediate costs to employing bodies would be higher than at
present, but the Committee believes that these costs would be far outweighed

by the long term benefits of a happier and more effective workforce.

The Review Report suggested that a useful first step would be to provide
automatic portability throughout the Victorian public sector. This would not
be difficult and would represent a considerable improvement over the present

situation.
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RECOMMENDATION 5.27

THAT THE GOVERNMENT SHOULD INTRODUCE LEGISLATION MAKING
SUPERANNUATION PORTABILITY AUTOMATICALLY AVAILABLE

THROUGHOUT THE VICTORIAN PUBLIC SECTOR.

If the benefits, contribution rates and conditions of all superannuation schemes
were the same, all that would be necessary under such legislation would be to
transfer existing entitlements and supporting assets. Since schemes are not
the same, it is not possible for a scheme member changing employment to
retain existing entitlements completely unaltered. However, it is possible to
have those entitlements fully recognised. The machinery would be the same as

that outlined in Section 4.1.5. In other words:

(a) the members entitlement under the old scheme for membership to
date would be calculated in the form of a transfer value on a basis

approved by the Treasurer;

(b) the transfer value would be applied to purchase past membership
entitlements under the new scheme, again on a basis approved by

the Treasurer; and
(c) the transfer value would be passed from the old to the new scheme.
These arrangements would be needed while schemes continue in their present

form. Introduction of the new standard scheme would gradually eliminate the

process, as increasing numbers of people who are members of the scheme

change their jobs.
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SECTION 5.5 FINANCIAL ACCOUNTING AND ACTUARIAL STANDARDS

5.5.1

Accounting Standards

As a result of the examination of the twelve largest schemes, plus the
Parliamentary scheme, by its accounting consultant Mr. G. Hubbard, the
Committee concluded in its Review Report, "that not one of the 13 schemes
reviewed is currently producing an acceptable set of useful information for
those concerned with the schemes."(14) From the information supplied in
connection with the Inquiry, the committee believes the same could be said of
the remaining public sector schemes not considered by the consultant. As a
result, the Committee concluded that, "uniform and comprehensive accounting

and reporting procedures should be in place".(15)

The consultant indicated three possible formats for such accounting and

reporting. These were

(a) the recommended standards of the Association of Superannuation
Funds of Australia (ASFA) (December 1979);

(b) the consultant's own proposal, substituting for the ASFA
accounting standards a special profit and loss statement, a balance
sheet showing market values and including actuarial information,
and a funds flow statement showing all sources of cash received

and all payments made; and
(¢) a compromise between (a) and (b) basically substituting a
statement of net assets at market value for the paossibly

controversial balance sheet in (b).

The Committee believe that option (a) is to be preferred because this has the

clear virtue of established acceptance in the private sector.
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5.5.2

RECOMMENDATION 5.28

THAT THE TREASURER REQUIRE ALL VICTORIAN PUBLIC SECTOR
SUPERANNUATION SCHEMES TO INTRODUCE, FOR THE 1985-86
FINANCIAL YEAR, ACCOUNTING AND REPORTING STANDARDS WHICH
MEET THOSE RECOMMENDED BY THE ASSOCIATION OF
SUPERANNUATION FUNDS OF AUSTRALIA.

Adoption of the ASFA standard would require production on an annual basis of

the following elements:
(a) a full trustees' report;
(b)  an abbreviated report for scheme members;

(c) personal advice to members giving a current statement of main

benefit entitlements;
(d) a set of standard accounts;
(e) an auditor's report; and
(f)  an actuary's report.

A detailed list of these requirements is given in Appendix A.

Auditing Procedures

Adoption of standard bases for accounting and reporting would obviously
facilitate the auditing of public sector superannuation schemes. In .'the Review
Report, the Committee also felt that public sector superannuation schemes
should be declared as public bodies for the purposes of the Annual Reporting

Act 1983. Quoting from the Auditor-General's submission to the Committee

the impacts of this would be:

143



5.5.3

"(a) the Treasurer would be able to prescribe the form and content of
financial statements and any other standards which are considered

necessary to ensure uniformity and consistency of accounting and

reporting practices;

(b) provided annual disbursements are in excess of $1 million,
superannuation bodies would be required to table their reports in

Parliament; and

(c) all declared bodies would be automatically subject to audit by the
Auditor-General."(16)

RECOMMENDATION 5.29
THAT ALL VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES BE

DECLARED AS PUBLIC BODIES UNDER THE ANNUAL REPORTING ACT
1983.

This recommendation must be seen in conjunction with Recommendations 5.28
and 5.30.

Actuarial Procedures

The Committee regards actuarial reporting as a fundamentally important
element in the reports which should be produced regularly on the affairs of
superannuation schemes and is pleased to note that this aspect is included in
the ASF A standard outlined above.

In commenting on the feasibility of uniform provisions for this purpose, the
Committee's actuarial consultant, Mr. R.W. Champion, felt that such
provisions should include the requirements that:

"(a) the actuary deals with both funded and unfunded benefits;

(b) appropriate annual costs to be recognised by employers should be

stated;
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(¢) reports should be made not less frequently than every 3 years; and

(d) reports should be submitted within 12 months (and perhaps, after a
transition period, within 6 months)."(17)

The Consultant suggests that non-specific provisions, which would not
therefore require uniform actuarial methods and assumptions, would best allow
a flexible response to changing conditions.

RECOMMENDATION 5.30

THAT, IN IMPLEMENTING RECOMMENDATIONS 5.28 AND 5.29, THE
TREASURER REQUIRE ACCOUNTING AND REPORTING STANDARDS
WHERE:

(A) ACTUARIAL REVIEWS COVER BOTH FUNDED AND UNFUNDED
BENEFITS; '

(B) ANNUAL COSTS TO EMPLOYERS ARE DETAILED;

(C) ACTUARIAL REPORTS ARE SUBMITTED ON A THREE YEAR
CYCLE; AND

(D) ACTUARIAL REPORTS SHOULD BE SUBMITTED WITHIN SIX
MONTHS OF THE CLOSE OF THE REPORTING PERIOD.

145



SECTION 5.6 DEFINITIONS AND MINOR PROVISIONS.

5.6.1

Uniform Definitions and Provisions

Apart from the wide diversity of provisions for benefits and contributions in
the Victorian public sector superannuation schemes, the Committee found
great variation in the definitions and minor provisions on which the operation
of these schemes depend. This situation is, once again, the result of
unco-ordinated development over many years. Such variation is perhaps
harmless enough within the context of each separate scheme, but from the
Committee's perspective it seems absurd that comparatively minor differences

in fundamental provisions and definitions should persist throughout the system.
In Appendices B and C are listed:

(a) items commonly defined in the documentation of schemes but

defined in different ways; and

(b) scheme provisions which differ between schemes largely because of

the independent establishment and evolution of each scheme.

There are innumerable instances of these differences in scheme
documentation. Salary, for example, is defined in 29 lines in the
Superannuation Act 1958. The corresponding definition in the State

——pe

Employees' Retirement Benefits Act 1979 occupies eight lines. The schemes

for Local Authorities, Hospitals and SERB are similar in many ways, but their

resignation benefits differ materially.

The lists in the Appendices do not pretend to be complete. They are merely
illustrative of the items which vary, sometimes considerably, between schemes

and where the variation is difficult, if not impossible, to justify.

These differences would obviously disappear if a single scheme covered the
whole of the public sector. While separate schemes persist, there would be
advantages if these differences could be reduced or eliminated. The

Committee appreciates that many of the items concerned may have a
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fundamental influence on scheme members' entitlements. To the extent that
standardisation improved members' benefits there would be few problems, but
scheme members would have substantial cause for objection where the

standard provision or language proved less 'liberal' than presently exists.

Apart from the impact on members' rights, the process of amending documents
with a view to standardisation is difficult and costly. Consequently, the
Committee believes it would be unreasonable to suggest a massive programme
of standardisation, but it does recommend that the opportunity be
taken - when other more fundamental changes are to be made in public
sector schemes - for these to be based as far as possible on standard

definitions and provisions.

RECOMMENDATION 5.31

THAT THE TREASURER PREPARE AN APPROVED SET OF PUBLIC SECTOR
SUPERANNUATION SCHEME DOEFINITIONS AND PROVISIONS AND THAT,
WHERE FEASIBLE, EXISTING VICTORIAN PUBLIC SECTOR SCHEMES BE
ENCOURAGED TO INTRODUCE THEM.
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SECTION 5.7 TRANSITION ISSUES

5.7.1

Benefit and Contribution Administration

If, as the Committee proposes, VICSESS is introduced, there are a number of

important transition issues to be considered.

The Committee has already indicated that it sees the Director of
Superannuation as having a key role in the establishment, formation and
monitoring of the new scheme. One important issue is the treatment of new
scheme members, i.e., all new public sector scheme entrants. On the
assumption that scheme members continuing under current arrangements will
be looked after by the present scheme management, it needs to be decided
whether future new members and members transferred from current schemes

should be administered
(a) under present scheme administration; or
(b) under a new centralised scheme.

An important advantage of alternative (a) is that the natural tight link
between the employer's payroll and superannuation records is fully maintained.
This is especially significant in the case of large fully computerised groups.
Other advantages are that the present funding system can be maintained
without disturbance (if that is appropriate) and present arrangements for
member representation and participation can continue with little if any
disturbance. Disadvantages of alternative (a) are, firstly, that the scheme
manager would have to maintain separate benefit contribution and accounting
records for two schemes, and secondly, that separate documentation of new

scheme benefits would be required for each public sector body.

The latter difficulty is avoided altogether under alternative (b), which also
ensures a completely uniform approach throughout the State. In the longer
term, alternative (b) has the obvious advantage of automatic portability
between public sector employers. If all new scheme moneys are to be invested

centrally in a single fund, alternative (b) would have the advantage of
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establishing a tight link between the scheme accounts and investment
operations. The obvious disadvantages of alternative (b) are, separation from
each employer's payroll system, greater communication problems, and more
remote representation and participation of members. Alternative (b) would
also involve the operation of differing funding systems for particular
employers. This would appear to require the apportionment of the central

fund into several notional funds.
RECOMMENDATION 5.32

THAT VICSESS BE INTRODUCED BY WAY OF PRESENT ADMINISTRATION
(ALTERNATIVE (A)) IN CASES APPROVED BY THE TREASURER. A NEW
CENTRALISED ADMINISTRATION SHOULD BE ADOPTED IN ALL OTHER
CASES.  APPROVAL FOR USE OF ALTERNATIVE (A) WOULD BE
CONDITIONAL ON SIZE AND EFFICIENCY OF PRESENT ADMINISTRATION.
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CHAPTER 6

DISABILITY RETIREMENTS WITH SPECIAL REFERENCE TO
THE STATE SUPERANNUATION SCHEME

SECTION 6.1 THE ISSUE OF DISABILITY RETIREMENTS

6.1.1

The Significance of the Problems

A major concern of the Committee's Review Report was that, under the State
Superannuation scheme, rates of disability or ill health retirement were not
only substantially higher than those reported for comparable private sector
superannuation schemes but also higher than those reported for a number of

major (and comparable) public sector schemes in other States.

There can be little doubt that the adverse experience of the State
Superannuation scheme is largely attributable to the extremely favourable
level of benefits payable on disability. Another factor is the absence of

effective employee assessment and redeployment policies. On the former

- point, the Committee's consultants PTOW/TPF &C, quoted from an Australian

Public Service Board report on the Commonwealth scheme in the following

terms:

"... the relative level of benefits paid on invalidity retirement increased
with the introduction of the new superannuation scheme in July 1976
and, over the next two years, the numbers of invalidity retirees

soared."(1)
The Paper concluded that:

"The rapid acceleration in invalidity retirement rates in the APS over
the period 1976 to 1978 has no community parallels and must be
attributed to causes specific to the Service. In particular it appears that
the introduction of the new superannuation scheme, with even greater

relative benefits available to invalidity retirees compared with age
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retirees, caused a great acceleration in the numbers of officers seeking
invalidity retirement and a consequent acceleration in the numbers

retiring in this manner."(2)
The Consultants added:

"The experience of the Commonwealth Fund is a most relevant example
of the effect of the generous benefits in the public sector on disability

experience."(3)

Claims for disability pensions under the State Superannuation scheme now
account for about one in every three retirements. Over the period 1950 to
1980, claims have roughly trebled for males and increased by 50% for
females. Almost half current claims are attributed to mental disorders.
These figures are unreasonably high compared with any comparable schemes.

The Committee believes that this should not be allowed to continue.

The adverse experience of disability occurs mainly at the older ages, among
members who entered the scheme many years ago. In recent years, stringent
medical conditions have been applied by the State Superannuation Board at the
date of entry. About two-thirds of applicants are granted full benefits on
death and disablement, about half the remainder are granted full benefits on
death and reduced benefits on disability, and the other half are granted
reduced benefits on both death and on disability. Relaxation of these
requirements would be likely to lead to heavier disability claims in future.
The Committee's Review Report explained that, if costs are to be kept within
bounds, full scale benefits can be granted only to those who satisfy appropriate

medical requirements.

Given the objectives of reducing current rates of disability retirement -
particularly in the Police Force - the Committee believes that policy options
must be considered in each of the following areas:

(a) definition of disability;

(b) disability benefit structures;
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6.1.2

(c) selection and recruitment of contributors;

(d) monitoring of potential invalidity retirees;

(e) staff evaluation and redeployment; and

(f)  invalidity retirement practices.

The Committee clearly sees the present situation as unacceptable. The status
quo not only threatens the long term viability of the State Superannuation
scheme, but also the effective management and redeployment of the Victorian
public sector workforce. Although the Committee's concern, as demonstrated
in the Review Report, was directed toward the major employing authorities
within the State Superannuation scheme, these comments are likely to apply

with similar force to a number of other public sector schemes.

Commonwealth Experience

The Committee, in reviewing alternative personnel practices and policies,
focused particular attention upon Commonwealth experience under the

Commonwealth Employees (Redeployment and Retirement) Act 1979. The

CE(RR) Act is a unique body of legislation in the field of personnel practice.
The Committee believes it has wide application to the Victorian situation,

particularly in reducing the incidence of disability retirements.

The Committee recognises and appreciates the substantial industrial relations
problems that were associated with the introduction of the CE(RR) Act at the
Commonwealth level. However, the Committee also believes that it is
imperative that a properly structured redeployment policy be developed in
Victoria to reduce the cost of disability retirements in both financial and
human terms. It is in this sense that the Committee believes the CE(RR) Act
model provides a starting point for the development of this approach by the

Government in consultation with the public sector trade unions.
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Consultants' Reports

In view of the obvious importance of disability as an issue in public sector
superannuation, the Committee sought independent expert assistance. As
indicated above, Consulting Actuaries PTOW/TPF & C were asked to analyse
the recent experience, to evaluate the impact of scheme terms and conditions
on that experience of the State Superannuation scheme, and to indicate
options which would moderate the experience in future.(4) Coopers and
Lybrand Services, Management Consultants, were asked to examine the
personnel practices of the major bodies participating in the State
Superannuation scheme so far as these have a bearing on claims for disability

pensions and on re-employment of former pensioners, and to provide options

for change.(5) These two complementary studies have been published by the

Committee.
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SECTION 6.2 WORKER'S COMPENSATION AND_ ITS RELATION TO

6.2.1

SUPERANNUATION PROVISIONS IN THE PUBLIC SECTOR

Worker's Compensation

Where disability is work-related, a scheme member is normally eligible for
worker's compensation benefits during absence from employment. These are
payable on a statutory basis which applies throughout the State and are
independent of any superannuation disability provisions. The current amounts
for adult workers range from a minimum of $180 per week single to a
maximum of $267 per week married with three children. These amounts are
indexed from time to time. In the event of permanent disablement leading to
retirement, a person may become eligible for both a superannuation disability
benefit and a worker's compensation benefit. When both benefits are added,
the member's income after retirement is comparable with, and may even
exceed, his/her income while at work. The availability of this dual payment

must act as a disincentive to seek rehabilitation and return to work.

The Committee understands that the standard procedure for members of the
State Superannuation scheme who suffer a work-related disability is as

follows:

(a) At the onset of disability, the employees claim worker's
compensation. Depending on the severity of the disability,
leave on full pay is granted under the relevant award. This
comes in part from the compensation benefit as above and

the balance, by way of make up pay, from the employer.

(b) At the end of this period, usually 12 months, the member's
accrued sick leave entitlement may be used to supplement
the compensation benefit and to continue 'full pay' for such

further period as the sick leave entitlement allows.

(c) When sick leave is exhausted and the disability continues, the
member may apply for a disability benefit under the

superannuation scheme. If granted, this supplements the
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continuing compensation payment. The member's income

may thus increase or decrease at this point.

(d) If disability persists the income from compensation benefits
under (c) continues until the total compensation payments
involved reach the statutory maximum, which is currently
$63,336. This may take 5 to 7 years.

(e) When the maximum under (d) is reached, the claimant applies
to the Worker's Compensation Board for extension. If the
disability persists, the extension is normally granted. Under
this process compensation payments can and do continue
indefinitely. The Committee is aware that this statement is
at variance with statements made in the recent Cooney
Report.(6)

The Committee was unable to obtain statistical evidence of the number of
people who are currently receiving a disability benefit and worker's
compensation. The Committee believes that such statistics should be

available.

The Committee has commented in the Review Report and this Report on the
causes, as it sees, of the heavy disabiiity claims in the State Superannuation
scheme. The major causes identified were the relatively generous level of
disability pension benefit, especially in comparison to the early retirement

benefit, the definition of "own occupation” in the Superannuation Act 1958,

and the lack of redeployment policies, amongst other factors. The difficulty
caused by the payment of a generous disability benefit (especially relative to
the early retirement benefit) is compounded when a worker's compensation

benefit is also payable.

The Committee recognises there may be times, on humanitarian grounds, for
the payment of both worker's compensation and superannuation benefits.
Although it has not been able to investigate these issues, the Committee
believes it important that the Government should address this matter,

especially given the number of potential cases where dual benefits are likely
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to be paid. Of particular concern to the Committee is the heavy incidence of
disability claims for mental disorder, especially in the Education Department
and Police Force, where dual benefits are potentially payable in the majority
of these cases. The Committee believes the payment of these benefits
without an accompanying rehabilitation programme could hinder the likelihood
of recovery and, therefore later redeployment, because these disability
pensioners could have a level of income equal to or in excess of that while at
work. This would appear to be placing an unnecessary extra cost burden on the
State.

RECOMMENDATION 6.1

THAT, IN VIEW OF THE INFORMATION RECEIVED BY THE COMMITTEE
AND THE POTENTIAL COST TO THE STATE, THE GOVERNMENT SHOULD
CONSIDER WHAT ACTION, IF ANY, SHOULD BE TAKEN IN CASES WHERE
DISABILITY PENSIONS FROM THE STATE SUPERANNUATION SCHEME
ARE BEING PAID IN CONJUNCTION WITH THE WORKER'S
COMPENSATION BENEFIT.

Longer term moves by the Commonwealth Government towards a national
no-fault compensation scheme, as recently announced, would need to be
considered in any review of this area. It is worthwhile to note that a national
no-fault compensation scheme would make the recognition of compensation
benefits by superannuation schemes all the more desirable, since the no-fault
concept would cover not merely work-related illness or injury, but any cause

of injury.
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SECTION 6.3 DEFINITION OF DISABILITY IN THE STATE SUPERANNUATION

6.3.1

SCHEME

Definition of Disability

Disability pensions under the Superannuation Act, 1958, Section 29(1), are

payable on the 'retirement of a contributor on the ground of ill-health or
physical or mental incapacity to perform his duties'. This is an 'own
occupation' definition and would appear to be unduly restrictive in light of
private sector practice and procedures in other public sector jurisdictions.
Private sector practice is to use the more stringent 'any occupation', or 'any
occupation for which the member is suited by training education or expefience'
definitions. The State Superannuation scheme definition means that claims
are assessed without regard to the claimant's potential ability to resume

alternative work.

Under the CE(RR) Act the medical officer, in conducting the examination of

the potential retiree, is asked to report on whether or not the employee
(a) is fit to continue to perform his/her duties;

(b) is unfit to continue to perform those duties but is fit to perform

other duties;
(c) is unfit to undertake any duties; or
(d) should be granted sick leave or further sick leave if available.
The Committee takes the view that the present criteria for retirement of
'incapacity to perform his duties' is far too liberal and that, in common with

practice under the CE(RR) Act the ability to perform alternative duties should

be assessed.
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RECOMMENDATION 6.2

THAT THE DEFINITION OF DISABILITY BE ALTERED TO INCLUDE THE
PHRASE, '"UNABLE TO PERFORM IN ANY OCCUPATION FOR WHICH THE
MEMBER IS SUITED BY TRAINING, EDUCATION OR EXPERIENCE OR
WOULD BE SUITED AS A RESULT OF RE-TRAINING".
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SECTION 6.4

DISABILITY BENEFIT STRUCTURES

6.4.1 Consultants' Options

In this area, PTWO/TPF & C have a number of suggested options.(7) These

include :

(a)

(b)

(c)

(d)

The disability pension should not exceed the amount available on
early retirement. Early retirement is currently available only from
age 60 under the State Superannuation scheme (except in the case
of Police). At that age the pension is commonly 66.7% of salary
instead of 70% at age 65. Such a reduction would obviously have
little impact. The suggestion would have a much greater impact if
current proposals for early retirement on reduced pension to be
made available from age 55 are implemented; e.g., if the early
retirement pension at age 55 were to be 50% of salary, in which
case any disability pension before that age would also be 50%. At
any age after age 55, the disability pension would be equal to the

early retirement pension available at the date of disability.

The disability pension could be reduced for short membership
periods. An example of this is the NSW State Superannuation
Scheme where benefits increase from 80% to 100% of full scale
during the first 10 years of membership. This may in part account
for the fact that male claim rates for disability pensions in NSW
are much less than half the corresponding Victorian rates. The
corresponding female rates are about two thirds of the Victorian
figures. Another factor is that the NSW unit system of benefits

gives generally lower pensions than the Victorian.

Pension could be granted at a reduced rate (say 50% of salary) with
the balance (i.e., 20% of salary) available to meet approved

medical expenses.

Lump sums could be offered in lieu of disability pension on a

selective basis which is attractive to the member and favourable to
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(e)

the State Superannuation scheme. The cases concerned would be
those, especially at young ages, where disability is unquestionably

permanent and early death is unlikely.

The system of offsetting income earned while on pension could be
refined. This presents some practical difficulty, since the object is
to minimize the scheme's outlay and at the same time to encourage
the pensioner to resume full-time work. Section 47(1)(c) of the

Superannuation Act 1958 provides, in the case of a pensioner

capable of gainful employment, for the reduction of the pension 'to
not more than half the pension originally payable.! It has been

claimed that this provision is an error in drafting and that

(i) the intention was that the words should have been 'not

less than half'; and

(i) an early opportunity will be taken to alter ‘the Act

accordingly.

The current provisions of Section 47 (1) of the Superannuatioh Act

1958 appear to require amendment or correction in any event.

