AIST Submission

Review into the governance,
efficiency, structure and

operation of
Australi ads Super

Phase Two: Operation & Efficiency

14 December 2009

alzt

Australian Institute of Superannuation Trustees
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Background

The O6Super System Reviewd, announced by the Governm
governance, efficiency, structure and operation of the current superannuation system in Australia.
The review is split into three segments, with the second b e i nPhasedTwo: Operation & Efficiency 6 .

The Australian Institute of Superannuation Trustees (AIST) welcomes the opportunity to provide a
submission in relation to this second phase of the review, specifically, our submission addresses
guestions posed in the @peration and Efficiency 06l ssues Paper 516 Ootobee 2608.d o n

We look forward to being involved in the remaining phase of the review program.

AIST

AIST is a national not -for-profit organisation whose mission is to promote and protect the interests of
Australiads $-fobOr ofiiltl isompemrcatnnuati on sector . Al ST06s
directors and staff of industry, corporate and public -sector funds, who manage the superannuation

accounts of nearly two  -thirds of the Austra lian workforce.

As the principal advocate and peak representative body for the not -for-profit superannuation sector,
AIST plays a key role in policy development and is a leading provider of research.

AIST provides professional training, consulting service s and support for trustees and fund staff to help
them meet the challenges of managing superannuation funds and advancing the interests of their

fund members. Each year, AIST hosts the Conference of Major Superannuation Funds (CMSF), in
addition to numerou s other industry conferences and events.

About this submission

This submission is dealt with in two parts. The 1st part of the submission summarises our general
position, specifically in relation to the issues we believe are key factors in improving operational
processes and increasing industry efficiency.

The 2nd part is our response, including recommendations, to the specific questions as ked by the
review panel sd issue paper.
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Executive Summary

The superannuation sector forms a dynamic part of the financial services industry in Australia. Itis a
sector that has undergone  significant changes over the past decade. Some of these changes h ave
promoted efficiency and increased cost effectiveness; others have increased system complexity and
contributed to member disengagement.

The Issues Paper produced by the Review Panel poses a number of questions that deal with reducing
costs, promoting engagement , and maximising structural efficiency. This submission argues that more
efficient use of tax file numbers (TFN) and technology - coupled with a raft of measures concerning
fees, charges and standards - will deliver industry -wide operation and e  fficiency gains that the
industry, and the panel, is seeking.

AIST believes liberalising TFNuse is critical and that privacy issues, which have long stood in the way of
enhanced TFN use in the super sector, must be overcome as a matter of government pr iority.

TheTFNhas t he abil ity t forinbpeoved sysiesiefficiercy in dunirduisteyt 6 - potentially
delivering billions of dollars in  savings to super fund members through adramatic reduc tion in the
volume of lost super (currently a $13.6 billion problem ); improved data quality ; and better
communication between funds and their members.

If concerns surrounding privacy laws  and enhanced TFN use cannot be eliminated,  we propose the
introduction of a new identifier, the Universal Superannuation Number (USN) linked to the TFN .

This submissionalso argues that superannuation funds , and the industry, can better use technology to

enhance operational efficiency and automate time  -consuming processes. Forinstance, we propose

the establ ishment of an organisation , which we refer to as the Australian Superannuation Statistics

and Reporting Agency  (ASSRA) to streamline the collection , distribution and publication  of

superannuation data and statistics whil st creating a 0s forghepublic n Wa &lsoon h ¢
promote the use of  the superannuation wealth and investment management electronic commerce

protocol ( SwWimEC) for data transfer between business and consumers , and support the

impleme ntation of automated processes, where possible, to simplify the system for members,

employers and funds.

AIST recognises that the level of trust between members and the superannuation system as a whole

must be improved. Years of government tinkering with the superannuation rules, the  global financial
crisis, and a growing awareness of the impact of high fees on fund returns has jolted public
confidence in our compulsory  superannuation system . We believe more effective disclosur e and
greater transparency, particularly in relation to fees,  plus the development of uniform standards and
processes, will help combat member confusion and restore credibility to our system.

In order to improve the system, our submission proposes various proactive changes that we strongly
believe will establish our system as a world leader for years to come and remove the necess ity to
continually 6tinker O0major recohumeraationsaer e t hi s, our
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Investments: There should be n o mandating of investment structures , asset allocations or default
options. In addition, the decision of how to distribute earnings, via unit pricing or crediting rates, is an
operational decision  best left to trustees. We propose that all funds be required to formulate and
publish quantif iable Investment objectives for use as the key benchmarks against which performance

is assessed. These objectives 9 to incorporate suitable risk and volatility metrics - would also form the
basis of performance assumptions used in calculators and forecasts . We reject d@raffic light dindicators
for risk, particularly when presented out of context with return expectations.

Default funds: The Government should enhance and extend the set of criteria with which default
funds must comply . This mustinclud e no pay ment of commissions , the use of an equal representative
trustee model , and participation in the SwimEC protocol

Lost super: As at 30 June 2009, the ATO reported the lost members & register contained 4.8 million
accounts, totalling $13.6 billion . Lost super continues to grow at an unacceptable rate and needs to

be addressed as a matter of priority ~ through the following initiatives:  Eligible Rollover Fund (ERF) sector
consolidation ; TFN liberalisation; automatic consolidation of lost accounts ; removal of member

benefit protection and better consumer education. We further recommend the ATO to play an

active role in helping people locate their superannuation by including on each individ
assessment notice a list of all superannuation fun ds in which that person has an account . If privacy

issues surrounding TFN use cannot be overcome,a USNs houl d be introduced and @

Superannuation Guarantee (SG) contributions: The Superannuation Guarantee (Administration) Act

1992 should be amended to require  payment of all salary sacrifice, personal and SG contributions on

a minimum monthly basis. In addition, calculation of SG should be basedon an empl oyeeds
salary, before any salary sacrifice amounts are deducted , and salary s acrifice amounts must not be

counted toward SG compliance

Data: Mandat ed data standards and exchange protocols are required to improve data quality

across the industry . To achieve this, we support the implementation of Standard Business Reporting
(SBR and SwimEC (subject to incorporation of international standards ), in conjunction with the
establishment of minimum  information requirements  for employers registering new members . In
addition, to simplify fund reporting and streamline data collection, a n ational superannuation

statistics and reporting agency  (ASSRA as termed by AIST ) should be developed in conjunction with
a 6consumer faced@ G6GHiMddar to ASI C

Economies of scale: The Government should provide  regulatory and custodial  relief for funds where
all assets are held through custodians via Pooled Superannuation Trusts ( PS7.

Advice: Advisers should legally be required to act in accordance with their clients 0 best interests
rather than merely provide d&ppropriate Gadvice. As members view information published by ratings
agenci easdvaisc edd, we bel i aneeshoulthisvesiyate optoms foPthe regulation and
standardisation  of information produced and published by ratings agencies , including how
performance figures a re calculated.

Electronic communication: To promote member engagement and reduce printing and distribution
costs, we support implementation of mandated electronic distribution of information, with members

able toopt-out and r equ &eeofcliange p ealéulators and online forecasting tools should
be subject to strict standards and selected uniform requirements , including requirements that
forecasts are based on the actual product in which the member is invested. This will ensure members

are not misled by forecasts that are not based on their actual circumstances.

Fees: We support disclosure enhancements that provide members, regulators and other industry
participants, with a clear understanding of the fees associated with each product. We strongly
4
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support moving to performance -based fees for investment managers and we believe they should
operate in conjunction with a tangible fixed -fee discount and apply to after  -tax returns.

Administrators: The Government should progress prudential regul ation of superannuation
administrators to provide regulatory support, capital requirements and operational standards to a
potentially vulnerable sector of the industry and to allow APRA direct access.

Members : Throughout this issues paper, the question of  what employers want from the
superannuation system is often asked. However, there seems to be little consideration of what
members want from the system.  We recommend any system modifications and enhancements are
focussed on benefiting members and increasi ng their retirement savings.
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Response to Phase Two Issues Paper

6. DESIGN/ARCHITECTURE
6.1 Technology
6.1.1 Quantum leap

Could the Australian superannuation system use technology more to improve efficiencies and deliver

lower costs? Is there a technological quantum leap for the super system to make (like CHESS was for

the ASX)? What incentives could be created to encourage trustees, and more particularly, employers

and administrators, to make better use of technology? If there were a major impro vement in the
technological infrastructure of super, who would finance, build and own it? Could such a leap be in

central clearing?

The Australian superannuation system could make better use of technology and there are a number

of different areas in which  technological innovations could significantly improve efficiency. We
believe the most immediate and dramatic efficiency gains would result from the mandated
adoption of a unique member identifier, ideally the TFN.The use of the TFN - if accompanied by the
mandated adoption of information interchange and payment standards - could provide the
guantum leap referred to in the Issues Paper .

Facilitating systematic change with TFN use would require g overnment support and we suggest
consideration be given to the use of tax incentives or rebates to assist with  the cost s associated with
the required system development s. Use of the TFN would function as per the diagram on the
following page.
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FUND  ——— el ATO

Rollovers ID Verification

VN VN
Account Contributions
Consolidation
MEMBER  J¢—— )| EMPLOYER

. Faciliatate ease of rollovers between funds and reduce complexity for members
. Allow ID verification and keep data clean

. Ensure contributions are allocated efficiently and accurately

AW NN —-

. Reduce lost super and provide efficient account consolidation

The mandatory adoption of payment standards would create its own incentives; participants would

have certainty that their investment s in systems would remain produc tive well into the future. Whilst
we welcome the introduction of new clearing house facilities, we do not see &learing don its own as
the sole solution to current  efficiency problems. As CHESS revolutionised the processes for the ASX, we
believe, SwWimEC and SBR, in conjunction with mandatory data requirements, can play a similar role
for the superannuation industry  and we detail this approach throughout our submission.

RECOMMENDATION

We recommend the adoption of SwimEC and SBR, in conjunction with mandated data requirements
and broader use of the TFN
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6.1.2 Do super funds need to provide daily unit pricing?

Does it add extra expense if funds unit price daily or allow switching on every normal business day?
Would it reduce costs if this were to occur on a fortnightly (or other) basis in superannuation?

Allocation of investment  returns in an efficient and equitabl e manner is one of the most important
tasks trustees perform and the two major pricing mechanisms, unit pricing and crediting rates, both
deliver appropriate and acceptable outcomes for members.

The decision to use unit pricing or crediting rates should be made wit hin t he context of
that is, member demographics, size etc, particularly as each method has its strengths and
weaknesses.

In relation to unit p ricing and frequency, obviously  the more frequently prices are struck, the higher
the associated costs . In addition, mandatory daily unit pricing opens up issues such as arbitrage
opportunism and equitable treatment of unit holders where there are a significant proportion of
illiquid assets. For these reasons , we do not support mandating of daily pricing

RECOMMENDATION

We strongly believe the decision of how to allocate investment earnings, either via crediting rates or
unit pricing is best left to trustees and we do not support mandating a mechanism.

6.1.3 Data standards

Would some form of Government intervention to set rules and impose data standards over the various
payment routes in the superannuation system assist stakeholders to improve efficiencies and deliver
lower costs?

Mandated payment and data standards a re an important step forward . To maximise efficiency in
this area we believe implementation of a data protocol exchange such as SwimEC should be
introduced in conjunction with mandated data requirements. For example, mandated and
standardised fields for registering a new member with a fund.

RECOMMENDATION

Mandated implementation of SwimEC for fund -to-fund and employer -to-fund interactions, in
conjunction with mandated data requirements.

6.2 Default funds and default investment options
6.2.1 Employer selection of default fund

How do employers select a default fund? Is there a more effective and efficient method for selection

of a default fund? Should there be a small number of default funds (or even a single default fund) to
reduce costs and to take advantage of economies of scale ( e.g. a Government -operated national
default fund)?

