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Dear Mj^VTullighan

APPLICATION UNDER THE FREEDOM OF INFORMATION ACT 1991

I refer to your application made under the Freedom of Information Act 1991 (FOI Act),
dated 17 October 2019.

Your application seeks access to:

"All minutes, briefings and correspondence titled 'Unfunded Superannuation
Liability Analysis' as described on the Objective document management system,
between 23 February 2019 and 17 October 2019."

The legislative prescribed timeframe to determine this application has expired and is
now deemed to have refused you access to all documents relevant to your
application. I refer to my letter dated 3 November 2019 where I sought additional time
to make my determination.

The purpose of this letter is to advise you of my determination. An extensive search
was conducted within this office. A total of 1 document was identified as answering
the terms of your application.

I grant you access in full to 1 document; a copy of which is enclosed.

Please note, in compliance with Premier and Cabinet Circular PC045 - Disclosure
Logs for Non-Personal Information Released through Freedom of Information
(PC045), the Department of Treasury and Finance is now required to publish a log
of all non-personal information released under the Freedom of Information Act 1991.

In accordance with this Circular, any non-personal information determined for release
as part of this application, may be published on the DTF website. A copy of PC045
can be found at the following address: https://dpc.sa.aov.au/resources^and^
publications/premier-and-cabinet-circulars. Please visit the website for further
information.



As I am determining this application as Principal Officer, Section 29(6) of the Act
does not provide for an internal review. If you are dissatisfied with my determination
you are entitled to exercise your rights of external review with the Ombudsman.

Alternatively, you can apply to the South Australian Civil and Administrative Tribunal.
If you wish to seek a review, Section 39(3) of the Act states you must do so within 30
calendar days of receiving the determination.

If you require any further information, please contact Vicky Cathro on 8226 9769.

Yours sincerely

U L-...

Hon Rob Lucas MLC
Principal Officer

Ir January 2020
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Government
of South Australia

Department of Treasury
and Finance

MINUTES forming ENCLOSURE File T&F16/0209

Doc No A1019604

To The Treasurer

UNFUNDED SUPERANNUATION LIABILITY ANALYSIS

Timing: ROUTINE — For information only

-^

Recommendations/Issues: It is recommended that you:

• note how changes to the unfunded superannuation liability, the past service
payments and the nominal superannuation interest expense impact on the budget
position; and

• note the superannuation funding arrangements for other Australian states.

Noted

-(.fc-t

Hon Rob Lucas MLC
Treasurer

?(/3/ l\

Background

Superannuation liabilities represent the present value of estimated future benefit
payments to defined benefit superannuation scheme members. The estimated
future benefit payments are discounted by the Commonwealth Government nominal
bond rate which at the time of 2018-19 MYBR was 2.9%.

The unfunded superannuation liability as at 30 June 2019 is expected to be
$10,8 billion as published in the 2018-19 MYBR (this is around 42% of the total general
government sector liabilities at 30 June 2019). It is expected to decrease to $9.5 billion
as at 30 June 2022 (34% of total general government liabilities in 2022).
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The current funding program aims to have the defined benefit schemes fully funded
by 2034. To achieve this, past service payments are made each year to fully fund
the liability by 2034,

The whole of government balance sheet records the;

o Unfunded superannuation liability, this liability is included in the calculation of
net financial worth, net worth and net financial liabilities but it is not included in
the calculation of net debt.

o Past service payment which is a cash payment to reduce the unfunded
superannuation liability (this payment does not impact on the net operating
balance).

o Any borrowings used to fund the past service payments.

The whole of government operating statement records the;

o Nominal superannuation interest expense. The unfunded superannuation
liability is effectively treated as a nominal borrowing and as such a nominal
interest expense is calculated and recorded. The quantum of the nominal
Interest expense is calculated as the unfunded liability at the start of the year
multiplied by the risk free Interest rate and allowing for the budgeted past
service payments during the year, This expense leads to a deterioration in the
net operating balance and net lending.

o Interest expense on any borrowings required to fund the past service payments
which also leads to a deterioration in the net operating balance and net lending.

Superannuation assets are invested with Funds SA. Earnings up to the discount rate
(currently 2.9%) are offset against the nominal superannuation interest expense. The
earnings above the discount rate do not impact on the net operating balance instead
they reduce the value of the unfunded liability.

Discussion

Changes to the fully funded target for the unfunded superannuation liability impact on
the value of the past service payments required. If the fully funded target is extended
out beyond 2034 then the amount of past service payments required decreases,
Conversely, if the fully funded target is brought forward from 2034 then the value of
past service payments required increases.

The following chart shows the past service payments required to fully fund the
unfunded superannuation liability by 2024, 2029,2034 (current), 2039 and 2044. As
noted above, the amount of these past service payments do not directly impact on the
net operating balance.

