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1. Executive Summary

This Report updates a draft provided to IFSA on 19" April 2007.

1.1. Overview

We estimate that the overall fees for the whole superannuation industry, expressed as a
percentage of assets, averaged 1.26% for the year to June 2006 (on assets of $913 billion).

Our estimate for the year to June 2004 was 1.30% (on assets of $625 billion).

These results show that fees, when expressed as a percentage of assets, have reduced
marginally over the past 2 years.

The overall expense rate is affected by shifts in market share. If market share in 2006 were
unchanged from 2004, the overall expense rate would have been 1.20%. This is because
expenses have reduced at different rates for the major market segments. The largest
reductions occurred in the following segments:

Large Corporate Super Master Trust Plans (i.e. plans with more than $5 million in assets)
(0.33% reduction);

Retail Post Retirement (0.25% reduction);
Personal Superannuation (0.18% reduction); and

Small Funds (0.14% reduction).

In general, the key drivers influencing fee reduction since our last report prepared at 30 June
2004 are:

Increased average account balances and strong market performance;
The decline in legacy products (which generally have higher fees);

A number of mergers between industry funds and also between master trusts resulting in
greater economies of scale;

The large number of corporate funds that have outsourced; and

Reduced fees offered by master trust and industry fund providers in competitive tenders to
win new business from the outsourcing funds (noting that for the vast majority of these
funds, these fee reductions have not been passed on to existing sub-funds).

The factors influencing an increase in fees include:
One-off costs incurred by trustees in preparing for and obtaining RSE licenses from APRA,;
Cost of compliance;
Higher advertising and marketing expenses as a result of Choice of Fund; and

Higher investment fees due to performance related charges by fund managers.
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1.2. Variation between Segments

Our analysis of fees paid by superannuation funds shows that fees vary between segments.
The difference is largely due to:

Cost of advice provided to employers and members;

Economies of scale;

Regulatory differences;

Variations in servicing standards and educational activities between funds; and

Variations in product features, in particular, the range of investment and insurance options.

Appendix A shows the items that have affected average fee/expense levels in each segment.

In carrying out the work, the focus has been on the cost to members. Thus it is the fees and
charges which have been levied on the funds or under the superannuation products which have
been incorporated. Therefore, some expenses are not included; these include:

Costs borne by companies which subsidise their staff super fund by employing staff and
donating executive time; and

The costs of financial planning where members pay for this directly (fee for service)

We present an overall expense ratio for ease of comparison. However, this figure must be
treated cautiously. As new information comes to hand, we are able to confirm and revise our
previous estimates. We consider that our overall expense ratio is accurate to within 10 basis
points. It is not possible to be more precise than this due to the assumptions required.

APRA's statistical reports Annual Superannuation Bulletin 2006 and Quarterly Superannuation
Performance, December 2006 provides much of the data and statistics on which this report is
based.

Unfortunately, APRA’s returns from the superannuation funds do not capture all the information
necessary for useful analysis. In some cases, costs are treated as deductions from investment
income; in other situations, charges are levied on members outside the superannuation funds.

APRA'’s figure for “Total Operating Expenses” for the whole industry in 2005/06 totals $5,729
million. Our estimate, allowing for all the fees and charges impacting superannuation members
balances, determined from our detailed examination of market data, is $10,475 million.

May 2007 Page 4 of 39



IFSA
Superannuation Fees Report
Market Segment Analysis as at 30 June 2006

1.3. Consolidated Results

A summary of fees and expenses by segment is as follows:

RICEwarner

ACTUARIES

Fees and Expenses By Superannuation Segment — Year to 30 June 2006

Sector Segment Members Assets Expenses

(’000) ($m) ($m)

Wholesale Corporate 606 52,423 423

Corporate Super Master Trust! (large) 1,451 40,921 298

Industry 10,158* 170,011* 1,718

Public Sector 2,534* 132,454* 865

Retail Corporate Super Master Trust® (small) 1,227 34,603 622

Personal Superannuation 6,622 186,817 3,550

Retirement Income 856 68,514 1,143

Retirement Savings Accounts 333 900 19

Eligible Rollover Funds 4,818 5,450 128

Small Funds  Self Managed Super Funds 627 214,800 1,709
Statutory Fund Reserves - 6,000

Total 29,232 912,893 10,475

* These figures are different from APRA’s totals as we have included UniSuper under Industry Funds whereas APRA
classifies the fund as Public Sector.

1.4, Summary of Current Expense Rates

The current charging scale of the various segments of the superannuation industry can be
simplified to the following expense rates expressed as a percentage of assets. These include
an allowance for the contribution charges applying to retail products, typically paid to the
financial adviser for financial advice. The table below summarises the findings of the report. It
is difficult to make direct comparisons between the fees charged by each segment because the
product segments vary in the services and advice they provide.

Expenses Rate By Superannuation Segment

Expense Expense Expense
Sector Segment Rate % Rate % Rate %
2006 2004 2002
Corporate 0.78 0.75 0.86
Corporate Super Master Trust® (large) 0.81 1.14 1.24
Wholesale Industry 113 1.18* 1.23
Public Sector 0.70 0.66* 0.63*
Corporate Super Master Trust* (small) 2.01 2.11 2.36
Personal Superannuation 2.12 2.30 241
Retail Post Retirement 1.79 2.04 2.02
Retirement Savings Accounts 2.30 2.30 2.30
Eligible Rollover Funds 2.53 2.53* 2.53*
Small Funds Self Managed Super Funds 0.87 1.01 1.08
TOTAL (%) 1.26 1.30* 1.37*

* Restated from the previous report due to more accurate data now available

! Excludes employer plans with less than $5 million in assets.
2 Employer plans with less than $5 million in assets.
% Excludes employer plans with less than $5 million in assets.
4 Employer plans with less than $5 million in assets.
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In dollar terms, the estimated total expenses are:
Year to 30 June 2006: $10,475 million

Year to 30 June 2004: $8,104 million

The table shows that while corporate funds, wholesale corporate master trusts and public
sector funds remain the least expensive funds when cost is measured as a percentage of
assets, costs across the board are reducing as a percentage of assets.

The figure below shows total expenses in 2002 Vs 2006. The retail master trust segments

(Corporate Super, Personal Super, Post Retirement) and Small Funds have shown the largest
reductions over the four years.

Total Expenses: 2002 Vs 2006

ACTUARIES

Public Sector

Corporate

Corporate Super Master Trust (large)

Small Funds

Industry

Post Retirement

Corporate Super Master Trust (small)

Personal Superannuation

Retirement Savings Accounts

Higible Rollover Funds

0.00 0.50 1.00 1.50 2.00 2.50
Total Expenses (% of Assets)

2006 m 2002

Although the expense rates in most major segments have reduced significantly over the last 2
years, the overall expense rate has reduced only marginally. The overall reduction is affected
by reductions within each market segment, as well as the shift in market share between
segments. We estimate the effect of these influences to be as follows:

Expense Rate, 2004 1.30%
Reduction in Segment Expense Rates (0.10%)
Shift in Market Share 0.06%
Expense Rate, 2006 1.26%

That is, if market share in 2006 were unchanged from 2004, the overall expense rate would be
1.20%. The shift in market share has increased the overall expense rate to 1.26%.

3.00
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1.5. Impact of Advice

Superannuation is complex and a number of advisers including actuaries, lawyers and
superannuation consultants provide advice to funds. The cost of these services is paid by the
trustees out of the fees charged by the fund. Some employers and members also seek advice
but the payment methods vary for this service.

Large employers with their own fund tend to pay for advice on a fee-for-service basis.
Sometimes the cost is borne separately by the employer but it is often paid by the trustee as a
cost to the fund. A large sub-fund of a master trust or industry fund may require additional
services and the funds will charge appropriately for these.

An area where practice is polarised is financial planning. Industry funds tend not to provide
advice to members in bulk but offer some limited advice as an additional service. Members
taking up this service pay for it in different ways. In some cases, the initial advice is provided
free (that is, borne by the fund out of its overall fees); in other cases, members are charged a
fee by the fund.

