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CROSS-AGENCY PROCESS FOR INNOVATIVE RETIREMENT INCOME 

STREAM PRODUCTS 
 

SUPPLEMENTARY INFORMATION 

1. This document contains the supplementary information required for a 
concept exploration by the Cross Agency Review Process. 

2. It is intended that a Mutual Pension® will overlay a conventional Account 
Based Pension (ABP) as set out in the following diagram. 
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On death of a member with no nominated spouse, 
a proportion (dependent on duration of 
membership) is forfeited and the balance 
transfers to the estate 

Estate 

Members have ABP accounts of varying 
sizes and varying probabilities of death 
(denoted by the width of the border 

       Pool 

Periodically, the pool is distributed 
in proportion to expected 
forfeitures 

On death of a member with a 
nominated spouse, 70% plus a 
proportion (dependent on duration 
of membership) is transferred to the 
spouse and continues to participate 
in Mutual Pension® and the balance 
is forfeited 
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3. Mutual Pensions®  will be available in two versions: - 

a. default and  

b. bespoke 

Default version 

4. Mutual Pensions Pty Ltd (MPPL) envisages that funds will combine 
conventional ABPs and the Mutual Pension® default in equal proportions to 
create a compliant Comprehensive Income Product Retirement (CIPR). 

5. The default CIPR Mutual Pension® will permit drawings equal to the age 
specific ABP minimum, and no commutation.  When there is no nominated 
reversionary spouse, a proportion of the balance will be forfeited on death.  The 
proportion starts at zero at inception and increases daily to 100% at half of the life 
expectancy (rounded up) at commencement.  The following chart shows the 
proportion passed to the estate on death and the proportion of purchase price 
applicable under an innovative income stream. 
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6. While the base of the Mutual Pension® default death benefit or Capital 
Access Schedule (CAS) is different from the innovative base, namely account 
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balance not purchase price, it is clear that the Mutual Pension® default will 
provide death benefits less than those permitted in an innovative product.  If 
necessary, the product could formally impose the “innovative” purchase price 
based CAS.  MPPL would prefer not to have to do this as it adds complication.  

7. When a nominated reversionary spouse is alive at the time of the death of 
the principal person, the forfeiture is 30% of the standard forfeiture.  That is, the 
spouse retains at least 70% of the balance.  The spouse remains subject to the 
drawing and commutation limits.  On death of the spouse, the original forfeiture 
schedule applies to the balance at death of the spouse. 

Default version modelling  

8. MPPL has based its modelling on an assumption of - 

a. mortality rates 70% of those in the Australian  Life Tables and  

b. 5% net investment earnings.   

9. The following chart shows, under those assumptions, for a male entrant aged 
67,: - 

a. survival probabilities against the right axis and  

b. annual drawings for a $100,000 investment in – 
i. the standard default Mutual Pension®,  
ii. a standard ABP,  
iii. the suggested CIPR default of 50:50 default Mutual Pension® and 
ABP, 
iv. a full forfeiture bespoke Mutual Pension® and  
v. the CIPR default adjusted for 1% higher earnings.  
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10. The chart indicates expected growth in distribution under the default CIPR is 
likely to be faster than inflation.  The real growth is relatively modest for the first 
15 years, but thereafter is strong.  The compound annual growth rate for age 67 
to 97 is 6%.  It is noteworthy that the strong growth coincides with advanced age 
where care costs may be significant.  

Bespoke version 

11. The full forfeiture Mutual Pension® mentioned in sub paragraph 9 biv above, 
is but one example of a bespoke Mutual Pension®.  It is planned to offer 
superannuation fund members the opportunity to tailor a Mutual Pension® to 
their needs. 

12. At the commencement of a bespoke Mutual Pension®, it is planned that 
participants can nominate their annual drawings and capital drawdowns at 
various times.  These will be subject to the Capital Access Schedule (CAS) implicit 
in the definition of an innovative income stream, but, beyond that, very flexible.  
There will be very limited opportunity to vary drawing plans after commencement.  



 

Cross-agency process for innovative retirement 
income stream products 
Supplementary information 

Mutual Pensions 

 
 

Page 
6 

 

ML005A.docx 20 February, 2019
 

Multiple funds 

13. There is no need to restrict Mutual Pension® pools to a single fund.  Provided 
there is no legislative impediment multiple funds can combine their longevity risk 
sharing.  This will allow for  longevity risks to be shared amongst a larger number 
of members.  This will be expected to provide smoother distributions.  

14. It is intended that MPPL will monitor the mortality experience of members 
form different funds.  When demonstrable differences are found, the distribution 
arrangements will reflect those differences. 

15. If a multi fund Mutual Pension® pool operates, each fund would likely have 
distributions to its members different from forfeitures from its members.  Where 
the forfeitures exceed the calculated distribution, the fund will pay the excess to  
funds with excess of distributions over forfeitures.  These payments will be 
calculated by MPPL.  These payments will be secured by a document binding funds 
at the outset of their participation. 

16. The role of MPPL will be limited to providing calculations of the inter fund 
payments.  It will not hold any fund or member money.  

17. Funds may perceive themselves at risk of transfers not being made.  As 
written above, no funds will be held by MPPL.  Default by funds on their obligation 
to make transfers to other funds is unlikely.  Even if it did occur, the consequences 
will not be material – one is dealing with part of a small proportion of the balances 
of participating members. 