RECOMMENDATION 6.3

THAT, IN CONJUNCTION WITH THE CHANGE IN DEFINITION, THE
COMMITTEE RECOMMENDS A COMBINATION OF OPTIONS (a) AND (c).
THIS WOULD INVOLVE: |

(A)

(B)

ESTABLISHMENT OF SPECIFIC PROVISIONS FOR EARLY
RETIREMENT FROM AGE 55;

THE DISABILITY PENSION FOR MEMBERS OVER AGE 55 BEING
EQUAL IN AMOUNT TO THE EARLY RETIREMENT PENSION
AVAILABLE, BUT, FOR YOUNGER MEMBERS, THE DISABILITY
PENSION WOULD BE EQUAL TO THE EARLY RETIREMENT
BENEFIT WHICH WOULD APPLY TO THE MEMBER [F HE OR
SHE HAD ATTAINED AGE 55; AND
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(C) PROVISION FOR PAYMENT OF APPROVED MEDICAL EXPENSES
UP TO A MAXIMUM, BEING THE DIFFERENCE BETWEEN THE
NORMAL AND EARLY RETIREMENT PENSIONS.

THAT IS, THE DISABILITY PENSION SHOULD NOT EXCEED THE AMOUNT
AVAILABLE ON EARLY RETIREMENT, BOTH IN RELATION TO THE STATE
SUPERANNUATION SCHEME AND TO OTHER CONTINUING SCHEMES.

THE COMMITTEE ALSO RECOMMENDS THAT SECTION 47(1)(c) OF THE
- SUPERANNUATION ACT 1958 BE REDRAFTED, SO THAT THE PENSION
PAYABLE CAN BE REDUCED TO ANY EXTENT THE BOARD SEES FIT.

ANY SUCH MEASURES SHOULD BE CO-ORDINATED WITH THE
PROVISIONS FOR EARLY RETIREMENT BENEFITS AND WITH THE REVISED
PERSONNEL PRACTICES MENTIONED BELOW.
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SECTION 6.5 THE STATISTICAL BASE

6.5.1

Patterns of Disability Retirement

A major concern of the Committee was the absence of an adequate statistical
base for the analysis of disability retirements. In the case of the State
Superannuation scheme, the Committee's view was that available data were
inadequate for a detailed and comprehensive review of the incidence and
patterns of disability retirements. Even where data are available they are not

being used effectively.

The Committee believes the Government will need to provide incentives to
government departments to ensure the appropriate collection of data for

monitoring disability retirements.

At the Commonwealth level the Australian Government Retirement Benefits
Office is required to maintain sophisticated records of contributors and
pensioners and provide relevant statistical analysis of appropriate trends. The
Consultants indicated that, in contrast to the annual report of the
Commonwealth Commissioner for Superannuation, the annual report of the
State Superannuation Board did not provide readily accessible management

information on disability experience.
RECOMMENDATION 6.4

THAT THE TREASURER ESTABLISH STANDARDS FOR DATA COLLECTION
AND DATA REPORTING BY VICTORIAN PUBLIC = SECTOR
SUPERANNUATION SCHEMES, AND THAT A REVIEW OF DISABILITY
EXPERIENCE BE AN INTEGRAL PART OF THE TREASURER'S. ANNUAL
REPORTING RESPONSIBILITIES., SUCH STANDARDS OF REPORTING MUST
AT LEAST MATCH THOSE ESTABLISHED BY THE AUSTRALIAN
GOVERNMENT RETIREMENT BENEFITS OFFICE.
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6.5.2

Monitoring Require:nents for Employing Authorities

If adequate personnel monitoring and reporting procedures are not in place in
employing authorities, such organisations will be less able to manage their
personnel functions or to evaluate the success of particular personnel

practices and operations - particularly in recruitment and selection.

The Committee was concerned that the Education Department (as the single
largest employing authority in the State Superannuation scheme) lacked an
effective personnel reporting and monitoring system. Discussions held by
Coopers and Lybrand Services with the Education Department indicated that
their personnel system was incapable of generating anything more than the
most rudimentary information on sick leave patterns. Such information would
be invaluable as a predictor of possible disability or worker's compensation

claims.

Although the situation is little different in the Police Force, the Chief

Commissioner of Police, Mr. Miller:

"... conceded that early identification of health problems will reduce the

impact of ill-health retirements from the Force."(8)
However, he also stated that:

"... At present there is no formal mechanism available for regular health
checks on members of the Force...if provided with the necessary
resources, the Force would see annual medical examination of all

members as desirable and advantageous.

The Police Medical Officer has requested that consideration be given to
the establishment of an E.D.P. program which could identify problem
areas within the Force by reference to sick leave records. At this time
the request cannot be acceded to, but it is anticipated that when the
Force's main-frame computer is operational, such a program will be
developed."(9)
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RECOMMENDATION 6.5

THAT THE TREASURER, WITH THE PUBLIC SERVICE BOARD AND OTHER
EMPLOYING AUTHORITIES, ESTABLISH STANDARDS FOR PERSONNEL
REPORTING PROCEDURES AND ENSURE THAT THESE ARE IN PLACE AS
SOON AS POSSIBLE. THAT, IN PARTICULAR, THE EDUCATION
DEPARTMENT SHOULD IMMEDIATELY REVIEW ITS PERSONNEL
REPORTING AND MONITORING SYSTEMS TO ENSURE ADEQUATE
TRACKING OF SICK LEAVE AND OTHER PERSONNEL DETAILS RELEVANT
TO DISABILITY OR STRESS MANAGEMENT.

The Committee believes that its proposal to introduce notional funding, as
described in Chapter 7, will assist in making departments recognise the cost of
superannuation and therefore, indirectly, the cost of rising disability
retirements. On this point the State Superannuation Board Annual Report
1983 stated:

"... It is of significance that the Railways, which have an active
personnel redeployment scheme and are required to reimburse
Consolidated Revenue for five-sevenths of the cost of all pensions, has
the highest average age and greatest length of service for contributors

retired on pension on account of ill-health."(10)
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SECTION 6.6 CONTRIBUTOR SELECTION PROCEDURES

6.6.1

6.6.2

Employing Authorities in Victoria : Recruitment and Selection Processes

The Committee was concerned to investigate all elements of recruitment and
selection procedures to ensure that current arrangements did not contribute to
earlier retirement due to disability. To provide a view of the situation the
Committee commissioned Coopers and Lybrand Services, Management
Consultants. The Committee also received submissions and held discussions
with relevant organisations. From an assessment of these, the Committee
found a few areas of concern which require a more detailed review. Two key
areas were inadequate staff selection procedures (principally in the Education
Department) and the fragmented and inadequate system of medical evaluation

and reporting.

Staff Recruitment and Selection

The need for appropriate recruitment and selection procedures, beyond those
undertaken for medical assessment for the State Superannuation scheme, is
seen most clearly in occupations or career paths which are considered
stressful. Among Victorian authorities whose members are contributors to the
State Superannuation scheme, suitability for occupation criteria should be
assessed for the Police, the teaching profession and certain sections of the

railways.

The acceptance that stress is a feature of an occupation requires that
organisations at least should have in operation selection and recruitment
procedures which attempt to recognise such a situation and attempt to screen
out those unsuited for the job. In potentially stressful career paths it is
imperative that the individual be carefully matched with the job. The
Committee appreciates that it is extremely difficult to develop completely
effective screening devices, but would not regard that as a reason for having

no form of initial screening nor a range of screening devices.
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6.6.2.1

The Consultants were generally satisfied with entry recruitment and selection
procedures within the employing authorities covered by the Public Service
Board, State Transport Authority (V-Line) and the Police Force. The
Committee believes some changes are required for the Police Force and the

Education Department.

The Police Force - Selection Procedures

The Committee has undertaken a very broad review of selection procedures
within the Police Force. The major problems appear to be the lack of a
probationary period for Police recruits and possible under resourcing in the

area of testing for potential psychological problems.
The Chief Commissioner made a number of relevant points on this issue:

"Recruiting, selection and appointment of personnel are also bound by
the Police Regulation Act and Regulations made under that Act. The
physical and medical criteria for recruits are set by Regulation, and the
requirements of the Government Medical Officer and State
Superannuation Board. The Force has some doubt as to the validity of
some of the physical criteria laid down, and the Assistant Commissioner
(Personnel) has recently directed that some research be conducted to

determine whether changes to the present criteria should be altered.

There is no doubt that valid selection procedures, designed to ensure that
only physically and mentally fit persons are accepted into the Force,
must be attained. Indeed, the Secretary of the State Superannuation
Board, recognises that the police selection procedures are "fairly
stringent" (minutes of discussion 24th July, 1984, page 17), and yet
appeared to be somewhat critical of the fact that some recruits in
training were superannuated. It is agreed that superannuation of
personnel with only days of service places an enormous burden on the

superannuation system.

It is of interest that Mr. Hastie recommends a change to the present

system whereby recruits are sworn in on induction as a means of solving
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the problem of superannuating members during training. The Force has
identified problems associated with swearing in on induction and in
September, 1982, forwarded a submission to the Minister for Police and
Emergency Services recommending that recruits be placed on short term
contract during the period of their Academy training and sworn in upon
graduation. This matter is apparently still under consideration and a

recent request has been sent to the Ministry seeking advice on the

present situation with that submission."(11)

The Committee believes that in the Police Force there is a good case for
placing police recruits on a short term contract during their period of training
and swearing them in upon graduation. In evidence to the Committee,
Mr. Hastie, Secretary of the State Superannuation Board indicated the

problems of having no probation period for Police:

"THE CHAIRMAN: How could the procedures be improved? That is the

aspect in which we are interested.

MR. HASTIE: Yes, I believe the selection processes could be, or
alternatively, in some areas there should be probationary periods of
appointment similar to the Public Service. 1 will go to the worst
offender, the Police Department where there have been in the last two
years to my knowledge, three people who have retired on the grounds of
ill health in less than a week in the training area, two of them only the
third or fourth night there. They have been able to get through the
selection procedures and they got out to the college. They were fairly

stringent selection procedures."(12)

Later in the discussion Mr. Hastie made additional comments on his view of

the need for a probationary period.

"MR. HASTIE: The day they go to college they are sworn in as
policemen. One of the cases | mentioned was an accident, but the others
were psychiatric illnesses. It is rather disturbing to see them get to that
situation. I have no argument with any traumatic injury situation where
somebody, a lass, came off a bolting horse and injured a back. But where

somebody goes berserk, in the mental area, on the fifth night at

168



Waverley and was taken off to hospital and was subsequently retired,
everybody has to be horrified. This relates to selection procedures, but I
am not sure who can devise them. We have had this in our mind for some
time."(13)

Mr. Hastie indicated at a later hearing that the approximate individual cost of
these trainees receiving a disability pension was of the order of $14,000 a
year, updated by the CPIL.(14) Given the Committee's review of the situation,
it would appear to be a logical and cost saving device to reintroduce a
probationary period for police undergoing initial training and for them not to

be admitted to the State Superannuation scheme until after graduation.
RECOMMENDATION 6.6

THAT THE GOVERNMENT INVESTIGATES THE POSSIBILITY OF PLACING
POLICE RECRUITS ON SHORT TERM CONTRACT DURING THE PERIOD OF
THEIR ACADEMY TRAINING AND SWEARING THEM IN ON GRADUATION.

The Chief Commissioner also felt that improved psychological testing of
recruits would assist the Force in recruitment and proper placement of
personnel. The Committee has also received evidence from a number of
psychiatrists who are involved with treating disabled policemen. A general

view that was expressed by one consultant psychiatrist was that:

"... (there is) another group albeit a smaller one, where there has been a
serious mis-match between the requirements of the police force in
personality terms and the selection procedures adopted by the police
force. This has resulted in some totally unsuited personalities
attempting to act as policemen, in some cases to the discredit and
disrepute of the force, in other cases resulting in ineffectual

policemen."(15)

On this problem it is interesting to note the comments of the Public Service
Board who felt that personality testing was not necessarily the best method to

follow:
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6.6.2.2

"MR. MORAN: In one of the consultant's report I read, there was
mention of a psychometric testing as a means to get a better grasp of
whether someone is likely to be an ill-health retiree. I was not sure that
that was not linked to the problem of people going out for mental
disorders and whether there was not a thought that personality based
testing might be the way to go in relation to that. In the past year, that
has been examined. The conclusion is that no reliability can be ascribed

to personality testing."(16)

The Committee believes there is likely to be a diversity of views as to the
most appropriate methods for selection of persons for particularly stressful
occupations. Consequently, the Committee feels that there is a need for an
overall review of the procedures for selection of persons for the Police Force,

particularly in the area of psychological selection procedures.
RECOMMENDATION 6.7

THAT THE TREASURER AND THE MINISTER FOR POLICE AND
EMERGENCY SERVICES INSTITUTE A REVIEW OF POLICE SELECTION

PROCEDURES WITH A SPECIAL EMPHASIS ON THOSE PROCEDURES
ADOPTED TO TEST FOR RESISTANCE TO STRESS.

Education Department - Selection Procedures

The Committee considers that a review of the Education Department's
selection procedures should be undertaken. The Committee has found these
procedures to be insufficiently resourced and inadequate. In this regard the
Committee was particularly concerned that, from evidence from Coopers and
Lybrand Services, it would appear that as an economy measure the Education

Department was actively reducing resources in the selection area.

The Committee does note in evidence that the Education Department is now
appointing people on a temporary basis so the employer has some experience
with them before they become permanent and eligible for superannuation.
However, it was also found that the Education Department has no special

mechanisms to monitor these temporary appointees except sick leave records.
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6.6.3

As Mr. Hastie, Secretary of the State Superannuation Board, said in evidence

to the Committee on the temporary period of the appointee:

"Basically, all that the Education Department can produce in that period

are the sick leave records and nothing more."(17)

Given the high proportion of disabilities due to mental disorders in the
teaching profession, the Committee believes that an overall policy, properly

backed by resources, should exist on teacher selection.
RECOMMENDATION 6.8

THAT THE TREASURER AND THE MINISTER OF EDUCATION INSTITUTE A
REVIEW INTO TEACHER SELECTION PROCEDURES TO ENSURE THEY DO
NOT CONTRIBUTE TO INCREASED DISABILITY RETIREMENTS
ESPECIALLY DUE TO MENTAL DISORDERS.

Medical Evaluation

The Coopers and Lybrand report expressed concern over the fragmented
nature of medical services for superannuation purposes in the Victorian public
sector. The Consultants made a general recommendation for more centralised
and co-ordinated medical services in the Victorian public sector and one that
allows for a clear evaluation of the effectiveness of selection procedures and

entry standards.

The Committee certainly accepts the need for effective selection pi‘ocedures
and entry standards but has received conflicting evidence as to whether this
would be improved by centralised medical services. Thus, Mr. Hastie,
Secretary of the State Superannuation Board, when questioned whether all
medical examinations should come under the Government Medical Officer,

replied that:

"They would have to have a tremendous increase in staff to handle the
whole lot. It used to be done there. It was taken away and spread when

we got the numbers. We find our results from both groups at present are
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fairly much the same. We have access and we do have interchange. 1
know particularly between Dr. Heath and Dr. Ashton there are very few
comments, and referrals even, in order to pick it up. In the long run
whether we gain anything, I cannot see there is a tremendous gain there.
Really they are working to the same set of forms and the same people
are making the decisions for superannuation...Some (employers) will
take, obviously, people on and put them up medically for permanent
employment, as Mr. Craven mentioned earlier; the average sort of
person would be horrified but they are still putting up for permanency
because it is regarded if you are there for two years now is your time for

permanency."(18)

However, representatives for the Government Medical Officer held a slightly

different opinion. Mr. Craven of the Health Commission stated that:

"MR. CRAVEN: It would appear there have been some differences of
opinion from time to time between various parties. I think the question
of centralisation is probably one that we would address in a positive way.
Speaking of our particular area I believe we have a good resource base
and a good record base. We also have the expertise. The question of

centralisation is one which certainly needs to be looked at.

CHAIRMAN: Do you believe it would have a positive impact on this

process?
MR. CRAVEN: Yes.

CHAIRMAN: If, for example, the decision making remains where it is at
the moment, how would centralising the medical service itself alter the

picture?

MR. CRAVEN: 1 think when looking at our particular area we are not
decision makers at this stage but we are recommendation makers. As
far as the eventual decisions are concerned, obviously, we have a say in
them but we do not have the final say and quite frequently we do not get
a feed-back to say whether our decision making or recommendations

have been right or wrong. I believe the flow-back or feed-back system
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could be very valuable. I consider it is difficult to have a centralised
system when one is geographically remote. I think the pure physical

aspects of that inhibit good communication between areas."(19)

The Committee notes some conflict in what is considered the most appropriate
structure for medical services. The Committee feels that there is a need for a
greater role for the Public Service Board and other personnel departments in
being directly involved in the classification of individuals for both employment

and superannuation purposes.
RECOMMENDATION 6.9

THAT A COMMITTEE BE SET UP TO REVIEW THE PROVISION OF MEDICAL
SERVICES FOR EMPLOYMENT AND SUPERANNUATION PURPOSES AND
TO DETERMINE WHO SHOULD BE INVOLVED AND WHETHER SERVICES
SHOULD BE CENTRALISED..
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SECTION 6.7 WELFARE AND COUNSELLING

6.7.1

Employee Monitoring Options

- Evidence presented to the Committee points quite clearly to the fact that,

apart from the Railways (now V-Line) and, to a more limited extent the Police

' Force, welfare and counselling services are either not well developed or are

ineffective. This apparent neglect in many employing authorities reflects both
a failure to recognise that welfare and counselling can mitigate against poor
selection and recruitment procedures, and a failure to recognise that such

services are also important for the effective management of human resources.

The most obvious example of a neglect of welfare and counselling services is
seen in the Education Department. Evidence presented to the Committee
points to what may be described as neglect in failing to recognise the role of
such services and procrastination in the face of continuing efforts by the
major teacher unions to convince the Department of the cost effectiveness of

such procedures.

The Consultants considered a proposal developed by the Teachers' unions for a
centralised rehabilitation unit to deal with ill health retirement, and a
restructuring of the Education Oepartment to provide an efficient
administrative system for dealing with worker's compensation and ill health
retirement.(20) While the Committee does not see the teacher welfare
proposals as the panacea for all departments, it does consider them as an
important first step for the Education Department to provide a fully
documented proposal for welfare and counselling services. Similarly, while the
welfare and counselling procedures in place in V-Line are, from evidence
available, highly effective, they may not be the most appropriate model for

other departments.

Clearly, there is a wide range of options in the welfare and counselling area.
The Committee believes that it is possible to develop common rules and
procedures for the various employing authorities, while recognising that there
may be special needs in so-called high stress occupations (e.g., teaching,

police).
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Options which could be considered are

(a) the applicability of the V-Line welfare and counselling model to

other employing authorities;

(b) procedures for monitoring on a day-to-day basis the performance
and accountability of officers who appear to be suffering under

stress; and

(c) the development of management training programmes in welfare

and counselling, specifically:

(i) training programmes which develop employee skill with

regard to stress management; and

(i) training programmes which develop manager/supervisor
skill in effectively handling employees with welfare and

stress problems.
RECOMMENDATION 6.10

THAT THE GOVERNMENT, THROUGH THE RELEVANT PERSONNEL
AGENCIES, REVIEWS WELFARE AND COUNSELLING POLICIES AND
PROGRAMMES TO ENSURE THEY ARE ADEQUATELY RESOURCED AND
PROVIDE AN EFFECTIVE MECHANISM TO IDENTIFY AND ASSIST
OFFICERS LIKELY TO APPLY FOR A DISABILITY RETIREMENT.
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SECTION 6.8 REDEPLOYMENT VERSUS INVALIDITY RETIREMENT

6.8.1

Current Personnel Practice for Redeployment

The Committee believes that ineffective employee evaluation and
redeployment policies are contributory factors to the unacceptably high rates

of disability retirements observed in Victoria.

The Consultants' report and the Committee's own observations showed that
management was by-and-large excluded from any responsibility for medical
assessment and medical redeployment, either within disability claimants'
departments or within the public sector as a whole. Management, if it wishes,
can utilise disability retirements as a personnel tool (a 'soft' option),
supporting applications for invalidity retirement as opposed to the more

demanding task of assessment, retraining and/or redeployment.

It is clear that, in practice, redeployment is not an effective option open to
management in the Victorian public service. The only exception is V-Line and,
to a much more limited extent, ad hoc arrangements which have been
developed between the State Superannuation Board and the Victorian Public

Service Board. As the Review Report notes:

"At the present time there is no mechanism in place within the Victorian
public sector to allow employees declared eligible for redeployment (on
medical or any other grounds), in one employing authority to be

considered for employment in another".(21)

Further investigations by the Committee have only emphasised the
Committee's initial findings. At a seminar on disability retirements in the
State Superannuation scheme there were numerous references to the ad hoc

nature of redeployment:

"MR. HASTIE: Redeployment is only on an ad hoc basis where the
matter is held over for discussion (by) the Superannuation Board officers
with the relevant employment authority whether or not there is a

vacancy."(22)
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At the same seminar Dr. Stanbury clearly illustrated the situation during a
discussion with the Chairman of the Committee in which the Government
Medical Officer's mechanisms to redeploy officers were explained. Before

recommending an ill health retirement, Dr. Stanbury claimed she:

"... would ring up the employing bodies to discuss alternative duties; to

see if there was anything appropriate.

THE CHAIRMAN: Does the Government Medical Officer ring only the

department through which the person was employed?
DR. STANBURY: Normally one would ring only that department.

THE CHAIRMAN: I do not understand how that works. Are you talking
about looking for employment for the person, or are you talking to the
employer about the capacity of the individual? You are looking for the

type of work that may be available?

DR. STANBURY: Yes, in the department are there duties other than

those for which the person has been considered to be unfit?

THE CHAIRMAN: Has data been collected of the success rates under
this system?

MR. CRAVEN: No.

THE CHAIRMAN: Is there a procedure that each medical officer has to

ring the department and check?

MR. CRAVEN: It is basically an ad hoc process where quite often during
the investiga'tion of a case information will emerge where a person may
be placed in a department or in his own department where he can
rehabilitate himself back to his previous duties. This does happen from
time to time. We have built up various informal relationships' in liaison

with various departments and employing authorities."(23)
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The Committee is concerned with this situation, which appears to have arisen
firstly, because there are no formal mechanisms to ensure appropriate

redeployment policies are brought into play, and secondly, because there are

problems surrounding the definition of ‘own occupation' under the

Superannuation Act 1958. The Committee has dealt with the latter problem in
Section 6.3. The Committee believes it is essential to develop an appropriate
personnel response to the question of redeployment in the public sector,
especially given the cost of disability retirements in both financial and human
terms. It would appear ridiculous to maintain the current situation when
Victorian Public Service Board evidence indicates that the cost of managing a
redeployment programme is around $300 a head.(24) This is a trivial amount
compared to the overall cost if redeployment is not undertaken in situations

where it would be possible to do so.

In presenting its Review Report, the Committee noted the contrast between
the apparent inactivity of the Victorian Public Service Board in promoting and
implementing redeployment policies (and thus meeting its own management
objectives) and the practices established under the Commonwealth Employees

(Redeployment and Rel:.irernent) Act 1979.

The Public Service Board appeared to have partially accepted the Committee's

view, as indicated by Mr. Moran's comment:

"To the extent that those comments apply to invalidity, I say they are
partly correct, but fear that the comment may suggest that the Board

sits on its hands on this issue.