In the retail sector, it is common for the cost of advice to be built into the fee structure. As
advice is provided on a continuous basis, the most common fee structure is a “trail
commission”, namely a regular payment related to the assets managed. This fee covers advice
provided to the employer (eg benefit design, default investment or insurance structure) and to
individual members on their personal circumstances.

The cost of advice (as a percentage of assets) has reduced in all retail market segments. This
has happened for a number of reasons:

Increased competition has lead to lower fees;
Higher average balances have seen commissions decrease as a percentage of assets;

Contribution fees have reduced over the 2 years, from about 2% of contributions to less
than 1% of contributions on average; and

As account balances have grown, contribution fees have decreased as a percentage of all
assets.

1.6. Retail Sector

The total costs associated with the retail sector of the market are higher; this is partly because
the cost of advice is included in the fees. Retail costs are also higher due to product flexibility,
including choice of options and more complex reporting requirements.

For wholesale corporate funds and industry funds, advice is not factored into the cost of the
product which leads to the perception of lower total fees. The table overleaf shows the
composition of the expense rates in terms of the cost of administration and investment
management and the cost of advice.
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Fees and Expenses By Superannuation Segment — Year to 30 June 2006

Sector Segment Administration Investment | Administration Cost_ of Total
% Management| & Investment Advice Expenses
%| Management % %
Corporate 0.30 0.48 0.78 - 0.78
Corporate Super
Wholesale Master Trust® (large) 0.23 0.56 079  0.02 0.81
Industry 0.49 0.64 1.13 - 1.13
Public Sector 0.25 0.45 0.70 - 0.70
Corporate Super
Master Trust’ (small) 0.78 0.77 1.55 0.46 2.01
Personal 0.80 0.77 157 055 212
Retail Superannuation
Retirement Income 0.60 0.66 1.26 0.53 1.79
Retirement Savings 0.60 1.70 230 i 230
Accounts
Eligible Rollover Funds 2.08 0.45 2.53 - 2.53
Small Self Managed Super 0.47 0.26 0.73 0.15 0.87
Funds Funds
Total 0.52 0.54 1.06 0.21 1.26

Note, the cost of advice in the table only includes costs paid out of fund fees. Some advice is
paid separately by members.

1.7. Results by Segment
There are different trends between segments.
1.7.1. Corporate Funds

As the smaller (more expensive) corporate funds exit the market, we would expect the overall
expenses for this segment to decrease as the remaining funds are larger and operate at lower
cost. We consider that this trend will accelerate as all but about 100 of the very large corporate
funds gradually exit this segment.

However, costs as a percentage of assets have increased from 0.75% two years ago to 0.78%.
We believe this is partly due to the one-off costs incurred by trustees in the year to 30 June
2006 in respect of RSE Licences. This includes not only costs incurred by trustees receiving
advice from their consultants about whether or not to proceed with licence applications, but also
the substantial costs incurred with the actual licence applications themselves by those trustees
that opted to take this route, and the cost of winding up corporate funds which chose to exit the
market.

Despite this, fees in this segment remain relatively low and this can be partly ascribed to the
high average account balances in corporate funds, as well as subsidisation of costs by
employers.

Total fees and expenses for the year vary by fund size. Funds with more than $5 billion
average 0.59%, whereas those under $50 million average 1.63%.
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1.7.2. Industry Funds

Industry funds have been revamping their product offerings, either by increasing member
services within the original product or by developing a new corporate super master trust
product. There have also been mergers between industry funds, the most high profile being the
merger of STA and ARF on 1 July 2006 to form AustralianSuper. Some industry funds now
compete successfully with the retail master trust providers.

Costs as a percentage of assets have reduced over the last two years from 1.18% to 1.13%
due to growth in average member account balances, as well as growth in the average asset
base due to fund mergers.

1.7.3. Public Sector Funds

The public sector funds typically have higher average member balances than those in retail
master trusts and industry funds. The dollar fees per member for the public and corporate
funds, when expressed as a percentage of assets, are therefore lower than in other segments.

These are the cheapest funds due to high membership and large balances. The expense rate
of 0.70% of assets has increased slightly from 0.66% of assets in 2004.

1.7.4. Corporate Super Master Trusts

These funds have the most sophisticated arrangements of any segment. They are effectively
equivalent to Corporate Funds which have outsourced most of their management and
administration.

The fees vary by the size of the employer. For very large funds, the costs are comparable to
self-standing corporate funds — costs for plans over $20 million average 0.73% of assets.
Medium to large plans have fees comparable to industry funds, costs averaging 1.12% of
assets for plans with assets between $5 million and $20 million. The average costs for plans
smaller than $5 million are 2.01% of assets; this is close to retail levels, reflecting the extra cost
of advice provided by financial planners.

Overall costs as a percentage of assets are 1.36%, a reduction from 1.52% for the year to 30
June 2004, partly reflecting large employer plans entering the master trust segment over the
period. Fees for plans with more than $5 million in assets have fallen substantially from 1.14%
in 2004 to 0.81% in 2006. A reduction in the cost of advice (as a percentage of assets) has
also contributed to the overall decrease.

1.7.5. Personal Superannuation

The expense ratio for the Personal Super Segment reflects that fees for these products include
the cost of financial planning and the relatively higher costs of a retail product (due to absence
of scale); furthermore, these products are not granted fee reductions based on the total assets
of the employer. However, advisers will often discount financial planning fees nowadays.
Overall fees, in percentage of assets terms, have decreased from 2004, from 2.30% to 2.12%.
A reduction in the cost of advice (as a percentage of assets) has been the major contribution to
the overall decrease.

1.7.6. Post-retirement products

Fees for this segment have reduced over the last 2 years, from 2.04% of assets at 30 June
2004 to around 1.79% of assets at 30 June 2006. The reduction can be attributed to a number
of factors:

Average pension account balances have grown over the 2 years;
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Pensions are increasingly offered as a continuation of the member’s accumulation account
within the same retail product, typically with low fees, rather than as a separate pension
product; and

Competition has driven down fees.

1.7.7. Self Managed Superannuation Funds (SMSFs)

These funds comprise self-managed funds and APRA approved funds with less than 5
members.

These funds are cheaper than retail arrangements due to the large average balances held by
members. Further, only a portion use regular financial planning advice (which costs about
0.15% of assets p.a. when spread over all funds). In addition, where administration and
investment selection are not outsourced, it is carried out by the members on a private basis.
The time spent by members on these self-administration activities is an additional ‘cost’ which
is not reflected in our analysis.

Increasing average balances have contributed to a reduction in the average costs for these
funds from 1.01% to 0.87% over the last three years. We have assumed that 30% of funds
obtain advice from a financial adviser, and this has been included in the estimated costs.

1.8. Variation within Segments

In this report, we show that fees and expenses vary by segment. It is possible to conclude that
some segments are dearer than others. However, there are several reasons for the differences
and they need to be understood before any direct comparison can be made.

The figure below illustrates the extent of variation in expenses within each segment, based on

our samples (with outliers removed). The overall mean fees occur low within the ranges,
indicating that the number of expensive funds within each segment is relatively small.

Variation within Segments

¢ Mean
3.00

Total Expense Rate (% of Assets)

0.50

0.00

Corporate Industry Public Sector  Corporate Super Personal Retail Post
Master Trust Superannuation Retirement
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1.9. Dollar Fee Disclosure

All statements to members from July 2005 must show fees expressed in dollars. These fees
include all asset-based fees currently deducted from earning rates. The following table sets out
the fees which would apply had a member been in a typical fund for the segment. As the fee
often varies with account balance, we have shown different examples. These have been
constructed by considering for each segment the component of the fee which is typically fixed
in dollar terms, and the component of the fee which is typically asset-based.

The difference in fee levels needs to be considered in conjunction with the differences in
services. Further, the figures below are based on the average fee for the segment. However,
there is a wide range within segments.

