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Letter of transmittal



Senator the Hon. Nick Minchin
Minister for Finance and Administration
Parliament House

Canberra ACT 2600

Dear Minister

In accordance with section 161 of the Superannuation Act 1976 (the CSS Act), the CSS Board is pleased
to present to you the annual report on its operations during 2004-2005. The Report details the Board’s
activities in respect of the administration of the Commonwealth Superannuation Scheme and includes
audited financial statements in respect of the management of the CSS Fund during the year ended

30 June 2005.

Subsection 162(2) of the CSS Act requires you to cause a copy of the report to be laid before each
House of Parliament within 15 sitting days after you receive it.

Yours sincerely

L

Susan Doyle
Chairman

CSS Board

30 September 2005
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Chairman’s report



I am pleased to report that it has been an excellent year for the Fund’s investments. Continued growth
throughout the year resulted in a strong 13.9% return. Over ten years, the Default Fund has returned
8.7% per annum, ahead of the longer term target of 7% per annum.

In December 2004, the Board introduced a Cash Investment Option which concluded its first seven
months of operation with a return of 2.7%.

Significant regulatory and policy initiatives marked the 2004—-2005 year. These included:

e achange to the former crediting rate policy to enable fairer distribution of earnings between
remaining and departing members.

e amendments to the Superannuation Act 1976 and associated legislation, and

The Board is very appreciative of the support provided by the Minister and his Department on these
matters.

I would like to thank Sally O’Loughlin who served the Board from July 2001 to March 2005 with her
considerable knowledge of public service superannuation. In December 2004, the Board welcomed
Graham Rogers as a new member, and in July 2005, Peter Feltham joined us.

Managing a complex scheme and investing one of Australia’s largest funds requires expert support and
I thank ComSuper, JPMorgan, JANA Investment Advisors, Wilshire Australia, all of our fund managers
and other service providers for their continued efforts on behalf of our members and their employers.

Our staff continued to provide dedicated service during a year of significant progress and the Board is
very appreciative of the results they achieved.

A

Susan Doyle
Chairman
CSS Board
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Investments

The CSS Default Fund finished the 2004-2005 year with close to $6 billion funds under management
and over 44,000 members.

The CSS Cash Investment Option, introduced in December 2004, finished the 2004-2005 year with
close to $133 million funds under management and 638 members having chosen this option.

Default Fund performance remains strong

The Default Fund earned 13.9% on its investments in 2004-2005, in excess of the longer term target of
anominal 7% per annum. Over five years, the Fund has returned 5.2% per annum and over

10 years 8.7% per annum. The Fund’s performance continues to compare favourably with most other
superannuation funds. Asset consulting firm Intech ranks the CSS return over the last three years in
the top five of 64 growth funds it surveys annually.

Cash Investment Option introduced

The Cash Investment Option was introduced in December 2004. After seven months of operation,
it finished the 2004-2005 year with an investment return of 2.7% after fees and tax, in line with the
benchmark once the impact of tax is taken into account.

Strategic review confirmed investment objectives

The Board‘s annual review of its investment strategy endorsed the appropriateness of its investment
objectives and broad strategy for the Fund.

The investment objectives of the Fund comprise a return objective and a volatility (risk) objective. Over
the long term, the Board expects to achieve an average real return of no less than 4.5% per annum
after tax and fees, which derives from a nominal return of 7% per annum.

In developing an investment strategy to achieve that objective, and recognising that the average
person might have a working life of around 30 years, the Board has adopted a volatility objective that
on average, nominal fund returns are expected to be positive 24 years out of 30.

Furthermore, for prudential reasons, not more than 25% of the Funds’ investments are to be invested
in illiquid assets, with a minimum cash allocation of 2%.

Governance and risk management

The Board has a risk management strategy and a monitoring & review program in place to manage
both business and investment risks. In addition, each year: the Auditor-General audits the Fund’s
accounts and records of financial transactions, records of assets and compliance with legislation; and
an internal audit of the Board is undertaken by an external party.

CSS Board Annual Report 2004-2005



The Board’s investment governance focuses on managing risk and is driven by its primary investment
objective to maximise long-term real returns whilst minimising short-term risks. The Board manages
risk through:

» diversification across asset classes, individual assets and investment managers;
e continuous research and analysis;

e systematic compliance program;

« fraud control programs; and

e continuous monitoring of market performance, investment manager performance and relevant
legislation.

In 2004-2005, the Board’s Audit and Risk Committee implemented an electronic compliance system to
assist with monitoring and reporting obligations of the Board’s compliance program.

