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6 May 2002

The Secretary

Parliamentary Joint Statutory Committee
on Corporations and Financial Services

Parliament House

CANBERRA ACT 2600

Facsimile: (02) 6277 5809
Dear Sir
Inquiry into thereview of the Managed | nvestments Act 1998

| refer to the Committee’ s call for submissions on the above review by 3 May 2002.
IFSA appreciates the opportunity to place its views before Committee members.

IFSA istheindustry association for Australia s retail and wholesale fund managers,
retail superannuation providers, life insurers and re-insurers. Currently, IFSA
members hold more than $670 billion in funds under management on behalf of more
than nine million superannuation and managed investment savers.

Asyou are no doubt aware, IFSA expressed its views on the issues raised by the Joint
Committee, in its submission to the Government’ s Review of the Managed
Investments Act, as conducted by Mr Malcolm Turnbull. | have attached a copy of
that submission for your information.

IFSA aso intends to address the questions raised by government in its recently
released Consultation Paper on the above Review. These questions are directed at
ascertaining which detailed proposals for reform and improvement, as canvassed by
Malcolm Turnbull, should be adopted in any amending legislation.

At the broader level, the executive summary to the attached submission summarises
IFSA’s views on the effectiveness and integrity of the MIA regulatory regimein the
following terms.

“IFSA is strongly of the view that MIA has exceeded, expectations in terms of
its success as an efficient and effective regulatory regime. This has been as a
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consequence of the very comprehensive and thorough analysis that preceded
the drafting of the Bill [including a lengthy and intensive parliamentary
scrutiny process] and strong commitment from industry and an active
regulator.

MIA’s principal success has been in the way it has driven compliance best
practice at al levels of management in mainstream managed investment
scheme operations. Acceptance and understanding of the importance and
value of best practice compliance is now integral to top and senior
management in the managed investments industry.

MIA and the consultation and review process which preceded it, has driven a
much more productive relationship between industry and the regulator — one
which has required each to develop a better understanding of what effective
compliance means, in practical terms.

The result is a structurally flexible and very robust regulatory regime for
managed investments.

The most fundamental change ushered in by MIA was the requirement, for
each managed investment scheme, that there be a single responsible entity
(RE) in which responsibilities, previously split between trustees and managers,
be combined and imposed as statutory duties. The new regime also introduced
other fundamental changes, in particular making compliance an integral part of
day to day scheme operations and considerably enhancing the role and powers
of the regulator.

The principal rationale for a single responsible entity model is that of
providing certainty for investors and follows the ALRC finding that the former
dual party system, while appearing to offer investors additional security
through the presence of an independent supervising trustee, was subject to
fundamental legal and commercial contradictions which rendered such
protection largely illusory.

In imposing clear and non — delegable legal obligations on scheme operators
and their directors MIA has, in effect, rendered the single responsible entity a
“trustee” in the true sense of that word, ie an entity which is ultimately
responsible and which, while it may privately contract out certain functions,
cannot in any way delegate its ultimate liability in law for the exercise of those
functions.

Introduction of MIA in 1998 gave great impetus to the aready growing trend
on the part of scheme operators to embrace more effective compliance and,
importantly, spread the resulting benefits to investors in a much wider range of
managed investments.

Prior to the advent of compliance plans, their scrutiny by ASIC and the
requirement for external auditors to review RE compliance with such plans,
the self-regulatory version of compliance monitoring was quite minimal by
comparison with that which now exists.”
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The important role of the former Parliamentary Joint Committee on Corporations and
Securities in the process leading to the fina form and enactment of MIA is aso
worthy of mention. The parliamentary process included one of the most intense and
comprehensive examinations of a draft Bill ever undertaken by that Committee.
Following such exhaustive scrutiny by the Committee, it came as no surprise to
industry that the final MIA legidative package ended up being so well suited to its
intended purpose.

Costs

The attached IFSA submission (at Appendix 2) also addresses the issue of costsin
detail, with empirical data underpinning industry’s contention that MIA is, by
comparison, more efficient than the self regulatory, two party regime which preceded
it.

The research report on costs, conducted by KPMG, concluded that, in the 5 year
period from 1996 to 2000, industry delivered to consumers a 6% reduction in fees as
measured by management expense ratios (MER) on managed investment products. In
addition to the benefits from a more rigorous regul atory regime, industry passed on to
consumers annualised savings of $26 million following the introduction of MIA in
July 1998. This passing on of costs occurred during a period when considerable
‘setting up’ costs were incurred by newly created SRES.

The KPMG research report corrects many of the anecdotally based assertions made by
various parties on the issue of costs and | commend this report to members of the
Committee.

Developments Sincethe MIA Review

MIA has been instrumental in enabling industry to deal effectively with one very
significant development since the time at which industry and other stakeholders made
submissions to the Turnbull Review, last August/September. The tragic events of
September 11" 2001 were the occasion of amajor shock to world financial markets,
impacting heavily on Australian investors through their direct exposure to
international funds and through effects on Australian financial markets.

IFSA can vouch for the fact that, as a direct result of MIA, the Australian managed
investments industry was well positioned to respond quickly, consistently and
effectively to the events of 11 September.

The strong compliance focus within responsible entities, as demanded by the MIA
regime, meant that boards and compliance committees of responsible entities were
able to act quickly and decisively to protect the interests of all interest holders by
freezing redemptions on funds severely affected by the above events. Thiswas
achieved by industry in consultation with the regulator. Prompt and consistent action
by responsible entities was greatly facilitated by MIA, which has firmly entrenched
the culture and practice of direct responsibility and accountability on the part of
directors and officers of the companies (responsible entities) which are entrusted with
the task of managing investors funds.
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Industry responses to the events of 11 September 2001 resulted in avoidance of
outcomes, the like of which so damaged investors' interests in the aftermath of earlier
severe downturns, such as those which occurred in the late 1980’ s and early 1990’s.
On those occasions, confusion and delays resulting from the differencesin views
taken by managers and trustees and their respective legal advisers, resulted in many
investors being advantaged at the expense of others. The conflicts between managers
and trustees that occurred during the property trust collapses of 1990 — 1991 resulted
in significant losses of confidence in the Australian managed funds industry. As you
would no doubt be aware, litigation between investors, trustees and managers
continued in some cases for many years.

Benefitsfor Superannuation

As noted in the IFSA submission, extension of the MIA provisions and culture to
apply generally to wholesale schemes has had ‘spillover’ benefits for the
administration and management of funds for super, non-super, corporate treasury, and
offshore moneys. Principally, these benefits flow from the more focused and
compliance centred operations of MIA regulated schemes.

Superannuation has been a major beneficiary of this development, meaning as it does
that superannuation fund members have the trustee benefits of SIS and MIA operating
in concert to protect their moneys.

In this regard, the comments of the Senate Select Committee on Superannuation and
Financial Services, in its second Report on Prudential Supervision and Consumer
Protection for Superannuation, Banking and Financia Services, are highly relevant.

The Committee examined a number of case studies, including one on the activities of
Commercial Nominees of Austraia Ltd, in relation to which it concluded (at para
4.107, page 45 of the report);

“In the view of the Committee, one of the main problems associated with
CNA and its trusteeship of the ECMT was the investment approach
undertaken by the trustees. The Committee considers that the underlying
problem of CNA’s investments is that they were operating under the old
trustee manager regime. Had the investments been made under the MIA, the
problems may not have occurred, because of the controls that exist under that
Act. For example, the MIA requires a managed investments scheme to invest
only in approved schemes. While under the Act an investment can still be
made for example in a mushroom farm, this can only be done if structured
under a MIA vehicle/arrangement which provides:

the protection of having independent directors,
compliance plans;

prospectuses,

continuous disclosure; and

increased ASIC supervision.”
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Beyond the above comments, and those which IFSA previously made in the attached
submission, there is nothing further we would wish to raise with the Joint Committee
at the present time. Should Committee members require any further information or
input from IFSA, however, we would of course be pleased to oblige. For this
purpose, please do not hesitate to contact either myself or Philip French (02 9299
3022; pfrench@ifsa.com.au).

| hope the Committee finds the above comments helpful.

Y ours faithfully

Tie

Lynn Ralph
Chief Executive Officer
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EXECUTIVE SUMMARY OF IFSA SUBMISSION

After a very successful trangtion to MIA, the managed invesments indusry has only
recently switched its principad focus from trangtion to consolidating the regime and
examining it for future improvement.

IFSA is drongly of the view tha MIA has exceeded, expectations in terms of its
success as an efficient and effective regulatory regime.  This has been as a consequence
of the very comprehendve and thorough andyss tha preceded the drafting of the Bill
and strong commitment from industry and an active regulator.

MIA’s principd success has been in the way it has driven compliance best practice at
dl levds of management in mandream managed investment scheme operdions.
Acceptance and underdanding of the importance and vaue of best practice compliance
isnow integrd to top and senior management in the managed invesments indusdry.

MIA and the conaultation and review process which preceded it, has driven a much
more productive reationship between indudry and the regula@aor — one which has
required each to develop a better underganding of what effective compliance means, in
practical terms.

The result is a gdructurdly flexible and very robugt regulaory regime for managed
investments.

The mos fundamentd change ushered in by MIA was the requirement, for each
managed investment scheme, that there be a dngle responsble entity (RE) in which
responghilities, previoudy Solit between trusees and managers, be combined and
imposed as dautory duties  The new regime dso introduced other fundamentd
changes, in paticula making compliance an integrd pat of day to day scheme
operations and condderably enhancing the role and powers of the regulator.

Theprincipd rationde for asingle responsble entity modd isthet of providing

certainty for investors and follows the ALRC finding that the former dud party system,
while gppearing to offer investors additiona security through the presence of an
independent supervising trustee, was subject to fundamentd legal and commercid
contradictions which rendered such protection largdly illusory.

In imposng dear and non — delegable legd obligations on scheme operators and their
directors MIA has, in effect, rendered the sngle responsble entity a “trusteg’ in the
true sense of that word, ie an entity which is ultimady respongble and which, while it
may privatey contract out certain functions, cannot in any way deegae its ultimate
ligaility in law for the exercise of those functions.

