COMMONWEALTH OF AUSTRALIA

Officia Committee Hansard

JOINT COMMITTEE ON CORPORATIONS AND FINANCIAL
SERVICES

Reference: Structure and operation of the superannuation industry

TUESDAY, 6 MARCH 2007

MELBOURNE

BY AUTHORITY OF THE PARLIAMENT






INTERNET

The Proof and Official Hansard transcripts of Senate committee hear-
ings, some House of Representatives committee hearings and some
joint committee hearings are available on the Internet. Some House of
Representatives committees and some joint committees make avail-
able only Official Hansard transcripts.

The Internet addressis: http://www.aph.gov.au/hansard

To search the parliamentary database, go to:
http://parlinfoweb.aph.gov.au




JOINT STATUTORY COMMITTEE ON
CORPORATIONSAND FINANCIAL SERVICES
Tuesday, 6 M arch 2007

Members: Senator Chapman (Chair), Ms AE Burke (Deputy Chair), Senators Bernardi, Murray, Sherry and
Wong and Mr Baker, Mr Bartlett, Mr Bowen and Mr McArthur

Membersin attendance: Senators Chapman, Murray and Sherry and Ms AE Burke

Terms of reference for theinquiry:
Toinquireinto and report on:

The structure and operation of the Superannuation Industry (Supervision) Act 1993 and the superannuation industry to
ensure that it provides an efficient, effective and safe regulatory structure for the management of superannuation
funds, with particular reference to:

1

© 0 N O g s WD

e~
g s W N PR O

Whether uniform capital requirements should apply to trustees.

Whether all trustees should be required to be public companies.

The relevance of Australian Prudential Regulation Authority standards.

Therole of advice in superannuation.

The meaning of member investment choice.
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. Level of compensation in the event of theft, fraud and employer insolvency.

. Any other rel evant matters.
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Committee met at 8.59 am

BEASLEY, Mr Kevin, Chief Executive Officer, eo Financial Services Pty Ltd, appearing
for Professional Association Superannuation Ltd

FISHER, Mr Ross, Chair, Taxation and Superannuation Committee, Recruiting and
Consulting Services Association

CHAIRMAN (Senator Chapman)—I declare open this public hearing of the Joint
Committee on Corporations and Financial Services inquiry into superannuation. On 30 June last
year, the committee resolved to inquire into the structure and operation of the Superannuation
Industry (Supervision) Act 1993 and the superannuation industry. The committee has been
examining a number of industry-wide trends and sectoral issues to ensure that it provides an
efficient, effective and safe regulatory structure for the management of superannuation funds.
The committee is due to report to the parliament in June this year.

I remind all witnesses that in giving evidence to this committee they are protected by
parliamentary privilege. This gives special rights and immunities to people who appear before
committees. People must be able to give evidence without prejudice to themselves. Any act
which disadvantages a witness as a result of evidence given to a committee may be treated by
the parliament as a contempt. It is also a contempt to give false or misleading evidence to a
committee. If a witness objects to answering a question, the witness should state the ground
upon which the objection is taken and the committee will determine whether it will insist on an
answer, having regard to the ground which is claimed. If the committee determines to insist on
an answer a witness may request that the answer be given in camera. Such a request for in
camera hearings may also be made at any other time. The committee has before it your
submission, which we have numbered 56. Are there any changes or alterations that you wish to
make to the written submission?

Mr Beasley—No.

CHAIRMAN—That being the case, | invite you to make an opening statement, at the
conclusion of which | am sure we will have some questions.

Mr Fisher—I will speak on behalf of the RCSA. By way of background, the RCSA is the
peak body for the employment services business. As such, the RCSA represents employment
agencies and recruitment businesses of one type or another that largely represent the casual
workforce in Australia. The spread of industries covered by the RCSA is very wide. It coversthe
white-collar area, the blue-collar area, medical and teaching. As the casualisation of the
Australian workforce tends to increase, so do the types of industries represented. There is a great
deal of flexibility in the contemporary workforce.

The RCSA was very heavily involved in the development of superannuation in the early
1990s, initially in the awards superannuation issues that RCSA and its members faced, and later
of course with the superannuation guarantee. The concerns that we had were that we were
looking for a fund that could look after a highly mobile workforce working across a very large
number of industries in which people were regularly changing jobs and needed to have
superannuation payments made for them in a reliable manner. The RCSA made approaches to a
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number of existing industry funds with a view to finding a fund that would accommodate our
needs, and we were unable to do so. This was largely due, | think, to the recognition of the small
balances that were likely to accrue, particularly under the award superannuation regime where
the actual rate was quite low. Subsequently, the RCSA was involved in the establishment of the
Professional Associations Superannuation Fund and that fund has been particularly successful
and has been one of the underpinning success stories of the RCSA's development as a
representative of its industry.

We have supported Professional Associations Superannuation Ltd in analysing the responses
to this inquiry, and we really do welcome the opportunity to be involved. Our view of
superannuation in Australia generally is that the respective parties have done a very good job.
We think superannuation works pretty well. We have some comments that we would like to add
to the general reference points that have been raised but, in all, we have consensus with many of
the issues on the table, and with the other respondents to the inquiry.

What | would like to do, if I may, is step through the areas in the terms of reference where we
do have consensus and then | will ask Mr Beasley to talk on those areas where we would like to
add additional comments as to the terms of reference that have been put before us. | will step
through them briefly. On term of reference 1 we have consensus. We concur with the
recommendations made by the other respondents. On term of reference 2 there is consensus also.
As for term of reference 3—APRA standards—we would certainly like to make some comments
on that area. On term of reference 4—financial planning—we have some comments that we
would like to make. There seems to have been quite a variance in the types of reports and
responses that were made. On terms of reference 5 and 6 we would like to make comments.

On term of reference 7 there is a comment to be made. On term of reference 8 there is no
further comment. On term of reference 9—compliance costs—we have some brief comments
that we would like to make. On term of reference 10 we have some comments to make. As to
term of reference 11, we really think there is clarification required. On term of reference 12, we
generally agree that the consensus seems to be supporting that ‘not for profit’ is understood. As
for term of reference 13, we do not see that as a priority at this stage. On term of reference 14,
we believe that there is atool to handle that particular area. We will make comments on that. On
term of reference 15, the only point that we would make is the increasing need to get qualified
directors. We will talk briefly on that one if we may.

The other issue that we would like to talk briefly about is the potential for a concessional tax
consideration for small-balance members over 45. If | may, | will ask Kevin Beasley to talk
about that issue. By way of finalising this, we have spent quite some time analysing and
tabulating the various responses. Should the committee wish, we would be happy to table that
document for further consideration.

CHAIRM AN—Please do. You may table that now.
Mr Beasley—Yes, Chairman. It is probably easier for you to have a soft copy rather than a
print-out. The document follows each one and adds a commentary at the close. If it is

appropriate, we will send a soft copy through to you.

CHAIRM AN—Yes, please.
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Mr Beasley—I will comment more particularly on some of the terms of reference in terms of
our analysis of what the industry has generally said. | refer to term of reference 3 as to APRA
standards. We note that most of the respondents generally agree on and appear to be comfortable
with the APRA rules. They acknowledge that they are constantly evolving. However, one point
that we do note—and this is from our own experience—is that most people’s comments were
about ASIC and FSR, rather than about APRA itself. Perhaps that was not included in the terms
of reference per se of the committee, but that might be worth noting. In terms of ASIC, the
concerns are really about the problems that some sectors of the industry have working under its
regulations. Similarly, we believe that, and most of our concerns are in relation to those issues.

In terms of the role of financial planning, we covered the issues in our submission. Reviewing
those comments relative to what the other respondents have suggested, we believe that, while the
reforms have generally gone a long way towards addressing the issues raised—and this is
looking at them relative to the way that the others have been analysed—we acknowledge that
there might still need to be something done in relation to the prohibition of commissions on the
superannuation guarantee. We support the concept of specific product advice. We believe that
members should have the ability to pay for financial planning advice out of their account
balances. We believe, similarly to the rest of the community, that there are problems with lengthy
SOAs. We have very strong support for a much abbreviated, short-form, executive summary
style statement of advice that is to go even further than the current proposed reforms. So in
relation to financial planning we believe there are some additional issues that the committee
should look &t.

Moving on to references 5 and 6, member investment choice, there has been a fair debate in
the industry, and the industry has moved on, particularly because APRA itself seems to have
moved on in its interpretation. However, we concur with most of the other respondents in that
the trustee’s role is to choose the investment menu for the fund and to manage the investments to
support that investment menu. Trustees should not be required to interfere in a member’s choice
of investment, no matter how inappropriate that investment may appear.

Senator MURRAY—You say that because a trustee is a trustee, not a guardian. In other
words, they are not standing in place of somebody.

Mr Beadey—Precisely. | think too that the concept of the trustee as it applies to
superannuation needs to be understood in perhaps a different way than the traditional approach
in relation to a trustee. In relation to reference 7, SMFs, our submission and others have
suggested that one control device that might be appropriate—some people do take up SMFs that
are inappropriate—is to suggest a minimum account balance. We have suggested $100,000;
others might suggest $300,000. One way of monitoring and controlling the issue is to have a
minimum account balance that would be applicable. In relation to reference 9, cost of
compliance, the major problem is duplication, which in turn increases costs. Many of the
submissions have suggested, as we have, that the best solution is a single regulator bringing
together APRA, the superannuation related functions of ASIC and the SMF role of the ATO. We
support that thrust generally. Our belief is that the ATO should be responsible for tax only in
respect of superannuation.

With regard to reference 10, the appropriateness of funding arrangements for prudential
regulation, once again a variety of comments were made. Basically, in our view this comes down
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to an equity issue. Funding should be proportional to the risk profile of the fund, and that is what
we stated in our proposal. In regard to reference 11, costs of advertising, | think the market and
the understanding have generally moved on. Advertising is generally accepted by everybody,
provided it is in the members interest—for example, the economies of scale that benefit
members. We believe all advertising costs should be fully disclosed and justified in the
disclosure documents of the fund. Finally, most market players acknowledge that in a
competitive environment advertising is necessary. We concur with that view.

In terms of the understanding of the next main point, which is reference 14, compensation, our
submission suggests, as do some of the others, that the unpaid superannuation guarantee in the
cases of insolvency should be included in GEERS. We strongly support that for the consideration
of the committee.

Reference 15 contains a variety of different points raised by various people. In our particular
case we note that some parties have raised the issue of equal representation rules. In our own
experience, we believe that the committee should consider the issue of equal representation rules
and how they can be modified to allow for the need to appoint experienced directors with
relevant competency skills. We acknowledge that APRA have some broad rules in relation to ‘fit
and proper’, but we believe some further work is required to develop the high level of
professionalism required at the trustee level.

At least one of the submissions was talking about the inequity that currently exists in relation
to taxation, even after the latest series of changes. Although we did not cover it in our particular
submission, we would like to support that concept—that is, that there should be a tax concession
for those people aged over 45. Rather than a blanket removal of contribution taxes for that
period, we would suggest that perhaps it is removed for those over aged 45 with balances of less
than $200,000. We believe it would be administratively simple but, more importantly, more
equitable than a removal of the contributions tax for all members over aged 45. Our material
provides detailed submissions in relation to a range of issues. What Ross and | have tried to
cover is our analysis of the other submissions and where we feel emphasis is required to reflect
what we have put forward or where we have revised our commentary after understanding what
others have put forward.

CHAIRMAN—Thank you for your introduction. Can you explain how your proposa for
compulsory insurance to protect members against financial loss would work as against the
introduction of uniform capital requirements?

Mr Beasley—Thisisreference 1 in relation to the trustee structure?
CHAIRM AN—Yes.

Mr Beasley—The current situation that arises whereby trustees can insure for events seems to
be adequate in most instances. We propose that that be extended and covered automatically.

Senator SHERRY—Just on the same issue, could | clarify what sorts of other financial
losses—we are not looking at compensation in the event of theft and fraud, which is covered by
a separate mechanism—do you consider should be covered that are not currently covered?
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Mr Beasley—The problem with a lot of these things is that it is hard to anticipate what issues
might arise, but there are issues in terms of interpretation of insurance. In the past | think some
funds did get insurance wrong. Should the rest of the members in the fund have to pay for a
decision that was made four or five years previously? Certainly, issues of unit pricing are
endemic in the industry, which might require some understanding. Unfortunately, trying to
predict where the problems will arise is aways difficult. If we knew where they were, we
probably would take action against them.

Senator SHERRY —Accepting your concept, would it not be more cost effective if a fund
had a modest reserve to cover things such as unit pricing, for example? If you pay for insurance,
| know what will happen: the provider will make a dollar out of it, and | accept to some extent
that is inevitable with the current trustee insurance. But what about some sort of modest reserve
to cover those sorts of eventualities? | understand a lot of funds have reserves which they can
use for that purpose.

Mr Beasley—Our particular fund does use reserves. | personally am a strong believer that
reserves are a contingency. However, there is a lot of argument in the industry generally that
reserves are not necessarily equitable, so thereisatrend of moving away from reserves.

Senator SHERRY—In terms of the equity issue, is that not because reserves are sometimes
used to smooth out the rate of return or the declared earnings rate?

Mr Beasley—Besides that, there are a lot of cross-generational issues that creste the issue of
reserves, so there is quite a significant debate. We believe in the basic concept that there are two
options in providing for this outside of the fund: one via insurance and one via some government
initiated levy that would apply across the board. In my mind, the second probably has more risk
attached to it than does the individual fund being assessed for its own risk and paying an
insurance premium along those lines. | am in favour of the insurance primarily because of the
cross-generational transfer. 1t might happen only once in 40 years, and suddenly the members in
that fund at that point in time have to bear the very significant costs.

CHAIRM AN—Do you know whét it is likely to cost to provide this insurance?

Mr Beasey—For the current Pl type of insurance, you might be paying $100,000 for a fund
of $1 billion, so it is a relatively modest premium compared to the potential smoothing of the
outcome.

CHAIRMAN—You also suggest in your submission that using account funds to pay for
advice may contravene the sole purpose test. Have you received advice to this effect? Are you
aware of funds that are using or planning to use this form of remuneration?

Mr Beasey—Like many things, it seems to depend on exactly how you go about the process
as to the outcome. There are funds that have had advice that it is appropriate to debit members
accounts when it is very specifically and clearly in relation to superannuation. So it depends on
the detail.

Senator SHERRY—Are you aware of any ruling from APRA on this?
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Mr Beasley—Not personally. There may be.

Senator SHERRY—In the past | have raised the issue of salary continuance insurance and
whether or not it is valid within the sole purpose test. They give it the tick-off. That can be fairly
high-cost in terms of a member’s account. It is certainly more costly than TPD. | wonder, given
the cost here, whether or not it is going to be a problem. It perhaps would be interesting for usto
clarify with APRA when we see them.

Mr Beadey—The thrust of our submission is that we see financial planning as having
gradations moving forward. The current financial planning market is very much bespoke; it is
very much about an individual solution for an individual. For the sort of member in our fund, we
anticipate that a lower level of advice and a lower level of commentary are all that is required.
That is why we have quite deliberately tailored our submission along those lines—to recognise
that we have to move away from something that is going to cost $3,000 to get a level of advice
that satisfies the relevant regulators.

Senator SHERRY —Effectively—and we discussed this yesterday—you are looking at forms
of limited advice. There may be particular advice on level of contribution but it is not ongoing; it
Is once-off. It is the same with death and disability insurance and perhaps investment advice. So
Is your argument then that there is no need for continuity of advice on everything every ongoing
year?

Mr Beasey—I| am not a financial planner, but that is my view. | am sure the financial
planners would take a different view.

Senator SHERRY—I am sure they would, but | concur with your view.

Mr Beasey—For our membership, issues like that are once-only and are particularly relevant.
It seems to me that, if we want to be able to provide our membership with that sort of advice, it
IS appropriate to debit the modest amount against their account.

Senator SHERRY—Do you provide financial advice in any form at the moment?
Mr Beasley—No, we do not.

Senator SHERRY—Have you looked at this as an issue? Some of the funds with whom we
have discussed this either have done it internally, in the case of UniSuper, who have a licence to
do so, or have bulk purchased advice on contract.

Mr Beasley—There are members who may be seeking financial planning advice and there
may be names that we are happy to refer members to. We have focused our efforts on member
education, but we are finding that our efforts at member education are being complicated unduly
by the outcome of constantly hitting against this definition of personal advice. Once you head
over there, life becomes too difficult, too complicated and, for our membership, far too
expensive.

Senator SHERRY—Just on this issue, | noticed you argued in the submission for a national
database to smplify comparisons between funds. What struck me about the current arrangements
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in respect of fund advice, as distinct from internal advice within a fund, is the authorised list
system, where a planner can only recommend from an authorised list and the entity that they are
employed by places the products on the authorised list—which effectively restricts their ability
to recommend beyond the list, for obvious reasons. It just seems to me that, in the case of super,
that is not particularly relevant anymore, given there are only 300 superannuation funds. It is a
big number, but they have all been thoroughly licensed; therefore, why should we have an
authorised list system in the case of superannuation? Planners should be able to access the
required data on a fund to make a recommendation on any fund if they want.

Mr Beasey—I concur with your assessment that APRA itself provides some of the oversight
in relation to the superannuation funds. It might still be necessary, however, to have that central
database of fund comparisons, because fund comparisons at the moment tend to be done by the
research houses, such as SuperRatings, which are effectively funded by superannuation funds or
funds managers. | think there are massive conflicts of interest that flow from that situation.
Having an independent party, a truly independent party, comment and provide an analysis is a
preferred outcome, to my mind, and it is complementary to what you are suggesting.

Senator SHERRY—I can go to the web and look a most fund annual reports at the
moment—although some are not accessible—and go through the information and, | think, pretty
much evaluate anything you would need to know about a fund, with a few exceptions. But
APRA holding that information in a consolidated form, where you can quickly make analysis
judgements about levels of death and disability insurance, investment options, fees and those
sorts of things—is that what you would argue should be held?

Mr Beasey—Yes. But, separately, some members are more interested in the lowest cost for
administration, the lowest cost for funds management. They might be interested in insurance that
handles this particular aspect. Some funds have restrictions on the amount of insurance that they
provide and whether you are covered for particular employment conditions. So some form of
trawling ability provided by the independent authority makes a lot of sense to me. It also fitsin
with the concept of providing the information to the people who perhaps cannot afford to pay the
very high costs of the detailed analysis that financial planners provide.

