


28 October 2004

The Hon John Della Bosca, MP
Special Minister of State
Minister for Commerce

Minister for Industrial Relations
Assistant Treasurer

Minister for the Central Coast
Level 30

Governor Macquarie Tower

1 Farrer Place

SYDNEY NSW 2000

Dear Minister

This is the fifth annual report of the Superannuation Administration Corporation
which trades as Pillar Administration, and | have pleasure in submitting it to you for

presentation to Parliament.

The report has been prepared in accordance with the provisions of the Annual
Reports (Statutory Bodies) Act, 1984, the Public Finance and Audit Act, 1983, and

relevant Government policies.

As in the previous year the Corporation’s primary business of superannuation
administration was conducted profitably within a continuing context of industry
change and business improvement as outlined in the report.

The first priority of the Board and Management continued to be ensuring quality of

service to our clients.

Yours sincerely

Ve

Prof Bob Walker
Chairman
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The Business in Brief

The Corporation:

provides superannuation administration and related services in both the public and
private sectors;

is a New South Wales state-owned corporation established by the Superannuation
Administration Authority Corporatisation Act, 1999, and

is governed by a Board of Directors that reports to Shareholding Ministers appointed
under the State Owned Corporations Act, 1989, and to a Portfolio Minister.

The statutory objectives under the State Owned Corporations Act 1989 for each such
corporation are:

to be a successful business;

to exhibit a sense of social responsibility by having regard to the interests of the
community in which it operates;

where its activities affect the environment, to conduct its operations in compliance with
the principles of ecologically sustainable development; and

to exhibit a sense of responsibility towards regional development and decentralisation
in the way in which it operates.

The Corporation presently provides services to the trustees of superannuation funds and
covers defined benefit schemes and accumulation schemes.

This involves:

collecting and processing member and employer contributions;

maintaining member, accounting and other fund records;

processing claims and paying benefits including pensions;

answering inquiries through a member contact centre and interview service;
providing 24 hour-a-day information on member accounts through fund web sites;
issuing member statements and literature;

assisting employers;

keeping trustees informed of details on administration activities and performance;
interacting with custodians, investment managers and other providers; and

where required, providing corporate services and fund secretariat services.

As at 30 June 2004 the Corporation was administering 955,000 accounts for 840,000
members and accounting for total scheme assets of over $31 billion.

The organisation has approximately 450 employees and operates from the following
locations:

Sydney — at 83 Clarence Street;

Wollongong - at 5 Old Spring Hill Road, Coniston, the Corporation’s National Service
Centre opened by the Premier in May 2001; and
— at the Corporate Centre, Bridge Road Coniston; and
Melbourne —at 190 Queen Street.
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The Directors

The Board of Directors
during 2003-04.

Standing left to right:
Noel Davis, Darryl Snow,
Glenys Roper, Stan Droder,
Pieter Franzen,

Seated:
Eve Crestani, Bob Walker
(Chairman)

The directors appointed to the Board are listed below along with an outline of their
professional background. Detailed information on corporate governance structures and
arrangements is contained in Part C.

Bob Walker, Chairman of the Board, is a Professor of Accounting at the University of
Sydney, and has been the author or joint author of 4 books and over 60 technical articles
on accounting, accountability arrangements, and public sector finances. He has served
as chairman of the Australian Shareholders’ Association, and has acted as a consultant to
major corporations and regulatory bodies on accounting issues.

He has advised various governments and from 1995 to 1999 was chairman of the NSW
Council on the Cost of Government, which reviewed management and operational
effectiveness and efficiency in the public sector.

Bob is an ex officio member of all Committees of the Board.

Stan Droder, CEO (until 16 July 2004), has held top level positions in industry and in
his profession including General Manager of CSR Coal and CSR Bradford Insulation;
and Director of CPA Australia. He has served as Chairman of the Australian Accounting
Research Foundation; Tax Law Improvement Project Consultative Committee; and the
Accounting Standards Review Board.