The Board focuses on people who have been dislodged by an
organisational change or who have some problems with efficiency. For
example, if they are moved by the department or whatever because they

may perform more adequately somewhere else."(25)

The current situatinn operates so that any real form of redeployment is
re-employment back into the public service once a disability retiree is
declared eligible for work. This is, of course, partially the problem of the
current definition of 'own occupation' which effectively limits redeployment

opportunites before a disability retirement occurs. However, there is also a
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range of other difficulties which prevent redeployment, both before a
disability retirement and on potential return to service, such as inadequate
reporting and counselling, industrial relations difficulties and a lack of overall

formal mechanism to deal with the issue.

The Public Service Board has experienced some difficulty in re-employing
ex-police officers and teachers. Currently, there are 30 teachers and 35 other
officers awaiting redeployment after being identified as being able to be
re-employed by the State Superannuation Board.(26) In the case of palice, the
Public Service Board has faced difficulties because this group has tended to
fail the extrance exams for entry into clerical positions in the*: Public Service.

In the case of the teachers, Mr. Moran stated that:

"... we have been negotiating with the Education Department about
attempts being made to integrate them into both clerical and

administrative areas.

The Victorian Public Service Association particularly raised complaints
on behalf of members claiming that the integration of teachers into
administrative positions is reducing the career oppourtunities of VPSA

members."(27)

In the current situation the Committee is not surprised at the views of the
Consultants and other parties that disability retirements are being used as a
'soft' management option. The Committee takes the view that, in the case of
disability retirements, there is a clear need for more structured management
procedures at both departmental and board (authority) level. Such policies
cannot, of course, be introduced in isolation from improved and consistent
standards of medical assessment and welfare and counselling facilities. The
Committee, in this context agrees with the Chief Commissioner of Police

that:

"Prevention is better than cure, but at the same time members of the
Superannuation Fund with a genuine health problem should not be further

disadvantaged because of that problem."(28)
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6.8.2

The development of an effective redeployment policy pre-supposes improved
procedures for mobility between the various public sector superannuation

schemes, and also a less liberal definition of disability.

The CE(RR) Act

The Committee believes there is a need for a properly structured
redeployment policy in the Victorian public sector. It is the Committee's
opinion that the provisions for redeployment and retirement within the CE(RR)
Act provide a starting model. It should be noted that, in the view of the
Commonwealth Public Service Board, the reduction in the number of invalidity
retirements over recent years can be ascribed in part to revised administration

procedures having been co-ordinated and codified in the Act.

The objectives of the CE(RR) Act are to ensure the efficient and economical
use of resources in the public sector, and to provide a mechanism for review
and redeployment if staff members cannot be wused economically and
efficiently in their present positions. As far as disability retirements are

concerned, the CE(RR) Act proposes a set of procedures relating to
(a) management of invalidity cases;
(b) conflicting or disputed medical evidence; and
(c) medical redeployment.

The importance of the CE(RR) Act is that it imposes a structure in these areas
and establishes common requirements and procedures which all Permanent
Heads (or their representatives) should follow for both redeployment and
retirement (including disability retirement). The detail of these procedures
stands in contrast to the somewhat sketchy procedures described above, which

are also laid down in the personnel manuals of the various Victorian employing

authorities.

It is significant that under the CE(RR) Act, public sector management - the

Permanent Head and then the Public Service Board - has the key role in
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determining the suitability of an individual for redeployment and, ultimately,
retirement from the public service: once an individual becomes eligible for
redeployment outside his/her own department, that is, becomes an unattached
officer, he/she becomes the responsibility of the Public Service Board. If,
after obtaining any necessary medical opinion, an individual is found to be
unfit for any duty within the public sector, that person is declared eligible for

disability retirement.

The Committee again reiterates its awareness of the industrial relations
problems associated with the CE(RR) Act, but believes it is essential to have
an effective redeployment policy. Consequently, the Committee believes it is
important for contributor repfesentatives to be involved in the whole
development and implementation of any such redeployment policy and

programme.

The Committee recognises that Commonwealth practice stands in sharp
contrast to that exercised in Victoria, where public sector management plays
no role in the final decision which is in the hands of the superannuation
scheme's officers. This procedure, as it operates for example in the case of
the State and SERB schemes, has the merit of consistent central decision
making. Under the CE(RR) Act it is the prerogative of departmental or Public
Service Board management, after reviewing the evidence, to declare whether
or not the individual concerned is in consequence of physical or mental
incapacity, incapable of performing his/her duties, and to then declare him/her
eligible for redeployment, retraining or termination of employment. Once this
is done, the only role for the Australian Government Retirements Benefits

Office is to ascertain the retirement entitlement.
RECOMMENDATION 6.11

THAT THE TREASURER ESTABLISH A TASK FORCE, INCLUDING MEMBER
REPRESENTATION, TO EXAMINE THE FEASIBILITY OF INTRODUCING
LEGIS_LATION FOR DEALING WITH RETIREMENT AND REDEPLOYMENT IN
THE VICTORIAN PUBLIC SECTOR TAKING THE CE(RR) ACT AS A
STARTING MODEL.
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SECTION 6.9 REVIEW OF INVALIDITY PENSIONERS

6.9.1

Surveillance and Monitoring

The issues considered above regarding recruitment and selection, welfare,
counselling and redeployment are all directed toward minimising invalidity
retirements. In many instances, however, a retirement on the grounds of
invalidity or ill health is unavoidable and in the best interests of both the

individual and the State Government.

Even so, the Committee takes the view that there must be a procedure in
place which allows the superannuation authority to review the status of
disability retirees, and enables it to recommend to the appropriate employing

authority that certain individuals are eligible for re-engagement.

The Annual Report of the State Superannuation Board 1983 sets out the
legislation and policy of the Board in regard to an ill health pensioner capable

of gainful employment:

"Under an amendment introduced by the Superannuation (Lump Sum
Benefits) Act 1981, the Board was given the power on 1 January 1982 to
review the question of whether an ill health pensioner still suffers from
ill health or from physical or mental incapacity to perform his duties.
Where it is determined that such person is capable of gainful
employment the Board may continue the existing pension, reduce the
pension to not more than half the pension originally payable, or increase

the pension.

The Board has adopted the policy that where it was considered that a
pension should be reduced under this section, the salary from other
employment together with the reduced pension would equate to 5/6 of

the current equivalent salary of the position from which the pensioner
retired."(29)
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Since the commencement of the operation of the amendment it is worth noting

that a total of only 13 pensioners have had their pensions reduced by up to
100%. |

The Annual Report cited three case examples where a pension had been

reduced:
"Case A

A 34 year old former single teacher retired in 1973 was found to be
giving singing and acting lessons. He was earning $13,00'0 per annum
from this source, which together with his pension of $11,940 per annum
meant he had a total income of $24,940 per annum whereas if employed
as a teacher his salary would have been $18,349. The Board reduced his

pension by 80%.
Case B -

A 49 year old former policeman retired in 1977 was found to be
employed as a security officer earning $23,972 per annum . compared to
$22,059 had he continued as a police officer. His pension was reduced by
100%.

Case C

An administrative officer who was retired at the age of 30 in 1970
subsequently obtained a Degree and has established an accounting
practice. Efforts were made to recall him to the Publiq Service but
medical evidence was such that this was not possible ndtwithstanding
that he subsequently was passed fit to participate in a jt;mgle warfare
course at Katunga. The Board agreed that his pension be reduced by
100%."(30) | |

The Consultants felt that change was required in two key areas. These were in

invalidity surveillance and monitoring by the State Superannuation Board.
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The Consultants found that the Board's investigative and recall functions were
impaired by a lack of resources in the surveillance area and an inability to

re-employ people. The Committee supports the Consultants' view that the

State Superannuation Board should have access to adequate resources to
ensure appropriate investigation, where necessary, of invalidity retirees. The
problems of investigatory work were described in the following discussion with
Mr. Hastie. In responding to a question about the number of investigators the

State Superannuation Board hires, he said:
"MR. HASTIE: We have no investigators ourselves.

THE CHAIRMAN: Are those investigators subjected to any pressure in

terms of carrying out their duties?

MR. HASTIE: Quite a number, depending on the circumstances and
where it is, in the country or the city. The principal fellow was recently
threatened on his unlisted telephone line at night about laying off the
retired police. He does insurance work and he does all sorts of other

work and it is part of his life.
MR. GAVIN: Was it over one particular case or police in general?

MR. HASTIE: As he reported to me, it was police in general because

that is where we have got the publicity about reducing pensions."(31)

The Committee is extremely concerned that private investigators working on
behalf of the State Superannuation Board have been threatened. However, the
Committee believes it is essential to maintain this investigatory work and that
the State Superannuation Board should have adequate resources to continue
this work. The Committee also notes that the State Superannuation Board has
recognised it has insufficient staff resources in this area and that it has been

attempting for some time to upgrade those that it has.
RECOMMENDATION 6.12

THAT THE STATE SUPERANNUATION SCHEME BE GIVEN ADDITIONAL
SKILLED STAFF TO MONITOR INVALIDITY RETIREES.
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Additional staff are not, in themselves, a totally adequate response to the
requirement for monitoring. The Consultants reviewing the current system of
monitoring by the State Superannuation Board felt it would be more
appropriate to model its practices on those of the Commonwealth. In the
Commonwealth, invalidity retirees are asked to complete an annual statutory

declaration on employment experience and income.(32)

The State Superannuation Board also reviews the current employment
experience of ill health retirees on a questionnaire basis. Mr. Hastie,

Secretary of the Board, explained the questionnaire process as follows:

"™MR. HASTIE: We do not do it to everybody every year, but we use
basically three methods of review of a pension; either have them
medically examined by one of our own doctors or if they are interstate,
we quite often use doctors approved by the State Board and we get them
to give us a report as to the state of their health or we send them a
questionnaire that relates to what they are doing, what their medical

history is and things like that. This is done really by judgement.

Immediately after a person has retired, when they are young, certainly it
is done annually, but after they have been out for a long time, the period
between looks gets longer - it is not much use looking around for
somebody who is under psychiatric treatment who is 50 and is not

working. That is a waste of time and money."(33)

The State Superannuation Board's questionnaires are not statutory declarations
and do not focus entirely on employment experience and income as does the
Commonwealth. The Commonwealth also sends questionnaires out to age 65,
whereas the State Superannuation scheme has an age limit of 55. It would
seem appropriate to raise the State Superannuation scheme's age limit to that

available under early retirement which is currently 60 years.
RECOMMENDATION 6.13

THAT THE TREASURER REVIEW CURRENT PROCEDURES FOR AN
ANNUAL MONITORING OF INVALIDITY PENSIONERS AND RECOMMEND
CHANGES WHERE APPROPRIATE TO BRING VICTORIAN PRACTICE INTO
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LINE WITH THAT EXERCISED BY THE AUSTRALIAN GOVERNMENT
RETIREMENT BENEFITS OFFICE.

It should be stressed that there must be a regular surveillance of disability

pensions in the course of payment.

The Committee regards it as most important that pensions should be granted
and continue to be paid in cases of genuine and continuing disability. The
Committee also considers it equally important that benefits should not
continue at the full rate where the need is reduced and should not continue at

all when the need ceases.
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CHAPTER 7

FINANCING THE VICTORIAN PUBLIC
SECTOR SUPERANNUATION SCHEMES

SECTION 7.1 A BRIEF REVIEW OF CURRENT FINANCING ARRANGEMENTS

In the Committee's Review Report the diverse arrangements controlling
Victorian public sector superannuation were outlined. Among the 42 schemes
identified at that time, the arrangements for financing superannuation range
from completely pay-as-you-go (PAYG) to fully funded. Several of the
largest schemes are only partly funded, i.e., a portion of benefit and
administrative expenseé is met from an investment fund and the remainder is
péid on a recurrent basis. The existence of a variety of arrangements is a
reflection of the flexibility that Governments have in this matter. They can
use their revenue raising powers either to set up investment funds or to pay

benefits as they are due.

The largest scheme, the State Superannuation scheme, is mostly unfunded.
Members' contributions are paid into an investment fund, but the employer's
share of benefit payments is made from the Consolidated Fund on a PAYG
basis. For the majority of State scheme members, employing authorities are
not charged for the costs of superannuation in any way. Without recognition
of cost at a departmental level there is no accountability. There are,
however, a number of instances where organisations covered by the scheme
are charged either for the employer's share of benefit payments as these are
made, or for a contribution which absolves them from later payment of
benefits. These arrangements cover few members of the scheme and appear
to have evolved in a relatively ad hoc way. Some of the organisations which
are billed for their share of actual benefit payments have attempted to
finance their commitments by internal investment funds or by accounting
provisions. With no guidelines to assist these organisations, a variety of

arrangernents have evolved.
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The cost of the State Superannuation scheme to the government has increased
substantially in the last decade. In 1974-75 it was $34.7 million and in
1983-84 it was $225.6 million, an increase of about 169% in real terms. The
recently completed Cook-Ryder report on the projected emer;;u-g cost to the
government shows that the cost is expected to continue to rise in real terms.
Part of the rise will be due to the emerging effect of the benefit structure
adopted in 1975, but much will depend on future salary growth and the rate of

increase of the scheme's membership.

Other major schemes that are partly funded include the broadly similar SERB,
Local Authorities and Hospitals schemes. In the case of the Local Authorities
scheme, current ratepayers are not bearing the proper cost of services
provided to them because superannuation contributions are not matched to
accruing liabilities. This means that future ratepayers will be required to
pay for some of the benefits accruing to current employees. Similarly,
Hospitals are not bearing in their budgets the fﬁll cost of the services they are

providing to current users.

As a general rule, the 'commercial' statutory authorities have fully funded
superannuation schemes. A notable exception to this is the Port of Melbourne
Authority which, effectively, has a PAYG system. This was argued to be
inappropriate. Similarly, it was argued that the Metropolitan Fire Brigades
scheme should be fully funded so that the accruing cost of superannuation
liabilities is reflected in the levies on current fire insurance premiums.
However, contribution rates have never been sufficient to finance benefit
payments and a huge actuarial deficit has accrued ($200 million at June 1979

valuation and $364 million at June 1982 valuation).
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SECTION 7.2

FINANCING PRINCIPLES

In the Committee's view, three principles are paramount in the financing of

public sector superannuation schemes. These are that:

(a)

(b)

(c)

there is proper recognition, in the accounts, whether the scheme is
funded or not, of the full costs of superannuation. This is firstly,
so that charges and/or budget subsidies are not understated, and
secondly, so that management does not commit itself to greater

future expenditure than it can reasonably bear;

full funding is the desirable standard for commercial statutory
authorities, those organisations dependent on outside sources for
revenue, and other organisations which are not expected to

continue indefinitely; and

for the authorities in (b) investments should be outside the

authority itself.

Application of these principles results in a clear prescription for change for

many Victorian public sector schemes, and should apply to the financing of

superannuation liabilities accruing under the new Victorian State Employees

Superannuation Scheme (VICSESS) for each corresponding

authority/department.
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SECTION 7.3 A SUMMARY OF THE PROPOSED CHANGES

In the following sections of this chapter, the Committee proposes changes to
the financing of many of the Victorian public sector superannuation schemes.
A summary of changes to the major schemes is presented in Table 7.1. This
shows the nature of the change, the effect that change is expected to have on

the employer's contribution rate and the consequences for the parent body.

TABLE 7.1

AMENDMENTS TO FINANCING OF MAJOR VICTORIAN PUBLIC SECTOR
SUPERANNUATION SCHEMES

Effect on Possible

Nature Employer Consequences
of Contribution for Parent
Scheme Change Rates Body

. - ——— . . - . ——— —— A - - a8 - —— " — i ——— —— > - A e D B . M= AR B W e M —— e W M s o - a - W o - ——

COMMERCIAL STATUTORY AUTHORITIES

A S APV A . " A . 8 Wt g e a8 - A S e e W e e S W IS R S U 4 T T W b W A i S — - &

SEC Superannuation Funding of pension Increase Extra cost may have
indexation minimal impact on
electricity tariffs

Gas & Fuel " Small Inconsequential
Corporation increase
Port of Melbourne = Change to full lLarge Considerable extra cost
funding increase to PMA. Likely impact on

fees/charges considerable.

Grain Elevators Establish Actuarially  Grain handling charges

Board investment fund determined may be influenced
(State and SERB)

State Insurance Separate Actuarially ~ Probable small increase in
Office (State) investment fund determined insurance premiums
MMBW Super-
annuation None None None
MMBW Provident None None None
State Bank None None None

. . - - - . ~ - - ——neme—
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TABLE 7.1 (cont.)

AMENDMENTS TO FINANCING OF MAJOR VICTORIAN PUBLIC SECTOR
SUPERANNUATION SCHEMES

Effect on Possible
Nature Employer Consequences
of Contribution for Parent
Scheme Change Rates Body

OTHER 'COMMERCIAL' STATUTORY AUTHORITIES

Wfﬁ?ﬁééfaﬂ‘a- T None ' 'N'one ) ) None coTTr
TAB n " 1"

Egg Board Staff L n "

Port Phillip Pilots
Sick and Superannuation "
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OTHER CURRENTLY FUNDED SCHEMES

City of Melbourne  _ None  ~ None ~—~~~ "7 T TNone T T
Officers '

Zoo " 1" n
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ORGANISATIONS DEPENDENT ON OUTSIDE SOURCES OF REVENUE
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Metropolitan~ Reduce actuarial Increase LLarge cost increase
Fire Brigades deficit if full funding. Likely
increased levy on fire

insurance premiums.

Country Fire Actuarially Increase Cost increase. L_esser
Authority determined influence on fire
(State) contributions insurance levies

than for MFB.

Local Authorities Actuarially determined Increase Some increase in cost.
contributions to fund Potentially higher
future benefits rates.

Hospitals " " Some increase in cost.

Greater finance
requirement.
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TABLE 7.1 (cont.)

AMENDMENTS TO FINANCING OF MAJOR VICTORIAN PUBLIC SECTOR
SUPERANNUATION SCHEMES

Effect on Possible
Nature Employer Consequences
_ of Contribution for Parent
Scheme Change Rates Body

PUBLIC SERVICE SCHEMES

—— - - - . . - . — s W - ———— A S U8 M——— s Y > — - A TV v B N T A TS AN M a— e A . - — —— .

State - ) Departments None in first instance
Superannuation ) charged because offsetting

) an employer budget contribution

) contribution. paid. Integrates
Superannuation ) Notional with program
Lump Sum ) funding budgeting. Improves
) accountability.
SERB g
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SECTION 7.4 RECOGNITION OF COSTS

In superannuation terminology, funding refers to putting aside money in an
investment fund to provide for future benefits. Contribution payments are
normally spread over the period of a member's employment, with the result
that the build-up of assets is commensurate with accruing superannuation
liabilities.  Any change in benefits requires a corresponding change in
contributions. Funding is therefore both a method for assuring that assets are
available to meet benefit payments as required and an automatic.way of fully
recognising cost. Contribution rates, and thus recognised costs, are adjusted

from time to time as a result of periodic actuarial assessment.

PAYG financing on the other hand, defers the cost of all benefits for present
employees to the future. The only apparent cost for any year is that of
meeting benefit payments, whether pension or lump sum, for that year. For
most schemes, the cost of meeting current benefits is very much less than the
contribution which would be required to fund benefits for current contributors,
so that the real cost of supérannuation is understated. The same feature
raises the temptation to agree to costly benefit changes without immediate
cost, This is because it will take some time before the emerging effects of

the benefit improvement become apparent.

The PAYG method lacks the discipline of funding because there is no
immediate recognition of cost. It is also less satisfactory than funding for
scheme members, since there are no assets held to meet their benefit
expectations. Its viability depends on the willingness of future governments,
and of future .generations of .comsumers and taxpayers, to provide the benefits

promised to today's scheme members.

Cost recognition aside, funding of State financed schemes may also be
preferred to PAYG financing if the interest on investments is likely to be
greater than growth in the tax base. This would be because the investment
yield on contributions made beforehand would give a greater ‘income than

could be harnessed from a constant tax.
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Whilst this might be expected to be the normal state of affairs, in practice it
is difficult to resolve whether one imethod or the other is optimal on financial
grounds. Besides, once PAYG schemes are established, taxpayers and
contributors would be likely to resist their conversion to fully funded schemes
because of the extra cost in building up an investment fund to provide benefits
for future members, whilst simultaneously having to continue paying benefits

for current members, for whom no contributions have been made in the past.

Organisations participating in PAYG schemes, and dependent on the State
budget for revenue, can in any event, fully recognise their superannuation
costs without actual funding. This involves charging a department or authority
for an amount equal to a funded contribution and increasing their budget
'accordingly. This procedure is consistent with the objectives of program
budgeting and should improve resource allocation within
departments/authorities. Further detail of such notional funding is given in a

following section.
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SECTION 7.5 FUNDING FOR COMMERCIAL STATUTORY AUTHORITIES

7.5.1

The Proposed Changes

RECOMMENDATION 7.1

THAT COMMERCIAL STATUTORY AUTHORITIES SHOULD HAVE FULLY
FUNDED SUPERANNUATION SCHEMES AND THAT THEY FULLY FUND
ACCRUING LIABILITIES FOR NEW EMPLOYEES WHO WILL COME UNDER
THE VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
(VICSESS).

The rationale for this recommendation is that charges set by such authorities
should reflect the full cost of supplying goods and/or services. Also, if for any
reason an authority should cease to exist, be scaled down or sold, there are
separately identifiable assets to support the superannuation benefits of
employees which have accrued to date. Full funding would put the authorities
on a similar basis to private sector schemes, and allow the proper

determination of profits.

The recommendation for full funding for commercial statutory authorities is a
fundamental principle that was recognised in the Committee's Review Report,
and which has been subsequently endorsed by the Institute of Actuaries of

Australia.

In a recent submission the Institute supported:

"... the Committee in its conclusion that all benefits should be funded.
In the private sector it is true that many plans do not fund pension
increases. However, this is largely for reasons which do not apply in the

public sector. In particular;

(a) in the private sector, future increases (even to existing
pensioners) are often granted on an ex-gratia basis and could
be stopped at any time (unlike the public sector where
pension increases are normally provided as an automatic

right); and
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7.5.1.1

(b) since November 1982, the Taxation Commissioner will not

allow deductions for contributions which cover CPI increases

in excess of 5% per annum.

It is, of course, true that the current cost is reduced if pension increases
are not funded. However, this is only achieved at the expense of higher

costs in the longer term."(1)

The Committee accepts that the definition of a 'commercial' authority is
debatable, but in the first instance these authorities could include all of those
required to pay a dividend to the State government, i.e., State Electricity
Commission, Melbourne and Metropolitan Board of Works, Gas and Fuel
Corporation, State Bank, Grain Elevators Board, Port of Melbourne Authority

and the State Insurance Office.

SEC and Gas and Fuel Corporation

Full funding would mean that employer contribution rates would have to be
raised to account fully for indexation adjustments in the SEC Superannuation

scheme and the Gas and Fuel Corporation scheme.