Senator SHERRY —Thanks.

CHAIRMAN—I note you make some reference to self-managed super funds. Do you think
the Taxation Office is the most appropriate body to administer and regulate self-managed super
funds?

Mr Beasdey—SMFs have issues of tax, but primarily they are superannuation funds. Our
belief is there should be only one regulator and the SMFs should come under that regulator
because there are issues unique to superannuation that they need to consider. The taxation issues,
quite clearly, would be considered in the same way that any other investment or investment
product is controlled by the tax office. So you are left with two regulators in one sense, but the
Issues unique to superannuation sit, in my mind, with the superannuation regulator.

CHAIRM AN—AnNd who should be the single regulator?

Mr Beasley—An amalgamation of an APRA and an ASIC.
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CHAIRM AN—So you think ASIC and APRA should be amalgamated?

Mr Beadey—That is basically the suggestion that we and other parties have put in our
submissions.

CHAIRMAN—That wouldn't just apply then to superannuation, though; that would apply to
the regulation of the whole financial services sector, wouldn't it?

Mr Beadey—Sorry; could you say that again?

CHAIRMAN—If you are proposing that those two bodies be amalgamated, you are
proposing a maor change to the whole regulatory structure for the whole financial services
sector, not just superannuation.

Mr Beasey—In relation to superannuation in particular; our focus is only superannuation.
Superannuation is unique. Everybody is forced to save via superannuation. Because of the
mandated nature of the superannuation savings vehicle, it is appropriate that the government
should have special rules and perhaps special regulation in relation to superannuation. It is
probably the only investment vehicle that 70 per cent of the population will ever be involved
other than their normal house. It makes sense in my mind that there should be acknowledgment
of that unique nature.

CHAIRMAN—BuUt you cannot amalgamate those two organisations in relation to just the
administration of superannuation. If you amalgamate them, they become one body. That is going
to affect the regulatory structure for the whole of the financial services sector.

Mr Beasley—What we are really proposing is a unique regulator in relation to
superannuation, which might mean that the elements of superannuation go out of ASIC and
APRA.

CHAIRM AN—Okay. So you are proposing in effect a third body dealing specifically with
superannuation?

Mr Beasley—A superannuation specific regulator.

CHAIRMAN—I also note that you say that a $100,000 minimum balance should be a
prerequisite for the establishment of a self-managed super fund. Are you suggesting that that
should be the initial injection into a self-managed super fund before it can be established, or are
you proposing a timeframe over which the balance should aggregate to $100,0007?

Mr Beasley—We have suggested that except for where there is a financial planner who has
come up with a plan and suggested that the establishment of such a fund makes sense for an
individual. The costs of a self-managed fund are very significant and many people establish them
for the wrong reasons. What we are trying to do is encourage the consumer to not make that
decision unless they have very strong advice otherwise.
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CHAIRM AN—I do not think that you have addressed my question. My question was: would
you allow atimeframe over which the fund could grow to $100,000 as the prerequisite or does it
have to be $100,000 initial injection into that fund?

Mr Beasey—Our submission says either $100,000 or a financial planner’s assertion that it is
appropriate in that individual’s case. We would not put a timeframe. It is a categorical limit of
$100,000 or $200,000—whatever you choose to have—with an out that says that if there is
appropriate advice then they have the ability to set them up. It is very hard somehow to know
what is particularly relevant to an individual.

Senator SHERRY—Just on the SMSF issue, you refer later to compensation issues and theft
and fraud. But they are not covered by—

Mr Beasley—I do not believe that they should be. If the individual is in control of the
investments, they should not be covered by any scheme.

Senator SHERRY —Even theft and fraud? | am not talking about poor investment choices
within the sole purpose test but theft and fraud.

Mr Beasley—If the theft and fraud was outside of the ambit of the family members running
the fund—in other words, if it was their financial planner—I would expect that some form of
insurance would cover that issue. What | was specifically talking about was the risk that is
associated with members running the fund themselves.

Senator SHERRY—The reason | asked that question is that overwhelmingly the cases of
malfeasance, theft and fraud appear to have been in self-managed super funds over the last 20
years. With the commercial nominees case that you referred to in your submission, there were
lots of self-managed super fund structures underneath the entity and as part of the entity—not all
of them were, but some. What about a nice big disclosure on the front of every self-managed
super fund saying, ‘ You are not covered in the event of theft and fraud’ ? No-one involved in this
areathat | have met has any idea that they are not covered in the event of theft and fraud. Do you
think that that would be a suitable warning to them?

Mr Beasdey—T he short answer is yes. | share your concern in terms of the SMSF generally.
That is the area where there have been adventurous activities.

Senator SHERRY—I met with a couple of hundred Westpoint investors last week, about a
third of whom were conned, frankly—we are covered by parliamentary privilege; the court case
Is still going, though. They were conned into using self-managed super funds. | asked them how
many of them knew they were not covered in the event of theft and fraud, and not one of them
knew that. | think they would have had a lot of second thoughts if they had been warned about
that.

Mr Beasley—The question that you are asking is whether they have a case against their
financial planner. | think that could be an issue outside of merely the covering of the
superannuation fund per se.

CORPORATIONSAND FINANCIAL SERVICES



CFS10 JOINT Tuesday, 6 March 2007

Senator SHERRY—There are a lot of other issues: there is the fixed compensation Pl
insurance, which is open to contention.

CHAIRM AN—On the issue of disclosure you say that the rules should be amended to
remove any doubt about the validity of advertising. What is your view on disclosing the costs of
advertising and other services that might be provided by related third parties to superannuation
funds?

Mr Beasley—I think the annual report should separately itemise a variety of different sorts of
information, one of which would be advertising. | think it should be separately recorded, as
should be details of any major contracts that are applicable. | think open disclosure of all
information is the approach that we would prefer.

Senator SHERRY—That is not a requirement at the moment. Some reports have them in it
and some do not.

Mr Beasley—And, from looking at some reports, there are a variety of ways in which trustees
have elected to report information. It varies very significantly.

Senator SHERRY—I agree with that. Would you also extend that to executive remuneration
and trustees remuneration? Again, it isavery mixed picture in terms of disclosure.

Mr Beasley—The public company rules in relation to disclosure would make sense. That is
executive remuneration and direct remuneration. Effectively they are public companies.

Senator MURRAY —I have been concerned about—
Senator SHERRY—Aren't they private companies?
Mr Beasley—Yes, but in a practical sense—

Senator SHERRY—Yes, sorry; | accept that.

Senator MURRAY —L et us talk about that from alegal perspective. The entities which cross
over in the not-for-profit sector vary enormously, from companies limited by guarantee to small
associations. The Australian Accounting Standards Board is looking to develop a not-for-profit
specific accounting standard, taking into account the particular requirements that are necessary
in the sector. They are influenced by people for whom disclosure or reporting needs to be less
onerous, but my feeling is that they need to take account of all those charities, agencies,
churches, superannuation funds, health funds and so on, all of which fall within the not-for-profit
sector and have the same sensitivities—sensitivities about remuneration, percentage of
management costs and advertising and promotion. My belief is that you should have a principles
based accounting standard which is common to like entities, which is the point you made about
them being, in effect, public companies in their nature. My question to you is. are you aware of
any attempt by your industry to interrelate with the Australian Accounting Standards Board on
the issues of how your accounting standard should be structured to account for the particular
nature of not-for-profit entities in the sector?
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Mr Beasley—I am not personally aware, some of my advisers may be. My view would be, in
the first instance—

Senator MURRAY —Can you just check for the Hansard?

Mr Beadey—Are we aware? No, we are not aware. Generally | am arguing that, because
superannuation is mandated, it is acceptable to have special rules in relation to it. If an
individual’s biggest asset in life is in superannuation, it makes sense that they are different from
the local charity or whatever in terms of the impact on the individual if something goes wrong.

Senator MURRAY—They are not different from HBF or a major agency providing
employment services, they still have a degree of public responsibility which requires common
reporting.

Mr Beasley—I fully acknowledge that, in that sense, they do have the responsibility. But what
Is unique is the impact on an individual of having the majority of their assets in one location and
being forced by legislative mandate to do that. | agree with the principles approach, but what |
am saying is that there are particularities in relation to superannuation which | think could
suggest avery careful and special analysis of the reporting needs is required.

Senator MURRAY —Through you, Chair, may | ask whether the secretary to the committee
could check with the peak bodies of ASFA as to whether they have interrelated with the
Australian Accounting Standards Board on these issues at all.

CHAIRMAN—Yes.

Senator SHERRY—Not many have raised the difficulties with clearing houses in their
submissions, have you had any particular contact with the ATO about people being unable to
make a contribution to the account or knowing what to do with the money, the penalty
application and those sorts of things?

Mr Beasley—We have had discussions with the ATO and with other entities. A practice paper
was put out probably in the last two months that addresses virtually all of the points we have
raised in this submission. The outcome from the ATO was basically an acknowledgement of the
Issues and a way to address them in a practical way moving forward.

Senator SHERRY—Would any of them require legislative change?

Mr Beasley—It would appear not.

Senator SHERRY—The only other matter | want to raise is experienced directors in the
context of trustees, which you have raised. How would you do that? Are you suggesting that we
should have professional trustees and no lay trustees or that we should have a mix, or are you

suggesting that the mix of expertise on atrustee board is not right?

Mr Beasey—We come from the background where we are an equal representation trustee
board, which means that we have elections for our board.
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Senator SHERRY—When you say you have elections, are they elections from among all the
members?

Mr Beasley—From all of the members.
Senator SHERRY —OKay. That is unusual model, but | do know that it exists elsewhere.

Mr Beasey—In some senses it is unusual, but it would not meatter whether they were
appointed by a union or by an industrial body—the principle would still apply that, in this highly
commercial era, you want and need the relevant experience at the director level, the trustee level,
to address all of the quite complex issues that are before trustees today. | think that the game
today is totally different from the way it was 15 or 20 years ago. The complexities and
commercial constraints of some of these issues are massive.

Senator SHERRY—I understand that. It would be quite possible in the elective situation to
have an elected trustee and then find that APRA may say they do not provide sufficient expertise
to be sitting on the trustee board, in terms of the trustee group as a whole, but they have been
elected. It seems to me that that would be a quite possible eventuality. In the mix of expertise,
and | accept to some extent what you say, are you advocating professional trustees per se?

Mr Beasley—No. | am personally in favour of the concept of elections because | think they
actually provide a governance control on the trustee board in alonger term sense and | think it is
very important to have checks and balances. All we are suggesting is that there be some way
within that structure to make sure that the competency level of the relevant trustees or directors
meets a minimum standard, whether that minimum standard be experience or something else.

Senator SHERRY —For example, PS 146 courses seem to be in vogue—if | can use that
expression—and my understanding is that APRA does say to newly appointed trustees or to the
entity, ‘Go and do a PS 146 course in arange of areas.’ Do you do that?

Mr Beasley—In our particular case, all of our directors have reached minimum standards in
relation to superannuation knowledge. They are also members of the Australian Institute of
Company Directors. We have gone a long way to encourage minimum levels within our board.
As much as anything, that reflects our view that there is a requirement for a fair degree of
professionalism—but we do not necessarily want professional directors.

Senator MURRAY—Mr Fisher, you say in your submission that the RCSA is the peak
industry association for the recruiters and suppliers of part-time, casual and on-hire labour to
commerce and industry. | assume a substantial block of those people are locked out of the
superannuation guarantee system because they would be below the income level. Isthat a correct
assumption?

Mr Fisher—No, Senator. The income level is $450 a month, and most of the casuals would be
earning more than that.

Senator MURRAY —If your experience with most of your clients is that they are in the
superannuation guarantee mix then, with the passage of the Independent Contractors Act, are
many or most or some of them now regarded as contractors?
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Mr Fisher—There is a sector that are certainly regarded as contractors. In fact there is a
special association to look after that sector. | guessit istrueto say that the jury is still out in that
there has been a lot of misunderstanding about what constitutes an independent contractor and
whether in fact there has been a superannuation requirement for that person, depending upon the
employment arrangements that they have been involved in. But, certainly, that would reflect
quite a small percentage of the members that are served by our association.

Senator MURRAY —If you took a snapshot of, say, 100 of your part-time, casual and on-hire
labour—and | do not know if that is a representative sample; | am just using that number for the
purposes of this discussion—how many of that 100 would be excluded from access to
superannuation either from falling below the minimum income level, and your evidence seems
to indicate very few, or from being classified as independent contractors and therefore not
having a superannuation element?

Mr Fisher—I will have to take an educated guess of three per cent, at the outside.
Senator MURRAY —So it isa low percentage?

Mr Fisher—A very low percentage, yes. For example, alarge segment of our industry—and |
am talking about the recruitment services industry—serves the hospitality industry, and whilst
most hospitality workers would have as many as six or seven unique, separate pieces of
employment in a week, the total income of each of those individual employees on a monthly
basis would be more than $450.

Senator MURRAY—Do you find any difficulty in getting employers to pay up the full nine
per cent? Isthere alevel of concern about underpayments?

Mr Fisher—No. Our members are the employers. We pay whatever the industry rate may
be—it is an award-plus rate—pay superannuation on behalf of those employees and then on-hire
them to end users. That isthe nature of the business.

Senator MURRAY—The coalition government have introduced a strengthened regulator
under their bureaucracy called the Office of Workplace Services, and they are exhibiting a higher
level of discovery of the underpayment of entitlements. My natural assumption is that the risk
would be greater with the more mobile labourers—or the less permanent, if you like; those with
more than one employer. That is what lies behind my questioning, and your answer seems to
indicate that you do not think there is a greater risk.

Mr Fisher—We are a regulated association and, as such, the employer members that we
attract are, presumably, running professional and sophisticated businesses. There is certainly an
element, we believe, outside the on-hire sector—for example, the direct hired casuals—that may
in fact miss out on superannuation for various reasons, some being perhaps the payment of cash
as opposed to a proper payroll system et cetera. Certainly, as far as the members of the
association that | represent—and, by association, the members of the Professional Association
Superannuation Fund, or the employers who contribute to it—there is quite a degree of structure
and rigidity, and there would be very little likelihood of superannuation not being paid.
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Senator MURRAY —You are the latest in along list of super funds who take a great deal of
interest in the SMSF area. | have wondered why you feel it is any of your business. Of course,
some people have aview that they are competitors in the sense that super money ends up in them
instead of in the formal funds. Can you explain to me why you are motivated to have an opinion
about SMSFs and why it mattersto you in terms of your sector?

Mr Beadey—We see that our clients consist of both the employees—the members of the
fund—and the employers. When you are talking to the employers, you find that they are
interested in providing a solution for their employees across the whole gamut of remuneration.
There will be employees who are very well paid and those employees might want to actually
have an SMSF. Our task isto try to integrate—if that is the right word—some of our servicesto
those employers, and therefore we have come across that. The recruitment industry, in particular,
has quite a large number of what would be considered small businesses, and the owners of those
small businesses might have self-managed super funds. So we are coming across it in a day-by-
day sense. Therefore, we are interested—

Senator MURRAY—Do you mean as a matter of choice; as part of the choice regime?

Mr Beasey—As part of the overall marketplace that we operate in. | will not say that it is
particularly as aresult of choice. | think these issues were around well before choice. Choice has
enabled us to focus particularly on providing an integrated service to employers. Therefore, it
becomes an issue for us and we have tried to work out how we can integrate our fund with the
SMF—for example, by providing the insurance.

Senator MURRAY—Do you have any feeling as to whether those of your members who
have SMSFs shift to SMSFs in total or, effectively, run two sorts of superannuation vehicles: one
the nine per cent guarantee vehicle, which might be with your fund, and also their own
discretionary fund, which is the SMSF?

Mr Beasey—I believe—because | have had practical instances—that quite a lot of people
actually use our fund as the collector fund and for insurance purposes and they run their SMF
side by side with our fund. It is particularly relevant in the IT sector, where IT people are
generally contractors. Figures suggest that 25 per cent of those might actually have SMFs.

Senator MURRAY —When you suggest a threshold, have you done any formal research in
your area to establish what the average size of an SMSF is where they are parallelling it with
your fund?

Mr Beasley—I am probably out of date with some of my research, but we were talking about
$250,000 as being the average balance some time ago. | am sure that is out of date now.

Senator MURRAY—I am just referring to your sector, not across the whole industry.

Mr Beasey—We have assumed that the sector generally will follow the overall industry. By
having $100,000 you are cutting out the small end of the SMFs. The other research that we have
done suggests that the cost of running such a fund is $2,000 to $3,000. If you think of that as a
percentage of assets, it is two to three per cent of $100,000. Anything lower than that can be
provided by other cost-effective means.
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CHAIR—Thank you very much, Mr Fisher and Mr Beasley, for your attendance at the
committee this morning and for your assistance with our inquiry.

Mr Fisher—Thank you for the opportunity to be involved.
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[9.55 am]

CAMPO, MsRobbie, Project Manager, Industry Super Networ k
WEAVEN, Mr Garry, Spokesperson, Industry Super Network
WHITELEY, Mr David, Executive M anager, Industry Super Network

CHAIR—Welcome. The committee has before it your submission, which we have numbered
77. Are there any alterations or additions you wish to make to the written submission?

Mr Weaven—No, there are not.

CHAIR—Inthat case, | invite you to make an opening statement, at the conclusion of which |
am sure we will have some questions.

Mr Weaven—Thanks very much. We appreciate the opportunity to be here and to answer any
guestions. Industry super funds over the past quarter of a century have grown enormously in
size, in terms of funds under management, in terms of the number of members covered and also
In services and capacity to deliver improved retirement benefits. Funds under management under
the APRA definition of industry super funds are now of the order of $170 billion, and something
like half the working population of our country is covered by them. The industry super fund
model is built around a number of key guiding principles. Those are: a commitment to low fees,
to being run on a mutual or all profit to members basis and to paying no sales commissions.
Those principles, we submit, enable industry super funds to maximise the returns paid to their
members at retirement.

Research has shown over the past few years that the investment performance of industry super
funds has been superior to that of retail master trusts. The SuperRatings survey of 50 balanced
funds as at 30 June 2006 showed that the top 10 performing funds over the previous five years
were all industry super funds. That is pretty remarkable because the number of industry fundsis
underweight in terms of the universe. Industry super funds have also commissioned research
over the past few years which takes into account the net outcomes for members after investment
returns are paid and fees and taxes are deducted. We have called that the net benefit for
members. That research demonstrates that members of industry funds on average would end up
with substantially more at retirement than the average retail master trust member. That research
has been carried out both by SuperRatings and by Rainmaker, with very similar results.