Stan has been awarded two honorary doctorates by Australian universities for his
contributions to the accounting profession. He was expert adviser on the Audit Committee
before being appointed to position of Chief Executive.

Eve Crestani, Chairman of the Marketing & Business Development Committee, is a
professional director and business consultant with a background in law and management.
She sits on various financial service boards and board committees including Chairman,
Australian Unity General Insurance, Chairman, Mercer Investment Nominees Limited,
member of the Business Conduct Committee of the Sydney Futures Exchange and the
New Zealand Futures & Options Exchange, and member of the Compliance Committees
of Invesco and Navralnvest.
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Eve consults on strategically significant projects in Australia and Asia and is a professional
mentor to senior executives. In the latter role she helps senior executives learn how to be
leaders.

Eve is also a member of Pillar’s Superannuation Compliance Committee.

Noel Davis, Chairman of the Superannuation Compliance Committee, has extensive
experience in superannuation administration issues. He is a well known superannuation
lawyer who is now a barrister. He has been a specialist in superannuation for some 25
years and is the author of legal books on superannuation and of many articles.

He has acted for a number of large superannuation funds and is a former lecturer in
taxation of superannuation.

Noel is also a member of Pillar’'s Audit Committee and the Marketing & Business
Development Committee.

Pieter Franzen, Chairman of the Human Resources & Remuneration Committee, has
long experience in the financial services industry. Amongst other things he has headed
investment functions, been Chief Executive Officer at Prudential Insurance Company;
Managing Director and Chief Executive of MMI (now Allianz); President of the Securities
Institute of Australia; and Chairman of the Education Board of the Securities Institute of
Australia.

Pieter holds equity in a number of companies including an independent financial planning
company called Matrix Planning Solutions of which he is Executive Chairman. Peter is
also a member of Pillar’'s Marketing & Business Development Committee.

Glenys Roper, Chairman of the Audit Committee, has top level experience in the public
and private sectors. She was Chief Executive of the Office for Government Online
(responsible for the federal ICT agenda); Executive Director in the federal Office of Asset
Sales; and Chief Executive of the Australian Mint. In 1996 her work at the Mint won her
the Channel Nine/Louis Vuitton award for leadership and achievement.

Glenys is Managing Director of Roex Management, providing advice and business
development assistance in IT and government sectors. She is a Director on a number of
boards and chairs a range of governance committees in the government sector.

Glenys is also a member of Pillar’'s Human Resources & Remuneration Committee.

Darryl Snow, Chairman of the Information Technology Governance Committee
(established in early 2003-2004) and nominee on the Board of the NSW Labor Council, is
the State President of the New South Wales Fire Brigades Employees Union (FBEU) and
a serving firefighter in the lllawarra region. In recent years Darryl has held a variety of
posts within the industrial and political wings of the labour movement representing working
people at a local, state and national level.

A long time resident of the south coast with a background in community service, Darryl
also brings the benefit of particular experience and insight gained from leading a trade
union at the front line of superannuation reform.

Darryl is also a member of Pillar’s Audit Committee and the Human Resources &
Remuneration Committee.
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The Chairman’s Overview

Pillar’s business is gradually expanding with now two large private sector funds being
administered in addition to Pillar’s public sector client funds. When the Corporation was
established in 1999 the business had no private sector clients. Now, 25% of member
accounts administered are in private sector funds. During the year one of Pillar’s largest
clients, the FSS Trustee Corporation awarded Pillar a contract for a further term, which
helped consolidate Pillar’s pre-existing business base.

Along with the expansion in clients there has been expansion in the regulatory
environment faced by Pillar. Pillar as a State Owned Corporation complies with various
state acts. Because of its superannuation functions it also meets on behalf of its client
funds Commonwealth legislation such as the Superannuation Industry (Supervision) Act
and Regulations and superannuation related requirements of the Income Tax Assessment
Act.

During the year Pillar applied for and was granted an Australian Financial Services licence
to facilitate administration of private sector funds particularly where the financial services
provisions of the Corporations Act (Commonwealth) are relevant. Pillar is therefore now
subject to Financial Services Reform provisions of the Commonwealth Corporations Act.