The consequent increase in the employer's contribution for the Gas and Fuel
Corporation scheme would be small because the number of pensioners is small,
and the cost of pension indexation is therefore small. This is because most
retiring members fully commute their pensions. However, the cost of funding
pension indexation in the SEC Superannuation scheme could be expected to
significantly increase the level of employer contributions. The greater cost is
attributable to the fact that the scheme offers a fully indexed (to CPI) pension
of which only 50% may be commuted. In the Committee's Review Report, the
Secretary of the SEC Superannuation scheme, Mr. Harcourt, warned that the
Commission's contribution could rise significantly if this happened(2). It is not
possible to be any more precise than this at the moment because the actuary
to the fund is not required to take pension indexation into account when

advising on the appropriate employer's contribution.
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7.5.1.2

RECOMMENDATION 7.2

THAT THE EXPECTED COST OF PENSION INDEXATION SHOULD BE
INCLUDED IN THE ACTUARIAL CALCULATION OF THE EMPLOYER'S
CONTRIBUTION RATE. THIS SHOULD APPLY TO ALL SCHEMES
OFFERING INDEXED PENSIONS.

The effect that a move to full funding would have on the tariffs of these two
public utilities would be influenced by the relativity between the incremental
costs and the total operating costs of those organisations. It would appear
that there could be some effect on electricity tariffs, but the effect on gas
prices should be inconsequential. It should be kept in mind that the cost of
funding pension indexation would be at least partially offset by the cost
forgone in not having to meet this commitment on a PAYG basis. The overall
cost of superannuation to these authorities would of course be affected by the
number of members of the existing schemes who choose to switch to VICSESS
and, because it is proposed that all future employees would become members

of the new scheme, by the rate of staff turnover.

Port of Melbourne Authority

The application of the full funding principle to the Port of Melbourne
Authority (PMA) would be a radical change. This is because the PMA
Superannuation scheme is a completely PAYG scheme. Although members of
the scheme make contributions, the funds are retained in the working finances
of the PMA and only a notional credit is made to the PMA Superannuation

Account.

In a submission to the Committee, the PMA explained that it is now making a
provision in their accounts to allow for the accruing employer's liability for

superannuation. In the PMA's words:
"This will involve the crediting to the provision each month the cost to

the PMA of superannuation for the period at a rate of 20% of members

salaries. This is the value required to fully provide for active members
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7.5.1.3

on an on-going basis based on the assumptions previously stated.
Interest will also be credited to the provision." (3)

The Committee is encouraged by this development, but is still concerned over

two important issues. These are that:
(a) the liability for past service seems to have been ignored; and

(b) there are no external investments to support the superannuation

benefits of employees.

For reasons explained in parts 7.5.1 and 7.5.2 of this Report, the Committee
believes that, for commercial statutory authorities, investment in the parent
body is undesirable on anything but a minor scale. The Committee, therefore

recommends:
RECOMMENDATION 7.3

THAT THE PORT OF MELBOURNE AUTHORITY SUPERANNUATION
SCHEME SHOULD BE FULLY FUNDED AND OWN UNDERTAKING
INVESTMENTS SHOULD BE KEPT TO A MINIMUM,

The Committee recognises that the cost of fully funding the scheme would be
considerable and that the liability for past service will need to be amortized
over a suitably long period of time. The State itself may need to help with the
funding program in order to avoid imposing a very considerable burden on users
of port facilities for the next two or three decades. Future employees of the
PMA would come under VICSESS and the PMA would be charged an

actuarially-determined amount sufficient to fund accruing liabilities.

Grain Elevators Board and Stqte Insurance Office

Significant change would also be involved in funding the superannuation
liabilities being incurred by the Grain Elevators Board (GEB) and the State
Insurance Office (SIO). The GEB - a commercial statutory authority by the

abovementioned criteria - has most of its employees in the mostly unfunded
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SERB scheme. Some other employees are covered by the State Superannuation
scheme, again a mostly unfunded scheme, but in this case the GEB attempts to
make some allowance for the accruing superannuation liabilities of these
employees by making a provision against revenue equal to six times employee
contributions. This is an approximate method of recognising cost that covers

only a part of the GEB's workforce.
RECOMMENDATION 7.4

THAT THE GRAIN ELEVATORS BOARD FULLY FUND ITS SHARE OF
SUPERANNUATION LIABILITIES THAT ARE ACCRUING UNDER THE SERB
AND STATE SUPERANNUATION SCHEMES, AND THAT WILL ACCRUE
UNDER THE VICTORIAN STATE EMPLOYEES SUPERANNUATION SCHEME
(VICSESS). THIS COULD BE ACHIEVED BY THE GRAIN ELEVATORS
BOARD ESTABLISHING A SEPARATE INVESTMENT FUND.

The effect that this change might have on grain handling charges is uncertain.
It may well be that at six times employee's contributions, the current provision
for employees covered by the State Superannuation scheme is greater than
necessary. It may be less. This can only be resolved by actuarial
determination of the employer contribution. No similar arrangements exist
for employees covered by SERB, therefore, the establishment of an investment
fund and the requirement to pay actuarially-determined employer
contributions for the employees will mean an increased cost in the shiort term.
As for the PMA, the liability for past service might need to be amortised over

a suitably long period.

Employees of the SIO are covered by the mostly unfunded State
Superannuation scheme. To make allowance for the employer's share of
accruing superannuation liabilities under that scheme, a provision is made in
the accounts at the rate of 2.5 times the employee's contributions. This means

the liability is set against the SIO's overall assets.
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7.5.1.4

7.5.1.5

RECOMMENDATION 7.5

THAT THE STATE INSURANCE OFFICE SET UP A SEPARATE
SUPERANNUATION ~ INVESTMENT  FUND,  WITH  EMPLOYER

CONTRIBUTIONS AS DETERMINED BY AN ACTUARY.

MMBW and State Bank

Other statutory commercial authorities that currently are required to pay a
dividend to the State government are the MMBW and the State Bank. The two
MMBW superannuation schemes and the State Bank superannuation scheme are
funded, and no particular problems should arise in adapting these to the

Committee's suggestions for funding benefits under VICSESS.

Other 'Commercial' Statutory Authorities

There are a number of other statutory authorities of significance that could be
considered to be commercial or at least semi-commercial in nature and that
were covered in the Committee's Review Report. These include:

(a) Port of Geelong Authority;

(b) Totalizator Agency Board;

(c) Victorian Egg Marketing Board; and

(d) Port Phillip Pilots.
RECOMMENDATION 7.6
THAT THE SUPERANNUATION SCHEMES COVERING THE PORT OF

GEELONG AUTHORITY, TOTALIZATOR AGENCY BOARD, VICTORIAN EGG

MARKETING BOARD AND PORT PHILLIP PILOTS REMAIN FULLY
FUNDED.
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7.5.2

Own Undertaking Investment

Own undertaking investment is an important issue for commercial statutory
authorities. It has not been uncommon in the past for these authorities to
invest a significant proportion of their superannuation assets in their own
undertaking (see for example Tables 5.2 and 5.3 of the Review Report). While
both the authority and the fund continue to grow, such investments - if they
provide a market rate of return - may be reasonable. If, however, the
authority contracts or terminates, and fund assets need to be sold to support
benefit payments, own undertaking investments may either be impossible to
realise, or difficult to realise for their intended value. This is virtually
equivalent to PAYG financing, and hence is considered to be an unsuitable
financing method for commercial statutory authorities on anything but a minor
scale. In this respect the Committee understands that, although the SEC
Superannuation Fund had 55.7% of its assets in the SEC at 30 June 1982, it has

now reduced this percentage to zero.
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SECTION 7.6 FUNDING FOR OTHER PUBLIC SECTOR ORGANISATIONS

7.6.1

Quite apart from the commercial statutory authorities dealt with above, there
are a number of other Victorian public sector organisations that would be best

served by funded superannuation schemes. These fall into three groups:

(a) other currently funded superannuation schemes not dealt with

above;

(b) organisations dependent on sources of revenue other than the State

budget; and
(¢) organisations or individual arrangements of a temporary nature.
These will be dealt with separately, but one thing in common is that employees

of the organisations who enter VICSESS should be covered by

actuarially-determined employer contributions.

Other Currently Funded Schemes

This category includes all currently funded schemes that were discussed in the
Committee's Review Report and that were not dealt with above as commercial
statutory authorities. The Committee has stressed that the advantages of

funding in securing benefits and in recognising costs are considerable.

RECOMMENDATION 7.7

THAT ALL FULLY FUNDED SCHEMES CONTINUE TO BE FULLY FUNDED.

Notable schemes falling into this category include the City of Melbourne
Officers' and Zoo schemes. A further reason for maintaining the funded status
in the case of the City of Melbourne Officers' scheme is that by doing so,
current Melbourne City ratepayers are meeting the cost of the accruing

superannuation liabilities which are part and parcel of the cost of services
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7.6.2

7.6.2.1

provided by the City of Melbourne, instead of deferring the cost to future

ratepayers.

Organisations Dependent on Sources of Revenue Other Than the State Budget

There are a number of organisations in the Victorian public sector that are
either wholly or partly dependent on sources of revenue outside of the State
budget, but which don't fall under the éommercial statutory authority
description. Nevertheless, the dependence on outside sources of finance
creates an incentive for the State government to ensure that those
organisations are being appropriately financed. Funding of their
superannuation obligations would assure benefits for employees of these
organisations and avoid complications in having to finance benefits at a later

stage.

Schemes in this category include the Metropolitan Fire Brigades, lLocal
Authorities and Hospitals schemes and the State Superannuation scheme, with
respect to the Country Fire Authority, the Rural Finance Commission and to a

very minor extent the Victorian Dairy Industry Authority.

The Metropolitan Fire Brigades Scheme

The details surrounding the Metropolitan Fire Brigades Scheme were outlined
in the Committee's Review Report. In summary, that scheme has accrued a
huge actuarial deficit ($200 million at the June 1979 evaluation and $364
million at the June 1982 valuation) largely because contribution rates have
never been sufficient to finance expected benefit payments. Yet the scheme
was, ostensibly, meant to be fully funded. The Committee argued that this
was an unsatisfactory state of affairs for an organisation that, for two thirds
of its budget, is dependent on the income derived from a levy on fire insurance

premiums written for the Melbourne metropolitan area.

Deferral of liabilities will mean that future holders of fire insurance policies,
and/or the State government, will be required to pay for part of the cost of

fire protection provided in the past.
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7.6.2.2

RECOMMENDATION 7.8

THAT THE METROPOLITAN FIRE BRIGADES SCHEME SHOULD BE FULLY
FUNDED AND THAT THE GOVERNMENT SHOULD EXPLORE WAYS OF
REDUCING ITS ACTUARIAL DEFICIT.

At the very least the government should consider the advice of the scheme's
actuary, Mr. V.H. Arnold, made in the most recent actuarial report on the
scheme, to the effect that contribution rates should be raised to a level
sufficient to fund future benefits.(4) The Committee would also prefer to see
the liability for past service amortised and the cost spread over a suitably long
period even though it is accepted that this would still involve a very
significant cost. The Committee declines to suggest who should bear the extra
burden of this charge, but would point to the fact that successive governments
have failed to take any action to contain the actuarial deficit, even when they
were supposedly warned at the outset of the 'mew' scheme in 1975 that this

situation would result.

Country Fire Authority

The Country Fire Authority (CFA) is financed in an analogous manner to the
Metropolitan Fire Brigades except that the levy is applied to fire insurance

premiums written for areas outside the Melbourne metropolitan region.
RECOMMENDATION 7.9

THAT THE COUNTRY FIRE AUTHORITY'S SUPERANNUATION LIABILITIES
UNDER THE STATE SUPERANNUATION SCHEME SHOULD BE FULLY
FUNDED.

Indeed, the Committee is mindful that this is what the CFA has attempted to
do by having a separate investment fund into which employer contributions are
paid and from which the employer's share of benefit payments are withdrawn.
However, according to an actuarial report submitted to the CFA in May 1981
by the consulting actuarial firm of PTOW, the employer's contribution should

be raised from double to five times employee's contributions in order to ensure
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7.6.2.3

that the CFA's participation in the State Superannuation scheme "will be a

viable proposition'.(5)
RECOMMENDATION 7.10
THAT THE ACTUARIAL POSITION OF THE COUNTRY FIRE AUTHORITY

SHOULD BE REASSESSED AND THAT CONTRIBUTION RATES SHOULD BE
SET TO FULLY FUND SUPERANNUATION LIABILITIES.

The Local Authorities and Hospitals Superannuation Schemes

Both of these schemes are multi-employer schemes. The Local Authorities
scheme covers numerous small local authorities and the Hospitals scheme

covers public and some private hospitals.

Local authorities are heavily dependent on rates and charges for their revenue
and hospitals are heavily dependent on Commonwealth revenue. Therefore,
the literal application of the Committee's funding principles would result in a
recommendation for funding. Further reason for funding these schemes would
be to minimise cross-subsidisation between employing authorities.
Cross-subsidisation would occur now because PAYG contributions, paid by
participating employers, may be at variance with the actual costs of
superannuation, represented by benefit payments made to retiring employees

of those particular authorities.

Only by funding their superannuation liabilities will the rates and charges and
external finance requirements of local authorities and hospitals fully reflect
the cost of services being provided to current ratepayers and hospital users.
The City of Melbourne Officers' scheme is fully funded; it is, therefore, an

appropriate standard for assessing the Local Authorities scheme.

However, whilst recognition of cost is an important principle, the Committee
accepts that asking these two groups to fund their liabilities for past service
will impose what many people may consider to be an unacceptable financial
burden on current hospital users and ratepayers. This is because these groups

would be asked to continue paying for pensions and lump sums for which
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contributions have not been made in the past (i.e., PAYG financing), and at the

same time pay contributions into an investment fund to meet future benefit

payments, viz., they would have to pay twice.

Were these commercial statutory authorities the Committee would not
hesitate to recommend full funding. In this the Committee would have had the
support of the Municipal Officers' Association, who stated in a submission to

the Committee that they believe:
"Public sector superannuation schemes should be fully funded ..."(6)

Even so, the very significant, but as yet unknown, cost of fully funding these
schemes could be expected to have widespread political ramifications.
Therefore, the Committee believes that the decision lies with the

Government.
RECOMMENDATION 7.11

THAT CONTRIBUTION RATES FOR THE HOSPITALS AND LOCAL
AUTHORITIES SCHEMES SHOULD BE ACTUARIALLY-DETERMINED TO AT
LEAST FINANCE BENEFITS ACCRUING IN THE FUTURE.

Initially, it would be expected that contributions on this limited basis would be
greater than benefit payments, so that their funds would grow. However,
because the liability for past service would not be funded, the investment
funds built up on this basis would not be sufficient to fully discharge liabilities.
It would therefore be necessary to supplement contribution payments at some
future date. In the meantime, this compromise would provide for full
recognition of currently accruing costs for superannuation. It does of course
mean a higher level of funding than at present, and potentially a consequent

rise in Local Authority rates and hospital charges.
New employees of hospitals and local authorities would enter the new scheme,

VICSESS, and these people would be covered by actuarially-determined

contributions.
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7.6.3

Organisations or Arrangements of a Temporary Nature

There are some organisations in the Victorian Public Sector that are set up for
a specific purpose and these may well be of a short term nature. There are
also instances of secondment of public service officers to outside
organisations. The Bingo Fund and Estate Agents Board are examples of the
former, and secondment of teachers from the Education Department is an
example of the latter. In the Committee's Review Report, it was noted that
the arrangements for charging these organisations for the cost of their
superannuation obligations (in the second instance this refers to the seconded

officers) under the State Superannuation scheme were inconsistent.
RECOMMENDATION 7.12

THAT VICTORIAN PUBLIC SECTOR ORGANISATIONS OF A TEMPORARY
NATURE SHOULD BE REQUIRED TO PAY ACTUARIALLY-DETERMINED
EMPLOYER CONTRIBUTIONS. THIS SHOULD ALSO ENCOMPASS
TEMPORARY SECONDMENTS OF OFFICERS TO OTHER ORGANISATIONS.
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SECTION 7.7 NOTIONAL FUNDING - A METHOD FOR RECOGNISING THE

1.7.1

COST OF PARTLY FUNDED SCHEMES COVERING THE PUBLIC
SERVICE

Introduction

There are three schemes that cover employees of organisations dependent on
budget appropriations for revenue and all are only partly-funded. These are
the State Superannuation, Superannuation Lump Sum and SERB schemes. As
explained above, dependence on PAYG financing for most of the benefit
payments means there is not the proper recognition of cost that the
Cominittee believes is essential. The dramatic increase in the government's
share of the cost of the State Superannuation scheme over the past decade,
and further real increases in the future as anticipated by the Cook-Ryder
report, emphasise the need for some mechanism for recognising cost and

assuring accountability.(7)

One way of achieving this goal would be to fully fund these schemes.
However, the Committee believes that such a change would impose an
excessive cost on the current generation of State taxpayers. It would do this
because current taxpayers would have to continue paying for existing
pensioners, and at the same time build up an investment fund to provide for
the retirement of present State employees who will become pensioners in

future. In effect they would have to pay twice.

What the Committee believes is required for these schemes is a method or

methods of recognising current cost without actually funding.

This could be achieved by making public service employers bear a charge
against revenue for accruing superannuation liabilities as proposed by one of
the Consultants to the Committee, Mr. Ron Champion, then of E.S. Knight &

Co. and now Director of Superannuation, Department of Management and

" Budget.(8)
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1.7.2

RECOMMENDATION 7.13

:'_W‘THAT IN ORDER TO ACHIEVE COST RECOGNITION FOR THE STATE
SUPERANNUATION SERB AND SUPERANNUATION LUMP SUM SCHEMES,

NOTIONAL FUNDING BE ADOPTED. NOTIONAL F'UNDING WOULD ALSO

__APPLY TO ALL ORGANISATIONS CURRENTLY COVERED BY THESE
N SCHEMES WHEN NEW EMPLOYEES F'NTER THE NEW VICToRrAN STATE
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7.7.3

The Chairman of the State Superannuation Board and Government Statist and
Actuary, Mr. John Ryder, was asked at a recent public hearing whether

notional funding could be introduced in Victoria. He replied:

"We are putting ourselves in a position where we can do it. We should be

able to do it in a year or s0."(9)

The Committee is therefore encouraged that what it is proposing is not

unrealistic.

Accountability

If the cost of any benefit improvement is to be faced at departmental level,
there should be no increase to the budget supplement for that part of the
notional contribution which is solely attributable to that benefit improvement.
The benefit structure at the time of the change would become the benchmark

for actuarial valuations thereafter in that case.

Notional funding would integrate well with program budgeting techniques.
Departments/authorities would be made fully aware of the costs of changes to
superannuation and they would be forced to reassess the least cost

combinations of labour and other resources.

Notional funding could have a significant bearing on disability retirements.
For any department or organisation which has a separate notional fund, the
employer contribution rate determined from time to time depends heavily on
the incidence of all benefit payments. Heavy disabilities will, therefore, be
quickly reflected in higher notional contributions. Notional funding would
create an incentive for departments/authorities to minimise disability costs by
encouraging them to institute effective monitoring, counselling and

re-deployment procedures.
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CHAPTER 8

INVESTMENT POLICIES FOR PUBLIC SECTOR SCHEMES

SECTION 8.1 SUPERANNUATION INVESTMENT PRINCIPLES

8.1.1

Investment Objectives

A notional balance sheet for a superannuation scheme shows as liabilities the
benefits of all kinds payable in the future. The corresponding assets are
comprised of two items, the expected future contributions of employees ( and
employers also for fully funded schemes) and the investments of the scheme.
The basic objective of superannuation investment strategy must be to optimise
the market value of the fund's assets and income on a continuing basis. Due
consideration must also be given to the security of investments and the timing

of future benefit liabilities.

The pursuit of these objectives entails the establishment and maintenance of a
portfolio with assets spread over the major sectors - public securities, other
fixed interest, shares and property. The strategy choice involves varying the
proportions of assets in each category according to changing market
conditions. This technique of spreading the investments reduces the impact of
a particular class of investment upon the overall results of the portfolio and

hence reduces its risk element.

A large and secure body of assets serves two important purposes. Firstly, it
provides support for the benefit entitlements which have already been built up.
This gives scheme members security, which is of particular value when/if
there is any question of scheme merger or termination. Secondly, a strong
body of assets produces strong future growth of income and capital Value, and
thus moderates the amount of future contributions required to balance the

scheme.

The Committee believes it important to stress the role investment

performance can play in minimising the cost to Government and other
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employing authorities of providing defined superannuation benefits. At
present, employers finance the major portion of benefits; for example, in the
State Superannuation scheme it was formerly intended that Government
contribute 5/7ths of a benefit although in practice it finances a larger portion
(see section 7.1). The cost to the Consolidated Fund exceeded $225 million in
1983-84.

With the rate of employee contributions essentially fixed in the short to
medium term, variations in the investment income of public sector defined
benefit schemes have traditionally been compensated by variations in the
employing authorities' contributions. By increasing its contributions in
response to depressed investment income, the employing authority - often the
Government - is in effect subsidising poor investment performance. This can
have significant cost implications in the Victorian context where even small
reductions in the yield achieved on public sector superannuation assets can
have a significant impact on the Government's financing costs. At 30 June
1983, these assets exceeded $2.3 billion.

Clearly, it is in the taxpayers' interest to minimise the cost to the
Consolidated Fund of providing defined superannuation benefits. Similarly,
public interest requires that the cost of superannuation to statutory
authorities and other employing agencies is minimised.  Optimising the
investment income of public sector superannuation assets will assist in

achieving such a reduction in superannuation cost pressures.

Because employing authorities provide balancing contributions, members and
their benefits are effectively insulated from fluctuations in investment
income. Employing authorities therefore have a greater financial stake than

members in the structure and performance of superannuation investments.
RECOMMENDATION 8.1

THAT THE GOVERNMENT GIVES DUE RECOGNITION TO THE IMPACT OF
INVESTMENT PERFORMANCE ON THE COST OF PROVIDING
SUPERANNUATION BENEFITS, AND THEREFORE GIVES PRIORITY TO
INCREASING THE EFFICIENCY OF PUBLIC SECTOR SUPERANNUATION
INVESTMENT ARRANGEMENTS.
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8.1.2

Constraints on Investment Performance

Investment opportunities occur in the context of change and uncertainty
associated with key variables in the domestic and international economy
including interest rates, exchange rates, share and property markets, monetary
policy, ete. Within these parameters there are a number of constraints that

may restrict a scheme's ability to achieve an optimum investment return.

The investment powers specified by legislation or by Trust Deed constituting
the scheme define approved investment avenues. An investment manager is
bound by such provisions. Unless frequently reviewed and revised, these
powers may quickly become outdated by the development of new financial
instruments and investment avenues. Investment performance can be
significantly restricted unless investment powers allow managers a wide and

representative range of investments from which to make a selection.

A scheme's net annual cash flow may be positive or negative. Growth in the
body of assets generally signifies that current scheme inflow, i.e.,
contributions plus investment income, is greater than the current benefit and
expense outflow. In this situation, liquidity is not important because benefits
can be paid from current contributions and investment income. On the other
hand, if the fund is contracting benefits normally exceed current cash inflow,
so that part of the existing body of assets must be realised to pay benefits. In
order to meet such a situation, portfolio structure should include sufficient
liquid assets to avoid the risk of potentially costly capital loss by the need to

convert less liquid investments.

The amount of funds available for investment can either add to or restrict
investment flexibility. Some projects may require a large minimum
investment, e.g. several million dollars for a property purchase. Other options

impose a maximum, e.g. a parcel of shares at an attractive price.

