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Super funds are being asked to reduce

fi.‘c'.a ara tim (] Jllulrk:'l_f;llrr.\ dre
pushing the costs of runnimg a fund in the
other direction. Soe funds bave been
forced to raise admingstration costs to
levels thar beteer r.:,ﬂ'«.-r the time ad .‘_rlrnri

the

ju'mbllg ot miember education and

comamunication, and more are \‘.\'}‘L‘{:r;f

tor follow suit. As the industry searches for
ways o cut the average super |11'|'0u||r_j"l'r.'
by around 20 per cent, funds manage.
went aird commissions on advice have
been identified as the areas containing the
mast 'fae. But what part L:llr_,llm.f_‘ miergers
play? And ts cheaper necessarily better?

KRISTEN PAECH reports.

Superannuation funds are expe-
riencing negative asser growth and nega-
tive member growth for the first time
sil!ce th: CU111[JL|]50F}' SLlP('l';lnrl I.I:lriurl
syster s nceprion.

The combination of these two forces
is putring pressure on the hxed costs of
running a super fund, and in turn push-
ing up fecs ar a time when the Govern-
ment has thrown down the gauntler o
super funds to reduce the average super
account fee from 1.25 per cent to 1 per
cent or less.

Further adding to the conundrum
funds face is the face thar members are
arguably more engaged with their su-
perannuarion than ever before. Osten-
sibly, this is a positive for the industry,
which has been espousing the benefis
of super to members for many years,
and encouraging greater awareness of
the importance of rerirement savings.

However at a time when super
balances are plunging, increased en-
gagement could ace as a double edged
S'L\'L‘lrd; “'lth rm.'rn'Jl.'r_'i lh:LlH:I!" aware of
their negative recurns, they are likely ro
question the fees they are paying for the
pri\'ih:gc.

r\ccunfing to research from con-
sultancy Chant West, industry funds re-
turned -15 per cent over the 12 months
to March 31, 2009, while master trusts
returned -21.9 per cenc.

While super is a long reem game,
this is lictle consolation for members ap-
proaching retirement with a significant-
ly smaller retirement nest egg, and for
those who fail ro understand (despite
your best efforts) the ups and downs of
marker cycles.

There has been strong downward
pressure on super fees for some time
now, with Rice Warner's Superannuation
Fees Report 2008 revealing the average

fee has fallen from 126 per cencasa

percentage of assets under management
in 2006 o 1.21 per cenc in 2008. | Sena-
tor Nick Sherry, Minister for Superan-

nuarion and Cotporate Law, puts the
average fee araround 1.25 per cent.)

However a number of industry
funds are bucking this rrend, raising
administration fees by up ro 50 basis
points,

Rice Warner believes thar the re-
investment in SYStems and the broader
BCTVICES Pﬂﬁvidl‘.d b}‘ some -ll'ldll\‘;rr‘?'
funds tud:ly 5 Em‘.n:::sing the ||ndc]'[}ffng
COSE strucrure mFTI‘(‘.ﬁC Fll I'Ids.

The $28 billion AustralianSuper
increased its administracion fee from $1
o §1.50 per week from January 1, 2009,
while the $2.75 billion Westscheme is
raising its administration fee from $1.25
1o $1.50 per week from July 1 this year.

lan Silk, chief executive officer of
AustralianSuper, stresses the fee hike is
not a knee-jerk reaction ro the current
investment environment. The percent-
age increase [ooks significant on the
back of a very low starting poin, he
adds.

“The core administrarion fees of the
predecessor funds hadn't moved for 20
years since they were established, so in
real terms, adjusting for inflacion, the
fee had dramatically reduced and the
breadeh and quality of services that we
provided had increased exponentially,”
Silk says.

“Ie gorto the pnin: where there was
a ](mnll‘ng nlism:ll:n:!'l brm‘crn Our costs
on the one hand and the fees we were
chiarging on the other, so we increased
it, The most Hmportang :]n'ng is that we
are committed to our fees m:it'ching our
costs, and that's not an approach thars

universal I:!lruug]mut the indusery”

In its March newsletter to members,

Westschemne said the 25 basis point
increase would allow it to meet the
increasing costs of super regulaton and

services to members and employers.

