SUBMISSION 72

Attention: Andrew McGowan
Committee Secretariat
Inquiry into Improving Superannuation for people Under 40
Standing Committee on Economics, Finance and Public Administration

Dear Andrew,

Please find attached max Super’s submission to the Inquiry into Improving
Superannuation for people Under 40.

As a new fund, our recent focus has been on operational issues, and we want to take
the opportunity to thank you for your patience and express our sincere appreciation
for the Committee’s wilingness to hear from us at this late stage.

max Super also grants the Inquiry permission to publish our submission on the Standing
Committee on Economics, Finance and Public Administration’s website.

We anticipate obtaining a copy of the final report in June, and hope that we have
been able to contribute to the Committee’s recommendations for encouraging the
under 40’s to invest in superannuation.

Yours sincerely,

"'
Ve max

The max Team

Max Super Pty Ltd
Suite 109

1 Queens Rd
Melbourne VIC 3004










































SUBMISSION 72

Summary so far ...

If we acknowledge that the responsibility of the Standing Committee is to
make policy recommendations that will significantly increase young
people’s retirement savings, it is imperative that we consider the broad
social and economic priorities of this demographic. Recommendations
should help address these more immediate objectives, while making
saving for retirement more attractive.

max Super believes that a system that helps Gen X & Y achieve
immediate goals, and compares well against other investment vehicles, is
the one most likely to be widely adopted by these generations.

As such the two components that we believe wil have the greatest
impact on behavioural change toward retirement saving, and thus
generate improved savings over and above the 9% SG are;

- Partial access to contributions above SG for 1t home
deposits.

-  Removal of the 15% contributions tax.
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What other issues has max Super identified?

Portability

It is broadly acknowledged that the incidence of individuals with multiple
funds (higher for young people), is undesirable due to the eroding effect
of multiple fees and the general disconnect that many small amounts
instils in these members. The ability to easily consolidate and direct future
contributions into one account is fundamental to getting this
demographic to take control and essential in optimising super balances.
Difficulties surrounding portability add to the perceived complexities
attached to super.

While Super Choice was introduced to allow individuals to select a
retirement investment most suited to them, in max Super’s experience
(and others who have been vocal in the media on this issue), difficulties
still exist with portability regulations. Some of the problems that have
arisen when a member has attempted to switch out of an old fund
include:

« Funds can have very different rollover form requirements, from a
simple one page to an overbearingly complex eight;

« Funds have different identification requirements for establishing the
authenticity of rollover requests;

« Trustees are allowed up to 90 days to action a rollover request,
commencing once they have all the information they consider
necessary (which can take multiple communications to establish);

« Some fund trustees have been suspected of using ‘dirty tricks’ as
retention strategies, making it difficult to leave the outgoing fund;

« The inefficiencies and flow of paperwork to consolidate super can
make it all too confusing and time consuming, with members often

giving up.

For Choice to be effective we must remove the barriers to portability that
makes switching too hard, and police any super funds that make it
unreasonably difficult for members wishing to exit. We urge that the
significance of this issue not be underestimated, as these early
experiences with super help to establish the views of young people.
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Recommendations for improving portability

max Super believes that under 40’s need to take control of their
superannuation accounts. The process of rolling over existing funds into a
single account should not be a difficult or alienating process. A universally
adopted and streamlined approach to rollover procedures is required to
realise the intentions of Super Choice legislation in connecting people
with their retirement savings. max Super proposes the following measures
be considered for improving the portability / consolidation issue:

« Introduce one standard rollover form to facilitate the easy transfer
of existing super balances to chosen fund;

« Speed up the rollover process — change portability regulations that
allow outgoing fund trustees 90 days to action a rollover request,
which is highly inefficient in a modern financial system, 14 days to
action is proposed as reasonable;

« Regulator to monitor those funds making it difficult for members to
transfer funds;

« Consistent protocols for establishing member identification. Fraud
prevention is a significant issue that needs to be addressed
universally, and shouldn’t be left to individual trustees to consider.
The government needs to mandate these requirements, as it did
with the banking industry. Suggest making superannuation
accounts subject to the same identification requirements of the
1988 Financial Transaction Reports Act in which signatory
verification (commonly known as 100 Point Check) was introduced
for the establishment of accounts;

« ATO audit of the entire superannuation industry, requiring all funds
to contact members to submit 100 point ID to allow for accurate
identification of all members, and actually address the issue of the
nearly 30 milion member accounts in this country and the billions of
dollars of ‘lost’ super;

« Promote the use of industry standard protocols for the electronic
transfer of funds for switching (rolling over) Funds.
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Complexity and Confusion.

