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The Australian Consumers’ Association (ACA) welcomes the opportunity to comment on Batches 6 to 8 of the Corporations Regulations. Due to the short timeframe for providing a response, this submission will focus on one issue; that of dollar term fee disclosure, as covered in Batch 8. 
ACA has had a long involvement in the development of improved fee disclosure for superannuation and managed investment products under the Financial Services Reform Act 2001. A key objective of this work has been the development and implementation of a single upfront fee amount, expressed in dollar terms. This submission will set out the principles behind this measure, and ACA’s preferred model. 
A. Introduction

Consumer protection

The provision of meaningful information on the cost of different superannuation and managed investment products is a crucial element of any consumer protection regime. In the absence of strict product regulation, consumers must be provided with information to make the informed choices as to financial services and products envisioned in the objectives of the Financial Services Reform Act 2001. 

This is particularly so in the case of superannuation, where consumers are not volunteers – they have no choice as to their participation in the market for those products. The life-long commitment to superannuation also raises the stakes in terms of the consequences of making a poor decision as to the cost and performance of a particular product. Small increments in fee levels can have enormous effects on the cost of the fund, and the amount a consumer receives upon retirement. 

Choice of Fund
With the Federal Government still committed to the introduction of Choice of super fund, disclosure becomes even more important to ensuring consumers have the information they need to make informed choices about what for many will be their largest asset. Transparency in the superannuation sector will also promote competition, leading to a more efficient market, better able to meet consumer needs and expectations. 

Meaningful disclosure
In devising a ‘meaningful’ disclosure format, we must be mindful of the low levels of financial literacy among the Australian population. ‘Meaningful’ must be from the consumers’ perspective, not what is convenient for product developers. In some cases, this will take further consumer testing to define. Once we accept the principle of market-based regulation of financial services (as opposed to a more interventionist regulatory regime), the regulation, and participants in that market must fit the principle, not attempt to mould it to serve their interests. 

Devising a meaningful form of disclosure of the complex array of fees and charges across financial services is a difficult task, but consumers needs and expectations must be the paramount consideration. Excluding necessary information for the sake of manufacturer expedience must not be accepted. To do so short-changes consumers looking for that very information. 

Comparability

Another crucial element in disclosure of fees and charges is comparability. Not only must consumers be able to understand how much different products will cost, they must also be able to compare those costs, and ‘shop around’ for one most appropriate to their needs and circumstances. Again, the complexities of devising such a model must not frustrate efforts to serve that principle. 

In devising a comprehensive, meaningful and comparative fee disclosure regime, a number of factors must be taken into consideration. The low level of consumer financial literacy has already been discussed. Another important principle is the different uses to which fee disclosure will be put. 

Consumers looking to ascertain and compare product costs will do so at general and more specific levels. At the general level, they will more concerned with differentiating between broad categories of higher and lower-cost products. These differences are well-known to those with a good understanding of financial services, but the differences between not-for-profit and for-profit funds will not be familiar to many prospective investors. 

Consumers need an immediate indicator of the cost profile of the fund, which also enables them to make straightforward comparisons of like with like. But it is important that such a measure incorporates both fixed and ongoing costs – otherwise the capacity to load costs into the excluded fees is retained, giving rise to the potential for consumers to be misled as to the real cost of the product. 

Model
ACA therefore envisages the following ‘cascading feel disclosure’:

- upfront single cost measure in dollar terms, showing amount of fees after withdrawal over 30-year period;

- Fee table setting out all fees applicable to that product (ASIC template with modifications);

- Specific application of fees to individual balance

- periodic statement showing how much has been paid in standardised dollar terms
B. Format of single fee measure
Table format

Tables aid standardisation and comparability. They have the added advantage of presenting large amounts of information in a readily-accessible format, although they still require accompanying explanations and illustrations. ACA’s disclosure model was presented in a table form, and this format was well-received by consumers in testing of different disclosure models (Ageing Agendas research).

This table must not only show the effect of fees on the account balance but also include a ‘zero fees’ column to enable consumers to immediately see how much the fees will take from their investment. This of course could be accompanied by an explanatory note that all investments will incur some degree of cost. 

Effect of fees on returns

Of equal importance is the demonstration of the effect of fees on returns – this is the illustration of cost which will be so crucial to consumer comprehension of the likely cost of the product. While the online calculator, their own workings and subsequent fund communications (such as periodic statements) will demonstrate to a greater degree of specificity what effect the fees and charges will have on that consumer’s particular circumstances, an illustrative working of effect of fees is essential at the entry point in the PDS. 

Standardisation

The development of standardised titles/terminology is essential to comparability, and also to increasing consumer understanding of these terms and this area of financial services. It is a difficult enough task teaching one set of terms, without compounding the complexity. To be meaningful, the table also needs to retain some simplicity. 

Adviser remuneration
The inclusion of adviser commissions paid from the funds invested is a crucial element of fee disclosure. These can comprise a substantial proportion of investment fees, and are a point of difference between funds which can be capable of influencing a consumer’s decision on where to invest. With advisers also able to ‘dial down’ commissions, consumers must be made aware of their cost to better negotiate the size of commission paid. 
Assumptions
Sensible warnings should be a part of disclosure – these would apply to any indicative amounts used, projected returns, dollar-based illustrations. If appropriately phrased, ACA believes these could counter any erroneous interpretations of the information provided. 

On behalf of ACA, I would be happy to discuss any of the issues raised in this submission, or provide further information. I can be contacted on 02 9577 3349 or at cwolthuizen@choice.com.au.
Yours sincerely,

Catherine Wolthuizen

Senior Policy Officer, Financial Services
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