We have included that information not just to prove our view that industry super funds offer a
superior model for superannuation for most Australians but also to provide background to our
submission to you that the framework of financial advice, particularly as it applies to the
superannuation industry, requires urgent reform. On average, industry funds have superior
investment performance at a substantially lower cost to their members than retail master trugs.
Despite the demonstrated track record of industry super funds to deliver a better net result, the
bulk of the financial advice industry does not recommend that its clients put their super in
industry super funds.
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Many submissions to this inquiry have attempted to characterise industry funds as anti-advice.
We wish to make it clear that that is not the case; we are in favour of a financial advice industry
that provides fee-for-service advice that is given in the best interests of the client. We think what
Is missing from the system is the requirement for the best interests of the client. We are opposed
to the payment of sales commission by product issuers to advisers to recommend their product.
We are opposed to remuneration principles and practices, which embed a conflict of interest in
nearly all the financial advice given in Australia today, because they do not require acting in the
best interest.

The current regulatory framework for giving financial advice is considerable but the law skirts
the main problem—which has caused nearly all the major recent advice scandals—that is, sales
commissions. The result of the ASIC shadow shopping survey, the problems with AMP and
super switching and the Westpoint debacle all point to the corrupting influence of sales
commissions. We submit that in no other professional relationship is such a conflict permitted to
exist. The planning industry generally holds up disclosure as an answer to the problem of
commissions; however, we think it is a grossly inadequate solution. We do not believe that the
average consumer fully appreciates the compounding effect of higher fees and commissions,
which significantly erodes retirement savings over aworking life.

What should be done? We submit that a legal requirement for financial advisers to act in their
clients best interests is required. It seems obvious to us and we think it is obvious to the
Australian population. We have recently had conducted a Newspoll research exercise which has
found that 82 per cent of Australians agree that financial advisers should be required to act in
their clients best interests. Such a requirement would bring financial advisers into line with
professional obligations imposed on other professions such as doctors and lawyers. Within that
framework we think then it would be possible to undertake a meaningful review of financial
services regulation in order to address concerns about the cost of compliance, improved
disclosure, consumer protection and the quality of the advice.

Finally, total super assets, as | am sure you have been told by others, are now approximately
$1 trillion—

Senator SHERRY —Paul Keating told me that yesterday!

Mr Weaven—He also said that. On that basis, we are neck and neck now with Australia’s
entire GDP, and neck and neck with the entire market capitalisation of the stock market in
Australiain terms of total value. That means that quite small percentage variations in net benefit,
whether resulting from costs or investment performance, will have a dramatic impact on medium
to longer term total national savings and wealth. So the national interest will therefore be best
served by a policy framework including governance covering advice and distribution which
favours better performing funds or sectors. The current commission based regime, if anything,
favours the reverse and is therefore in need of an overhaul because it is against the national
interest. We are happy to answer any questions that we are able to.

CHAIRMAN—Perhaps | could commence with the issue of commissions. The Financial
Planning Association in their appearance before the committee has suggested that if
commissions were banned, it would be particularly disadvantageous to low-income Australians
because they do not have the cash available to pay for up-front advice and that in effect the
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commission structure alows an element of cross-subsidisation of the costs of advice. What is
your response to that?

Mr Weaven—The presumption underlying that is that those low-paid people are advised to
put their money into a good super fund, and that is overwhelmingly not the case. They are not
advised to put their money into the best super funds, they are advised overwhelmingly to put it
into the funds that pay commission. Beyond that | think they have a small point with respect to
the need to do something about very low-paid or low-account balance people in terms of advice.
| think the best approach to that is what virtually all the industry funds do now, which is to
provide simple collective advice, wherever possible through seminars and other formats. That
simple advice would not be sales advice but advice about how the tax law works, how the
superannuation regulations work, how that interfaces with the social security system and how
member investment choice works—things of that nature. This is basic advice which can be
provided collectively to save costs where people do not require a plan and where they are not
sold an inappropriate product.

CHAIRMAN—In your submission you say that industry funds typically do not pay sales
commissions. Can you explain what circumstances there are where industry funds do pay
commissions?

Mr Weaven—We were made aware ad nauseam by the financial planning industry about
Health Super, which you were speaking to, as | understand it. They are appearing soon, so you
can ask them about their alleged commission. We had that touted in the press as an example. To
us, it isan example that, if anything, it proves the rule because it is the only one that has come to
light. There may be others for all | know, but we are certainly not aware of them. Our
understanding of that particular case, by the way, is that it is a commission which is retained by
the members of the fund, but it may be characterised as a sales commission because it applies to
their allocated pension product. It is a question better directed to them.

We do not purport in any way to represent Health Super. | was not even aware they were an
industry fund. They always used to be a public sector fund, but the characterisation of fundsis a
little difficult at times. We do not purport to represent them or to say that there is no industry
fund that would ever in any circumstance pay a commission. The ones that are included in our
ads certainly do not. We have ensured that is verified, and it is a condition of participating in that
website, that phone number and that ad that they do not pay any commissions at all.

CHAIRM AN—Do you think that members of industry funds are getting adequate advice,
particularly with regard to choice of fund and asset alocation? | think it has been acknowledged
in earlier hearings that about 90 per cent of account holders, including what would be a large
number of younger account holders, are in balanced funds rather than perhaps in growth funds,
where you might expect a younger person to have their super savings.

Mr Weaven—I think most of the industry funds certainly give them the chance to get
adequate advice—that is, they regularly mail and advertise free seminars. They put out a lot of
material and other, larger, more reputable funds do, too, not just industry funds. But | think it is
fair to say that people could benefit from further information and advice, provided it is
appropriate. In a sense, you cannot force people to be interested. If a 28-year-old is more
interested in playing football than retirement then it is a difficult problem. While you and | might
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suggest that they could benefit from looking more closely at the things that affect their long-term
welfare, it is difficult to get attention in aworld of many competing activities. We all should do
more to educate, but we should all do lessto sell, and some of that selling resource that is wasted
in the superannuation industry needs to be rechannelled into education information.

CHAIRM AN—Apart from commissions, do industry funds provide any sales incentives?

Mr Weaven—I| am not entirely qualified to answer that, but | think the situation would
presumably be that some of their marketing people would be KPI-ed on success measures, but |
think it is a question better asked of the funds.

Senator SHERRY—Just before we leave this issue of advice, aren’'t there some difficulties
under FSR in providing what would be termed ‘limited advice’ in respect of specific aspects that
afund member may need to know about?

Mr Weaven—It appears that some people who have studied that matter more closely than |
have believe that. | must admit | have always tended to be of the view that funds should not be
overly frightened of the regulation in terms of what it prevents them from doing. Most funds
want to act in bona fides and give people basic information, true information about their fund. In
most cases | find it hard to read the regulations as preventing a fund from adequately and
forthrightly explaining their fund and the benefits of their fund. Obviously, there are regulations
around it. It is open, therefore, to interpretation. | understand ASFA has made a pretty useful
commentary about how that might be addressed in an environment where there were no sales, no
new product sales or no new product retention involved. But, by and large, | think the funds now
can and do communicate pretty well to their members the basics of how their scheme works and
how the system works.

Senator SHERRY—Right across the board the industry funds expressed a fair degree of
apprehension in this area. They are frightened, perhaps legitimately, of the difficulties they may
encounter with a regulator on this issue. Also, could you comment on the sheer volume of
material and its readability in the context of FSR in terms of informing people?

Mr Weaven—Any apprehension and concern about the volume of material has to be balanced
against any apprehension and concern about what any new regulation might do. It has not
necessarily been the case that the situation has improved when a new regulation replaces an old
regulation nor can there be a presumption that that would be the case. It is a very complicated
area and it is difficult to regulate adequately. Any re-regulation needs to proceed from very pure
motives and a very clear insight as to the national interest and interests of individual consumers.
| certainly do concede that the amount of paper and material apparently required in the average
product disclosure statement tends to mask the simple proposition that, for example, a member
of a commission-driven product is likely to pay huge amounts of their future retirement benefit
in commissions over their working life. That does tend to be clouded by the amount of
paperwork—I would concede that. If there is a way to reduce that paperwork and make it simple,
that should be looked at from the proper motive perspective.

Senator SHERRY—The other issue in this area about commissions and planners and their
activities concerns the product list. Now that we have a relatively smaller number of funds that

CORPORATIONSAND FINANCIAL SERVICES



CFS20 JOINT Tuesday, 6 March 2007

have all been relicensed, why should we have a product list, which is effectively a restraint on
trade in the context of superannuation? For other financial products, | think it is a different issue.

Mr Weaven—I think we would be better off without a product list. If there were a product
list, it definitely should include the major and best performing funds. To have some sympathy for
the planning industry, | suppose they are trying to limit their exposure. It is not reasonable,
clearly, to say to someone that if they are not aware of every detail in every superannuation fund
that is automatically a failure in their professional training. That is a fair point. But the product
lists that exist today do not list for reasons of that professional training; they list because the
principal of the firm has negotiated financial arrangements for reward with only a certain
number of providers, and that is the product list.

Senator SHERRY —Perhaps we should send your sympathy for the planners on to them.

Mr Weaven—I do have genuine sympathy for the planners, particularly when they have to be
the butt of us exposing the problems in the industry. They should clean up their own industry and
move to a fee-for-service basis. They should be behind us, supporting the requirement that we
should all act in the client’s best interests, and then they would not be attacked.

Senator SHERRY—I know a lot of the industry funds now have either their own planner
internally—UniSuper are a good example—or some sort of bulk purchase contract arrangement
with aprovider. Are they all paid asalary?

Mr Weaven—As far as | am aware. Clearly, if planners present themselves as giving
independent advice in the best interests of the client, they are going to have a problem if their
funds are not superior. That would apply to everyone; it applies to us and industry funds as well.
If we found that the industry funds were underperformers, we would have a real problem with
that model. We would have to review that model. Currently there is no requirement on anyone to
review whether they are giving advice in the best interests of the member. We are able to say we
believe we can because we have got a great stable of the best products.

M s BURK E—Some of this stuff about limited advice and sales and all the rest of it probably
depends on the life cycle of when you are seeking that advice—for example, if you are in the
fund at the time and you want some advice on whether you need some more insurance or
whether you should salary sacrifice versus when you are about to retire and you are deciding
whether you should stay with the fund and get an allocated pension or whether you should go to
afinancial planner about the whole range of your finances. We are getting to the pointy end now
where a lot of people who previously never had super are about to retire and are going out there
and saying, ‘What do | do with this lump sum to see me through 20 or 30 years of retirement? |
am looking for your perspective on the advice industry funds give to people retiring versus the
advice they give when people are inside the fund and how we deal with that dilemma, which |
think is going to be more the issue for us now and into the future than some of this choice issue
and all the rest of it. How do we address that? | think that is where a lot of this is getting to.

Mr Weaven—There is alot of free advice provided now by our planners, but more so by fund
staff, about those basic issues. It is a complicated area. | think you could probably improve the
regulation with a few simple rules about distinguishing selling from advice and distinguishing
benefiting yourself or your principals and simply giving advice which is neutral to yourself—in
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other words, in normal circumstances, where it makes no difference to the fund representative or
the planner whether a person puts 60 per cent into the growth option or 80 per cent into the
growth option within the fund. 1 think you have a point, but | would say that you should tread
warily, because past regulation has not solved the problem.

CHAIRM AN—Witnesses have raised with us a concern about the transparency of
relationships between some funds and service providers and related party transactions and
associations. Do you support the full disclosure of related party arrangements and transactions
and associations?

Mr Weaven—If | understand correctly what you mean by that, | think | do. It is ironic that
some of our opponents raised the issue of disclosure, because | think industry funds have been
champions of disclosure from day one. From the very first of the new era of industry funds in
1984, the whole principle in the writing of the trust deed and the arrangements—the tendering
arrangements, the contractual arrangements with service providers and the outsourcing—was
done on a basis that was designed to get the best result for a member. It was not done on the
basis of all the other funds at that time which were set up to make a profit for an external
shareholder. So, in general, we love the disclosure and transparency issue—if we understand
what is meant by it.

CHAIRM AN—One issue that has been raised with usis the role of Industry Fund Services—
which you are representing today as an organisation—in providing services to industry funds
and whether there is adequate disclosure of those relationships between IFS and the funds and
the process that is gone through in terms of contracting |FS to provide those services.

Mr Weaven—IFS is now really absorbed within Members Equity—but don’t let us hide
behind that. | wonder what it is that is not transparent about it. It is a company that was entirely
controlled by its nine industry fund shareholders. Before that, going back some years, there was
some staff equity in it. It has regular board meetings. It is audited by PricewaterhouseCoopers.
Every one of its clients has a contractual arrangement which is obviously transparent to the user.
It is not a listed company. It has no issues about transparency to the wider public. It is
transparent to its owners and it is transparent to its clients. | do not understand what the problem
Is. The various sallies down this line in the past have all been based on false premises and really
bad information.

CHAIRM AN—One of the issues that was raised was whether there is transparency in the fees
that are earnt.

Mr Weaven—ADbsolute transparency.

CHAIRMAN—This was raised in a paper—this might be going back three years—by Mr
Peter Johnston from the Association of Independently Owned Financial Planners: He said:

... most industry funds do not fully disclose the true cost of administration to their members and the market’s dominant
player, Industry Funds Services Pty Ltd (IFS), has relationships we find difficult to understand.

He then said:
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Many choose to only disclose $1 or $1.50 per week as ‘the only fee’ which we do not believe to be the case. A close look
at the annual report and balance sheet of many high profile funds will reveal that the cost is substantially more, as high as
5%.

Wheat is your response to that?
Mr Weaven—I do not know what that has got to do with IFS. But let me say—
CHAIRM AN—Herefersto IFS.
Mr Weaven—Well, IFS is not a superannuation fund.

CHAIRMAN—I am taking about the fees charged to superannuation funds by service
providers.

Mr Weaven—What fees are you talking about? The best thing | can actually do—
CHAIRM AN—For the services they provide which are then charged through to members.

Mr Weaven—IFS was a diversified financial services company which provided financial
planning services, funds management services and various other trustee services. Nothing that
Peter Johnston says has any accuracy whatsoever. It is really unfortunate that you have based
your statements in the house, in the Senate, on information from Peter Johnston. | have actually
alleged in the past that that is where you have got your information from. You have now proven
to me—

CHAIRMAN—Well, I quoted in the house his articles.
Mr Weaven—Absolutely.
CHAIRM AN—It was not hidden where the information came from. It was never hidden.

Mr Weaven—Peter Johnston used to be the principal of a firm called Goldsborough, out of
your home state of South Australia. One of his major business planks was to try to get close to
unions by offering various incentives so that he could go and service those people, get hold of
them in redundancy situations and so on and pull commissions out of those people. He has been
in and out of the financial planning industry over the years. He is currently not, as | understand
it, qualified as a planner. He is not registered. He has taken up the role of secretary or CEO of
the independent financial planners association. | think you should not be taking any notice of
him. That is a very old letter anyway. You should not take any notice of him. You ask him about
his members’ overrepresentation in the Westpoint case. That would be a better dialogue to have
with Peter Johnston.

CHAIRMAN—I am quite prepared to do that. | am quite prepared to be even-handed on this.

Mr Weaven—Okay. That would be great. Let me say, equally, you know that | believed
virtually the whole of what you put on the Hansard at 1.50 am in June 2004 was badly based and
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erroneous. | did do aresponse to that at the time. | am very happy to table that response as part
of the proceedings today if that would help you.

CHAIRM AN—OKkKay.

Senator SHERRY —On the issue of Mr Johnston, we do not have a submission from him,
have we?

CHAIRMAN—No, | do not think so.
Senator SHERRY —If we do not have a submission, we do not have a submission.

CHAIRM AN—No, we do not, so there is nothing we can refer to in terms of his submission
to thisinquiry.

Ms BURKE—Just the basics about the actual administration costs of industry funds:
compared, across the board, to retail, how do the administration costs of industry funds
compare?

Mr Weaven—T hey are much lower than all but the biggest funds, and they are lower than the
biggest retail funds, as a generalisation. And they are all fully disclosed. Service provider fees
are fully disclosed to the clients on a contractual basis—every fee, whether it is funds
management or whatever the service is. The funds fees in turn are fully disclosed to their
members. People can therefore do that comparison, and | wish they would do more of it, frankly.

CHAIRMAN—I give you the opportunity to put to bed some of these other issues raised by
Mr Johnston.

Senator SHERRY —He has not provided a submission, Chairman.
CHAIRM AN—No, but they have been raised.

Senator SHERRY—You are raising issues that are three years old. | am happy for the
committee to write to Mr Johnston so we can test his evidence at some point, if heis prepared to
give some evidence. It might be useful.

CHAIRMAN—I am happy to do that.

Mr Weaven—Is it appropriate, then, to table my response? Because most of these questions
you put on the Hansard. We regarded them at the time as defamatory, as you know, and asked
that they be repeated outside of the parliament, as that would be better. They have not been. If
they are going to be raised again then | think my full and considered response to them should be
part of the record.

CHAIRM AN—Please do table that.

Mr Weaven—T hat deals with it.
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CHAIRM AN—Because, certainly, Mr Barrie Dunstan gave some credence to those issues
prior to me raising them.

Mr Weaven—I don't think he gives credence to him anymore.
Senator SHERRY—Again, Chairman, | think it is a bit unreasonable to assert that somebody

like Barrie Dunstan ‘gave credence when Barrie has not provided any evidence to the
committee and we cannot tes it.

CHAIRM AN—We could ask him. | am referring to an article that Barrie Dunstan wrote a
the time, in January 2004, in relation to those issues.

Senator SHERRY—Well, there is a difference, Chairman, between reporting something and
giving credence and support to the allegations made—a big difference.

Mr Weaven—I do not know what article you are referring to, Senator, but that predates your
submission to the parliament if it was in January 2004.

CHAIRMAN—Yes. It was one of the pieces of information that | put together at that time; it

was predating that. But he refers to Mr Johnston's paper in that article and talks a great deal
about controversy. | think he is referring to the establishment of Members Equity Bank there.