Both these fronts — business expansion into the private sector and increasing complexity
in the regulatory environment — have required greatly increased emphasis by the Board
and Management on ensuring the competitiveness and quality of service delivery,
appreciation of the demands and needs of an increasingly diverse range of clients, and a
greatly expanded role in ensuring compliance.

These foci are essential because superannuation administration requires, amongst other
things, high volume complex processing of data relating to financial assets of hundreds
of thousands of members of the community. Pillar’s superannuation trustee clients had a
total of 955,000 member accounts as at 30 June 2004.

Superannuation administration is a highly competitive low margin business with

the majority of potential clients tightly held by a small number of participants. This
competitiveness puts downward pressure on fees and coupled with a reluctance of
funds to be exposed to the risks of migrating from one administrator to another means
that trustees generally only move when there is a real imperative or attraction. Pillar

has taken an active interest in addressing the risks of migration and was an inaugural
signatory during the year to an industry fund administrators’ transition protocol which sets
standards for the process that occurs when a fund trustee changes from one outsourced
administrator to another.

These and other achievements reflected Pillar’s goals for the year which are set out in the
next section of this report.

The increase in business and a related increase in staff numbers led to increased
emphasis on training and development of staff. A major initiative was a leadership
program attended by all managers and supervisors aimed at emphasising Pillar’s
ideals and ethos in regard to the management of its people as well as raising skills and
awareness of issues that make for a better, more productive working environment.
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Improved system capacity implemented during the year included fully automated ‘straight
through processing’ for employer contributions. Pillar’s approach does not require
employers to introduce sophisticated systems, and greatly increases the speed and
accuracy of the processes.

Other initiatives of previous years continued, for example:

e Pillar continued to employ from the Wollongong area with all new positions being
located there. Further jobs are being established at Wollongong as business growth,
office space and circumstances allow;

¢ the maintenance of the customer service culture was further promoted through training
and regular briefings;

e provision of information to trustee clients was enhanced through expansion of the
client relationship function, and the development of additional internet capabilities;

e the Board continued to ensure that appropriate corporate governance structures and
processes were in place and reviewed all committee charters.

Profitability has continued to improve, allowing the declaration of the Corporation’s second
successive dividend.

The Board is very appreciative of the contribution of the retiring Chief Executive Officer Mr
Stan Droder for his commitment in leading Pillar over the past three years.

Shortly before the end of the financial year a new Chief Executive Officer, Mr Peter
Cormack, was selected and his appointment is effective from 17 July 2004. Mr Cormack is
a resident of the lllawarra region and is Pillar’s former General Manager of Operations.

For the coming year 2004-05 the key foci are to:
e retain existing clients by ensuring;
o quality of service and compliance;
o administrative efficiency;

o expanded functionality & capacity to meet statutory and market place needs;
and

o streamlined systems and contractual arrangements with third party providers;
e align the organisation and processes with growth opportunities so that;

o the client base can be expanded with further industry funds and

o the capacity to administer master trusts is developed;
e increase staff satisfaction; and
e ensure that the commercial relationship with each client is profitable.
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Summary of Goals and Achievements

Goals

The focus for 2003-04 as set out in the Corporation’s Statement of Corporate Intent was
on the following interrelated goals:

retain existing clients;

ensure quality of service and compliance;

ensure administrative efficiency;

expand functionality & capacity to meet statutory and market place needs;

ensure cost effective systems and systems support appropriate to current and future
needs;

be profitable; and

to further expand the business.

Performance

The following provides brief details of performance against the above listed goals.
Elaboration on selected areas is contained in later sections. Financial information is
contained in the Audited Financial Statements — Part B.

Pillar Administration Snapshot
More than 365,000 telephone calls received

Nearly 30,000 items written correspondence including email
received and answered

$2,400 million contributions allocated
$1,200 million paid in benefits
48,000 pensions paid per fortnight (1.2 million per year)

Retaining existing clients

o Contract renewed with key public sector client FSS Trustee Corporation
with more than 400,000 member accounts.

