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Executive summary

· The individual circumstances of a member can dramatically impact the actual amount of fees they pay. Disclosure of fees in both dollar and percentage terms therefore requires either generic member assumptions and/or personalised information in member statements. Progressive super fund and platform administrators are already gearing up to provide this information as an opportunity to showcase their technological advantages.

· Consumers do not always invest into superannuation funds simply because they are the cheapest and so the debate about fee disclosure should not be allowed to reduce to clichés implying that  “cheap is good” while “expensive is bad”. Indeed, many seemingly expensive funds can offer very competitive deals to members provided certain business volume thresholds are achieved.

· There is disagreement within the superannuation industry regarding what the terms “fees” and “costs” actually mean. This creates potential for funds to arbitrage recoupable expenses from fees across to costs, thus enabling a fund to say it has “nil fees” even though it has identical expenses to another fund that recoups these expenses as fees.

· Resolving the impasse in the fee disclosure debate is likely to involve the adoption of cut-through strategies to side-step the esoteric debates which have stalled progress on these issues. This is why Rainmaker developed its SelectingSuper service (www.selectingsuper.com.au).

About Rainmaker Information Pty Ltd

Rainmaker Information, founded in 1992, is a leading financial services information company. We produce strategic, tactical, and analytical information about the financial services markets for funds managers, asset consultants, superannuation (ie pension) funds, portfolio analysts, sales & marketing executives, strategic planners, analysts, employers and consumers. 

Our products and services include software applications, websites, industry reports, publications, consumer superannuation report cards, product ratings, market assessments, “how to” guides for consumers, interactive web tools, conferences, seminars and training and development programs. 

Rainmaker Information in 2002 launched SelectingSuper, a superannuation information service for employers and consumers, comprising a handbook, website, employer services, fund services and member services. Member services include easy-access super fund report cards.

Rainmaker is well respected in the Australia financial services market as a leading information provider, opinion leader and agenda setter. We regularly appear in the trade, business, mainstream and consumer media. 

Disclosure of fees as dollars and percentage terms –strategic issues

While there has been much progress towards improved disclosure of investment and other fees paid by consumers of super funds, there also remain many stumbling blocks. Sadly, many of the stumbling blocks to finally resolving these issues are largely unchanged from what they were many years ago when the initial debate started. 

Illustrating this, debate still seems to hover around points of disagreement concerning:

· Ill-definition regarding whether “fee disclosure” means providing more and more information to consumers who may already be confused or whether it means disclosing a single all-inclusive (drivaway price) assessment of total fees and charges;

· Disagreement and confusion around what simple terms mean, eg, what is precisely meant by the terms “costs”, “fees”, “MER”, “entry fee”, “ongoing fee”, “member fee”, “administration fees”, etc; and

· Whether fees be disclosed in dollar as well as percentage terms, and should such assessments be standardised, and if so, using what guidelines.

These issues, as history has shown, are incredibly difficult to resolve. Indeed, Rainmaker has adopted the view that achieving a consensus approach to final resolution is likely to be very difficult and that we therefore need alternative cut-through approaches.

Responding to this, Rainmaker several years ago developed our “Total Expense Ratio” fee calculation methodology and in 2002 we developed SelectingSuper as a consumer and employer platform to market this thinking. [See Appendices for more information].

Moreover, our ongoing research into fees has lead us to believe that despite commendable initiatives spearheaded by ASIC to improve the quality of fee disclosure, that there appears nonetheless to be a fundamental divide between what consumers think they are buying from their super fund and what their super fund often thinks they are selling. 

And if this conjecture holds true, then more detailed disclosure may not actually meet the ultimate goal of facilitating educated and informed choice. Eg, Rainmaker believes many super fund investors believe that their fees buy investment out-performance whereas in reality their fees actually buy investment flexibility
.

Reflecting these views, which in-turn are based upon our experiences as a leading information collector, researcher, and explainer, Rainmaker suggests that the following issues should be acknowledged and addressed where necessary to progress the fee disclosure dilemma:

1. The individual circumstances of members can dramatically impact the total fees they pay

a. Super fund fees average around 1.0-1.5%, but they can range from 0.4%-6.0% depending upon the fund involved and the circumstances of the investor;

b. These fees convert to around $250 pa for low-medium income earners and up to several thousands pa for high income earners; and

c. Even within the one super fund, different members can pay different levels of fees depending upon their situation. Eg, for companies choosing super funds, if the employer’s total superannuation account across its workforce exceeds $10-20 million, the employer is often able to extract very competitive deals from the super fund. Indeed, these deals can be so competitive that funds that seem at first glance to be expensive can actually be very sharply priced
.

2. This means that converting percentage fees to dollars involves either

a. Making assumptions about “generic” members, eg low versus high income earners

i. However care will need to be taken to ensure that the proposed scenarios do not become so puritanically complex that the solution is more confusing than the initial problem.

b. Requiring personalised fee quotations and/or statements.

i. Note that Rainmaker has been advised by some fund and platform administrators that this is the very approach they are gearing up to handle. Indeed, these players recognise that this is the natural extension of how the debate is progressing and would allow them to showcase their technological advantages.

3. In requiring fees to be disclosed as dollars as well as percentages, are we referring to disclosure within  PDSs and/or in annual member statements?