Average Dollar Fee By Account Balance

Sector Segment $5,000 $20,000 $50,000
Corporate 85 195 410
Wholesale Corporate Super Master Trust® 80 175 365
Industry 105 220 455
Public Sector 40 145 350
Corporate Super Master Trust® 170 425 940
Personal Superannuation 125 430 1,045
Retail Retirement Income 110 375 905
Retirement Savings Accounts 115 460 1,150
Eligible Rollover Funds 125 505 1,265

The table below expresses the variation in fees by account balance in percentage terms:

Average Fee By Account Balance (% of Assets)

Sector Segment $5,000 $20,000 $50,000
Corporate 1.71 0.97 0.82
Wholesale Corporate Super Master Trust® 1.62 0.88 0.73
Industry 2.05 1.10 0.91
Public Sector 0.84 0.72 0.70
Corporate Super Master Trust® 3.36 2.13 1.88
Personal Superannuation 2.46 2.15 2.09
Retail Retirement Income 2.18 1.87 181
Retirement Savings Accounts 2.30 2.30 2.30
Eligible Rollover Funds 2.53 2.53 2.53

® Excludes employer plans with less than $5 million in assets.
6 Employer plans with less than $5 million in assets.
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2. Market Overview

2.1. Background

Fees and other expenses levied by superannuation funds or otherwise paid by members of
those funds are an important aspect of the superannuation industry. They have come under
particular scrutiny since the introduction of dollar fee disclosure and “Choice of Fund” for many
private sector employees from 1 July 2005.

The media often draws attention to areas where charges are high, and the industry provides
media releases from time to time updating the public with information on fee charges and their
disclosure.

The various segments of the market operate differently and provide different services.
Accordingly, they have different charging structures and experiences. Moreover, changes are
occurring within the market which makes it important for information to be updated from time to
time.

This report provides an analysis of the fees and expenses in respect of each of the major
market segments, suggests reasons for differences and comments on perceived trends.

Over the last 7 years, Rice Warner Actuaries has prepared material on this subject for the

Investment Funds and Superannuation Association (IFSA). Some of the numbers in this report
referencing previous years’ results have been obtained from those reports.

2.2. APRA Statistics

APRA provides a statistical analysis of the superannuation industry each quarter. The
segmentation as at 30 June 2006 was as follows:

Industry Segments

Industry Funds Members Assets
Segment ('000) ($m)
Corporate 555 606 52,400
Industry 81 9,793 150,500
Public Sector 44 2,899 152,000
Small Funds 326,641 627 214,800
Retail 192 14,974 298,400
Other n/a n/a 43,900
Total 327,636 28,899 912,000

The “other” shown in the above table is made up of superannuation amounts included in life
office statutory funds that APRA has not attributed to the fund types listed. In addition to the
above, there was at that time approximately $144 billion in unfunded liabilities in respect of
various public sector schemes.

The total number of members shown actually represents the number of different accounts held
by all members. Many members have accounts in more than one fund.

ACTUARIES
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The overall superannuation industry assets have risen over the year to 30 June 2006 by 19.5%.
However, there is some variation between the segments as shown in the following table:

Assets - Percentage Change by Industry Segment 2005/06

Industry Segment %
Corporate 0.4
Industry 26.0
Public Sector 17.8
Small Funds 22.0
Retalil 22.5
Total 19.5

Average balances in members’ accounts in the different segments are set out below:

Average Balances at 30 June 2006

Members’ Assets Average
Industry Segment Accounts ($m) Balances
('000) (6)]
Corporate 606 52,400 86,469
Industry 9,793 150,500 15,368
Public Sector 2,899 152,000 52,432
Retail 14,974 298,400 19,931
Small Funds 627 214,800 342,584
Other n/a 43,900 n/a
Total 28,899 912,000 31,558
2.3. Retail Market Analysis

APRA'’s report showed that assets for the Retail Market totalled $298,445 million at 30 June
2006, with 14,974 member accounts. In addition, there was a “Balance of Life Office Statutory
Funds” of $43,860 million.

The APRA report further details $900 million in Retirement Savings Accounts. These assets
are not regulated under the Superannuation Industry Supervision Act 1993, and as a result are
not included in APRA’s total assets. We estimate that there were 333,000 such member
accounts.

APRA'’s “balance” item of $43,860 million includes reserves held within Statutory Funds as well
as the assets backing a range of legacy policies. Clearly, no fees are charged on unallocated
reserves, so these should be separated from the assets backing legacy policies. Unfortunately,
the breakdown is not shown in published material, but we have estimated the unallocated
reserves to be $6 billion.

Aggregating the above figures, total retail assets amounted to $343,205 at 30 June 2006 in
respect of 15,306 member accounts. We have sub-divided these retail assets (including the
“balance”) into the following market segments, based on our internal analysis:

Retail Market Segments

Industry Segment Member Accounts As_sets

('000) ($millions)
Corporate Super Master Trust 2,677 75,524
Personal Superannuation 6,622 186,817
Post-Retirement Products 856 68,514
Retirement Savings Accounts 333 900
Eligible Rollover Funds 4,818 5,450
Statutory Fund Reserves - 6,000
Total 15,306 343,205
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Much of the corporate super master trust (employer-sponsored) segment has characteristics of
wholesale rather than retail markets and this segment is further divided to reflect different fee
levels for different sizes as follows:

Corporate Super Master Trust Segments

Member Accounts

Employer Sub-plan Size ('000) As_sets

($millions)
> $5m (“Wholesale” Plans) 1,451 40,921
< $5m (“Retail” Plans) 1,227 34,603
Total Corporate Super Master Trusts 2,677 75,524

2.4, Cost of Advice

Our estimates of expenses include fees charged for financial advice in some segments. The
table below compares our estimates of the cost of advice for the year to 30 June 2006 for the
segments where financial advice is included to our estimates in our previous report for the year
to 30 June 2004.

We have calculated the cost of advice based on the amount of commission contained within the
fees charged to members. We sampled data from several retail financial institutions to obtain
the levels of commission actually paid within the market. This is, lower than the levels shown in
PDS documents, which most show the maximum allowable.

Cost of Advice (% of assets) — Comparison to Year to 30 June 2005

Cost of Advice Cost of Advice Difference

Segment Year to 30 June 2006 Year to 30 June 2004 (2006 — 2004)
Corporate Super

Master Trust 0.02 0.10 -0.08
(Wholesale)’

Corporate Super

Master Trust (Retail)® 0.46 0.50 -0.04
Personal 0.55 0.85 -0.30
Superannuation

Retirement Income 0.53 0.80 -0.27
Small Funds 0.15 0.15 -

There was a general reduction in the estimated costs of advice over the period, notably in the
retail personal superannuation and retirement income segments.

" Excludes employer plans with less than $5 million in assets.
8 Employer plans with less than $5 million in assets.
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3. Corporate Funds

3.1. Nature of Corporate Funds

A Corporate Fund is an employer-sponsored superannuation fund managed under its own trust
deed. Itis sponsored by a single employer or several closely related employers.

The trustees must comprise equal numbers of employer and member representatives. The
trustees, as with all superannuation funds, are responsible for all compliance, including audit,
lodgement of statutory returns and communications with members.

The administrative and legal requirements of the current superannuation regime include APRA
RSE licenses. This has added significant complexity and compliance risk for corporations and
many have wound up their funds and transferred members and assets into other funds.

This has reduced the number of corporate funds and, as it is the smaller funds which have
exited first, increased the average size of the remaining funds.

Many corporate funds have a defined benefit (often closed to new members) and accumulation
(defined contribution) structure, though there has been a gradual decline in the number of
defined benefit arrangements.

Company funds charge members for services at cost. Many services are subsidised for larger
funds. For example, the time spent by trustees and the fund secretary will be donated by some
organisations and some costs and insurance premiums are also paid by some funds. In this
analysis, we have not allowed for the value of any subsidies from the employers.

Some funds are self-administered and others outsource this function. The vast majority use
external fund managers to invest the assets of the fund, though some funds have direct
investments.