Mr Whiteley—Can | ask, given the range of issues that is facing us in Australia within the
superannuation sector, within financial planning, why we would want to focus on some of Mr
Johnston’s allegations, made three or four years ago. Are they relevant to the operation of the
superannuation industry in this country?

CHAIRM AN—The questions?

Mr Whiteley—Yes.

CHAIRM AN—In the sense that an issue that has been raised is disclosure and transparency
of service providers. That has been raised in submissions and in evidence by witnesses.

Senator SHERRY—Mr Johnston is not a witness and indeed he has not given us any
evidence.

CHAIRM AN—No, but others have raised the issue.
Senator SHERRY —Yes, they have.

Ms BURKE—Mr Johnston could not have raised Members Equity Bank three years ago,
though.

Mr Whiteley—And it is really specific information? Are there any specifics surrounding
some of the issues that have been raised or isit just innuendo, gossip?
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CHAIRMAN—Sorry, | am looking at Mr Weaven's response, which | have not seen before,
not in detail.

Mr Weaven—I sent it to the Prime Minister and others.

CHAIRMAN—I have not seen it. | think the issue that was raised then by Mr Johnston was
the staff equity trust issue. You deal with that in some detail here, | note. Perhapsiif | look at that
and then we could put some questions on notice to you.

Mr Weaven—I obviously should have made sure it got to you earlier.

CHAIRMAN—I can put some questions on notice if | have any queries after | have looked at
it.

Mr Weaven—ByYy all means.
CHAIRM AN—That would be a good way to handle that.
Mr Weaven—Yes.

Ms BURK E—Now that it is Members Equity Bank, there would be full transparency about
the dealings between the funds and Members Equity and any service and service providers,
wouldn’t there—that would all be fully disclosed?

Mr Weaven—Absolutely. It is an APRA regulated bank and it has a board that conforms to
the APRA requirements regarding certain numbers of independents and so on. The board, which
| am on, meets monthly. It isa very well-performing bank, as you can readily ascertain from any
of the banking statistics.

Ms BURKE—Tony Beck from Members Equity has previously appeared before the
committee. We have actually spoken to Tony.

Mr Whiteley—I think, given the licensing processes the funds have gone through, that if
APRA or ASIC had any concerns about transparency they would have come up then.

CHAIRM AN—In terms of the merger and/or acquisition, the relationship between Industry
Fund Services and ME, where there were overlapping directorships did those directors absent
themselves from those discussions?

Mr Weaven—Yes. Yes, they did—and that merger has now been completed. The IFS is not an
operative company anymore. It is owned within Members Equity. The funds management group
IS a separate company owned within Members Equity; | chair that funds management group. The
other parts of IFS have been absorbed into the structure of the bank.

CHAIRM AN—~Perhaps one final question. In the transfer of the shareholdings from IFS and
the various super funds that purchased those shares, irrespective of the number of shares—and
there were a varying number of shares transferred from IFS to the various super funds—the
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consideration seems to be a standard $25,500, whether it was four shares or 14 shares. |Is that
right?

Mr Weaven—No. That is per share.
CHAIRM AN—Per share?
Mr Weaven—Yes. It would have to be per share.

CHAIRMAN—RIght. In the ASIC documents it referred to the total dollars paid for those
shares.

Mr Weaven—Per share. The valuation for the purpose of the staff equity trust sale of shares
to the industry fund shareholders was based on independent valuation of $15.3 million at that
time. By the way, | think that group today would conservatively be worth $60 million, $70
million, $80 million, maybe $100 million.

CHAIRM AN—Those shares?

Mr Weaven—Yes. That value was applied per share, and | think what you must be referring
to is the price per share. They would have been allocated in proportion to the industry funds
previous holdingsin IFS.

CHAIRM AN—Perhaps it was a mistake on the form; this definitely refers to the total paid,
not the amount per share.

Mr Weaven—I do not know what you are reading from.

CHAIRMAN—Thisisjust the change of register.

Mr Weaven—If you say so, | will take your word for it.

CHAIRM AN—Who were the beneficiaries of that transaction?

Mr Weaven—I think the beneficiaries were nine staff—it is in that document, by the way, that
you said you were going to read—of IFS. | think we sold approximately 13 per cent, so 13 per
cent of the $15.3 million was the value of the shares that were sold to the industry fund
shareholders.

CHAIRMAN—AnNd previously there were two other tranches.

MsBURKE—Can | ask the relevance of this line of questioning to this hearing?

CHAIRM AN—Mr Weaven said he is happy to answer any issues | have got and—

MsBURKE—I can see he is very happy.
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CHAIRMAN—it isin relation to the issue of transparency.

M s BURK E—Transparency—okay.

Mr Weaven—Are there any further questions?

CHAIRM AN—There were two earlier tranches of sharesin IFS SET.

Mr Weaven—No, | do not think that is right. There were some capital raisings in 2001—
again, it is in that paper that has been everywhere except you apparently—by IFS from its
shareholders. Only two of the staff participated in that because the others chose not to—they did
not have enough money or whatever the reason was. The two that participated were Sandy Grant
and me, and neither of us could afford to participate fully to our entitlement so we were diluted
down.

CHAIRM AN—So the IFS SET shareholding in I FS was diluted as a consequence of that.
Mr Weaven—It was, yes.
CHAIRM AN—From 20 per cent back to—

Mr Weaven—I| am not sure whether it was 20 per cent but whatever it was diluted to at that
time. | think it was 15 per cent at that time—it had been diluted by new shareholders coming
in—and it was further diluted at that time.

CHAIRMAN—Thanks. As | understand it, industry funds support providing 40-year
projections.

Mr Weaven—Amongst other projections, yes.

CHAIRM AN—Can you provide the basis on which you make those projections in terms of
assumptions and costs that you build in?

Mr Weaven—They are made by SuperRatings and Rainmaker, so they use their models. We
do not tell them how do to that. They use their models and project on a 40-year basis—actually,
they project on various time frames. In our advertising we use a whole range of different time
frames for different aged people through to retirement age, so there is a variety of information
provided on that. But the source has been the ASIC calculator and their recommended
guidelines—for example, the earning rate assumed in projecting forward is assumed to be no
greater, obviously, for industry funds than from other funds. | think it is about 7.225 per cent per
annum net and that is after you net out tax and other charges off the ASIC model. That is how
that isarrived at, as| understand it.

CHAIRM AN—Isthat done independently of the funds themselves?

Mr Weaven—It is done independently of the funds themselves. It is when you are projecting
earning rates forward.
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Senator SHERRY—You mentioned that the earnings rate is the same as in other funds,
including retail funds.

Mr Weaven—T he same earnings rate is assumed for all funds going forward, including retail
funds.

Senator SHERRY —Does that mean that the ads are understating the performance of industry
funds against retail funds?

Mr Weaven—They do not reflect the past superior investment performance.
CHAIRM AN—Do industry funds disclose executive and trustee remuneration?

Mr Weaven—You will have to ask them directly exactly what their practice is. My
understanding is that they certainly have to provide a full set of accounts, including trustee
expenses. As to the degree to which individual trustee remuneration is noted, | am not sure; |
really do not know. | think there may be a variable practice. | am sure that they all obey the
regulatory law.

CHAIRM AN—With the advent of trustee licensing, will the cost to industry funds increase?

Mr Weaven—Aagain, it would be better to ask them, because it can vary a lot from fund to
fund. The impression | get isthat there has been some increase in cost as aresult of the licensing
and ongoing compliance, but | have not heard funds say that it is insupportable in any way or
even inappropriate in most cases.

CHAIRM AN—AnNother issue that has been raised with us is advertising and whether that is
consistent with the sole purpose test. What is your view on that?

Mr Weaven—That isthe main reason we are here. That is the special interest that is particular
to our group because we have the responsibility of coordinating that on behalf of a substantial
number of funds. We have said all along that we are certainly not looking for any exemption
from the sole purpose test. We think it ought to be judged in terms of the sole purpose test. We
think the economies of scale in the superannuation industry generally are so overwhelming that
almost the reverse case can be made; that unless trustees are doing really active things about
trying to grow their membership base—and their funds under management, in particular—then
maybe they are not really carrying out the sole purpose test, which is to maximise the benefits
for the fund members. That is simply because, other things being equal, the unit cost per member
can be expected to be lower asafund grows or if afund is bigger than other funds.

CHAIRM AN—Are you planning another advertising campaign shortly?
Mr Weaven—No, not another one. It is the same campaign and it just rolls on.

CHAIRM AN—Does each fund contribute to the cost of that campaign?
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Mr Weaven—It is voluntary for the funds to be part of it. We have a good universe, and we
also think it is large enough to be representative. We have had some amalgamations, so only 16
funds are currently involved in that advertising campaign, that website and that phone number.

CHAIRMAN—Isit 16 out of 40?

Mr Weaven—I am not sure how many industry funds there are; there are probably 80.

Senator SHERRY —Yes.

Mr Weaven—Some of them are so small as to hardly make an impact.

CHAIRMAN—How many are in Members Equity Bank?

Mr Weaven—There are 40 shareholder funds. Mogt of them are industry funds, but there are
some public sector and private sector funds.

CHAIRMAN—So, of the ones that are involved in Members Equity, roughly half are
involved in the advertising campaign?

Mr Weaven—Yes, | think that istrue. | think some funds are so small that they do not regard
that form of advertising as being of benefit to them.

Senator SHERRY —It sounds to me as though you have a few freeloaders living off the back
of the advertising campaign.

Mr Weaven—It is true that alot of funds, including some large ones, do freeload, as you put
it, to an extent. That has been a problem for us in terms of the way the funds view it. But, on the
other hand, in our view the message is so important and so fundamental to the welfare of
working Australians that we think we should tolerate that rather than have people kept in the
dark by the current financial advisory regime and other advertising.

CHAIRM AN—Have you been increasing your advertising spend?

Mr Weaven—No, it is actually falling quite rapidly as a percentage of the funds under
management. | am not sure it should. | think there is a case to be made to step up quite a lot, but
currently it is more or less constant in dollar value terms. That is what we are responsible for; |
am not sure what else happens throughout the network.

Senator SHERRY—On the advertising issue, are figures publicly available on
superannuation advertising over the last couple of years? | am not just thinking of industry
funds; | am thinking about retail as well.

Mr Weaven—I think there are industry figures. | have read them in the press.

Senator SHERRY—Yes, | can recall seeing some figures.
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Mr Weaven—I have read press quoted figures sourced from the advertising industry. | am not
sure of the authenticity of those figures.

Senator SHERRY—Chair, we have not had a submission from the advertising industry.
Given the issue in our terms of reference, it might be useful to get the data, if it is available, on
who is advertising and their spending over the last couple of years.

Mr Whiteley—I have a little bit of data. ASIC produced a report, | think at the beginning of
last year. It is the most recent report they have done on advertising.

Senator SHERRY —If ASIC has done it, we will ask ASIC.

Mr Whiteley—Jdust for your information, industry super funds represented about seven per
cent of advertising spend within the industry, financial planners 38 per cent and retail funds 22
per cent. Last year, according to ACNielsen, the five major banks collectively spent $165 million
on advertising.

CHAIRM AN—Have you been able to do any accurate assessment of the benefit to members
of advertising? My recollection is that ASIC said the advertising met the sole purpose test if it
was to retain members or spread the cost more cheaply among members.

Mr Weaven—T he firm we use for professional tracking of all of the attitudinal changes and
moves and so on is—

Ms Campo—New Focus research.

Mr Weaven—Yes, New Focus research is currently doing that work. Before that we had
another research group. The funds regularly look at that data to see whether it is having the
intended results. It is largely, as you would appreciate, an attitudinal campaign. It is attempting
to overcome bias that people might otherwise absorb in the marketplace, either from financial
planners or others.

CHAIRM AN—I suppose, given that, it is hard to measure. |Is there any measurement asto its
success in either retaining or increasing your membership as against what otherwise would have
occurred without the advertising?

Mr Weaven—As you probably know, in marketing and advertising generally there is always
some subjective element to calculation. However, the attainment of goals within the goals that
are set could not be clearer.

Ms BURK E—Do you know overall whether the industry funds have done any tracking since
super choice about people moving in and out of industry based funds and spillages you have had
since super choice, or people actually moving into industry funds based on that choice? Has
anybody done that sort of work?

Mr Weaven—There is some data.
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Mr Whiteley—Yes, there is research which has been undertaken by Roy Morgan, which | do
not have to hand, which indicates that a greater proportion of people are rolling into industry
funds than rolling out. The APRA data demonstrates that industry funds are continuing to grow.
The context to this is the fact that, as Garry raised earlier, there are very few, if any, financial
planners actually recommending industry super funds. So in the context of no financial planner
recommending an industry super fund to any of the clients who go to see them for advice,
industry funds are still continuing to grow.

CHAIRM AN—Some industry funds state that they provide or arrange free advice. How is
that advice paid for—nothing is free, unless it is a charitable organisation relying on charitable
donations?

Mr Weaven—Obviously it comes from the members' funds, and that is why it has to be
limited. But obviously the funds—and | totally agree with them—see it as part of their obligation
to provide basic information and advice. The main way in which they do that is through
collective mechanisms—mass mail-outs, workplace seminars and so on.

CHAIRM AN—Are there no incentives provided for industry funds meeting sales targets?

Mr Weaven—I have no idea how the industry funds individually incentivise their staff. |
imagine to the extent they have sales forces that they would expect them to hit targets.

CHAIRMAN—So that is a question for the individual funds?

Mr Weaven—Yes, it is a question for the individual funds, because it would vary. All we are
confident of isthat they do not use sales commissions.

CHAIRMAN—I am relying on memory here, but did IFS or the industry funds sponsor the
anti Work Choicesrally that was here in Melbourne?

Mr Weaven—IFS did not, to my knowledge.

Mr Whiteley—None of the industry funds did, to my knowledge.
MsBURKE—That was along bow.

CHAIRM AN—Are there any further questions.

Senator SHERRY—I note the provision of the performance tables in the submission—
performance over the one year, three years and five years. | am pleased to see HOSTPLUS in
that five-year performance table. | have a vested interest in that one. Do you have any more
details than that going down, say, to the top 50 performers? | am just wondering when we
actually get to aretail fund. They are not in the top 10.

Mr Weaven—In the data for the last financial year SuperRatings publish a major league
table—it is as many as they can get dataon, | think, really, but there are 50 funds. In the period
to June last year, al 10 of the top performers were industry funds, provided you make Telstra
Super an honorary industry fund for the occasion—they actually got into that list. All 10 of the
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bottom were not industry funds, except for our friends from Health Super, who unfortunately
sgueezed into that list. | am sure they will not be there regularly, but they did squeeze in.

Senator SHERRY —Will we have to pay for that data? It might be useful for the committee.

Mr Whiteley—My recollection is that for the five years to 30 June 2006, 18 of the top 20
performing superannuation funds were industry funds.

Senator SHERRY —Frankly, of greater personal interest is who is not performing over five
years. | take your point about the industry funds performance. It may be interesting to look at
how many industry funds are at the bottom of the league as distinct from the top. Also, with
regard to some of these corporate funds—Telstra is a corporate fund—it begs the question as to
why some of the other big corporate funds are not up where Telstrais.

Mr Weaven—We do not have a particular interest in trying to single out individual
underperforming funds. We know, by and large, that funds can be underperforming one year and
then a good performer for the next year. That happens. We are interested in the observable
pattern of the massive overrepresentation of industry funds at the well-performed end. We assert
that that is not an accident. It is not because of the brilliance of the people involved,; it is because
of the model. The model has certain superior characteristics in it on behalf of the workforce.

Senator SHERRY —You are too modest, Mr Weaven.
Mr Weaven—Sometimes you get some brilliance.

Senator SHERRY—There are some brilliant people in the superannuation industry. Certainly
in some of the industry funds brilliance shines.

Mr Weaven—There is occasional brilliance.

Senator SHERRY —I think the performance of industry funds speaks for itself. From a policy
point of view, identifying those at the bottom of the league and why they are at the bottom of the
league—and | am talking about five-year rate of return; | do not make those calls on one or two
years, obvioudly; it is long-term rates—is important. The reason | raise that as an issue is, for
example, in the context of corporate funds, Telstra is obviously a very good performer. But
corporate funds are a monopoly. They have bound provisions. There is no choice of fund where
there is a corporate fund, which is an interesting issue in the debate on choice. If they are not
performing well, why should they be allowed to maintain a monopoly? It is an issue that flows
from the lack of performance not just from retail funds but the lack of performance from most of
the corporate funds.

Mr Weaven—I think in the end the shareholders of the corporation behind it will find them
out. Often it is worse than that: they are also subsidising the fund. In the end, the day that the
government proclaimed the choice legislation was really when the deathknell sounded for
corporates. Corporates cannot survive in a world where there is a significant degree of choice;
they cannot survive in the long term. | am expecting nearly all of them to disappear. The only
ones that will not will be those companies that really believe so fervently in having a superior
superannuation system that they really pump it up and subsidise it. If they do that | am not going
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to be one of the people to complain. | am going to say good luck to the working people who are
part of it.

The real issue about corporates is not that. The real issue about corporates is that they do not
have underwriting beyond the bounds of the corporation. The real question is that if they go
wrong all of the workers are affected and potentially lose all of their retirement benefits.

Senator SHERRY—And if it isDB and it is unfunded—
Mr Weaven—T he fund just goes down.

Senator SHERRY—I understand that. My understanding is APRA's latest advice on that is
that our DBs are secure compared to those of other countries where they are a shambles.

Ms BURK E—I have a question on the issue of choice. Do you think that we have gone too
far? Do you think that has become the big complicator in the whole thing in that in an area
where so many people are financialy illiterate we are actually asking them to make a choice
about something? | have never read my super documents. | will be honest with you: | have never
read any of them, although | would probably understand them if | did. Do you think that we have
actually gone too far? That iswhy this issue of advertising has come up. You have got to capture
amarket and educate it, because choice has gone to the extreme.

Mr Weaven—It is interesting that it was so overwhelmingly unpopular with employers that
provisions were then put in to ensure that to a very large degree it is a system of employer
choice, not individual choice. But clearly there is a strong element of retailisation built into that
choice, and it is certainly the case that a lot of people are not in a position to make good
judgements and are not getting good advice. To that extent, if the retailisation model succeeds—
and it may well over time—then future generations will look back and curse its introduction,
because they will say they now have a system that has a major selling cost component that used
not to be there. | think that on balance it is not good policy. But the word ‘choice’ is a very hard
thing to argue against.

