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Defaulting on
super choice
can be costly

Members of MySuper, a proposed

Noel

Whittaker

SUPERANNUATION got
going in earnest in 1992 when
the Keating Government
made it compulsory for
employers to contribute for
their staff.

Since then there has been
one ssimprovementee after
another, and one of the most
significant began on July 1,
2005, when employers were
required to give their staff a
choice of fund.

Employers were also
required to offer a default fund
to accept contributions from
employees who did not want to
exercise their right of choice.

Unfortunately
procrastination is one of the
most common human
characteristics, and despite
years of financial education,
more than 80 per cent of
employees have sschosenee to
leave their super in a default
fund. This means that eight
out of 10 Australian workers
are having no say in the
management of one of their
most important assets.

Last year the Government
appointed ASIC deputy chair
Jeremy Cooper to head an
inquiry to review the
efficiency of the system. His
preliminary report has just
been released and its primary
recommendation is a radical
overhaul of the way default
funds work. The generic term
for a default fund will become
MySuper and any super fund
manager will be allowed to
offer it provided they meet
stringent trustee
requirements. Therefore
there will be a range of
MySuper products offered by
different providers.

The new funds will be ¢sno
frillsee, which means low fees
and minimum bells and
whistles. They will have to
offer «a single diversified

investment strategyZ so will
not be able to offer a choice of
investment options, nor will
they be required to provide
binding nominations or a
refund of contributions tax if
the member dies while in the
accumulation stage. The onus
will be on the trustee to
produce a good product that
is in the memberse interest
but, as usual, the devil is in
the detail.

Obviously the asset
selection for a 25-year-old
should be very different to
what would be appropriate
for a 65-year-old, but it has not
yet been revealed how the
trustee is supposed to achieve
this. The best guess is that the
MySuper funds may opt for an
investment mix that changes
as the member grows older.
Thates simple in theory, but
rising life expectancies mean
those retiring at 65 could live
for another 30 years. A too
conservative asset mix in
their super could lead to them
outliving their money.

Note these key phrases
from the Cooper report.
*MySuper . . . recognises that
direct engagementin
superannuation is nota
priority for a large proportion
of the population. A
touchstone of MySuper is that
its members defer to the
trustee generally in relation
to all aspects of their
superannuation.se

The message is crystal clear
... most Australians arenst
particularly interested in
their superannuation.
Therefore MySuper needs to
be created so they can hand
over their investment
decisions to somebody else.
Surely, more education would
have been a better option.

This week Jeremy Cooper
wrote, *The MySuper

default super fund, will be powerless to
make critical investment decisions.

proposal . . . would put more
control in the hands of
members; they would not be
forced to pay for expensive
advice that they either did not
get or did not need.Z The fact
that 80 per cent of Australians
are content to leave their
super in default funds shows
that most are not aware of the
importance of advice when
integrating super with the rest
of their assets. Far too often,
they do not realise the error
of their ways until things go
horribly wrong.

MySuper is designed to be
similar to the existing default
investment options, although
subject to higher trustee
duties, so it may produce
comparable outcomes to
those now achieved by the
current default funds.

But the recommendations
raise a very important
question. Do you really want
to spend your whole working
life in a one-size-fits-all
default fund where you can
make no decisions, or do you
want to take charge of your
finances and move your
superannuation to a fund that
has the features appropriate
for your situation? Employer
super on its own will not be
enough for most baby
boomers when they retire.
This is why it is critical that
they get advice as soon as they
can on ways to boost their
assets.

Noel Whittaker is a director of
Whittaker Macnaught Pty Ltd.
His advice is general in nature
and readers should seek their
own professional advice
before making any financial
decisions. His email is
noel.whittaker@whittaker
macnaught.com.au

My friend is of
q pension age and is a
single female living by
herself in her own house.
She has an elderly relative

in England who wants to
send her about $2000-$3000
ayear depending on the
exchange rate.

Will this affect her pension

and will she lose the

pension until she spends

this money? She doesnst
have any assets apart from
her house and relies on her
pension. Would this money
reduce her pension?