Currently, t he mechanism of default fund selection is largely an industrial relations issue . Prior to the
implementation of  &hoice of fund & SG contributions were paid into the fund nominated within the
appropriate award or collective agreement. If no fund was named, the contributions were paid into
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a fund of the e mplmgementatod of chbice ofduad. , and the subsequent withdrawal
of superannuation as ahasaltedio masbemployersbeihgeableto select the
fund into which their contributions are paid.

While c hoice of fund was designed to provide and promote employee choice of fund , it has
become evident that it has not provided the levels of system efficiency or member engagement
previously envisaged. As such, member apathy is still a major issue within the superannuation system

and , for this reason, we believe default funds prote ct employees who fail to exercise a choice, and
therefore , the choice of default fund lies properly within the industrial relations framework.

Superannuation is a bulk service syst em and must cater to the masses. Providing default fund
selection within t he Award structure is an efficient and cost effective mechanism for this process.
Altering this system will increase inefficiency and costs as the inclusion of superannuation within an
Award provides automation to the process of default fund selection. This removes the necessity for
employers to research and consider funds, make a selection and then regularly review the selected

fund. In addition, it removes the issue of employers being provided with inducements in return for
default fund selection, an ou tcome that does not promote the best interests of members.

Given that superannuation is, effectively, a deferred wage , it is appropriate that there be a
structured process in place to ensure default fund selection is robust and that default funds operate

to maximise retirement savings. To facilitate this, we support the use of Awards and industrial relations

tools, however, we believe that funds eligible for nomination as a default fund should meet certain
enhanced minimum operating standard s, including operating on a low -cost basis, being SWImEC
compliant and having a representative trustee structure.

Where an employer is not covered by an Award, they should be able to choose a default fund from
a list of eligible funds that meett he above criteria. This list should be compiled by an independent
party and should be based on merit, as well as the minimum standards previously discussed.

There is a need for improved policing of compliance with Awards and default fund criteria , and we
support further inv estigation into this matter.

RECOMMENDATIONS

1. That Governme nt review and enhance the criteria that default funds must meet, including
operating on a low -cost basis and compliance with  SwimEC.

2. Industrial parties select eligible default funds for inclusion in awards and EBAs. Where multiple
funds are permitted in an industrial instrument, the employer may choose between them.
Where there is no applicable ind ustrial instrument, or a fund i s not nominated in the industrial
instruments, employers could select from an approved list.

3. That Government , via the fair work ombudsman,  effectively police employer compliance with
these rules.
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6.2.2 A national default fund

Would a Government -operated national default fund be attractive to many small businesses and

their employees, particularly if it were simply designed, low -cost and easy to understand?  Inactive
accounts in different default funds can expose members to dupli cated fees and charges. Partly to
solve this problem, a national fund is being introduced into the UK in 2012 through the Personal
Account Delivery Authority. Should Australia have something similar?

We do not see any value in the creation of a single def ault fund as this would expose the
superannuation system to unacceptable concentration risk. We believe the issue of a single default
fund is being confused with the issue of a single payment and clearing protocol , such as SwimEC. We
believe a properly de signed transaction protocol can effectively streamline contribution processes

for small businesses, and more effective use of TFNs can dramatically reduce and potentially
eliminate the lost super problem.

RECOMMENDATION
We do not support the creation of a national default fund.

6.2.3 The typical Australian default investment option

Is it appropriate that the typical default investment option treats all members as having the same
investment horizons and risk appetite? Should a lifecycle fund, or some similar model, be mandated

as a default investment option?  Many overseas lifecycle in  vestment options move to quite defensive
asset allocations by the time a member is in their early 50s. Modelling suggests that lifecycle asset
allocation is effective in protecting the retirement assets for about 10 per cent of fund members who
experience extreme adverse investment outcomes very close to the time they withdraw their savings.
However, it comes at the price of significantly limiting median outcomes. Given the role of growth
assets in protecting retirees against longevity risk, how should life cycle options be structured to
generate optimal outcomes? Should lifecycle funds take into account factors other than just a
person's age? For example: should there be some regard in the operation of lifecycle funds for equity

prices (using proxies like di vidend yield or price -earnings ratios), an estimate of the prevailing risk
premium offered by equities or how far a member is away from their savings target ( e.g. 70 per cent
of pre -retirement income)?

It is inappropriate for Government to mandate a difec ycle 6 approach, particularly as the jury is still
out as to whether a lifecycl e or other variant approach is likely to produce a superior outcome for
members. We believe it should be left up to funds to decide on the most appropriate default strategy

for their membership, and note that the c urrent default strategy , based on set asset allocation s, has
served the industry well . However, it needs to be complemented by improved and, in many cases
age -based , member education and advice.

It is our view that whilst defaults are important, and it is inevitable that many members will continue to
rely on them, encouraging and promoting informed decisions provides better outcomes, particularly
for those members approaching retirement.

10
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With male and female life expectancies of 79 and 83.7 respectively , Wwe, as an industry must not be
implementing and moving towards defensive strategies too early. ! The period of time in6r et i r emen
increasing and it is critical that investment strategies are geared towards accommodating and
preparing for this.

Hence, we see encour aging members to make a choice, even if that is to remain in  the default
option, as a key ongoing trustee responsibility , and recommend that education and advice
resources are carefully allocated to  achieving this objective

We see member engagement and default design as intrinsically linked, and trustees need the
flexibility to design their engagement strategies and default options with consideration of their
specific membersh i p 6 s nEhis thay encompass a decision about  the level of exposure to growth
assets default members have as they approach and move into retirement.

This linking of education and advice to fund or option design needs to shift from its p resent focus on
product design and  factors such as asset allocation and manager selection , to product outcomes  in
terms of long -term returns and retirement income. In addition, education about the other investment
options available within a fund is important in assisting members to understand what their choices

are, and what impact investment option selection can have on end benefits.

We advocate for the adoption of a quantifiable investment objective by all funds, and for this
objective to become the primary benchma rk against which performance is assessed. We believe
trustees should have the freedom to adopt the most appropriate strategy to meet this objective, and

this may include using a dynamic life  cycle product design. Howev er, we note that a dynamic
lifecycle a pproach performs best when it is possible to communicate with each individual member

and imp lement the strategy accordingly. We therefore caution against using it en mass  e.

RECOMMENDATION

We do not support mandati  ng the use of life cycle strategies and believe trustees should have the
freedom to design investment options that best suit their members, individual fund characterist ics,
and objectives.

6.2.4 Design of default investment option

Should there be a prescribed asset allocat ion of the default investment option and more consistent
labelling of all investment options? Is the current way in which default asset allocation decisions are
made by trustees appropriate for members who don't make a choice? Should the default investment
option in a default fund be substantially passively invested? Should the Government mandate certain
features of default funds ( e.g. investment strategy, fees etc)? Could APRA be empowered to give
greater guidance?

We do not support Government prescription of asset allocation for the default investment option
Most, if not all , major funds already have a default option - whether age -based or otherwise - that is
developed within the context of a suite of products offered to member s ranging from cash, capital

1 Australian Government Actuary, December 2009, http://www.aga.gov.au
11
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preservation, balanced , and growth funds. The default option is typically characteris ed by specific
risk return objectives that aim to provide members with a long -term investment strategy. As noted
above we believet he default investment option is best designed by the trustees, taking into account
the membershi p characteristics of the fund.

To impose a prescribed asset allocation contradict st he notion of the trustees
the obligation to use their judgement to act in the best interest of their members. To impose a
prescribed asset allocation removes a key area of trustee discretion and substantially weaken s
trustee responsibilities. At the extreme , it could imply a delegation of responsibilities away from
trustees and to the government ~ who could then be accountable for poor asset allocation decisions

We do , however, believe there should be consistency in labelling of investment options to improve
member understanding and engagement.

In relation to defaults, there is no case for favouring passive investment styles in default options over
any other investment approach. There is no hard evidence to suggest that greater use of passive
investing would produce a better retirement outcome for members.

RECOMMENDATION
We do not support Government mandating investment s within default investment options  or believe
passive investment styles should be used more broadly than current practice. This is a decision for

trustees, to be made in the context of both cos ts and overall investment strategy.

6.2.5 Range of investment options

Should there be a statutory limit on the number of investment options that default funds can offer?

Over the past 18 months, 17 trustees of retail funds applied to APRA to suspend or vary 30 -day
portability obligations on a total of 465 investment options, most of which had underlying illiquid
managed investment schemes. What are the lessons arising fro m the GFC on the availability and

design of investment options in super?

We do not believe there should be a statutory limit on the number of options a default fund may
offer . However, as argued in our Phase One submission, there are questionable benefits in funds
offering excessive numbers of investment options, particularly given the level of member apathy and
disengagement.

The global financial crisis highlighted the risks inherent in investment options with insufficient
diversification. Those funds th at were appropriately diversified and had effective liquidity
management processes in place were well -equipped to deal with the challenge.

The impact of cash flow and membership demographics on liquidity needs to be recognised. Funds

with large positive n et cash flows and stable membership bases were in a far better position to
manage and reduce liquidity risk than those funds with a low or negative cash flow and an active
membership & such as a fund with a high proportion of members closer to retirement o rin retirement
products.

12
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We believe funds should place more emphasis on stress -testing and understanding their membership
from an investment perspective. For example, better membership knowledge and stress -testing
would have provided funds with insight into scenarios that, prior to the GFC, may not have received

due consideration.

RECOMMENDATION

There is no statutory limit on the number of investment options offered by a fund.

6.2.6 'Stickiness'

Are the current settings around how quickly members can change investment options or to leave the
fund optimal? Would it be better for the system overall if member choices could only be

implemented over longer periods than currently apply? Would it be pref erable if unlisted and illiquid
assets were subject to lock -up arrangements (like in a private equity context) so that valuation and
arbitrage problems were less acute and funds were able to invest in assets with much longer -term

horizons than is currently the case? This might mean that super funds would offer investment options
that had a fixed -term maturity of say 5 or 10 years or longer. Would this be workable? Have super
funds adequately embraced the opportunities available in infrastructure projects an d other long -term
unlisted investments? Are there currently impediments, structural or otherwise, to super funds
investing in such assets? Have the 30 -day portability obligations had any effect on trustees' decisions
about infrastructure investments?

Unlisted assets are appropriate and extremely valuable investments for superannuation funds. As
such, it is both reasonable and justifiable for a trustee to incorporate them in  to a diversified portfolio
The SIS covenants require trustees to manage liquidity , and within this context modest allocations to
illiquid assets within liquid options are  appropriate. We do not believe it would be suitable for trustees
to 61 ock upd dehdawelndte tratpbedawse of low switching rates, at both fund and
investmen tlevel , default portfolios may offer some of the best scope for utilising illiquid investments.

We are not aware that the 30 -day portability requirements have inhibited trustees 0 appetite for
infrastructure investments. SIS regulation 6.34(7) allows trustees to lock  -up investment options for
illiquidity reasons, provided specified discl  osure obligations are met. Whilst  this provides a reasonable
basis for trustees to provide illig uid investment options, many trustees believe there is a regulator bias
against illiquid options . Resolving this misunderstanding and clarifying the period for which
investments may be locked up could help promote more infrastructure investment.

As part of its Superannuation Member Charter, IFSA has recommended sp ecific liquidity thresholds, in
line with those that apply for managed funds. We do not believe this approach is necessary, as the
redemption experience for superannuation funds is dramatically d ifferent from managed funds.

RECOMMENDATIONS

1. Government ensure regulators are unbiased in terms of assessing illiquid and liquid
investments.

2. APRA cl arify the periods for which investment

13
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6.3 Regulation
6.3.1 Effectiveness of regulation

Can the cost -effectiveness and usefulness of regulation in super be assessed? Should regulation in
super be regularly reviewed to determine whether it continues to be appropriate and to achieve the

purpose for which it wa s established? How could this be done? While changing the overall regulatory
architecture is outside the scope of this Review, do elements of the current prudential and market
conduct regulatory regime add deadweight costs to the super system? If so, can y ou identify and
measure them?