Ensuring the quality of service and compliance

o Met all key performance targets for public sector funds.

o Participated in benchmarking against operators in the Australian and
overseas markets for both defined benefit and accumulation capabilities.

o Australian Financial Services (AFS) licence granted.

o Enhanced compliance program to take account of AFS licence granted
during the year.
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3. Ensuring administrative efficiency

o Developed true ‘straight through processing’ through Optical Character
Recognition and an in-house capability to deal with any type of electronic
contribution return.

o Review of system requirements which resulted in the purchase of a new
system for administration.

o New system for letter generation.

4. Expand functionality and capacity to meet statutory and marketplace
needs

o Functionality for employers was enhanced by improvements to straight
through processing and the introduction of Optical Character Recognition

o Functionality for fund members and fund trustees was enhanced by
improvements to internet and on-line services.

o Capacity to service private sector clients was expanded by the granting of
an Australian Financial Services licence to Pillar.

5. Ensuring cost effective systems and systems support appropriate to
current and future needs

o Started operations on a new system with state of the art features for the
new client. Will progressively move existing clients to this platform.

o Aim to reduce maintenance costs and minimise work in relation to regular
legislative updates — which are a feature of the superannuation landscape
in Australia.

6. Ensuring profitability

o Pillar achieved a pre-tax profit of $3.86 million. This was more than
budgeted due largely to significant cost savings realised and also to
an improvement in the unfunded liability for employees of predecessor
employers and for present employees.

o During the year the first dividend to shareholders was declared and paid.
The second successive dividend has recently been declared for the
financial year 2003-04 for payment during 2004-05.

o Profitability targets are a key part of business planning. Detailed information
on planning and risks is provided to shareholding ministers as part of the
governance arrangements for state-owned corporations which are outlined
in the Corporate Governance section of Part C of this report.
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7. Further expand the business

o Pillar commenced administrative services for a new client, the Australian
Primary Superannuation Fund (APSF), from 1 January 2004 which added
120,000 members.

o Since January two further funds have merged with APSF resulting in a fund
with 150,000 members.

o Pillar was an inaugural signatory to an industry fund administrators’
transition protocol which sets standards for the process that occurs when a
fund trustee changes from one outsourced administrator to another.

o Other new business tenders are being responded to on a regular basis
for both industry superannuation funds and superannuation master trusts.
It is expected that some of these prospects will firm up over the coming
year. In addition to this Pillar regularly hosts visits of potential clients to our
Coniston premises, all of whom comment favourably on our systems and
physical environment and the commitment of our staff.

Ensuring Capacity to Meet Client Needs

Improved Services and Improved Efficiency

Improved performance was a key focus throughout the year and was reflected in Pillar’s
performance against contractual service standards. In particular Pillar achieved its highest
ever service standards for its public sector clients since the Corporation was established
in 1999.

The performance improvements occurred in an environment of added complexity. With
the increasing number of trustee clients Pillar deals with greatly increased numbers of
employers and members who interact with the administrator every day. Unlike the public
sector funds which are made up of a small number of mostly large employers the private
sector client base consists of a predominance of many small employers. These employers
do not necessarily have sophisticated accounting and employee record systems. This
requires different solutions to Pillar’s traditional clients.

True ‘straight through processing’ was delivered during the year. It ensures automatic
allocation of contributions to members accounts without the need for sophisticated
systems at the employer’s office. Through this high degree of automation contributions are
allocated faster and more accurately.

Pillar undertook a number of reviews to identify areas for improvement including the
following:

o Pillar participated in benchmarking for the administration of funds offering defined
benefit superannuation to individuals. The benchmarking highlighted the unique
service requirements of the particular schemes that are administered.

o Areview was also undertaken of Pillar’s capabilities in the administration of
accumulation funds. This review highlighted the noticeable and impressive aspects
of Pillar’s culture: commitment to clients and a ‘can-do’ attitude where non-
standard issues arose.