Introduction of MIA in 1998 gave great impetus to the dready growing trend on the
pat of scheme opeaors to embrace more effective compliance and, importantly,



gread the resllting bendfits to investors in a much wider range of managed
investments.

Prior to the advent of compliance plans, their scrutiny by ASIC and the requirement for
extend auditors to review RE compliance with such plans, the sdf-regulatory verson
of compliance monitoring was quite minimad by comparison with that which now
exigs.

MIA has been responsble for the soread of many of the compliance practices and

dructures, origindly desgned for retal schemes, to wholesde managed invesments,
directly bendfiting superannuation investors.

Effective and accountable scheme governance under MIA is achieved through a
number of interlocking mechaniams, induding;

- theimpostion of dear, Satutory, trustee Syle duties on asngle entity;

- thedrict lidility of the RE for the actions of its agents;

- thereguirement for subgtantid compliance infragtructure within SRE's

- theindependence of boards of directors and compliance committees

- arequirement for independent audit of SRE compliance;

- an ative role reserved for the regulator in regigering schemes, licendang
RE s and monitoring compliance.

Thee ae backed up by the ative involvement of ASIC which, in addtion to
adminigering its own comprehendve requirements a the time of scheme regidration
and licendng, is able to;

- check schemesfor compliance a any time

- invedtigate where it has resson to bedieve that a contravention may have
been committed

- direct that an RE giveit information about its compliance plan

- require parsons to give dl reasonable assgance to its invedigation and to
appear for examination

- require the production of books

- obtain enforcegble undertakings

- revoke or sugpend RE licences

- require modifications to compliance plans

- deregister schemes

- indigate dvil pendty proceedings

- prosecute offences.

MIA has ds0 resdlted in cost saings to consumers Appendix 2 to the IFSA
submisson provides information on the effect of MIA on fees and charges pad by
investors, as wel as on indudry codts, overdl. The daa reveds inter dia, that snce
introduction of MIA on 1 July 1998, there has been an overdl dedine in the totd
weighted average MER of 2% (or 3 basis points). This reduction in MER trandates to
an annualised codt sving of approximately $26.8m.
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1. Introduction

The Invesment and Financid Services Association Limited (IFSA) has 100 members
who inves over $660 hillion on bendf of nine million Audrdians through the
provison of managed invetments, superannuation, life insurance and other financd
services.

IFSA member companies (RE) operae managed investment schemes overwhemingly
invested in maketadle securities and commercid property, both domesticdly and
oversess. The comments below, therefore, are based in large pat on our experience of
the operation of the managed invesment provisons of the Corporations Act (MIA) as
they gpply to maindream, unit trust schemes.

It should be emphassed that, while MIA came into effect over 3 years ago, the period
from July 1998 to late 2000 saw both indusry and ASIC gpplying Sgnificant resources
to ensure a gmooth trangtion for investors across the full spectrum of MIS.  While this
was achieved, indugry has only recently switched its principd focus from trangtion to
consolidating the regime and examining it for future improvement.

2. Overview

Passage of the MIA in 1998 followed the acceptance by Government of the principd
recommendations of the Audrdian Lav Reform Commisson (ALRC) and Companies
and Securities Advisory Committee  (CASAC) in the report entited “Collective
Investments. Other People s Money” (The ALRC Report).

The mogt fundamental recommendation of the ALRC Report was that, for each
managed investment scheme, there should be a sngle respongble entity (RE) in which
the responshilities, previoudy split between trusees and managers, be combined and
imposed as dautory duties  The new regime dso introduced other fundamentd
changes, in paticula making compliance an integrd pat of day to day scheme
operaions and congderably enhancing the role and powers of the regulator.

IFSA is drongly of the view that MIA has fulfilled, even exceeded, expectaions in
terms of its success as an efficient and effective regulatory regime.  This has been as a
consquence of the very comprehendve and thorough andyds tha preceded the
drafting of the Bill and srong commitment from an industry engaged in a process of
rapid growth and change during the 1990's



From the perspective of IFSA members, MIA’s principa success has been in the way it
has encouraged and driven compliance best prectice & dl levds of management in
mainsream managed invesment scheme operations.  Acceptance and understanding of
the importance and vadue of best practice compliance is now integrd to top and senior
managemert in the managed investments indudry. This is a quite different Stuation to
that which exiged prior to the events of the early 1990's and the ALRC Review ie
when externd compliance entities were often engaged by fund managers to undertake
their role with asllittle “interference’ in the business as possble.

MIA and the consultation and review process which preceded it, has dso driven a much
more productive rdationship between industry and the regulaor — one which hes
required esch to develop a better undersanding of what effective compliance means, in
practicd terms.  The devdopment of ASIC's MIA Poicy Staements, in close
conultation with industry, contributed enormoudy to the regulator's underganding of
the managed invesments indudry. This process adso impressed upon management
teams the need to manage compliance as an integrd part of each business.

The reault is, we bdieve, a gructurdly flexible and very robust regulaory regime for
managed investments. After 3 years under the regime, IFSA members have identified a

few areas where improvements could usefully be made. These are set out a the end of
this submisson (Appendix 1).

3. Snale Responsble Entity v Split Responsbility and Liability

In conducting its review of collective invesments, the ALRC looked closdly a the then
two paty dructure of management company and trustee, concluding that it was
fundamentdly flawved, giving rise to confuson in the minds of investors and operators
asto which party was ultimately responsible for the operation of ascheme.

In essence, the ALRC rationde for recommending a RE was based on its finding that
the dud paty sysem, while gopearing to offer investors additional security through the
presence of an independent supervisng trustee, was subject to fundamenta legd and
commercid contradictions which rendered such protection largey illusory. In its view,
the then prescribed interest laws rested on the outdated assumption thet the reationship
between manager and trustee was one in which the former was engaged by the later, a
Stuation which had not existed for many years prior to the ALRC Review.

The dud paty sysem evolved in Audrdia during the 1950's, when corporate trustees,
pooling funds gppointed professond managers to invest proceeds on ther behdf.
Legidation seting out the responghilities of trusees and their gppointed managers was
pased in various States during the 1960's, with various refinement of the dud party
regime bang put in place duing 1960s 70s and 80's. This evolutionary process
reflected the relativdly modest growth of managed funds during those decades, until the
Spectacular growth of property/mortgege trusts during the mid to late 1980's.

The later growth firmly edtablished the primacy of professond asst and investment
managers, who concelved invesment sthemes and sought public investment in such
schemes, appointing trustees to ‘supervise them and act on behdf of trugt investors. It
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was a this time that the redlities associated with ‘who gppointed who' and the rative
powelesness of ‘supervisng trusees began to become more obvious, exposing
ggnificant wesknesses in the dud party dructure and the fiction that trustees provided
much more than cugtodia services.

The property and mortgage trust collgpses of the late 1980's findly put pad to the
fiction that trustees were able to supervise the activities of the managers who had
gopointed them in the firg place  The litigation that ensued from these collgpses
highlighted the worst dngle festure of Split responghbility, whereby the dud parties
fought for years to deflect liability on to each other.

The ALRC Report, therefore, placed greest emphasis on impodtion of clear datutory
duties and dear lines of responghility for entities managing other peoples money. The
result, under MIA, isaregimewhich isvery dear initsintent and operation.

Neadless to sy, IFSA would srongly oppose ay suggestion that might compromise
this mog important aspect of MIA.  The imposition of externd compliance entities, in
the form of ‘supevisory’ boards or cudtodians, for example, would achieve little or
nothing in terms of booging compliance while undermining the integrity of the MIA
regime.

4. Singdle Responsible Entity as Trustee — The Essence of MIA

In commenting on the former prescribed interest (dud responghility) regime, the
ALRC pointed to the use of trust terminology as having crested a fase impresson that
common law trus princples agoplied in full, obscuring the fact that trustees of
precribed  interest  schemes, unlike traditional  trustees, did not bear ultimate

respongility.

In imposng dear and non — delegable legd obligations on scheme operators and their
directors MIA has, in effect, rendered the sngle reongble entity a “truseg’ in the
true sense of that word, ie someone who is ultimady responsble and who, while they
may privatdy contract out certain functions, canot in any way deegae ther ultimate
ligaility in law for the exercise of those functions

MIA imposes trustee dyle duties directly on the SRE through the datute rather then via
prescribed covenants as was previoudy the case, meking for far grester claity and
certainty asto who is responsible to investors and the extent of that responghility.

5. Responghilities, Obligations and Liability of Scheme Operators

The RE gpproach focuses sharply on the accountability of scheme responsble entities

to thar members by making the responsble entity lidble to scheme members for
anything that an agent it has gopointed has done or faled to do, even if the agent was
acting fraudulently or outside the scope of its authority or engagement.



The Government's rdionde, and tha of the ALRC, for not imposng a legidative
requirement for externa cudtodianship was to avoid any posshility of confuson as to
ultimate respongibility for the safety of scheme assets and operations

The ALRC daed in this regad — “compliance risk will not be diminated merdy
because the title to scheme assets is held by someone other than the operator. A bare
cudodian, for example, will provide little protection agang misuse of scheme property
because it will be required to ded with the propety as indructed by the scheme
operator”.

While this was dways intended to be the dear intention under MIA, some experts ae,
neverthdess, of the view tha there remains some uncertainty about the extent (if any)
of a cudodian's accountability to scheme members  The terms of gppointment of
cudodians vary widdy from schame-toscheme and while, generdly, cudtodians ae
merdly the holders of property as agents for their RE dients and are not obliged to look
into the circumstances of transactions, it is possible that this may not dways hold true,

Further clarification of the role and duties of the custodian desirable

IFSA is of the view that the regime would be enhanced if the legidation were amended
to redlve, in the negdive, any doubt surrounding the questions as to whether or not a
custodian;

(@ hasdutiesdirectly to the membersof ascheme, to act in their best interests,

(b) must make reasonable inquiries in relation to ingructions given to it,

(c) can be held directly accountable to scheme members.