Senator SHERRY—Mr Chairman, | noticed in the submission, and | do not know whether
you saw it, that your good friend and colleague Senator Minchin was extolling the virtues of the
industry fund advertising campaign. He actually put a press release out about it. Did you read
that?

CHAIRM AN—I did not. In our submission?

Senator SHERRY—No, this is in the submission from our current witnesses. They have
guoted Senator Minchin, having acknowledged his praise for the campaign to ‘compare the
pair’.

CHAIRM AN—Far be it from me to criticise Senator Minchin!

Senator SHERRY —Yes, he put out a press release about it.

Mr Weaven—It only needs a seconder, Senator.
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CHAIRM AN—In the context of those last couple of questions about the failure of funds: our
previous witnesses suggested there should be compulsory insurance to protect members from
trustee negligence. | suppose this was in response to the issue of whether there should be capital
requirements and capital adequacy and so on. What is your view about how members should be
protected against either a fund failure or a mispricing of units as occurred—although it was a
government funded situation—in Western Australia?

Mr Weaven—There are real problems with unit pricing—I do think that. | think that it is
fraught. It is a big cost issue. In general | would say that there has not really been an adequate
case made to impose a capital adequacy increase across the system. We do have a fairly recent
round of relicensing by APRA. Presumably that has looked at a lot of the issues. It is only being
bedded down now.

In my own view—and | am not sure how widely | would be supported in this view—if there
were any case a all for some additional protection, it would best be provided in the form of
requiring funds to reserve for it to create an actual reserve within their fund. Funds have had
reserves in the past. Generally speaking, that is out of vogue now. | cannot really say there is a
case made to enforce it but that would be the correct way to approach that sort of level of
comfort if it were believed that you really did need it.

CHAIRMAN—I recall that when this inquiry was established there was some criticism from
the industry funds of the establishment of the inquiry and the necessity for it. But more recently,
| understand a survey of industry funds has shown that 66 per cent have said they believe the
inquiry has been worthwhile and valuable. | saw it published in an article recently.

Mr Weaven—I think people are feeling optimistic that the original list of terms of reference
has turned out to be not reflective of the proceedings in that the overwhelming amount of debate
and concern that have come out of the hearing have been about the financial planning industry.
And most of the other terms of reference have been given a short shrift in our perception and that
IS probably the way it should be.

CHAIRM AN—ASs there are no further questions, Mr Weaven, Mr Whiteley and Ms Campo,
thanks very much for your appearance before the committee.

Proceedings suspended from 10.56 am to 11.11 am
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MAMMONE, Mr Daniel, Workplace Relations Adviser, Australian Chamber of Commerce
and Industry

POTTER, Mr Michaed, Director, Economics and Taxation, Australian Chamber of
Commerce and Industry

GROZIER, Mr Dick, Director, Industrial Relations, New South Wales Business Chamber
Evidence from Mr Grozier was taken via tel econference—

CHAIRM AN—I welcome withesses from the Australian Chamber of Commerce and Industry
and the New South Wales Business Chamber. Do you have any comments to make on the
capacity in which you appear?

Mr Grozier—The New South Wales Business Chamber is a recent amalgamation of the New
South Wales Chamber of Commerce and Australian Business Ltd.

CHAIRMAN—Thank you. The committee has before it the submission of the Australian
Chamber of Commerce and Industry, which we have numbered 66. Are there any alterations or
additions you wish to make to the written submission?

Mr Potter—No, Mr Chairman.

CHAIRMAN—I therefore invite you to make an opening statement, a the conclusion of
which we will have questions.

Mr Potter—Thank you. | will go through our submission very briefly. In relation to term of
reference No. 1 concerning uniform capital requirements, we do not think that uniform capital
requirements should apply to trustees. Taking that in conjunction with reference 2, whether all
trustees should be required to be public companies, we argue that these changes are not
necessary because the nature of the trustee is quite different from the funds which are under
administration, so the need for it is not there. Also it could be counterproductive in a couple of
cases to impose those requirements. We also think that the nature of the trustees, particularly
regulation under the industrial relations system, means that the need for trustees in that area is
less.

With regard to reference 4, the role of advice in superannuation, we do not really delve into
the issue of financial planners because we do not have a specific policy on that. We probably
represent a lot of financial planners through our membership but we do not have a specific
policy relating to that, so our submission talks about the role of advice given by employers.
There are important regulations on giving financial advice. We think that these should be done in
away that is flexible particularly for employers who give advice in good faith. We do not think
that they should be giving advice but, if they do, the compliance action taken against them
should be flexible and take account of whether or not the employer is acting in good faith. In
relation to member investment choice, we do support member investment choice but we do not
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think there should be regulations either requiring it or prohibiting it. The best way to ensure that
thereis choice of investment isto give super fund choice.

With regard to costs of compliance, the committee will hardly be surprised to hear us say that
we do support reductions in red tape on employers, on employees and on funds. Our submission
focuses particularly upon the cost of compliance of employers. We do not support an increase in
the superannuation guarantee and we have indicated support for the recommendations of the
Banks review of red tape, which indicated there should be an increase in the super guarantee
exemption threshold.

With regard to reference 11 about advertising, we do not think that there is particular concern
here that advertising should be allowed by industry funds, particularly in the context of pursuing
optimal scale of membership. There are two partsto reference 14. First of all there is the theft or
fraud within the fund itself. We considered that the current prudential regulations should be
adequate to deal with that. Then there is a separate issue about employer insolvency. The
committee will know that the government has legislation before the parliament to give
superannuation the same ranking as all other employee entitlements, so that is one way of
addressing this issue. On the separate issue of whether super should be included in GEERS, we
do not think that is the right approach at the moment. We think that more information is required
before that proposal should be explored.

CHAIRM AN—On page 5 of your submission, you say:
The FSR regime has imposed significant costs and it has not been demonstrated that these costs outweigh the benefits.

Could you enlarge on that opinion? Also, what would you propose to change this situation with
regard to the cost/benefit balance of FSR? What would you change in FSR? Do the refinements
that were announced by the Parliamentary Secretary to the Treasurer towards the end of last year
in any way address your concerns? | think superannuation was excluded from those refinements.
Should superannuation be included in what Mr Pearce announced? They are all-embracing
guestions.

Mr Potter—It is not something we have looked at in detail. We have had feedback from our
members that the Financial Services Reform Act is too onerous, but we have not had feedback
on how it istoo onerous. It is not something | can delve into in detail. We would be supportive of
any move to reduce the red tape that existsin that area. Speaking in generalities again, we would
probably support what the government did last year, and if further things were able to be done on
superannuation, that would also be a good idea. But | am afraid | am not in a position to be able
to go into the specifics of what should or should not be done in that area.

CHAIRMAN—You also refer to the unclear distinction between information and advice—I
guess this comes within the FSR legislation. How do you think that distinction can be better
drawn? By regulation or is legislation necessary, or is it simply better guidance from ASIC that
Is required to deal with that issue?

Mr Potter—It is probably a combination of all of those suggestions. Again, we have not got
feedback from our members on exactly what should happen in that area. The concern isthat it is
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unclear at the moment, and so any means of clarifying it would probably be a good idea. Dick,
do you have a position on this one?

Mr Grozier—I am not sure | would call it a position.
Mr Potter—Do you have any comments?

Mr Grozier—Not me personally, but as part of a trustee of an industry fund—and | have
worked on occasion with the fund, particularly during explanatory tours concerning
superannuation choice of fund—I know one of the problems that the fund was facing was the
difficulty of distinguishing between information about things and phrasing that information in a
way that seemed to come dangerously close or overstepped the line and became financial
product advice of some kind.

It is my understanding that numbers of funds share this concern about the difficulty they have
in being able to sensibly talk about superannuation as a product and the sorts of options which
are available in a way that does not sart to stray over the line and become product advice and
perhaps even, on occasion, look a bit like personal advice.

Mr Potter—It is difficult for the average small business to know about these things. Our
small business members are jacks of all trades and masters of none in terms at least of
government regulation. They are meant to be able to comply with a vast array of government
regulation and it is probably fairly difficult for them to know exactly what they can and cannot
doinalot of areas, including this one.

CHAIRMAN—You referred to employers unknowingly providing advice on superannuation.
| guess this comes back to the lack of clarity and the distinction. You advocate leniency. Can you
give us some examples of how employers might, or do, unwittingly contravene the law.

Mr Potter—A classic example would be where an employee asks an employer for their
opinion about what is a good fund. An employee comes along to an employer for the first time
and says, ‘Oh, | don’'t have a fund chosen. What should | do? The employer says, ‘I’ ve used this
fund. This fund seems like a pretty good idea.’ Is that providing advice or is it providing
information? It could be seen as a grey area. It is more of an issue for small to medium sized
businesses. | am pretty certain that larger businesses have processes in place to make sure that
this does not become as big an issue. It is particularly an issue for employers who do not have a
separate HR function and who do not have the knowledge and experience to be able to deal with
thisissue. Dick, do you know of any examples of this being a problem?

Mr Grozier—Not alot of them. This came out during the choice seminars and a bit after that
with phone calls from members. One issue that occasionally occurred was that an employee—it
was, more often than not, a new employee bringing a fund with him or her—asked the employer
why they had chosen the employer fund; that is, what persuaded the employer that that was a
good fund. A number of our members expressed concern about how to answer those sorts of
guestions. That is the only obvious example, in light of what Michael has been talking about,
that | can offer.
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CHAIRM AN—An issue that has been raised in earlier hearings is the guidance APRA has put
out to trustees in relation to their role in the investment decisions of fund members, as against
the role of the member who makes a decision or the member in association with a financial
adviser. To what extent should trustees be held responsible for member’s investment decisions?
Is there is a way in which this apparent confusion between the role of trustees in investment
decisions and a member’s choice can be clarified?

Mr Potter—That has not come up through our membership, remembering that we represent
the employers, not the trustees. We know a lot about the trustee issues because some of our
members are acting as trustees, but our prime role is not to represent our members as trustees, it
IS to represent them in the context of being employers. So it is probably not something | could
comment on. Dick, is there anything you want to say on that?

Mr Grozier—Not particularly. | am aware that there is something of a confusion between the
obligation to maximise the benefit for the members of the fund generally and the bases upon
which an individual member may wish to make choices within a fund as part or all of his or her
retirement portfolio but | cannot say that we have a particularly strong view on how to resolve
that issue. | am not sure that we would be comfortable with a change which significantly altered
the trustee’s obligation with respect to the members of a fund generally.

CHAIRM AN—On page 7 of your submission you talk about the cost of compliance. You say
that the mandatory contribution of nine per cent is a significant cost issue. Is that an excessive
contribution that is required?

Mr Potter—We are certainly not calling for a reduction in the nine per cent. We are saying
keep the nine per cent as is. We have not been arguing for a reduction, if that is what you are
driving at.

CHAIRM AN—Generally the nine per cent is not regarded as adequate over the long term to
provide an adequate retirement income. Is there a role employers can play in encouraging
employees, particularly younger people, to make additional voluntary contributions to their
superannuation?

Mr Potter—All three parties—the employer, the employee and the government—need to play
a role in encouraging more contributions. We certainly do not support any further obligations
being put upon employers to address that. | am stressing obligations here. |mportant things can
be done to encourage employers to educate employees about their needs, and the government
can directly educate employees. There is a super co-contribution and we have had significant
changes in the tax treatment of super. Those are a couple of things which are being done from
the government’s point of view. If employees or members were more generally made aware of
their ability to retire based upon the current amount of money they have in their account and
their expected future income, it would be worth while to look at that and explore whether any of
those things can be added to. | go back to my first point—we are not supporting any proposals to
put new obligations on employers. We think that the obligations which have already been put on
them are entirely sufficient in that regard.
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CHAIRMAN—You aso advocate raising the threshold for the SGC contribution to $800 a
month and a quarterly calculation being applied to that. Is that going to leave casual and part-
time employees vulnerable in the sense of their superannuation savings in the longer term?

Mr Potter—There is always a balance between the retirement income needs and the need to
ensure that we are not imposing significant costs on employers which would then discourage the
hiring of people who are around or below that threshold. There is always a balancing act. In the
context of the actual number, my understanding is that it has not been changed for a number of
years and o it is continually falling in real terms. We thought it would be worthwhile to have the
threshold increase, making sure it is keeping pace with inflation. That is why we are talking
about a periodic review. We thought using a quarterly exemption threshold would be a better
way of dealing with people when there are significant fluctuations in their income.

Senator SHERRY —I was a little surprised that in the cost of compliance section on page 7
you did not refer to the additional costs of compliance on employers as a consequence of choice
of fund. Would you accept that?

Mr Potter—Yes, indeed. We do support superannuation choice even though it does impose
costs on employers. It was one of those things where we thought it was a useful reform to be
engaged in even though it did have a cost on employers. We recognise those costs and we
certainly support measures to make sure that those costs are not excessive.

| guess that is the context of what we were saying earlier about having a lenient compliance
arrangement for employers who inadvertently give advice. That is one way of making sure that
the compliance costs relating to choice are not excessively burdensome. There are other things
that could be looked at, but we have not been proposing any particular changes to the choice
regime to reduce the costs of super choice.

Senator SHERRY—Another issue | wish to raise with you is the extension of GEERS to
cover superannuation that is unpaid in the event of employer insolvency. It istrue, is it not, that
superannuation is a statutory obligation? In fact, it is a bit more than that; some would argue,
including myself, that it is deferred wages.

Mr Potter—That is a reasonable argument.

Senator SHERRY—Why shouldn’t it be covered by GEERS?

Mr Potter—We are not ruling it out being covered by GEERS. We think that it is more
important to get better data on the extent of the problem before jumping ahead and saying, ‘Let’s
put it in GEERS.

Senator SHERRY—I think that is a valid point. Can you point me to any data in this area? |
have been looking in recent times and it is hard to quantify.

Mr Potter—I would agree with that completely. | think it is important for us to get the full
data on the table before we launch into making policy in this area. There can be vastly different
numbers bandied about based upon spurious data and good data. We just need to find our way
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through that. We think that GEERS could potentially provide that information, but we are not
really sure about that at the moment.

Senator SHERRY—The ATO annually remove from their register SG debt that is
uncollectable. That would seem to me to represent afairly good basis for some datain this area.

Mr Potter—Yes. That is another potential source of data. Of course, not al of that
uncollectable amount would be due to employer insolvency. There might be other reasons for it.
Taking that into account, it sounds like quite a useful data source.

Senator SHERRY—And probably it would include some levels of penalty provision. So it
may overstate the problem, as distinct—

Mr Potter—Indeed. My understanding is that the SG converts into atax if you do not pay it.
It is not exactly the same asthe SG if you do not pay it in, | think, 30 days.

Senator SHERRY—There is one remaining area: the payment under the choice of fund
regime through a clearing house. We have been made aware that there are some difficulties that
can present to an employer where the money is paid to the clearing house but arrives in the
member’s account after the quarter and therefore, technically, the employer can be in breach and
a penalty apply. Do you have any comment on that particular issue?

Mr Potter—I has not come up through our membership as being an issue—but, if it is, it
would definitely be something that needs to be addressed. | guess the general idea should be that
the clearing house should be treated as though it were acting in place of the employer. The
clearing house should be seen to be the one acting on behalf of the employer in relation to all of
these obligations.

Ms BURK E—I have a question on choice of fund and small to medium firms having to pay
five, six, seven or 20 or 30 different super funds. Do you have any feedback from your
membership on the difficulty of handling that, paying in the money and keeping track of all the
accounts and where it is all going? As you say, there are firms that probably do not have their
own discrete HR department to help with those sorts of things.

Mr Grozier—During the period leading up to the introduction of choice it was perceived to
be a fairly significant problem. | think the government’s decision to require that the fund isin a
position to accept contributions from the employer prior to it being a valid choice may have
overcome a least a number of the fears. There is certainly muttered discontent from time to time
about having to distribute this money across two or three different places, but | think the sorts of
impacts that were concerning people prior to 1 July were significant mitigated by that policy
decision of the government.

Mr Potter—The number of employees who have actually exercised choice is not large. What
will probably happen over time as employees move from job to job is that there will be a gradual
increase in the number of funds that an employer has to pay. It did not happen overnight and we
are not expecting a sudden ballooning out of the amount of choice.
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Ms BURKE—Yes. You arrive at your employer with your existing fund so why would you
change funds; you would want to accumulate everything in the one fund.

Mr Potter—Indeed.

Senator SHERRY—I agree with that observation, except perhaps with the concern that
during a period of high rates of return members tend to be happy and do not consider switching,
and there is less propensity to switch. | suspect that in a negative rate of return environment or
when there isavery low rate of return we could see a greater level of active switching.

Mr Potter—That sounds entirely reasonable. You would know that the stock market has gone
negative over the past few days so you know that we may actually be entering that period right
NOW.

Ms BURK E—I want to go to the issue of payment of the SGC. Often it is not because of
insolvency, it is that people just do not pay it. It is an issue of concern that walks through the
door of my electorate office on a fairly regular basis. A person has gone to check their fund and
found that it has not been paid, or they have left the employer and it has not been paid. A lot of
apprentices finish their apprenticeships and find that the money has not been paid. | am
wondering what sort of advice and assistance you as an employer association give to people; do
you say, ‘You're obliged to actually pay the money’? | am wondering because dealing at the
other end with the ATO to get it back is incredibly complicated and often not very successful.
What advice do you give to your membership about their obligations to pay it and what sort of
feedback do you get? Sometimes it is onerous to find that sort of money in a turnover.

Mr Potter—I will ask Dick to provide any further information, but | will say initially that we
definitely do say that it is an obligation on the employers. | guess there is also a competitive
neutrality argument here in that if you have one employer who does and another who does not,
then of course the employer who does not is getting a nine per cent reduction in their costs,
which is alittle unfair on the employers who do. And then of course there is the separate issue of
phoenix operations. There is no evidence that that is a big issue but it is still something that
needs to be addressed. The government are doing something which is a bit of a step towards
addressing that, which is allowing greater reporting to employees about their investigations of
SG complaints. However, we do have a bit of concern that they may be telling employees too
much, but we are working through that with the government and the ATO. Dick, would you like
to say anything further on that point?