Where quantifiable, the cost and usefulness of regulation should be assessed

Disclosure is an area where regulatory requirements have proven costly for funds to comply with and

have added little value.  If we have learnt anything from the global financial crisis itis that despite the
wads of information contained in expensively produced PDS documents, many professional and/or
private investors invariably do not read the PDS or understand the nature of the product s they are
buying. Despite the focus of regulatory reform in recent years on more transparent disclosure , many
investors made poor decisions . Superannuation funds spend large amounts of money and resources

on product disclosure documents , yet they appear to have achieved very little. The focus needs to
switch from producing volumes of documents that are not read , to improved investor education and
assisting people to make informed decisions

We support new efforts to produce more user -friendly short form PDSs; however, member education is
critical to the success of the system.

We recognise the importance of regulation in ensuring the security of the superannuation system and
underpinning its policy objectives . We believe it is appropriate for the Government to periodically
review the regulatory system to ensure best practice , particularly when it is clear that there are areas
that are not functioning as well as they should

We do not believe there is anything to be gained from regularly scheduled government review s of
regulation that do not have a specific purpose . This would merely create more  uncertainty among
the industry and, subsequently, members. It is widely acknowledged that excessive government
reviews and subsequent tinkering with the rules has the potential to undermine confidence in our
compulsory superannuation system.

RECOMMENDATION

We support reviews, as required, for a specific purpose.

14
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6.3.2 Regulator efficiency

APRA and ASIC reviewed their administrative practices to identify unnecessary regulatory burdens

that could be addressed. One area was breach reporting by trustees under both APRA and ASIC
licensing requirements, which has subsequently been addressed. APRA and ASIC have also
established a joint forum to provide industry with an opportunity to raise issues with regulatory
coordination. Are there any other areas where the operations of these two regulators could be made

more efficient? Given the links between super contributions, the SGC, tax deductibility of certain
individual contributions and the Government co -contribution, would there be advantage in having

the ATO as the sole agency responsible for monitoring all super contributions? Trustees are required to
report on contributions to the ATO, but it often involves a number of processes to get the correct
information. Can the process between the ATO, funds, employers and members be streamlined to
address these inefficiencies as they are directly reflected in increased administration costs (and
therefore member fees)?

The superannuation regulatory system has generally served Australia and the industry well. We
believe a key reason for this success is the rttlieul at
regulators are fulfilling their roles effectively,  there is scope for greater efficienc vy.

At an obvious level, the maintenance of a data collection division within each agency produces
duplication of government outlay and requires multiple response s to multiple destinations on the part
of funds. Moreover, the same data is often provided by funds, in different formats, at different times,
to different agencies.

As regulation becomes more sophisticated and data intensive, and as the public and the med ia
demand more information about the industry, we ar e
activities have the potential to divert resources from their key responsibilities. In addition , if regulators

act purely to discharge their regulatory activit ies, as we believe they should, they are unlikely to
expend resources on building more efficient, less intrusive, or more automated data collection

processes and systems.

I n this context, we we | SBRmigative, lared wé&leheeerit nvitha n sstsn reducing
funds® compl i anc e, hawevsrtthsat forn§avithim 8BRescope currently do not include the

full gamut of superannuation forms, and while SBR will synchronise data items reported to multiple

agencies, it will not reduce the incide nce of filingreports. 2 We bel i eve that to ensur

are not compromised by data collection activities, the Government should ensure that the
development, maintenance and extension of SBR is permanently resourced and provided with
permanent representation from industry, including the superannuation industry.

We support a stronger approach by Government to monitoring and enforcing Superannuation
Guarantee compliance. We note that the ATO Superannuation Member Contribution Statement is
within the SBR scope, and we envisage that by combining this information with information already
held by the ATO, a powerful data set to service a contribution monitoring function could be
developed. We have previously supported the formalisation and better res ourcing of a contributions
monitoring and compliance function within the ATO. However, as part of the Review, the

2 SBR Forms in Scope V4, from http://www.sbr.gov.au
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Government may prefer to investigate options for a dedicated agency or function within another
agency.

Elsewhere in this submission we support greater use of TFNs for transactions and member
identification. This TFN liberalisation process should also have regard to the information requirements
and structure of the SG compliance function or agency.

RECOMMENDATIONS
1. Government commit to ongoing resourcing of the SBR initiative to maintain and extend
effective electronic reporting, and ensure long -term participation from the superannuation
industry.

2. Government commence a review of Superannuation Guarantee compliance arrangements,
withaviewtoei t her extending and further resourcing thi
dedicated agency.

3. That the process of TFN liberalisation incorporates  consideration of the needs for an SG
compliance agency.
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6.4 Inactive accounts, lost members and ERFs
6.4.2 Optimal vehicles

Given their purpose, is there any reason to have more than one ERF nationally? Is the current
configuration of ERFs optimal for ridding funds of lost or inactive/uneconomic members, but at the
same time maximising the retirement savi  ngs of those whose benefits are, for one reason or another,
in an ERF? Alternatively, would it be more efficient for balances currently rolled into an ERF to be
transferred to the Consolidated Revenue Fund, and payable to the member on application? Why are
ERF fees so high compared with other super funds that have more features?

The plethora of ERFs servicing the superannuation sector is inefficient and unnecessary. Currently,

there are 16 ERFs in operation 2 and given the unrelenting growth of lost superan nuation monies ($13.6

billion as at 30 June 2009 4),t he exi stence of so many 6l ost super s
unproductive.

Of the 16 ERFs, we note 8 have less than $100 million in assets under management and we guestion
the value thes e funds are adding to the market, and most importantly, to members. 5

This being said, we do not support the transfer of ERF balances into consolidated revenue as we
believe this would be ineffectual in assisting members to reclaim their entittement . In addition,

transferring these accounts to consolidated revenue could result in  significant lost earnings to
members , particularly where amounts transferred to an ERF are sizeable

Given the simplicity of an ERF in terms of investment options, lack of in surance, and , generally
speaking, little or no marketing or advertising activities (with the exception of the market leaders) , the

fees charged by the majority of ERFs are indefensible ,particul arly given that 33%9
rollover formonthei r websi t e, 46% donot do any external dat a
data,and 33% dondt provide memberd$ with a cooling off i

We believe this is as a result of a lack of ERF -specific regulatory requirements ; outside of basic RSE
licensing requirements there are no other standards an ERF must adhere to. Therefore, it is far too

easy for an ERF to charge excessive fees whilst underperforming in their primary role of account
consolidation.  This is best observ ed by assessment of ERF revenue per member, which for 2008
ranged from $10 to $142 and hardly reflects the actual cost of administering the account
(SuperRatings ERF Benchmark report). 7

We note not all ERFs charge exorbitant fees, and one in particular h as a strong record of operating
with low fees whilst offering a full range of relocation activities, including cross -fund matching. For this
reason, we believe that despite issues within the ERF sector and , more broadly, general member

apathy , there is a need for services provided by ERFs, subject to sector reform.

3 APRA, Register of RSE Licensees and RSEs, 2009
4 The Commissioner of Taxation Annual Report, 2008 -9, p38.
5 SuperRatings, ERF Rating & Benchmark Report, 2008, p6.
6 |bid
7 |bid
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RECOMMENDATIONS:

1. That the lost super dilemma is addressed via implementation of a multi -faceted plan
including the following initiatives:

ERF sector consolidation,
Less restriction on TFN use by funds,

A conc erted and coordinated campaign by both funds, the ATO and
Government, to encourage members to claim or consolidate the lost super
accounts, using the measures above;

Following the above mentioned consolidation campaign, m andated industry
wide auto -consolidation , between ERF/s and funds , subject to strict standards to
ensure the member is not worse off,

A Government operated website dedicated to promoting superannuation and
educating consumers , and

Inclusion in an individuals 6 notice of assessments following the lodg ement on
annual tax return, a list of the funds in which an individual has an interest. This
would draw attention to the cause and enable the member to have a starting

point from which to follow up their lost super.

2. To improve efficiency, and stop the exploitation of lost members, we believe ERFs should
comply with mandatory operating standards, established via inclusion in ERF -specific RSE
license requirements, including:

Regular cross-fund matching processes using all a dministration companies,
therefore, not being allowed to only cross fund match with funds using the same
administrator as themselves.

Capped fees *; for example, a requirement that costs cannot exceed 2% of
assets.

Regular data cleansing processes , such as address updates and ATO matching.

Each fund to p rovide a dedicated website that allows members to search for
their super online.

A publicly available PDS and rollover form.

A suitable investment option  that does not involve the use of tiered cr  editing
rates.

*Please note, we do not support the use of capped fees outside of the ERF sector; however, due to the nature of these
funds, we recognise that it may be appropriate for cost control.
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6.4.3 Government role

Should the Government provide  a single, low -cost ERF as a default for all lost or inactive/luneconomic
member benefits? Alternatively, would it be feasible for the Government to require ERFs to be
selected only on the basis of a competitive tender on a range of qualitative criteria incl uding fees
and quality of investment strategies?

The Government should not provide one single, low -cost ERF as a default for all lost accounts. Itis our
view that consolidation of the sector is required, with the optimal solution being extensive
rationalisation of the number of funds along with implementation of tighter operating standards ,
including the use of the TFN for identification purposes . We believe this will result in greater
economies of scale, and therefore significant operational eff iciencies, along with increased account
repatriation activities and associated success rates.

ERF selection should be based on merit, with the key driver of selection being historical account
consolidation success, current data cleansing activities , and repatriation processes. As detailed in
item 6.4.2, we believe a multi -faceted approach is required to adequately address the issue of lost
super.

RECOMMENDATIONS:
1. We do not support the creation of a single Government -provided ERF.
2. That it is mandatory for ERF selection to be

account repatriation success along with data cleansing and matching processes.
6.4.4 Need for ERFs

Is the fact that there are so many lost or inactive/uneconomic ac counts symptomatic of other
problems that need addressing, rather than establishing a more efficient ERF to put them in?

We consider the fact that there are so many lost and inactive accounts as a sign of significant issues
that require attention, along  with ERF sector rationalisation and increased accountability. As at 30
June 2009, the lost member register contained 4.8 million reported accounts, totalling $13.6 billion, an
increase of $700 million from 30 June 2008, despite the GFC. 8

From our experi ence, the growth of this sector is predominantly attributable to member apathy and
disposition in relation to superannuation. For example, members often fail to remember to notify their
superannuation fund if they change jobs, names or addresses , and this lack of information flow is a
key factor in how members end up becoming | ost.
before opening a new one, or having one opened for them. Often, the result is multiple accounts

with slightly different names ( e.g. Paul Smith and P.J. Smith) and this lack of interest in superannuation,
coupled with insufficient data matching processes - due to restrictions surrounding TFN use - ensures
the number of lost and unclaimed accounts continues to climb.

For these rea sons, we believe broader systematic issues exist and, to be effective, a lost super solution
must address these issues simultaneously with the creation of a more efficient ERF sector.

8 ATO Annual Report, 2008 -9
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Is it a case of creating different incentives for trustees? Would a tax on super funds that had a higher
than benchmark level of lost accounts make a difference or simply impose an added burden on
active members?

Creating incentives for trustees assumes t hat trustees currently view lost super as insignificant and are
not doing enough to drive account consolidation. Discussions with our members indicate trustees

are deeply concerned with the level of lost super accounts in their funds and actively try to m anage
the issue.

Many not -for-profit funds provide their members with information on how to find and reclaim lost
accounts . They also participat e in t h ecros8-fund matching 6 and @Gaddress matching 6 campaigns
provided by AUSfund. Th e cross-fund matching process has resulted in approximately $116 million, on
behalf of over 277,000 members, being transferred from AUSfund back into active accounts over the

past four years (AUSfund Annual Report, 2009).  We believe this activity , if embraced industry -wide,
could result in significant levels of successful account consolidation.

Therefore, more emphasis should be placed on finding a solution to the problem, not simply
introducing a counter  -productive tax that, via cross subsidisation, will only burden active members.

Have some sectors already been burdened with a membership demographic more predisposed to
becoming lost or inactive? Should funds have to disclose their percentage level of lost accounts?