A recommendation to this effect isinduded at the end of this submisson.

6. Strengthening of Compliance Culture and Practices under MI1A

Prior to the advent of compliance plans their scrutiny by ASIC and the requirement for
extend auditors to review RE compliance with such plans, the sdf-regulatory verson
of campliance monitoring was quite minimad by compaison with that which now
exigs.

Under the pre-1998 law, trustees had responghilities to hold title to assets, monitor
compliance by managers with trus deeds and, where breaches occurred, to teke
remedid action on behdf of scheme members.

Notwithsanding dams tha trustee companies as extend compliance entities
undertook active and ‘red timé monitoring of managers mod IFSA  member
companies have dways mantaned, and now reconfirm, that litte meaningful
compliance monitoring occurred under the dud entity regime.  In farness to trustee
companies it should be sad tha, while managers had only to know about ther own
conditutions and obligaions, individud trusee companies often ‘adminigered many
hundreds of trus deeds and could not, redidicdly, be expected to provide genuine
‘day-to-day’ supervison.



As extend compliance entities, removed from the busness and its operdiond
imperatives, trudees did not have the capability to assess the merits of asset dlocation
or transaction decisons taken by increesngly well-resourced, sophisicated and fast

growing fund manegers.

Annud reviews of fund managers conducted by trustees reportedly ranged from
friendly ‘discussons to the didribution and collection of responses to Standardisd
quedionnaires — in some cases, but not dl, trusees dso sought supporting evidence for
assrtions made by fund managers.  ‘Annud’ reviews were, in many cases, sporadic
and inevitably some trustees were more focused than others on ther own exposure to
potentid lighility.

Throughout the 1990's, there was growing awareness in the managed invesments
indusry of the ineffectud nature of trudee ‘supervison’, in the context of an
increesingly competitive market and downward pressure on fees. Most maingream
fund managers were implementing better internd  controls, through ther own
compliance plans. The pace and intengty of this trend increased in response to the loss
of confidence fallowing a number of high profile property and mortgage trust collgpses,
as wdl as the presence, in the form of the then ASC, of a more active and better
resourced regulator.

During the 1990's, therefore, most fund managers deveoped risk management plans
and sydems for the purpose of ensuring that their asset dlocation and other practices
complied with the terms of ther trust deeds and disclosure documents. These systems
evolved over time into full-blown compliance plans commensurate with the rapidly
gowing pools of assts they managed. Compliance programs became much more
robust in order to try and ensure compliance with plans a dl times (ie not just a review
time).

For mog IFSA member companies, therefore, MIA represented a formdisation of
many of the measures they were dready implementing by 1998, both in response to the
abovementioned catadrophes and dso in antidpation of the new regime which, by
1998, had been in the wings for some 6 years (ie following releese of the ALRC
Report).

Introduction of MIA in 1998 gave great impetus to the dready growing trend to more
effective compliance and, importantly, soread the resulting benefits to investors in a
much wider range of managed invesments.

The long gedaion of MIA, preceding litigation and effectiveness of the ASC combined
dso to ensure tha responsble officers in SRES were made very aware of ther
accountability under the new regime.

IFSA members report that, as a direct consequence, RE boards teke an active role in
compliance requirements, which has flow-on benefits for governance, generaly.

Some RE's d0 opeaae divisond compliance andlor risk management committees,
which address and manage compliance issues & a more ‘grass roots levd ie
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adminigration, junior management. Since the advert of MIA, therefore, both the
number and seniority of daff directly involved in the compliance process hes
contributed to ensuring a much broader understanding of, and commitment to,
compliance.

7. Development of a Compliance Industry Under MIA

It is only in recent years that wha could be described as a ‘compliance indugtry’ has
evolved into a ggnificant indudry in its own right. In the financid services indudry, in
paticular, there has been an increased focus on regulatory compliance through
legislation, which has incuded direct references to, not jus compliance reguirements,
but specific compliance processes and practices  MIA is the prime example of such
legidation.

MIA requires the formaion of an independent compliance committee (or independent
Boad) and the production of a compliance plan which must “sst out adequate
messures’ as to how a respongble entity will ensure compliance with the lawv and its
condtitution.

MIA dso requires that the responsble entity comply with those “adequate measures’.
The compliance committee and compliance plan auditor have independent functions to
oversee not only that the measures documented are adequate, but that the responsble
entity has complied with them. Both the compliance committee and compliance plan
auditor are subject to legidaive requirements to direct serious breaches to ASIC, if
they are not saidfied that such breaches are being gppropriately addressed by the

responsible entity.

Professond sarvice providers in the area of compliance audit confirm that the above
requirements have dgnificantly boosted the profile and power of the compliance
function both within individua organisations and acrossindudtry asawhole.

MIA has ds0 led to increesed demands by financid services organizations for
goecidised ills to back up and assg those responsble for ensuring adeguate
compliance measures and compliance. According to IFSA sarvice provider members,
this demand has in turn, driven an increesed focus on compliance by legd and
accounting firms.  Some firms report that where, for example, compliance consultancy
and advice sarvices may have been handled from within exiging risk management
groups prior to 1998, this is no longer the case Firms have edablished dedicated
finencid services compliance practices under the auspices of senior partners and
directors.

One mgor savice provider has advised, for example, that its compliance practice now
comprises some 20 full time daff across Audrdia, with 75% of those daff pecidisng
in the financid services indugtry. The same firm dates that “MIA can be viewed as a
cadys for the development of this practice and, more recently, Privacy legidation and
the Financid Services Reform Act have cemented its place’.



While compliance covers a wide spectrum of activities, including corporate
govenance, ethics reputation assurance, compliance framework reviews, compliance
monitoring, compliance risk assessments and the use of technology tools its backbone
is regulaory compliance of the type driven by MIA. Agan, professond service
providers report that experience gained in the managed investments indudry is rapidly
being applied dsawhere, most notably in the superannuation industry, and other aress
of financid sarvices.

8. Benefits of MIA Extend to Wholesale Funds

One very important consequence of MIA has been the spread of many of the
compliance practices and dructures, origindly desgned for retal schemes, to
wholesale managed invesments

Wholesde managed invesment schemes are not required to be registered and can,
therefore, be run by entities operating under a securities deder’s licence arangemen.
With the MIA prohibition on regisered schemes investing in unregistered schemes and
the comingling of retal ard wholesde moneys, increasingly, managers ae making the
decison to have dl moneys managed under dructures complying with the MIA
provisons

This extenson of the MIA provisons and culture to goply generdly to wholesde
schemes gengdly hes had spillover benefits for the adminigration and management of
funds for super, non-super, corporate treasury, and offshore moneys. Principdly, these
benefits flow from the more focused and compliance centred operations of MIA

regulated schemes.

9. Implications for Superannuation

Superannuaion has been a mgor bendfidary of this development, meaning as it does
that superannuation fund members have the trustee benefits of SIS and MIA operating
in concert to protect their moneys.

In this regard, the comments of the Senate Sdect Committee on Superannuation and
Fnancdd Savices, in its ssoond Report on Prudentid Supervison and  Consumer
Protection for Superannuetion, Banking and Financid Sarvices, are highly rdevant.

The Committee examined a number of case dudies, including one on the activities of
Commercdd Nominees of Audrdia Ltd, in rddaion to which it conduded (a paa
4.107, page 45 of the report);

“In the view of the Committee, one of the man problems associated with CNA
and its trusteeship of the ECMT was the investment gpproach undertaken by the
trusees. The Committee condders that the underlying problem of CNA’s
invetments is that they were operating under the old trustee manager regime.
Had the invetments been made under the MIA, the problems may not have
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occurred, because of the controls that exis under that Act. For example, the
MIA requires a managed invesments scheme to invest only in goproved
schemes.  While under the Act an invesment can 4ill be mede for example in a
mushroom fam, this can only be done if dructured under a MIA
vehide/arangement which provides:

= the protection of having independent directors,
=  complianceplans

" prospectuses,

= continuous disclosure; and

» increased ASIC supervison.”

10. Compliance Plans and the Compliance Audit Process under MIA

Under MIA, each scheme must have a plan that meets criteria set by ASIC and which is
sgned by the directors of the RE. A compliance plan is described in the explanatory
memorandum to the MIA &s

“ ... a document that will st out the measures that the RE will goply in
operding the scheme to ensure compliance with the Law and the scheme's
conditution. The compliance plan will st out the various checks and baances
to be in place to ensure that the scheme is operated in accordance with the
requirements of the scheme' s congtitution and the requirements of the Law”.

Compliance plans must be lodged with ASIC and compliance by the RE with each plan
is required under the Corporations Act (S502FC(1)(h)).

RE's ae required by lav to monitor thar compliance with compliance plans  This
monitoring responghility is imposed on the board of directors where & least hdf of the
directors are externd directors and on the compliance committee where the board does
not meet that requirement. In addition, an externd auditor must audit compliance with
the plan annudly.

In our view the MIA requirement to have compliance plans independently audited, on
an anud bass judifies increesed comfort on the pat of investors as to the internd
operations of scheme operaiors.  According to IFSA sarvice provider members, most of
whom have been a the forefront of these deveopments the process gpplied by audit
professonds haes combined the <kills of the audit practice with the sills of the
compliance practice. The agpproach adopted for the compliance plan audit, for ingtance,
has usudly been developed to include the key features of Audrdian Standard AS3806
— Compliance Systems requiring auditors to asess the effectiveness, not just of
accounting controls, but dso the adequacy of senior management commitment, culture,
training, reporting and complaints handling.

The recommendations for improvements aisng from compliance audits are asssting
organisations to identify and ded with any weeknesses in ther overdl compliance



frameworks, as wdl as controlling breskdowns or breaches that require action. This
ongoing interaction between the compliance plan audit and the SRE sarves to improve
the focus on compliance and the rigour with which it is goplied. The dautory audit
helps to ensure tha an RE adopts a philosophy of continuous improvement,  which
addresss the laest devdopments and requires the compliance plan to be continudly
updated to reflect regulatory, business and operationd changes.