Provided that the

money is a gift, which
appears to be the case, it
will have no immediate
effect on her pension.
However if she banks it or
invests it, it could be subject
to deeming if her financial
assets take her above the
threshold of the $142 a
fortnight she is allowed to
earn before her pension
starts to be reduced.

I am 56, working full
Qy time and earning a
salary of about $100,000 per
year. | have super funds of

$500,000 (defined benefit)

and $165,000 (accumulation).

My wife, 55, does not work,
and our investments and
margin loan are in her name
to minimise tax. We have a
$175,000 margin loan
secured by investments of
$350,000. We have about
$90,000 saved in a high
investment online bank
account. | wish to start
paying off our margin loan
with some of our cash, but
my wife wants to wait to pay
off the loan until | retire,
between age 60 and 65, and
then cashinthe
investments. \We may reduce
our debt, but my wife is
afraid we will not have
enough money saved to
enjoy holidays, etcetera, in
the present time frame if we
use our cash to pay off the
loan now. An alternative
would be to refinance the

loan through a bank with a
lower interest rate. Is this
worthwhile? What do you
advise in this situation ... pay
off the loan now or wait until

| retire?

You appear to have

ample funds for
retirement so | tend to agree
with your wife ... enjoy the
money you have now while
you are relatively young.
You could research the costs
and benefits of moving to a
low interest rate by
refinancing, but the tax
benefits of changing it may
be minimal when you
consider they may be offset
by the income from the
investments.
Also take advice about
additional salary sacrifice to
super to maximise your tax
benefits.

Send your questions to
noel.whittaker@whittaker
macnaught.com.au

Commission check fosters more balanced advice

By JOHN COLLETT

THE announcement by the
Minister for Financial Services,
Chris Bowen, that the Rudd
Government will move to legislate
to stop financial planners taking
commissions from mid-2012, and
that planners will have a legal
obligation to put their clientse
interests ahead of their own, is long
overdue.

[t will mean a much better
alignment of the interests of
advisers and their clients. The
reforms follow a parliamentary
inquiry set up last year after the
collapse of the Storm Financial
advisory group and other collapses,
which cost tens of thousands of
people their life savings.

Commissions ... a percentage of an
investores capital ... are taken by the

product provider and automatically
paid to the adviser. They can
encourage planners to recommend
products that are not in their
clientse best interests.

Banks and insurers, who employ
most of the advisers, argue that
commissions make advice
accessible to those with simple
needs who would not be able to
afford advice if they paid for it on a
fee-for-service basis. On the
contrary, once commissions are
stripped from the system, the cost
of advice, which is massively
inflated by commissions, will be
lower.

About $1.3 billion in advice
commissions is deducted from

superannuation accounts annually,
often when no advice is being
received. A fee-for-service system
can actually be cheaper than
paying commissions for those with
straightforward financial planning
needs.

Also, financial products
recommended by fee-only advisers
are usually cheaper.

Simple advice, such as which
investment option a
superannuation fund member
should have, is being provided at
no cost over the phone by many
funds.

The reform package will widen
the range of limited advice that
superannuation funds can give
their members.

For those who want more

complex advice, non-profit-making
funds are providing it on a fee-for-
service basis.

Once the commissions drip-feed
is taken away from the financial
services institutions, they will work
out ways of providing limited
advice at affordable prices.

With the spotlight on
commissions over the past few
years, more of the kickbacks have
been taken through the back door
as asset-based fees on investment
platforms.

The platforms, often owned by
large banks and insurers, give
planners and their clients
consolidated reports on portfolio
performances and taxes and
enable easy switching between
investments.

The platform owner levies an
esadministration feeee that is a
percentage based on the assets
and is taken from investorse
accounts.

The more money put through a
platform by the planner, the larger
the portion of the administration
fee that goes to them.

Itis good to see Chris Bowen is on
top of this one. He is also targeting
these back-door commissions,
saying the Government will
legislate to ban volume-based
bonuses.

But a problem with the reform
package is that the ban on
commissions, when it comes into
effectin July 2012, will apply only to
financial adviserse new clients, not
to their existing ones. SMH




