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SUBMISSION TO SENATE INQUIRY ON 'RETIREMENT PLANNING'

SUPERANNUATION:  FIND PLAN 'B'
A national policy priority 'superannuation' has not been delivered fairly to the Australian community. Fund managers and their commission-agent advisers are revealed to act more for themselves than their clients. The system is flawed. 

A recent co-ordinated  'attack' on the superannuation industry has come and gone without any practical evidence of it being noticed. When an attack is mounted by 'Choice' and ASIC and delivered by 'Four Corners', and it fails to get a clear response, it is time to worry.

It is time to find plan B. 

Plan 'B' has two parts: demystify the financial planning process and set competitive benchmarks for superannuation service providers. 

The last thing aging and vulnerable 'superannuants' need is an even longer, more detailed financial plan prepared by a financial planner intent on his own enrichment. What such Australians on-the-ropes need is some honest heart-rending advice, and if they simply speak to a few reputable financial advisers they get it -- usually for free. The unfortunate reality, however, is that these 'superannuants' are likely to be ripped-off if they actually accept a 'plan' which takes excessive fees, including as 'hidden' 'trailing commissions'. Even worse, few 'licensed' advisers will take a reasonable (fixed) 'fee for service' and inform these people that there is a very cheap way to take the advice -- put the money with an 'industry fund' that pays no commissions and has low fees. 

About financial plans -- one size fits many. Within minutes of meeting them, every financial planner has clients suitably 'boxed' There are three key questions  -- 'how long to live', 'how much to invest' and  'what other assets and binding relationships'. That is all a financial adviser needs to know to deliver the plan -- the hours of talk up close and personal is about building a relationship of (mis)trust so the customer will pick 'me'.  It is not a good business model. 

Too much emphasis is placed on developing 'individual' plans.  All individuals have much in common with many others and, ideally, those in similar situations would be given similar plans.  There is no magic here. Across the community there would be a manageable set of 'standard' financial plans and most would comfortably fit into one of them -- albeit individualised at the margin.

The debate might now focus on the development of an Australian Standard -- a standard for 'plans' and 'disclosure' of their pricing, and for industry protocols allowing safe switching between funds. Standards Australia could convene a Committee to develop an Australian standard for superannuation services. This is 'lighthouse' stuff -- the development of a guiding standard for superannuation services is now a public policy priority to be funded and expedited by government.

It should be possible to present the most important 90% of an individual's 'financial DNA', and a compatible plan, in a standardised format on one A4 page, chosen from a set of generic plans which are widely publicised. A standardised approach would see customers coming to financial planners knowing fairly clearly 'where they are' and 'where they are heading' and with a good idea of the current professional consensus about 'how to get there in the best financial shape'. Standard generic plans for different demographic groups would improve the efficiency of customers being competently advised about their superannuation options. There would be less 'headhunting' input from planners that though very costly does not convert to sold output. 

About competition for superannuation business -- the issue of 'disclosure' of product characteristics and pricing is reasonably in reach of an Australian Standard. Investment options standardised as 'balanced', 'capital stable' and 'growth' etc. would mean much the same thing from one prospectus to another. Another standard would relate to costs. Total costs and the components are important -- entry fees, exit fees, 'flat dollar' fees and ongoing 'percentage' charges. Current disclosure requirements simply do not inform customers effectively.  Customers are generally ignorant of 'industry funds' being the lowest cost providers of comparable services.  'Bench-marking' fee components would facilitate comparisons of costs -- and competition. The set of standards would be rounded out by administrative protocols to promote competition and protect customers switching from one service provider to another. 

This -- Plan B -- package looks more like a fair foundation for Australians to be given 'choice of fund'.

A year ago, in a set of articles published in 'CFO" magazine, I shared the experience of being  'rolled' by a financial planner and funds manager on my way to finding comfort in 'industry funds'. A couple of extracts capture the essence of what I said a year ago. 

"The superannuation industry is about to host a public policy confrontation.   It is an irony that only licenced advisers can give financial advice but the advice given is unlikely to be in the clients' best interests. A system that requires clients to be 'badly advised' surely cannot endure. Vulnerable customers stand to be 'fleeced' by fund managers cleverly advertising unfounded promises to deliver 'higher returns' and taking excessive fees, paid in part to commission agents operating as 'licensed financial planners'. Identical superannuation products are now offered in the same market at management fees differing by a factor of five. Why would a customer choose to pay five times as much as another for the same thing? Industry funds don't pay commissions and 'independent' financial planners do not recommend them to their clients." 

The confrontation has come, the 'consumer' attack has been launched and it has apparently gone largely unnoticed by the very people one would expect to be alarmed. The Government has said 'nothing' -- apart from reiterating its commitment to 'choice of fund legislation'? 

My views are now widely shared. Louise Sylvan of the Australian Consumers Association neatly says the system is 'structurally corrupt'. But the message has not got through. Last November the Prime Minister offended ethical small businesses, saying "Financial planners are in many ways a quintessential representation of the small business ethos of this country". 

The Prime Minister went on to say "…… we believe in choice in superannuation". Whether anyone else believes in it or not, the most vulnerable Australians -- the retrenched, the redundant and the retired -- already have no option but to make a 'choice of fund'. And the choices they are likely to be offered are a disgraceful reflection of an unbalanced society now allowing the 'rip-off' of the vulnerable by more powerful alliances of 'licenced' persons.

'Choice' is not objectionable but, as of now, consumers cannot reasonably get sufficient understanding of superannuation options to choose sensibly. There is a role for government here. Government should promote standards about the 'services' and 'products' offered and their terms of sale. For superannuation, it may be difficult to put back in its box what the community is 'jack of'. The nexus between self-interested financial planners and overcharging funds managers will need to be broken.

There is clearly a role for government here -- but there is no sign of the government playing that role

*(Peter Mair has superannuation investments in two 'industry funds'.)

Peter Mair    14 March 2003