The MIA requirements that a compliance plan be produced and then audited hes
therefore, been indrumentd in focusng organistions on the importance of the
compliance framework and the implications of operaing with an inadeguate
management  system. Sarvice providers report that the continuous didogue between
auditor, SRE and compliance committee has focused condderdble dtention on
compliance improvements and driven a culture of continuous improvement throughout

the managed investments indudtry.

From the RE pergpective, the compliance plan audit requirement is reported as
providing them with a very powerful incentive to continuadly review the rdevance and
effectiveness of compliance plans. IFSA member companies report that they undertake
year-round work to ensure progress is beng made in devdoping and improving
compliance plans. The presence of compliance committees in most companies provides
a focus for management in gopreciaing the importance of compliance and fadilitates
the devdopment of a ‘compliance culture - much more effectivdy than did the
‘presence of an externa compliance entity.

11. Effectiveness of Compliance— The Roleof ASIC

ASIC's raole in reation to compliance is a vitd pat of the MIA regime for managed
invesments. It is not aways fully appreciaed that, in addition moving the regulatory
regime to one based on responshility by a dngle entity, MIA dso indituted another,
equdly fundamenta change, in the pivotd role it alocated to the regulator.

The dud or multi entity modd was essntidly sdf-regulatory in character, with the
ASC acting as a ‘back up regulator’ to the trustee companies. Under this regime, with
its absence of direct statutory duties, neither the ASC or trustees had coercive powers of
the kind that ASIC is able to exercise under MIA. Any powers that trustees may have
had in theory were, in practice, saverdy condrained in their exercise by nature of the
commercid relationships that existed between managers and trustees.

The MIA regime recognizes thet, while day to day supervison of MIS operdions can,
in redlity, only be accomplished by a sysem of internd checks and balances integrd to
day-today opeaions, via compliance plans independent boards and compliance
committees, the efficacy of these measures must be reinforced by the presence of
datutory duties and an externd regulator with investigative and coercive powers.

ASC Powers
ASIC has extensve powers in rdation to the establishment of managed investment
schemes, as wdl as in rdaion to monitoring, and if necessay contralling, the



management and operation of such schemes. It ds0 has extensve powers with regard
to survelllance and investigation and access to awide range of enforcement powers.

Under these various powers, ASIC isable to;

- check schemesfor compliance a any time

- invedtigate where it has resson to bdieve that a contravention may have
been committed

- direct that an SRE give it information about its compliance plan

- require persons to give dl reasonable assgance to its invedigaion and to
appear for examination

- require the production of books

- obtain enforcesble undertakings

- revoke or sugpend SRE licences

- require modifications to compliance plans

- deregister schemes

- indigate avil pendty procesdings

- prosecute offences.

ASIC actively assesses compliance plans a the time of lodgment ie as pat of its
assessment in deciding whether or not to regiger a MIS.  This active condderation
extends to assessment of whether or not a RE has desgned messures which are
“...adequate to address the risks of (an RE) not complying with its obligations (ASIC
PS 132).

Together with its power to require modification of compliance plans ASIC has
therefore, been indrumentd in ensuring tha RE compliance plans are meaningful
documents in relation to which levels of compliance can be properly audited.

The practica effect of ASIC's involvement in this regard has been to reinforce the
abovementioned increese in awareness and understanding of the need for commitment
to compliance with the law, scheme conditutions and ASIC licence conditions. IFSA
member companies report that this commitment to compliance is now integrd to the
‘culture of RE soperating at the ‘financid assets end of the market.

ASIC's broad and vitd role in the MIA invedor protection matrix makes it essentid
that the regulator is adequately resourced in the future. IFSA fully supports the way in
which ASIC has gpproached adminidration of the regime since its inception.

12. ASIC Review of Surveillance Outcomes 2000 — 2001

ASICs recently reessed Review of Survellance Outcomes is illudrative of the
importance and effectiveness of its role in the MIA regulatory regime.  While this
review rdated principdly to smdler managed invesment schemes ie manly those with
aaxdts of less than $250 million, concentrating particulaly on the smdl mortgage
scheme sector, ASIC aurvelllance reveded a dgnificant number of breaches of
compliance plans, licence conditions and the law. It is very important to note with
repect to ASIC's findings, however, tha its survellance was targeted ie that ASIC
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concentrated  its activities in aeas where it most expected to find compliance
weaknesses and breaches.

ASIC's powers endbled it to quickly take a range of remedid actions on behdf of
investors, & the same time encouraging greater levels of management commitment to
compliance through the very red threat of further sanctions.

It is IFSA’s view that, under a regulatory arrangement relying on private ®ctor externd
compliance entities, such as that which exiged previoudy under the pre — 1998 laws
the breaches identified and remedied by ASIC would never see the light of day, much
less be remedied s0 swiftly. Publicity and remedid action such as that undertaken by
ASIC as a result of its survellance activities has a sdutary effect in terms of driving
senior management  commitment to compliance, especidly a the smdl and busness
scheme end of the management investment scheme sector, which has tradtiondly been
an area of particular vulnerability for retall investors.

13. Scheme Governance and Accountability Under MIA

The cornerstones of effective and accountable scheme governance under MIA are;

- impogtion of clear, datutory, trustee style duties on asingle entity;

- drict lighility of the SRE for the actions of its agents;

- requirement for substantia compliance infrastructure within SRE's

- independence of boards of directors and compliance committees

- requirement for independent audit of SRE compliance;

- ative role resarved for the regulator in registering schemes, licensng SRE's
and monitoring compliance.

Member Rights

The MIA provisons seek to provide a safe and accountable environment for investors
who, by ddfinition, are not involved in the day to day operations of schemes — an
environment in which the dructures and processes required by the law and active
involvement of the regulator will serve to protect interet holder rights and interests
without their needing to exerdse vigilance and judgement on their own behdf.

Under MIA, scheme membes have rights to didributions, to enforce compliance by
those operating the scheme and to receive certain information. In paticular, members
dautory enforcement rights are extensve in Stuaions involving breaches of the law or
the conditution by the RE.

It should dso be noted tha the Financid Service Reform Act will further strengthen
investor protection under the MIA provisons by introducing new rights of cooling-off
and transaction confirmations, together with a compensation regime for retall investors.

Members do not, however, have the right to involve themsdves with the management

of the scheme — they are not empowered to give directions to the RE, which, under
601FB, hasthe duty to operate the scheme on their behdlf.
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Member Powers

In resarving only the most fundamental powers to voting by interest holders (see below)
the regime acknowledges that the pillars of MIS governance are quite different to those
that support the essentidly sdf — regulatory governance regime for companies, in
relaion to which some commentators seek to drav overly smplidic andogies for
governance purposes.

The MIA confes on interet holders the right to vote on fundamentaly important
matters, asfollows

- amending the scheme conditution (unless the RE reasonably condders the
proposed change will not adversdly affect members' rights);

- removing the RE;

- gpproving the gopointment of anew RE;

- vetoing certain related party transactions;

- winding up the cheme.

Duties of SRE Officers and Compliance Committee Members

A wide range of duties is imposed directly on RE officers under section 601FD,
including, under paragraph 601FD(1)(c), a paticular duty to prefer the interests of
scheme members, i€

“An officer of the reqpongble entity of aregistered scheme must:

(c) act in the best interests of the members and, if there is a conflict between the
members interests and the interests of the respongble entity, give priority to the
members interests,....."

This is a paticulaly important provison and one which is often overlooked by
commentators  seeking to import  shareholder control  mechanisms to MIA on the
assumption that the later regime does not ded adequately with potentid conflicts of
interest on the part of MIS directors.

MIA aso provides for accountability by compliance committee members,

- Section 601JD(1) subjects compliance committee members to honesty, care
and diligence duties with respect interest holders;

- Section 601JC(1) imposes a dear reguirement on committee members to
monitor, report and assess compliance;

- The later section dso effectively requires compliance committee members
to report breaches of the compliance plan, subject to a materidity test ie
anything tha is likdy to have a materid adverse impact on unit holders
must be reported by compliance committee members.

Managed Investment Scheme not directly Analogous to a Company
In drawing andogies with the company shareholder, commentators often ignore both

the essntid differences as between the legd podtion of unit holders in a trust and
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shareholders in a company and the exiding accountebility messures that goply to
operators of managed investment schemes.

As with the regime which preceded it, MIA is predicated on experience that investors
will not seek to participate activdy in the affairs of the trust. In the experience of IFSA
members, this is in fact the case. The vast mgority of investors in regisered schemes
deliberatdly seek to earn returns on their capitd by pladng it in the hands of expert
investors — professond invetors and managers who will invest, on ther behdf, in
underlying assets and enterprises. Such investors do not seek to involve themsdves in
the governance of their chosen schemes, in the norma course of events.

While it is not difficult to drav smpligic andogies between the rights of company
shareholders and interest holders in registered schemes for the purpose of advocating
gregter leves of involvement by the later, it is arguable as to whether closer dignment
isjudifigble.

Many of the powers reserved to shareholders are for the purpose of guarding agangt
company directors unfairly resolving conflicts of interest - hence shareholder rights in
reladion to goprovd of directors remuneration, for example  In rdation to this
example, directors remuneration is not directly andogous to the fees received by RE's
for operating maneged invesment schemes. A company director does not pay for the
operdtion of the company out of his or her remuneration — such remuneration is a
persond reward for undertaking the responshility of directing the company. RE fees,
on the other hand, cover the cost of al operationd expenses for a scheme eg investment
expenses, legd fees, compliance cods, audit codts, prospectus costs and costs
asodiated with investor communications, €.

Company directors are not subject to the same trustee style fiduciary duties as RE's and
nor are they subject to the same drict regulatory regime. RE's are subject to a much
more intense levd of regulaion than ordinary companies, both via ASIC, the datutory
duties applying to ther independent boards compliance committees and compliance
plan auditors.

14. Interest Holder Communications

IFSA is aware that ®me interest groups advocate the mandating of annua meetings of
managed invesment scheme interest holders as a means of gSrengthening governance
under MIA. The principle rationde advanced for this podtion is that managed
invesment schemes are, to dl intents and purposes, andogous to public companies.
For the reasons st out bdow, IFSA does not concur with ether the view or the
rationde.