Mr Grozier—Not in any particular sense but, yes, we do make it clear to our members that it
Is one of the employment obligations. We have spent quite alot of time in trying to educate them
about superannuation generally, and | suppose it was particularly ramped up with the
introduction of choice. | am not sure about the relative extent of the problem of nonpayment by
defaulting employers as opposed to insolvency problems. It seems to me that there are a number
of other issues in the superannuation arrangements which might be of a larger order of
magnitude, such as the holding of multiple funds and the like. But undoubtedly there are cases of
nonpayment and underpayment of superannuation contributions, just as there are cases of
underpayment or even nonpayment of wages.
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Mr Potter—I would like to add one thing to what Dick has just said, to expand upon a point
that he touched on—that is, super choice is actually making people more aware of their super
entitlements and their retirement incomes. So it is entirely possible that this means that
employees are becoming more aware of the problems and are raising concerns about
underpayment or lack of payment.

Ms BURKE—Are any of your members superannuation funds or businesses that would
provide superannuation products?

Mr Potter—We do not represent businesses themselves. All our members are associations,
and none of them tell us exactly who their members are so it is a bit hard for me to answer that
guestion. Dick, can you say anything about that?

Mr Grozier—I cannot swear to whether we have people who provide some type of service
across the spectrum of the superannuation industry; we certainly have numbers of property and
business services members. | guess our most direct relationship, though, is because we are part
of atrustee of an industry fund.

Mr Potter—Actualy, that is a really important point. | think all of the state chambers are
associated with industry funds and a number of the industry associations as well. For example, |
was talking to Peter Collins earlier and the Hotels Association is associated with an industry
fund, and there would be a lot of other ones that | am not exactly aware of. So while we do not
exactly represent those funds themselves, our members are involved with those funds.

Ms BURKE—I want to go to the issue of advertising and your perception of disclosure of
advertising and the advertising of funds and how that happens. You would have a different
relationship if you were representing someone who is doing the advertising.

Mr Potter—We do not think there is a major problem with advertising. There are obvious
concerns about whether people are using member funds to advertise. Some people argue that that
does not meet the single purpose test. It is not something we consider a major problem. There
are obvious limits to what can be done and we do not think there is a major cause for alarm in
that area. The main point is, | guess, that we are sympathetic to the argument that advertising
does enable greater economies of scale. We have seen that with some funds which have merged
and then subsequently found out that their costs have been able to be reduced fairly substantially
as a consequence of merging. That suggests that there are significant economies of scale, which
Is sympathetic to the argument that advertising increases size and therefore produces economies.
Dick, did you want to say anything further on that?

Mr Grozier—Not particularly, only to say that | am not sure the question of advertising itself
has motivated amalgamation. It is much more the registration process.

Mr Potter—I am just saying that the fact that funds have amalgamated and then their costs
have gone down is sympathetic to the argument that there actually are significant economies of
scale.

Ms BURKE—My final question leads on from that but is a bit irrelevant. Do you think we
have too many funds in the marketplace? There are 300 funds out there. Are there still too many?
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Mr Potter—My personal feeling is probably yes, but that is not an official ACCI position.
Dick, do you have anything to add?

Mr Grozier—We certainly would not want to be supporting a change to superannuation
regulation which resulted in a significant reduction in the number of players in the field.
Whether 300 is an optimum number or not is a moot point, but you certainly would not want to
see something which drove it down to, say, 25. There are two reasons for that. One is the
obvious reduction in competition but also, presumably, the way that would be done would be by
effectively imposing additional costs on funds to stay in a system.

Mr Potter—In that regard, if you are imposing too many regulatory costs on the system you
will be forcing amalgamations. We think that amalgamations can and should occur but it should
not be forced by the regulatory system. That is the underlying principle. Having said that, of
course, we have self-managed super funds anyway, so if you actually did have a reduction in
competition you might just have a huge ballooning out in the self-managed super funds. That is
not necessarily a good or bad thing, but it could offset any alleged benefit from a reduction in the
number of publicly available funds.

CHAIRMAN—If there are no further questions, thank you very much for your appearance
before the committee and for your assistance with our inquiry.
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[11.44 am]|
CLAUSEN, Mr Christopher John, Chief Executive Officer, Health Super Pty Ltd

CHAIRM AN—Welcome. The committee has before it your submission, which we have
numbered 69. Are there any alterations or additions you wish to make to your written
submission?

Mr Clausen—No.

CHAIRMAN—I invite you to make an opening statement, a the conclusion of which | am
sure we will have some questions.

Mr Clausen—Thank you for alowing me to give testimony today. Health Super was
established over 40 years ago, in 1966, as the Victorian statutory body, the Hospital
Superannuation Board. It was originally a public sector fund. In those days we provided
superannuation services only to employees of Victorian hospitals. On 1 January 1999, we
became Health Super Pty Ltd, aregulated superannuation fund under federal law. Today, we are
one of Australia’s leading superannuation service providers for people working in the health and
community services sector. We have a limited number of members outside the sector, and we are
an ‘all profitsto members’ fund.

Although an industry fund, Health Super has a very different heritage, business model and
governance structure to the IFS-badged funds. Generally, it is an older and more complex fund
than those in the IFS group, and its peer or like funds include Equipsuper, Vision Super,
VicSuper, UniSuper and Legalsuper. We hold an RSE public offer licence and an AFS licence to
give general advice. Our trustees are not allowed to sit on the board of other competing funds,
and we liken it to and find it hard to believe that you could have the same person on the boards
of both a Coles and a Woolworths.

The fund primarily has its geographic base in Victoria, with over 200,000 members in
accumulation and defined benefits superannuation, life pensions and allocated pensions. We also
have alife cycle default option, or strategy, that effectively puts people in long-term high growth
up until they are 50, when we write to them to ask them if they want to change their investment
option. If not, we dial it down to medium-term growth, which is a 70 growth-30 defensive split,
until they are 60. If they then decide to stay in it beyond 60, it will be dialled down to fifty-fifty.

The fund is self-administered, with approximately 100 people on the trustee and
administration staff. Investment management other than cash is outsourced—we are a manager
of fund managers model—and we have about $7 billion worth of funds under management. The
wholly-owned subsidiary, Health Super Financial Planning, was established in 2001 and offers
Health Super fund members and their families and nonmembers a complete financial solution in
addition to their super. The primary reason for its establishment was to ensure that Health Super
fund members obtained quality and affordable financial advice, particularly the defined benefits
members.
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Health Super Financial Planning is a full-service financial planning business. It carries an AFS
licence to provide personal and general advice. Its advisers are salary remunerated. Health Super
fund charges an annual administration fee of one per cent on its allocated pensions up to a cap of
$4,000, and half of that fee is paid to Health Super Financial Planning, which provides ongoing
advice to our alocated pensioners. If they have needs in relation to their benefits, draw downs,
social security or tax implications, they can come back and seek free advice. So that one-half a
per cent pays for that. All profits are retained within the fund, and | would like to stress that it is
awholly-owned subsidiary. It is a venture capital investment of the fund itself. The fund has put
in $750,000 as venture capital into Health Super Financial Planning.

The reason we put in a brief submission was that some financial planners said that here was a
super fund that was paying one-half a per cent commission. We have been approached by a
number of financial planners to say, ‘We would like that one-half a per cent.” We have declined
their offers because we believe it is retained in the Health Super business for the benefit of all
members. That is why we have not paid that to external parties, and it is for the ongoing advice
of our alocated pensioners.

CHAIRM AN—Thank you very much for your opening statement. Can you understand that
there might be an element of confusion in relation to the claim by arange of industry funds that
they do not pay a commission; that, not knowing the differences between your fund and those
funds, they regard the advertising programs as misleading?

Mr Clausen—As| said, we have a very different model to those in the IFS camp and in other
funds. A lot of industry funds have different models. It is characterised in our PDSs and for the
allocated pension in the PDS for the fund as a trail commission. | would like to think of it as a
fee for service.

CHAIRMAN—Wohen you say it is paid on the allocated pension, is that on the capital sum
that is providing the pension or on the actual pension that is paid?

Mr Clausen—On the capital sum.

CHAIRMAN—I notice in your opening remarks you mentioned that you have most of your
members’ funds invested in a 70-30 split in a growth fund until age 60 and then—

Mr Clausen—It is actually a 90-10 split. We put them in the long-term until they are 50.
Mind you, they have the option at any stage to make their own member investment choice.

CHAIRM AN—Does this mean that you are more actively engaged in managing members
funds than perhaps a lot of the industry funds? From our information, about 90 per cent of
industry funds seem to have their members' funds in a balanced fund.

Mr Clausen—With our asset consultant, we did some research in 2002-03. The bulk of
people do not make a member investment choice as such, and that is still our experience to date.
There are some people who are financially astute who make that member investment choice, but
| do not think the vast majority do. We also looked at the demographic of our membership base,
and we believe that in the long term growth assets will outperform defensive assets, hence the
reason for establishing a life cycle default strategy.
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CHAIRMAN—I am commending you for that; | am not being critical. | am actually
comparing your fund with what | understand is the position in the bulk of industry funds where,
as | said, 90 per cent of members' funds are in balanced funds, which I would have thought is
not a very good situation, particularly for younger people.

Mr Clausen—Correct. That was the way that we viewed it, and we did some analysis with
our asset consultants advising on that. Watson Wyatt are a very large asset consulting firm. They
consult both in the UK and in America, and we took their advice on that and implemented that
program.

CHAIRM AN—Are you able to speculate as to why a broad range of industry funds perhaps
do not as actively manage their members’ funds in the way that you do?

Senator SHERRY—I do not think it is just industry funds. | think most retail funds would
have a similar type of default strategy to most industry funds.

Mr Clausen—I think there are only a couple of others. | think Mercer have a product that
offers the same, but | do not know that there are too many more in Australia.

Senator SHERRY —I wanted to pick up on the lifestyle feature, because it is unusual. It is not
a common feature, and | am not sure | agree with it. If a person gets to, say, age 60 and if they
are going to live for another 20 to 25 years, surely on the basis of long-term rate of return
equities would still give them a higher rate of return, so why lifestyle at that point?

Mr Clausen—We actually changed it. The asset consultants initially said it should be lower
than that and we said, no, because it is not about retirement—and | think the superannuation
funds have been as guilty as anyone in talking about retirement. It is not about retirement now;
unfortunately it is about when you pass away. It is a much longer time horizon, | accept that.
But, as | said, we send all our members the information, and if at any stage they say, ‘Well, no,
I’m in great shape; I’m going to live until I’'m 80 and | want to make my money work harder,’
they can stay in the long term, the medium term or whatever until that time. They have that
option. What we are saying—and as Senator Chapman said—is that in the early years they have
perhaps 30 years of playing football, as Garry Weaven might have said, or whatever else and not
concentrating on financial matters.

Senator SHERRY—Did you run this approach past APRA? Was there a problem with the
sole purpose test or the prudent person principle?

Mr Clausen—I do not think so. It was some years ago, but |1 do not think there were any
problems with it.

Senator SHERRY —I suspect that thereis not a problem.
Mr Clausen—No.

Senator SHERRY—There is no prescribed balance for a default fund; it is not in law; thereis
no regulation. It is the decision of the trustees. If you look at the evolution of the default
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investment, it is strikingly similar across all funds—not just industry funds but corporate funds
and retail funds—with very little variation.

Mr Clausen—In all honesty, we have to hark back to 2001, 2002 and 2003. They were not
particularly good years. We tried to change our asset mix so that in the growth areas we have
some alternative assets so that we do not have quite the same volatility that we had then. But
thereisarisk with it, because you come to those times when markets turn down.

Senator SHERRY—You have had the opportunity to rebut what is a gross misrepresentation
in the reporting of your so-called commission.

Mr Clausen—I would stress that is paid to the company, not to—
Senator SHERRY—That iswhat | was going to get to.

Mr Clausen—Sorry.

Senator SHERRY—Where does the money go to?

Mr Clausen—It goesto the company. The planners are salaried planners.

Senator SHERRY—I understood that. It goes to the company. It then becomes part of
reducing the overall operational cost of the general administration.

Mr Clausen—Running the financial planning business.
Senator SHERRY—Did you respond to the report in the IFA?

Mr Clausen—Yes, we did. We rang the reporter and told her that it was incorrect and had it
changed.

Senator SHERRY—What is your governance structure at the moment? You mentioned your
evolution. Who owns the fund?

Mr Clausen—The members own it.
Senator SHERRY—So0 you no longer have any link with the government as such?

Mr Clausen—No. We have four employer directors, four member directors and an
independent chair.

Senator SHERRY—Who owns the company? Who are the shareholders?
Mr Clausen—T he shareholder is the chairman on behalf of the members. There is one share.

Senator SHERRY —That isafairly unusual model.
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Mr Clausen—It might be.

CHAIRM AN—You mentioned that the planning arm has salaried employees. Are there any
incentives of any sort offered?

Mr Clausen—I am here representing Health Super the fund, but | am sure that there are key
performance indicators in terms of writing plans, servicing members and giving seminars. They
do our retirement seminar program in metropolitan Melbourne and country Victoria, which is
about educating our members. | am sure that there are KPIs to do with those things, and part of
that would be how much business is written.

CHAIRMAN—You mentioned in your opening remarks that the planning arm was
established with a $750,000 investment from the fund.

Mr Clausen—That was injected over a period of time—it was not al up-front.
CHAIRM AN—Are you able to tell uswhat return the fund is getting on that investment?

Mr Clausen—I am not sure that | am qualified, but they turned a small profit last year and we
expect alarger profit this financial year.

CHAIRMAN—So it is not necessarily proving to be a profitable investment?

Mr Clausen—It is following the J-curve of most venture capital investments. It has probably
taken us a little bit longer than we would have liked. But | would also hasten to add that in those
early years markets were down and the last thing that people were interested in was financial
advice. We think that it works well from a tiered advice point of view because the fund gives
general advice and, if the member wants planning or retirement consulting, they then go to the
financial planning arm and get that advice. If they want to go further and look at the holistic
plan, involving not just super but all their other assets and those sorts of things, then they can get
that from the financial planning service.

CHAIRM AN—Wohen you say the market has been down, the last two or three years—

Mr Clausen—They have been sensational. | was talking about the first couple of years of
Health Super Financial Planning.

CHAIRMAN—So you are not sure of the more recent contribution to the profit of the fund
that the planning arm is making?

Mr Clausen—In 2005-06 it turned a profit. In 2006-07 it aims to turn alarger profit.

CHAIRM AN—How is the relationship between Health Super and Health Super Financial
Planning disclosed to members who are seeking planning advice?

Mr Clausen—It is fully disclosed in the PDS documentation.
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CHAIRMAN—ASs | raised earlier with Mr Weaven, and as has occurred earlier in this
inquiry, there have been concerns raised about the need for greater transparency between the
funds and their service providers. Do you accept that there is a need for greater transparency and
that perhaps disclosure of those relationships has not been as substantial as it could be?

Mr Clausen—We believe it is fairly transparent in our financial statements as they currently
stand, although a $750,000 private equity investment is relatively small in the overall scheme of
things, so probably getslost in the wash. Certainly we declare our directors remuneration and all
those sorts of things. We operate within the bounds of proper disclosure—AAS25 and any other
acts.

Ms BURK E—If a member wants the full gamut of planning, would they have to go to an
external planner or can Health Super Financial Planning provide the whole lot?

Mr Clausen—Absolutely.

MsBURK E—Do they operate under alist of advice and product?

Mr Clausen—They do have a product list.

M s BURK E—Hopefully, that would include your product?

Mr Clausen—It does. | hasten to add—and | have talked to the financial planning people
about this—that if they had, let us say, two industry funds and a person was in an industry fund,
unless there were circumstances that were specific for that person’s financial needs there would
be no need to move that superannuation to our fund.

M s BURK E—You have other industry funds on your list?

Mr Clausen—Yes, we do.

MsBURK E—You have a mixture of retail and industry funds on your lists?

Mr Clausen—Yes, and we have other allocated pension products as well.

Ms BURK E—You would be unique in that. There are not too many other people with lists
that list industry funds.

Mr Clausen—I must say that | am not operating on a day-to-day basis in financial planning
but | do know that if they have two industry funds and there is no reason why a member should
move to Health Super they would not move them. | would like to leave it at that.

CHAIRM AN—What is the basis for charging for that advice?

Mr Clausen—It is an hourly rate—3$130 plus GST per hour for members; and $150 plus GST
per hour for nonmembers.
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CHAIRMAN—It isastraight fee for service.

Mr Clausen—Yes. If they decide they need an allocated pension and if it is a Health Super
allocated pension then they pay one per cent and half of that is rebated back to the financial
planning business—not to the planners.

M s BURK E—So the planners do not get the commission for that?

Mr Clausen—No.

MsBURKE—What is your remuneration arrangement with others on the list then?
Mr Clausen—The fund itself does not pay external people.

Ms BURKE—So the fund itself would not pay any member’s fees into commission with
somebody else?

Mr Clausen—No. That is why, when a planner rang up and said, * Why wouldn’t | get the half
aper cent if | recommend your allocated pension? we said no, because that goes against the ‘all
profit for members’ philosophy of an industry fund.

M s BURK E—Do you know how many members are utilising the planning service?

Mr Clausen—I think each planner does about 300 appointments a year, and we now have
four planners. We also have one or two members a day just lob in and say, ‘I’d like to talk to
someone about’ —whatever.

Ms BURK E—Do many of your fund members stay with the fund in retirement—that is, use
your fund as their allocated pension?

Mr Clausen—Yes, increasingly so. | am not sure about the actual percentages but there is a
sort of comfort: *You have looked after my money and my interests for these years; | understand
that you have a financial planning business that charges an hourly rate so we will go and talk to
them.” The financial planning business has also done some second opinions from other financial
planning businesses. | think that relationship is built up over a period of time—you are safe, you
are secure and you have looked after our interests for a long time. | could not really give the
percentages, as such.

M s BURKE—Do you advertise both businesses: the super and the planning?

Mr Clausen—We do, more so the fund than the financial planning. We normally put a page or
two in our annual report to members or in Talking Super, asit is called, or in something like that.
They run the retirement seminars program for us, effectively, which gives the members great
information—Centrelink benefits, taxation implications, the pre- and pos-retirement products
and all those sorts of things. It isafairly good program.

