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For all but a dwindling
number of companies,
outsourcing superannuation
is saving headaches and
giving employees a better
deal. By Simon Hoyle

eports of the demise of
corporate superannuation
have not been exaggerated.
At the end of 1995 there
were 4161 corporate funds,
and at last count — the end
of 2003 — the number had
fallen to just 1674. Thatis a
drop of more than 300 every year for eight
years. And the mortality rate is picking up:
580 corporate funds died during 2003 —
more than 10 funds every week.

The rate at which companies are out-
sourcing their superannuation funds is
tipped to accelerate further still when new
trustee licensing laws come into effect.
From July 1 this year, funds need to start
making the transition to the new regime.
The cost and effort involved will tip many
over the edge.

Steve Schubert, a director of Super-
Solution Services, says: “Over the next two
years youll see a real surge of activity,
because a lot of the funds have been
umming and aahing about whether they
should or shouldn't [make the transition].
When they go through the process of having
to apply for their Australian Prudential
Regulation Authority (APRA) licence, they are
going to find it a lot more onerous than they
would like. It's hard to believe that many of
these funds would conclude that [getting a
licence] is the way to go.”

Schubert says the size of a corporate fund
will be a factor in deciding whether to run it
in-house or outsource it. The number of cor-
porate funds still in existence in two years
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could be as few as 200. “Of the 1600 [corp-
orate] funds, you would find that only 10%
or so would have $20 million or more in
assets,” he says.

The reasons for outsourcing a company-
operated super fund may be as straightfor-
ward as an onerous new licensing regime, or
other legislative changes. But they also can
be far more complicated. Corporate mergers
and de-mergers often play a role, and the
changing service expectations of fund mem-
bers can be a big influence in driving up
costs and making smaller funds unviable.

In addition, superannuation is no longer
the employment drawcard it once was; it is

becoming more difficult for one employer to
distinguish itself from another on the basis
of its superannuation plan. Some still can,
and do, but for the majority of employees,
superannuation today is a given, and has
become commoditised.

So it is easy to understand why employers
look at the cost and effort it takes to keep a
fund running propetly, and of adding new
and improved services, and begin to ques-
tion why they are bothering.

However, if a company decides to out-
source its superannuation simply to save
money, and does not give enough thought
to the many other aspects of the process,
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then it is asking for trouble. Some critical
aspects of superannuation cannot be out-
sourced. The physical processing can be out-
sourced, but the ultimate responsibility to
employees cannot.

Chris Page, managing director of the
Sydney superannuation research and con-
sulting firm Rainmaker Information, says
most employers genuinely want to provide
good superannuation arrangements for
their employees. What they are grappling
with is how to do it cost-effectively but
without diminishing the level of service
their employees receive, nor diminishing or

<impeding the normal interaction between
employees and the companys human
resources department.

“On the assumption that companies as
employers want to provide the best superan-
nuation fund for their employees, [they] can

‘either provide a corporate fund in-house or
outsource,” Page says. “Most are choosing to
outsource for the same reason a company
would outsource any function: it's not a core
function of the business, it's more efficient
to have a specialist, it can be more cost-effec-
tive, and compliance with the relevant legis-
lation has become a major issue.” ‘

But Page says there are also compelling
reasons for a company to retain full control
and ownership of its superannuation fund,
It may be deeply integrated into an employee
benefit program, for example. It could be a
well-run, cost-effective fund with a good per-
formance record. And if the fund in ques-
tion is a defined-benefit fund, it may give the
employer an opportunity to take a “contribu-
tions holiday”.

A defined-benefit fund promises to pay
employees a fixed benefit, depending on
their salary and years of service with the
employer. From time to time an actuary
determines the level of assets the fund has to
hold to meet its obligations. If a fund has
more assets than it needs — for example, if
investment markets boom and asset values
rise strongly — then an employer may be
able to take a break from making the contri-
butions it needs to keep it solvent. Of course,
the reverse can happen, and if a fund’s assets
fall in value, an employer might be required
to top up the fund so that the actuary can
certify that the fund is able to meet its oblig-
ations as and when they fall due.

Page says that for some companies,
particularly those in the financial services

industry, superannuation is a core business
function. Outsourcing the company fund
would send entirely the wrong signal to
potential customers: if they cannot do it, or
cannot be bothered to do it, who is going to
buy their services?

The wrong reasons to outsource superan-
nuation include a belief that by doing so, the
employer’s responsibility for its employees’
superannuation goes with it.

“Employers still owe their employees a
duty of care in the selection of a superannua-
tion fund, and the ongoing monitoring of
the fund or funds chosen,” Page says. “You
cannot outsource the fiduciary risk. Some
employers think that once the company has
outsourced its super fund, or the investment
decisions are put into the hands of an inde-
pendent trustee, the fund is no longer their
problem. Not so.’

“For companies with 50 or more employ-
ees, superannuation legislation specifies
it is mandatory that a policy committee be
formed and take an active interest in
the activities of the fund. However, the
problem that many employers face is what
the policy committee should actually do.
Unfortunately, the guidelines fall down
here and yet this is where companies need
the miost help. The function of the policy
committee is to act as the link between
the fund, the trustee, its members and
employer-sponsors.” ‘

He says the guidelines for policy com-
mittees are that they should meet at least
annually to assist the trustee to deal with
complaints and inquiries about the opera-
tion or management of the fund; and to
provide an avenue for members to inquire
about investment strategy and performance,
fund operation and member information
requirements. :

“In practice this means committee mem-
bers are there to represent all the employee
members,” Page says. “They are not there
to represent the fund. To do this powerfully,
committees need to consider carefully the
questions they should be asking.”

He says these questions could include:

M Is our fund the most appropriate one for
our employees?

W How does our fund stack up against its
competitors in the market?

M What returns has the fund achieved over
the last one, three or five years?

W What fees are we being charged?
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M Are the fund communications to members
clear?

M Is the administrator adequately servicing
the members?

W Are we getting the best possible insurance
deal?

B Does the fund offer any additional benefits
to members before retirement?

Page says a sister company of Rainmaker,
SelectingSuper, has worked with companies
in a wide variety of industries “and this
provides us with the opportunity to observe
many policy committees at work, As a result
we have identified a number of characteris-
tics we believe distinguish effective policy
committees”.

These include:

M A commitment by all committee mem-
bers to ensure that the best possible invest-
ment result is being achieved for the fund’s
members.

W Enthusiastic committee members who
ingist on regular monitoring and review of
the fund’s operations.

M A capable chairperson who can bring the
members together, keep them focused and
“drive” the committee’s decisions.

M A willingness by the committee to make
difficult decisions and recommend change
when needed.

B Committee members who enthusiastically
take responsibility for various projects and
use initiative.

B A high level of co-operation between
employee representatives and the employer-
sponsor.

M Senior management that takes an active
interest in the policy committee and will
support its decisions.