Firgly, the large cogts associated with caling and organisng unit holder medtings. The
cods of notifying members and providing venues to accommodate very large numbers
of invegors (induding video links) ae pad drectly out of invesors fund, and
experience during the trangtion to MIA demondrated clearly that such expenditure was
invariably wasted — invetors showed virtudly no inclination to participate in meetings.
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IFSA member companies were required, in reaion to a great many funds, to hold unit
holder meetings a the time of trangtion to MIA.

During this period, ASIC gave rdigf from the requrement to hold meetings to choose a
reponsble entity where a notice was sent out and, after 21 days, not more than 100
members, or members holding together 5% of units, had responded requesting that
meetings be convened. (Thesxe thresholds are the same as those in section 2521 of the
Corporations Act for membersto requisition ameeting).

Secondly, the ingbility of members, a a meding or otherwise, to direct the trustee with
regard to the carying on of the business - the role of trustee is not directly comparable
to that of a board of directors of a company. The later owes its duty to the company
itsdf not, as in the case of the trusee, directly to interest holders as beneficid owners of
the property held on their behdf.

Thirdly, choodng an investment manager to make invetment decisons on one's behdf
is not directly andogous to invesing directly in a budness enterprise.  If interest
holders, for example ae not hgppy with a paticular invesment draegy, they can
uudly switch to a different drategy a minima or no cost to themsdves. For
investors to have a say in decisons about investment drategies and decisons would run
contrary to the very raionde for, and definition of, “Managed Invesment Scheme’, in
the Corporations Act.

IFSA would not, therefore, support any move to require RE's of large, financid asset
basad schemes to indtitute regular meetings of interest holders.

Consumers should, however, be made aware of their rights and we would not oppose,
for example, a requirement for annua accounts and reports to contain materid drawing
the exigence of 252 to members dtention ie reminding members that, if they want
an annud meeting to be hed to discuss the accounts and the operation of the fund for
the year, they can requidtion a medting if a least 100 members or members with a
least 5% of unitsthat can be voted, request it.

15. ‘Small’ Schemes, Business Schemes, Tax Effective Schemes

While not wishing to comment in detal on the effectiveness of MIA governance
requirements in reation to smal, busness based schemes (eg tax effective schemes,
agriculturd schemes etc), IFSA appreciates that these may give rise to specid concerns
relevant to any review of governance and compliance issues. We expect ASIC would
be best placed to comment on the effectiveness of MIA in rdation to smdl schemes.

Speculdive, tax-based schemes of the type scrutinised earlier this year by the Senate
Economics References Committee should be dealy didinguished from mansream
managed invesment schemes, notwithstanding that both ae regulaed under the
provisonsingerted into the Corporations Law by the MIA.

Negative experiences by investors and negdive publicity in relation to such schemes
have the potentid to infect overdl consumer attitudes to MIA regulated schemes,
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gengdly. The invesment community as a whole, therefore, has an interest in ensuring
that consumers of these products are adequately protected.

The MIA definition of “managed invesment scheme’ encompasses a very broad range
of invesment arangements, including maingream public unit truss (often referred to
as managed funddinvestments) and those schemes, which are often described as
“enterprise schemes’ (or “busness schemes’), such as agriculturd  schemes, film
schemes and amdl scde propety devdopments. By virtue of the very broad scope of
the rdevant legd definition, both enterprise schemes and mandream managed
invetments are regulated under the MIA provisons of the Corporations Act.  Together
with the fundrasng and disdosure provisons, this provides for a rigorous regulatory
regime for dl managed invesment schemes, be they smdl schemes or maingtream
public unit trusts, notwithstanding their vastly differing characters.

16. Costsunder MI1A

It should be noted at the outset that the terms of reference for the ALRC Review was
concerned only with the efficacy of exiging and potentid regulatory regimes and did
not extend to condderation of the codts of different options addressed. The review was
intended to address issues relevant to the efficiency and effectiveness of the then legd
framework for collective invesment schemes and whether there was a proper level of
regulation of the various kinds of schemes.

The emphads that was placed on cods during the period prior to introduction and
passage of MIA was in IFSA’s view, quite ingppropriste, ddiberaidy diverting
atention from fa more important issues  Esimates publicised a that time were
unverifiable and speculative. Thered cogts, however, are now known.

Costs- Current Research

The atached survey of managed invetment cods, undertaken by KPMG for IFSA
(Appendix 2) provides informetion on the effect of MIA on fees and charges pad by
invesors, as wdl as on indudry cods ovedl. The dda reveds inter dia, that snce
introduction of MIA on 1 July 1998, there has been an overdl dedline in the totd
weighted average MER of 2% (or 3 bass points). This reduction in MER trandates to
an annudised cost saving of approximatdy $26.8m.

It should be noted thet these cogt savings are in nomind dollar teems and that, during
the two years of opeaion under MIA, the operating economic environment has
experienced an increase in the CPl (over two years) of about 4 per cent. In effect,
therefore, the $54 million in saings would have been grester but for incresses in
underlying wage and other cogts).

While we commend the attached report to the Review, as reveding some interesting
trends over recent years, atention should not be diverted from the fact that by far the
mogt important benefits accruing to consumers from MIA ae the modernisation of
Audrdids managed invesments industry and its vedly improved compliance regime
and practices.
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APPENDIX 1

| FSA Recommended Refinementstothe MIA Provisions

1 Roaleof the Custodian — IFSA recommendsthat MIA be amended to make it

abolutedly cdear that the cudodian is not lidble to investors when acting on
indructions from the RE. The legidation should ds0 be dear in gating that the
cudodian is not bound to inform itsdf of the teems of the scheme conditution,
compliance plan or offer documents, nor required to teke into account any of the
contents of any of those documents but bound to act only on the bads of the
respongble entity's indructions, whether it has actud notice of those documents or
not. This darification would, in our view, save cods by obviaing the need for
custodians to factor in a cogt of risk. More importantly, however, it would remove
any lingering doubt as to who is respongble to investors

2 Liability for Agents — IFSA recommends that the provisons be amended to
modify the ligbility of the RE for losses caused to the scheme by the default of an
agent where the RE can show that it has taken reasonable care and diligence in
secting the agent and monitoring it in the peformance of its duties — ie hring
MIA into line with SIS requirements in this regard.

Saction 601FB of the Corporaions Act imposes drict lidbility on responsble
entities for the acts of ther agents, even if an agent is acting fraudulently or outside
the scope of its authority.  Section 601GA(2) of the Law dlows the responsble
entity to date in the scheme's conditution that it may be indemnified, but only in
rdion to the proper peformance of its duties. An improper act by an agent, for
which liability would be imputed to the responghble entity, does not by its vey
neture amount to the proper performance of duty. The RE, therefore, must bear the
risk of its agent’s fraud or excess of authority, irrepective of its diligence.

Thee provisons have caused practicd problems in the operaion of MIA,
paticulaly in dtudions involving negotistions where a andl or foreign fund
manager, which does not have the resources to fulfil the duties of a regpongble
entity itsdlf, wishes to contract with ancther paty to jointly edablish a scheme
Liadlity for anwy default by foredgn sub-cusodians is typicdly a subject of
protracted debate, because it is not far for dther the RE or the fund manager to
bear responghility for this

Arguments to the effect that limiting the RE's liability for agents in the manner
suggested is inconggtent with the concept of “single responsble entity” are nat, in
IFSA’s view, correct. The same concept of single respongble entity is gpplied to
Superannuation trustees under SIS, While there is an equivdent of section 601FC
of the Law in SIS (see the covenants in section 52 of SIS, in particular 52(1)(e) and
52(3)), there is no equivdent of section 601FB. Under SIS, the standard expected
of superannuation trustees is that they must carefully choose and monitor agents.
Section 56 of SIS entitles a trustee to be indemnified out of the fund in repect of
any liadlity incurred while acting as trustee of the fund, except in the case of a
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breach of trugt (or if there is a civil pendty imposed) where the trustee has falled to
act honedly, or intentiondly or reckledy faled to exercise the required degree of

care and diligence.

It is quedionable whether the liadility imposed on respondble entities of non-
uperannuation managed funds should be grester than tha goplying in the
uperannuation  indudry, where  prudentid  regulation, tax concessons  and
prohibition on borrowing indicate thet investors funds are generdly intended to be
protected more dosdy. We recommend, therefore, that the liability of responsble
entities for ther agents be brought into line with the standard imposed on
uperannuation trustees.

Compliance Plans — the compliance process could, in our view, be made more
effident and more effective through a modification of the reguirement for such
plans to cover compliance with all provisons of the conditution and all provisons
of the Corporations Act redevant to schemes Such modification would enadle the
scope of plans to be reduced to require regular checking only in those areas where
conumes ae a dgnficat risk eg fees unit price cdculdions, custody,
compliance with investment mandates.

Fees and proper performance of duties — IFSA recommends modification of
section 601GA(2) to remove the reference to fees and the possble interpretation
that these cannot be cdamed by the RE unless it has propely peformed al its
duties — in its mog extreme gpplication, this interpretation of the present provison
could preclude a RE from ever cdlaming fees in the event of having committed a
breech not amenable to remedy by the payment of money eg late sending of a
notice.

Clealy, it is appropricte that the right of indemnity for lidbilites and expenses
should only be avalable in reation to the proper peformance of duties by the
respongble entity. This is condgtent with the usud right of indemnity of a trustee
out of trust property. The mixing of the reference to fees into this provison causes
confuson, however. A possble interpretation of the provison is that fees cannot
be cdamed a dl unless the respongble entity has properly peformed dl its duties
It has been argued that fees cannot be clamed unless the conditution specificdly
dates that the fees are only avalable in reaion to the proper peformance of
duties We ae unsure as to the possble meaning of such a dause in the
conditution. There are two possble interpretations, however, both of which ae
abaurd:  the proportionate approach, whereby if a RE has dolen 10% of the money
that it would be entitled to 90% of its fees or the “dl or nothing” gpproach which
would hold thet if the RE once commits a breach of duty, it is never gain entitled
to management fees. This second interpretation could be particularly problemetic
in the case of a breach which is not cgpable of remedy by the payment of money
such as the late sending of anotice.