Due to member demographics and the transient natu re of particular industries, some funds will
naturally have a greater proportion of lost members ; for example, funds that represent hospitality or
retail sectors. It is common for these funds to be affected by members with multiple jobs - in 2007,
657,000 or 6% of employed people held more than one job. 9 Therefore, requiring funds to disclose
their percentage level of lost accounts will not provide a new or valuable insight into the lost super

problem and will only burden funds by creating another reporti ng requirement.

Could members (or others) be incentivised to pay more attention to lost accounts? Is there a role for
automatic consolidation of accounts via use of TFNs?

In our view, reasonable incentives aimed at encouraging members to pay more attention to lost
accounts already exist. The current arrangement allowing members with a balance of $200 or less to
reclaim that money, tax free, in cash is a good incentive for those with very small balances.

However, the process for claiming this amount could be refined and relaxed to simplify administration

and reduce member frustration. For example, no certification requirements, or allowing online claims
for small amounts , may help. For balances greater than $200, the primary use of TFNs for member
data verification is critical, along with a national auto -consolidation initiative  between funds and
ERFs

An auto -consolidation initiative is only one part of the solution and should be progressed after
identification issues and data integrity measures have been implemented. To ensure the process

9 ABS Statistics and Labour Force Survey
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functions efficiently and equitably, strict operating requirements are needed around this measure.
Specifically:

e Any withdrawal fee  on an automatically consolidated amount should be capped and not
exceed the amount of the account.
e Where a member has multiple active accounts, consolidated amounts should be
amalgamated into the account which has received the latest SG contribution.
e Automatically consolidated amounts should only move between APRA regulated funds and
this function should not require  certified identification.
e A Government advertising campaign, similar to what was conducted for the co-contribution
scheme, explaining the initiative.

Should each member be provided with a personal superannuation identification number that must
be given to the trustee of each super fund in which the person participates during their working life (in
the same way that employees must provide TFNs to employers)?

AIST has long argued that the use of the TFN as a primary member identifier would provide an ideal
solution to a raft of problems, which are discussed within this submission. However, we also note that
the ongoing battle surrounding privacy and TFN use ha s proved to be a roadblock to progress.

In the event that the privacy and fraud implications arising from more widespread use of the TFN

cannot be overcome, we support the introduction of a USN which ¢ ould be automatically created

for each individual wh en a TFN is created. The USN would be o661 i nked® to t hevouldel e\
replace the many and varied member numbers currently used by superannuation funds. Therefore,

as a person moves between funds , their superannuation number  will remain the same . We believe

this system would provide enormous administration efficiencies for funds and assist with building
member engagement by reduc ing confusion . Importantly, the TFNwould remain private, as it would

not need to appear on statements or other documentation.

RECOMMENDATIONS
1. We advocate for i mplement at i.oRFund® dhoulchbenrehairedots haved ERF i
an ERF policy which details how an ERF is selected, how frequently the fund completes an ERF

transfer and the balance at which this transfer occurs.

2. We note most funds that currently use the services of an ERF transfer accounts with a balance
in the range of $500 - $1,000. A standardised minimum amount should be introduced industry -
wide.

3. Broader TFN access is required for funds and use of the TFN as the primary identifier associated
with superannuation should be progressed. |If privacy and fraud issues cannot be alleviated,
we advocate for creation of the USN.

4. Wedonotsupport introduction of a 6taxd on funds wit!|
lost members, nor do we support the reporting of how many lost members each fund has.
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7. PARTICIPANTS
7.2 Employers

While requiring more frequent contributions would potentially add to cash -flow issues for some
employers, could there be sufficient administrative savings in aligning the frequency of payment of
SG contributions with normal payroll activity to offset that?

We believe it would be best practice if SG contri butions were paid to the fund as soon as possible
and to facilitate this, we believe SG payments should be required monthly. Mandatory monthly
payments would, at an administrative level, likely result in contribution payments aligning with regular
payroll processes, thereby simplifying the current arrangements and maximising member benefits. In
addition, we advocate for mandatory employer data requirements to assist funds, or clearing houses,

to efficiently and accurately allocate contributions. Without mandatory data standards, the system

wi || continue t o contain an excessive amount of
processing will not be achieved.

In relation to cash flow, whilst we understand employers do hold on to superannuation contrib utions
to manage cash flow positions, we do not believe it is an appropriate argument against monthly
contributions. Superannuation i s a component of
effectively a deferred wage; therefore, it should be treated in line with other salary payments.

RECOMMENDATION

The Superannuation Guarantee (Administration) Act 1992 be amended to require employers make
SG contributions, at minimum monthly, in order to fulfil their SG obligations. In addition, the
contributions should be made in accordance with mandated data requirements.

7.2.1 The occupational model

Is it the most efficient model for employers to remain involved in superannuation management? Does
the equal representation model for trustee boards and for policy committees of certain public offer
funds add value or is there a better model?

The involvement of employers in the superannuation industry is a positive attribute of the system . In
the main, employers want to ensure wor  kers have sufficient savings for their retirement.

As detailed in 6.2.1, the default superannuation fund for many employees s established via an
industrial instrument , which is agreed by the employers and employees covered by the Award . We
belie ve this is appropriate ; however, we advocate for default funds to meet certain criteria, including
operation on a not -for-profit basis, no commissions, a representative trustee model and compliance
with SWimEC .

Where employe rs operate outside of this proces s, we believe it is appropriate for the employer to
select the default fund, provided it meets the above -mentioned criteria.

To best serve employees and , subsequently, fund members, employers should be provided with a
number of funds from which they can select a default. These funds should only be eligible for default
status if they operate on a not  -for-profit basis . This would ensure members who do notm  ake a choice
are protected from high fee and commission -based products.
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It is our view that the equal representation model for trustee boards is the most efficient and effe  ctive
model for managing superannuation and best represents member interests for t he following reasons:

e Minimising and managing conflicts of interest: The representative model fosters strong
competition within the superannuation system. Representative trustees are not bound by
parent companies and are free to act in the best interest of members, rather than
shareholders. The retail model involves complex, inherent conflicts of interest , Whereas not -for-
profit trustees and their fund s @&xecutive are free of built  -in conflicts and are able to select the
best fund managers, custodians, a  sset consultants , and other service providers whilst driving a
hard bargain on fees 4 all to the obvious benefit of members.

e Reducing administration and agency costs to a minimum by maximising economies of scale
benefits through the formation of collective vehicles that have been able to deliver superior
returns with lower fees to members.

e Ensuring that me mb epresebitediandt simglee anindedlyr pairsuedeby trustees as
the model allows trustees to solely focus on member interests.

e Ensuring that trustees remain independent of vested interests in the financial sector, and
capture the decision -making benefits of diversi ty and representation. A key competitive
advantage of the representative model is, as the name suggests, representation. The nature
of this model, whereby there are an equal number of employer and employee
representative s, strongly aligns board and membe r interests. This ensures a mission-driven
culture which focuses solely on delivering net benefits to members.

e Ensuring the best possible application of innovation in investment management, and

recruitment of the best possible investment managers. The representative model has been
innovative in its approach to long term investments, for example, the not -for-profit sector was
an early adopter of alternative investments which have delivered positive results to members
and provided much needed diversificati on options.

e Meeting the emerging need for national savings to address problems such as climate change
and the post -GFC economy & the not -for-profit sector has a 25 -year track record of out -
performance of up to 2.4 per cent per annum. Evidently, governance plays a role in
performance .10

For further information, research and evidence in relation to our reasoning behind the strength of the
representative trustee model, please refer to our Phase One submission.

In relation to the policy committee st ructure, we support the representative trustee model . We do not
believe the policy committee structure adds value as ultimately, the decision still rests with the trustee
board.

10 Bryan, Dick, Gillian Considine, Roger Ham & Mike Rafferty, Agents with Too Many Principles? An Analysis of Occupat ional
Superannuation Fund Governance in Australia (2009), Workplace Research Centre, University of Sydney (for the Australian
Institute of Superannuation Trustees).
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What do employers want from the super system?

Whilst employers are a key par t of the superannuation system, it is important , philosophically, to
remember that superannuation is an entittement paid to an individual as part of their employment
arrangements. It is designed to help individuals save and , Subsequently , fund their retir ement . For this
reason it is critical that the system is driven by what members want and need. To achieve this, we
believe the starting point should be the establishment and understanding of member objectives for

the system @ this would allow the industry to be built and shaped by the beneficiaries.

In terms of employers , discussions with our members indicate that employers want processing and
administration of superannu ation to be as simple as possible. We support simplification initiatives in
this area, as we believe simplifying the system for employers will result in less unpaid contributions,
which directly impacts on retirement savings. Furthermore , we believe the clearing house
arrange ment recently announced by the G overnment may provide significant advantages for
employers in terms of refining and simplifying the payment of SG obligations.

To simplify current arrangements  for employers, and the industry, we beli eve there is merit in

introducing a standards -based electronic commerce initiative allowing automated data exchange
and efficient SG contribution allocation. We believe this should be achieved by implementing the
SwimEC initiative , which could be governed and operated by Standards Australia. We believe the

industry -wide implementation of  SwimEC; will provide strong efficiency gains whilst reduc ing
administration costs. However, in order to maximise the benefits of SwWimEC, the Government needs

to investigate how SwimEC might be implemented with integrated usage of the TFN or , if necessary,
the USN. The benefits of this standardised electronic payments protocol and universally recognised
identifier include:

e Elimination of the use of multiple inte rfaces for communication and interaction between
industry organisations, allowing service providers to focus on their core duties.

e Areduction in administration costs.
¢ Increased systems efficiency by creating automatic data exchange and fund transfers.

e A substantial reduction in the use of paper for information transfers and therefore, a more
environmentally sustainable outcome, along with reduced input costs.

In addition, the industry is familiar with  SwimEC having previously investigated it in detail, and in some
cases, having already implemented the standards. Therefore, we expect SwWimEC to be easier to
implement than a new or alternative option as many players are already familiar with what is
required .

Despite the strong advan tages Swim EC standards can provide , we note implementation has not

occurred throughout the industry, despite the standards being developed almost a decade ago
We believe this is due to a lack of compulsion, differing desires and disengagement by some parties.
As such, we believe SwimEC need sto be introduced via legislative change , as without compulsion
driving development and implementation; the system will remain as it is today - inefficient.
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RECOMMENDATIONS

1. Low cost, not -for-profit funds are the most appropriate vehicle for accepting default
contributions .

2. We strongly support the continued application of the trust structure for superannuation and
given the strong performance of the equal representative trust model, we recommend that
this be the mandatory model for default superannuation.

3. We recommend simplification of data ex change by industry -wide, mandatory implementation
of SwimEC standards , combined with TFN or USN 0 subject to incorporation of international
standards.

7.2.2 Accuracy of employee information

Should employers be under an obligation to supply better quality information about employees into
the super system?

Data quality and supply are of critical importance to superannuation funds . To combat data integrity
issueswe believe the TFN should be available to use more broadly than it currently is, and, particular ly
as a primary identifier for account matching and identification verification . For further information,

please refer to section 6.4.4.

Where individuals do not quote their TFN to their employer, we believe employers should be required
to supply mandato ry pieces of member identification  data, without which it should not be possible to
open an account on behalf of an individual. The mandatory data should include, at a minimum,

items such as TFN,full name, date of birth, gender and address. Once in possession of this data, the
fund should be able to request  from the ATO a USN for the member, which could be provided back

to the employer.

Data issues could be further alleviated if employer SG obligations were not discharged until the
contribu tion was received by the fund along with sufficient information to accurately allocate the
contribution.  Where contributions are unpaid, we strongly support funds using the services of credit

collection agencie s and note that better quality dataw ould significantly reduce this issue.

Do quality problems stem from the fact that a member of an employer -sponsored fund is not required
to sign anything on joining the fund? Is it feasible to adopt a framework similar to that of SBR to
increase the accuracy of employee information and assist in reducing the administrative costs
associated with processing contributions?