4. FSR disclosure is fundamentally about “fee” rather than “cost” disclosure. There is therefore potential for products to shift their expenses that need to be re-couped from the fees side to the costs side. 

a. This prompts the issue of what is meant by each respective term. Rainmaker defines fees as charges levied against an individual member’s account. Costs, meaning fund costs, are charges paid by the overall fund. And reflecting this definition, it is clear, in Rainmaker’s view, that policy makers are sometimes confused regarding costs as to whether they refer to fund costs or member costs as the latter are effectively fees. Rainmaker accepts this may sound pedantic, but this question nonetheless goes to the heart of much of the definitional confusion. 

b. To what extent should costs be disclosed? Asset consulting costs, marketing costs, consultant costs, insurance brokerage costs, stock broking costs, senior management salaries etc? And what about costs paid to related parties?

i. Rainmaker also acknowledges that resolution of these questions will require the accounting standards to be addressed, which would obviously add a whole new dimension to the debate. Also, master trusts and industry funds sometimes accuse each other of manipulating fee disclosure by having so-called “hidden fees”. By this the inference usually concerns costs. It is the opinion of Rainmaker that all types of super funds have issues in this regard and that public policy makers should not take sides in this ‘market segment versus market segment’ battleground.

5. The impasses over the disclosure debate has prompted Rainmaker to adopt several cut-through strategies:

a. Focus fundamentally upon comparing super funds by looking at their crediting rates that by definition are after all fees and costs. 

i. The only hiccup though is that some funds have "tiered" fees depending upon a member’s account balance [recall 1(a-c)].

b. Group fees and costs where possible, ie do not accept the semantic differences between them, and calculate the overall fee impost in both dollars and percentages. [Refer the Rainmaker/SelectingSuper fee calculator in Appendix 1]. Of course a hiccup here can be that we don't see much detail beyond investment costs and regular fees.

i. Reflecting this approach, Rainmaker does not accept claims by some super funds that they “have zero fees” or that their fees are “just $1 per week.”

c. Shifting the focus to what fees actually pay for, namely research conducted by Rainmaker confirms that fees for the most part buy investment flexibility rather than out-performance.

6. The fee disclosure debate should be used as a public policy platform to force the focus to shift to the issues that matter, ie the fees that really matter are the ongoing fees. Reflecting this, entry and exit fees are not where the game is now played. 

a. By way of background, super funds with horrible entry and particularly exit fees are almost always old funds that are no longer sold. Rainmaker accepts this doesn’t help consumers trying to get to their money, but equally it means legislating to help these members is likely to be very complex.

Appendix 1

Rainmaker/SelectingSuper Fee Calculator

The Rainmaker/SelectingSuper fee calculator is available at www.selectingsuper.com.au. The calculator has been specifically designed so anyone can easily calculate their total effective fees in both dollar and percentage terms using Rainmaker’s and SelectingSuper’s TER approach.

SelectingSuper is service designed for employers and consumers to help them understand, monitor, review and choose super funds. SelectingSuper comprises:

· A superannuation reference handbook

A reference handbook containing topical articles about selecting a super fund, “how to” guides, listings and profiles of 150 super funds, reference tools, industry directories and taxation information. The handbook, already in its 2nd edition, is distributed free each year to 3,500+ employers.

· A website

The online version of the handbook but supplemented with even more up to date information, more articles, analysis and helpful tools such as interactive savings and fee calculators, top 10 lists, member report cards, fund quality ratings, fund snapshots, and the latest SelectingSuper news.

· Employer services

Includes tender management services, market assessment reports, fund briefings and policy committee due diligence reports.

· Fund services

Includes market assessment reports stylized for super fund, and online interactive fund comparison tools such as Compare Online which is a web based comparative tool that profiles thousands of super fund investment, insurance, fee and extra benefits options.

· Member services.

Includes super fund member comparative and diagnostic report cards. These report cards are unique to SelectingSuper and enable members to obtain independent information comparing or profiling super funds.
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Appendix 2

The Total Expense Ratio (TER)

Readers of Rainmaker’s previous fee research will recall when assessing super fund fees we compile all the known fees that are chargeable to each member and then apply this amount to the member’s account balance to derive the simple Total Expense Ratio (TER).

This necessarily involves assessing the myriad of fees which can be charged by some super funds. When compiling super funds fees, the simplest approach by far is to think in terms of what fees are charged on contributions, what fees are charged on the account balance and what fees are charged as flat dollar amounts. 

Adopting this approach dramatically simplifies discussion about what the fees are because in some cases there can be up 8 components to the fees that are charged against the account balance. But because they are still charged against the account balance all we need do is add them together into a single fee. 

The only distinction however is that we separate out investment fees as those fees are paid to investment managers rather than the fund itself. This distinction is important because a major objective the FSR fee disclosure regime is to better explain who gets the fees paid by members and why.

Rainmaker readers will also recall how we group super fund fees into several major groups:

Getting-in fees – aka contribution and rollover fees.

Ongoing fees (previously known as staying in fees) – asset administration, extra expenses such as custody, trustee services, and if required, premium service fees.

Member fees (previously known as flat dollar fees) – known as “administration charges” among not for profit funds but known variously as policy, member, or plan fees amongst master trusts.

Investment fees – the fees paid to the investment managers. In cases where super funds describe these expenses as costs rather fees, Rainmaker still refers to these as fees so we can fairly describe these funds to employers and consumers.

In some cases when a super fund is sponsored and operated by a financial institution, the ongoing and investment fees may be bundled into a single figure. While this may inhibit distinctions between the various fee components, as the ongoing and investment fees are charged against the same account balance this bundled fee doesn’t however alter the estimated TER. 







� Rainmaker Benchmarking Report, Sep-2003 edition.


� SelectingSuper media release 18th December 2003 “Super fund fees – what they  buy and what they don’t.” www.selectingsuper.com.au.
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