At the end of the day,
cost isn’t everything.
would be very happy 1o
pay an extra 50 Or 100
basis points per year
to get quality advice
around my portfolio of
affairs, because peace
of mind is worth a lot.
Others may not. It’s
simply a matter of giving
people the visibility on
these things so they can
make informed choices.
For those who have been members
for five years or mare, the fee reduces

to 51,40 per week, and those who have

been members for 10 years or more pay

just $1.30.

WHERE'S THE FAT?

Ir is fair to assume char many more
funds will be forced to raise their fees in
2009, porentially pushing the average
super account fee even higher.

So how then can the industry realise
Sherry’s aim to cur the average super fee
by around 20 per cent?

Is this a realistic goal given the
tougher market environment, and if so,
where is the'far’?

Each segment of the industry has
a different view on where the far lies
within super fees, bur one thing is clear;
if the target has any hope of being
achieved, the industry is going to have
ro work together.

Jett Bresnahan, managing director
of SuperRarings, says the far is in the
investment fees and salaries paid ro
funds managers.

He zays the superannuation “pie’,
which includes mainstream costs such
as administration, investment, insur-
ance, audiring and asser consulting, is
finire, and is currendy sliced the wrong
way.

“That's impacting on administration
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Richard

and asset consulting services, which rra-
ditionally have been dollar-based costs
and basically have been underfunded,
restricting furure development.” he says.

"Trustees have screwed administra-
tors and asser consultants down every
time... the investment managers have
gorten away, up until 2007, with a 100
per cent increase in revenue withour
doing any additional work."

Bresnahan says super funds need to
bring more pressure o bear on invest-
ment managers to lower fees, and take a
stand against the level of salaries in the
asser management indusery,

“The question is: are the levels of
remuneration currendy offered in the
asser management indusery fair and
reasonables” he says.

“Dioes it rake five times the resourc-
es to manage $5 billion from $1 billion?
The whole concepr of percentage-hased
charging needs o be reviewed: ir's nor
inerinsically linked wich expenditure”

I]'l thE }VIJK]L tl'H: Auitrﬂh‘ﬂ!’l S‘;I'IJFL"
holders Association released a new,
tougher policy on executive remunera-
tion after the marker downeurn high-
|ig]1:ed the weak relationship berween
pay and p:rﬁjrmjna:.

}\ml‘mg the |:n1'|.1r|ct:m|:r| t5, rhr: }\Sr\
will rua.]u]'rr.' that [ung-rc:rm incentives
are not paid to executives unless they
have met performance criteria over at
least four consecurive years.

The new policy should go some
way ro holding company executives ro
account, but super funds wo can play
a bigger role here by taking real action
to-addriess gOVETnance issues within the
companies in which they invest.

W‘id‘l &0 ITIJ]\)’ Fliﬂd m.‘ll‘lagl:rs Sﬁ'ﬂg'
gling o stay afloar, it seems inevicable
that salaries will have to come down,
bu it remains co be seen how much
slack managers are willing ro give when
it comes to mandates.

After all, there are few super funds
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who are not already agitaring for the
best deal possible from the managers
they enlist to invest cheir assers. And
those thar push too hard risk receiving a
poorer level of service as a resulr.

There are likewise porentially nega-
tive implications of a reduction in fees
for member services.

“You could find thar people will
provide statements less often, have a
minimalist call centre, not do any devel-
opment in areas like member education
and limited advice,” Rice says.

“Anything that's not compulsory
they'll slash to get within the cost struc-
ture,”

Regardless of the perceived risks,
it is vital that the industry heeds the
Government's call to action and finds
a Wil}' o !‘)\h’cr t‘]’lc "I\'l:rflgc FCC P:!.l‘.{ 1‘}"
mtn)bcr.‘iu

A perception by members of static
or rising fees coupled with falling super
fund balances could fuel an exodus to
the self-managed super fund (SMSF)
marker, further compounding the nega-
rive asser and member growth being
experienced by funds.

With fees and statements assum-
ing grearer focus in this negarive return
environment, the SMSF industry poses
a significant threar to the livelihood of
mainstream superannuation funds.

