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The Secretary

Senate Select Committee on
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Parliament House

CANBERRA ACT 2600

Dear Mr Frappdll

Reference:
Portability of Superannuation

The Invesment and Financid Services Associdion represents Audrdia’s leading
invesment managers and life insurance companies who are regponsble for investing
goproximatdy $620 hillion on behdf of over 9 million Augtrdians.

IFSA supports the portability of superannuation benefits as a key consumer
sovereignty measure. Superannuation is the private property of individuas saving for
their retirement, and should be subject to only those congtraints required to achieve
retirement incomes policy objectives. Ahility to choose, and change, among licensed
Superannuation providersis abasic consumer entitlement.

The draft regulations would provide an important improvement in the ability of
Audrdiansto place their superannuation in afund of their choosing.

Currently, many Audtrdians are not able to move their superannuation to another
Superannuation fund or superannuation provider unless they satisfy atrigger event or
condition of release under the Superannuation Industry (Supervision) Act and
Regulations (SIS). The draft regulations would extend the options available to these

people.

Full and effective disclosure isacritica component of consumer sovereignty. IFSA
continues to support effective fee disclosure in financia products, and believe the
financid sector reform legidation will achieve effective disclosure. Disclosure
reinforces consumer sovereignty, while some forms of regulation may actudly
militate againgt sovereignty. Regulation that ingppropriately limits competition is
particularly likely to erode consumer sovereignty.

Effective prudentia regulation is dso an important eement of consumer sovereignty
in superannuation. Individua consumers may not fed they have the capacity to
asess the safety and capacity of superannuation providers, and so an effective
licensing regime will improve consumers confidence in making sdections. 1FSA
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has supported the superannuation safety review, and continues to participate actively
in the development of the new legidation.

Current portability of superannuation benefits
Retail superannuation

There arefew, if any, limitations on the ability of individuas to transfer balances out
of superannuation funds offered by IFSA member companies. Full portability of
Superannuation is dready avallableto retall investors.

» Retal (persond) superannuation funds do not restrict the circumstancesin
which consumers can transfer their persona superannuation out of a fund.
Customers can request part or full balance rollovers.

=  The mgority of corporate superannuation plansin retail (employer) master
trust arrangements do not redtrict the circumstances in which consumers can
transfer funds. Part balance rollovers are widely available from these master
trusts dthough minimum baances may be required to prevent triggering
member protection.

= Some corporate superannuation plansin retall (employer) master trust
arangements may require a SIStrigger event (usudly leaving the employer)
before transferring benefits.

0 Insome cases, employers prefer that a SIS trigger event occur before
transfer.

0 Insome cases, the SIS trigger event rule is part of the magter trust’s
offering to employers.

0 Ineither case, the employer may be offering employees choice of
superannuation fund, and those employees who prefer another fund, or
afund with no transfer limitations, would not be in this master trust.

Retail (persond) superannuation funds and retail (employer) master trusts do apply
various busness rules to remaining balances after arollover.

= Persond superannuation accounts are offered subject to minimum baance
requirements as disclosed in offer documents. Remaining balances below
these minima may be closed.

= Corporate superannuation plansin retall (employer) master trusts may have
varied business rules on minimum account baances

Where an account isto be closed after transfer because the account would be below a
minimum balance requirement, retail funds have indicated they would prefer to send
the remaining amount to the chosen degtination funds, rather than to an digible

rollover fund.

Other superannuation funds

IFSA understands that some, perhaps many, corporate superannuation funds (funds
offered by employers, as opposed to master trusts) require a SIS trigger event before
trandfer. Thiswould usudly be leaving the employer by resignation, retirement or
retrenchment.
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IFSA undergtands that some multi-employer funds aso require a SIS trigger event
before transfer, and that some further restrictions may apply aswell — such asthose
intended to retain an account unless the member has left the industry in which the

fund operates. We understand that these requirements have decreased in recent years,
particularly among the multi-sector, multi-employer funds.

Defined benefit funds generdly do not alow portability of superannuation benfits,

for reasons that are widely accepted. Unfunded defined benefit superannuation
schemes routingly restrict portability of benefits, even after amember has left
employment. In many cases, the design of the fund or schemeis such that atransfer
amount could not be calculated — for ingtance, where an employee has not |eft
employment. However, many members of defined benefit funds could be readily
provided with atransfer value, and some members of hybrid schemes dready have an
accumul ation- style balance amount yet cannot transfer that balance.

Barriersto portability
Direct barriers

As outlined above, the principa barrier to portability occurs where fund or scheme
procedures require a SIStrigger event, a SIS condition of release, or some other
condition, before atransfer is permitted. The draft regulations would overcome this
barrier.

Exit fees

The terms of reference specificaly mention exit fees. Importantly, exit fees do not
directly prevent transfer of benefits, as some superannuation fund rules may do.

Exit fees on superannuation funds and products fal into four broad categories.

» Recovery of adminigtration and transaction costs. Completing atransfer of
Superannuation requires significant administration, to ensure that the transfer
has been successful not only in moving monies, but dso to ensure that the
recelving fund is a complying fund, that it will accept the trandfer, and that
the transferring fund has sufficient information to ensure that any surcharge
liability is effectively passed to the receiving fund. Transfers may aso
involve transaction cogts on fund assets, including adjustments to tax
provisons. Thisfeeisusudly adollar-based, fixed fee.