Research commissioned by max Super highlighted that 73% of under 40’s
‘found Superannuation confusing and complicated’. Nearly all
respondents nominated super as more difficult to understand than mobile
phone contracts, home mortgages, and health insurance.

Do you find superannuation funds confusing and complicated? p% 0% 100%
Yes 429 N/A 73.21% e il
No 157 N/A 26.79% — 1

Choice has placed control of investment firmly in the hands of the end
user without arming them with the tools and knowledge to make
decisions with confidence. Complexity was identified in the following
areas:

« Complexities surrounding highly technical super terminology, and
rules and regulations that are often overwhelming: RBL system,
accessing benefits, eligible termination payments, preservation rules
etc;

« Tax on super is multifaceted and complex, with tax on contributions,
investment income, and final benefits;

« Information presented in annual statements often assumes a basic
level of financial literacy that is missing;

« Disclaimers on all fund communications stressing the importance of
seeking independent advice can add to the perception of
complexity. Under 40’s don’t yet know how to access this advice,
and are excluded from professional advice by the high cost of
advice relative to their low account balances;

« Difficulties in making meaningful comparisons between Super funds;

« Difficulties in finding lost super and consolidating accounts.

Recommendations for reducing complexity and confusion.

max Super believes that a lack of knowledge and understanding robs the
under 40’s of the confidence to take control and manage their Super. We
believe that expecting under 40’s to invest their savings into an
investment vehicle that they don’t understand, is a questionable
assumption at best. The expense of accessing financial advice is
generally prohibitive for this demographic, who are quite adept at doing
their own research and making independent decisions on other financial
products & services. We propose the following solutions to reduce
complexity and facilitate the decision making process.
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Simplification

While max Super acknowledges that legislation and planned
modifications intends to make superannuation products less
complex and confusing, we believe there is someway to go before
young consumers will be able to take an active interest in choosing
their own superannuation fund.

Review of PDS and fund feature disclosure

Draft FSR refinements related to short form PDS go some way
towards making financial product documentation, particularly
superannuation, more accessible to consumers. Further, ASIC’s PS
182 on dollar disclosure will be very useful for consumers to
understand how many dollars of fees they are paying each year.
However, while documents would be easier to read, and costs
would be more evident, consumers are still not able to determine
how one fund compares to another on a like for like basis. Further,
there remains an issue of transparency, with concerns that funds
may not include all costs that have been incurred in running a fund,
as these can be hidden within the investment performance of the
product.

max Super believes that young people should be empowered to
easily compare superannuation funds, and should be able to make
decision with all relevant information present. max Super calls for
the establishment of a comparative table that allows funds to be
compared on a like for like basis on fund features including ALL fees
associated with the fund management, historical performance and
cost of insurance.

While existing regulation and proposed refinements intend to make
financial product disclosure and advice more accessible to
consumers, max Super believes more needs to be done to reveal
key information contained in superannuation products. And while
we believe that planners play a very important role in the delivery
of expert advice, we don’t believe that most under 40’s need this
level of service - they just require the tools to conduct independent
research.

Education

max Super believes the Federal government must implement a
national behavioural change and education campaign aimed at
promoting Superannuation as a viable investment vehicle for under
40’s , and further must establish the role of Super within the context
of our demographics broader financial goals. This is particularly
relevant for those already outside the education system, who are
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unlikely to be exposed to the Government’s Financial Literacy
program in curriculum development.

The establishment of the Financial Literacy Foundation within the
Federal Department of Treasury and Finance is a welcome initiative.
However, considering the compulsory nature of Super and the
introduction of Super Choice, max Super proposes that priority be
given to Superannuation when developing and advising on
curriculum.
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Conclusion

As we have acknowledged, current Super Guarantee rates alone will not
eventuate in anything like self funded retirement, and it appears the
under 40’s are the least likely to recognise this. Placing the responsibility for
adequate retirement funding solely on this generation’s wilingness to
make voluntary contributions is a big ask to a group that in our
experience, has little understanding of what is required and limited
financial resources to do so. What savings they do accumulate is most
likely to reside in bank and online accounts and to contribute to a deposit
for a home. Their need for security is immediate and retirement is at least
25 years away.

Motivating the under 40’s to make voluntary contributions won’t prove a
difficult undertaking if the Federal government instigates a number of
reforms to superannuation policy and taxation legislation.