3.2. Market Data

APRA statistics report total stand-alone corporate superannuation assets as $52.4 million as at
30 June 2006. Data was obtained by examining the charging structures of a sample of 18
corporate funds with combined assets of $44 billion. The data was obtained from an
examination of the 30 June 2006 annual reports of the funds, supplemented by other published
material. The sample amounts to 84% of the corporate fund assets totalling $52.4 billion.

The annual returns of the corporate superannuation funds do not usually include the separately
disclosed costs of investment management. However, many now have accumulation sections
with investment choice which indicate investment management charges. We have used this
information in conjunction with estimates of investment management charges where no data
was available.

As expenses vary by size of fund, we have segmented total assets into different size segments

(under $50 million, $50-$500 million, $500 million to $1 billion, etc.). We show the breakdown
of expenses for these segments.
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3.3. Current Expense Charges

We expressed the expenses incurred by each of the sample funds as a percentage of average
fund assets over the year. The asset percentages calculated from the sample data were in line
with our expectations — that is, they are inversely proportional to fund size, indicating
economies of scale (size).

We increased these percentages by the cost of investment management expenses. The
estimated investment management charges ranged from 0.90% of assets for funds under $50
million to 0.39% for funds over $5 billion.

We adjusted the estimated expense rates in each segment to allow a smooth progression in the
expense rate from segment to segment. We then applied these smoothed expense rates to the
total of the funds in each segment to determine the total expenses incurred by the corporate
funds. Our sample did not contain any funds with assets under $50 million. We estimated
expenses for these funds through extrapolation from the other segments and our general
market knowledge.

The results are given in the following table:

Corporate Fund Expenses — Year to 30 June 2006

Members Assets Expense Expenses
Fund Size Funds (®00) ($m) Rate* (%) ($m)
under $50 million 500" 41 3,288 1.63 55
$50 to 500 million 33 70 5,545 1.05 60
$500 million to $1 billion 9 70 5,533 0.91 52
$1 to $2 billion 5 76 6,050 0.80 50
$2 to $5 billion 4 109 8,241 0.73 62
over $5 billion 4 240 23,766 0.59 144
Total 555 606 52,423 0.78 423

* Expressed as a % of average Corporate Fund assets over the year to 30 June 2006.
# A large number of these funds still exist but members and assets have already been transferred to
public offer funds.

The calculated expenses of $423 million compare with the total reported to APRA of $281
million. The difference is largely due to investment management expenses being deducted
from investment earnings for the purposes of reporting to APRA.

We estimate the breakdown of expenses by function to be as follows:

Corporate Fund Expense Rate* (%) — Year to 30 June 2006
Investment Advice

Fund Size Administration Management Total
under $50 million 0.73 0.90 - 1.63
$50 to 500 million 0.46 0.59 - 1.05
$500 million to $1 billion 0.37 0.54 - 0.91
$1 to $2 billion 0.30 0.50 - 0.80
$2 to $5 billion 0.24 0.49 - 0.73
over $5 billion 0.20 0.39 - 0.59
Total 0.30 0.49 - 0.78

* Expressed as a % of average Corporate Fund assets over the year to 30 June 2006.

The relatively low expense rate of 0.78% is a function of relatively high average member
balances, economies of scale and absence of distribution expenses.

May 2007 Page 16 of 39



IS':u\?)':,\rannuation Fees Report R I C Ewa rn e r

Market Segment Analysis as at 30 June 2006 ACTUARIES

The administration fees level off, partly due to complex benefit design amongst some larger
funds. Investment management fees are highly correlated to fund size and they reduce as
assets grow.

The overall fee level of 0.78% is higher than our previous estimate of 0.75% as at 30 June
2004. The 0.03% increase is due to an increase in investment management charges of 0.04%,
offset by a reduction in the administration expenses of 0.01%. Investment management
charges have increased over the period as a result of a move towards performance-based fees
(coupled with good investment returns over the year to 30 June 2006). Funds also incurred
significant one-off costs in obtaining RSE licences leading up to the 30 June 2006 deadline.
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4, Industry Funds

4.1. Nature of Industry Funds

An Industry Fund is a regulated superannuation fund providing full administration and
communication services, and a number of insurance and investment options. Most of the larger
industry funds have public offer status.

Industry Funds have an umbrella trust deed and a trustee that is independent of members and
employers. Board members of the trustee company are split between employee
representatives and employer representatives, usually being appointed by trade unions and
employer associations respectively. Some funds also have one or more independent Board
members.

The same member fees apply irrespective of size of employer. An exception is made for the
tailored company sub-funds where the benefit design is non-standard. For example, some
funds allow defined benefit members on different insurance arrangements.

Fees charged are normally expressed as a fixed amount per week — typically $1.00 to $1.50.
These fees are not always sufficient to meet the costs of running the funds and, in some cases,
a supplement is also taken out of investment earnings. For example, REST has an explicit levy
of 0.10% and Equipsuper has an explicit levy of 0.15% of fund assets.

The investment management fees are deducted from fund earnings and, where investment
choice is available, are dependent on the particular investment option; with the more
complex/aggressive options incurring higher fees. Typically, for the larger funds, the
investment management expense ratios range from 0.35% for a Capital Stable option up to
0.65% of assets for a Growth Option. A typical balanced option would attract a fee in the range
of 0.55% - 0.80% of assets.

In addition, some of the fund managers used now charge performance-based fees. These
have typically been of the order of 0.05% to 0.10% over the year to 30 June 2006 which was a
period of good performance.

Many industry funds declare crediting rates periodically (typically monthly). The administration
is cheaper than a unit-pricing structure but is subject to more manual processes. Costs will rise
slightly in this segment as more funds convert to unit-pricing.

4.2. Member Protection

Many industry funds have large numbers of “protected” inactive members with balances less
than $1,000, for whom contributions have ceased or are received irregularly. The experience of
industry funds has generally been that the investment earnings foregone on protected
members’ account balances are not sufficient compensation for expenses incurred in
maintaining these accounts. Consequently, a small reduction is made in the overall crediting
rate to make allowance for the cost of managing these accounts, i.e. the cost is effectively
spread over the remaining membership.

The cost of member protection is estimated to be of the order of 0.10% of assets on average for
industry funds. Funds in other segments also incur this cost but have fewer members with
balances below $1,000. However, as member protection is essentially a cost transfer from
members with low balances to other members, there is no cost to the fund in aggregate, and
the cost is therefore not reflected in the aggregate expense rates in our analysis below.
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4.3. Market Expense Data

APRA statistics show that there were 81 industry funds at 30 June 2006 with total assets of
$150.5 billion. This compares with 103 funds as at June 2004 with assets of $72 billion. The
number of industry funds in the market is gradually declining (the majority through mergers with
large funds).

APRA’s industry funds statistics do not include the $19.5 billion industry fund UniSuper, which
APRA classifies as a public sector fund. However, we have classified UniSuper as an industry
fund for the purposes of this report. The fund is generally regarded as an industry fund, and its
structure more closely resembles that of an industry fund. Hence, our figures show 82 industry
funds at 30 June 2006 with total assets of $170.0 billion.

We have examined the 2006 annual reports of 65 industry funds with total assets of $155.0
billion (91.2% of the industry funds total). In total, the funds reported investment and
administration expenses of $924 million.

Expenses vary considerably between funds and are influenced by the number of members,
average account balance, number of employers (particularly small employers not using
electronic payment of contributions), member protection and performance fees on investment
returns.

4.4. Total Industry Fund Expenses

We estimate that total incurred expenses were $1,718 million, which may be expressed as
1.13% of assets over the year. This is considerably higher than APRA’s estimate of the
investment and operating expenses of industry funds over the period, which may be expressed
as 0.76% of assets on the same basis. However, our analysis includes an estimate of
investment management expenses deducted from fund earnings in addition to the explicit
investment costs reported in the accounts.