Research conducred eatlier this year
by research firm Invescment Trends
and endgame communications revealed
four in 10 investors no longer erust fund
managers and many plan to manage
their own investments in furure,

Mark Johnston, principal at Tnvest-
ment Trends, says he expects a sig-
nificant surge in SMSF establishment
aver the coming years, which would be
consistent with the last bear marker,

According to statistics from the
Australian Taxarion Office (ATO),
based on information available as
ar June 2008, assets held in SMSFs
climbed o $358 billion, largely as a
result of Simpler Super.

Andrew Bloore, chief execurive offi-

Senator Nick Sherry, Minister for
Superannuation and Corporate
Law, has told the superannuation
industry in no uncertain terms:
reduce the average super account
fee from 1.25 per cent to 1 per cent
or less.

Sherry says he wants to see the
reduction within the next three to
frve years, and has made it a central
part of his review of the super
industry.

The average super fee has not come
down in any significant way in the
last decade, despite the compulsary
superannuation pool growing to
more than %1 trillion in assets,
“Why do | believe [the average

fee] should come down? It's

barely moved in the last 10 years;
assets under management have
quadrupled over that 10-year-
period, and all pension theary and
practice in other countries with
computsory DC systems [reveals
that] total fees have come down aver
time as assets go up,” Sherry says,
“An average [fee] of 1.25 per cent
when your average long term rate
of return is 5 per cent - obviously
diverting more into return will leave
individuals better off in terms of
their total savings.”

It's important to note that many of
the industry funds who have raisaed
fees recently are still sitting below
Sherry's target.

But for those that are well above

it, in part due to the fact that

they include the cost of advice or
commissions within their overall
charge, reducing fees will be na
mean feat,

According to Rice Warner, the
average fee as a percentage of
assets for 2 $50,000 account ranges
from 0.6% per cent for public sector
funds to 2.04 per cent for corporate
super master trusts, which include
the cost of advice within the total
fee.

Steve Tucker, chief executive of

investments, and if they are invested in

MLC, says it's essential to separate
the cost of advice from the product
to ensure a fair comparison between
different super funds.

“If you take the commission costs
aside, which we recemnmend people
do, because that is a cost for advice,
not for supporting a superannuation
product, then most clients are
already paying less than 1 per cent,”
he says.

“IF we can clearly separate the
costs of funds management, the
cost of the administration service

or platform and the cost of advice,
and each part of the value chain can
articulate the value they bring for
the price they charge, then the client
can make an informed decision as to
whether they want to pay for all ar
some of those things.

“At the end of the day, cost isn't
everything. | would be very happy to
pay an extra 50 or 100 basis points
per year to get quality advice around
my portfolic of affairs, because
peace of mind is worth a lot. Others
may not [be willing to pay extral. it's
simply a matter of giving people the
vistbility on these things so they can
make informed choices,”

When talking about averages,
Sherry is quick to stress that there’ll
still be a range of fees - potentially
between 0.5 and 1.5 per cent -
depending on the fund.

"I accept you're not gaing to get
everyone an 1 per cent unless you
legislate to do that,” he says, adding
that mandating a cap on fees is not
an option he’s considering.

However he believes there is
wriggle room - or fat - within all
four "cost centres” that contribute
to the overall fees charged by the
superannuation industry; funds
management, distribution, advice
[both general and specificl and
administration.

“In terms of funds management
costs, scale is important in super,”
he says.

often creep up above 1 per cent, by the

“You can generally get a better price
as a consequence of scale. We've
announced policy to encourage fund
mergers through the waving of the
capital gains tax [CGT] requirements
for two years, At the moment the
CGT issue is the major barrier to
funds when they want to merge.

“0n the issue of administration,

in our devolved system where

we have around 400 entities,
adrinistration costs have generally
been increasing and that's an
outcome of two issues; one is
choice of fund, greater fransactions
and movements, and secondly the
complexity of our system... there are
awhale range of electable decisions
which add to administration

cost, We still have a job to do in
simplifying the electable options
within our system, and that’s for the
Henry Tax Review to consider. Each
tund looks at administration issues
from the fund point of view and |
think we need to shift the solution to
administration from the total focus
on the fund solution to a system-
wide solution.”