Investment risk is also managed through a global proxy voting program and a UN award-winning
Governance Advisory Service (GAS) run by BT Funds Management.

Administration

In 2004-2005, the Board’s administration services, delivered by Commonwealth Superannuation
Administration, scored well above average in the international benchmarking study conducted by Cost
Effective Management. Client satisfaction, measured each year by Orima Research Pty Ltd, recorded the
highest level of satisfaction since surveying began in 1997-1998.

Administration this year has been focused on:

» developing and implementing new business processes and systems for the cash investment
option, super splitting arrangements under Family Law, and improved online services for members,
pensioners and employers

» improving security, compliance and reporting standards

e ensuring customer services for both members and employers were up to date on the wide range of
legislative changes and new initiatives such as the Australian Government Co-contributions, Cash
Investment Option, Australian Financial Services Licence requirements, and Family Law splitting
arrangements

In March 2005, the Minister for Finance and Administration agreed to an increase in annual
administration fees necessary to enable the Board and its administrator to deliver necessary regulatory
and policy initiatives in the future.

It was identified that a benefit payment arrangement, previously made available to some members
employed by approved authorities was in breach of superannuation law. The arrangement allowed
members to claim their deferred benefit although they continued to work for the same employer who
contributed to their CSS superannuation. The Board was required by law to stop any future payments of
this type. All members, that we were aware of, affected by this were personally contacted at that time.
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Following a review of the 2003-2004 financial statements, the Board identified a miscalculation of a
number of exit rates in the period between 1 November 2003 and 31 July 2004. Existing processes and
procedures have been reviewed, and adjustments to former members’ accounts are in the process of
being completed at the time of publishing this report.

Regulatory environment

This year has been marked by significant regulatory and policy initiatives including a number

of amendments to the Superannuation Act 1976 and associated legislation to give effect to the
Government’s accrual budgeting and reporting framework, as well as a number of specific issues such
as Family Law splitting arrangements and Administrative Appeals Tribunal procedural changes.

In June 2005, the Government announced that CSS deferred benefit members will be able to access
the transition to retirement arrangements without any amendments to the CSS legislation. In the past,
some deferred members were already able to access their benefit whilst working; the new transition to
retirement arrangements extend this option to most deferred members continuing employment with
the same employer who contributed to their CSS super.

New Board members

Mr Graham Rogers was appointed a member of the CSS Board in December 2004. Mr Rogers is an
independent company director and chairman with over 25 years experience as a business leader in
the financial services industry. He is an actuary by profession. Past roles include Chief Executive of
Equitable Life and founder and first chief executive of Jacques Martin Group.

Mr Peter Feltham was appointed a member of the CSS Board in July 2005. Mr Feltham is currently a
Project Officer with the Community and Public Sector Union (CPSU). He has worked for the CPSU and
its predecessor organisations for over 20 years in a range of capacities at the state and national level
as both an employee and official. Prior to this, Mr Feltham worked for 10 years in the public service.

Future directions

The Board will continue to work closely with the Department of Finance and Administration, members,
employers and other key stakeholders to ensure the Australian Government is able to provide its
employees with affordable superannuation arrangements that deliver consistently good returns.

Legislation and policy initiatives by the Government and regulators will continue to be a focus for the
Board in the 20052006 year.

The Superannuation Legislation Amendment (Superannuation Safety and Other Measures) Bill 2005
was introduced in June 2005 primarily to implement the Government’s Safety of Super reforms.

The Bill will amend the Superannuation Act 1976 to include certain Safety of Superannuation reforms
into the governing rules of the CSS.
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In August 2004, the Minister for Finance and Administration announced the Government’s response
to the report by Mr John Uhrig on the review of corporate governance of statutory authorities and office
holders. The Board is working closely with the Department of Finance and Administration in reviewing
its legislative structure and applying the recommended governance templates through assessment by
March 2006 and implementation by March 2007.

The Board will apply for an extended public offer licence for itself and registration for the CSS Fund
under the APRA licensing regime. The Board must be licensed by, and registered with, the Australian
Prudential and Regulatory Authority (APRA) by 1 July 2006.

The Board will work with its administrator to review and improve the capability and functionality of

systems, and develop products and services for members and employers, which will meet their needs
going into the future.

= %@

Steve Gibbs
Chief Executive Officer
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The CSS Board is a body corporate, established by section 27B of the Superannuation Act 1976 (the
CSS Act). The Board administers the Commonwealth Superannuation Scheme (CSS) in accordance
with the provisions of the CSS Act and is responsible for the management and investment of the
CSS Fund.