IFSA suggests thet it would be agpproprite to amend the provisons to meke fees
the subject of a separate provison which says, amply, that the RE is not entitled to
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be pad fees out of scheme propety unless such fees are pecified in the
condtitution.

Vating — ASIC power to modify provisons — IFSA bdieves it would be usesful
for_ASIC to have the power to modify the voting provisons to endble it to fadilitate
the setting up of certain commercia arrangements as registered schemes where (&g
joint ventures) it is not dways appropriate for voting rights to be proportionate to
cgpita contributions.

Section 253C(2) dates that each member of a scheme has one vote for each dallar
of the vaue of the tota interests they have in the scheme. This requirement can be
ingopropriate in dtuations, such as joint venture arrangements st up as trudts
where, for various commerciad reasons, voting rights are not intended by the parties
to be proportionate to capitd contributions.  In order to fadilitate gpplication of the
MIA regime to a wider range of vehides, therefore, it would be useful forASIC to
have the power to modify the above providon in paticular cases One example
where such modification would be reasonably required is where a joint venture
trus needs to be set up as a regigered scheme in order that another registered
scheme be able to inves in it. In such a cae it may wdl be dedrable, for vdid
commercid reasons, for the joint venture trugt to issue some non-voting units.

Vating - Changing the responsible entity - IFSA dso recommends that ASIC be
given power to reduce the voting threshold in rdation to changing the RE.  Section
601FL (1) provides for the RE to retire by cdling a members medting and members
voting (by extreordinary resolution) on choosng a new company to be the RE. This
is an extremdy cumbersome, expensve and often difficult method of replacing the
RE. To obtain 50% of al possble votes of members regardless of the nature of the
scheme, makes it impossble to change in the case of some funds, and dmogt
impossble for mog.

Also, section 601FC(1) could be amended to dlow for the RE to be changed to
another company in the same group without member consent (section 601FK
dready provides that a company cannot be the SRE unless it complies with section
601FA ie is a public company and holds a licence to operate a regisered scheme).
A change of RE operating a fund need not be any different to a change in key
personnd within the same RE operating the fund, or a sde of the shareholding in
the RE itdf. The criticd issue is invedment dyle and a different company
operding the scheme might acquire the investment personne from the former RE
and even if it does not, the new RE might nevethdess continue the same
investment syle.

Related Party Provisons — IFSA bdieves it would be ussful, and would not
compromise investor protection, to except transactions between a trust and its sub
trugs from the rdaed paty goprovd requirements, in the same way tha
transactions between a public company and its dosdy hdd subgdiaies ae
excepted by section 214 of the Corporations Act;
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External Members of a Compliance Committee — IFSA recommends thet
condderdtion be given to qudifying section 601JB(2) so that a person only fals to
qudify as an externd compliance committee member if they have had subgantid
busness dedings “...which a reasondble person would expect to influence the
member in the peformance of ther duties on the committee” There ae many
kinds of busness deding tha might be regarded as “subgtantid” but which are not
of a kind that would offend the principle underlying the provison. The present
requirements exclude participation by many well qudified and worthy individuas.

Equal Treatment Provison — Differential Fees - IFSA srongly recommends that
the equa trestment provison (section 601FC(1)(d)) be brought into line with the
equivdent provison in 9SS, This would overcome the problems caused by ASIC's
interpretation that entry and exit fees for schemes are pat of the consderation to
acquire interests and, therefore, subject to the equa treatment provision.

ASIC's interpretation of the equd trestment provison hes adversdy affected the
ability of the managed investments indudtry to market its products and it has issued
policy which redricts the ability of RE's to offer discounted fee arrangements to
retal consumers. RE's are, as a result, unable to offer discounts to retall investors
on entry fees for specid offers, raionship rebaes for older or pensoner
invesors or for ther own employees The end reult is that retall investors are
prevented from accessing reduced entry fees for funds.

IFSA members and ther advisers have long maintained the view that entry fees are
the property of the RE, not the scheme itsdlf, and that the RE should be able to dedl
with them as such. We bdieve the current equd trestment provison inhibits
competition in the managed invesments industry, without promoting investor
protection.

ASIC sinterpretation and policy dso leads to an incongstency as between
investors who invest directly through the RE and those who invest viaan
intermediary. Currently, entry fees can be rebated to an investor by an
intermediary while a RE cannot waive or reduce feesfor aretail investor who
approaches them directly (eg viathe internet).

Notification requirements re top 20 unit holders (Annual Returns by
registered schemes — ss345 and 349). Many IFSA members have expresssd
concern & the requirement in section 349 of the Corporations Act for a registered
scheme to disdose the top 20 interet holders in sthemes, as this information is
confidentid and commercidly sendtive  Lodgement of an Annud Return with this
information in it makes the information pat of the public record and is likdy to
ubject interest holders to unwanted invasons of privacy and unsolicited offers.

This is of concern, in paticular, to dients of IDPS - like schemes (meder trusts),
who do not inves in the mader trugt itsdf but, rather, through the masgter trugt into
a number of undelying invesments. The amount invested through a mader trust
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may, in fact, amount to the totd wedth of a paticular client, raher than jus a
particular invesment with a particular company.

IFSA, therefore, seeks ether an amendment of section 349 to omit the requirement
for disclosure of the top 20 interest holders or a regulation enabling schemesto
withhold public disdasure of such informetion.

Agaregation of voting interets and subdantial shareholdings - IFSA
recommends that the subgantid shareholding provisons of the Corporaions Act
be modified in ther agpplication to RE's of multiple schemes and asociated RE's
Application of these provisons causes dgnificat problems by virtue of
shaeholdings in asxociated entities being aggregated for the purpose of the
subgtantia shareholding threshold.

Where there are a number of entities within a group holding shares in the same
companies, the threshold can be reached very quickly a this group leve, forcing
scheme operators to sdl shares in order to avoid breaching subgtantid  shareholding
limits.  In light of the regulatory purpose of these thresholds (tekeovers), the
difficulties caused, for example to index funds, and the conflicts that can be crested
between acting in the bet interests of scheme members and obsarving the
shareholding limits; itishard, in IFSA’ s view, to see the regulatory benefit.

. Definition of managed investment scheme/registration of a sngle scheme- the

definition of 'managed invesment scheme (section 9 of the Corporations Act) is
extremely broad and can sometimes be difficult to determine where a scheme darts
and where it finishes This is problemaic for ASIC, which is unwilling to regiser
severd trudts as a single managed investment scheme.

Under section 601ED(3) ASIC can declare a number of schemes to be dosdy
related, requiring each one to be regigered. While it is clear from the explanatory
memorandum to the MIA that this is an anti-avoidance provison, ASIC is rductant
to group severd different trusts as a single registered managed investment scheme,
which can be both inefficent and codly from an goplicant's point of view.
Legidative change is not necessary because ASIC has the necessary power but is
reluctant to useit. It would be useful to have the views of the review on thisissue.

Ability to regiger umbrdla conditutions - IFSA recommends that the Act be
amended to provide a fadlity for lodging modd conditution provisons that can be
incorporated by reference.  The bendfits of providing one congtitution for a number
of trusds would be dmplicdity and cog effidency. Strreamlining documentation
would dso make adminigration esser.

Provison for Modd Compliance Plans — IFSA recommends that an amendment
be made to permit lodgement of a ‘modd’ compliance plan by a RE, which can, in
whole or in pat, be incorporated by reference This would address a present
problem, whereby incorporation by reference of a compliance plan for an exiding
scheme requires the RE to file a change for al other schemes which incorporate
that plan by reference, in the event that the origind schemeisterminated.
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15. Amending the Congitution — IFSA recommends that section 601GC be amended

to daify tha interet holders must agpprove changes to the conditution which
adversdy affect the following;

= Didribution rights

= Withdrawd rights

= Voting rights

= Rightsto recaive information

= Rightsin respect of scheme property.

There is currently some uncertainty as to what is meant by “members rights’ in the
context of this provison, which pemits a RE to modify, reped, or replace a
conditution if it reasonably condders that the change will not adversdy affect

members rights. Othewise, a specid resolution of interes holders is required to
approve a change to the congtitution.
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APPENDIX 2

KPMG Cost Survey

Thissurvey is attached as a separate document.
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Executive Summary

This report is the first of a three-part report issued to IFSA in conjunction with the brief outlined in
section 2. This part specifically focuses on the results of our analysis of the fees and charges an
investor incurs through investing in registered managed investment schemes.

Our study identified the fees and charges incurred by an investor for access (entry), and advice
investment management and administration.

With respect to investor advice and access fees we noted there exists a large variety of structures
available to the investor. The publicly available data provides a guide as to the range of fees paid by
an investor as a result of their entry to a scheme. What is actualy paid by an investor cannot be
determined since the exact entry fee paid by an nvestor depends on a number of factors. These
factorsinclude:

m extent of advice received by the investor from their respective adviser;
m  nature of any fee rebates provided by the adviser to their respective investors ; and

m  method of access into the scheme by the investor (ie. whether the investor has invested through a
discount broker).

The data available therefore did not permit a quantitative analysis to be performed of access and
advice fees. In spite of the above variables, we are still able to conclude that over the past five years
the potentia cost to an investor of entering a scheme has reduced as a result of widespread rebating
by fund digtributors and the evolution of low cost distribution channels such as discount brokers.

Fees for investment management and administration are bundled and included as part of the
registered scheme's MER. For the period 1996 to 2000 we found there has been an overall
reduction in the weighted average MER of 3.92% (or 6 basis points). This reduction trandates to an
annualised cost saving of approximately $53.5m. The weighted average MER excluding cash assets
decreased over the same period by 6.25% (or 12 basis points).

Since the introduction of MIA on 1 July 1998, we found there has been an overal decline in the tota
weighted average MER of 2% (or 3 basis points). This reduction in MER trandates to an annualised
cost saving of approximately $26.8m.