On advice and distribution, Sherry
says it's impaortant to separate intra-
tund advice [for example advice

an contributions and investment
options within a fund] from
distribution advice ladvice on which
fund ta join).

“In part we've started to tackle the
issues of the compliance cost af

the disclosure requirements, so
that’s part of the cost issue, but

the other much more cornplex and
controversial area is the canflicts

of interest, and that's an issue for
renovating the house,” he says.
"The other issue is distribution
advice, In a compulsory systern,
why should members be paying for
distribution advice, because they
have to belong, and that also begs a
guestion about what is in members’
best interest in terms af distribution
and how that test is applied?”

demned by industry funds as the bulk

a wholesale managed fund, they pay an-  time accounting and audit fees are taken  of the far within the super industry.

cer of SMSF administrator Smartsuper, into account.

other L7 per cent in fund manager fees,
“The SMSF space is probably under
the 1 per cent anyway!” Bloore says.
“With an SMSE, people tend 1o go
into them ance they get to $200,000
or $250,000, and the average escablish-
ment of an SMSF is abour $250,000.
Buc the average size of an SMSF is
abour $880,000 so the cost of fees pro-

portional o the account comes down

David Whiteley, execurive manager

says one of the biggest reasons people of Industry Super Network, believes

“And many of them are invested in

get out of other sectors and into SMSFs

cash, and the recail CMTs eend to have  thar commissions paid on compulsory

is to take control of when and how they afee of abour | per cent,” he adds. contributions are "the most egregious

spend money on their assets,

“So people will tell you that they example of the conflicts of interest and

The average administeation cost for
an SMSF is $2600 per fund, and the
average size of an SMSF is $880,000,

equating to (L3 per cent as a percentage

have an SMSF and ic doesn't cost any- inappropriate pracrice in the super

:hing bue when youL add i all up, unless industr}rﬂ_

the fund has half a million or more, Furthermore, he says che problem is

typically the fee is 1 per cent or more.” not just the cost of the commission, bur

of assets. the underperformance of the fund being

In addition to that, trustees pay significanely.”

However Rice warns SMSF fees

COMMISSIONS

Commissions have lnng been con-

“sold" by the financial adviser.

broking fees when they buy and sell Modelling by Access Economics on
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behalf of ISN and the Austra-
lian Institute of Superannua-
tion Trustees (AIST) revealed
that reducing inefhiciencies,
including commissions, across
the superannuation industry
could not only reduce charges
but boost compulsory super
contributions to almost 12 per
cent.

“What we're saying is if
you increase efficiency across
the sector by 0.75 per cent
it is roughly equivalent to
increasing contributions and
in fact it adds revenue to the
government whereas increasing
Superannuation Guarantee
(SG) will cost the government
because of the tax concession,”
Whiteley says.

He wants the government
to ban commissions across the
superannuation and post-re-
tirement sectors, and says that
financial advice and product
sales should be disaggregated
so that financial planners can
act in the best interests of their
clients, rather than being held
in a“vice-like grip” by retail
funds.

This is a view that's vehe-
mently opposed by Richard
Gilbert, chief executive of the
Investment and Financial Ser-
vices Association (IFSA).

“Don't worry about the

Copyright Agency Limited (CAL) licenced copy

various components, worty
about the total,” he says.“It’s
what the consumer is paying
that's important — the rest of it
is a smokescreen.”

Gilbert believes allowing
competitive market forces to
operate without interference
is the only true way to bring
down fees.

He does not agree with the
Australian Industrial Relations
Commission's decision not to
run a competitive tender before
choosing a range of default
super funds for employers
covered by modern awards.

“One way to [reduce fees]
is to allow competition in the
default fund space instead
of allowing monopolies and
oligopolies,” Gilbert says.

“Monopolies have never
been known to reduce fees. The
fat is in — it’s called monopoly
rent. I'll challenge you to name
a retail fund thar has increased
its fees in the last two years,
but it's easy to find a couple
of industry funds that have
increased their fees.”