The marketability of present holdings is an important area of decision in
portfolio management. An inadequately structured portfolio in terms of
maturity or marketability can severely restrict changes in investment

strategy, especially when timing is of paramount importance.
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Several other significant factors impinging on investment performance are

worthy of mention:

(a)

(b)

(c)

(d)

(e)

The vastly different characteristics of different types of

investment, each of which calls for different skills and experience.

Investment performance measurement and interpretation is far
from an exact science. It is not always clear what steps should be

taken as a result of a study of the figures for one's own and other

schemes.

Investment strategy decisions are formulated from an assessment
of the relative movements of a number of key economic variables.
Such choices must be based on up-to-date market information and
an informed judgment of the future. Investment boards should
include some members with considerable financial or business
expertise and should be provided with an adequate flow of

up-to-date information.

Satisfactory investment performance depends heavily on skilled
investment staff. Normal public service recruiting methods place
the public sector at a disadvantage when it has to compete with
the private sector in attracting personnel with appropriate
portfolio management skills and investment experience.
Alternatives open to public sector employers are to engage

consultants or use contract employment.

Above all, investment performance is likely to be inhibited by any
decisions taken on the basis of non-market considerations. These
include, in particular, own undertaking investments at non-market
rates or investments classified in the Review Report as 'divergent'

e.qg., the provision of housing finance at concessional rates.
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SECTION 8.2 CURRENT INVESTMENT ARRANGEMENTS

The Committee is concerned that the current arrangements governing the
investment of Victorian public sector superannuation funds are not structured
in the most efficient manner. There are some 26 separate administrations,
each responsible for investing a portion of the $2.3 billion of investment funds,
and each facing different or restrictive guidelines determining available
investment avenues. The Committee feels that such institutional factors, both
legislative and administrative, are having a detrimental effect on the overall

investment performance of public sector schemes.

A similar opinion was expressed by the Treasurer when addressing a seminar

for contributor and trade union representatives organised by the Committee:

"The two major limitations, in my view, have been the size of particular
funds, which in many cases make it impossible to carry out an effective
investment policy and, more importantly, the Legislative requirements
that have existed for some time. They have restrained the investment

policy of various superannuation boards within the public sector."(1)

Particular investment constraints and practices, such as the inability to invest
in shares, the existence of divergent investment policies and the fact that
some schemes have held a high proportion of own undertaking investments,
resulted in a number of schemes exhibiting poorly balanced and low performing
portfolios. The passive trading policies of a number of schemes also restricted

investment performance.

Several of these issues are raised in a submission from the Deputy

Director-General of Transport:

"In summary, I believe that as far as the investment side of their
activities are concerned, the number of Superannuation Boards in
Victoria is too diverse for a proper resourcing of those Boards to enable

the investment earnings of those funds to be maximised."(2)
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The quality of investment information and advice available to Boards of
Management has in some cases been identified as a problem area, and there is
limited investment expertise on many Boards of Management. Staff ceilings
and restraints on remuneration packages have affected the availability of

skilled investment managers to a number of schemes.

The Committee considers that the continued existence of some of these
problems is an indication of the lack of priority given in the past to the
investment performance of public sector superannuation funds. This opinion is
reinforced by the fact that the Committee had to employ a consultant to
obtain any quantitative comparisons or measures of the investment
performance of Victorian schemes. The poor investment performances
outlined in Chapter 5 of the Review Report can in many cases be associated
with the various restrictions or specific investment arrangements identified
above. The Committee found a clear need for reform in the investment

arrangements of Victorian public sector superannuation schemes.
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SECTION 8.3 INSTITUTIONAL FRAMEWORK FOR INVESTMENT

8.3.1

Combined Investment Activity

The investment of the $2.3 billion in assets held by public sector
superannuation schemes in Victoria is a significant financial activity which
takes place in an investment climate of increasing complexity. Investment
managers typically face the difficult task of optimising yields over the range
of available investment avenues, which can vary from shares to property to
the more conventional fixed interest investments. Performance depends
heavily on basic strategy decisions. This requires that the best possible
strategic skills and experience be employed at Board level. In-house strategic
skills and investment experience are likely to be economically feasible only for

the largest of schemes.

Operational skills and knowledge are needed for optimum performance in the
fixed interest, share and property sectors. For the largest funds, other skills
are required to assess and manage, for example, a joint venture proposal in the
resources area. Providing all public sector schemes with staff of suitable
expertise to manage such wide areas of investment would inevitably involve
much duplication and cost, especially when the availability of such managers is

strictly limited.

The large number of schemes has implications not only for the provision of
adequate expert staff but also for the size of the investment pool of each
scheme. At June 1983, there were 17 schemes with assets of less than $10
million each. These small funds are restricted in their flexibility to switch
between, and take advantage of, both large and smallér investment
opportunities as they arise. Investment managers with sizable investment
pools may have more leverage to negotiate on rates and conditidns, and more
scope to spread risk (while maintaining adequate return) by holding a diverse
portfolio. However, schemes with a proven investment record - for example,
some of the smaller schemes with externally managed portfolios - could lose
from an amalgamation. There are also risks associated with a large fund if

overall investment strategy is inappropriate.
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8.3.2

The use of computer-based investment management and accounting systems
has become an important factor in efficient investment practice and control.
Campbell and Cook, the Committee's consultants on investiment performance,
noted that the lack of such facilities would prevent schemes "from effectively
competing in the market with the professional managers who have
sophisticated tools at their disposal"™(3), but unnecessary duplication and

incomplete utilisation would result in some instances if all existing schemes

»introduced such facilities. The Committee believes that these are areas in

which increased efficiency and economies of scale may be exploited if

investment activity is pooled.

A Victorian Superannuation Investment Trust

The Committee believes that a substantial pooling of the investment activity
of public sector schemes is both feasible and desirable to facilitate better
performance and greater efficiency in the investment of funds and would help

to reduce the cost to government of providing superannuation benefits.

The Committee proposes a pooled central fund be established to offer
investment services to all public sector superannuation schemes. It would be
administered by a new statutory authority - the Victorian Superannuation
Investment Trust (VICSIT). A split of investment responsibilities from other
aspects of scheme management was also introduced by the Commonwealth

Government when its superannuation arrangements were altered in 1976.

The proposed pooling of funds differs from amalgamation in that the schemes
remain separate in legal terms (i.e., with separate trust deeds or legislation).
The pooling of funds amounts to initiating the common management of 'trust’
funds i.e., ‘individual investments would be replaced by units in the investment
authority's funds. Such pooling occurs in the management of trust estates by

Trustee Companies and the Public Trustee.(4)

VICSIT would be charged with maximising the returns achieved on investment
funds commensurate with prudent levels of security. It is essential that the
Board of such an authority include members with considerable finance and

investment expertise (this matter is dealt with further in Chapter 5).
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Similarly, the staffing of the proposed investment authority will be crucial its
success. This matter was addressed in a private submission from

Mr. G. Ballard, a member of the State Superannuation Board, who stressed:

"It is quite pointless to broaden investment powers unless appropriate
skilled personnel are available to utilise these powers to the best of their
ability. It is axiomatic that the best performers are in fact rewarded on

a performance basis."(5)

Investment managers of suitable experience and skills are in high demand. As
emphasis should be on performance, it may be appropriate to institute
relatively short-term (but renewable) employment contracts of, say, three to

five years for senior staff of the authority.

Currently, the State Superannuation scheme is subject to Public Service Board
constraints on the numbers and remuneration levels of staff. Mr. G. Ballard,
who is also Manager of the Cash Management Account of the Victorian

Development Fund, commented:

"... - the question of staffing. It is my contention that it is impossible to
run a commercially oriented investment operation under rules and

regulations applicable to a department."(6)

If VICSIT is to attract appropriately skilled staff, the Committee feels a more
flexible approach to staffing is needed. Consideration should be given to
providing VICSIT with the power to employ professional investment staff as it

believes necessary.

In practice, the Board of VICSIT will need to delegate to its staff,
responsibility for day to day investment management. As it may not be
practical for VICSIT to recruit investment expertise in every area of its
operation, there should be power to delegate to professional privéte sector
investment managers. The Board's powers of delegation, both to its own staff
and to private sector managers, should be clearly specified. This should allow

VICSIT to employ experienced managers for all its investment activity.
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VICSIT would be responsible for the investment and administration of:

(a) all the investment funds of schemes in which the employer's
contribution to benefits is financed from the Consolidated Fund

(e.g. State Superannuation scheme, SERB scheme);

(b) all the investment funds of schemes with assets of less than $10
million at June 1983;

(c) the discretionary investments of public sector schemes not
included above (these schemes would retain their current
investment responsibilities and also have the option of placing all

or part of their funds with the proposed authority); and

(d) the discretionary investments of employing authorities who are
currently, or will be required in the future, to finance their share
of benefit payments under the State Superannuation scheme by

maintaining an investment fund (see section 7.6.2.2).

This framework would ensure that VICSIT has a large asset base from its
inception. The proposed asset base is mostly drawn from schemes in which a
significant proportion of benefits is paid from the Consolidated Fund, so the
Government has a considerable stake in improved investment performance.
Funds would also come from schemes whose asset size is considered too small
to warrant maintaining a separate administrative structure to manage
investment. VICSIT would provide an investment service for the schemes in
(c) above. Participation by these schemes would be on a discretionary basis.
Table 8.1 gives an indication of how schemes would be affected by the

proposed coverage of VICSIT.
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TABLE 8.1

PROPOSED COVERAGE OF VICTORIAN
SUPERANNUATION INVESTMENT TRUST (VICSIT)

Schemes With Investments Schemes Maintaining
Managed By VICSIT (a) Investment Responsibility
Plus Option Of Investing In VICSIT

———— A ——————— " — .~ T e — - - ——— p——- -~

Current Schemes

—— s Amm e - 2 - ~— -

County Court Associates City of Melbourne Officers
Egg Board Staff Gas and Fuel Corporation
Greyhound Racing Control Board Hospitals
Harness Racing Board Local Authorities
Legal Aid Committee MMBW - Provident
MURLA - Superannuation
Parliamentary Metropolitan Fire Brigades
Pilot Service Staff Port of Melbourne (b)
Port of Geelong State Bank
Port Phillip Pilots Sick SEC - Employees

and Superannuation - Superannuation
SERB TAB

Superannuation Lump Sum
State Superannuation

Supreme Court Associates
Tobacco Leaf Marketing Board
Victorian Dried Fruits Board
Westgate (CML & NMLA)

Zoo

s o > — - - ———— —~ - v —— - - - A . P T — — .\ " o o . ot et

New Schemes

o c— . - p— - - M Y oty 7t e~ e e~ - —~— - -

Victorian State Employees'
Superannuation Scheme

(@ ~~ A number of listed schemes are run by  (b)  Port of Melbourne would
life assurance policies. Practical fit in this category if
prospects of pooling such funds to be fully funded, as
considered on a case-by-case basis. recommended by the

Committee.
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In order to ensure an equitable sharing of investment results, schemes with
discretionary power to invest in VICSIT would be offered units in the main
investment sectors and would be able from time to time to choose their own
investment level in each sector. Alternatively, they may wish VICSIT to make
this choice. Initially, the sectors from which units could be chosen would be
public securities, other fixed interest, property, shares and a short term money
market facility. Investment earnings would be re-invested in units according
to the stated strategy of each scheme. The assets of each scheme would be

determined according to the market value of units held by the scheme.

In the establishment of VICSIT, the objective is to delegate to a Board of
Management the work and responsibility of investing the funds and optimising
their performance. VICSIT would operate under relatively unrestricted
investment powers, initially with assets in excess of $1 billion. With
substantial income flows to invest on a regular basis, VICSIT would be an
important presence in the State's capital markets. The Committee is
concerned that the investment policies of VICSIT should not be contrary to the
programs of the State Government of the day. As Government bears the
responsibility for economic management at State level, the Committee
considers that the broad investment strategies employed by VICSIT and the
largest individual investments, should be subject to Government approval. The
question then arises of what controls can sensibly be exercised by the

Government without itself assuming the work and responsibility.

The Committee believes the following procedures could be developed to deal

with this matter:

(a) The Treasurer would approve an annual strategy paper indicating in
general terms VICSIT's plans for investing the coming year's cash
flow. The confidentiality of this document must be ensured
because it would contain market-sensitive information such as the
expected amounts to be placed in public securities, shares,
property and other fixed interest securities and reasons for the
apportionment. The strategy paper would be accompanied by a
brief survey of past performance figures and include comparisons

with other managers.
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(b) The Treasurer's approval would be required for any significant

variation from the strategy.

(c) The Treasurer's approval would be required for any single
investment which is greater than 2% of the current book value of
VICSIT's assets.

(d The Treasurer may decide at the beginning of any year that, say,
up to 20% of the year's new investments be directed to State
investments. These would be specified by the Treasurer and could
include deposits at commercial rates with the Victorian
Development Fund or investments meeting the investment
guidelines and rate of return criterion now employed by public

authorities.

The Committee believes that percentages such as those indicated in (c) and (d)
above would give the Government a reasonable measure of control but would
not hinder VICSIT's decision-making nor unduly impair its opportunity to

achieve good investment performance.

Transitional requirements would include legislative provisions to ensure that
the relevant schemes' investment funds are placed with VICSIT for
management. This may entail making the proposed Investment Trust the only
investment avenue available to such schemes. Accurate market valuations of
these schemes' assets would be needed to ensure that they are given

appropriate credit in the new fund.

Under the proposed structure, the estimated asset base would initially be in
excess of $1 billion. By comparison, the Commonwealth Superannuation Fund
Investment Trust has investments in excess of $2 billion (March 1984) and the
N.S.W. State Superannuation scheme controlled assets of over $2.3 billion at
June, 1983.

The Committee considers that the proposed arrangements would ensure that
the VICSIT was of sufficient size to exploit efficiency advantages accruing to
a central investment pool, and that there would be a marked rationalisation of

existing investment management structures.
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If VICSIT provided significant advantages in terms of measured and
comparative investment performance, there may be a case for moving towards

pooling all funds in the long term.
RECOMMENDATION 8.2
THAT THERE BE ESTABLISHED A VICTORIAN SUPERANNUATION

INVESTMENT TRUST AS PROPOSED IN SECTION 8.3.2.

(See also recommendation 5.5)
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SECTION 8.4 UNIFORM INVESTMENT POWERS

For those schemes established by an Act of Parliament investment powers are
relatively restricted. In those established by trust deed the investment powers
are usually wider, in fact several schemes have virtually no investment
constraints. The implications of such differences in investment powers were
examined in the Committee's Review Report. It was concluded that the poor
investment performance was due in no small part to the influence of the

restricted powers of the surveyed schemes.

The Committee can see no justification for the differences in investment
powers given to Victorian public sector schemes, and considers that significant
restraints on investment powers, such as the inability of many schemes to
freely trade and invest in equities - particularly shares - should be relaxed.
This matter was discussed by the Local Authorities Superannuation Board in a

recent submission to the Committee:

"The Board agrees that more opportunity to improve returns would be
available with wider investment powers and, has in fact, sought
legislation to have its powers extended to enable investment in the share
market."(7)

Prudential considerations require the specification of parameters within which
investment choices must be made. The Committee therefore recommends the
introduction of uniform powers specifying the avenues available for the
investment of all public sector superannuation monies. These would ideally
provide a broad set of investment alternatives accommodating any reasonable

superannuation investment strategies.

The design of an appropriate set of investment powers is a complex task. This
has been illustrated by the recent problems with legislation specifying the
powers of the Commonwealth Superannuation Fund Investment Trust (SFIT).
Ernst & Whinney (Chartered Accountants), in their capacity as consultants to

an inquiry into the management and operations of the SFIT commented that:
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"The current investiment powers of SFIT may, on the surface, appear to
be reasonable but the fact is that, in view of all the legal advisings that
have been required to interpret them, and, in view of the practical

difficulties involved in having them changed, they are restrictive." (8)
and

... new forms of investment occur from time to time and it is not

possible to legislate for them all in advance."(9)

In particular, the SFIT received legal opinion that it was not entitled to
actively trade in investments, which is a totally unreasonable and
unacceptable constraint. The SFIT had also been advised by the Attorney-
General's Department that it did not have the power to invest directly in a
joint venture. This too is a severe constraint for a large fund operating in
current conditions. Doubt had even been placed on the meaning of the word
'investment' as it appears in the Act. The Consultants were of the opinion that

a complete review was needed of the SFIT's investment powers.

These problems demonstrate the need for an unambiguous specification of
investment powers. The Committee is not in a position to draft the
appropriate provisions but considers, as a minimum, the following avenues
should be open to those responsible for investing public sector superannuation

funds:

(a) public securities (loans to government, semi-government and

municipal authorities);
(b) Government guaranteed loans;
(c) mortgage loans (secured on land in Australia);
(d) debentures;
(e) shares (in companies listed on Australian stock exchanges and

building societies);
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(f)  property (estates or interest in land in Australia and improvements
of such land);

(@) loans (including deposits) to a bank or building society;
(h) leverage lease transactions;

(i)  unit trusts (or their equivalent operated by life offices, merchant

banks, etc.);
6)] negotiable certificates of deposit issued by a bank;

(k) bills of exchange (endorsed or accepted by a bank or authorised

dealer);
()  buy-back transactions;
(m) joint ventures; and
(n)  deposits with dealers in the short term money market.

The ad hoc development and proliferation of different investment powers in
the Victorian public sector is testimony to the need for periodic review and
updating of such powers. Financial markets are a dynamic environment where
new instruments are continually being developed. The list above is similar to
the investment powers of SFIT, but the advice of senior legal counsel should be
employed to ensure that investment powers provide clear guidance to
investment managers, and that efficient processes are provided to keep powers

up to date with market developments.

The Committee welcomes the Treasurer's recent announcement of the
Government's intention to legislate for uniform investment powers. The
following comments thus apply both to VICSIT and to those existing funds

whose investment operations continue in their present form.
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RECOMMENDATION 8.3

THAT:

(A)

8)

(C)

(D)

(E)

IT IS BOTH DESIRABLE AND NECESSARY TO INTRODUCE
UNIFORM POWERS SPECIFYING THE AVENUES AVAILABLE
FOR THE INVESTMENT OF VICTORIAN PUBLIC SECTOR
SUPERANNUATION  MONEYS. THIS WOULD PROVIDE
SUBSTANTIALLY WIDER POWERS THAN  CURRENTLY
AVAILABLE TO MANY SCHEMES;

THE POWERS LISTED IN SECTION 8.4 PROVIDE A STARTING
POINT FOR A SET OF UP-TO-DATE INVESTMENT POWERS;

THAT THE TREASURER, WITH THE ASSISTANCE OF SENIOR
LEGAL COUNSEL, BE RESPONSIBLE FOR DEVELOPING
APPROPRIATE INVESTMENT POWERS AS A MATTER OF
PRIORITY;

PROVISION BE MADE FOR PROFESSIONAL PRIVATE SECTOR
INVESTMENT MANAGERS TO BE DELEGATED THE
RESPONSIBILITY OF INVESTING PART OF THE FUNDS
CONCERNED; AND |

EFFICIENT MECHANISMS BE AVAILABLE FOR THE PERIODIC
REVIEW AND PROMPT AMENDMENT OF INVESTMENT POWERS.
FOR EXAMPLE, THE TREASURER SHOULD BE ABLE TO
INITIATE CHANGES BY REGULATION.
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SECTION 8.5 SPECIFIC INVESTMENT ISSUES

8.5.1

The following sections deal with particular investment topics raised in the

Committee's Review Report.

Active Portfolio Management

The Committee's investment consultant commented that there is a noticeable
lack of active investment management in Victorian public sector
superannuation schemes. Securities, for example, are typically held to
maturity.(10) This is understandable for those securities for which active
secondary markets do not exist, but the lack of activity seems to extend

further.

Active investment management is extremely important because market values
change in response to changes in a number of key economic variables. A
satisfactory fund purchase at one time may not be worth buying at a later
time. If a particular security is no longer worth buying, consideration should
be given to selling it. A decision to hold is not in fact readily distinguishable

in principle from a decision to buy.

"It is a fundamental tenet of proper investment management that the
retention of any investment results from a conscious decision that such
(lack of) action is in the best interest of the fund."(11)

Investment managers must be aware of the implications of their decisions to
buy or sell, or equally importantly, not to buy or sell. Investment policy should
be flexible and reflect an informed professional judgement of the future. In
many instances, passive, static investinent policies will not give the best

results.
RECOMMENDATION 8.4

THAT POSITIVE INVESTMENT REVIEW POLICIES BE INSTITUTED BY
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8.5.2

VICTORIAN PUBLIC SECTOR SUPERANNUATION INVESTMENT
MANAGERS.

Equity Investment : Shares

The Committee's investment consultants, Campbell and Cook, surveyed the
returns that would have accrued to different types of portfolios over the five
years to June 1983. The two top performers were the share portfolios of a
sample of Life Office funds and the share accumulation index which had
average annual returns of 21.7% and 19.7%. This compares with the fixed
interest portfolio of the sample of Life Office funds and the Bond
accumulation index with average returns over the period of 11.5% and 8.5%

respectively.

Figure 8.1 shows a five-year moving average of the sectoral returns of the
portfolios of the sample of Life Office funds conducted by Campbell and Cook.
The importance of shares in portfolio structure is highlighted by the results
illustrated in the graph. Over the period, which is a reflection of 10 years'
experience, the returns to the share sector of the portfolios was significantly

and almost continually higher than the other three investment categories.

Campbell and Cook commented:

"... the concentration towards fixed interest investment results in part
from the belief that this constitutes the 'safest' investment policy and
that the large scale purchase of ordinary shares would involve the fund in
unacceptable risk. It is not at all clear that this is true. The
appropriateness of any investment must be gauged in relation to the
liabilities that must be met; i.e., in these cases they are essentially long
term and linked to member's salaries at or near retirement. On this
basis a 'matched' investment would include a substantial proportion of
equity investments, ordinary shares and property; those that have some

chance of increasing in value in line with salaries and/or inflation."(12)

A common guideline employed by investment managers is that holdings of any

one company's shares do not involve the fund obtaining a controlling interest.
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FIGURE 8.1

CAMPBELL AND COOK SAMPLE LIFE OFFICE FUNDS
EQUIVALENT ANNUAL YIELDS OVER 5 YEAR PERIODS
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Individual equity holdings are usually part of a diverse portfolio split between
sectors and among companies within each sector. Such holdings are designed
to provide the fund with a satisfactory dividend income and a long term hedge

against inflation, and not involve the fund in company management.

The Committee is aware of the uncertainties associated with share
investment, but notes that risk is a factor in all investments and does not
justify the exclusion of shares as an investment avenue. A properly managed
share portfolio can add significantly to the investment performance of a fund.
The Committee considers it to be unduly restrictive to maintain the current

restraints on the power to invest in shares.
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8.5.3

RECOMMENDATION 8.5
THAT:
(A) THE INVESTMENT POWERS APPLICABLE TO THE INVESTMENT
OF PUBLIC SECTOR SUPERANNUATION FUNDS INCLUDE THE
ABILITY TO INVEST AND TRADE IN SHARES OF COMPANIES
WITH AUSTRALIAN STOCK EXCHANGE LISTING; AND
(B) FUNDS BE RESTRICTED FROM BECOMING THE CONTROLLING

SHAREHOLDER OF A COMPANY.