CSS Board membership

The Board consists of seven members appointed by the Minister for Finance and Administration
under Section 27F of the CSS Act. Membership comprises all five of the members of the PSS Board
and two additional members. Of the two additional members one is required to be a person with
experience in, and knowledge of, the administration of one or more bodies or authorities established
for a public purpose by or under a law or laws of the Australian Government, while the other is
nominated by the ACTU.

The Chairman and the ACTU nominees are appointed for periods not exceeding three years (but
are eligible for reappointment) and the other members hold office for such period as the Minister
determines. Members holding office at 30 June 2005 or who have been subsequently appointed are:

Ms Susan Doyle—appointed Chairman on 28 July 2003 to
27 July 2006

On 28 July 2003, Ms Susan Doyle was appointed Chairman of the CSS Board until
27 July 2006. Ms Doyle has many years experience in the area of superannuation
and investments. She worked for Commonwealth Funds Management for

20 years and was, more recently, Manager Equities and Fixed Interest Suncorp
Insurance and Finance and Chief General Manager NRMA Asset Management Pty
Ltd. She is currently a Director of SA Water Corporation and Chairman of its Audit
Committee. She is also Chairman of the PSS Board.

Mr David Connolly AM—appointed 19 September 2002 to
18 September 2005, reappointed to 30 June 2006

Mr Connolly is a member of the CSS and PSS Boards and Chair of the

Board’s Audit and Risk Management Committee. Mr Connolly is a Director of
Superannuation Strategy with Rice Walker Actuaries and serves as a

part-time member of the Refugee Review Tribunal. He was a career diplomat for
a number of years and held the post of Australia’s High Commissioner to South
Africa. Elected to the Australian Parliament (1974-1996), he served as Chair of
the Public Accounts Committee and held various shadow portfolios, including
superannuation and retirement incomes. The Minister has appointed Ms Karen
Doran, Division Manager, Superannuation and Governance, Department of
Finance and Administration to act in this position during a time of vacancy in the
office of Mr Connolly.

Mr Peter Feltham—appointed 1 July 2005 to 30 June 2006

Mr Feltham is a member of both CSS and PSS Boards. Mr Feltham is currently
a Project Officer with the CPSU, the Community and Public Sector Union. He
has worked for the CPSU and its predecessor organisations for over 20 years
in a range of capacities at the state and national level as both an employee and
official. Prior to this Mr Feltham worked for 10 years in the Australian Public
Service. The Minister has appointed Mr John Flitcroft (a Board member from
1990 to 2001) to act in this position during a time of vacancy in the office of
Mr Feltham.
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Ms Winsome Hall—appointed 1 July 1996, reappointed to
30 June 2006

Ms Hall is a member of both the CSS and PSS Boards and is a member of the
Board’s Audit and Risk Management Committee. Ms Hall is also a Director of
Colonial First State Private Capital Limited, a listed venture capital investment
company. She is also a director of Uniseed (UIIT Pty Ltd) as a nominee of the
Westscheme superannuation fund. Uniseed was established by the University of
Melbourne and the University of Queensland to fund emerging business from
university research. In November 2004, Ms Hall was appointed as a consumer
representative to the finance industry complaints scheme (FICS) panel. The

FICS provides all users of financial services with a free complaints service as an
alternative to litigation. Ms Hall has previously developed superannuation policy
as a Senior Advisor in the Department of the Prime Minister and Cabinet and was
secretary of the ACT Branch of the CPSU from 1989 to 1993. The Minister has
appointed Mr David Irons of the Communications Workers Union, Melbourne, to
act in this position during a time of vacancy in the office of Ms Hall.

Mr Des Moore—appointed 9 September 2003 to
8 September 2006

Mr Moore is a member of both the CSS and PSS Boards and a member of the
Boards’ Audit & Risk Management Committee. Mr Moore has had considerable
experience in analysing economic issues. Mr Moore worked for 28 years in the
Commonwealth Treasury, including five years as one of three Deputy Secretaries.
During his time in the Treasury, Mr Moore headed most of the main policy
areas before he left in 1987. He is currently Director of the Institute for Private
Enterprise in Melbourne, and before that was Senior Fellow, Economic Policy

at the Institute of Public Affairs. Mr Moore is also a Council Member of the
Australian Strategic Policy Institute. The Minister has appointed Ms Sandra
Wilson, Branch Manager, Superannuation Policy Branch, Department of Finance
and Administration to act in this position during a time of vacancy in the office of
Mr Moore.

Ms Sally O’Loughlin—appointed 1 July 2001, reappointed to
30 June 2005. Resigned 10 March 2005

Ms O’Loughlin was a member of both the CSS and PSS Boards and the Boards’
Audit & Risk Management Committee until her resignation on 10 March 2005.