While some commenta-
tors have called for a ban on
commissions on SG contribu-
tions, Gilbert says this misses
the point.

“I didn't see any commis-

sion payments in the AIRC

default fund outcomes in the

30 funds that were named, and
that's where the great bulk of
SG is going to be determined,”
he says.

“Furthermore, if and when
retail funds are given a chance
to compete again and not be
locked out, I wouldn' expect
them to be offering commis-
sions, and those figures of 58,
60 and 70 basis points [offered
by some retail funds] — there
are no commissions in them.
So theres a lot of spin around
this, and it certainly hasn't
come from us.”

Sherry will not be drawn
on the solutions being
considered as part of his
review of the superannuation
industry, which he refers to
as “renovating the house”. But
he does point to the need for
more effective remuneration
structures, and to distinguish
berween commission-based
selling and commission-based
advice.

On the debate around
competition within the default
fund market, he queries how
it’s possible to have competi-
tion when members aren't
making a choice.

“It’s a default system, so
it seems to me you cant have
market competition operate

because the member’s not mak-

Ref
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ing a decision,” he says.

“Secondly, yes, defaulr fund is-
sues should be considered as part of
renovating the house, because [ would
argue theres a scrong dury of care on
government in a compulsory syscem,
[and] there's an even stronger duty of
care where a member doesnt make any
decision, bur however the defaulr fund
decision is exercised for a person that
doesn't choose a fund — and we know
the majority don't — we need to make
sure the way in which chat decision is
exercised is in the best interest of the

member and no-one else.’

PRICE VS VALUE

Ar a rime when negative returns are
the norm rather than the exception, fee
reductions can have a macerial impact
on the end result for members.

According to Bresnahan, a 1 per
cent reduction in fees is the same as
earning 1 pet cent extea per year for the
duration of 2 member's super fund.

In other words, he says, if you're
40-years-old, its probably going ro
make around 30 per cent difference to
your énd benefir.

However in debaring whar fee is

appropriate for the supet industry to

charge, it is purhnps mote pertinent

to ask 'is the member getting value for
money # rather than‘is the member pay-
ing too much?’

"You TC.‘III'F have to burrow into the
offering and critically scrutinise whether
real value is bg‘.fng obtained,” Austrabian-
Super’s Silk says.

"Some of the more expensive offer-
ings are providing poor outcomes for
their members. In our case, the standard
account balance is $50,000. Ar the
moment we're already under thar 1 per
cent figure and we're looking to further
improve that.

Theres no question that it can be

achieved. It's casy enough o ger under
it; you also want to be providing high
qualiry service and performance ar the
same time.’

Michael Rooney, general manager
qupem[ions at Media Silpt:‘, which
was created last year after the merger
berween the industry funds for journal -
ists/entertainers and printers; agrees.

Members of Media Super pay $1.10
per week plus 10 basis poines, which
was the existing fee structure of the
larger fund, Print Super.

Prior to the merger, JUST Super
members wete paying $1.50 per week
plus 35 basis poinrs for admmistration.

“Cheaper is not always better,
Rooney says. You have to be careful
that you [dont] pur so much pressure
on cheapness thar you actaally stop
providing a service and a good mix
of investments to provide thar dis-
counted rare, which ulrimarely is ar che
derriment to the member because the
member ends up with a lower benefit
than what they would have got if you
were willing ra pay a bit more for better
services and betrer options.”

Rarionalisation within the superan-
nuation industry is an anticipated by-

p'rcduc{ of the financial crisis, and will

Copyright Agency Limited (CAL) licenced copy

further aid the Governments efforts to
bring down fees.

Ag smaller funds crumble under the
weight of rising costs, which they are no
longer able to subsidise via investment
revurns, they could look to increase ef-
ficiencies through scale,

Rice Warner expects the number
of industry super funds to reduce ro
around 25 within the next five years.
Theoretically, a large part of the consali-
darion should happen before June 30,
2010, which is the deadline for CGT
Rollover Relief.