MsBURK E—How do you advertise the fund?
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Mr Clausen—I am happy to say we ride a little on the coat-tails of the IFS advertising. We
believe in face to face where possible—it is always difficult with 200,000 members. We have
our own call centre. We have our own account managers who service our employers and our
members—we are fairly big on that. We advertise in nursing journals and union magazines and
all those sorts of things, but we have not as yet ventured into TV advertising.

Ms BURKE—You advertise within the sector that is a catchment for you. You advertise
within the health networks and areas like that.

Mr Clausen—Correct, and we service that with our account managers, planning consultants
and call centre people, who are in our administration.

M s BURK E—Would your end-of-year accounts demonstrate some spend on advertising?

Mr Clausen—Certainly.

Senator SHERRY—Did you say you were self-administration?

Mr Clausen—Yes, and we are defined benefit as well, which is beautiful for—

Senator SHERRY—What is the proportion of membersin DB versus DC?

Mr Clausen—We have about 6% thousand active defined benefit members, 4,000 deferred
benefit members—that is, where they have chosen to leave before their vesting—and 3,700 life
pensioners out of our 200,000 members.

M s BURK E—Isthe defined benefit shut off now or is it ongoing?

Mr Clausen—It is effectively shut. There are some members who can take the option, but, to
all intents and purposes, it is shut.

CHAIRM AN—Did you say there are about 1,200 planning appointments a year?
Mr Clausen—Roughly. That isif all four planners are working full on.
CHAIRMAN—AnNd that is out of 200,000 members?

Mr Clausen—Yes.

CHAIRMAN—It is not utilised to a great degree by your members.

Mr Clausen—It started off very slowly. When we started the business, they were not doing
300 per planner, but it has grown significantly since then.

CHAIRMAN—Are they spending about five or six hours on each client or is there a lot of
idle time being funded?
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Mr Clausen—I could not answer that, but it certainly has improved significantly from when it
first started. The other point | would like to make is with regard to something Mr Weaven said
about our returns. | acknowledge that our five-year returns were not too good, but in financial
year 2004-05 our long-term option over three years returned 9.3 per cent versus the median of
8.7 per cent and in 2005-06 financial year the three-year return was 15.5 per cent against the
median of 15.5 per cent. Perhaps we are one of those funds that, having restructured in early
2004, are reaping the benefits of that now. | think we are one of the better performing funds.

CHAIRM AN—Thank you very much, Mr Clausen, for appearing before our committee.

Mr Clausen—Thank you very much for having me.
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[12.09 pm]

COLLINS, TheHon. Peter, AM, QC, Director, HostPlus

DALEY, Mr Brian, Member Director and Deputy Chair, HostPlus
ELIA, Mr David, Chief Executive Officer, HostPlus

ELMSLIE, Mr David, Independent Chair, HostPlus

HINKLEY, Mr Bob, Independent Director, HostPlus
ROBERTSON, Mr Mark, Employer Director, HostPlus

CHAIRM AN—Welcome. We have before us as a committee your submission, which we had
numbered 63. Are there any alterations or additions you wish to make to the written submission?

Mr Elia—No.

CHAIRMAN—InN that case, | invite you to make an opening statement, at the conclusion of
which | am sure we will have some questions.

Senator SHERRY —Chairman, | formally record my interest as a fund member—not active,
but | think | should put it on the record anyway.

CHAIRM AN—Are you doing well?
Senator SHERRY —Very well, the stats show.

Mr Elia—Extremely well. HostPlus thanks the committee for the opportunity to present
evidence regarding the operation and structure of the superannuation industry. By way of
background, HostPlus is the national superannuation fund for workers within the hospitality,
tourism, recreation and sporting industries. We invest in excess of $5.7 billion for approximately
780,000 members, the majority of whom are under 40 years of age. | should also add that we
have in excess of 38,000 participating active employers who contribute to the fund.

HostPlus not only is a leading industry fund but currently boasts two significant awards, the
SuperRatings 2006-07 Fund of the Year award and the Money magazine 2007 Best Super Fund
Manager award, as part of the Best of the Best awards. | should add that both these awards are
open to al types of superannuation funds, including the retail funds, so we are very proud to be
judged a leader in the superannuation industry.

In relation to our investment performance, our balanced option, which has had a fair bit of
publicity—and | suspect it is something that we will talk a little bit more about—had returned
11.22 per cent to its members over the previous five years as at 31 January 2007. According to
the SuperRatings survey of fund returns, this places us in the top 10. In fact, that particular rate
of return puts us at No. 2 as compared to other funds, judged against retail, public sector and
industry funds.
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We would like to make two brief points about the issues relating to the committee’'s inquiry.
Firstly, on advertising, HostPlus does actively promote the fund through its participation in the
‘compare the pair’ TV campaign and its sponsorship of the NRL team Melbourne Storm. These
promotional activities are undertaken to sustain and enhance our membership base through
building the brand and brand awareness. That largely enables us to build on the economies of
scale which in turn provide us access to competitive management and administration fees,
which, as | think you will all agree, is ultimately in our member’s interests.

Our strategy is tailored to reach our membership, who are predominantly in the 21- to 40-year
age category. They are typically disengaged with their superannuation, and it is difficult to reach
them solely through some of the traditional channels, such as the annual members statement and
annual reports. So building our brand through TV advertising and through our association within
the sporting industry is critical to our activity in the same way as administration and investment
management. Advertising is a legitimate cost, just like any other cogs that the fund incurs,
whether they be administration or investment cogts. It should not be considered any differently.
Aswe have heard previously from others who have discussed this issue, its primary objective is
to retain our existing members, build on the existing membership base and grow our funds under
management, which all lead to greater economies.

Certainly a good case in point as it relates to HostPlus is that we were able to increase the
level of insurance benefits that our members received by a minimum of seven per cent last year
at no additional cost to the members. We were able to negotiate with our insurer increased
benefits, and it did not cost our members any additional moneys whatsoever. | think this really
highlights the true nature of what you can do if you have economies built into your membership
base.

The other point we would like to make is that members pay for advertising costs directly or
indirectly regardless of a fund’'s business model. Comparisons can be drawn with the
Commonwealth’s and the state governments numerous advertising campaigns, where the
taxpayers ultimately pay for the advertising costs associated with the government informing their
market about the benefits of many of their initiatives.

Senator SHERRY—Advertising or propaganda?
Mr Elia—You be the judge of that.
CHAIRM AN—That was a pejorative comment, Senator Sherry.

Senator SHERRY—We are about to see another big super one, | notice. | got the figures the
other day at estimates.

Mr Elia—Fund choice is based on an informed market and a level playing field for all
participants in that market. It requires all profit to go to member funds, and to fund the cost of
advertising from resources external to fund assets effectively operates as a ban on those funds
being able to advertise. From our inquiry, such bans would place the fund in the same boat asthe
tobacco industry, which is the only industry that we are aware of that is not permitted to
advertise its products in Australia. It would certainly compromise all the basic principles of a
free market economy. An inevitable consequence of such a ban would be a significant reduction
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In competition in the industry, and that would be detrimental—I think you would agree—to all
our members.

Our final opening comment draws attention to the area which we believe is in most need of
reform in superannuation, and that is commission-remunerated financial planners. Despite the
fact that HostPlus is undeniably a market leader in superannuation, we are not aware of any
financial planner or dealer group that recommends us to their clients. There is areason for this:
we do not pay them a commission. Despite the fact that we are top rated by all superannuation
ratings agencies, we are not aware of any financial planning house that has HostPlus on their list
of approved products. The regulation of advice does need urgent reform so that when a
consumer gets financial advice they know that the adviser is acting in their best interest rather
than recommending a product because it pays a commission.

Payment of commissions represents a fundamental conflict that cannot simply be managed by
disclosure or any other means except avoidance. Although financial planners are required by law
to meet certain requirements under the Corporations Law, we are constantly seeing examples
where those obligations have been breached across the financial services industry. | am sure that
the committee is aware of some of those examples. We generally believe that the payment of
commissions, or soft dollar arrangements, should be barred in relation to SG contributions and
that financial advisers should be subject to a duty to act in the best interest of their clients. This
Is the same standard of care that is imposed upon atrustee.

We have often heard the FPA and its members say that the underlying reason given for not
recommending industry funds is due to a lack of underlying information about industry funds’
investment structures and their investment options. However, such information is readily
available. For example, it is readily available at www.chantwest.com.au, from Chant West
financial services, which is a specialist superannuation research and consultancy firm. Regarding
its research, Chant West saysthat it:

... provides the accurate and comprehensive research that advisers need. With access to CorporateSuper Research,
Personal Super Research and AppleCheck, together with the associated modding tools, they and their paraplanners can
research and compare over 140 super products including industry funds, corporate funds, personal funds and public sector
funds.

They claim:

This winning combination enables advisers to deliver excellent client service, satisfy their compliance obligations and
improve their productivity.

They also claim:
Onein three advisersin Australia now have access to Chant West research ...

| should add that Chant West is not the only provider of such research, with SuperRatings also
providing asimilar service.

So, despite this widely available information on our fund, and | think other industry funds as
well, it is our strong belief that commission based financial planners do not recommend us to
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their clients simply because we do not pay them a commission. The question that we often ask
ourselves is. how long can they continue to ignore us, or, as it has been put to me, the big
elephant sitting in the same corner? We are happy to take questions.

CHAIRMAN—Perhaps | could start with your comments on commissions. One of the
arguments in favour of commissions—you probably heard this in earlier segments of these
hearings—is that they allow low-income or low-contribution members of funds to receive advice
which they would not otherwise be able to receive on a fee-for-service basis—that there is an
element of cross-subsidisation through the commission structure that allows lower income
people to get advice. What is your response to that?

Mr Elia—I think firstly we would say that low-income earners are the least likely to be
engaged in their super and probably the least likely group to really understand the nature of the
commission structures built within the existing advice model. | think it is probably a narrow
view to assume that the only way that low-income earners get advice isto pay commission. We
have certainly embarked on a number of initiatives to try to provide low-cost, meaningful advice
to our members.

We have included in our submission that we now do give our members an opportunity to have
the cost of financial planning advice as it relates to superannuation related advice deducted from
their member accounts. We have built in a number of safeguards. The first issue is that members
must have at least $2,000 to $2,500 in their accounts before they can access the service. The way
in which members are charged for the service is upon delivery of that advice. It is not an ongoing
trail. There is not an ongoing annual deduction made from members accounts. It is a one-off
deduction based on the type of advice that is requested and required.

| am happy to share with you some of the fees. Thisisaflat fee. If a member wishesto receive
member investment choice advice, that is a $220 flat fee. If it is in relation to insurance,
likewise; superannuation contribution eligibility, $220; super-splitting advice, $220; and super
retirement projections, $110. Members do have the capacity to receive a superannuation related
financial plan for the cost of $550 and that is a flat charge.

CHAIRM AN—One of the ways that it has been suggested that we might overcome this
problem of conflict of interest is to have what you might call three categories of advisers or
financial planners—those who are clearly seen to be representing a financial institution and
marketing that financial ingtitution’s products, who should be branded; those who perhaps
operate on a basis of a combination of commissions and fee for service; and those who are
clearly fee for service, who could be regarded as genuinely independent advisers. Do you think
that would go some way towards overcoming the problem? If people walk into an AMP branded
adviser, they know to expect—as they would expect to get a Ford if they walked into a Ford
dealer—to get an AMP product recommended.

Mr Elia—I think the difference with the car dealership analogy is that you know that you are
actually dealing with a salesman. If you walk into a dealership to buy a car, you know that you
are going to have some interaction with somebody who is actually trying to sell you something. |
think the fundamental issue is that this industry really needs to decide whether it is going to
develop into a profession, with all of the professional obligations that come from being part of a
professional organisation. | think that is a start.
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Asto the licensing in terms of the model that you have alluded to, I think it is appropriate to
certainly consider that. | think we do need to ensure that, where people are ssmply selling or
acting as agents on behalf of some of the major retail companies and flogging product, they are
singled out and there clearly needs to be clear disclosure in that regard. | think that is a start. We
obviously need to understand a little bit more about how the model will actually work in
practice. But, as to clearly highlighting salespeople for professional advisers, | think there is
certainly some merit in that.

CHAIRM AN—I suppose the view would be that you would still regard them as professional
advisers in the sense that they would be providing the best advice within that particular financial
institution’s range of products, but you would not necessarily expect them to advise outside of
their range of products. You are till expecting them to give some professional advice but within
the range of products under that badge, as against a completely independent person who would
be providing advice across a range of products.

Mr Elia—To use the car dealership analogy, it is the salesperson probably selling you a
different type of car but it is still branded as a Ford. The distinction is nevertheless the same.
They are selling a product. If we are talking about advisers acting in the interest of their
members then clearly there needs to be some scope for them, obviously, to consider products
that are outside the product list—because that is really what we are alluding to—that they would
be advising on.

M s BURK E—The problem, though, at the moment is that a lot of people go to see afinancial
planner who has a title of something else. It does not link; it does not say, ‘1 am AMP’ They
have gone into this shopfront and they think they are getting independent advice, and then they
are given arange that offers AMP or AMP. That is the problem at the moment. At the moment,
people do not actually realise the relationship between the planner and the product they are
selling alot of the time.

Mr Collins—That is exactly right. There is nothing wrong with being an agent.
MsBURKE—NOo, s0 long as you disclose.

Mr Collins—It is not a crime to be an agent and to be proud of the product you sell—or the
range of products you can offer—provided it is disclosed that you are selling for a particular
agency. If you clam to be a financial planner, that term has a connotation of objectivity and
impartiality; and the term agent does not. So agent is actually a better descriptor than financial
planner.

CHAIRM AN—Is this a problem that has developed under FSR, where we have tried to have
a standard licensing approach under the legislation? Under the old system you had insurance
agents and life insurance agents and you pretty well knew where people were coming from and
who they were representing.

Mr Collins—I think part of the problem is a rebadging and a desire on the part of financial
planners to reposition themselves in the market and to present themselves as an independent
profession whereas many of them are simply agents, and there is nothing wrong with being an
agent.

CORPORATIONSAND FINANCIAL SERVICES



CFS58 JOINT Tuesday, 6 March 2007

Senator SHERRY—I would like to ask about some of those issues that the chair started
raising. Is the advice model that has just started operation budgeted to stand alone in terms of
covering its operational costs over time? | do not want your budget figures, but is there any
cross-subsidisation in those fees that you have outlined?

Mr Elia—There is initial investment on our part. Beyond that you would like to think that
over time you would at least be breaking even. The model itself is not based upon generating a
profit; it is about delivering a service. Given our existing model, we are largely focused on that.
It is about the existing membership. It is about providing a service to the existing membership as
distinct from having a financial planning business that is focused on acquisition.

Senator SHERRY—Are the people giving advice internally-employed planners or are they
contracted?

Mr Elia—They are embedded planners. They are industry fund financial planners. You heard
earlier on about the collective approach that has been adopted. That really does go some way
towards reducing the cost of providing that service.

Senator SHERRY—When this approach has been discussed with some of the other funds
they have raised issues of difficulty with FSR. This has been signed off on by ASIC.

Mr Elia—We have received sign off by APRA in the first instance, and there is no reason to
believe that this should cause any concern with the regulator. | should add that we are actually
not the first fund to offer this type of service. Given that we are a high-profile fund, we seem to
be always in the headlines; but there are many other funds that are providing a similar type of
structure. Certainly in our discussions with the regulator, they are very comfortable with it. As |
alluded to earlier, there are sufficient safeguards around the process to ensure that members are
getting the service for which they are paying.

Senator SHERRY—I am interested in the cost structure you have outlined. It has been
claimed that commission is a much easier way to recover moneys from a low-income low-
balance person. That is the claim that is often made. You may need to take this question on
notice. Would it be possible—and how, in your fund’s considered view, would it be possible—to
reduce the cost that you have outlined in terms of the flat-fee application for different limited
advice? Do you, for example, face a more costly provision of advice because of FSR? If so, how
and why? How can we perhaps strip down the elements of the cost that you have to cover off on
In providing your product?

Mr Elia—I will make a couple of comments in relation to that. The first issue is that we are
having to go through licensed financial planners in order to provide that advice. We do have an
account management team; we have a significant focus on education. ASFA’s position is one that
we do support. A narrowing of the definition of personal advice would go some way towards
allowing us and our existing staff and existing resources to provide that limited advice that is
probably necessary for our members. That could actually come from the existing resource base
that we have built up.

| think the approach that was highlighted yesterday, a transaction based approach, is probably
one that we ought to be considering if somebody wants some basic advice on salary sacrifice,
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rather than our having to get them to have a chat to a financial planner. We think we have the
capacity and we think our staff have the skill set to provide that advice, but they are not licensed
to do 0.

Senator SHERRY—So0 you would not suggest that they need to be?
Mr Elia—I would not suggest that they would need to be.

Senator SHERRY—That isinteresting. It is somewhat like trying to break a legal monopoly,
such as a lawyers' monopoly, or a monopoly in the medical area. | refer to the issue of approved
product lists, which | have raised on a couple of previous occasions. | do not know whether you
were here to hear this, but it seems to me to be almost like a monopoly construct: the dealer
group decides what is on the list, there is no industry fund and therefore the planner cannot
recommend because it is not on the list in the first place. It becomes a circle of your fund and
many others being prevented from being on the approved product list. As we have discovered,
even when they are on the product list—although | think you have probably been removed from
AMP's—

Mr Elia—We were on it in the first instance but then we were removed; that is exactly right.
From our perspective, product lists are a convenient way to lock us out.

Senator SHERRY—As a matter of interest, when you were on AMP's product list did you
get anyone referred to you?

Mr Elia—We are not aware of one single member being recommended to us from an AMP
agent.

Senator SHERRY—Mr Chairman, | have some questions on lifestyle. | will come back to
that area

CHAIRMAN—Thank you, Senator Sherry. On that issue, Mr Elia, given the increasing
number of advisers who are now operating on a fee-for-service basis, there is no disincentive for
them not to have you on their product list. Have you noticed whether any of those advisers are
putting you on their product lists?

Mr Elia—We are not aware of any dealer group or financial planning house having us on
their approved product list.

Ms BURK E—Even if they were a fee-for-service adviser, they would still get a commission
when they sold the product, so it would become that next step: they sell a product and they get a
commission, so they are still not going to sell a product that is not giving them a commission.

Mr Elia—Conceivably, yes.

CHAIRM AN—AnNd they rebate that fee for service to the client usually?

