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Hannover Re supports the presentation of income net of fees and taxes, along with the use 

of $100,000 as a benchmark. Presenting income both as fortnightly and annual amounts, 

indicating ‘take home pay’ would appear the most simple and therefore best approach.  

 

Understanding behavioural patterns (loss aversion, overestimation of low probabilities & 

underestimation of high probabilities, time preference, anchoring effects & mental 

accounting) is a prerequisite to avoid misjudgements, especially for annuity products. Typical 

misjudgements are the underestimation of one’s life expectancy and viewing annuities as an 

investment. 

 

Available evidence posits that consumers evaluate annuities using a narrow “investment 

frame” that focuses on risk and return, rather than a “consumption frame”, that considers the 

consequences for lifelong consumption. Traditional annuities considered under an 

investment frame seem to be quite unattractive – exhibiting high subjective risk without high 

returns. There is evidence available that when a life annuity is framed in terms of 

consumption, meaning consumers are told how much a product would ultimately allow the 

purchaser to consume and for how long, 72% of respondents prefer a life annuity, compared 

to 21% when framed in terms of investment features (Brown, 2008). 

 

Hannover Re therefore supports the focus on expected retirement income, thereby setting a 

consumption frame, whereas the duration of the expected retirement income should also be 

stated clearly. 

 

In respect to presenting expected income both numerically and graphically, the BETA study 

found that a text table - using words rather than numbers alone - was consistently the most 

effective approach in highlighting income, and led to significantly improved comprehension, 

clarity, decision making ease and confidence. Adding a graph introduces complexity to what 

is intended to be a simplified approach, hence it would be anticipated that the best approach 

would not involve the use of an income graph, rather presenting income in a text format.  

 

Further, showing income over a period of 30 years, ceasing at age 97 may inadvertently lead 

consumers to underestimate longevity risk – it is presumably not the intention to reflect that 

an “income for life” ceases at age 97.  Income should be reported until death and if the 

income runs out earlier, this should be clearly indicated. Potentially this could be shown 

using two outputs – average income and age/years it runs out, if at all. 

 

It would also be prudent in this section to educate the consumer in respect of life expectancy, 

as consumers consistently underestimate this. Included within the fact sheet should be an 

explanation of how current life tables underestimate life expectancy and how one could get a 

better idea of their own life expectancy.  

 

The above could be linked to an online portal to help consumers estimate their personal life 

expectancy after answering a few questions. This could provide a guide for consumers and 

their advisers to understand their specific risks. Having the consumer undertake a few 

underwriting questions via an online form would add enormous value to help them to assess 

which type of products are appropriate for them. For example, this could be hosted by ASIC 

MoneySmart or provided as a behind the scenes API that super fund’s own websites could 

utilise. 
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Noting that the majority of consumers enter into the retirement phase as a member of a 

couple, in order to facilitate adequate retirement planning it is important to document the 

death and reversionary benefits remaining available to a living spouse in the event of a 

members death, along with any life insurance payments available. As noted, depending on 

the product, one (or more) of the three individual components: reversionary benefits, 

remaining commutable value and life insurance components may apply, and should indeed 

therefore be detailed on the disclosure fact sheet.  The proposal to detail these by way of a 

text box is most suitable, given the evidence available supports this approach as being the 

most effective in communicating the facts in a simple, concise manner.  

 

 

Future Considerations 
 

 

The documented future considerations (lifetime engagement, advice framework, post 

purchase engagement, reporting requirements, intra-fund product comparisons and income 

variation risk measure consultation) are appropriate. 

 

A further future consideration we would like to add, is educating the consumer in 

respect to life expectancy: consumers consistently underestimate their life 

expectancy. Evidence shows that annuity take up rate increases when the consumer 

has a greater understanding of their potential life expectancy. (Rub, 2018)   

 

As described above, this could be linked to an online portal to help consumers estimate their 

life expectancy after answering a few questions. This could provide a guide for consumers to 

understand their specific risks. Having the consumer undertake a few underwriting questions 

would allow them to assess whether these products are appropriate for them. 

 

We look forward to contributing to the development of the future considerations in due 

course. We note the intention for further consumer testing as a next step, we believe this to 

be appropriate and we look forward to seeing the results of testing.   

  

 

Conclusion 
 

 

In concluding, with the Financial System Inquiry findings and the Productivity Commission’s 

Inquiry report commenting on members struggle to find the right retirement product, coupled 

with the noted low engagement contributed to by complex, hard to compare products, we 

support the intention to provide a retirement income disclosure fact sheet. We believe that 

the standardised metrics as described above if, presented correctly will achieve the aim of 

better informing consumers about their likely future income and potential risks. As 

mentioned, we also believe that educating consumers about life expectancy would also 

assist consumers to make more informed, and more appropriate choices.   

 

What must also be borne in mind is the members need for flexibility, choice and control. This, 

coupled with disengaged members reticent to make complex financial decisions, along with a 

lack of available simple, relevant information, almost demands the existence of a 

standardised disclosure framework. The retirement income disclosure fact sheet will likely 

form a key piece of the disclosure framework.  
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We thank Treasury for the opportunity to comment and contribute to the continued 

development of The Retirement Income Framework. We look forward to seeing further 

development, and contributing further in due course. As mentioned, we would welcome the 

opportunity to meet with Treasury for further discussion.  

 

 

Yours Sincerely, 

 

 

 
 

Tracy Peterson 

Longevity Solutions Manager  

Hannover Life Re of Australasia Ltd 
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