Consultation with our members suggests that data quality problems can arise from members not
having to sign anything upon joining a fund . We believe this issue could be dealt with via the
introduction of mandatory data requirements for employers and broader use of the TEN or a USN
Implementing a system similar to SBR, whilst providing some efficiency, will increase costs and we do
not believe the system can be feasibly implemented by small employers as it is designed
predominantly for business -to-government interactions, not business -to-business.
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To better address data issues, we believe a standardised e -commerce | nitiative should be
implemen ted and, as discussed in 7.2.1, we believe SWimEC standards are the preferred option for
automating industry data flows. Implementing SBR wo uld essentially reinven t the SwWimEC wheel as a
lot of initial ground work would have to be recreated when there is no need for this to occur.
SwWimEC has not, been universally, implemented to date due to lack of compulsion and we believe,

with compulsion, SWImEC can generate the data efficiencies that the industry needs to operate
without the frustration, cost, waste , and ineffectiveness currently  affecting the system.

Would there be value in requiring basic new member data and regular contributions to be submitted
by employers in a standard form (possibly via a central clearing house)? Would there be value in

having t hi s as a mandated form required by, for exampl e,
number declaration (NAT 3092)? Would the extent of electronic funds and data transmission be
enhanced if administrators moved over time to a common standard in relation to their IT platforms?

Would an Australian Standard in respect of superannuation administration assist in this regard?

In terms of driving efficiency, we believe it is critical for employers to be required to provide funds with
basic new member data and contributions in a standard form, using standardised terminology. From

our consultation process, we are aware that often data provided to a fund is not compatible with

the fund requirements and this can cause administrative issues. To combat thi s, we believe
standardised information should be required from employers , and this information should be linked to
the TFN, or the USN if use of the TFN remains restricted . This could be introduced via an Australian
Standard in respect of superannuation a  dministration, or via incorporation into current regulations.

In relation to administrators and the use of differing IT systems, we advocate for the use of a
standardised e -commerce protocol in the form of SWIMEC, as discussed previously in this submissio n.

Would there be advantage in requiring all superannuation contributions (other than to SMSFs) being
channelled through a central Government sponsored exchange facility which could:

e Require al | payment s t o be attached proper nember me m
identification;

e Require electronic data and funds transfers or charge an additional handling fee for paper -
based transactions;

¢ Monitor any employers which had a high incidence of incorrect or incomplete member data;
and

e Transfer clean data to super funds in a timely manner?

Should the costs of a centralised exchange be spread across all fund members, including those in
benefit payment phase, through an increase in the supervisory levy?

Whilst it would be advantageous to channel all contrib utions, including SMSF contributions, through
an exchange facility, we believe this will incur significant implementation and ongoing costs. The
supervisory levy is designed to assist with funding regulatory costs associated with ensuring funds
comply with superannuation legislation. Given this, we do not believe it is appropriate to increase
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the supervisory levy to accommodate the implementation of a centralised data exchange , as the
levy should be used for funding activities of a regulatory nature.

Further, increasing the levy creates an  inequity in the system as the levy affects funds with members in
the benefit payment phase that should not be paying for a service they are not using, nor will they in
the future.

Broader TFN access and use by funds, implementation of an industry -wide data protocol , and
mandatory data requirements for processing contributions will provide significant system efficiencies,
reduce costs and render a central government -sponsored exchange facility superfluous.

In regards to charging for paper, we believe a handling fee could be charged by funds, where
employers provide data by paper, as opposed to electronic submission. Whilst driving efficiency and
assisting with cost recovery, we believe this will provide an additional incentive for employers to
switch t o electronic data submission.

RECOMMENDATIONS
1. The Superannuation Guarantee (Administration) Act 1992 be amended to state that employer
obligations are not met until the contribution is received by the fund and either a TFN or USN is

provided along with full member identification data, including full name, date of birth and
residential address.

2. SwWimEC be progressed as the industry-wide data protocol aimed at providing data
efficiencies and automation in the superannuation sector.

3. Implementation of s tan dard data requirements, coupled with introduction of the TFN, orTFN
linked USN, to allow better contribution and rollover processing.

7.2.3 Standard forms for super

Should there be a suite of standard forms across superannuation ( e.g. member application s, making
contributions, benefit payments, requesting a rollover) with standard terminology and standard
information required? Should these be under APRA's control so that funds would have to use the forms
approved by APRA from time to time? Would any othe r areas of administration benefit from
standardisation?

In our view, a standard suite of forms applying across the industry is not required ; however, for
electronic scanning purposes, standardisation of forms could be an advantage

Sandardisation of ter minology , the use of plain English , and uniform fund requirements for processing
payments would simplify the system for members and assist with promoting engagement.

To achieve this, we believe benefit payment , rollover, and contribution forms should be required to
contain particular pieces of information, as opposed to legislating form design by introducing a
standard suite of documents. Some funds will have their own specific requirements due to certain
benefit design issues and options available to members and it would not be realistic to have a form
that would meet all fundsd requirements.
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Legislating what items of information are required in a document removes the need for APRA to
oversee and manage the documents. T o ensure compliance, APRA could examine the forms being
used by a fund as part of their regular prudential review process.

RECOMMENDATION
We advocate for the i ntroduction of a list of items to be required for use in member forms as
opposed to the introduction of a suite of standard f or ms under APRAOs contr ol

7.2.4 Inducements from super funds or associates

Are there instances where super fund trustees or their associates provide discounts to employers on
other products and serv i ces in order to influence the employer
practice prevalent and, if so, should section 68A of the SIS Act be strengthened?

Anecdotally, we are aware of instances occurring where employers are provid ing incentives as a
way of influencing default fund selection. Our understanding is that this is particularly common in
relation to clearing house and administration services, which currently are excluded from Section

68A.

Whilst Section 68A of the SIS Act essentially outlaws inducements, the associated regulations state

that Section 68A is not breached by various items including supply of a business loan on a
commerci al ar mo ssupple of gdmihistrétiansséngces ; and supply of advice in relation to

payment of contributions. We believe, particularly for small businesses, the supply of administration
services or an o6arms | engtho | ocouold smwawthed debision awayrfrgm a p p e
what is the best o utcome for their employees .

RECOMMENDATION

To circumvent the practice of using these types of inducements, which are currently allowable, we
advocate for Sect ion 68A of the SIS Act and the regulations to be strengthened by removing the
inducement excepti  ons contained in the regulations.

7.2.5 Salary sacrifice

Under current rul es, i f an empl oyee makes an ef fe
contribution is required to be made only on the reduced salary amount. Does this discourage

employees from salary sacrificing, particularly when the employer could be seen to benefit? Should

salary -sacrificed super contributions be required to be contributed to a super fund in the same time

period as after -tax contributions under section 64 of the SIS Act? Sho uld the regulation of all super
contributions sit with the ATO, including salary -sacrificed amounts and after -tax member
contributions made through an employer or via payroll deductions?

Our experience suggests the current rules do not act as a disincentive to salary sacrifice, as very few
members realise these rules exist, let alone understand how they apply . Where an employer pays SG
on the reduced salary, itis likely that those affected are unaware of the arrang ement.

If employees were aware, and understood what was occurring, we believe it would be a disincentive
to salary sacrifice.
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Employees should not be disadvantaged by choosing to proactively prepare and save for their
retirement by increasing their super annuation contributions. If an employee chooses to forgo part of
their pay packet in return for higher superannuation contributions , this should not have an effect on
their corresponding SG contribution ; that is, SG should be calculated on the total salar y amount as
opposed to the reduced salary  , and, subject to contribution caps

It is inequitable for the employer to benefit from an employee choosing to salary sacrifice, and it is

inequitable for those employees to have their overall superannuation entitlement , and remuneration
package, reduced on the basis of cost cutting. The consequence of this issue is compounded
further by the reality that many individuals dondt

be aware they are losing entittement s by trying to do the right thing and save for their retirement.

In relation to timing of contribution payments, we believe all superannuation contributions should be
paid in line with payroll, or at  a minimum of monthly. In addition, one deadline for al | contributions
should be introduced , as currently, there are three deadlines and this creates confusion for
employers, particularly small employers , and for members. We note to facilitate payment of
fortnightly contributions; the $450 minimum earnings th reshold for SG would have to be removed.

As discussed in 6.3.2, having one agency to monitor contributions would assist to refine current
systems and we believe responsibility for regulation of all superannuation contributions could sit with

the ATO. This would also provide a sound method for tracking unpaid contributions and allow action

to be taken quickly where employee entittements have not been paid.

From our consultation process, we  are aware of situations where an employer has not made
contribut ions. The ATO is then contacted by an individual employee and may act on behalf of that
employee only, rather than all affected employees.

Thisis a weakness in the system and the ATO should be permitted, and required, to investigate the
isaie on behalf of all employees who may be affected. We understand this would minimise the loss of
superannuation entittements resulting from company insolvency and bankruptcy. It would also
substantially increase the pressure on employers to comply.

Considering the nexus of salary sacrifice issues with those issues being investigated within the Henry

Review, we are mindful that recommendations arising from the Cooper Review need to be cognisant
of this. However, our recommendations below relate to th e system currently in place.
RECOMMENDATIONS

1. Amendment of legislation to require SG calculation usihgan empl oyeeds tot al

any salary sacrifice amounts are deducted

2. We advocate for salary sacrificed amounts to be excluded from counting towards an
empl oyer 6 s S Gano Wwd urgg the Gowennment to clarify the interaction of SG and
salary sacrifice arrangements with industrial law and employment contracts.

3. Implementation of a monthly deadline (at a minimum) for payment of all salary sacrifice,
personal and SG contributions.
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4. The ATO be permitted to follow up unpaid contributions on behalf of all known affected

employees of an employer, regardless of whether they have been notified by individual
employee s.
5. A definitional change i s mad e to t he term Osal ary sacrif|

considered @Gemployer Gcontributions and to redefine  salary sacrifice contributions as Gmember 6
contributions.

7.2.6 Electronic funds transfer

Should it be mandatory for APRA -regulated funds to have an EFT facility so that payments can be
made electronically? Would this be of help to employers who are currently forced to write cheques

for a number of funds? If the re are impediments or unacceptable costs preventing this from
happening, what are they?

Yes, it should be mandatory for APRA regulated funds and SMSFsto provide an EFT facility. This would
assist employers who currently have to write  multiple cheques, whilst not inconveniencing those
employers who do not wish to use EFT facilities.

RECOMMENDATION

All funds, including SMSFs, should be required to provide an EFT facility.
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7.3 Investment Managers

Do trustees concentrate too heavily on strategies that rely on active trading of investments thereby
incurring additional costs and taxes that ultimately reduce the returns to members? Should passive
management styles play more of a role in super or is there a justification for using active managers
widely?

Trustees do not concent rate too heavily on strategies which rely on active trading. The industry has
long recognised the concept of alpha. Within certain asset classes, history indicates that managers

have, generally been  unable to deliver better than market returns. This isparticularly evident in the
fixed interest sector . However, In the case of small cap equities and Australian Real Estate Investment
Trusts A-REITs the probability that active managers can achieve market outperformance s higher.

Overall, such an analysis is time sensitive as market conditions will favour one strategy over another.
For example in a sustained bull run, passive may be superior, whereas in a crisis, active is highly likely
to produce better results.

In relation to p assive management styles, we believe there is a role for these methods in the
superannuation system ; however, they should not be seen as necessarily superior to active
management styles . The argument of passive versus active management is centred on the th eory of
efficient market , which recognises that there are three forms of market efficiency : the weak, semi -
strong and strong forms.  Where markets display weak form efficiencies, active management is able
to capture a Ipha. Funds have recognised this by  structuring their manager selection with a blend of
passive and active assets, using passive managers in asset classes where the market appears to

display strong form characteristics , i.e. fixed interest , and active managers in sectors where the
market dis plays weak form characteristics , i.e. small cap e quities. Hence , itisa matter of managin g a
portfoliods ri sk dnthdmaketcharactedsticp forteach dsseteclass.