» Deferred entry fees. Theinvestor chooses not to pay an entry fee for advice,
and ingtead to pay higher ongoing fees. The product provider pays the advice
feeto the adviser up front, to pay for the advice given to the member. They
represent no more than 5% of the member’sbaance. A reducing exit fee
applies to recover the balance of the commission, should the investor leave
the fund within a set period. The exit fee reduces to zero after a set period,
for example five years, dlowing the investor to amortise the cost of advice.

A number of superannuation funds offer this option.

» Early termination feesin closed products. These feeswere setin
superannuation products offered through life insurance offices, and recovered
up front costsincurred by thelife office. They are often caculated on the
first year’s premium and reduce over a set period of, say, fiveyears. The
proportionate impact of these fees also reduces the longer a product is held
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because the firgt year' s premium becomes a smdler and smaller proportion of
the balance.

= Ealy termination of contract (traditiona policies— whole of life, endowment
or pure endowment). Traditiona policies were structured on along-term
bads usudly comprisng an investment and, in earlier years, an insurance
component. The contracts operated on the basis of a guaranteed maturity
vaue at adate in the future. Up front costs were incurred meaning thet in the
fira few years of operation, the surrender/cash vaue of the policy wasnil, or
sgnificantly less that what had been paid in. Defaulting on the contractua
terms would creste a significant gap between what would have been paid,
both as a guarantee and in bonuses, had the contract run to maturity. Provided
that clients have met the conditions of the contract, most traditiona super
policies have probably been in force for so long that this position no longer
applies. These contracts were formulated in a very different environment and,
given their long-term structure, do not suit early withdrawd or partia cashing
(athough bonuses may generaly be taken early). These contracts are no
longer offered.

Termination or exit fees, which smply meet the adminigtrative and transaction costs
of atransfer, do not represent barriersto exit. These costsonly ariseasa
conseguence of the member’ s request for transfer - it would be inequitable to
subsidise them from the remaining members of the fund.

Deferred entry fees are usudly offered to investors in retail superannuation funds as
an dternative to entry fees. Generdly, fee structures are flexible and investors can
choose the structure they prefer. These fee options are subject to disclosure
requirements. Since fees reduce to zero over a period of up to five years, deferred
entry fees do not represent a sgnificant barrier to portability.

Superannuation products with early termination fees, or adjusments for early
termination of contract, were commonly offered in the 1980's but the life insurance
industry has moved away from offering such products. Most have been closed for
more than ten years. These ‘old style books are being run down progressively and
they are estimated to be less than 5% of funds under management of dl retail funds
and magter trugts. As such, they do not represent a significant proportion of the retall
superannuation market.

IFSA isastrong supporter of full and effective disclosure of dl feesand codtsin
superannuation, and has worked closely with the Audtralian Securities and
Investments Commission (ASIC) to develop a comparative fee template.

In summary, IFSA does not believe that exit fees represent a significant barrier to the
portability of superannuation accounts. We do not believe a compelling case has
been made to regulate exit fee levels. We do believe that regulation of exit fees
would be counterproductive from a competition, choice and product design
perspective. Capping of exit fees would be particularly counter-productive: we are
firmly of the view that fees would tend to rise to match the levd of the‘cap’.

It would be very disgppointing indeed if asmal proportion of closed products with
early termination syle exit fees were to stand in the way of opening Superannuation
to higher competition and greater consumer sovereignty.
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Thedraft regulations

IFSA has made anumber of comments on the draft regulations directly to the
Treasury during the earlier consultation processes. Our concerns have generaly been
met, particularly in the draft provisons concerning information from the transferring
member.

We have suggested some minor changes to Treasury on these draft regulations.

=  We suggest the trustee need only comply with one transfer request in agiven
year. Indrafting terms, the obligation should only be mandatory if no request
has been made in the preceding twelve months.

=  Wesuggest that trustees be able to close a transferring account under the
fund’ s business rules — in particular minimum baances— and send the
remaining account balance to the destination fund with the bulk of the
transfer. Thiswould further assst account consolidation, and would more
accurately reflect investors preferences than would sending the remaining
baance to an digible rollover fund.

IFSA accepts the carve-outs for defined benefit and unfunded superannuation
amounts. Whileit might be argued that al Audtrdians should be able to choose the
uperannuation fund their retirement savings remain in, thiswould be difficult to
cdculate in some defined benefit arrangements.

Consumer protection measures

IFSA believes that consumer protection is best achieved though full and effective
disclosure, and by effective conduct and prudentia regulation.

IFSA has been active in developing uniform and effective fee disclosure measures.
We bdieve the financid sector reform legidation has improved, and will continue to
improve, disclosure to consumers, and that its licenaing provisons will improve the
quality of financid advice offered to consumers.

Given the processes to address both disclosure and prudential safety in
superannuation are well underway, IFSA does not believe further measuresin either
field are required in portability provisons.

Thank you for the opportunity to comment.

Yours sncerey

—

T P

5

Richard Gilbert
Chief Executive Officer
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