Superannuation would be seen as a more attractive investment vehicle if
it addressed the more immediate investment priorities of a generation
concerned with missing out on home ownership due to escalating
housing prices. By providing an early access point to voluntary
contributions for first home deposits, we are likely to see superannuation
used as a viable savings vehicle much earlier, and establish the necessary
savings behaviours required to achieve significantly higher retirement
savings. We additionally cement the assumption of home ownership in
retirement as realistic. Preservation rules must change to incorporate
access to funds for a house deposit.

The removal of the contributions tax has broad support and would go a
significant way to ensuring more Australians have adequate retirement
saving. Abolishing the 15% contribution tax will increase super guarantee,
in after tax terms from 7.65% to the full 9% employer contribution, and
accompanied by further Government incentives will help achieve the
desired retirement savings goal of 15%.

In order for Super Choice to really work for young people, they need to
be equipped with a better understanding of superannuation’s benefits
and processes. Fund rollover should be made easier by legislating for the
introduction of standard forms and procedures across the superannuation
industry, and regulating to ensure they are adhered to. The introduction
of standard protocols for the simplification of superannuation
documentation should provide young consumers with the ability to easily
compare funds. This must be accompanied by a government
behavioural change campaign and a financial literacy curriculum that
recognises and addresses this demographics need to know more.

max Super calls on the Federal Government to regard an investment in
the under 40’s as an investment in a secure future for all Australians.

-20 -
max Super Submission
Inquiry into Improving Superannuation for Under 40’s
Standing Committee on Economics, Finance and Public Administration



SUBMISSION 72

References

« Debt, Savings, and Superannuation.
max Super
Research survey commissioned and conducted in January 2006
(586 respondents polled nationally).

« Early Access to Superannuation, 2003
REIA

« First Home Ownership, Report no. 28, Melbourne, 2004
Productivity Commission

e ABS Year Book, 2006

« ABS Australian Social Trends, 2005

e ABS Australian Social trends, 2003

e ABS Labour market statistics, July 2005

« AMP-Natsem Income and Wealth Report, Issue 6 Income and
Wealth of Generation X
Ann Harding, Simon Kelly and Anthea Bill.

e Financial Stability Review, March 2005
Reserve Bank of Australia

e Housing Prices 1970 to 2003, Macquarie University
Peter Abelson and Demi Chung

o« ABS Australian Labour Market Statistics, October 2005

« HIA-Commonwealth Bank Affordability Report, March 2005
Commonwealth Research

=21 -
max Super Submission
Inquiry into Improving Superannuation for Under 40’s
Standing Committee on Economics, Finance and Public Administration



SUBMISSION 72

A little more about max Super

max Super, the super fund specifically targeting the under 40 year old
demographic was launched to coincide with the introduction of Super
Choice. Having investigated the superannuation experiences of this
younger demographic, max Super identified an opportunity to offer a
simple super solution to a market that had been largely ignored, due to
their lower account balances and perceived apathy toward retirement
saving.

Recognising that super is likely to be one of their biggest assets and
acknowledging that Government pensions were unlikely to fund their
desired retirement lifestyle, it was important in establishing this new fund
that max Super help its market take control of their retirement saving. max
Super has adopted a refreshing approach to superannuation and aims to
connect the under 40’s with retirement savings through;

¢ Removing administrative complexities and ‘super jargon’;

e Offering a low cost fund that helps build more into super;

e Easy to understand, and sound investment options;

¢ Helping members find lost super and consolidate accounts;

e Empowering people Ilargely excluded from access to
professional advice with basic investment fundamentals to help
them take control, compare alternatives, and make considered
decisions;

e Educational tools that allow an individual to project possible
retirement savings so as to make retirement more tangible;

e An online focus to member communications, reporting of
transactions & balances;

¢ A high level of customer support to promote confidence.

max Super acknowledges that growing super takes time, and aims to
provide our younger audience with customer support, tailored
investments, helpful on-line tools and education to enable them to take
control of their super and be confident about making independent
decisions on building their retirement funds.

Interests in the max Super fund are issued by Equity Trustees Limited. The
funds are invested by Barclays Global Investors (BGI), who currently
manage more than $1.8 trillion worldwide and over $36 billion in Australia
(June 2005), and max is administered by Australian Administration Services
Limited. BNP Paribas Fund Services is the fund custodian, and American
International Assurance Company (Australia) Limited trading as AIG Life
offers member insurances. PricewaterhouseCoopers are the fund
auditors.
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