Equity Investment: Property

In their investment performance survey of public sector schemes, Campbell
and Cook commented on several aspects of the surveyed schemes' property

investment. The Committee notes their conclusions:

"Some funds are now investing significantly in property, but with
relatively small numbers of individual investments. One must have some
concern about the expertise available to the Funds in this area. There
may therefore be scope for inexperienced staff to be exploited somewhat
by outside advisers, and this point should at least be considered by the

Committee.

There would seem to be a strong case that all property investment should
be done through the property pools of the professional superannuation
fund investment managers or, alternatively, through one large property
investment pool established for all public sector funds. It certainly
seems wasteful for all of them to attempt to develop their own

specialised expertise in this area ..."(13)

The Treasurer, in responding to the Committee's Review Report, foreshadowed
improvements in property investment arrangements for public sector schemes.
Joint property purchase proposals will be brought to the attention of

investment management by approved institutions such as Morguard
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8.5.4

Investments Ltd. This type of activity would be supervised by a special
Property Advisory Committee comprising representatives from the
Department of Management and Budget, the Valuer-General and the schemes

themselves.
RECOMMENDATION 8.6

THAT COMPLEMENTARY ACTIVITIES OF THE PROPOSED PROPERTY
ADVISORY COMMITTEE AND THE VICTORIAN SUPERANNUATION
INVESTMENT TRUST (VICSIT), BE CO-ORDINATED TO PROVIDE PUBLIC
SECTOR SUPERANNUATION INVESTMENT MANAGERS WITH ADVICE ON
PROPERTY INVESTMENT AND, THROUGH THE TRUST, ACCESS TO A
POOLED PROPERTY INVESTMENT SERVICE.

Divergent Investment Policy

Divergent investment policy relates to the selection of investments on the
basis of criteria other than the traditional criteria of income maximisation
within acceptable risk limits. A small number of submissions to the
Committee supported a limited application of this investment criterion to
allow investment in areas that would be of direct benefit to members during

their working life.

The Committee has sympathy with the 'social' benefits attributed to divergent
investment, but also recognises the potential detrimental impact of such
investment on overall investment income. This factor can have important
implications. For example, reduced investment income for the State
Superannuation scheme (responsible for nearly half of the assets of Victorian
public sector schemes) increases the call on the Consolidated Fund for benefit
payments which are financed on a pay-as-you-go basis. Such inroads into the
funds available for recurrent expenditure would reduce the ability of the
Government to finance such 'social investment' from its budget - a more

appropriate vehicle for such expenditure.
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8.5.5

Own Undertaking Investiment

Own undertaking investment refers to investinent in the parent body. This
form of investment is considered unwise in the private sector for prudential
reasons i.e., the possible loss of members' benefits in the event of business
failure. In the public sector, the schemes associated with the major
semi-government authorities and local government are the main participants
in this type of investment. The prospect of business failure is unli.kely for such
organisations whose borrowings, in any case, are government guaranteed or
secured on municipal rates revenue in the case of local government

borrowings.

Restriction on own undertaking investment has been supported by a number of
recent reports. For example, the Final Report of the Commonwealth Task
Force on Occupational Superannuation suggested that an appropriate form of

restriction would be to require that:

"... not more than 10 per cent of the assets (measured at cost) of an
employer-sponsored fund should consist of equities in, or loans to, the

employer's business, a related company or associated persons."(14)

In comparison, the Hancock Committee recommended 10% and the Campbell
Committee 5% as the appropriate limit. While these reports were mainly
focused on private sector superannuation, such prudential considerations have

some relevance to public sector schemes.

The investment of suberannuation assets in the employing authority is not in
itself a reason for poor performance; performance depends on the return
achieved by the fund on such assets. Rather than recommend the imposition
of a rigid ceiling on own undertaking investment, the Committee considers
that it would be preferable to emphasise the prudential importance of a
balanced portfolio (not dominated by any one asset type), the need for full
disclosure of such investments, and investment decisions being made according
to rate of return criteria. If own undertaking investment opportunities are
considered on this basis prudential considerations should be satisfied without

recourse to regulation.
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8.5.6

Monitoring Investment Performance

As a general premise, it is necessary to monitor performance to assess
whether or not an objective is being achieved efficiently. Given the cost
implications associated with higher or lower investment returns, there exists a
strong motive to maximise returns and ensure that there are methods of
scrutinising actual performance. The higher the yield from the investment
fund, the lower is the cost to the employer of a given level of defined benefit.
However, Victorian public sector schemes have placed little emphasis on

consistent and comparative monitoring of their investment performance.

As mentioned in the Committee's Review Report, the majority of schemes
surveyed by the Committee's investment consultants, Campbell and Cook,

were unable to supply the Committee with any readily comparable investment

- performance indicators. The Victorian Trades Hall Council considers there is

a need for action on investment matters:

"... to improve the accountablity, in terms of performance, of fund

managers to contributors."(15)

Appropriate investment monitoring techniques clearly have a role in achieving

this goal.

The Committee recognises the importance of accurate investment monitoring

and performance analysis.

RECOMMENDATION 8.7

THAT:

(A) CONSISTENT AND COMPARABLE INVESTMENT PERFORMANCE
MEASUREMENT TECHNIQUES BE EMPLOYED BY VICTORIAN
PUBLIC SECTOR SUPERANNUATION INVESTMENT FUNDS.
REPORTS SHOULD BE AVAILABLE QUARTERLY.

(B) THE TREASURER QOVERSEE THE IMPLEMENTATION OF
INVESTMENT PERFORMANCE MEASUREMENT PROCEDURES.
(See also Recommendation 5.2)
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(a)

APPENDIX A

ITEMS TO BE INCLUDED IN STANDARD REPORTING

AND ACCOUNTING

A Full Trustees' Report

In this report the Trustees would disclose matters not directly relevant

to the annual accounts and other attached reports, but important enough

to be drawn to the attention of interested members. The full report for

the period under review would be expected to include:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

details of the scope of operation of the scheme (e.qg., participating

employers);

names of the trustees and/or the committee of management and

the basis of appointment;

the names of professional advisers and all persons to whom the

trustees have substantially delegated their investment powers;
details of the membership covered by the scheme;
a statement as to the basis of employer contributions;

details of any material indebtedness with, and/or investments in,

the employer;

an outline of any rules, or other material, changes made and the
reasons for the changes (e.g., whether made voluntarily or to

comply with statutes);

a description of the investment policy (or at least the broad aims)
and strategy followed and a statement of the investment returns
obtained if not on individual types of investments, at least on the

whole fund, calculated using a generally accepted formula; and
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(b)

(c)

(d)

APPENDIX A (CONT'D)

(ix) information about the financial operations and position of the

scheme that complements the annual accounts.

An Abbreviated Report

Scheme members should be issued with an abbreviated report designed to
communicate to them in a simple and straightforward manner, the
financial position of the scheme. The abbreviated report should

comprise:

(i) an abbreviated version of the "Source and Application of Funds"
(cash flow) table;

(ii) an abbreviated version of the table of investments showing the
"market values" of the various types and investments held with the

Government directed investments grouped separately;

(iili) a brief resume of the report of the trustees (covering important
aspects of the trustees' stewardship, rule changes, membership and,
if applicable, pensioners), and the reports of the actuary and the

auditor; and

(iv) if considered appropriate, advice of the extent to which the

employer meets directly any costs of administration.

Personal Advice to Members

This gives a current statement of the main benefit entitlements.

Accounts

A standard format is specified for the accounts. These comprise the
following items, with corresponding items for the preceding year and all

necessary explanatory notes:
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(e)

(i)

(ii)

APPENDIX A (CONT'D)

a Statement of Income and Expenditure;

a Statement of Net Assets (Details would be given of any
investments in one organisation aggregating more than 5% of the
total market value of the fund);

(iii) a Statement of Source and Application of Funds for the year; and

(iv)

a Statement of Market Value of Net Assets at the end of the year.

Auditor's Report

The auditor should seek to be satisfied that

(D)

(ii)

| (iii)

(iv)

(v)

(vi)

the benefits stated to have been paid have in fact been paid and to
the correct beneficiary(ies) and that the benefits paid or which
have become payable are correct in amount according to the rules
of the scheme. Such checks will also embrace the exercise of

discretions;

employees eligible to participate in the scheme have been notified

of their joining rights or membership;

expenses shown as paid are expenses which are properly payable
out of the fund;

member contributions deducted from salaries have been accounted

for, whether or nat they have been paid to the trustees;

ernployer contributions due have been accounted for, whether or

not they have been paid to the trustees;

all contributions are in accordance with the Trust Deed;
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(f)

APPENDIX A (CONT'D)

(vii) all investments were made at market yields and were in

accordance with approvals; and

(viii) the annual accounts have been prepared in accordance with the
Trust Deed.

Actuary's Report

While a full report by the actuary would be made every three years, and
made available to interested members, an abbreviated and simplified
report would normally be produced each year covering at least the

following elements :

(i) a full investigation and a valuation was carried out

at 0.00....0000.00.0000.0'00;

(ii)  the "funding method" assumed;
(iii) whether current rates of employer contributions, expressed as a
percentage of salaries of scheme members, are likely to vary

materially in future and if so in what way;

(iv) any contingent liability in the event of termination of the scheme;

and

(v) the date the next full investigation and valuation is due.
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APPENDIX B

ITEMS FOR STANDARD DEFINITION

ACTUARY GOVERNMENT ACTUARY

ANNUITY

AVERAGE WEEKLY EARNINGS

BENEFIT

BENEFICIARY

BOARD DIRECTORS TRUSTEES

CHILD

CONSUMER PRICE INDEX

CONTRIBUTOR

CONTRIBUTION

DEED TRUST DEED

DEPENDENT

DISABILITY PERMANENT DISABILITY DISABLEMENT
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APPENDIX B (CONT'D)

ELIGIBILITY

EMPLOYEE PERMANENT EMPLOYEE TEMPORARY EMPLOYEE

FINAL SALARY FINAL AVERAGE SALARY
FUND

ILL-HEALTH PARTIAL DISABLEMENT

LIFE ASSURANCE LIFE ASSURANCE POLICY
MEMBER

NOMINEE

OFFICER

PENSION PENSIONER
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RESIGN

RETIRE

RETRENCH

RULES

SALARY

SCHEME

SERVICE

SICKNESS

SPOUSE

TRUSTEE

WAGE

YEAR

APPENDIX B (CONT'D)

RESIGNATION

RETIREMENT NORMAL RETIREMENT
RETRENCHMENT

SCHEME SALARY ADJUSTED SALARY
FULL TIME SERVICE CONTINUOUS SERVICE
PART TIME SERVICE INTERRUPTED SERVICE
TRUSTEES

MINIMUM WAGE

FINANCIAL YEAR SCHEME YEAR
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APPENDIX C

PROVISIONS

AGE EVIDENCE OF PROOF OF

CHILDRENS' BENEFITS ORPHANS' BENEFITS

COMMUTATION

CONTRIBUTION

DISABILITY

MEMBER'S PENSION SPOUSE'S PENSION

RATE DETERMINATION

PARTIAL DISABILITY ILL-HEALTH

EARLY RETIREMENT

INVESTMENT

OPERATION ACCOUNTING POWERS MANAGEMENT
MEASUREMENT
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APPENDIX C (CONT'D)

MEDICAL CLASSIFICATION

PORTABILITY

PRESERVATION

RETIRING AGE

SALARY FINAL AVERAGE SALARY

VESTING
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1.

6.

80

10.

11.

12.

13'

14.

15.

16.

17.

18.

19.

20.

APPENDIX D

LIST OF PERSONS & ORGANISATIONS MAKING
SUBMISSIONS TO THE INQUIRY

Australian Federated Union of Locomotive Enginemen,
Australian Railway Union.

Ballard, G.P. - Manager, Cash Management Account,
Victorian Development Fund.

- Member, State Superannuation Board
of Victoria.

Begg, A.S.

Devine, B.

Doolan, B.J.

Dwyer, E.

E.S. Knight & Co.

Federation of Victorian School Administrators

Geschke, N. - The Ombudsman for Victoria
Hammet, P.J. (Miss)

Hospitals Superannuation Board

Institute of Actuaries of Australia (The)

Jamieson, D.

LLocal Authorities Superannuation Board

McAlpine, R.

McCaughan Dyson & Co.

McGinty, J.

McGregor, B.P. - Town Clerk, City of Broadmeadows
Mclntosh, B.

Miller, S.I. - Chief Commissioner of Police,
Victoria Police
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APPENDIX D (CONT'D)

Norton, A. (Ms.)

Penrose, R.W.H.
Police Association (The)

Port of Melbourne Authority
Riley, J. (Dr.) - Psychiatrist

Simmonds, J.L., MP - The Honourable Member of
Parliament of Victoria.

- Minister for Employment and Training
Spurr, N.R. & M.E.
State Bank of Victoria
State Employees Retirement Benefits Board
Thompson, J.

Victorian Conference of Principles of Colleges of Advanced Education
Ltd.

Victorian Trades Hall Council
Victorian Women's Advisory Council to the Premier
White, W. (Dr.) - Consultant Psychiatrist

Woods, G.N. - Rate Collector, City of Broadmeadows
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APPENDIX E

LIST OF PERSONS AND ORGANISATIONS GIVING EVIDENCE TO THE INQUIRY

1.

4,

5.

10.

Champion, R. (Mr.)

Faulkner, P. (Ms.)

Hastie, M. (Mr.)

Hemming, A. (Mr.)

Leonard-Kanevsky, P. (Mr.)

McTaggart, G. (Mr.)

Moran, T. (Mr.)

O'Neill, D. (Ms.)

Ryder, J.M. (Mr.)

Smith, D. (Mr.)

Director of Superannuation, 13 August 1984
Policy and Management,
Dept. of Management & Budget.

Manager, 13 August 1984
Public Sector Policy Branch,

Public Service Board

of Victoria.

Secretary, 9 August 1984
State Superannuation Board
of Victoria.

Manager, 13 August 1984
Superannuation Policy,
Dept. of Management & Budget.

Elected Member, 9 August 1984
State Superannuation Board
of Victoria.

Manager, 13 August 1984
Superannuation Management,
Dept. of Management & Budget.

Acting General Manager, 13 August 1984
Services Delivery,
Public Service Board

of Victoria.

Acting Manager, 13 August 1984
General Staffing,
Public Service Board

of Victoria.

Chairman, 9 August 1984
State Superannuation
Board of Victoria.

General Manager, 13 August 1984
Policy and Tribunal,
Public Service Board
of Victoria.
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APPENDIX F

SEMINAR FOR SUPERANNUATION SCHEMES AND
DEPARTMENTAL REPRESENTATIVES HELD
ON 16 JULY 1984

PRESENT

Mr. Norman Billing

R.H. Burke

R.J. Brindley

Mr. W.F.G. Cannington

Ms. Jill Carr
Mr. Ron Champion

Mr. J.G. Cooper
Mr. P.N. Cooper

Mr. Murray Coulthard

Mr. Alan Cowen
Mr. A.W. Embury

Ms. P. Faulkner
Mr. Peter Fitzgerald
Mr. R. Foo

Mr. Neil Forrest

Mr. G.M. Fry

Mr. C. Gordon
Mr. J.F. Grech
Mr. B. Harding

Mr. Paul Haskings

Secretary, :

Victorian Parliamentary Former Members!
Association

Manager, Planning Services,

Department Industry Commerce & Technology

Secretary,

Melbourne and Metropolitan Board of Works
Superannuation Scheme

Secretary,

Tobacco Leaf Marketing Board Vic.

Equal Opportunity Board

Director of Superannuation,

Department of Management and Budget

State Electricity Commission of Vic.

Secretary,

Gas and Fuel Corporation Superannuation Fund

Department of Labour & Industry

Observer

Secretary,

Zoological Board of Victoria Superannuation
Fund

Public Service Board

Ministerial Adviser,

Law Department

Superannuation Officer,

Totalizator Agency Board

Investment Officer '

Construction Industry Long Service Leave
Board

Chairman,

State Employees Retirement Board

President,

Retired State Employees Association

Workshop Engineer,

Melbourne Transit Authority

Chairman's Representative,

Police Superannuation Board

Health Commission
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Mr. M, Hastie

J.A. Heffernan

Mr. A. Hemming
Mr. G. Jeffcott
Mr. Charles Jefferson

Ms. P. Kailis
Mr. G.L. l_.ampe

Mr. Maurice i_angford

Mr. Peter Leonard-Kanevsky

Mr. C. Lewis
Mr. J. McAuley

Mr. T.C. McCredden
J.D. Mason

Mr. D.W. Neville

Mr. Phil Nicoll

Mr. J. Norman

Mr. lan R. Pawsey
Mr. Denis Quinn

Mr. Alan Rackemann
Mr. Znolin S. Randall
Mr. L.M. Rocdriquez

Mr. K. Russell

Mr. T.W. Russell
Mr. J.A. Rutter

Mr. J.M. Ryder
Ms. l_iz Sagiakos
Mr. John Sandlant

Mr. Robert Seamer

APPENDIX F (CONT'D)

Secretary,

Trustees of the Parliamentary Contributory

Superannuation Fund

Associate Director

Legal Aid Commission

Department of Management & Budget

Ministry for the Arts

Secretary

The Victorian Egg Marketing Board
Superannuation Fund

Nepartment of Management & Budget

Assistant Director,

Economic and FFinancial Division,

Department of Premier and Cabinet

Manager, Personnel Services

Safety&Welfare,

Road Construction Authority

Elected Member,

State Superannuation Board

V.H.5.P.A.

Acting Director-General,

Department of Property & Services

State Electricity Commission of Victoria

Superintendent,

Victorian Ambulance Services Association

Director of Corporate Services,

Department of Youth Sport & Recreation

Paymaster,

Department Minerals & Energy

Director of Audit,

Office of Auditor-General

Secretary,

Local Authorities Superannuation Board

Local Government Department

Hospitais Superannuation Board

(Captain,

Port Phillip Sea Pilots

Manager,

Local Authorities Superannuation Board -

Officer in Charge, Special Accounts,-

Department Minerals & Energy

Ministry of Housing

Chairman

Totalizator Agency Board

Chairman,

Metropolitan Fire Brigades Superannuation

Board

P.P.A.

Payroll Accountant,

Health Commission of Victoria

Investigation Officer,

Ombudsman's Office
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APPENDIX F (CONT'D)

Mr. Ken Serong Police Association
Mr. N. Spurr Member,
Consultative Council on Rehabilitation
Mr. Ralph Sutcliffe Department of Agriculture
Mr. J.C. Trethowan Chairman,
State Electricity Commission of Victoria
Mr. B.J. Waldron Auditor-General,
Office of Auditor-General
Mr. G.J. Walker Provident Fund Officer,
State Bank of Victoria
A.E. Waller Observer
Mr. R.G. Webster Chairman,
Pilot Superannuation Board
Mr. Bill Wilkinson A.P.V.T.L
Mr. M. Wright Director, Policy Division

Ministry of Industrial Affairs
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APPENDIX F (CONT'D)

SEMINAR FOR UNION REPRESENTATIVES
HELD ON 20 JULY 1984

PRESENT

The Hon. R.A. Jolly, M.P., Treasurer

Dr. S. Anderson

Mr. Kevin Berry

Mr. Tony Burke

Mr. Max Burr

Mr. Don Calderwood
Mr. Ron Cameron
Mr. Edwin Carter
Mr. Ron Champion
Mr. Ian Cole

Mr. Alan Connolly
Ms. Veronica Cosgrove
Mr. Alec H. Dean
Ms. Kathie Gleeson

Mr. Michael Hansen

Mr. John Hart

Ms. Helena Higginbottom

Mr. Dennis Hosken
Mr. Len Hubbard
Mr. Paul Kriek

Dr. Paul Langley

Australian Medical Association

Senior Education Officer,

Institute of Senior Officers of the
Victorian Education Services

Adviser, ,

Mothercraft Nurses Association

Secretary (Vic. Branch)

Federated Gas Employees' Industrial Union

A.M.F.S.U.

T.T.U.V.

Vice-President, C.A.S.A.

Director of Superannuation,

Department of Management and Budget

Secretary, Gas Industry Salaried
Officers Federation

United Firefighters Union

Ministry of Employment and Training

Secretary, Victorian Branch,

The Association of Professional Engineers,
Australia

Administration,

Meat Industry Employees Provident Fund

Industrial Officer,

Victorian Public Service Association

A.P.S.A.

C/o Road Construction Authority

Information Officer/Secretary

Victorian Teachers Union Superannuation
Committee

Board of Works A.P.E.A. Group

United Firefighters Union

Association of Professional Engineers
(MMBW Group)

La Trobe University
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Mr. Malcolm McDonald

Mr. Jesse Malone
Mr. Peter Marsh

K.M. Matthews
Mr. John Neil

Ms. Jo Nolan

Mr. Max Owen
Ms. Marilyn Scott

Mr. Ken Serong
Mr. Paul Slape

Mr. Wally Spiess

Ms. A.E. Waller
Mr. Russell Wicking

APPENDIX F (CONT'D)

State Secretary,

F.E.D.F.A.

V.P.S.A.

Assistant Secretary

Trades Hall Council

Secretary, A.F.U.L.E.

Assistant Secretary, F.M.W.U.

Victorian Teachers Federation

Regional Officer,

Country Fire Authority Officers'
Assaciation

Industrial Officer,

C.A.S.A.

Police Association

General Secretary,

Municipal Employees Union

State Secretary,

Hospital Administrative Officers
Association of Victoria

Observer

Victorian Secondary Teachers
Association
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APPENDIX F (CONT'D)

SEMINAR ON MEDICAL ASPECTS OF SUPERANNUATION
HELD ON 24 JULY 1984

PRESENT
Mr. J.M. Anderson Consulting Actuary, State Superannuation Board
Mr. D. Craven Health Commission of Victoria
Dr. J. Harrison Health Commission of Victoria
Mr. M. Hastie Secretary, State Superannuation Board
Dr. P. Langley School of Economics, l_a Trobe University
Ms. D. O'Neill Public Service Board
Ms, C. Smith Public Service Board
Dr. P. Stanbury Health Commission of Victoria
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34.

36.

APPENDIX G

EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS
OF THE LEGISLATIVE COUNCIL
Friday, 2 July 1982

JOINT INVESTIGATORY COMMITTEES - The Honourable W.A. Landeryou
moved, by leave, That contingent upon the enactment and coming into
operation, this Session, of legislation to establish Joint Investigatory

Committees:

(@) The Honourable P.D. Block, B.P. Dunn, G.A. Sgro, D.K. Hayward and

A.J. Hunt be members of the Economic and Budget Review Committee;

Question-put and resolved in the affirmative.

EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS
OF THE LEGISLATIVE COUNCIL
Thursday, 20 October 1982

ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honourable A.J. Hunt
moved, by leave, That the Honourable P.D. Block be discharged from
attendehce upon the Economic and Budget Review Committee and that the
Honourable J.V.C. Guest be added to such Committee.