Industry fund expenses are estimated to vary by size of fund as follows:

Industry Funds Expenses — Year to 30 June 2006

Expense

Members Assets Rate’  Expenses
Fund Size Funds (©00) ($m) (%) ($m)
under $50 million 17 21 357 2.08 7
$50 to $500 million 22 800 7,022 1.74 110
$500 million to $1 billion 14 1,007 12,288 1.48 163
$1 to $2 billion 9 989 15,552 1.28 179
$2 to $5 hillion 11 1,656 39,353 1.13 398
over $5 billion 8 5,685 95,439 1.01 862
Total 81 10,158 170,011* 1.13 1,718

* Includes $19.5 billion assets in UniSuper which APRA includes in its public sector fund statistics.
' Expressed as a % of average Industry Fund assets over the year to 30 June 2006.
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The estimated breakdown of fees by function was as follows:

Industry Funds Expense Rate* (%) — Year to 30 June 2006

Fund Size Administration Investment Adviser Total
Management
under $50 million 1.41 0.67 - 2.08
$50 to $500 million 1.08 0.66 - 1.74
$500 million to $1 billion 0.83 0.65 - 1.48
$1 to $2 billion 0.64 0.65 - 1.28
$2 to $5 billion 0.49 0.64 - 1.13
over $5 billion 0.37 0.63 - 1.01
Total 0.49 0.64 - 1.13

* Expressed as a % of average Industry Fund assets over the year to 30 June 2006.

The sample of industry funds in this survey is considerably larger than the sample used in our
previous reports. To compare figures over time on a like-for-like basis, we have calculated the
expense rate for the year to 30 June 2006 using the sample of funds used in the previous
report. The expense ratio for these funds was 1.12% of assets over the year, compared to our
previous estimates of 1.17% for the year to 30 June 2004 and 1.23% for the year to 30 June
2002.

We therefore estimate that Industry fund expenses have reduced over the period. The lower
expense ratio is in part due to strong growth of the asset base through good performance, fund
mergers and increased levels of contributions. However, this was partially offset by an increase
in investment management charges (mainly due to increased investment in non-listed assets
and the payment of performance fees).

Applying the 0.01% difference in fees due to sampling to our previous estimates, we restate our
previous estimate as 1.18% for the year to 30 June 2004.

The fee, when expressed as a percentage of assets, is higher than the average expense rates

for corporate funds and very large retail corporate super master trusts. This reflects the lower
average member balances within industry funds.
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5. Public Sector Funds

5.1. Nature of Public Sector Funds

Public sector funds are funds operated for the benefit of the employees of government
departments and agencies. There is a strong trend away from defined benefit plans, many
unfunded, to defined contribution plans, particularly for new employees.

Most funds are open for public sector employees only. As a result, administration of some
aspects of these funds is relatively simple (e.g. the fund does not have to contend with multiple
pay centres) and the corresponding expenses are therefore low. However, this is starting to
change with some large funds moving to public offer status.

Further, some funds have complicated benefit design and that leads to higher costs.

5.2. Market Data

APRA's statistics indicate that there were 46 public sector funds as at 30 June 2006 with assets
of $152.0 billion. APRA's public sector fund statistics include the $19.5 billion industry fund
UniSuper, which we have included as an industry fund in this report. Hence, our figures show
45 public sector funds at 30 June 2006 with total assets of $132.5 billion.

We examined the 2006 annual reports of a sample of 26 public sector funds. The sample funds
had total assets of $131.1 billion, which represents 99% of the public sector fund total. The
overall average cost of administration was 0.25% of assets.

Nearly all sample funds disclosed their direct investment costs. However, in most cases there
are other costs which are deducted from the investment earning rate. Based on our analysis of
these funds we estimated that the average cost of investment was approximately 0.45% of
assets.

5.3. Current Expense Charges

We have calculated a total expense ratio of 0.70%. This is higher than our estimates for the
previous 2 years (0.66% p.a.), the increase mainly due to a higher estimated cost of investment
management. We estimate total expenses for the sector at $865 million.

Public Sector Funds Expenses' — Year to 30 June 2006

Members Assets Expense Expenses
(©00) ($m) Rate* (%) ($m)
Total Public Sector 2,534 132,454 0.70 865

* APRA'’s public sector fund statistics include a further $19.5 billion assets in UniSuper, included under
industry funds in this report.
T Expressed as a % of average Public Sector Fund assets over the year to 30 June 2006.

We estimate the breakdown of expenses by function to be as follows:

Public Sector Funds Expense Rate* (%) — Year to 30 June 2006

Administration Investment Adviser Total
Management
Total Public Sector 0.25 0.45 - 0.70

* Expressed as a % of average Public Sector Fund assets over the year to 30 June 2006.
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6. Self Managed Super Funds

6.1. Nature of Small Funds

A Self-Managed Superannuation Funds, or SMSF, is often colloquially known as a DIY Fund.
There are two distinct product offerings in this segment, namely:

An Approved Trustee service (regulated by APRA). This segment was once 10% of the
DIY market but is now less than 2% and shrinking. Australian Executor Trustees (ex
Tower Trust), Trust Company of Australia and Perpetual hold more than 60% of these
“small-APRA” funds.

The majority of funds have members as trustees and are regulated by the ATO. Each

member must be a trustee or a director of the trustee. Funds may have no more than four
members and the typical fund has two.

6.2. Market Statistics

At 30 June 2006 there were 319,805 funds regulated by the ATO with $211,459 million of
assets and 617,418 members.

There were only 6,665 small-APRA funds with $3.2 billion of assets.
APRA'’s Small Funds statistics further includes $0.1 billion of assets in respect of single-

member Approved Deposit Funds (ADFs). This brings the total assets in this segment to
$214.8 billion.

6.2.1. Asset Allocation

The ATO has issued detailed figures as at 31 December 2006. The assets of funds at that date
were invested as follows:

Asset Allocation $m %
Cash & term deposits 52,858 22.6
Loans 1,846 0.8
Equities 129,767 55.3
Property 26,419 11.3
Other 7,141 3.0
Overseas 1,486 0.6
Life policies 401 0.2
Other managed 14,418 6.2
Total direct 234,336 100.0

While the cash component looks high, this reflects the investment strategy of many retired
people who simply use term deposits (and secure the capital of their investments). The equity
component has grown in recent years and property has reduced. This suggests that newer
funds have tended to use online share broking as the prime vehicle for investment.

It should be noted that managed funds are a small, but growing, proportion of investments.
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6.2.2. Membership

The ATO also shows membership by age at December 2006. Nearly half of all members are
over 55 but less than 15% are above Age Pension age (65 for males):

Male Female

Age ranges (55.3%) (44.7%) Total

<25 0.8% 0.9% 0.8%
25-34 5.3% 6.1% 5.6%
35-44 16.6% 20.0% 18.1%
45-54 27.6% 30.1% 28.7%
55-64 32.6% 31.2% 32.0%
>64 17.0% 11.7% 14.6%

6.2.3. Fund Size

The ATO figures for the last two financial years to 30 June 2006 show that the percentage of
those with account balances of less than $200,000 is reducing — from 40% in 2003/2004 to
35% in 2004/02005.

Conversely, there has been an increase in the funds that have a balance above $1 million from
12% in 2003/2004 to 16% in 2004/2005. Fund performance is likely to have been a key
contributor to this growth.

Asset Range 2003-04 2004-05
$0 - $50,000 12.6% 9.8%
$50,000-$100,000 10.7% 9.2%
$100,000-$200,000 17.0% 15.6%
$200,000-$500,000 29.1% 28.8%
$500,000-$1m 18.4% 20.5%
$1m-$2m 8.9% 11.3%
$2m-$5m 2.9% 4.1%
$5m-$10m 0.3% 0.5%
$10m-$100m 0.1% 0.1%
Total 100.0% 100.0%
6.3. Expenses

The SMSF segment is highly fragmented with a number of specialist administrators and a
number of self-administered portfolios. As with other segments, costs fall into 3 categories,
namely investments, operating expenses and advice.