Pillar Annual Report 2003-2004
PartA- 14



Enhanced Compliance

During the year Pillar’s extensive compliance programme was under close review to
ensure compliance with the requirements of the Corporations Act and the policies and
requirements of new clients.

As a superannuation administrator with clients operating Australia-wide the Corporation
is subject to an extensive range of legislation and policy, notably both NSW and
Commonwealth requirements along with the policies and contractual requirements of
client funds. NSW legislation includes scheme acts for all public sector schemes, and
the Superannuation Administration Act 1996. Commonwealth legislation includes the
Superannuation Industry (Supervision) Act 1993, the Income Tax Assessment Act, the
Superannuation Guarantee Charge Act and the Corporations Act.

During the year the Corporation applied for and was granted an Australian Financial
Service Licence. This licence was sought to allow Pillar to provide normal superannuation
services to private sector clients. The licence was granted in March 2004. Extensive staff
training was undertaken to ensure staff were fully aware of requirements of the Financial
Services Reform Act and of Pillar’s licence. In addition the Board and the Board’s
Superannuation Compliance Committee received detailed reports on progress with
implementation of all new requirements.

Risk Management

The Board is always conscious that Pillar staff are undertaking processes relating to
funds owned by third parties with obvious risks for errors and fraud. Pillar’s risk profile
was reviewed during the year and was assisted by an expert review of exposure to
risks of fraud. A number of recommendations were made to address the risks including
enhancements to Pillar’'s Fraud Prevention Strategy and expansion of transaction
exception reporting.

The risk management plan was also reviewed to ensure consistency with the Australian
and New Zealand Standard on Risk Management.

Our People

The relocation to Coniston is now almost complete. With additional staff recruited to
service the needs of the new business acquired during the year, Pillar has reached the
point where there are now some 400 full time equivalent positions located in Coniston.
There remains approximately 50 positions in Sydney for functional purposes.

A major initiative during the year was a specially commissioned leadership program that
was attended by all managers and supervisors aimed at emphasising Pillar’s ideals and
ethos in regard to the management of its people as well as raising skills and awareness
of relevant issues, and appropriate responses to those issues that make for a better, more
productive working environment.

Constant improvement in customer service is also part of that ethos; as such, another
tailored training program was introduced to the Contact Centre which handles around
365,000 calls a year. The program covered managing calls of a technical variety, handling
calls through varying vocal skills, handling abusive and difficult customers, questioning
techniques and listening skills.
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Extensive training programs were also undertaken to ensure compliance with
Corporations Act requirements relevant to Pillar’s Australian Financial Services Licence.

Pillar during the year, strengthened its ties with the University of Wollongong by employing
two IT students who have been engaged under a structured program to further develop
their skills. Discussion is now underway to partner the University in research projects that
will benefit both entities

Pillar continues to talk directly with its people through regular newsletter, quarterly staff
briefings and more formally through the Joint Consultative Committee made up of both
management and employee representatives.

Our Systems

Superannuation administration is a low cost high volume business and is reliant on
sophisticated systems. During the year Pillar undertook a strategic review of its systems
and their capacity for growth and improved efficiency. The result was the introduction

of a new system with enhanced functionality and with the ability to simply take on new
business as it is won.

Additionally, Pillar has undertaken significant enhancements to its Internet services.
These focus on ease of use and speed of transaction completion, allowing employers
and members to complete their enquiries or data transfers in the minimum of time while
ensuring completeness of service and the highest levels of security. Existing services
have been upgraded, and a number of new services have also been added to cater for
new clients. Pillar is now providing end to end services for customers, managing Trustee,
Employer and Member sites.

Processing efficiency has been enhanced in the last reporting period through

the broadening of Optical Character Recognition (OCR), the introduction of Data
Transformation, and the new ability to receive incoming paper based information through
a FAX gateway. Significant volumes of contribution data are automatically updated in this
manner, reducing manual data entry and keying errors.
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