Past Service Payments

2018-19
2044

2033-34
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Changes to the fully funded target date also impact on the nominal superannuation
interest expense which is NOB impacting. Where the target is extended beyond 2034
the nominal superannuation interest expense increases because there is a higher
unfunded superannuation liability for a longer period. Conversely, if the target is
brought forward from 2034 then the nominal superannuation Interest expense
decreases as there is a lower liability which is reduced over a shorter period,

The following chart shows the impact on the nominal superannuation interest expense
by changing the fully funded target date for the unfunded superannuation liability to
2024,2029, 2034,2039 and 2044.

Nominal Superannuation Interest Expense

400

300

200

100

0
2018-19 2023-24

.2034 ——2039 '2044

2028-29

.2024 —2029

2033-34

The net operating balance impact of alternative target dates reflects the offsetting
impacts of;

o The nominal superannuation interest expense (bringing forward the target date
will reduce this expense); and

o Interest on debt (bringing forward the target date will require higher cash
payments and debt).

Attachment 1 provides 4 scenarios where the unfunded superannuation liability is fully
funded by 2024, 2029,2039 and 2044. Under each of these scenarios the past service
payments and the nominal superannuation Interest expense represent the increase or
decrease based on the 2034 fully funded target date.

Where the fully funded target date is brought forward to either 2024 or 2029 (scenarios
1 & 2) there is a deterioration in the net operating balance due to the interest cost on
the borrowings for the additional past service payments exceeding the reduction in the
nominal superannuation interest cost. For the 2029 scenario there is an improvement
to the net operating balance after the first 6 years.

Where the fully funded target date is extended to 2039 or 2044 (scenarios 3 & 4) there
is a minor improvement in the net operating balance (peaks around $2 million - $4
million) for the first 6 years where the reduction in the interest costs associated with
lower past service payments exceeds the nominal superannuation interest expenses.
From year 7 onwards there is a deterioration in the net operating balance due to the
increase in the nominal superannuation interest expenses exceeding the interest
savings.

The interest rate and discount rate in the MYBR has been used to calculate the interest
costs or savings on the borrowings related to the past service payments as well as the
nominal superannuation interest costs.
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Attachment 2 provides a comparison between Australian jurisdictions in relation to
unfunded superannuation liabilities.

South Australia is currently on track to be the third state to fully fund their unfunded
superannuation liability, behind Queensland (fully funded) and New South Wales (2030
target). Victoria is aiming for a 2035 target and Western Australia and Tasmania do not
have formal targets but are anticipating 20 years and 60 years respectively to fully fund
their superannuation liability. The states that have a targeted funding date contribute
additional funds based on the size of the liability and the targeted date.

Another major difference that occurs across the states Is the discount rate. For the
2018-19 Budget year, 8A is one of four states that use the prevailing long-term
Commonwealth Government bond rate. This rate varied between 2.8% and 3.28%
seemingly due to the cut-off date for the budget. Tasmania attempts to reduce the
volatility of the liability by using the mid-point of historical averages of ten-year
Government bonds.

Assumed earnings are another assumption affecting the unfunded super liability. There
are some variations across the states but these may relate to the expected return
based on the portfolio of assets that each of the states have invested in.

^-
fF-^y

.David Reynolds
CHIEF EXECUTIVE

•^March2019

Contact Officer:

Telephone:

Email address

Paul Williams / Heather Bridges

8226 2021 / 8226 9459

Paul.Willlamsz@8a.gov.au / Heathar.Brldges@sa.80v.au
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Attachment 1

(1) Fully Fund Superannuation by 2024

Interest Rate (2018-19 MYBR) 3.29 %

Year

2019-20

2020-21

2021-22

2022-23

2023-24

(2) Fully

Additional Past

Service Payment

$ million **

1,319

1,372

1,426

1,484

1,543

Funded Superannuation

Interest

Cost

$ million

by 2029

#

43

89
135
184
235

Decrease in Nominal

Super Interest Expense

$ million A

20

62
108

158

216

NOB
Improvement/

(Deterioration)

(23,40)
(26.53)

(27.45)

(26.27)

(19.04)

Interest Rate (2018-19 MYBR) 3.29 %

Year

2019-20

2020-21

2021-22

2022-23

2023-24

2024-25

2025-26

2026-27

2027-28

2028-29

Additional Past

Service Payment

$ million **

297
309

321

334

348
361

376
391

407
423

Interest

Cost

$ million #

10
20

30

41

53

65

77
90

103
117

Decrease in Nominal

Super Interest Expense

$ million A

4
14
24

35

49
63

78

95
114
134

NOB
Improvement/

(Deterioration)

(5.77)

(5.94)

(6.50)
(6.49)

(3.94)
(1.81)
0,82

4.95

10.56

16.65

** - reflects the additional past service payments required to meet a shorter fully funded

target compared to the past service payments required to meet the 2034 funding target

# - Interest cost on the additional past service payments

A - Decrease in the Nominal Superannuation Interest Expense due to the higher

past service payments compared to the Nominal Superannuation Interest Expense for

the 2034 funding target



(3) Fully Fund Superannuation by 2039

Interest Rate (2018-19 MYBR) 3.29 %

Year

2019-20

2020-21

2021-22

2022-23

2023-24

2024-25

2025-26

2026-27

2027-28

2028-29

2029-30

2030-31

2031-32

2032-33

2033-34

ZOSS-SS^^
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Reduction / (Increase) in

Past Service Payment

$ million**

125

130

135

141
147

152
158

165
171
178
185
193
201
209

217

iH
WM.

