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ACTUARIES BACK RISK MEASURE IN SUPER PERFORMANCE TEST

Tuesday 23 April 2024

The Actuaries Institute is calling for the annual Superannuation Performance Test to transition to a
two-metric Test, so it better aligns with the overarching duty of super fund frustees to act in the best
financial interests of their members.

In ifs submission to Treasury's consultation on potential reforms to the Test, the Institute supports
improving the Performance Test as it is influencing frustees’ investment decisions to the potential
detriment of long-term returns for members.

Tim Jenkins, Chair of the Institute’'s Superannuation and Investments Practice Committee and
Superannuation Consulting Leader at Mercer, said: “The Government is right to examine how the
performance Test can be improved to facilitate better retirement outcomes for Australians.”

In its submission, the Institute argues the Test should fransition into one that is based on two specific
meftrics — the first being the existing Test metric, and a new second measure of a super product’s
performance on a risk-adjusted basis.

“This two-metric Test would ensure tfrustees can continue to have confidence around decisions
they've already made to ensure they pass the Test, while also encouraging them to pursue
investments more closely aligned with the best financial interests of their members on a forward
basis,” it said.

The submission said adding a risk mefric would allow the Test to better cater for investments and
strategies that do not naturally align with the prescribed asset classes and benchmark indices used
by the Test, such as ESG-focused investment strategies.

“Like the current Test, the risk-adjusted metric should ensure sufficient weighting is placed on fees by
testing investment performance after accounting for both investment and administration fees,” the
submission said. “This also avoids the risk of any gaming in frustees classifying different fee types to
pass the performance Test.”

The Institute also recommended that while fees charged by super funds should continue to be
assessed as part of the Test, a higher representative member balance of $100,000 for non-platform
products and $250,000 for platform products would be more appropriate than the existing $50,000
figure as typical member balances confinue fo grow.

The Institute’s submission called on Government to consider a greater role for frustees and the
Australian Prudential Regulation Authority (APRA) in how areas of choice option underperformance
are understood and rectified. It suggested the consequences for failing the Test for choice options
could instead require frustees to provide to APRA an action plan to address the underperformance.

It also supports the removal of barriers to consolidation of some choice options, particularly
facilitating capital gains tax relief when tfrustees initiate product fransfers that are in members’ best
financial interests. The Institute does not support expanding the Test to include more investment
options such as retirement products, single sector or externally managed options and self-managed
super funds.

Tim Jenkins is available for comment.
A copy of the Institute’s submission is here.

For media inquiries, please contact:

Belinda Tasker, Cannings Strategic Communications
m +61(0) 434 056 724

E btasker@canningscomms.com.au

Page 1 of 2



https://actuaries.asn.au/docs/submissions/consultation-paper-annual-superannuation-performance-test-design-options.pdf?sfvrsn=dd96bcf4_4
mailto:btasker@canningscomms.com.au

About the Actuaries Institute and the Profession

As the peak professional body in Australia, the Actuaries Institute represents the profession fo government,
business and the community, and holds the ‘public interest’ or ‘common good’ as a key principle in
developing policy.

Actuaries use data for good by harnessing the evidence to navigate into the future and make a positive
impact. They think deeply about the issue at hand, whether it's advising on commercial strategy, influencing
policy, or designing new products. Actuaries are adept at balancing interests of stakeholders, clients, and
communities. They're called upon to give insight on complex problems, they'll look at the full picture. Actuaries
analyse the data and model scenarios to form robust and outcome-centred advice.
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