6.3.1. Investment Costs

To determine investment costs, we have assumed that the individuals largely manage the direct
investments themselves, making no charge on the funds. The estimated costs by asset class
for the ATO regulated funds ($211,459 million) are:
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Estimated Investment Costs

Asset Class Investme_nt Fees & Asset Distribution Investment CQStS

Transaction Costs ($ million)
Managed 0.90% 6.4% 111
Investments
Fixed Interest

0, 0,

Securities and Cash 0.02% 23.0% °
Listed Shares 0.20% 55.5% 214
Direct Property 0.50% 11.3% 109
Other 0.50% 3.8% 37
Total 0.25% 100.0% 479

The small APRA funds are more likely to invest in managed funds and will attract an asset-
based fee on all investments. We estimate the average investment cost to be 0.80% of assets
over the year, or $23 million.

The total investment fee for this segment is $502 million for total assets of $214.8 billion, or
0.26% of average assets over the year to 30 June 2996.

6.3.2. Operating Costs

The operators of small funds usually have services provided by an accountant. Accounting
firms usually have a charge of $2,000 to $3,000 for the combined accounting/audit function.
Where a specialist administrator is used, the separate audit fee is typically $400 to $600.
However, the overall cost is similar. This fee does not vary by size of fund.

Where an accountant is the sole service provider, fees are typically around $2,500 per year.
This includes the cost of audit and annual review. There are other costs such as updating trust
deeds, ATO levy and bank charges. Together these probably average about $300 per fund a
year.

The total costs probably average $2,800 a fund, or $914 million in total. This is equivalent to
0.47% of average small fund assets over the year to 30 June 2006.

6.3.3. Advice Costs

Where services are supplied through an investment adviser, there are added advisory services
relating to retirement planning, investment strategy and technical matters.

Based on the views of various suppliers of services to self managed funds, we have assumed
that financial planners/advisers are involved in about 30% of the market. We have estimated
that the cost of this service additional service (advice) is 0.50% of assets on average.

The total cost for the advice is therefore 0.15% of assets, or $293 million over the year to 30
June 2006.
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6.4. Summary of SMSF Expenses

Aggregating our estimates of Investment Management Expenses, Operating Costs and Advice
Costs, we estimate that SMSFs paid total expenses of 0.87% of assets, which amounted to
$1,709 million over the year to 30 June 2006.

SMSF Expense Summary — Year to 30 June 2006

Funds Members Assets Expense Expenses
('000) ($m) Rate* (%) ($m)
326,470 627 214,800 0.87 1,709

* Expressed as a % of average SMSF assets over the year to 30 June 2006.

The estimated breakdown of expenses by function is as follows:

SMSF Expense Rate* (%) — Year to 30 June 2006

Administration Investment

(Operating Costs) Management Advice Total

Total Small Funds 0.47 0.26 0.15 0.87

* Expressed as a % of average SMSF assets over the year to 30 June 2006.
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1. Corporate Super Master Trusts

7.1. Nature of Corporate Super Master Trusts

A Retail Corporate Super Master Trust is a public-offer, regulated superannuation fund
providing full administration and communication services, and a humber of insurance and
investment options. Many managers of the trusts are owned by the major banks and other
financial services groups.

The master trust has the facility to accept contributions from any employer and cater for the
needs of a typical employer-sponsored plan. The funds have an umbrella trust deed and a
trustee that is independent of members and employers (but is related to the fund sponsor).

The products often include facilities for personal superannuation business, non-super
investments and post-retirement products.

Competition in the market is strongest in this segment and as a result the level of member
services and product features in this segment is more comprehensive than in any other
segment.

7.2. Market Data

Corporate super master trust superannuation can be divided into two broad segments.

Where the assets are less than $5 million, the services of an investment adviser are generally

used (or the employer may deal directly with the master trust, particularly if the product is

owned by a bank). The fee scale published in the Product Disclosure Statement (PDS) of the
master trust will generally apply. If the services of an adviser are used, the adviser is rewarded

on a commission basis (and possibly also with service fees). These are retail products.

Where the assets exceed $5 million, the employer generally uses the services of a professional

adviser to select the master trust. The trust is selected after a tender and the fee scale is

substantially less than the PDS scale. The professional adviser is rewarded by a fee for actual
service rather than by a commission based on the value of business. This is not an economic
option for smaller funds as the cost of employing a fee-based consultant would be prohibitive.

Further, the commission is paid by members, whereas a consulting fee would normally be paid

by the employer.

These products are effectively wholesale for business over $5 million, though they are inclu

ded

in the Retail segment by APRA because they are often part of the same public offer fund as

retail business.

We have determined the market fees by reference to a survey of the fees charged by 7 master
trust providers operating in this market for a range of plan sizes. We have supplemented this
data by our own experience of the fee levels charged by master trusts in outsourcing tenders

over the period.

We have calculated the fee rates separately for each sub-segment.
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7.3. Advice Services

In contrast to industry funds where employers do not require specific advice about benefit
design or the suitability of a fund, master trusts are often used by employers seeking such
advice.

Advisers will help employers select a fund, develop an appropriate level of insurance benefits
and select and monitor the default investment strategy. Advisers will also attend policy
committee meetings and deal with some members’ queries.

The comprehensive advice services provided by the master trust manager, whether directly or
through a financial adviser, are covered by the product charges. For some smaller
arrangements the adviser may negotiate an extra fee.

Estimates of the amounts involved are shown separately in the summary below:
7.4. Current Expense Charges

The results of our calculations are shown in the following table. The expense ratios are
calculated assuming that investments are within the default “growth” funds. In practice, some
members will choose investment options with a higher growth component, attracting higher
fees, and some will choose investment options with a lower growth component, attracting lower
fees. The default options generally strike a balance, and represent a position close to the
average investment allocation.

The distribution of assets between the plan size segments is based on our market knowledge
and a survey of master trusts. The total amount of the assets for the sector has also been
obtained from our analysis of various reports.

Corporate Super Master Trust Expenses — Year to 30 June 2006

Employer Plan Assets Expense Expenses
Size ($m) Rate* (%) ($m)
>$50 m 26,052 0.71 167
$20m - $50m 6,300 0.81 46
$10m - $20m 3,961 0.95 34
$5m - $10m 4,608 1.25 52
Sub-total 40,921 0.81 298
$2m - $5m 5,339 1.83 88
$1m - $2m 5,324 1.92 92
<$1m 23,941 2.06 443
Sub-total 34,603 2.01 622
Total 75,524 1.36 920

* Expressed as a % of average Corporate Super Master Trust assets over the year to 30 June 2006.

The expenses of $920 million represent 1.36% of assets. However, the average fee after
excluding smaller funds (those less than $5 million) is only 0.81% of assets. This expense rate
for the larger employer plans is comparable with the average expense rate of corporate funds.

Our estimate of Corporate Super Master Trust expenses at 30 June 2004 was somewhat
higher at 1.52%. However, much of the reduction in the average expense ratio is due to larger
sub-funds entering this segment. Fees have also reduced for new plans as a result of
competitive tenders as corporate funds sought to outsource their superannuation arrangements
before the 30 June 2006 deadline for APRA Licensing. The average expense ratio in each plan
size band reduced slightly over the period.
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We estimate that total expenses varied by function as set out below:

Corporate Super Master Trust Expense Rate* (%) — Year to 30 June 2006

E_mployer Plan Administration Investment Adviser Total
Size Management

>$50 m 0.17 0.54 0.00 0.71
$20m - $50m 0.22 0.57 0.03 0.81
$10m - $20m 0.32 0.58 0.05 0.95
$5m - $10m 0.52 0.63 0.11 1.25
$2m - $5m 0.80 0.77 0.26 1.83
$1m - $2m 0.82 0.77 0.34 1.92
<$1m 0.77 0.77 0.53 2.06
Total 0.48 0.66 0.22 1.36

* Expressed as a % of average Corporate Super Master Trust assets over the year to 30 June 2006.

We separate these into wholesale (employer plan size greater than $5 million) and retail (less

than $5 million) as follows:

Corporate Super Master Trust Expense Rate* — Year to 30 June 2006

Employer Plan Size Administration (%) Investment (%) Adviser (%) Total (%)
Employer sub-funds over

$5m 0.23 0.56 0.02 0.81
Employer sub-funds under

$5m 0.78 0.77 0.46 2.01
Total 0.48 0.66 0.22 1.36

* Expressed as a % of average Corporate Super Master Trust assets over the year to 30 June 2006.
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8. Personal Superannuation

8.1. Nature of Personal Superannuation Products

Personal superannuation products are offered by public offer super funds which invest the
whole of their funds into life company superannuation policies or pooled superannuation (unit)
trusts (PSTs) and master trusts. They include full administration and communication services,
and a number of insurance and investment options.