With respect to the size of the MER, we noted that:
m MER’sare asset class specific;

m  asset classes which produced a higher range of expected return (and therefore arguably a higher
risk premium) attracted a higher MER; and

m schemes that were actively managed attracted a higher MER than schemes that were passively
managed.

2001_09 05 KPMG_MIA_Fees Report.doc - 5 September 2001 1
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| FSA Brief

This report has been prepared by KPMG who were engaged by 1FSA to conduct an analysis of the
levels and trends in fees and charges for retail managed investments products. In accordance with
the agreed IFSA brief, KPMG were specifically engaged to:

identify the fees and charges structures that operate in the Australian market for managed
investments, superannuation, master trusts and wrap accounts, including their interaction with
the advisory/access industry. Report on the development and trends of these fee structures over
the past 5 years,

identify fees and charges levels for managed investment products over the past 1, 3, and 5 year
periods;

report on future trends re the fees for managed investments, superannuation and master trusts &
wrap accounts, including their interaction with the advisory industry;

report on levels of fees in Audtraia relative to fees and charges in other overseas markets for
comparable products over al, 3, and 5 year period;

draw conclusions from the datain regard to “ What drives fee levels?’. Specifically, considering,
funds under management, product value and performance;

identify fee structures for competitive products such as DIY super and IDPS.

Resear ch background

Overview

This report is the first part of athree part report issued to IFSA in conjunction with the brief outlined
insection 2. This part specifically focuses on the results of our analysis of the fees and charges an
investor incurs through investing in registered managed investment schemes (“registered schemes’).

Products selected

Our analysis of schemes was undertaken on the basis of asset dass. The following asset classes
were separately identified:

2001 09 05_KPMG_MIA_Fees Report.doc - 5 September 2001

Domestic equity (both active and passive management)
International equity

Cash

Domestic bond

Internationa bond



213

214

2.15

kpmg IFSA
Retail Registered Schemes Fees and Charges
August 2001

m  Divedfied funds

With respect to diversified funds, three categories were separately analysed using ASSIRT criteria
These categories were:

m  Multi-sector 30 — Diversified income funds
m  Multi-sector 70 — Diversified baanced funds
m  Multi-sector 70+ - Diversfied growth funds

For all asset classes selected, with the exception of internationa bonds, KPMG were able to obtain
data for products, whichin aggregate covered between 75-80% of the FUM® of that particular class.
For the international bond asset class, the data obtained represented 50% of FU M* for that class.

Sour ces of data

Data was acquired through researching publicly available information over the past 5 years. With
respect to registered schemes, the data was sourced from a combination of prospectuses and
individua registered scheme financial statements.

Timehorizon
Our analysis of registered schemes covered the five year period from 1996 to 2000.

Disclaimer

The statements and analysis in this report are provided in good faith but rely upon the information
obtained as outlined above.

! Using FUM per ASSIRT Market Share Report — December Quarter 2000
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Overview of all feesand charges

Asis shown by the following diagram consumers are charged fees for the following services:
m  access and advice;

® investment management; and

m  adminigration.

The level of total fees that a consumer pays is dependent upon the method and type of access and
advice, investment management and scope of service that the consumer or their product demands.

It is aso relevant D note that fees are received by more than one participant in the managed
investments value chain.

The following diagram illustrates the nature of fees charged for each product and services offered
and identifies the parties involved.

The products and services provided may be sourced either from within the one organisation or from
different organisations.

Retail Funds Management
Value Chain

‘
set Manage Service
(Access & Assets A sset
Advice) (Investment) ‘ (Ad nistra |on)
A

Service Advice Returns Reporting
Provided: (Ease of Access) (Enhanced by (Enhanced over time)

wider offerings) Custody

Registry

Parties Adviser/Planner Fund Manager Fund Manager
Involved: Manager (Direct) Planner
Broker Service Provider
(Custodian, Administrator)

Fee paid: Entry Management Fee** Rolled up in
Entry/Exit Ongoing costs* MER
Trail

* Exclude transaction costs
** Often includes administration and distribution elements (eg reporting/custody and trail)

2001_09 05 KPMG_MIA_Fees Report.doc - 5 September 2001 4



311

312

3.1.3

kpmg IFSA
Retail Registered Schemes Fees and Charges
August 2001

Access and advice

Access and advice fees are paid to the party that introduces the investor to the scheme (eg: financia
planner, discount broker, etc).

Access and advice fees are applied in one of two ways.

m  up-front fees: or

m on-going (“trail”) fees.

Up-front fees are levied once only at the date the initial investment is made. Trail fees are applied
during the term of the investment.

An dternative to an upfront fee may be to charge an exit fee should the investor withdraw from the

product within a specified time. The exit fee is stepped to reduce to nil over time, should the
investor remain in the fund for greater than the specified time.

I nvestment management

Investment management fees are paid to the party which manages or invests the scheme property.
The fees incurred for investment management are included as part of a scheme's management
expense ratio (“MER”).

The IFSA definition of MER and its inclusons is contained in Appendix 1. These fees are

calculated as a percentage of the scheme’s net assets and are quoted in annualised terms. The MER
excludes dl up-front and exit fees.

Adminigtration
The range of administration services provided for investors in registered schemes incdludes:

m periodic consolidated and detailed investor level reporting;

m investor access to internet platforms for to up to date investment information and/or transactional
facilities;

m comprehensve taxation reporting at the individud investor level;
m timely processing of investor transactions and/or enquires.

In the case of registered schemes, the cost of administration services is generadly included in the
scheme’'s MER, irrespective of which party provides the service.

2001_09 05 KPMG_MIA_Fees Report.doc - 5 September 2001 5
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Registered schemes

Overview

The fees and charges paid by an investor in a registered scheme for access and advice, investment
management and adminigtration are embodied in the entry fee and the MER.

As outlined below, depending upon the eection made by the investor, entry fees may be paid
separately at the time of initial investment or “wrapped up” in the MER. Fees for investment
management are included in the MER. In addition, the cost of administering a registered scheme is
generally bundled and included in the MER without separate disclosure to the investor.

Access and advice

Investors pay a fee for access and advice when initidly investing in aregistered managed investment
scheme. Thisfee can be paid through one of two options:

m up front fee levied on theinitia investment; or

m  ongoing feelevied over the life of the investment.

Historically, the most common manner of entry for an investor into a registered scheme has been via
afinancia adviser. The service provided at this time was generaly paid “up front” by the investor,
based either on the time and expertise involved in the advice provided (“fee for service”) or on the
value of the investment (“upfront fee”).

More recently, fee structures have been amended to provide investors and advisers with the option to
lower (to nil in many instances) up front entry fees, and to replace this with atrail over the life of the
investment. Where this “dia up” option is utilised the investor will usudly incur a higher MER than
an investor that has elected an entry fee option. The difference between the MER’s in each case
approximates the fee.

Where this alternative has been made available, the trail fee has been in the range of 0.33 to 0.60%,
with the average being 0.44%.

The payment of atrail by the manager of a scheme to an adviser/broker may also take place without
an election being made by the investor. In these instances the manager bears the cost of the trail,
without a corresponding increase in the MER. This scenario has become increasingly evident with
the evolution of new distribution channels, for example, the introduction of discount brokers.
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The data which is publicly available provides a guide as to the range of fees paid by an investor as a
result of their entry to a scheme. What is actuadly paid by an investor cannot be determined from
these sources as, for example:

m upfront fees may be rebated;

m an adviser'sfee for service will vary from stuation to Situation;

m  where offered, the combination of entry fee and trail will vary from investor to investor.

The types and structure of the various fee options which are available to a retail investor are
summarised in the following table.

Method of access Typeof Levy base Termof fee | Accessand Range of fee
and advice fee advicefee
paid by
Financial adviser Feefor Time Provision of | Investor Various
service advice
Up-front | Initial investment Levied once | Investor Nil to 5%
only
Trall Investment value Term of Manager/ 0.33t00.60
(included investment | Trail may be
inMER) dialed up by
investor
Broker Up-front | Initial investment Levied once Investor Nil to 5%
only
Trall Investment value Term of Manager 0.33t00.60
(included investment
inMER)
Direct Up-front | Initial investment Levied once Investor 1t05%
only
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Buy/Sell spread

The price a which an investor enters or exits a scheme is usudly subject to a buy/sdll spread,

typicaly in the range of 0.15 to 0.50%. This spread is designed to meet the costs incurred by the
scheme in acquiring or selling investments at the time of entry or exit of an investor to or from the
scheme. As a consequence, the spread is “retained” within the scheme and is not paid to any party
involved in its operation. Investors of the scheme are therefore not disadvantaged by other scheme
investors purchasing or redeeming their respective investments in the scheme.

2001_09 05 KPMG_MIA_Fees Report.doc - 5 September 2001 8
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| nvestment management and administration

The fees an investor pays for investment management and administration are bundled together and
KPMG's andysis of investment
management and administration fees was performed by reviewing the trend in the MER" for

included as part of the management expense ratio (MER).

registered schemes.
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We performed an analysis of the historical trend in the size of the MER from 1996 to 2000 for al
core asset classes of registered schemes, the results of which are contained in the following table.

Asset Class Weighted Average MER?

1996 1997 1998 1999 2000
Domestic equity - active 1.88 187 184 181 178
Domestic equity — passive N/A N/A N/A 1.29 115
International equity 205 204 202 201 195
Cash 108 108 107 1.06 104
Domestic bond 160 150 139 137 138
International bond 187 184 182 183 174
Diversified funds— Income 162 154 148 145 147
Diversified funds- Balanced 202 195 192 188 1.86
Diversified funds— Growth 200 196 1.89 191 185
Total weighted average MER 1.53 1.53 1.50 1.49 1.47
Total weighted average MER (ex cash) 1.92 1.89 1.86 1.84 1.80

1 To maintain comparability where entry and nil entry fee alternatives were offered which resulted in a different MER for

the same product, the entry fee option was used in the analysis.