M s BURK E—They may.
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Mr Elia—Not the trails.
MsBURK E—Yes, not thetrails.

CHAIRM AN—You indicated how well your fund has performed over the years. | refer to the
issue of 90 per cent of fund members effectively being in a default fund, with that generally
being a balanced fund rather than a growth fund. Is your default fund essentially a balanced
fund?

Mr Elia—Yes, it is. | wish to understand the nature of the question. So, Mr Chairman, the
implication is that because the majority of our members’ funds are sitting in a balanced fund
therefore they are worse off than if their funds were—

CHAIRM AN—in a growth fund. It is particularly so as you said that most of your members
are younger people, so they are looking 30 or 40 years out.

Mr Elia—I think the FPA may have made that claim in their submission.

CHAIRM AN—Health Super, the previous witnesses, also indicated that they are orientated
towards a growth fund rather than a balanced fund.

Mr Elia—I am delighted to say—and | think five years is probably a reasonably good period
in which to assess the performance of these investment options—that | have two numbers that |
would like to share with the committee. As at 30 June 2006, the five-year return for our balanced
option—so that is over five years—was 9.2 per cent while for the same period—this is compared
to the shares-plus option—that option delivered 8.3 per cent, so you are actually better off over
that period of time. | do have the updated data. This is the most recent information that | have
available, and this is as per the super ratings data as well. As at 31 January 2007, the HostPlus
balanced option, the default option where 90 per cent of our members’ funds reside, delivered
11.22 per cent, as compared to the shares-plus option of 10.8 per cent.

Senator SHERRY—I think | know why, but what explains the difference?

Mr Elia—There are a couple of things, | suppose. | have sat back here. | think there has been
this perception that trustees of industry funds simply set the asset allocation strategy, sit back and
do nothing. The reality, and one of the underlying reasons why industry funds have been able to
outperform their retail competitors, is that trusee boards do take active decisions and are
involved in reallocations of their strategic asset allocation and the rebalancing decisions that are
made. There have also been decisions that have been made that have allowed industry funds to
pioneer investments in infrastructure and in private equity. They have taken the lead in relation
to those types of assets, where we now see the rest of the herd in the retail funds aggregate and
move into.

There are some underlying reasons as to why there is the issue of the balanced option. In our
case, | want to emphasise the point that the board of the trustee of the fund does sit back and
examine the underlying demography of the fund. It looks at its membership base, it looks at the
age, it looks at the needs and it sets the appropriate objective to meet the needs of the broad-
based membership, of the overall membership, in that regard. Regarding this whole debate about

CORPORATIONSAND FINANCIAL SERVICES



Tuesday, 6 March 2007 JOINT CFS61

a balanced option, well, | can show you a number of balanced options and you will probably be
able to highlight and see that there are different allocations to Australian equities and different
alocations to all the asset classes in that regard. We have to be careful about this term ‘a
balanced option’ and assuming they are all fundamentally the same, because that is not the case.
As the profile of the fund continues to change, and this is part of the executive's role and part of
the trustee’s role, we will modify our asset allocation to reflect the needs of the membership.

Mr Collins—I wish to add very briefly to that. As one of the two new independent directors
of HostPlus | want to say that our role as trustees is rigorous, intensive and extremely active. So
rather than just topping up the existing strategic asset allocation it has been a matter of exploring
new opportunities and trying to work out where we can reduce the fees that we pay to our fund
managers. That has been quite a labour intensive and time consuming exercise, and | think it will
be increasingly so. In the case of HostPlus you have got trustees who at virtually every meeting
are asked to look at some potential new investment, rather than simply saying, ‘Let’s put a bit
more into international equities or Australian equities.” | do not want to take too much time from
the committee, Mr Chairman, but | thought it might be a useful insight.

Senator SHERRY—On the issue of fees for fund managers, has the trend been down?
Frankly, is the sgqueeze being put on fund managers? As the moneys under management have
gone up, | hope they are not getting the same percentage. Percentages are glorious on an
increasing pool of money.

Mr Elia—Yes. | think we need a separate inquiry. We were actually discussing this earlier in
terms of what fund managers are really stating as their fees. It depends on the asset classes to
some extent. You can get the index plus 10 and not really pay much or anything for it, if you are
looking at equities—both international and Austraian equities. But if you are talking about the
alternative classes, where we are seeing more and more participants, more and more players in
the market, the types of fees that we are seeing out there are just outrageous. In fact, we walk
away. We simply say, ‘No, we're not prepared to pay two and 20 to enter into a private equity or
aglobal infrastructure fund.” More and more managers are taking more—

CHAIRMAN—What istwo and 20?

Mr Elia—Two per cent and then 20 per cent above a hurdle rate, which is continuing to
decline. It is 20 per cent of anything above eight. We are not desperate to get into those types of
deals. We are continually lobbying managers to try to reduce their fees in that regard. Having
said that, if you are actually looking for talented individuals, they can command a premium, in
terms of the best stock pickers. Certainly | can name a few. So | do not think fees are necessarily
declining.

Mr Collins—I endorse the suggestion made by my colleague that it is probably the subject of
an independent inquiry by the committee. There is a lot of merit in drilling down into that issue,
because | think that we and a number of other industry funds are at pretty much the same
juncture, where we are looking at a number of perfectly profitable deals being brought to our
table but with an excessive fee structure.

Senator SHERRY—It is an interesting issue. | will just raise one other issue on this
investment. Have you looked at lifestyling, as was outlined earlier by Health Super?
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Mr Elia—We had given it some thought a number of years ago. It was discounted for a
number of reasons, largely because a majority of our members are, as we indicated earlier on,
under the age of 40. The majority of them sit within the balanced option. There is a significant
cost associated with introducing lifestyle types of benefits. | think from our perspective it is
almost akin to providing advice. You do not really have any genuine knowledge as to what the
other investments, the other assets or the financial position of that individual may be. So, to
simply have an automatic system which simply moves people from one investment option to
another as a consequence of change in their age does certainly, from our perspective, bring
forward a number of complexities and additional costs. Having said that, for those investors,
those members, who do take a proactive interest in their fund and in the investments that the
fund offers, we have 20 investment options. Members can create an investment strategy that is
appropriate to their needs.

M s BURK E—What proportion of the membership actually engages in choice, though?
Mr Elia—In terms of making an active decision to—

Ms BURKE—Yes, investment choice—to actually look at the range and then make the
decision to engage and say, ‘| want this model for me.’

Mr Elia—It is quite interesting. At the moment, if you look at it across the total membership,
it isavery small percentage. But, when you examine who is exercising this choice, it is high net
worth individuals. It is people who have sizeable superannuation balances who do take a genuine
interest in their superannuation arrangements. It isincreasing.

Senator SHERRY—Presumably you charge different fee levels for different types of
investment where the investment is more costly to operate?

Mr Elia—The investment fees are the investment fees that we pay to the underlying
managers, so that will vary. Clearly, if you are looking at infrastructure and private equity,
obviously there is a higher cost associated with that. But the admin fee is the same across the
board.

Senator SHERRY—Just on the default option, | hate to use myself as a comparative, but
couldn’t it in fact be an active selection?

Mr Elia—It could, yes, and we have no way of really measuring that. | am in a balanced plan
in adefault option, and it is a conscious decision that | make.

Senator SHERRY—I am too. Just the time of fiddling around—and | think | am reasonably
well informed—switching it, trying to work out when the market is going to drop, and then |
have to say that | would have made the wrong pick a year ago, as it turned out, if | had switched
it into bonds. But it just seems to me that there would be a lot of people in my category for
whom it isa good, long-term rate of return and it is in effect an active selection.

Mr Elia—I agree. | think the key issue here is that we do give people the option. We do give
them the opportunity to select a different investment strategy if they so wish.
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CHAIRMAN—I note—and you made the point earlie—that you have three employer
representative directors, three employee directors and three independent directors.

Mr Elia—That is correct.
CHAIRM AN—Has that always been the case?

Mr Elia—That change arose in 2003. Prior to that, we were probably no different to many of
the other industry funds at that time. We had a 12-member board, with six employer and six
member-elected representatives.

CHAIRM AN—Was that change a consequence of becoming a public offer fund and therefore
having an increasing number of members outside your traditional employment base?

Mr Elia—No, actually HostPlus was probably one of the first funds to be licensed as a public
offer fund. We have been a public offer fund for close to 10 years, if not in excess of that, so it
was not necessarily a consequence of that. | think it was certainly well reported at that time that
there was a disagreement at board level. The regulator, in discussions with the subscribers at that
time, agreed to recongtitute the board with a three-three-three structure. So we have had that
since about May 2003.

MsBURK E—How are the trustees elected or appointed then—the three, three and three?

Mr Elia—In our case, the AHA, the employer organisation, elects its three directors; the
LHMU, which is the employee organisation, selects its three; and jointly they agree upon the
appointment of the three independent directors. So that is a joint decision.

CHAIRM AN—Given the number of industry funds that are now becoming or have become
public offer funds and therefore increasingly have members who are outside the traditional
industry sector that they were founded on, do you think your model of the trustee structure ought
to be adopted more widely?

Mr Elia—I think this model is appropriate for HostPlus. I cannot comment about some of the
other industry funds. But | think, just by mere definition, certainly in our case we are a sector-
specific fund. The reason we moved to public offer some 10 years ago was largely, because it
was an employer-sponsored scheme, to alow self-employed individuals within the hospitality
and tourism sector and sporting sector to access the fund. | think this would probably be the
same for any of the other industry funds—HESTA, Cbus and some of the others.

CHAIRM AN—What is your understanding of the sole purpose test?
Mr Elia—My understanding of the sole purposetest? | have a couple of lawyers here.
CHAIRM AN—Anyone that is before us?

Mr Elia—Our obligation is largely to maximise the retirement benefits of our members, to
whom obviously we owe a duty of care.
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CHAIRM AN—Your concept of deducting from members' funds the cost of advice—do you
regard that as consistent with the sole purpose test?

Mr Elia—APRA have indicated that, yes, it is, and our legal advice supports that.
CHAIRM AN—Should there be any limitations on the sole purpose test?
Mr Elia—In what way?

CHAIRMAN—Where is the limit of what you can apply members funds towards?
Obviously, APRA have said you can use it for now providing advice.

Mr Elia—Yes.
CHAIRM AN—How far does that stretch, in a sense?

Mr Elia—Only insofar asit relates to superannuation related advice. | think APRA have been
quite clear that you cannot use members superannuation accounts to pay for advice that is
outside the provision of superannuation related advice. | think they have been quite clear and
consistent in that regard. So, if you wanted some advice, if you wanted to invest some moneys
and you wanted to negative gear a particular property—that obviously sits outside the
superannuation portfolio—then you cannot have the cost of that advice deducted against your
super account. | think they have been very practical and reasonable in their interpretation.

CHAIRM AN—It also appearsto extend to advertising.
Mr Elia—In what way?

CHAIRMAN—InNn the sense that members funds are being used to pay the cost of
advertising.

Mr Elia—Mr Chairman, | think it is important to understand the nature of, | suppose, the
business model that industry funds have. Leaving investment codts to one side, we have a very
simple fee structure—that is, we deduct, in our case, $1.50 per member per week, so it is$78 a
year. We use that money to pay the costs of operating the organisation, the running costs.
Whether it be salaries, rent, advertising or our administration, it is funded from that fee. So from
our perspective it is very simple for members to ascertain the true cost, because that is ultimately
what is deducted from members’ accounts. If there are any—

CHAIRMAN—So it isaflat rate fee irrespective of their balance?
Mr Elia—It is a flat rate fee. It is $1.50 per member per week in our case, and | think other
industry funds have a similar type of arrangement. They may charge $1, $1.10, $1.20, $1.80 or

whatever it may be.

CHAIRM AN—Do you have a funds donation and sponsorship policy?
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Mr Elia—We have a policy that says we do not make any political donations, in that regard. |
have indicated that we do have a sponsorship deal with the Melbourne Storm.

CHAIRM AN—Are there any other questions?

Senator SHERRY—I have just one issue on salary continuance insurance, which | must say
that | have significant concern about. | think you offer it, don’'t you?

Mr Elia—Yes, we do.
Senator SHERRY—It is voluntary?
Mr Elia—It is an opt-in.

Senator SHERRY—Did you get advice from the regulator, APRA, on that? They have told
me that they have cleared it, but—

Mr Elia—Yes. It was probably before my time. It has been there.

Senator SHERRY—MYy concern has always gone to the cost of it—it is expensive—and
therefore the drain on the member’s savings account and just how far we go with some of this. |
do not have a problem with the limited advice model. The only problem | have with the
Melbourne Storm isthat it is not Geelong Football Club!

M s BURK E—This sponsorship of Melbourne Storm is obviously transparent and declared to
the members; they understand—Dbesides the fact that, if you go to agame, it is all over the place.
It is obviously indicated to the members that you are funding that.

Mr Elia—Yes.
MsBURKE—So it is not hidden in any way, shape, size or form. Other advertising?

Mr Elia—Yes, we are part of the Compare campaign. We do a whole series of advertising
through various media. We have done radio. Can | just make the point that we are the hospitality,
tourism, recreation and sports fund. This is our sector. These games are beamed into pubs and
clubs, where our members are either working—the employers are there—or are having a good
time. So there is a strong nexus and affinity between, obviously, the nature of advertising and the
relationship with the sporting sector. It just so happens that they got into the grand final, and
lost—

Mr Robertson—The choice—

Mr Elia—The question wasn't asked. We do monitor the expenditure quite vigorously, and we
do make some assessment of the benefits we have seen as a consequence of building the brand
awareness in that regard. | have highlighted one example of the benefits we have had through
sheer scale—the growth of the fund, both in membership and in funds under management. We
are one of the fastest-growing industry funds in Austraia. Part of the reason my competitors
want to stop us from marketing and branding is that it works. That is the reality. Members are
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seeing the consequential benefits of that. So there is not any other cross-subsidy that comes from
the investment reserve in order to fund the expenditure. It is all disclosed. It is absolutely clear to
our members what the true nature of the cost is.

CHAIRMAN—How does your growth in membership compare with the growth in the
number of employees in the industry?

Mr Elia—We have relatively big penetration rates in the industry, but it varies from state to
state. We don’'t have huge penetration in Queensland, which is an area that we will be focusing
on. | won't give away how much, but we have very low penetration in Queensland and we don’t
have as big a level of penetration in the clubs sector in New South Wales. These marketing
strategies are well thought through. | have just made a comment about the clubs industry in New
South Wales. | think you can draw your own conclusions.

CHAIRMAN—You said you are the fastest-growing fund. Are you keeping pace with the
growth in the number of employees in the industry?

Mr Elia—Yes, we are. One of the key drivers of our growth has been the switch by, shall we
say, corporate entities within our sector to HostPlus. | think the licensing regime certainly drove
that, the need for employers to select a default fund—so a lot of senior executives, senior
managers, who traditionally were not exposed to HostPlus. What choice did was give them an
option. It gave us the capacity to offer our products in that regard.

M s BURK E—Has the advertising picked up outside the industry?

Mr Elia—It has. There is a category of individuals and employers out there who are simply
after the best super fund. They may use consultants in order to arrive at that decision, but yes, it
IS very minimal.

Ms BURK E—Do many of your members stay with the fund post-retirement and use you as
an allocated pension? This is where financial planning becomes the big issue: what do | do with
my retirement fund?

Mr Elia—Again, given the age demographic of the fund, in terms of the number of members
retiring and the quantum of the dollars, it is quite small. We don’'t offer directly a HostPlus
allocated pension, but it is becoming increasingly obvious to us that it is an important issue for
us to consider and look at. We believe that we will probably be in a position to offer an allocated
pension product later on in the year. The tenure of our membership is increasing. Some members
are staying with the fund longer, and that is largely also driven by the professionalism within the
industry. It is now a genuine career path for people to pursue a career in the hospitality, tourism
and sporting sectors.

Ms BURK E—Are people who are leaving the industry staying with the fund, even though
they have moved somewhere else entirely? ‘I have already had that, because | had it as my
casual job and it has done alright, so | will stick withiit.’
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Mr Elia—Yes, we are seeing a significant number of, shall we say, different employers
contributing to one member, and that clearly indicates to us that choice is working, but again, it
isreally at the margins.

Ms BURKE—One last question: the Australian Chamber of Commerce and Industry were
here before. Their submission says that the super guarantee threshold should be raised to $800
per month. | should imagine there are alot of people within your sector with $450 per month. Do
you have a comment about raising that threshold and the impact it would have on both sides of
the sector—the employees and the employers?

Mr Daley—There is no doubt that at the moment it would have a substantial impact. This is
an industry dominated by a number of part-time and casual employees. Certainly, there would be
a significant number of workers earning $450-$800 a month. Eight hundred dollars a month
reflects $200 a week. Since the advent of Work Choices, we have seen a number of industrial
instruments introduced into this industry and similar industries which have forced wage earnings
below the $200 level, and it might even be an incentive to further reduce them. Not only are we
seeing an impact; we think we would see greater impact if that threshold were lifted.

Mr Collins—I have one issue, and | have not asked my colleagues about this but we have
discussed it on previous occasions. It is something that may be well beyond your current terms
of reference. It goes back to our earlier discussion about new asset classes and infrastructure in
particular. It is great to see a specialist committee able to look at the sort of detail you are
looking at today. One of the things you may look at in the future, and it may be with new terms
of reference or renewed terms of reference, would be how you shorten the sales process and the
number of times the ticket is punched with the sale of infrastructure—where government wants
to dispose of existing infrastructure or create new infrastructure with the private sector, how you
do that without copping excessive fees along the way.

One of the things that is engaging this fund, and | am sure the other industry funds, is whether
and how we invest in infrastructure. We have looked at a couple of opportunities. We are aware
of trends in Canada where some of the Ontario pension funds have been trailblazers and are
looking at how they can invest more directly in infrastructure and cut out some of the fees—I
think in that case paid to the Macquarie Infrastructure Group. It is something that your
committee may find worth investigating in Canada—I think New Zealand is another current
example where those sorts of proposals are under examination—because | think you are going to
find more activity on the part of funds like ours in that area over the next new years. | think it is
an issue that is only going to grow. It is not going to go away, and it would be worthy of
Investigation.

CHAIRMAN—Thanks. That is something we will take on board. Thank you all for your
appearance before the committee and for your very good assistance with our inquiry.

Committee adjourned at 12.58 pm
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