Andrew Proebstl, chief execurive
officer of Legalsuper, which is set o
merge this year with two small funds in
the |ega.i sector, says Increases in prod-
uce development and communication
and member education are all purring
upward pressure on costs,

“We're in the process of Hnalis:'ng
our budgert for the next financial year
and once we do thar we'll have a good
idea of where our member fees sic bue [
do notice that quite a number of funds
have been increasing their fees in recent
times and in many cases much larger
funds than our fund,” he says.

“HostPlus is the only one — they've

agreed ro freeze fees aca certain level for

Ref: 21982169
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lan Silk ...

a couple of years — so theres been a bic
of movement in fees across the funds
and it does generally rend to be upward
rather than downward”

There is compelling evidence to
show that costs for both administrarion
and investment reduce as both member-
Shi'p and fund assers increase, which
aught to mranslare into lower fees for
ITLErL‘Ibl:rs_

Research from Deloitee titled The
:jﬁ:ﬁ'!il.'_}' nf the stiperarnuation I'll'n'JI{S!l'j'
reveals that the median investmenr cost
for an industry default fund with $10
hallion under management is around 30
per cent lower than thar of a fund with

$1 billion under management.

The average investment cost ranges
from (175 per cent for the lower asser
bracker down 1o (.57 per cent for the
higher asset bracker,

Furthermore, the median adminis-
tration cost of an industry defaulr fund
with 500,000 or more members is half
thar of a fund with less than 50,000
mfmh("rﬁ.

Dreloitte found administration costs,
expressed asa weekly dollar figure per
member, were as high as $2.18 for the
lower membership bracker and as low
15 $1.08 for the higher membership
bracker.

The research, which covered 60 in-
dusery funds and excluded defined ben-
efir funds, which typically have grearer
administration coses, was based on dara
collecred by Deloitre for the year o June
30, 2008. The dara was taken from pub-
licly available informarion on websires
and in annual repores.

“T think that says thar chere are scale
economies in super, and they're not a
death senrence for smaller funds, but
they do mean thart the smaller funds
need ro deliver value, and chat might be
because they're closer to the members

[or] it's a more personalised service,

says Wayne Walker, partner ar Dieloitre
Acruaries & Consultants,

“Your can't ignore the realities that
(h(!rt.' are Some _'i.]\'ings l'hﬂ[ Come \\I[i]"
size.

Silk says AuseralianSuper, which
was created in July 2006 on che back of
a merger between Australian Retire-
ment Fund and Superannuarion Truse
of Australia is still in the process of
harvesting all the benehis, bur poines
to increased services, a significantly
enhanced insurance offering and an
expanded in-house investment ceam as
some of the benefies realised so far.

“Ir's enabled us ro spread our mar-
keting costs actoss a wider membership
base than we had previously” he adds.

“We had chree high level objectives;
increasing services, [purting] down-
ward pressure on fees and costs, [and)
{‘l‘lh;lllL'llng L"H.' ]:!rnmul‘i'(}n Ofﬂur bfﬂ.ﬂd.
and all of those we've been able to do”

Rooney says Media Super has also
realised significant cost sa\,';ings for
members on things like audiring and
regulacory fees, because APRA levies
are based on funds under management
but eapped at 2 cerrain level.

“There are a lor of cost savings for

the members both direcdy and indi-

Copyright Agency Limited (CAL) licenced copy

rectly,” he says,

“A lot of the costs Senaror Sherry
is talking abour are divect coses, bur
there are also a lot of indirect costs, for
example we're expecting a significant
reduction in our insurance premiums,
Ower time the costs of investment man-
agement fees will reduce as well because
you have greater purchasing power if
you're offering a lot of money when
you're looking ar investment managers.”

However mergers are not for
everyone. Silk says it's up to each trustee
to look ar their own fund and ask
themselves whether they're providing
the maximum value available to their
members.

And Bresnahan says therell be cases
where merging just doesn't make sense.

“There are certainly synergies there
between the right funds,” he says.

“T think there's  risk thar some
funds will merge for mergers' sake and
that the demographic and styles of the
rwo funds won't necessarily yield much
by way of reduced costs, bur there are
other examples where there are glaringly
obvious merger opportunities thar need
to be taken and probably haven't been

taken for a series of reasons.” w
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