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Ref: SUPER 48] - Para 3

Supplementary submisgion to explain termiralogy in the Koy Featuras
Statemant

Managemant Expenso Ratio (MER)

The MER (Management Expense Ralio) has been used by many as & measure of ‘
the cost of running a fund. Itis maant to show what percentage of total assets are
expended each year (o run the fund.

The problem with the MER has been that it is not =asily undsrstood and there arc
many ways of calcutating the MER sa often people are nat comparing applss with

. apples. For example, the MER does not always reflact the total vosts af ry nnirg the

- changes lhe MER, which is now called the Ongaing Management Charge (OMC), is

fund if some of costs are netted against income. For example, manager fess for :
unlisted poaled vehicle. |
I

1

Thare have alse been examples where membars or prospective members have
been told incarrectly that the fund charges $4 par week plus a fee of 0.96% that is
effectively an asset charge. The facts are the fund has a MER of (1.96% which it
recovers by deducting $1 per week from the membears' accounls o cover
administration and trustee costs and the balance of the 0.96% MER, the invastment
management costs are deducted from investment earmings, before the crediting rate !
's applied fa the members' accounts. These mistakes of misraprasentations
probably occur often because the MER and charges are difficult to understand, and
sometimes bacause competitors or their advisers dellberately misrapresant the
facts,

The amandments 1o Regulations in 2001 covaring Product Discinsurs Statement
{PL¥3) give legal effect to the Financial Services Reform (FSR). Under these

expected to make f easier to understand the costs of unning the fund  Further, the
QML is expected to reflect ihe fulf cost of running the fund as costs proviously
netted off will need to be requirad to be added back.

The new OMC will show members and potential membsrs the cost of unning a
fund. However, it should be noted that the OMC has no relalionship to the achyal
amount charged to members, ASFA confirms this "The angoing management

charge should not be taken to be representative of the actual fee and charges and
expenses that will be borne by an individual™. There is nothing as far as | can ssa to .
stop & fund from charging @ mamber 100 imes its OMC. There is simply no direct |
relattonship what so ever between charges to membars and the cost of runnlng a I
fund. -

|
Yel some are claiming that the new disclosure regieirement will protect mambears by
makirtg it Basier o understand fees and charges. | don't believe this is so al all it
will simply make |t easier to identify and cormpare the costs of unnng a funa.
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| Whilst this is helpful It doos not solve the problam for mambers needing to i
. undarstand what fees will ba passed on to them and how will they be charged. |

| | believe that the most appropriate way to educate and disclosed to members the |
fees and charges for superannuation funds is to require the fund to show hiow the

' OMC will be recovered by the Fund and what impact the fees charged to the

' metriser will have on the end benefit.

1

| For example the OMC Recovery could be explained in the following way:

| THE FUND'S DMIC {Qngoing Management Charge| 0.96%

This tells you the partion of member assets used 10 run the

Fung and manage the investmeanis, !
| This iz Recovarad by: |
| ADMENISTRATION FEES DEDUCTED FROM YOUR ACCOUNT 0.43% |
of 0.55 cents per week pius a Contribution Charge of 0 51 !

cents par week |
| Plus: |
: INVESTMENT MANAGEMENT CHARGE AGAINST :
'I INVESTMENT EARNINGS 0.37% i
' This s the cost of managing investments. 1t i deducted from |
| tha investment sarnings. and the balance of investment 2arnings

are credited to your account. |
- CHARGE AGAINST RESERVES . 16%

| This is the cost of rmember protection and the shartfall of

| Administration fees deductad from members’ accounts

| i covar the actual administration charges of the fund. This o
any other £ost not passed on direttly to the member, is deducted
from reserves (f thers are na reserves it will be deducted
from Investment earnitgs.

e Then RN OTIND T Agn 19047
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Ref: SUPER 490 - Para 7

Feet and returna for (allocated) pension ('R15)

| The fues charged to members using IRIS are 1.2% per annum. This is deducled ?
| guarterly in arrears. Thore s also a %1 charge for pension payments made by bank |
transfar,

| Slhoe inception on 1/347 the average annuat ratum for the three investment
| options are |

Eecura & 3%t |

| Stzbie 7.7% |
| Growth 10.9%

'| T Z0/601 the saming rates were

| Sacure B.7%

| Stable T.f%

Growth B 70 |

Ref: SUPER 452 - Para 3

Balary continuance (“lncome Protecticn™) Product

| [ -

e conflrn that the CBUS Income Protection Product srrangement is totally axternal 1o
| the Fund. The arrangement negatiated using the CBUS purchasing powar ingludes a |
range of incame pratection products gt rates lower than those normally availabie to |
individuals or emplayers on their cwn.

| The arrangamant is onty avallable to CBUS membars or Employer Spunsars. The rmiain |
producls vihsed are general insurance products that provide greater acnass 1o cover at |
. shorter wating penads for the high risk ccoupalions existing within the bulding industry. |
| |
| The product recammended is dependent on the risk profle of the proposed Insured party. |
For exarnple, a predominantly white collar group would noamally be recammended the
| use of a Ife msurance proguct instead of the general insurance product. |
I
| Tha basls of operation is as fellows:

| |
i The products are available to: |

|
|+ Sait employed persons as policy owner '
«  An individual employee of a sponsonng employer whors the mdividual is the policy

—
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1T owner
|+  Employars ag policy owner insuring ther employees. ,
| «  Premium payments are the responsibitity of the policy owner and are nat related to
: superanuation confrlbulions ;
+ Adminisiration is provided by IFS Insurance Broking ar behalf of e undanwriter !
«  The underwriter provides the claims assessment and beneflt payments, |
|+ Pramium rmtes for ingividual's are published and standaid for all self emplayed and
indrvldual employes pollces
| «  Pramium mtes far smployers an: depandent on the employers employes
socupational mix and past claims experience where the employer [ transferring cover
from an altamative arrangerant.

! At piasent the poficies are mainly, if not [otally, seff empleyved persons ar individual
| employaes.
i

I
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