They accept contributions (single or regular) in respect of individuals. The participants are the
self-employed, people with preserved benefits, and the employees of small businesses which
do not establish their own super funds for them.

8.2. Charging Methods

Product prices include the cost of advice, which are usually charged for the initial consultation
(up-front fee, expressed as a percentage of the initial contribution/amount invested) and
ongoing advice (trail commission, which is based on the size of the account balance).

‘Nil Entry Fee’ products have similar charging structures to ‘Entry Fee’ products, but the entry
fee is amortised over several years (typically 3 — 4 years). That is, the entry fee is deferred
rather than nil.

We have set out ranges of some typical charges that apply to retail products:

Fees and Charges Fee

Entry Fee 0 — 5% Contribution (Deposit)

Administration/ Account Keeping/ Member $0 - $100 p.a.

Fee

Management Charges 1.0% - 2.5% Account Balance

Other Charges Up to 0.4% Account Balance

Switching Charges Up to $20 plus asset based fee

Withdrawal/ Termination Charges Applicable for Nil Entry: up to 5%,
amortised over several years (typically 3-4
years)

8.3. Market Data

There is a wide group of products ranging from conventional life insurance contracts (traditional
and investment account, now closed to new business) through to savings plans and managed
funds. The cost structures vary considerably. We have based our analysis on a survey of the
actual fees charged by a number of personal superannuation master trusts. Our sample
included a number of legacy products.
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8.4. Adviser Services

Virtually all individuals effecting personal superannuation do so through the services of a
professional financial adviser. The cost of these services is mainly incorporated in the product
charges. However, in some cases the financial advisers may negotiate with their clients an
annual fee for advice.

Within the product, adviser costs are recognised in initial and contribution charges under the
current on sale products and on going commissions. The contribution charges may be up to
5% for smaller amounts invested and regular contributions. In the case of larger contributions,
the initial fee is usually negotiated down to lower percentages, sometimes to zero.

8.5. Current Expense Charges

The estimated total expense rate over the year, including the cost of advice is 2.12%. The
breakdown by size of account was as follows:

Personal Super Expenses — Year to 30 June 2006

Assets Expense Expenses
Account Balance ($m) Rate* (%) ($m)
>$1 million 5,564 1.82 91
$500,000 - $1 million 20,132 1.86 336
$250,000 - $500,000 39,769 191 681
$100,000 - $250,000 57,085 1.99 1,021
$50,000 - $100,000 32,966 2.14 631
$25,000 - $50,000 18,676 2.38 399
<$25,000 12,624 3.46 392
Total 186,817 2.12 3,550

* Expressed as a % of average Personal Super assets over the year to 30 June 2006.

Our estimates of the fees by function are as follows:

Personal Super Expense Rate* (%) — Year to 30 June 2006

Account Balance Administration Investment Adviser Total
Management
>$1 million 0.50 0.75 0.58 1.82
$500,000 - $1 million 0.55 0.76 0.55 1.86
$250,000 - $500,000 0.61 0.76 0.54 1.91
$100,000 - $250,000 0.70 0.77 0.53 1.99
$50,000 - $100,000 0.83 0.78 0.53 2.14
$25,000 - $50,000 1.05 0.79 0.54 2.38
<$25,000 1.98 0.80 0.68 3.46
Total 0.80 0.77 0.55 2.12

* Expressed as a % of average Personal Super assets over the year to 30 June 2006.

The overall expense rate of 2.12% represents a decrease over the last four years (2.41% in
2002 and 2.30% in 2004).

Charges in legacy products will tend be higher than those for products currently on sale (open
products). However, these products represent only a small part of the total personal
superannuation business. The total expense rate for the legacy business in our sample was
2.32% of assets, compared to 2.07% of assets for open products. As the legacy business
matures, average Personal Superannuation fees will fall further.
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0. Retirement Income Products

9.1. Nature of Retirement Income Products

Retirement Products cover a range of individual, retail, regulated products. They provide full
administration, communication services and a number of investment options.

They do not accept contributions, being designed to convert a lump sum amount into a regular
income stream. Products include guaranteed lifetime and term certain annuities and allocated
pensions.

9.2. Market Data

Allocated pensions/annuities account for 82% of the assets of the segment, and guaranteed
annuities (i.e. term certain and lifetime annuities) for the other 18%. Annual charges for
allocated pensions are slightly lower than charges for personal superannuation due to the
economies of scale gained from the much larger average balances. These outweigh the cost of
the additional administration associated with paying pensions.

We estimate that the average charge for allocated pensions equates to 1.85% of assets.

Guaranteed annuities do not have an explicit charge, but we estimate the implicit charge as
1.70% of assets based on our knowledge of the market.

9.3. Current Expense Charges
Based on the previous section and our sub-division of the APRA data, we estimate that

retirement income investors were charged $1,143 million in the year to 30 June 2006. This is
an average 1.82% of assets.

Post Retirement Product Expenses* — Year to 30 June 2006

Assets Expense Expenses
($m) Rate* (%) ($m)
Allocated Pensions
Account Balance
>$1 million 1,512 1.53 21
$500,000 - $1 million 6,190 1.60 90
$250,000 - $500,000 13,497 1.69 208
$100,000 - $250,000 21,732 1.81 359
$50,000 - $100,000 9,909 1.97 178
$25,000 - $50,000 2,942 2.20 59
<$25,000 482 2.95 13
Total Allocated Pensions/Annuities 56,263 1.81 929
Guaranteed Annuities 12,251 1.70 214
Total Retail Post Retirement 68,514 1.79 1,143

* Expressed as a % of average Retail Post Retirement assets over the year to 30 June 2006.

Our estimates for the year to 30 June 2004 were 2.22% of assets and 1.45% of assets for
allocated pensions and guaranteed annuities respectively.
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The estimated Allocated Pension expense rates by function are as follows:

Allocated Pension/Annuity Expense Rate* (%) — Year to 30 June 2006

Investment

Account Balance Administration Adviser Total
Management
>$1 million 0.27 0.74 0.52 1.53
$500,000 - $1 million 0.32 0.75 0.53 1.60
$250,000 - $500,000 0.39 0.76 0.55 1.69
$100,000 - $250,000 0.47 0.77 0.58 1.81
$50,000 - $100,000 0.57 0.77 0.63 1.97
$25,000 - $50,000 0.71 0.78 0.71 2.20
<$25,000 1.11 0.79 1.05 2.95
Total 0.46 0.76 0.59 1.81

* Expressed as a % of average Retail Post Retirement assets over the year to 30 June 2006.

The fee estimates reflect the Personal Superannuation market, but with lower administration

charges.
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10. Other Retail Products

10.1. Retirement Savings Accounts (RSAS)

10.1.1. Nature of RSAs

Retirement Savings Accounts are capital guaranteed superannuation accounts operated by
financial institutions without any trust arrangement. Contributions to these products can be
made by employers or members. These products are run like simple bank accounts and they
do not include any superannuation services or financial advice.

10.1.2. Market Data

Seven institutions offer RSAs; five of these are currently open to new monies. There are also
RSA “look-alikes” offered as an investment-option in some master trusts. Account fees vary
based on whether an explicit fee or an interest rate spread is used.

Where an interest rate spread is used, it is necessary to treat this as the implicit fee on the
product. If this is not done, the fee will appear to be negligible. We estimate that the average
implicit fee is 1.2% for small account balances of less than $5,000.

Our estimated range of fees and charges is set out below:

Fees and Charges Typical Charges
Account Keeping/ Member
Fee $0 — $30p.a.