Question-put and resolved in the affirmative.
EXTRACTED FROM THE VOTES AND PROCEEDINGS

OF THE LEGISLATIVE ASSEMBLY
-~ Thursday, 1 July 1982

COMMITTEE APPOINTMENTS - Motion made, by leave, and question - That,

contingent upon the corning into operation of the Parliamentary Committees

(Joint Investigatory Committees) Act 1982-
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14,

APPENDIX G (CONT'D)

(@ Mr. Gavin, Mr. Harrowfield, Mr. McCutcheon, Mr. McNamara,
Mr. Richardson, Mr. Rowe and Mr. Sheehan (Ivanhoe) be appointed

members of the Economic and Budget Review Committee.
(Mr. Fordham)-put and agreed to.
EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS

OF THE LEGISLATIVE COUNCIL
Tuesday, 14 June 1983

ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honourable
Evan Walker moved, by leave, That the Honourable A.J. Hunt be discharged
from attendance upon the Economic and Budget Review Committee and that

the Honourable G.P. Connard be added to such Committee.
Question-put and resolved in the affirmative.
EXTRACTED FROM THE VOTES AND PROCEEDINGS OF THE

LEGISLATIVE ASSEMBLY
Tuesday, 6 March 1984.

ECONOMIC AND BUDGET REVIEW COMMITTEE - Motion made, by leave,
and question - That Mr. Richardson be discharged from attendance on the
Economic and Budget Review Committee and that Mr. Ramsay be appointed in

his stead.

(Mr. Fordham)-put and agreed to.

F D Atkinson Government Printer Melbourne
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PREFACE

The Economic and Budget Review Committee is constituted under the Parliamentary

Committees (Joint Investigatory Committees Act) 1982 to investigate and review

matters referred to it under the following Terms of Reference:

- to inquire and report to the Parliament on any proposal, matter or thing
connected with public sector or private sector finances or with the
economic development of the State where the Committee is required or

permitted to do so (by or under its Act).

- to inquire into, consider and report to the Parliament on any annual
report or other document relevant to the functions of the Committee
which is laid before either House of Parliament pursuant to a

requirement imposed by or under an Act.

- to inquire into, consider and report to the Parliament on any matter
arising out of the annual Estimates of Receipts and Payments of the

Consolidated Fund or other Budget Papers.

TERMS OF REFERENCE OF THE INQUIRY INTO
VICTORIAN PUBLIC SECTOR SUPERANNUATION SCHEMES

On 21 December 1982, the Governor-in-Council approved of the Terms of Reference

of the Inquiry.

A. The adequacy of present provisions for the management of all Victorian public

sector superannuation schemes, including:

(a) structure and management of schemes;

(b) representation of contributors;

(c) actuarial assessment and valuation;

(d) reporting to Government and contributors, and contributors' access
to information; and

(e) auditing requirements.

(1)



in terms of the efficient operations of these funds and the protection of the

interests of contributors and the Government.

Whether uniform provisions for the management of schemes are feasible and

desirable, and if so what these might be.

Whether existing administration of schemes is efficient and administrative

costs are reasonable,

Whether the current organisational structure of superannuation schemes in the

Victorian public sector is the most suitable having regard to:

(a) differences in the financial independence of various agencies and
authaorities involved;

(b) possible benefits from reduction of duplication and economies of
scale; and

(c) any disadvantages from competition between schemes,

and whether a reduction in the number of separate schemes is feasible and

desirable.

Whether the terms and conditions governing eligibility for membership of
various schemes are reasonable in comparison with other schemes in Australia
and whether these terms and conditions are equitable between different

employees.
The appropriateness of the current benefits, having regard to:

(a) the needs of contributors, superannuants and beneficiaries;

(b) comparable benefits for public sector employees in other States
and in the Commonwealth Government and those prevailing in the
private sector, also having regard to any differences in salary
packages and to the role of the superannuation in the recruitment
and retention of Victorian Government employees; and

(c) vesting,

(1v)



and including the reasonableness of provisions governing breaks in service,
resignation, early retirement, ill health retirement, retrenchment or

redundancy.

The adequacy of portability and preservation arrangements between schemes,

and between them and other Australian superannuation schemes.

The suitability of the present basis of Government funding of the various
schemes including the funding of administrative costs, and the future financial

implications for Government of existing basis of funding.

Whether the existing investment powers and pattern of investments of these
schemes is optimal from the point of view of contributors and of the
Government; and whether existing arrangements provide the most efficient

mechanism for maximising the investment income of the schemes.

Future options for public sector superannuation, including new relationships

between public sector and private sector superannuation schemes.

The adequacy of the existing legislative and requlatory framework for the
operation of schemes and the appropriate legislative framework for any

recommended changes in the structure and operation of schemes.

The Committee was required to report to Parliament by 31 December 1983 if

Parliament was then sitting or if the Parliament was not then sitting within seven days

after the next meeting of Parliament.

As this has not been possible, approval has been sought for an extension to
31 October 1984,

The Committee tabled its first reports, "A Review of Superannuation in the Victorian

Public Sector" and "Summary of Victorian Public Sector Superannuation Schemes" on

18 April 1984 and its second report, '"Final Recommendations and Options for the

Future Reform of Victorian Public Sector Superannuation' on 13 September 1984,

V)
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CHAIRMAN'S INTRODUCTION

This is the final report of the Economic and Budget Review Committee on
Victorian public sector superannuation. The Committee has already released
two reports on superannuation - "A Review of Superannuation in the
Victorian Public Sector" and "Final Recommendations and Options for the

Future Reform of Victorian Public Sector Superannuation".

This report provides a detailed study of the Victorian Parliamentary
Contributory, Judges', Governor's Pension, and other special superannuation

schemes. The report is divided into five major sections which consider:
(a) the different schemes' functions or roles;

(b) a detailed comparative study of these schemes' respective

provisions;

(c)  major recommendations for the review and reform of the Victorian
Parliamentary Contributory Superannuation scheme, the Judges'

Superannuation scheme and the Governor's Pension scheme;

(d) proposed changes for the removal of certain anomalies from the

Victorian Parliamentary Contributory Superannuation scheme; and

(e) further recommendations for change to the Supreme Court and
County Court Associates schemes and other special superannuation

schemes.

Given the unique nature of parliamentarians'’, Judges' and the Governors'
careers, the Committee has restricted the comparative analysis to similar
schemes in other States and the Commonwealth. This study has illustrated a
number of anomalies particularly within the Victorian Parliamentary

Contributory Superannuation scheme.

The Committee believes that it is inappropriate for Parliament, and in

particular a Parliamentary Committee, to recommend major changes to the

(XV)



Parliamentary Contributory Superannuation scheme.

The Committee's major concern throughout the report relates to the lack of a
formal  non-parliamentary  (independent) mechanism for  reviewing
parliamentarian's superannuation as part of total remuneration. Decisions to
review and recommend changes to the Parliamentary Contributory and other
special superannuation schemes have largely been ad hoc in nature.
Furthermore, the Committee has been concerned that despite the obvious fact
that superannuation is an important component of the total remuneration
package of parliamentarians, changes to superannuation are treated separately
from salaries and allowances. In keeping with the earlier reports on
superannuation, the Committee believes that parties to the negotiation and
collective agreements and awards should view superannuation provisions and
benefits in the context of the employee's total remuneration package.
Consequently, the Committee believes that such procedures should apply to

the parliamentarians' remuneration package.

The Committee therefore has not sought to make recommendations for major
changes to parliamentary superannuation in isolation. Although this report
outlines principles for change, the Committee's major recommendation is that
the responsibilities of the Commonwealth Remuneration Tribunal should be
widened to include superannuation and that the tribunal should make
determinations on an annual basis for all States and the Commonwealth on

parliamentarians' total remuneration.

The Committee believes the tribunal would provide an objective forum to
review superannuation in the context of the given level of salaries and
allowances. Uniform methods for determining total remuneration of
parliamentarians should prevent leapfrogging of benefits, achieve cost savings

and encourage consistency between the various States and the Commonwealth.

The Committee as a secondary recommendation also proposes that, if
agreement is not forthcoming for widening the role of the Commonwealth
Remuneration Tribunal, there should be established in Victoria an independent

remuneration tribunal.

(XVI)



The Committee has also made a number of minor recommendations for the
Victorian Parliamentary Contributory Superannuation scheme to remove

anamolies and to formalise some established practices by the Trustees.

For the other special superannuation schemes, the Committee has
recommended, in the case of Judges' and Governor's Superannuation schemes,
occasional reviews of total remuneration by the Parliament of Victoria, and, in
the case of the County Court Associates' and the Supreme Court Associates'
Superannuation schemes, that they should be closed and new employees be
allowed to join the proposed Victorian State Employees Superannuation

Scheme.

As Chairman of the Committee, I wish to express my thanks to sub-Committee

members and the staff of the Committee for their work on this report.

B.J. ROWE, M.P.,

Chairman
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3.1

3.2

3.3

3.4

COMMITTEE'S RECOMMENDATIONS

A full list of the Committee's recommendations follows. The
recommendations are in the order they appear in the text and should be
considered in light of the discussion in the relevant chapter. The list begins
with the recommendations of Chapter 3 as there are no recommendations

arising from Chapters 1 and 2.

Recommendations of Chapter 3

The Remuneration Review Process and the Victorian

Parliamentary Contributory, Judges' and Governor's Superannuation Schemes

That the responsibilities of the Commonwealth Remuneration Tribunal be
widened to include superannuation and that this tribunal should make

determinations on parliamentarians' total remuneration on an annual basis.
(p.45)

That, if agreements are not forthcoming to widen the role of the
Commonwealth Remuneration Tribunal, there be established in Victoria an

independent remuneration tribunal. (p.46)

That the total remuneration of the Governor be reviewed by the Parliament of

Victoria at the beginning of the term of each incumbent. (p.49)
That the remuneration of Judges of the Supreme Court and County Court be

reviewed by the Parliament of Victoria from time to time as recommended by
the Attorney-General. (p.49)
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4.1

4.2

4.3

4.4

4.5

4.6

Recommendations of Chapter 4

Recommendations for Change to the Victorian

Parliamentary Contributory Superannuation Scheme

That the formula for calculating pensions be based on the basic Parliamentary
salary current at the date of retirement and on adjustments to all increments
received for higher duties according to the proportion which base salary at

date of retirement bears to base salary during the tenure of higher office.
(p.58)

That legislation be enacted to embody the scale of benefits recently adopted

by the Trustees for dependent children. (p.59)

That calculations of notional credit for previous service in the State
Superannuation scheme and other approved superannuation schemes be made
uniformly and that the whole issue of the most appropriate portability

arrangements be referred to the proposed remuneration tribunal. (p.61)

That the Parliamentary Salaries and Superannuation Act 1968 be amended so

that a parliamentarian who has an aggregate period of at least eight years
service and is not re-endorsed by his or her political party should be
specifically considered as having met the minimum period of service to qualify

for the pension benefit. (p.62)

That Paragraph 15(1)(c) of the Parliamentary Salaries and Superannuation

Act 1968 be amended so that the number of Parliaments required is reduced
from three to two and that the Paragraph should apply only to current
parliamentarians. For new parliamentarians the appropriate form for
Paragraph 15(1)(c) should be referred to the proposed remuneration tribunal.
(p.62)

That there be six Trustees, of whom one must be the Treasurer as Chairperson,
with others chosen to include representatives from each House of Parliament

and from each Party. (p.64)
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4.7

4.8

4.9

5.1

5.2

That the Trustees of the Parliamentary Contributory Superannuation scheme
ensure that the scheme meets the standards of reporting as laid out in the
Committee's Report entitled "Final Recommendations and Options for the

Future Reform of Victorian Public Sector Superannuation". (p.65)

That the investment of funds of the Parliamentary Contributory
Superannuation scheme be managed by the proposed Victorian Superannuation

Investment Trust. (p.66)

That the Actuary should be required to assess the contribution rate required
from the Consolidated Fund as the percentage of parliamentarians' salaries
sufficient to fund benefit payments over the expected duration of

parliamentarians' years of service. (p.66)

Recommendations of Chapter 5

Other Special Public Sector Superannuation Schemes

That the County Court Associates and the Supreme Court Associates
Superannuation schemes be closed and that new associates should be allowed

to join the proposed Victorian State Employees Superannuation Scheme. (p.69)

That no further special superannuation schemes be initiated without the

express approval of the Treasurer. (p.71)
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CHAPTER 1

THE ROLE OF SPECIAL SUPERANNUATION SCHEMES

SECTION 1.1 THE PARLIAMENTARY CONTRIBUTORY SUPERANNUATION
SCHEME
1.1.1  The Origin of the Scheme

The origins of the present superannuation legislation are to be found in the
1946 Parliamentary Contributory Retirement Fund Act. This Act established

a Parliamentary Contributory Retirement Fund into which were paid
contributions deducted fortnightly from members' salaries. = The major
criticism of this legislation was that the fund it established was not actuarially
sound. Benefits bore no relation to contributions, the contribution from the
Consolidated Revenue was significantly less than other public sector schemes

and fund income was not invested.(1)

In consequence, legislative changes led to the Parliamentary Contributory

Superannuation Act 1962 which established a Parliamentary Contributory

Superannuation Fund. In turn this fund was succeeded by a fund of the same

name established by the Parliamentary Salaries and Superannuation Act 1968.

There have been a number of subsequent amendments to this Act, the most

recent being those of the Parliamentary Superannuation Act 1982.

While it is not the intention of the Committee to review, in detail, the
evolution. of the present parliamentary scheme, it might be noted that the
present scheme is very much the end product of a process of ad hoc review and
legislative change. Even so, the Committee accepts the need for a separate
parliamentary scheme in Victoria - a situation which is accepted by other

Australian Parliaments.



1.1.2

1.1.2.1

The Need for a Parliamentary Superannuation Scheme

The existence of a special parliamentary superannuation scheme is not
unusual. Indeed, such schemes exist for all other parliamentary jurisdictions in
Australia as well as for the majority of developed countries which follow the
Westminster parliamentary model. The arguments for such schemes are well
established and widely accepted. Entry to a parliamentary career is a risky
undertaking; even if a person enters via a 'safe' seat, performance, future
electoral redistributions and even failure to retain pre-selection through

intra-party disputes means tenure is uncertain.

The decision to embark upon a parliamentary career is not lightly undertaken.
Apart from the political risks involved, other considerations include the loss of
career continuity, job tenure and seniority, and the uncertainty of being able
to re-enter the workforce at one's previous salary and job position.
Difficulties involved in labour force re-entry are recognised in a number of
countries. In Canada, for example, unsuccessful candidates continue to
receive the basic parliamentary salary for five months after the election in
recognition of the difficulties and delays many former parliamentarians have

in resuming previous careers or re-establishing themselves in the workforce.
Conceptually, the parliamentary superannuation package is divided into a

retrenchment component and a provision for retirement component. This

division reflects the special requirements of a scheme for parliamentarians.

Parliamentary Remuneration and Superannuation

The Commonwealth Remuneration Tribunal has noted that parliamentarians'
salaries are falling behind the general benchmark used in making its
determinations, that being the general salary range between Level 1 and
Level 2 officers of the Second Division of the Commonwealth Public
Service.(2) At a base salary of $41,302 per annum, Victorian parliamentarians
are paid $500 per annum less than their Commonwealth counterparts, and (in
common with them) are expected to assume a heavy workload if they are to
discharge adequately their parliamentary and electoral responsibilities. Unlike

graduated or incremental salary scales common to many senior public and



private sector positions, parliamentarians are not rewarded for years of

service by salary increments (and hence by increased superannuation

contributions and benefits).

The Economic and Budget Review Committee's reports on superannuation have
emphasised the wide acceptance of superannuation as an integral element of
total remuneration. For senior private sector positions and for entry into, for
example, the senior executive service of the Victorian public sector,
superannuation (together with other allowances and benefits) is seen as an
important and necessary part of any negotiated package. As job tenure is
often expected to be of limited duration (a short-term contract) it is common
practice for superannuation contributions and benefit provisions to be

negotiated to reflect this.

As a corollary, in view of the unique nature of a parliamentary career, it is
inappropriate to attempt to compare the superannuation provisions of a
scheme such as the Victorian Parliamentary Contributory Superannuation

scheme with standards established by public sector schemes.

Members of public sector schemes are typically in secure job positions and do
not face the uncertainties attending a parliamentary career which result from
elections and changes of government. Consequently, the criteria by which
parliamentary schemes are to be judged are quite different to those commonly

used to assess broad based public and private sector schemes.

Sir Henry Bolte, as Premier of Victoria, made clear the special needs of
parliamentarians in introducing the second reading of the Parliamentary

Salaries and Superannuation Bill 1968:

"I have already made reference to the views of the committee of inquiry
concerning the need for Parliamentary salaries and allowances to provide
an adequate remuneration so that persons may enter Parliament without
the need to rely on private means. It is of the u.tmost importance to
arrange matters so as to preserve the integrity of members, and, in my
view, it is essential that a superannuation scheme which has proper

- regard to the peculiarities and special features of Parliamentary service
should be devised."(3)



1.1.2.2 Career Choices, Membership Characteristics and Job Tenure

The experience and characteristics of parliamentarians in any jurisdiction wil]
reflect the varying political circumstances and historical developments in that
jurisdiction (e.g., the dominance of one political party or the influence of
minority parties), but it is important to consider some specific attributes tgo
illustrate the basis for special superannuation provisions. These attributes

include age at election, years of service and age at exit.

Table 1.1 shows the age distribution at the date of election of a sample of
most current members of the Victorian Parliament and most members who
retired since 1972. The most significant feature of this table is the dispersion
of age at entry of current parliamentarians. Unlike the majority of
superannuation schemes where members would be expected to enter at a
relatively early age (as is the case for the Victorian public sector
superannuation schemes) entry to the Victorian Parliamentary Contributory
Superannuation scheme has occurred with roughly equal probability between
the ages of thirty and fifty years. Indeed 57.7% of this sample of current and
retired parliamentarians were over forty years of age at entry to the scheme,

with only 9% entering at thirty years of age or less.

TABLE 1.1

VICTORIAN PARLIAMENTARY SUPERANNUATION SCHEME
AGE AT ELECTION

Years Current Retired Total
of Parliamentarians Parliamentarians

Age No. % No. % No. %
25 or less 4 3.4 -- -- 4 2.0
26-30 8 6.8 6 7.1 14 7.0
31-35 21 17.9 12 14.3 33 16.4
36-40 20 17.1 14 16.7 34 16.9
41-45 28 23.9 17 20.2 45 22.4
46-50 23 19.7 16 19.0 39 19.4
51-55 11 9.4 14 16.7 25 12.4
56-60 2 1.7 5 6.0 7 3.5
Over 60 -- -- -- -- -- --

117 100.0 84 100.0 201 100.0




Election for the majority of Victorian parliamentarians therefore means a
significant break in (or on the threshold of) a peak earning period. For those
who must either cash in or preserve any existing superannuation cover, entry
into a new scheme can be costly as they are unable to capitalise upon the

period of scheme coverage in which returns accrue at the highest rate.

Moving on from age at entry, it is important to examine years of service, for
both defeated parliamentarians and those retiring voluntarily. These
distributions are given in Table 1.2. Average service for defeated
parliamentarians is eleven years - significantly less than the nineteen years
reported for other retired parliamentarians. Care should be taken however in

emphasising unduly the estimates of average years of scheme membership.

TABLE 1.2

VICTORIAN PARLIAMENTARY SUPERANNUATION SCHEME
YEARS OF SERVICE - RETIRED PARLIAMENTARIANS

Years Defeated Other Retired Total
of Parliamentarians Parliamentarians
Service No. % No. % No. %
0-3 1 2.3 -- - 1 1.2
4-6 9 20.9 1 2.4 10 11.9
7-9 7 16.3 1 2.4 8 9.5
10-12 11 25.6 3 7.3 14 16.7
13-15 4 9.3 3 7.3 7 8.3
16-18 7 16.3 10 24.4 17 20.2
19-21 1 2.3 10 24 .4 11 13.1
Over 21 3 7.0 13 31.7 16 19.0
43 100.0 41 100.0 84 100.0
Average: 11 .years 19 years 15 years

The most notable feature of this table is the wide variation in years of service
for both defeated and retired parliamentarians. Indeed, in the case of

defeated parliamentarians- the group which is most 'at risk' (and which



constitute more than 50% of the total retired parliamentarians' group) - a
simple average of years of service is quite misleading. The distribution of
years of service for this group is much more dispersed than for those retiring
voluntarily, with almost one quarter reporting less than six years service and a
further 41.9% serving 7 to 12 years. For both defeated and 'other retired'
parliamentarians those in the more exposed (or marginal) seats will have a

lower expectation of tenure than those in safer seats.

A final characteristic to consider is age at exit from the Parliamentary
scheme. In the case of defeated parliamentarians (Table 1.3), 37.2% were
fifty years or younger on leaving the scheme. The corresponding figure for
retiring parliamentarians is 7.2%. It should also be noted that, unlike other

public sector superannuation schemes the majority leave involuntarily (51.2%).

TABLE 1.3

VICTORIAN PARLIAMENTARY SUPERANNUATION SCHEME

AGE AT EXIT

Years Defeated Other Retired Total

of Parliamentarians Parliamentarians

Age No. % No. % No. %
25 or less -- -- -- -- -- --
26-30 -- -- -- -- -- --
31-35 1 2.3 -- -- 1 1.2
36-40 -- -- 1 2.4 1.2
41-45 6 14.0 1 2.4 7 8.3
46-50 9 20.9 1 2.4 10 11.9
51-55 7 16.3 5 12.2 12 14.3
56-60 7 16.3 6 14.6 13 15.5
Over 60 13 30.2 27 65.9 40 47.6

43 100.0 41 100.0 84 100.0

The above tables are based on a specific period in the history of the Victorian

Parliament - a period which was characterised by the uninterrupted



administration of one party - and is, therefore, one of relative stability. If,
however, this period of stability were to be replaced by one of high volatility
this would mean anticipated years of parliamentary tenure would be less, there
would be greater uncertainty of maintaining one's seat (with an increased
number of marginal seats) and average age of scheme exit would be less. In
short, both current and prospective members of the Parliamentary
Contributory Superannuation scheme would experience greater uncertainty of
tenure, and the scheme itself would experience greater volatility or turnover
in membership. Furthermore, there would be substantial changes in the total
remuneration (including superannuation) accruing to individual members who
remained in Parliament but who might change from being a Minister in one

Parliament to a shadow spokesperson or backbencher in the next.



SECTION 1.2 SUPREME _AND COUNTY COURT JUDGES' SUPERANNUATION

1.2.1

1.2.2

SCHEMES

The Origins of the Schemes

The superannuation schemes for Victorian Supreme Court and County Court
Judges are essentially identical and unlike those for the parliamentarians, are

non-contributory and are financed on a pay-as-you-go basis.

The provision of a non-contributory pension as part of the total remuneration
package for Judges has a long history. In Victoria, provision was made for

Judges' pensions in the first Constitution Act 1854 establishing representative

government. That Act allocated 4000 pounds per annum for the payment of
pensions to retired Judges of the Supreme Court in accordance with
regulations framed by the Governor in Council. An Order in Council of
12 February 1857 provided a pension for any Judge of the Supreme Court who
had served for fifteen years or retired on account of ill-health. The amount
was one half of his salary at the time of his retirement (free and clear of all
taxes and deductions whatsoever). Judges received non-contributory
superannuation prior to the establishment of the first public sector

contributory superannuation scheme.