For this reason, we believe asset allocation and manager selection  deci sions should be left to trustees
as prescription of investments is contrary to promoting a free marketplace and could potentially drive
more members out of APRA -regulated funds and into the lessregulated environment of SMSFs.

The | evel of active versus passive investments i
Mandating any specific level effectively reduces the quantum of total opportunities, in effect
reducing the range of performance outcomes.

RECOMMENDATION

Decisions regarding investments are best left to trustees , as currently outlined in SIS , and this should
continue .
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7.4 Administrators
7.4.1 Administrators as systemically significant institutions

Are super fund administrators systemically significant institution s? Should there be minimum capital
requirements and compulsory APRA licensing for super administrators, with accompanying operating
standards? Alternatively, should APRA be empowered to engage directly with administrators, rather

than through the relevant  trustee as is currently the case?

Given the highly significant role of a  dministrators throughout the superannuation system, we support
regulatory and prudential oversight of administrators that service APRA -regulated funds . As discussed
in our Phase One submission, we support APRA having regulatory responsibility for the SMSF sector.

Whilst i n mo st i nstances t he outsourcing standards pr
administrators, this is not an acceptable level of access to a pivotal, and yet vul nerable, sector of the
industry. Given the nature of the  superannuation industry and the integral role admi ni stplagt or

APRA should have direct access to administrators as required.

It is appropriate and responsible risk mitigation to require admin istrators to comply with RSE license
requirements and meet minimum capital requirements. In addition, we support the development of
specific operating standards for administrators.

Currently, outsourced administrators comply with RSE licensing requireme nts as a result of their
relationship with funds, whilst funds , in-sourcing administration are essentially using licensed
administrators. For this reason, we believe formalised licensing should be introduced as ,
operationally, this is not a significant sh ift from what is current practice and it provides structure to the
informal RSE requirements administrators are already adhering to.

We note that many administrators operate with very narrow margins, and imposing additional
regulatory cost would flow str  aight through to funds and , ultimately , members. Therefore, we would
caution against excessive licensing requirements that add little benefit , and we advocate for
requirements that are functional and provide security to a potentially vulnerable section of the
superannuation industry.

Contextually, we support the prudential regulation and licensing of administrators ; however, to
strongly support this arrangement, we require further information as to costs, requirements , and
proposed legislative amendments to achieve this.

RECOMMENDATION

The Government pursue the prudential regulation and licensing of administrators , via further
consultation with the industry , to ensure the outcome  does not carry unintended consequences.
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7.4.2 Disqualification

The SIS Act does not regulate administrators, though disclosure obligations (including whistle
blowing), disqualification powers and enforcement provisions are applied to investment managers

and custodians as well as trustees. Is this appropriate? Should the S IS Act be extended to
administrators in this regard?

We believe these regulatory powers should be extended to administrators. However, we note that
administration services typically include a range of different functions, and in some quarters of the
industry, these are being unbundled, with some functions in -sourced by the trustee. In this regard, the
formulation of the regulations will need to be sensitive to this trend, to ensure only systemically
significant functions are subject to the extended powers.

RECOMMENDATION

The Government investigate the options for  extending the SIS Act and prudential regulation of
administrators.

7.4.3 ldentity issues

What could be done to deliver a more foolproof low -cost means of verifying the identity of members,

for e xample when they request a rollover to another fund, or to avoid multiple accounts that do not

follow naming conventions ( e.g. B. Smith, Bill Smith and William J Smith all being one and the same
person)? Is there something else that trustees and administrators could rely on as identity verification?

Should the current rules that make it difficult for members to switch and consoli date accounts ( e.g.
requiring certified copies of personal documents 8 Schedule 2A of the SIS Regulations) be relaxed?

The regulatory and tax enforcement powers of the ATO provide an excellent basis to build and
maintain an up -to-date database of taxpayer names and addresses. The TFNis also a uniquely
secure an d reliable personal identifier and w e believe the TFN and the ATO database should be
available for wider use by the indus  try for verification of identities  and address es.

Where a member does not hav e, or does not quote a TFN, a 100 -point personal ID check similar to
that used in the banking sector should apply. We recognise that rules around verification of ID may

slow down withdrawal activities, but we are concerned that relaxation of these rules mi ght promote
increased occurrences of  identity theft and fraud. We would support investigation of options for
electronic verification of identity , provided it was sufficiently secure , to avoid identity theft and
fraudulent withdrawal requests.

Where amoun ts are being transferred within the system, for example processing a rollover from one
fund to another, we support automated transfers without ID (excluding SMSFs) as we believe there is

a significant difference, in terms of risk, between processing amount s which are remaining in the
system, versus those that are being withdrawn from the system. In this capacity, we also advocate

for simplification of ID requirements in relation to small amounts being claimed or rolled over.
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RECOMMENDATIONS

1. That a system of 100 -point ID check similar to that used in the banking sector be introduced for
superannuation funds.

2. Amounts processed, and remaining, within the system be subject to less stringent identification
requirements than those being withdrawn from the sys tem. We note using a USN for rollovers,
where the source and destination funds can verify identity against a central government -
operated database, would eliminate 1D requirements.

7.4.4 Tax file numbers

As at February 2009, 92 per cent of statements repor
system had a TFN. Under current Privacy Act guidelines, TFNs cannot be used by fund administrators

to match against member accounts. Should this be changed s o that TFNs can play a larger role in
identifying member accounts? How could TFNs be made more robust - i.e. verifiable at the

commencement of membership of a fund so various participants in the system could depend on the
TFN being correct? Is there a priv acy problem with using TFENs in this way when information about
taxpayers and their ABNs is freely available?

We believe reform of the TFN rules to allow wider use in the superannuation system is the biggest

single opportunity for greater efficiency. It sho uld be mandatory for an employer to report an

empl oyeeds TFN to their fund, i f i t redardiess df eheether theu ot e ©
employee has opted to supply it or not .Empl oyers should be allowed to qu
as part of a co ntribution remittance file or schedule, to either a fund or a clearing house.

Privacy concerns could be accommodated by requiring recipient organisations to handle TFNs in an

appropriate manner. A secure, e -commerce messaging service provided by the ATO would en able
superannuation funds to verify the accuracy of personal and TFN details provided at the
commencement of membership. This would also provide a means to periodically update address
details held on the fundds database. P e FNm iwoutd i alsay allogy rfumds ttae r u
gradually clean up incorrect names and dates of birth  resulting from deemed membership records,

and improve data integrity across the industry.

To assist with verification of a TFN upon commencement of membership, funds should be required to
use the TFN verification algorithm, subject to confidentiality agreement . Access to the check digit
algorithm would assist funds to determine whether the TFN supplied is, at a minimum, a valid TFN. We
understand, at present, the TFN algor ithm has not yet been publicly disclosed but has been
communicated to various external bodies in Australia and we advocate for TFEN validation to be a
requirement within the superannuation sector. This being said, we believe our previous
recommendation reg arding validation of personal data will provide identity verification with far

greater certainty.
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7.4.5 Pricing and performance fees

Does the downward pressure on administration fees risk making administration companies unviable

inthelong -term?Ist hi s a concern for trustees? Would a Ouser
to members and administrators so that those who make more demands on the administration system

pay more? As with investment managers, administrators often bargain for incre ased fees if certain
short-term performance measures are met. Is this appropriate? On the other hand, are penalty fees

for administrator under -performance appropriate?

The downward pressure on administration fees is an issue of concern. Whilst we do not be lieve any
administrators are a't ri sk of becoming wunviabl e, underinvest
margins presentlong -t er m ri sks. We believe a O0step changedo re

protocols will prompt investment and kick -start cost reduction, better margins, and more investment.
In addition, APRA -licensing of administrators would add security by introducing capitalisation
requirements.

We believe a ©O6user paysd system is consistent Iywit
However, there are practical difficulties in tracking every transaction or service a member requests,

and charging an appropriate fee for it. Therefore, the principle of ©6us
against the increased overall cost of tracking an d charging costs to individual accounts.

The administration fee structure is a commercial matter between administrators and trustees and we

do not support the Government or any other party intervening in the negotiation of these
commercial terms . We rec ognise that changing administrators is a costly and complex exercise, and
trustees need to be mindful that any performance measures in place take this into account.
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7.5 The value chain

Are there any observations about fee levels across the component pa rts of each industry segment
that would assist the work of the Review, having regard to:

e long -term average investment returns achieved for members in each segment;
e overall services provided and value added to members;
e structural, regulatory or other factors that unnecessarily add to costs;

e the complexity of the products and services offered and the way fees are charged and
disclosed; and

e the level of price competition at each level in each segment?

Are there any invi sible costs that are not evident in fees data commonly used by the industry? If so,
what are some examples and how could they be captured? In the retail sector, is there a trend for
distribution (including wraps and platforms) to be gaining a larger share of fees? If so, why?

We note that the average fees, as a percentage of assets, have fallen from 1.3 7% in 2002 to 1.21% in
2008.11 However, this means that the actual dollar value of costs has increased from $7 billion to $14
billion over that period due to an increase in total fund assets from $518 billionto $  1.17 trillion.12 Whilst
the system is not mature in the sense that average account balances are low, particularly in industry
funds, it is mature in that nearly every worker now has an account, and all funds use extensive and
complex investment strategies.

Clearly, the basic infrastructure for the industry is now in place, and base level of costs in dollar figures
should not increase significantly, assuming there are no major further cost increases for funds. Indeed,
if some of the efficiencies envisaged by the Review are identified and implemented, dollar costs

should fall, which - with rising asset values in coming years - should dramatically reduce fees
expressed as a percentage of assets.

We note that additional services are often cited as a reason for higher fees, and we agree that whilst
there is room in the marketfor & f ul | s e r \thiere is Bo clean Imikhge between higher fees and
increased service levels. Where high -fee funds are default funds, their members have , generally, not
chosen that level of service, but are charged for it.

Service levels in default funds should be aimed at no more than meeting the basic requirements

implied by the policy objectives of the superannuation system. When members elect to move to
higher service funds , the additional cost of those services should be transparently reflected in the
additional fees charged. We believe the much greater administration costs for retail funds indicat es
a non -transparent bundling of additional service fees with base administration fees. This is particularly
evident in platform products and wraps.

11 Rice Warner Actuaries, Superannuation Fees Report, December 2008
12 APRA, Annual Superannuation Bulletin, June 2008, p36
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We believe that arguments about scale as a way to reduce costs are often presented simplistically,
and t hat application of scale within the superannuation industry is a more complex issue. In the not -
for-profit sector, there are already a small number of large administrators, which typically operate on

very thin profit margins and effectively provide these f unds with the benefits of scale.  Apart from
efficiency gains through  the standardis ation of transaction protocols, we do not see scope for further
significant cost savings. It should be noted that as administration costs are largely fixed, and as
average a ccount balances grow, costs as a percentage of assets will fall. Indeed, most
administrators and funds charge administration costs on a dollar rather than asset basis.

In the investment management arena fees are charged as a percentage of assets, and as as sets
have grown so have fees. We believe trustees have an important role to play in driving down the
dollar cost of investment management fees, particularly moving towards fixed fees in conjunction

with performance -based fees.

We are aware of a number o f our member funds establishing cooperative investment vehicles
structured as pooled superannuation trusts (PSTs) to achieve precisely this objective. One such fund
has reported projected savings of 20  -25 basis points for a $500 million fund entering a col  lective $5
billion vehicle.

The efficiencies and costs savings possible  from using a PST structure include:

e Larger scale and better bargaining position for fund custody, investment management, asset
consulting services, and investment associated legal expe nses;

e Centralised operation of fund tax, unit pricing and/or crediting rate calculation and
verification, and investment reporting and internal analysis and strategy;

e More scope to recruit in -house investment professionals, and to build in  -house investment
management capabilities and systems;

e Greater opportunity to access large scale investment opportunities;

¢ Reduced asset churn, reducing transaction volumes and associated costs, and allowing more
effective tax planning.