Implicit Charge

$0 - $1,000 Protected
$1,000 - $4,999 1.25% - 2.84%
$5,000 - $9,999 0.75% - 2.41%
$10,000 - $49,999 0.25% - 1.99%
Over $50,000 0.00% - 1.77%

10.1.3.  Current Expense Charges

Based on the previous section, we retain our previous estimate of 2.30% of assets for this
market segment. This amounts to total fees of $19 million in the year to 30 June 2006. The
relatively high average percentage of assets of 2.30% reflects the low average balance for this
product.

Total RSA Fund Expenses — Year to 30 June 2006

Assets Expense Expenses
($m) Rate* (%) ($m)
900 2.30% 19

* Expressed as a % of average Retirement Savings Account assets over the year to 30 June 2006.
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10.2. Eligible Rollover Funds (ERFs)

10.2.1. Nature of ERFs

When a member leaves a superannuation fund and gives no direction as to how their account
is to be administered, the trustee of the fund may transfer the account to an Eligible Rollover
Fund. ERFs consist of many small accounts and have traditionally maintained a conservative
investment style. However, some funds are now moving towards more aggressive investments
with some holding up to 60% of the investments in growth assets.

The ERF market has increased slightly over the year ending June 2006 and is estimated to be
approximately $5,450 million.

10.2.2. Market Data

We have used a combination of the Superfunds survey of ERFs® and fund documents to
estimate the size of the ERF market and the expense charges. Our fee estimates are based on
a sample of ERFs with assets of 98% of the total ERF market.

10.2.3.  Current Expense Charges

We estimate that ERF members paid expenses of $128 million.

Eligible Rollover Fund Expenses — Year to 30 June 2006

Members Assets Expense Expenses
('000) ($m) Rate* (%) ($m)
4,818 5,450 2.53% 128

* Expressed as a % of average Eligible Rollover Fund assets over the year to 30 June 2006.

The estimated expense rate is higher than our previous estimate of 1.58%. The current
estimate is based on improved disclosure material now available for Eligible Rollover Funds.
For the purposes of measuring overall fee trends, we restate our previous estimate as 2.53%.
As the ERF market is small, the exact magnitude of these estimates is immaterial in measuring
overall superannuation market fee trends.

The high rate is not unexpected given the low average account balance in this segment (just
marginally in excess of $1,000 per account).

o Superfunds: December 2006/January 2007
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A. Variations between Segments

In this Appendix we illustrate how fees and expenses vary by segment. As noted in the report,
it is possible to conclude that some segments are more expensive than others. However, there
are several reasons for the differences and they need to be understood before any direct
comparison can be made.

The table below shows the items that have affected average fee/expense levels in each
segment.

Segment Influence To Higher Fees Influence To Lower Fees

Complex benefit design
(sometimes defined benefit)

High average balances

High membership

Corporate Heavy consulting & compliance Single Payroll
costs Subsidy from employers
In-house administration - .
Limited advice
Compliance costs for the public Large membership
offer funds. ) . .
No personal financial advice
Higher marketing expenses to -
counter Choice of Fund Lack of flexibility
Industry No discounts for large employer Fund mergers

groups
Low average balances
High level of manual transactions

Cost of member protection

Large membership
Small number of payroll sites

High level of electronic

Some defined benefit costs .
transactions

Public Sector

High average balances

No personal financial advice

Very high average balances

Direct investments with low

Stand-alone documentation transaction fees

High compliance costs per

Small Funds Only a small number of funds
member use regular financial planning
Small membership advice

Self- administration and ‘other’
costs are not captured
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Segment Influence To Higher Fees

Influence To Lower Fees

Significant levels of investor
choice

Flexible benefit design

Large emphasis on education

Corporate Super Financial advisers for employers
Master Trusts and emp|oyees
Compliance costs for public offer
funds

Large number of investment
options

Discounts for larger employer
groups

Reasonable average balances
Fund mergers

Discounts below “rack rate” in
competitive tenders in the year
to 30 June 2006 to win business

Significant levels of investment
choice

Flexible benefit design
Personal Super Large emphasis on education
Personal financial advice

Compliance costs for public offer
funds

Competition between products
and platforms

Larger than average balances

Personal financial advice

Compliance costs for public offer
Retirement Incomes funds
Complexity of legislation

Regular payments, PAYE Tax

Very high average balances

High interest margin held by

Retirement Savings banks

Accounts Low average balances

Low volumes

Simplicity of product
Absence of advice

Minimum servicing of account

Eligible Rollover Low average balances

Funds Low volumes

Simplicity of product
Absence of advice

Minimum servicing of account
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B. Charging Structures

Method of calculating fees

Each segment of the superannuation industry charges its members in different ways and the
benefits and service levels vary between them.

In the following sections of this report, we:
Construct a more detailed picture of the segments;

Explain the fees and other expenses charged to superannuation fund members within the
various segments; and

Combine the two previous items to calculate the total expenses charged by the
superannuation industry.

Charging Methods

While some employers, particularly those running defined benefit funds, subsidise the costs of
managing superannuation, almost all corporate funds now recover costs by charging a fee to
members.

Superannuation funds charge their members a variety of fees as shown in the following table.
Some funds (such as retail master trusts) apply all of these charges, while others (such as
industry funds) prefer to combine all charges into a simpler structure comprising just a member
fee and an asset fee.

Type of cost Method of charging

Administration costs Fixed dollar amount per member; and/or percentage of
Trustee costs assets, plus percentage of contributions (for smaller
Cost of compliance sub-funds)

Fund Manager, Custodian Percentage of assets

Benefit payments Fixed dollar amount per transaction

Insurance Percentage of insurance premium; profit-sharing

Cost of distribution and Percentage of contribution;

advice Percentage of assets

In addition, several funds charge fees for the advice provided in establishing an account.
These amounts vary from case to case.

In this report, we have converted complex charging scales back to simple scales for
comparative purpose.

Comparing Fees

The comparison of fees charged by two separate superannuation products can be complicated.

This is because each fund will have its own unique charging structure based on a combination
of the different charging methods outlined above.
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ASIC has gone some way to addressing this problem by mandating that super funds must use a fee
template in its Product Disclosure Statements (PDSs) in a format prescribed by ASIC. This includes the
disclosure of:

The type of fee, e.g. dollar based fee, asset based fee etc;
The dollar amount expected to be charged,;
When the fee is expected to be levied, e.g. weekly, monthly, annually; and

How the fee is to be charged, e.g. by a deduction from the member account, by a reduction in the
crediting rate etc.

Investment management fees are required to be included in this template.

In addition to this, ASIC requires a single annual fee example using an opening account balance of
$50,000, annual contributions of $5,000 and investment in an appropriate “balanced” investment option.

ASIC also promotes a calculator on its website and encourages consumers to use it to compare the fees
of different funds. ASIC requires the existence of this calculator to be disclosed in every super fund’s
PDS.

Large Employers

Employers with larger businesses often have their own corporate superannuation funds. Analysis of
these and their fees and expenses is set out in section 3 of this report

Other larger employers “outsource” their superannuation to industry funds and corporate super master
trusts (the latter categorised as retail business by APRA). The fees and expenses of these are analysed
in sections 4 and 7 of this report.

Smaller Employers

Smaller employers tend to participate within retail master trusts or industry funds to discharge their
compulsory superannuation responsibilities. The employers choose the fund for their employees. If
there is a strong union influence or a strict mandate from an industrial award, an industry fund is used. If
there is no restriction, the employer will often select a master trust, often with the assistance of an
adviser.

The majority of businesses are small and have the following characteristics:
They belong to a multi-employer fund;
They have an accumulation benefit design;
Members pay for their own insurance; (but many funds have no insurance);
Few employers subsidise the costs of the fund;
They pay contributions at the compulsory superannuation guarantee rate only;

They tend to use a default investment and insurance structure (in other words, they are not
interested in setting benefit design); and

The owner will usually participate within the fund on a minimalist basis.
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Analysis of the fees and expenses of smaller employers’ superannuation arrangements are set out in
section 7 of this report.

Some small employers (proprietors) contribute to a “small” fund (i.e. where the number of members is
less than 5). Small funds are analysed in section 6.
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