Following the recommendations of the 1980 Grimwade Board of Review, the

Judges' Salaries and Pensions Act 1980 updated the legislation outlining the

retirement provisions for Supreme Court and County Court Judges. The
benefits were upgraded considerably by increasing the retirement benefits
from a pension of 50% to 60% of salary, improving the spouse benefit and
adding a benefit for the (eligible) children of a deceased Judge. The scheme
remained non-contributory - as do schemes of the Commonwealth and other

States except Tasmania.

Membership Characteristics, Career Choices and Forgone Earnings

Appointment as a Supreme Court or County Court Judge does not involve the

uncertainty of job tenure characterising election to the Victorian Parliament.



The position of Judge is one of fundamental importance in the administration
of the State as a Judge is charged with making all the decisions on disputed
matters under existing legislation. As such, the position of Judge has the
highest status in the legal profession. A Judge is required to decide between
alternative arguments put up by barristers and it is from barristers that Judges

are chosen.

As a consequence, the role that a Judge is expected to play in the community,
both in activities and in expressed attitudes, implies a certain loss of personal
freedom. There is also a considerable loss of financial earning power, from
accepting the role after having been a barrister. While leading Queen's
Counsel are understood to earn in the order of $200,000 p.a. or more, a Judge's
salary is of the order of $70,000-$80,000 which, while generous by community
standards, means that the individual who chooses to accept the invitiation to
become a Judge incurs a considerable financial sacrifice for the status

acquired.

The Victorian Solicitor-General, Mr. H.C. Berkeley, reinforced this opinion in

giving evidence to the Committee:

"I think judges have always been regarded in a special position so far as
this type of benefit is concerned. One takes them from a very high
earning group at a time of life when they are at their peak ... Most
people who take on the job feel obligations of service to the community,
but also they are entitled to be realistic so far as their families are
concerned and in the past it has been thought appropriate in the special
circumstances and in view of their special position in the community

they should be offered non-contributory pensions."(4)

Judges are generally appointed in their mid-forties (see Table 1.4) and are not
required to retire until seventy-two, although the schemes allow for full
benefits after reaching the age of sixty with at least ten years of service.
However, as Table 1.5 illustrates, a significant proportion of current Judges
have already served more than ten years, and only occasionally is a Judge

known to cease service before reaching the age of seventy-two.



TABLE 1.4

SUPREME AND COUNTY COURT JUDGES' SUPERANNUATION SCHEMES
AGE AT APPOINTMENT - CURRENT JUDGES

Age (yrs) Supreme Court County Court Total
No. - No. No. %
31-35 -- 1 1 1.7
36-40 -- 3 3 5.1
41-45 2 6 8 13.6
46-50 12 16 28 47.5
51-55 2 8 10 16.9
56-60 3 2 5 8.5
Not Known 2 2 4 6.8
21 38 59 100.0
Average 50 years 47 years
Range 42-60 years 32-60 years
TABLE 1.5

SUPREME AND COUNTY COURT JUDGES' SUPERANNUATION SCHEMES
YEARS OF SERVICE TO DATE - CURRENT JUDGES

Years Supreme Court County Court Total

No. No. No. %
1-5 5 11 16 27.1
6-10 8 8 16 27.1
11-15 5 6 11 18.6
16-20 3 7 10 16.9
21-25 - 4 .8
26-30 - 2 A
21 38 59 100.0
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1.2.3

Since the average age at appointment of the current Judges is forty-seven to
fifty, this would imply some twenty years of service before retirement,
coupled with a consequently shorter expectation of pension receipt, especially
compared to a public servant who may, and generally does, retire at sixty or

even take early retirement at fifty-five.

As at June 1983 in Victoria, there were fifty-seven Judges and thirty-nine
former Judges receiving pensions. The total cost of the scheme for that year
was $1.228 million, illustrating that the total cost of the scheme is relatively

small.

The County Court Associates and the Supreme Court Associates

Superannuation Schemes

These schemes are identical, the Supreme Court Associates' scheme having
been established in 1957 and the County Court Associates' scheme in 1979.
The schemes are voluntary, lump sum, funded schemes, and are administered
by the Public Trustee. The lump sum benefit is payable after ten years service
and being aged sixty, or on reaching the age of seventy-two. Funds are
managed and invested by the Public Trustee through the Public Trustee's

Common Fund A but individual benefit records are maintained.

A Judge's associate is to all intents and purposes a Judge's valet/secretary.
People who become associates to Judges are usually either retired people aged
in their fifties who may or may not have legal training, or young, newly
qualified lawyers who see a year or so being associated with a Judge as being
beneficial to their experience and career. In neither case is this job seen as a
'‘career'. Indeed, it is a one-to-one relationship which may carry on till the
associate's Judge retires, in which case the associate may look to become
attached to another Judge. However, this is not easy, as each Judge has only
one associate, so the Judge's retirement may also be the end of the job for the
associate. Recently, the number of Judges and associates has been increasing,
but the number of associates in the schemes has declined. At June 1983, there
were fifty-seven associates but only thirty-two were in the schemes, whereas
in June 1980, there were fifty-three associates and forty-three were in the

schemes. Total funds administered by the Public Trustee under the two

11



1.2.4

schemes in June 1983 was $0.227 million. These figures indicate that the
schemes are very small and declining in popularity.

Governor's Pension

The Victorian Constitution Act 1854 established the role and position of

Governor - the Queen's appointed representative in Victoria. The Act also
describes the salary and employment conditions of the Governor. The most

recent amendments to the Constitution Act in relation to the Governor's

remuneration were made by the Judges' Salaries and Pensions Act 1980 which

altered the annual pensions payable to former governors or their widows. The
provisions are modelled on those of the Judges' schemes. The cost of the

scheme in the year ended June 1983 was $64,000 and there were three

pensioners.
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CHAPTER 2

EXPERIENCE WITH PARLIAMENTARY AND OTHER
SPECIAL SUPERANNUATION SCHEMES

SECTION 2.1 COMMONWEALTH AND STATE PARLIAMENTARY

2.1.1

SUPERANNUATION SCHEMES - A COMPARATIVE ANALYSIS

Historically, Victoria has served as the model for parliamentary
superannuation schemes in Australia, but this is less true now as the various
schemes have been successively modified to reflect local views and needs.
Even so, Victoria is not in an overall sense significantly out of line in its
benefit provisions from those offered by the other States and the

Commonwealth.

Table 2.1 summarises the major features of the various Commonwealth and

State parliamentary superannuation scheme legislation.

Eligibility and Contributions

Elected members of Commonwealth and State parliaments are all required to
join their respective schemes. The only exception is the Queensland scheme.
Where significant changes to superannuation schemes occur as a result of
legislation as in Victoria, 1962 and 1968 or Queensland, 1984, parliamentarians

may opt to remain in the previous scheme.

Victoria's parliamentarians, as a member, Minister or office holder, contribute
to the Victorian Parliamentary Contributory Superannuation scheme at a rate
of 11.5% of gross salary. This contribution rate is standard for virtually all
other parliamentary schemes in Australia, the exceptions being contribution

rates of 12.0% in Tasmania and 12.5% in New South Wales.
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TABLE 2.1

AUSTRALIAN PARLIAMENTARY SUPERANNUATION SCHEMES
COMPARATIVE SUMMARY OF PARLIAMENTARY SUPERANNUATION SCHEME LEGISLATION:
CONTRIBUTIONS, BENEFITS, MANAGEMENT, FINANCING & INVESTMENT

Scheme Victoria Commonweslth N.S.W, Queensland S.A. W.A. Tasmania N.T.
1. Contributions
- employee (% of salary) 11.5% 11.5% 12.5% 11.5% 11.5% 11.5% 12.0% 11.5%
- employer (% of salary) Actuary - Actuary 21.4% 11.5% 23.0% Actuary Actuary
' determines determines (i.e. 65 ths plus actuary's plus actuary's determines determines
35 determination determination
of contributions)
plus actuary's
determination
2. Benefits
(a) Full Benefits
- unqualified service eligibility 15 years 12 years 7 years 11 years 15 years 15 years 15 years 15 years
- unqualified condition
eligibility B years and 8 years and - 8 years and 13 years and 7 years and 8 years and 10 years/
non-election 3 Parlmnts and non-election 5 Parlmnts non-election  non-election 3 full terms
OR non-election OR OR OR and
6 years and OR 6 years and 7 years and 8 years and non-election
3 Parlmnts 8 years and non-election aged 55 years aged 65 years
and over over 60 OR
60 years OR 6 years and
4 Parlmnts aged 60 years
- Pension Benefits
. minimum years & salary % 8 yrs - 50% Byrs-50% 7 yrs-48.8% 8yrs-41.2% 6yrs-41.2% 7yrs-38.8% 8yrs-41.2% 10 yrs - 46%
. maximum years & salary % 204 yrs - 75% 18yrs-75% 20yrs-80% 20yrs-70% 22yrslmth. 20yrs-70% 20yrs-70% 20 yrs - 70%
- 75%
- indexation basis MP's salaries =~ MP's salaries MP's salaries Brisbane CPI  Adelaide CPI Perth CPI MP's salaries  MP's salaries
(annually) (annually) (annually)
- % commutable Lo lump sum 100% 50% 75% at 45 yrs 100% 75% at 45 yrs 100% at 45 yrs Nil 100%
reducing to reducing to reducing to
50% at 70 yrs 30% at 60 yrs 50% at 65 yrs
' (40% if 20 yrs
service)
(b) Benefits if Service Less Than

Minimum

Involuntary Resignation

Voluntary Resignation

Contributions
+233%

Contributions
+233%

Contributions
+117%

Contributions
+117%

Contributions
+ 233%

+117%

Contributions
+33%

(5% compound
Contributions for new members

from 10/83)

15

Contributions
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for each year + 100%
of service, plus interest
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only
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TABLE 2.1 (CONTINUED)

Scheme

Victoria

Commonwealth N.S.W. Queensland S.A. W.A. Tasmania N.T.

() Death Benefits

. spouse (above min. service)

. spouse (below min. service)

. does commutation to lump sum

affect calculation of spouse
benefit?

. children (spouse alive)

. children (no spouse alive)

Management

Administration
No. of Trustees

. Who are Trustees?

Basis of selecting Trustees
who are not office-holders

Actuary Responsible

Actuarial Investigation

67% pension
OR
40% current
salary

40% current
salary

No

Nil

As Trustees
think fit

6

Treasurer
President
Speaker
1 Council
2 Assembly

Appointed by
Governor-
in-Council

Appointed by
Trustees

3 years

82.5% pension  75% pension 62.5/67% 75% pension 67% pension  62.5% pension 62.5% pension

OR pension OR OR OR OR
45% current  40% current  40% current 40% current 40% current
salary salary salary salary salary

82.5% pension  45% current  40% current 75% pension 67% pension  40% current 40% current

salary salary OR salary salary
40% current
salary
Yes No Yes Yes No N.A. No
Nil 5% current salary Nil See Appendix 1 3% current 5% member's Nil
salary pension

25% spouse's  10% current As Trustees 45% member's 6% current  20% member's 25% spouse's

pension salary think fit pension for salary pension pension
first child,
less for
subsequent
children
5 8 3 3 5 3 4
Min. for Finance 2 Council Premier President Treasurer President Speaker
2 Senate 5 Assembly Speaker Speaker 2 Council Speaker 2 Assembly
2 House of Rep. Secretary & Leader of Op. Under-Treasurer 2 Assembly Under-Treasurer Head,
Comptroller Treasury
of Accounts, Dept.
Treasury
Elected by - Elected by N.A. N.A. Elected by N.A. Speaker
respective ~  respective respective appoints one
Houses Houses Houses each on

recomm. of
Chief Minister
& Leader of Opp.

No provision  Appointed by  Appointed by Public Governmment  Appointed by  Appointed by
Trustees Trustees Actuary Actuary Trustees Trustees
No provision 3 years 3 years 3 years 3 years 3 years 3 years



TABLE 2.1 (CONTINUED)

Scheme Victoria Commonwealth N.S.W. Queensland S.A. W.A. Tasmania N.T.
4. Financing and Investment

Scheme Type Funded Unfunded Funded Funded Funded Funded Funded Funded
Restrictions on Jnvestment None on Trustees N.A. C/wealth At least 30% None Trustees Trustee None

but investment to securities, invested in investments investments

be done & managed local authority C/wealth or

by State Super. loans, N.S.W. State
Board mortgages, securities

Source: Table Al, Appendix A.

trustee invstmnts

17



2.1.2

2.1.2.1

In all cases (except the unfunded Commonwealth Parliamentary Contributory
Superannuation scheme), the employer's i.e., government's, contribution is
determined by an actuary. Three States (Queensland, South Australia and
Western Australia) stipulate an amount to be contributed by the government

even before the actuary makes a recommendation.

The Commonwealth Parliamentary Contributory Superannuation scheme
provides for a reduction in parliamentarians' contributions to 5.75% of salary
after eighteen years' parliamentary service, and the Western Australian

scheme to 5% after twenty years.

Benefits Structure

Benefits on Ceasing to be a Parliamentarian

In five States (including Victoria) a pension is available without qualification
after fifteen years' service. The eligibility provisions of the New South Wales
scheme are the most generous with unqualified benefits available after seven
years, with corresponding figures of eleven years in Queensland and twelve

years in the Commonwealth scheme.

While pensions are also available upon non-re-election after at least six years
and up to ten years service, the actual conditions for benefit eligibility vary
widely in terms of the number of parliaments served in and age of contributor.
The Victorian Parliamentary Contribution Superannuation scheme is less
generous than most other schemes. It requires parliamentarians to have
served eight years before non-re-election or to have served six years in three

parliaments and be over sixty years of age before a pension is payable.

In all Australian parliamentary schemes, pensions are expressed as a
percentage of current parliamentary salaries, but again there is some variation
in the percentage of salary and the number of years of service necessary to

achieve it.

Victoria is in line with other schemes in providing a minimum pension of 50%

of salary after eight years' membership. The maximum Victorian pension is
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75% of salary after twenty years' membership. These provisions are similar to

those provided by the Commonwealth scheme.

A comparison of pensions in terms of the percentage of salary payable by each
of the parliamentary schemes at each year of service is given in Table 2.2.
From this table it can be seen that the benefits payable in Victoria are, with
minor exceptions, slightly inferior to those of the Commonwealth and New
South Wales schemes where benefits are equal. The benefits payable in the

other State schemes are inferior to those for Victoria.

TABLE 2.2

AUSTRALIAN PARLIAMENTARY SUPERANNUATION SCHEMES
PENSION AS A PERCENTAGE OF BASIC SALARY

Years Vic C/wlth NSW  Qld SA WA Tas NT
Service % % % % % % % %
6 -- -- -- --  41.2 -- -- --
7 -- -- 48.8 -- 43.6 38.8 -- --
8 50.0 50.0 51.2 41.2 46.0 41.2 41.2 --
9 52.0 52.5 53.6 43.6 48.4 43.6 45.4 --
10 54.0 55.0 56.0 46.0 50.8 46.0 49.6 46.0
11 56.0 57.5 58.4 48.4 53.2 48.4 53.8 48.4
12 58.0 60.0 60.8 50.8 55.6 50.8 58.0 50.8
13 60.0 62.5 63.2 53.2 58.0 53.2 59.5 53.2
14 62.0 65.0 65.6 55.6 60.4 55.6 61.0 55.6
15 64.0 67.5 68.0 58.0 62.8 58.0 62.5 58.0
16 66.0 70.0 70.4 60.4 65.2 60.4 64.0 60.4
17 68.0 72.5 72.8 62.8 67.6. 62.8 65.5 62.8
18 70.0 75.0 75.2 65.2 70.0 65.2 67.0 65.2
19 72.0 75.0 77.6 67.6 72.4 67.6 68.5 67.6
20 74.0 75.0 80.0 70.0 75.0 70.0 70.0 70.0
21 75.0* 75.0 80.0 70.0 75.0. 70.0 70.0 70.0
22 75.0 75.0 80.0 70.0 75.0%%70.0 70.0 70.0
* Strictly the maximum of 75% is achieved at 20 years 6 months of service.
* % Strictly the maximum of 75% is achieved at 22 years 1 month of service.
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2.1.2.2 Pensions for Office Holders

Members of the various parliamentary schemes who have received a salary
above the basic parliamentary salary receive a higher pension. In all States

except South Australia, the pension for such persons is calculated by
multiplying the pension based on years of service and basic parliamentary
salary, by the ratio of total salary received during the period of total service,
including additional salary as a minister or officer holder, over total salary
he/she would have received as a parliamentarian without office in the same

period.

The South Australian scheme differs mainly in the use of a ratio which is
calculated by dividing the aggregate basic and additional salary earned during
the six years of highest offices held by an amount of six times the salary
applicable to the member on the date of her/his retirement. Other factors
come into play in the calculations, but one of the most important features is
that the calculation of basic and additional salary is at the rates applicable at

the time of retirement.

This feature overcomes a problem inherent in the other parliamentary
schemes, including the Victorian Parliamentary Contributory Superannuation
scheme, whereby the effects of salary inflation (noted in the previous section)
would mean that parliamentarians who leave office at the same time, and have
the same length of service, may qualify for different pensions simply because
they hold higher positions (for the same duration) at different times of their

political career.

An example of this situation is presented in Table 2.3 which shows the various
possible pension payouts for a Premier depending on years of service and when
this service took place. The three cases all assume a parliamentary term of

service of fifteen years and are as follows:

(a) CASE A compares the pension payable to a parliamentarian who
was Premier for three years in years 4, 5 and 6 against that
payable if the period as Premier was in years 10,11 and 12 of

service;
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(b) CASE B compares the pension payable to a parliamentarian who
was Premier for three years in years 1, 2 and 3 against that

payable if the period as Premier was in years 13, 14 and 15 of
service; and

(c) CASE C compares the pension payable to a parliamentarian who
was Premier for six years in years 1 to 6 against that payable if the

period as Premier was in years 10 to 15 of service.

Table 2.3 also indicates in the last column the pension payable if current rates
of remuneration (or inflation effects) are used in this calculation. The impact
of this change would be to provide equity between parliamentarians whenever
they served in an office, though it can be seen that parliamentarians who are
office holders late in their career would receive lower pensions than they
would under the current provisions. Conversely parliamentarians who are

office holders early in their career would receive larger pensions.
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TABLE 2.3

PENSION PAYABLE FOR A PARLIAMENTARIAN WITH 15 YEARS OF SERVICE
INCLUDING VARIOUS YEARS AND TIMES AS PREMIER OF VICTORIAL

Type of Service Backbencher Salary Annual % of Basic Pension
Plus Additional Pension Pension if Inflation
Salary for Payable of is Accounted
15 Years Service Backbencher for in the
Formula
$ $ $
Backbencher for 15 years 334,669 25,600 100 25,600
CASE A:
(i) Backbencher for 3 years, 381,075 29,150 114 30,720

Premier for 3 years then
backbencher for 9 years;
and

(ii) Backbencher for 9 years, 416,880 31,889 125 30,720
Premier for 3 years then
backbencher for 3 years.

CASE B:

(i) Premier for 3 years then 369,534 28,267 110 30,720
backbencher for 12 years;
and

(ii) Backbencher for 12 years 444,091 33,970 133 30,720

then Premier for 3 years.

CASE C:

(i)  Premier for 6 years then 415,940 31,817 124 35,840
backbencher for 9 years;
and

(ii) Backbencher for 9 years 526,302 40,259 157 35,840

then Premier for 6 years.

1. Assumes a current basic salary of $40,000 p.a. and salary inflation throughout
of 10% p.a.
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2.1.2.3 Benefits for Shorter Service

2.1.2.4

2.1.2.5

Benefits for shorter service are in effect the 'retrenchment' component of the
Parliamentary schemes, and therefore they are an important element of the
total remuneration of parliamentarians. If a parliamentarian's service is less
than that required to qualify for a pension, the Victorian, New South Wales and
the Commonwealth schemes specify identical lump sum benefits for the
separate categories of voluntary and involuntary resignation. In the former
category, the lump sum benefit is a return of contributions plus 117%; in the
latter, contributions plus 233%. Of the other States, only Western Australia
approaches this level of benefit, with contributions plus 100% plus interest.
Benefits in the other States are much poorer, offering just contributions or
contributions plus interest or contributions with a percentage for each year of

office.

Indexation

Indexation of parliamentary pensions occurs in two ways. In most cases,
including Victoria, pensions are indexed by parliamentary salaries. In Victoria
basic  parliamentary salaries are directly tied to Commonwealth
Parliamentarian's salaries (i.e., Commonwealth less $500) which are
determined by the Commonwealth Remuneration Tribunal. There is therefore
a mechanism for regular adjustments. However, such a mechanism may be
disrupted if the Commonwealth Government fails to introduce the
recommendations of the Tribunal, or delays doing so. The other approach to
indexation, adopted by Western Australia, South Australia and Queensland, is

to adjust annually the pension for changes in the CPI in the particular State.

Returning Parliamentarians

If a former member of the Victorian Parliament is re-elected and had
previously qualified for a pension, that pension ceases, but former service in
Parliament is recognised for the purpose of determining future benefits. Thus
if a person becomes a parliamentarian and after a period of service retires

with a pension, that pension is payable up until they are re-elected. The
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pension stops during the subsequent period of service, but it resumes upon
leaving office for the second time at a rate which reflects total service.

However, if in the first instance the member had commuted part of his/her
pension to a lump sum entitlement, upon his/her retirement next time round

the annual pension is reduced according to Section 20 of the Parliamentary

Salaries and Superannuation Act 1968. The reduction is equal to 10% of the

amount by which the total amount of pension and lump sum commutation
benefit paid in respect of the previous period of service exceeded the total
amount of pension that would have been received had he/she not commuted.
The Commonwealth Parliamentary Contributory Superannuation scheme

includes the same provisions.

To illustrate the effect of this provision an example is presented in Table 2.4.
In the example the parliamentarian serves eight years before losing office.
This qualifies him/her for a pension of 50% of the basic salary which equals
$20,000 p.a. (basic salary is $40,000 p.a.). However, the decision is made to
commute half of the pension giving a lump sum payment at the start of year
nine of $100,000 and a pension of $10,000 p.a. After six years, the person
decides to re-enter political life and is successful at the polls for a further
seven years before again losing office. Total parliamentary service is now
used as the basis of benefit calculation. Fifteen years service would ordinarily
qualify a person for a pension of 64% of basic salary which is $25,600, however
in this case the Section 20 provision is exercised because of the break in

service when part of the benefit was commuted.

In the previous period of 'retirement', the person received a total payout of
$160,000 (i.e., lump sum of $100,000 plus a pension of $10,000 p.a. for six
years). This benefit is $40,000 more than if that person had decided not to
commute the pension in which case the total payout for the period would have
been $120,000 (i.e. six years at $20,000 p.a.). Upon this person's subsequent
retirement, the Act specifies that the pension shall be decreased by 10% of
the extra amount received in the previous period(s) of 'retirement', i.e. 10% of
$40,000 or $4,000 p.a. This would leave the person with a pension of $21,600
upon their retirement at the end of year twenty two. If capitalised by the
commutation factor of 10 which is applicable for retiring members less than

66 years old, the pension reduction of $4,000 is equivalent to a lump sum of

24



$40,000. Thus if the person commuted the pension in full they would lose the

same amount as the windfall gain that they had received in the first period of

‘retirement'.

The provision is des