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Foreword
Ever since the introduction of Australian Life
Tables by the Australian Government Actuary in
the 1880s, the longevity of Australians has been
consistently improving.
Fast forward a century to the 1980s and the
introduction of compulsory superannuation and
a different type of commentary around the aging
of the Australian population began. Today the
debate has expanded to focus on the key issues
of how to manage the improvements in
longevity and fund the extra years in retirement.
I believe we are ready for a new type of debate –
and one that focuses on the overall retirement
income strategy for Australians. Something that
may be a departure from the existing norm.
I think this is most clearly represented recently

David Orford

Managing Director
Optimum Pensions

with the final report from the Financial System
Inquiry. In a nutshell: “Superannuation assets are
not efficiently converted into retirement incomes
due to a lack of risk pooling and an over reliance
on account based pensions. This contributes to
a lower standard of living for Australians in
retirement”. While account based pensions play
an important part of the retirement income
strategy for many Australians, they are only one
part of the solution.
Although this vital part of the debate has only
started recently, there is good news on the
horizon. The Government has moved to change
the legislation to allow more flexible retirement
solutions and is actively encouraging
superannuation funds and insurers to be
innovative in the development of new products.
The Government has called these possible
solutions Comprehensive Income Products for
Retirement (CIPRs) or MyRetirement products.
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Transformation is core to this journey and the
development of new products builds new
pathways to retirement. Based on my extensive
understanding of Australia’s superannuation
industry – and my insights as an Actuary – I have
assembled a team of innovators to develop a
ground-breaking lifetime income product: The
Real Lifetime Pension.
A Real Lifetime Pension has been developed
for superannuation funds to help members
address longevity risk while providing higher
performance than current lifetime annuities on
the market and an income that broadly keeps
pace with inflation.
Funds can integrate the Real Lifetime Pension
into their member offerings to enable a range of
high performance retirement income streams
including products that will have the ability to
provide CIPR-compliant solutions.

Delivering on
Retirement Goals
The rise of the sophisticated
retirement lifestyle

The motivation behind the development of the
Real Lifetime Pension comes from an objective
suggested to the Australian Government many
years ago. The goal for a Real Lifetime Pension is
to provide every retiring Australian with an
almost inflation-based income to maintain their
standard of living.
There are several dimensions to this objective,
including adequacy, broad protection against
inflation, and longevity risk.
To date, generations of Australians have retired,
with many depending heavily on the Age
Pension and drawing on savings they may have

Although there has been
an improvement in the
level of retirement savings
for working Australians,
more innovative products
are required to provide the
income streams and
standard of living retirees
today are seeking.

managed to put aside. More and more are now
retiring with a superannuation “nest egg” and
are using this to supplement the Age Pension.
A person’s capacity to save is strongly
influenced by financial planners,
superannuation funds and Government policy.
People and superannuation funds have become
better at using the superannuation guarantee
system to build savings for retirement and this
provides the primary level of adequacy.
However, once retired, people may need a more
innovative mix of products to fund their lifestyle
in the many years ahead.
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Inflation is a variable that is important to
retirement incomes. For those recently retired,
plus those planning for imminent retirement the
experience of a high inflation environment
creates both an impetus and understanding of
why it’s important for their savings to try to keep
pace with inflation to maintain their lifestyle.
This again comes down to having the right mix
of products and the right approach to
investments.

Roadmapping
Adequate
Retirement
Savings

Retirees are faced with
a significant risk their
money will run out
before they die. It has

Average Life

become common for

Expectancy

many people to live into

from Age 65

their 80s and beyond.

MALE: 19 years +
For men today, the average life expectancy
from age 65 years is over 19 years and for
women it is over 22 years. Since these are
averages, it means that at 50% of people will live
longer. These expectations are sourced from the
Australian Life Tables 2010-2012.
In fact, they understate a person’s life expectation due to
improvements in mortality since 2010-2012 and
improvements likely at all ages in future – which might add
several years to these expectations.
No one knows how long they will live, with many assuming
they will only live either about the same length of time as
their parents or grandparents, this may ignore past mortality
improvements, or for the average life expectancy. This is
often referred to as longevity risk.
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FEMALE: 22 years +
Source: Australian Life tables 2010-12
(Australian Government Actuary)

Longevity Risk:
Understanding
the Risks in
Retirement
Of all the risks in retirement, longevity risk is the
one least understood by most people. In simple
terms, it comes back to not knowing how long
you will live or an unwillingness to face one’s own
mortality – I haven’t died yet, so I don’t expect to
die in future. It also tends to be the risk that is
most potentially poorly managed.
While there have been products such as lifetime
annuities used to manage this risk, the take up of
these products is extremely low due perhaps to
their perceived risks i.e. lose your money on an
early death and relatively high price. The
incomes provided by these products are relatively
modest due to the levels of reserves that must be
maintained, and the type of investments used.
In so many cases, people are managing their
longevity risk by being frugal in their spending
either to make sure their money will last or to be
able to leave something for their children.