RECOMMENDATIONS

1. Eliminate the double charging of APRA supervisory levies for PSTs in situations where the
underlying fund is charged a fee, as well as the PST. Instead, asset-linked supervisory levies
should be charged at the PST level, with a nominal flat dollar fee for participating funds where
all their assets are held through a PST.

2. Continue , indefinitely , the exemptions for realisation of CGT on transfer of assets from a
participating fund to a PST. Roll -over of losses accrued within a fund on transfer should also be
continued indefinitely.

3. Provide clarification regarding the interaction of the responsibilities of the trustees of the PST

and the participating funds. In particular, ensure participating funds can exercise continuing
control over their investment strategies, while effectively centralising administrative functions in
the PST.
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4. Provide relief for funds with respect to custody where all assets are held custodially through a
PST.
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8. INFORMATION
8.1 Performance data and other comparative information
8.1.1 Data collection agency

Should APRA remain the sole collector and publisher of official superannuation data? Or should some
or all of the data or functions be shared with other official collection a gencies such as the Australian
Bureau of Statistics?

We strongly believe regulators should focus on their re gulatory responsibilities. Whilst APRA and other
regulators need data to discharge their regulatory obligations, data collection and publication is not
their primary role. Given the economic and social importance of superannuation, we believe more

detailed statistics on superannuation should be available to researchers, policy makers, and industry
participants. Therefore, we believe the creation of a n agency which is dedicated to the
simplification, supply and streamlining of superannuation data collection and publication is required.

We have termed this agency ASSRA.

ASSRA would provide funds with a one -stop shop for sending data, submitting returns, and lodging
information such as PDSs etc. ASSRA would then supply this data, as required, to the relevant
organisations and ratings agencies including, APRA, ATO, AUSTRAC and ASIC. This would simplify
reporting and lodging requirements for funds , Whilst streamlining the processes for regulators and
research agencies. In addition, ASSRA could have a public face for consumers, such as ASICs Fido,
which could provide general superannuation information, forecast tools , PDSsand performance
data. Diagrammatically, ASSRA would function as follows:
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Currently, APRA publishes statistical information in relation to APRA  -regulated funds, while the ATO
publishes data in relation to SMSFs. ASIC publishes consumer protection material, including Fido, while
the ATO publishes lost member, Superannuation Guarantee, and taxation material. In addition, funds

publish generic information about tax and superannuation law. Centralising access to this material

would greatly enhance member education outcomes, and it wo uld make sense for the performance
information to be presented through this site in a consumer -friendly format.

We do not have a strong view on the most appropriate agency to publish research statistics
however, we believe it is important that data collec tion and publication is independent of the
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industry and we support it being completed by the Government. This provides consumers with
unbiased and trustworthy information, promoting engagement and understanding of the industry.

APRA has recently postpon ed its plans to publish fund -level performance and other statistics . Should
those plans be reintroduced, we would see the efficiencies provided by adoption of SBR as a
necessary step in introducing the required data collections without further increasing f und costs. It

would be possible for this information to be provided to the ABS for publication, allowing APRA to
focus on prudential regulation.

RECOMMENDATION
Government establish a central superannuation information website, on which all government -
sponsored information on superannuation is published , Similar to ASICs Fido.

8.1.2 Data scope

APRA is already collecting critical data in relation to prudential supervision. Should the scope of data
collected be extended to include sub -fund data as well as other areas (yet to be identified)? What
sorts of additional data should be made publicly available? Should the collection be extended to

data to inform public policy and consumer interests? How should the balance be struck between the

cost of data coll ection incurred by all parties involved and the benefits that the data provide? Are
there new methods and technologies that should be used to collect and publish data more
efficiently?

We support collection of data at an investible product level, which wou Id usually be at the
investment option level within sub  -funds. In our submission to APRA on enhanced statistics collection,
we advocated for a clearer distinction between investment option and sub -fund.

We believe detailed information is required to permi t appropriate scrutiny of an important industry.
However, this must be balanced against the inefficiency and cost imposition of collecting more data.

The creation of ASSRA, in conjunction with the a  doption of SBR would be a necessary condition to
minimise additional costs. We suggest that a further examination, involving Government and industry,

of avenues to collect and publish more meaningful industry statistics be commenced once a clearer

view of industry adoption of SBR or similar protocols can be ascer tained.
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8.1.3 Investment returns

Is the investment performance data about super funds currently published by APRA adequate? APRA

uses rate of return to measure fund investment performance. Is this the most appropriate fund
performance metric? There has  been debate on the need for APRA to publish investment returns for
individual investment options within super funds. Should this be done, bearing in mind that super

funds can have many individual investment options and that there is no consistent terminolo gy or
standard for determining what asset allocation parameters each option should have? Should APRA

persist in trying to identify an investment option that is comparable across all super funds? Would it

assist consumers and policy -makers if there were sta ndardised definitions of asset classes and
investment options used in super funds? If so, is the industry capable of generating those definitions

within a reasonable time, or should definitions be statutorily prescribed and funds and fund managers

be requi red to report against those definitions? There has been a suggestion to use a risk adjusted

value added (RAVA) metric to compare and rank super funds, rather than to compare individual
investment options. Would this performance metric provide useful compar ative information? Does this
comparative information justify the collection and possibly the publication of quarterly asset
allocation data? Apart from returns, what other comparative information is useful for the industry and
consumers? On what basis and  how would that information be used? Can different data be obtained

to enable better comparisons across superannuation products and providers? Should the industry

adopt standard terms and definitions with respect to performance metrics to ensure comparabili ty? In
particular, how can trustees and their service providers be incentivized or compelled to make fees

and charges more transparent and comparable for members?

APRA®Gs cur r esedor based reporting as been useful for researchers and policy mak ers.
However we support an extension to investment option level reporting, but acknowledge that there
may be significant technological and efficiency issues , coupled with concerns about how fees and

costs are calculate d and accurately reflected , that would need to  be addressed before widespread
collection and reporting is feasible.

In relation to APRA setting asset allocation parameters , we have reservations about classifications on
the basis of asset allocation as it can encourage Gasset creep @ For example if all balanced funds
move toward the upper limit of the balanced range in a bull market. Clearly, a risk or volatility
indicator will be required as well as a rate of return figure.

Under our investment objective benchmarking proposal, each option would have a quantifiable risk
indicator against which actual historical volatility can be compared. We believe this approach is

superior to one that groups options on the basis of asset allocation, and to the @raffic lights 6
approach where simplis tic categories are presented outside the context of the risk/return trade off.
Consumerso6 focus is directed to product performance,

not see value from a consumer 66s point of vaipeoxy for n i
comparing funds and their trusteesd relative perforr
value for APRA as a regulator.
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However, with respect to default funds, overall performance, independent of asset allocation is

relevant, as the trust ee is responsible for making asset allocation decisions. We doubt the workability

of definitional schemes. Trustees have adopted new asset classes over the last 15 years that havenot
fitted the existing definition and understanding of how asset classes wor k (e.g. infrastructure, hedge

funds) . This process of innovation needs to be encouraged, and will render definitions constantly out -
of-date, or descriptions utilising them misleading.

RAVA metrics may have value in comparing long -term return expectations,  but may not provide the
information consumers need to choose an option relevant to their risk appetite, or investment
timeframe. We also suspect that even quarterly data series would not provide sufficient information

to calculate reliable RAVA metrics.

For return calculations, we believe the crediting rate or unit -price base d figures are the data to use
for published return figures. We have not determined the best risk metric to be used. With respect to
comparability of fees and costs, we believe that fo r asset based fees, all crediting rates and unit
prices need to be quoted net of these costs and , for dollar -based fees, they should appear as line
i tems i n member Additiosatlya,talbfereshduld be separately disclosed in the PDS.

RECOMMENDATION

We doubt the feasibility of achieving community -wide engagement and understanding whil st we
continue to focus on abstract and technical information about fund operations, rather than the likely

and realistic outcomes members can expect. We r ecommend the Government commence
consultation with industry on ways to effectively implement investment objective benchmarking.

8.1.4 Industry metrics and ratios

Are there other tools used by the industry to measure the relative costs and performance of s uper
funds (i.e. efficiency)? Are existing metrics adequate for members, analysts and regulators? If not,

what other metrics and ratios would be helpful? For example, would it be helpful for information such

as the average tax rate payable by the fund, por tfolio churn rate, portfolio transaction cost
information ( i.e. what it is costing to run the investments in each particular portfolio), total audited
expenses to income ratio, cost growth year -on-year and dollar cost per member, to be more widely
availabl e? Is data currently available that would permit the calculation of more useful metrics? Is

there currently a lack of incentive driving the production of better measures of efficiency? If so, how

could those incentives be created?

We question the cost benefits in calculating and publishing additional factors in option performance
to members . Indeed, the complexity of this data could further discourage member engagement

The most useful measures for members regarding fund costs and performance are the funds long -
term returns O after tax and fees, and Onet benefitd, which all ows t he
between funds based on specific product fees, returns, performance etc. We see little value in

reporting to members, who are already disengaged, complex figures regarding churn rates and
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average tax rates etc. We should not confuse the data and measurement requirements for analysts,
regulators , and industry with those requirements of members and the public.

RECOMMENDATION

Members should not be confused by cumbersome and difficult to interpret figures, which are in the
main, irrelevant to them.

8.1.5 After -tax reporting

Should any trustee be allowed to engage a fund manager to manage a portfolio or be remunerated
for perf ormance or report investment returns, other than on an after -tax basis? What impediments (if
any) are there to an industry standard on after -tax reporting of investment returns?

We believe, at a fund level, r  eporting should be completed after tax and where possible, in relation
to performance based fees, these should be calculated on after -tax returns.

We believe any reasonable interpretation of Section 52(f) of the SIS Act would require trustees to

have regard to the after -tax return of their portfolio. ~ As such, we believe it is illogical to report returns

or remunerate managers based on anything but after -tax returns , and we believe APRA should clarify
trusteesd r esponsi biTHisibeirgead, werbelidvén it is unwise goacreate a situat ion
where investment managers are driven by tax , at the expense of overall performance and therefore
progress in this area requires careful consideration.
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8.2 Information given to members
8.2.1 Product Disclosure Statement

Should a default fund have a  different PDS requirement from a fund that is actively chosen? Could
super trustees be given the option of lodging a PDS with regulators, rather than automatically
providing one to each new member, so that a member could get one on request? Would optional
PDSs make more sense if there were fewer choices in super?

Default funds should have to operate in line with a not -for-profit model , as members in the default
have often not made an active choice and therefore should not be subjected to high -cost and
commission -based products for SG contributions. In addition, we feel it would be appropriate and
beneficial to members, if default investment options had a different PDS to that produced for other

options. For example, the short form PDS currently being investigated by the Financial Services
Working Group could be used for the default option, whilst a lengthier, more detailed PDS could be
reserved for the other options where it is likely the member is more enga ged as they have made a
choice.

Whilst there are definite advantages in having a shorter and less complicated PDS for the default
option, and for general use, we note this would have operational cost implications for funds and
therefore, we believe this should not be a mandatory requirement but sho uld be an option available
for funds to consider individually, based on cost -benefit analysis.

Despite the importance of disclosure and PDS structure, we strongly believe that funds need to focus
their attention on  simplifying member communication materia Is to ensure they are more effective
and easier to understand.

Could super trustees be given the option of lodging a PDS with regulators, rather than automatically
providing one to each new member, so that a member could get one on request?

We believe f unds should be given the option of lodging a PDS with a regulator, however, we would
suggest it is unlikely funds would want to direct members to external bodies for fund specific
information. However , supplying a PDS, directly from their site or from th  at of a regulator, in an
electronic format , could substantially reduce production and administration costs.

To facilitate online delivery of PDSs to consumers, we suggest the creation of a national statistics and
reporting agency for superannuation which has both a 6fundo6 fersemers,sicilara
to AS| @@ This would allow members to access information about their fund, or another fund, in

a central location and could also be used to better educate individuals about superannuation in

general. We discuss this concept again at 8.2.4 and provide further information as to how the

website could function.

46

f

a



Phase Two: Operation & Efficiency

Would optional PDSs make more sense if there were fewer choices in super?