2 Weighted Average MER has been calculated using relative FUM weightings of the productsin our sample for the

respective asset class.
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The results of our analysis indicate that MER's have declined by between 3.70% to 13.75% from
1996 to 2000. The total weighted average MER across al asset classes has declined by 3.92% or 6
basis points. This trandates to annualised cost saving of approximately $53.5m.*

The total percentage decline per asset class from 1996 to 2000 is detailed in the following table.

Asset class Per cent decrease
Domestic equity — Active (5.32)
Domestic equity — Passive (10.85)
International equity (4.88)
Cash (3.70)
Domestic bond (13.75)
International bond (6.95)
Diversified funds— Income (9.26)
Diversified funds— Balance (7.92)
Diversified funds— Growth (7.50)
Total weighted average MER (392
Total weighted average MER (ex cash) (6.25)

As noted from the above table the size of the percentage decline in MER from 1996 to 2000 is not
consistent across all asset classes.

It isimportant to note that the decline in passive domestic equity products was largely due to the
introduction of alarge foreign passive fund manager mid way through 1999. The MER for their
suite of index products has only been reflected in 2000 data, which was their first full year of
operation in the Australian market.

I ntroduction of MIA

The Managed Investment Act reforms became effective on 1 July 1998. However, transitional
provisions provided a two year period from this date to register schemes with ASIC.

3 Based on ASSIRT FUM data as at 31 December 2000
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The more significant aspects of the introduction of the MIA were the remova of the trustee’'s
responsibilities with respect to retail unit trusts and their replacement with a more rigorous
compliance regime for responsible entities.

The following graph plots the timing of the introduction of MIA and the observed decline in tota
weighted average MER over time.

1.54
1.52

15
1.48
1.46
1.44
1.42

Years

Weighted average MER across all asset classes

Timing of the magjority of fund

0\.\ managers’ actual application |
\Xg\‘::\
MIA became T

effective 1/7/98

1996 1997 1998 1999 2000

Weighted Average MER (all asset classes)

* Weighted Average MER (all asset classes)
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The table below indicates the fall in MER by asset class in the period subsequent to the introduction

of the MIA.

Weighted Basis point

Asset class Average MER decrease
1998 2000

Domestic equity - active 184 1.78 6
Internationa equity 2.02 195 7
Cash 1.07 104 3
Domestic bond 1.39 1.38 1
International bond 1.82 174 8
Diversified funds - Income 148 147 1
Diversified Funds - Balanced 192 1.86 6
Diversfied Funds - Growth 1.89 1.8 4
Total weighted averageMER 1.50 1.47 3

As seen from the above table there has been a 3 basis point fall in the total weighted average MER

since 1998. This trandates to annualised cost savings of approximately $26.8m”.

5 Based on ASSIRT FUM data as at 31 December 2000
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Drivers of management expenseratio

In addition to the factors considered in section 4.3 in relation to the observed decline in MER's, our
brief aso required consideration be given to factors such as performance and product value as
potential drivers of fee levels.

Range of expected return

The following graph compares the size of the MER to the range of expected return for the following
asset classes:

m cash

m  domedtic equity — active ; and

m international equity

The range of expected return is defined as the percentage difference between return earned by the
product within the sample that achieved the highest three year return and the return earned by the

product within the sample that achieved the lowest three year return. Effectively, the range of
expected return is a measure of the volatility in returns for the products included in the sample.

MER v Range of return over 3 years
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The above graph provides some evidence that there is a relationship between the MER and the range
of expected return. This may suggest that the size of the MER for a particular asset classisin part
related to the relative risk premium for the relevant class of asset.

For instance the above graph illustrates that the international equity asset class has demonstrated a
greater volatility in returns than cash. The higher MER of this class is consstent with an argument
that the higher risk asset classes command a higher degree of management expertise and effort in
executing the investment management function. This trandates into higher management costs
associated with these classes of assets which have been passed onto the investor through the MER.
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The following graph plots the range of expected return to MERs for diversified funds.

MER v Range of return over 3 years
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In the above graph, the correlation between MER and range of return for diversified funds is less
clear between balanced and growth asset classes. The reasons for this are uncertain and do not
appear to relate to the strength of the product gradings between diversified balanced and diversified
growth (as they appear to be supported by the relative range of expected returns).

I nvestment management style

The impact of management style on the MER is clearly evident by comparing the MER for actively
managed products to passively managed (or index) products.

Actively managed Passively managed
domestic equity domestic equity

Average weighted MER - 2000 1.78 115

This variance in MER may be attributed to the higher cost associated with monitoring and executing
an active investment management style compared to the passive management style.

It is important to note also that the passive market in Audralia is a a much earlier point in its
product life cycle than the much more established actively managed equities products. Furthermore
the introduction of established foreign passive fund managers into the index market has significantly
reduced the MERSs for passively managed investment products.
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4.4.3

kpmg IFSA
Retail Registered Schemes Fees and Charges
August 2001

Goods and Services Tax (GST)

The review covers the periods 30 June 1996 to 30 June 2000. Given that the introduction of GST
occurred on 1 July 2000, the study did not include the impact of GST.

The goods and services (including the management fee) consumed by a scheme are generaly subject
to GST. Schemes are generaly permitted to claim a credit of 75% of the GST they incur.

The mgjority of current prospectus’ reviewed disclosed that managers anticipated MER’ s to increase
by approximately 2.5% as a result of GST. The increase in basis points from the impact of GST is
therefore dependent on the respective MER. For example, applying this increase percentage to our
weighted average MER data (from section 4.3.1), the implementation of GST would result in an
increase in the total weighted average MER of approximately 4 basis points.’®

6 Calculated as 2.5% of 147 basis points.
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Appendix 1- MER
IFSA defines the management expense ratio in IFSA Standard 4.00 as:

MER _ Fees + Recovered expenses- ITC ) x 100

Average Scheme Size

Fees include the following:
m  management fee (excluding up-front and exit fees);
m feesof the trustee; and

m  other fees which include:
- local and overseas manager fees;
- custodian fees;
- audit fees,
- trall commissions; and

- amounts paid to ATO under GST reverse charge provision.

Recovered expenses are expenses incurred by the operation of the scheme, these include:
m transaction costs,;

m  brokerage;

m  repair, maintenance and refurbishment costs;

m GST; and

m  Government taxes and charges for transacting on investors account if paid out of the scheme;

But exclude the following expenses:

m  Government taxes and charges for purchases and sales of securities (FID and BAD);
m income and other tax (excluding capital gainstax); and

B interest expense on specific borrowings.

ITCsare input tax credits received or receivable from the Australian Taxation Office.
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IFSA

Retail Registered Schemes Fees and Charges

Appendix 2 - Detailed Asset Class Data

August 2001

Domestic equity - active

Weighted average MER

Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 1.88 1.87 1.84 1.81 1.78 17.77 13.14 16.76
Low 1.71 1.76 1.73 1.66 1.66 (3.36) 8.30 11.20
High 2.08 2.00 2.00 2.00 2.00 21.16 | 16.62 | 21.11
Spread 0.37 0.24 0.27 0.34 0.34 24.52 8.32 9.91

Domestic equity - passive Weighted average MER Return (years)
1999 2000 1
Weighted average MER 1.29 1.15 7.75
Low 1.15 0.75 2.98
High 1.38 1.25 10.36
Spread 0.23 0.50 7.38
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International equity

Weighted average MER

Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 2.05 2.04 2.02 2.01 1.95 16.85 | 21.26 | 21.42
Low 1.50 1.50 1.50 1.50 1.50 (15.00) | 8.00 14.30
High 2.40 2.34 2.36 2.36 2.23 51.83 | 26.54 | 24.03
Spread 0.90 0.84 0.86 0.86 0.73 66.83 | 18.54 9.73
Cash Weighted average MER Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 1.08 1.08 1.07 1.06 1.04 5.06 4.37 4.55
Low 0.98 0.98 0.83 0.81 0.86 3.97 3.37 4.30
High 1.20 1.20 1.24 1.22 1.19 5.40 4.70 5.08
Spread 0.22 0.22 0.41 0.41 0.33 1.43 1.33 0.78
Domestic bond Weighted average MER Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 1.60 1.50 1.39 1.37 1.38 6.58 5.94 8.25
Low 1.25 1.16 1.16 1.12 1.10 -3.36 4.90 5.46
High 1.83 1.77 1.88 1.88 1.83 12.71 | 14.99 14.14
Spread 0.58 0.61 0.72 0.76 0.73 16.07 | 10.09 8.68
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International bond

Weighted average MER

Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 1.87 1.84 1.82 1.83 1.74 12.02 7.08 8.58
Low 1.54 1.60 1.55 1.63 1.50 8.11 451 7.00
High 1.94 1.97 2.37 2.35 2.42 15.36 | 10.54 10.90
Spread 0.40 0.37 0.82 0.72 0.92 7.25 6.03 3.90
Diversified - Income Weighted average MER Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 1.62 1.54 1.48 1.45 1.47 8.39 6.49 6.77
Low 1.44 1.3 1.17 1.12 1.09 591 5.40 6.10
High 2.11 2.09 2.06 2.09 2.04 10.22 8.35 8.92
Spread 0.67 0.79 0.89 0.97 0.95 4.31 2.95 2.82
Diversified - Balanced Weighted average MER Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 2.02 1.95 1.92 1.88 1.86 8.60 9.24 10.11
Low 1.93 1.83 1.71 1.62 1.60 3.10 5.60 7.73
High 2.22 2.12 212 2.09 2.04 13.98 | 12.40 13.29
Spread 0.29 0.29 0.41 0.47 0.44 10.88 6.80 5.56
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IFSA

Diversified - Growth

Weighted average MER

Returns (years)

1996 1997 1998 1999 2000 1 3 5
Weighted average MER 2.00 1.96 1.89 1.91 1.85 14.64 | 14.19 9.35
Low 1.64 1.63 1.65 1.65 1.54 1.20 | 5.80 7.27
High 2.23 2.17 2.15 2.25 2.23 21.50 | 19.62 | 13.30
Spread 0.59 0.54 0.50 0.60 0.69 20.30 | 13.82 6.03
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