Many people,
including financial
planners, make the
mistake of using the
average life expectancy
to determine how long
the retirement income
should last.
.
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Anecdotal evidence from speaking with several
superannuation funds indicates that in many cases, as
much as one third of their allocated pension balances are
left to their children after their and their partner’s deaths.
The reluctance to use the retirement savings has been
demonstrated by research by Rice Warner (“Development
of the framework for Comprehensive Income Products
for Retirement (CIPRs)”) and Monash Business School
(“What we don’t know about Retirement”).
As stated in Rice Warner’s submission to the Department
of Treasury members typically make the minimum
drawdowns from their Account Based Pensions.
If people had more certainty around their level of income
and how long it would last, they could potentially spend
with more certainty and have a more enjoyable lifestyle.

Fifty percent of people
will live beyond the
average life expectancy, so
in those cases their plan
does not work. They face
the risk of running out of
all their savings well
before they die.
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Meeting the
Needs of
Retirement

Generally, there are three
needs for people at retirement:
They want access to capital (for
larger purchases);
a regular income that will last and
broadly keep pace with inflation;
and
the ability to leave something
for their families.

Having access to retirement solutions that will
meet these needs is rapidly becoming essential.
The challenge of meeting the needs of retirement
has been generations in the making and is under
more pressure than ever. The early moves by the
Government to free up the legislation to enable the
innovation of new retirement solution to occur are
a welcome start. However, more needs to be done.
There is still a need to ensure that people are using
their retirement savings to provide an income in
retirement that broadly keeps pace with inflation
leading to a more dignified and enjoyable
retirement.
Given the significant taxation concessions that the
Government provides to the superannuation
industry and to individuals to encourage or to
ensure that people are saving, it is not
unreasonable that the Australian Government
wants superannuation savings solely to be used
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to fund each person’s lifestyle in retirement. The
concessions include low rates of taxation (zero in
some cases) for investment returns and benefit
payouts and tax deductions for contributions.
For some, these concessions have been used to
minimise personal tax or to provide large
inheritances, neither of which is helping reduce
the Age Pension bill which is continuing to rise
each year and is paid for by other taxpayers – like
you and me. While the current levels of retirement
savings for most people may impact on how much
Age Pension they receive, most will still qualify for
a part Age Pension. However, they will still be
better off with the extra income from their
retirement savings. The country will also be better
off if it can contain the Age Pension bill by
ensuring that retirement savings are used
appropriately.

Real Lifetime Pension:
Innovating Super
for the Future
Following amendments to the
legislation on 1 July 2017 the
superannuation industry now
could navigate the challenges
for the future with new
retirement products.

How does it work?
The Real Lifetime Pension (RLP) is
designed to operate alongside an
Account Based Pension (ABP) with the
same or similar investment choices that
people already have. This means that the
investments can provide better returns than
those provided by traditional annuities.
The big difference between the ABP and
the RLP is it that the RLP will be paid for life,
no matter how long you live. This is made
possible by a re-insurance arrangement (i.e.
insuring the longevity risk).

The right policy settings
(flexibility to provide the right
products and clarification on the
treatment of these products by the
Age Pension Asset and Income Tests)
are essential to the provision of the
right retirement income solutions for
individuals. We are already heading
in the right direction and if the
settings are right, these will result in a
better bottom line for the
Government and the
country as a whole.

This combination of the Account Based Pension, a
Real Lifetime Pension and the Age Pension can
provide a person with a better level of income for
their life rather than face the prospect of running out
of their savings and mostly or only relying on the Age
Pension. The design also includes the option of
having the Real Lifetime Pension to revert to the

spouse after their death. This provides peace of
mind about how the surviving spouse will cope.
Minimum payment periods (and insurance) can be
added, which reduce the pension income, so that
people can receive a high proportion (even 100%) of
their initial investment back – if that’s what they
want.

In a submission to the Department of Treasury, Actuarial firm of Rice Warner stated the following: “Our
suggestion is that, say, 15% of the retirement balance must be allocated to a CIPR with limited return on
death”. The submission acknowledged that for low account balances this may not be appropriate and
that people could allocate higher amounts on a voluntary basis.
Optimum Pensions supports this approach as it provides the opportunity to enhance the lifestyle in
retirement for many Australians who hope to enjoy a very long life.
It is in Australia’s interest to ensure that our world class superannuation savings system becomes a world
class retirement system and lifetime income streams will play a crucial role in achieving this goal.
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Optimum Pensions was launched in 2017 by
David Orford to meet the demand for a new
breed of pension. With more than 50 years
actuarial product development and consulting,
together with a highly successful career in the
superannuation industry – selling Australia’s
leading provider of superannuation
administration software, Financial Synergy to
IRESS in 2016, David remains passionate about
helping Australians lead a comfortable
retirement. Optimum Pensions is his latest
venture to provide a superior solution to
longevity risk.
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