We do not believe optional PDSs would make more sense if there were fewer choices in
superannuation . Regardless of how many choices exist in the superannuation sector, it remains
critical that members have access to information about what they are investing, or are invested in.

We believe funds should focus o n simplifying the information given to members and take a more
communicative approach. That is, funds should focus on the way they speak to members, the
structure of their communications, and the method used.

RECOMMENDATIONS
1. Funds should be able to have a separate PDS for their default option if deemed beneficial.

2. A national superannuation statistics and reporting agency be developed in conjunction with a
6consumer faced to provide indivi du adfisinfarmationand c c e s
educational materials.

8.2.2 Advice to members

What is the most cost effective way to get advice to consumers? Should the Government subsidise
advice in super?

When a consumer becomes a member of a super fund, it makes sense for superannuation -related
advice to be sourced from their fund, particularly given that, generally, the bulk of advice people

require as they approach retirement is limited advice. Therefore, t he most cost -effective way to

provide advice to consumers is depe ndent on the geography and demog
members. These factors will determine whether phone, web, or face -to-face delivery o f advice is

most cost -effective, and will differ from fund to fund.

As it currently stands, most Australians have relatively small superannuation balances at retirement
and many rely in full, or part on the age pension, coupled with their superannuation savings to fund

their retirement. As the superannuation component is small and much of the advice required is
around the age pension and other government benefits, w e believe the Government should
consider providing subsidised advice in relation to superannuation and retirement planning via the

use, and extension, of current Centrelink infrastructure 8 e.g. Finan cial Information Service Officers
which would enable those who need basic advice to receive it in an unbiased and cost effective

manner.

Recognising that some individuals have more complex financial arrangements for which they require
independent advice,  we advocate for the Government to provide a capped tax deduction for fees
associated with this advice. We believe, however, these tax deductions should not become
available until the Government implements the  recommendation from the Ripoll Enquiry, regar ding
the ceasing of commission payments
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At what stage of life is advice most likely to be valuable? Would the provision of such advice out of

the resources of the fund, or directly as a charge
sole purpose test? Should there be a specific standard or higher qualification that advisers must meet

in giving advice about super? If a member is in a well -designed, low -cost default fund, should there

be a higher hurdle applied to an adviser who seeks to have that member change funds or
investment options?

Advice is valuable at all stages of life and w e believe that, at a minimum, advice should be provided

twice: first, on entering the fund; second, towards the end of employme nt. We acknowledge that this

situation is both circumstantially dependent and stereotypical and that ideally, advice should be
provided on a needs basis, as each member will require advice on differe nt things at different stages

of their life.

Advice related to retirement and superannuation is consistent with the sole purpose test. However,

we believe advice that is not relevant to retirement
as it is not consistent with the sole purpose test. Regardless of what the advice is in relation to, it

should be provided based on afee  -for-service arrangement.

As recommended by the Joint Committee on Corporations and Financial Services, headed by Bernie

Ripoll, we believe that advisers should be required to act in the best interests of members, as
opposed to simply providing appropriate advice , which can result in suboptimal outcom es for
members. If advisers a re required to operate in only the best interests of their clients, this should
remove the scenario where an adviser would b e looking to change a member from a well -designed,
low cost product to that with higher fees and perhaps weaker historical performance.

RECOMMENDATION

Advisers should be legally required to act in accordance with their clients best interests ; that is, it
should not be sufficient to merely provide appropriate advice.
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8.2.3 Uniform fees and charges disclosure

Is there a way of boiling fees and charges down to a small number of distinct types (using mandated
naming conventions) so that members could make useful comparisons between funds? What about
the following four levels of fees and charges:

e Entry price (what does it cost to join the fund)?
e Annual member account costs (how much was charged to my account this year)?

e Annual asset level costs (what was my share of the fees and costs that were paid out of the
assets of the fund, including those charged by other trusts in which the fund invested and any
life company statutory fund this year)?

e Exit fees (how much will 1 b e charged to leave the fund)?

Would it be feasible to prohibit trustees from allowing any other fee or cost to be paid from the fund

that did not fall within one of the four types, all of which would be fully disclosed using only the
mandated nomenclature  ? Alternatively, could ASIC's enhanced fee disclosure regime be improved

in any way to help members understand and compare fees between funds?

The Financial Services Working Group (FSWG) is currently working on categorising fees and charges

and as a member of the FSWG advisory committee, we support the FSWG work and suggest the
Panel wait to make recommendations on this matter until the FSWG recommendations have been
released.

In regards to prohibition of certain fee deductions, w e do not be lieve trustees should be prohibited
from allowing other fees or costs , such as advice, to be paid from the fund if they do not fall within
the suggested four categories. Trustees are required to act in the best interests of members, and
prohibiting this pr actice isimpractical and unnecessary.

To address the issue of appropriate fee deduction, we support improved disclosure to members and
believe this should be where the focus lies. In addition, stronger enforcement of disclosure
requirements and penalties for non -compliance should be introduced . We also support member
education in this area, and believe funds should do more to make members aware of what they are
reading and comparing , as there is a difference between reading something and understanding it

We note that the FSWG is also working on these issues and we support their efforts.

Could the ACCC's component pricing policy be applied so that funds would have to provide a
prominent single total price for the product offered?

We do not support applyi ng the ACCC6s component pricing policy
practice would not be successful, as it does not take into account that contributions vary from
member to member. We support a percentage, rather than a fixed -dollar cost in this instance.
RECOMMENDATIONS

1. We dondt support the restriction of trustee discr

2. The ACCCO0s component prnotde apgiedposuperayuatisnh oul d
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8.2.4 Government website dedicated to superannuation

Is there a role for a high -quality Government website solely dedicated to providing information about
superannuation (possibly in other languages as well)? Could this assist in making disclosure cheaper

and easier for trustees by allowing them to link to such a site, rather than having to reproduce
‘boilerplate’ information about super such as: preservation ages, taxation arrangements and so on in

a wide range of different documents?

We belie ve a G overnment website dedicated to providing information about superannuation could
proveuseful as evidenced by theFidbuccess of ASI C0ds

In addition to providing a one  -stop-shop for general consumer based superannuation information,
the site could reduce disclosure and production costs for funds as trustees would not have to
reprodu ce standard information such as preservation ages, tax etc.

As previously discussed in Section 8.2.1 , if a fund was able to lodge their PDS rather than supplying it

to each new member,  we believe such aw ebsite could also be useful for storing this docum entation.
However, G overnment should be mindful that funds will be reluctant to send members elsewhere for
information, and will likely continue to include these details on their own websites.

RECOMMENDATION

A Government website dedicated to superannuatio n be created and used for collating
superannuation reporting from funds, providing industry statistics or league tables and promoting
superannuation to consumersviaa  Fido face.

8.2.5 Traffic lights

Would it be feasible to require all funds to display o n their websites and disclosure documents a
simple traffic light symbol or some other easy to understand graphic, intended to highlight how the

fund compared against its peers on fees and charges? Just by way of example, the traffic light could
look like this: Red - 150bps and above Amber - 100bps to 149bps Green - below 100bps. Investor
behaviour research shows that people tend not to choose the product depicted as being at the

bottom of a hierarch vy, but will choose the middle one (the compromise effect). A two light model,

might resolve this. 38 Red could be for all funds that were more than 20 per cent above the median

fee level and all the rest could be green. Would a system like this help member s? Is it desirable to
focus so closely just on fees? What about a high quality, full service fund that comes at a high cost?

Are notions of quality and service relevant to the average member in a highly regulated and
compulsory product that is intended to secure them the highest possible retirement savings?

We do not support the development of a traffic light system for comparing funds in terms of fees and

charges. Such a system is too simplistic and does not take other factors into account, such as

investm ent options/performance, insurance, and member information/communication. Realistically,

the superannuation system is more complex than simply allocating a colour according to the level of

fees and we caution against this as the consequences for receiving an 6amberd could b
the difference between an amber 102bps fund compared to a green 99bps fund in terms of fees, is
negligible.

In addition, if a traffic light system were implemented to compare investment options, cash would be
green, and equi ties or growth would be red.  For uninformed and disengaged consumers, which are
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the majority of participants in the superannuation industry, the logical conclusion would be to select

6the green oned, cash, regardless of any other consi
A traffic light system comparing fees and charges would not be helpfu | to members and we believe
if anything, it would lead to further confusion and disengagement. Members should measure quality

and service by assessing whether their fund is acting to maximise thei r retirement income  whilst
providing them with the information they require to understand their options and the product they
are invested in .

We do not believe a high quality,  full service fund should come at a higher cost to members; the not -
for-profit superannuation sector is an excellent example of how high performance can be achieved
without high costs and it is for this reason that we strongly advocate for default SG contributions to be

paid into a not -for-profit fund.

RECOMMENDATION
Wedonotsuppo rt the use of o6traffic |Ilights® as outlined i

8.2.6 Disclosure more generally

Are there more efficient ways that super funds could satisfy their various disclosure obligations?
Alternatively, could super funds very cheaply and simply exceed those obligations by, for example,

placing the fund's trust deed and other material agreement s on the fund's website? It is unlikely that
the average member would need this information, but transparency and instantaneous access to
information has major systemic benefits for analysts, advisers, research houses which would
ultimately flow to members

As discussed previously, w e feel the creation of a national statistics and reporting agency could
facilitate more efficient  and effective disclosure. We note the FSWG is working on the creation of a
short form PDS, which will also assist funds in satisfy ing their disclosure requirements more
economically as we understand the PDS will hav e a restricted number of pages, thereby reducing
production costs whilst increasing readability.

Funds can meet their disclosure obligations more cost effectively by maki ng information available on
their websites, rather than mailing full documents, such as PDSs or Annual Reports, to members.
However, we note that not all members have access to computers or the internet, and so funds must

still make a vailable the optionto  receive documents in hard copy . We believe members should have
the option to opt -out of receiving material electronically; however, it should be the default
communication method.

RECOMMENDATION
Funds should be provided with  the capacity to utilise technology as a means of simplifying disclosure
obligations and reporting to members. Electronic distribution of information , required under the

current licensing regime , should be used industry wide, with members able to opt-out and request
Opaperd6 i f they desire.
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8.2.7 Annual reports

Are annual reports useful to members or could they be phased out with the information made
available on the fund's website or another internet site? Amendments in March 2009 to the
Corporations Regulations make permanent the relief previously provided by ASIC allowing trustees to
make the annual report available on their websites, rather than sending each member a printed

copy. This is subject to requirements such as getting member approval and notifying members when
the annual report is placed on the website. How are members responding to this change? Have funds
been able to save costs by not sending out annual reports? Has it been difficult to get member
approval? Are there changes to the conte nt requirements for annual reports that would make them
more useful to members, and their advisers, without increasing costs?

From our consultation process, we have established that m ost superannuation funds, prior to the
Corporations Regulations amendment in March 2009, already provided their annual report online as

well as in hard copy to each member. We believe the alteration of the regulations has had a positive

effect and has resulted in some costs avings. However, the disengagement levels of most members
have made seeking approval more difficult than what may be the experience of other industries.

We do not foresee this changing in the future and , for this reason, we support electronic disclosure as
the default communication method ( without requiring member approval but requiring member
notification ) with an opt -out to paper available.

To enhance the functionality of annual reports from a member perspective, w e believe funds ¢ ould
move to an inte ractive method of online reporting using customised personalisation. For example, by
clicking on the annual report link on a website, the member could be prompted to enter their name,

location , and tick two or three check boxes of interest that may includ e investments, fees, insurance
or other items.

This information could then be used to provide the member with more personalised and engaging

material such as 06 Hi P e wvigting us frdmaRehs Tof ohrel p you as selxeen how
performing over the past 12 months, you might find the following sections of our annual report
interesting: i nsurance, i nvest ment s, fees. O

In relation to content changes, we advocate for simplified member disclosure requirements ,
including the use of plain English, and uniformed reporting to allow members to better understand
what they are reading and make meaningful fund comparisons.
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