Ms O’Loughlin worked in the Australian Public Service in various agencies
between 1971 and 1983. In 1983 she was elected Assistant Secretary, then
Secretary of the WA Branch of the CPSU, and from 1991 until 2000 was Assistant
National Secretary based in the Union’s head office in Sydney, where she was
spokesperson on public service superannuation. She was also an employer
nominated Trustee of the CPSU Superannuation Fund. She is a Director of
NRMC Pty Ltd and a Director of the AGEST Superannuation Fund. The Minister
appointed Mr John Flitcroft (a Board member from 1990 to 2001) to act in this
position during the time of vacancy in the office of Ms O’Loughlin.
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Ms Joy Palmer—appointed 1 July 1996, reappointed to
30 June 2006

Ms Palmer is a member of the CSS Board and was a member of the Boards
Audit & Risk Management Committee until 11 November 2004. Ms Palmer is
the Deputy Chair of Statewide Superannuation Trust, Deputy Chair of Statewide
Financial Management, a Director of the AGEST Superannuation Fund, and a
member of the (SA) Public Transport Standards Committee. The Minister has
appointed Mr Paul Smith, Bureau of Meteorology, Melbourne to act in this
position during a time of vacancy in the office of Ms Palmer.

Mr Graham Rogers—appointed 20 December 2004 to
19 December 2007

Mr Rogers is a member of the CSS Board. Mr Rogers is an independent company
director and chairman with over 25 years experience as a business leader in the
financial services industry. He is an actuary by profession. Past roles include Chief
Executive of Equitable Life and founder and first chief executive of Jacques Martin
Group. Mr Rogers has restructured the QBE group, rebuilt Colonial Investment
Management Ltd. following the 1987 crash and initiated the Colonial Groups
thrust into Asia. He formerly served two terms as Deputy Chairman of PHIAC
(the Australian Health Insurance Regulator). He is currently also Chairman

of Select Managed Funds Ltd. The Minister has appointed Ms Karen Doran,
Manager, Superannuation and Governance Division, Department of Finance and
Administration to act in this position during a time of vacancy in the office of

Mr Rogers.

Board objectives

Table 1. Major business objectives for the 2004-2005 financial year:

Objective | Outcome

Achieve an avera%e real return over the longer term | Average real return for the last ten years of 6.2%
of no less than 4.5 per cent per annum after tax and

fees, which derives from a nominal return of 7.0 per
cent per annum

Revise crediting and exit interest rate policies Crediting rate policy suspended August 2004,

including application of restriction on negative moving towards removal of restriction on negative
rates rates
Board staff

The Board’s staff are responsible for providing advice to the Board, for implementing Board decisions
and for the ongoing management of the Board’s functions and responsibilities. Specifically, the
Board'’s staff are responsible for:

» developing and implementing corporate strategies and plans

* managing the relationships between the Board and service providers
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* managing the Board’s financial affairs in relation to the administration of the CSS
e ensuring the Board’s responsibilities to maintain appropriate records are met
e advising the Board on investment strategy

e coordinating advice from external advisers and overseeing the recommendations which go to the
Board

* ensuring compliance with all relevant legislation and law

e communicating with members and, in particular preparing and producing Annual Member
Statement Packs and Parliamentary reports

» providing comprehensive administrative and executive support services to the Board.

Board and Board Committee meetings

The Board has constituted an Audit and Risk Management Committee and may from time to time
constitute other Board committees.

The Audit and Risk Management Committee comprises Mr David Connolly, Chairman, Ms Winsome
Hall, Member; Mr Des Moore, Member. Ms Sally O’Loughlin was also a member of the Committee until
her resignation on 10 March 2005.

There is also a Reconsideration Advisory Committee comprising four members (two independent and
two representatives from the scheme administrator) with a quorum of three members, one of whom
must be an independent member. The Committee currently comprises:

* Ms Anne Forward and Mr Bill Gray AM as the independent members, and

e any two of five nominated scheme administrator representatives.

Board and Board Committee meeting attendance 2004-2005

Table 2. Board and Board Committee meeting attendance 2004-2005

Board Meetings Audit & Risk Management
Committee Meetings
Attended Eligible to Attend Attended Eligibile to Attend
Susan Doyle 12 12
David Connolly 12 12
Des Moore 11 12
Graham Rogers 4 5
Winsome Hall 12 12
Joy Palmer 11 12

Sally O’Loughlin
John Flitcroft
Sandra Wilson
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Karen Doran
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