Fllil
^Ili
';iSI

Interest

Saving (Cost)

$ million #

4
8.39

12.83

17.47

22.31

27.31

32.51

37.93

43.56

49.42

55.50

61.85

68.46

75,34

82.48

63.89

44.58

24.48

3.59

(18.16)

Increase in Nominal

Super Interest Expense

$ million A

1.90

5.86

10.25

15.11

20.48

26.40

32.90

40.06

47.90

56.50

65.90

76.19

87.42

99.67

113.03

115.81

93.99

70.62

45.56

18.67

NOB
Improvement/

(Deterioration)

2.21

2.53

2,58

2.36

1.83

0.91

(0,39)
(2.13)
(4.34)
(7.08)

(10.40)
(14.34)
(18.96)

(24.33)

(30.55)

(51,92)
(49.41)
(46.14)

(41.97)
(36.83)

** - reflects the reduction in past service payments required to meet a longer fully funded

target compared to the past service payments required to meet the 2034 funding target

# - Interest cost on the additional past service payments

A- Increase in the Nominal Superannuation Interest Expense due to lower

past service payments compared to the Nominal Superannuation Interest Expense for

the 2034 funding target

- Additional past service payments required to meet the 2039 fully funded target



(4) Fully Funded Superannuation by 2044

Interest Rate (2018-19 MYBR) 3.29 %

Year

2019-20

2020-21

2021-22

2022-23

2023-24

2024-25

2025-26

2026-27

2027-28

2028-29

2029-30

2030-31

2031-32

2032-33

2033-34

2034-g^

2035-3^

2CJ3B3i
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2043-4.4.

Reduction / (Increase) in

Past Service Payment

$ million **

188

196
203
212

220
229

238

247
257
268
278
290
301
313

326

^-ffis

•^i
^.Ni
^(GA3)

Interest

Saving (Cost)

$ millions

6.19

12.63

19.31

26,29

33.53

41.06

48.89

57.02

65.47

74.29

83.43

92.98

102.88

113.18

123.90

109.03

93.57

77.48

60.77

43,40

25,30

6.48

(13,06)
(33.39)

(54.55)

Increase in Nominal

Super Interest Expense

$ million A

2.83

8.78

15.38

22.67

30.73

39.61

49.38

60.11

71.89

84,79

98.92

114.35

131.21

149.61

169.66

179.72

165.84

151.10

135.41

118.70

100.85

81.75

61.26

39.25

15.57

NOB
Improvement/

(Deterioration)

3,36

3.85

3.93

3.62

2.80

1.45

(0.49)
(3.09)

(6.42)

(10.50)
(15.49)

(21.37)
(28.33)

(36.43)

(45.76)

(70.69)

(72.27)
(73.62)

(74.64)
(75.30)
(75.55)

(75.27)
(74.32)

(72.64)
(70.12)

** - reflects the reduction in past service payments required to meet a longer fully funded

target compared to the past service payments required to meet the 2034 funding target

# - Interest cost on the additional past service payments

A - Increase in the Nominal Superannuation Interest Expense due to lower

past service payments compared to the Nominal Superannuation Interest Expense for

the 2034 funding target

- Additional past service payments required to meet the 2044 fully funded target



Attachment 2

Superannuation - Comparison between Australian jurisdictions.

RomrnOnWealthSbvemftleint nominal
bond rate .. -

2,9% effective annual rate acrQss:tlie
forward estimates

Long-term Commonwealth
Government Securities rate

3,28% in 2018-19
3.63% in 2019-20
3.53% in 2020-21
3.79% in 2021-22

Long-term: OommQtTweglth
Govefnmeritbondyieias

2.8% effetetive annual rate across the
forv/atd'estimates; y;

No target -
•unfunded
entitlements are
paid out over the
next two
decades'

N6 target -
'prcij^eteclto
iinor^aseiuhtil^
?2028-2^and<hen
grgyyaHyxleGline
®ver^|ie:;followin@' ;|
;flve?orsix
cteGades'

$6 812m

$6 868m

Long-term Government bond rates

2.83% in 2018-19 increasing by
unspecified amounts across the
forward estimates

ilVlid-poihtQfVieten.yeaf-gndlS'yeaii-
averages of the ihjstbriGal^ver^ge
yiOld xi^ten year (Sd^rriitTietitSt'ona
•rates . '..'• '.' • ' •- ';.'': -\:- •:"•<:••

4.28%. across the fQwarcl estimates

$206m

8%:for . •• i

Emergency :
Servioes,:and I
State Super ;

S.7% fer : i
Health Super l

Unknown

^27ltn ; ';.4^8%

Fully funded
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