Fees and member reporting  

18. The fees charged for a Mutual Pension® will be a matter for funds, but MPPL 
proposes to charge funds a per member and an asset based fee for the use of its 
intellectual property.  Fees will be fully disclosed to members. 

19. Members participating in Mutual Pensions will be supplied with a full 
reconciliation of forfeitures, distributions and fees. 

Advantages  

20. Advantages of Mutual Pension® for fund members include: - 
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a. significantly better value than annuities – Mutual Pension® are not as 
conservative as annuities and have flexibility to take more investment 
risk, more value is therefore returned to the members; 

b. effective management of longevity risk; 

c. protection against the financial impact of long life (rising costs of age 
care and health care); 

d. member choice of investment; 

e. more advantageous than ABP for social security (identical to annuities) 
portion;  

f. in CIPR combination with ABP, access to capital; 

g. easy to  understand;  

h. clarity of fees and distributions and 

i. benefits to other members, rather than the big institutions. 

21. The following chart demonstrates the better value provided by Mutual 
Pension®.  It shows the combination of mortality and earnings assumptions that 
generate a quoted lifetime annuity for a seventy year old male. 
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22. Advantages of Mutual Pension® for funds include: - 

a. best interests of members; 

b. white label to identify with fund; 

c. simple administration; 

d. less loss of funds under management on retirement or death – funds 
maintained within the pool and managed by the fund; 

e. no costs of guarantees that would apply to purchased pensions; 

f. meets the intent of the CIPR legislation and fund compliance 
requirements and 

g. in the bespoke version -  
i. provides a wider choice of drawing and forfeiture for members.  
ii. provides an opportunity for the fund to attract new members. 
iii. fully competes with lifetime annuities.  

Mutual Pension® 
assumptions
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Disadvantages  

23.  The clear disadvantage of a Mutual Pension® is the absence of a guarantee.  
Longevity protection of a Mutual Pension® is relative to other members in the 
pool, not absolute.  This disadvantage is offset by higher expected payments.  

24. A possible further disadvantage of the Mutual Pension® based default CIPR 
is that real income is not constant.  As mentioned above, the increased expected 
real distributions come at ages where needs may be greater.  

25. It may be argued that the fact that a member has to choose the investment 
strategy is a disadvantage.  MPPL expects that in the default CIPR, trustees will 
select an investment strategy best suited to the majority of members. 

Form content 

26. Below follows the free form content of MPPL’s Cross Agency Request Form. 
 

High level overview of product 
 
It is intended that a Mutual Pension® will sit as an overlay above a conventional 
Account Based Pension (ABP).  Participants will accept limitations on the rate of 
draw down and rights to lump sum withdrawals and commit to forfeit part of their 
balance on death.  The forfeited balances will be periodically distributed to 
remaining participants in a manner reflecting the risk of forfeiture that they ran.   
The default arrangement contemplated for CIPRs is a 50:50 blend of a 
conventional ABP and the Mutual Pension® default , which involves drawings at 
the age specific ABP: minimum, no commutation and forfeiture phased in linearly 
from none at inception to 100% of the account balance at half of the life 
expectancy at commencement. 
 
It is intended that funds can contract between themselves to allow the Mutual 
Pension® “Pool” to operate across funds – thus providing economies of scale and 
smoother distributions.  In these circumstances, balancing payments will be made 
between funds.  Mutual Pensions Pty Ltd (MPPL) will not hold any funds – it will 
merely calculate the necessary inter fund transfers. 
 
Note that the Capital Access Schedule (CAS) contemplated is based on the balance 
of the account at the time of death not the purchase price more commonly used.  
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MPPL would prefer to use the balance as it is better reflects the nature of ABPs 
but could change the CAS to a purchase price basis if it had to to secure approvals. 
 

Topics 
 
Multiple funds MPPL sees a Mutual Pension® Pool spread across a 

number of funds as an efficient way for small funds to 
offer CIPRs to their members.   
 
Funds will contract between themselves and inter fund 
payments will be made by them on the certificate of 
MPPL.  This means funds remain in the superannuation 
system with no risk of unregulated entities accessing 
members’ funds.   
It is intended that demonstrated differences in mortality 
rates (and hence longevity) will be captured in the 
calculations setting the distribution between surviving 
participants. 
 
Ideally, inter fund payments should attract no income tax 
or GST.    

Account balance 
based Capital Access 
Schedule 

The current Mutual Pension® design includes a CAS 
based on account balances.  On all reasonable 
assumptions, this CAS falls will within the purchase price 
based CAS of the SIS definition of an innovative income 
stream. 
 
Because a Mutual Pension® is an overlay on and adjunct 
to an ABP, and the drawings are based on the account 
balance, MPPL thinks it consistent to use the account 
balance in the CAS also. 

Absence of 
indexation 

MPPL’s modelling indicates drawings are expected to 
increase faster than CPI over the long term with perhaps 
small reductions over the short term.  For this reason, 
MPPL sees enshrining indexation as a complication for 
no material benefit.   
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The fact that ABPs must draw their minimum means that 
in some years increases in excess of CPI will occur. 
 
If indexation has to be included there is a question of 
whether indexation should be applied to the original 
pension or the previous year's pension. 

 
 
 
 
 
  


