Super safe

when outsourced

With new regulations of the super fund market coming into
effect next year, organisations are choosing to outsource

their superannuation.

Ubseurcinge miy be
something ol a hit-and-
miss reality with the HR
function bl when i
comes o superannuation, there 15
little talk and plenty of action,
Increasing numbers of organisa-
toms are moving to sutsource their
superamiuation &5 further regulations
mirediiced by government, coming
imte effect next March, will make
managing an internal super fund even
e costly and time consuming. And
the choice to move o outsnureing
super has spread from small-and-
medium o large organisalions.
Resesrch Trom Rainmaker Informa-
non shows that while the amount of
mamney in the overall super market

Super fraud - a reality

HCA reports

has moreased by 3% over the past
vear, corponite funds have enjoyed o
155 Increasy,

“larger organisaliens are [mmimng o
putsourcing mainly because of risk
manuzement,” says David Solomon,
managing direstor al Towers Permin,
“Thev're seeing that superannuation
15 not adding the salue it used 1o, and
it"s also taking up more management
time. In other words, the cost of
running it in-hewse can't be justifiad.”

Alex Dunnin of Rainmaker
Information says that aside from the
cost and complianee issoes, amploy
ers are also bowing 1o the extended
chotce a master trust or industey fund
can offer emplovees

“As consumers, wete all used

KPMG has warned that many Australians are too complacent about protecting their supsran-
nughion furds from fraud,

Bratt Warfigld of KPMG Forensics says that to date Australians have been lucky at the
low level of super fraud, but as superannuation becormes a trillion-coliar industry in the nest
decade, the lempiation for fraudsters will only incraase

“Totallosses in the past 15 years have amounted to about AS120m, scoonding toirformed
ohservers atAustralian Prudential Begulation Authority (APRA)," says Warlield, “Thisisa
small percentage of current total super savings of about AS5356n."

Warfield says the small amount captured by fraudsters indicates current protection sys-
lems used by fund managers are working but that as the amaount of funds grow, maore risk
managamani against fraid will be required. He says any fund nct regulated by APRAwauld
be mare at fisk from fraud, giving organisations yet another reason fo oulsoures their super-
annuation rathes than keep it in-house,

“Smill, sel-managed funds are more wlnerable to fraud because there s tess prudential
regulation,” ha says, “Whils they have & big vestad interest in protacting the assets of the
fund, they'ra niot necessanty professional administrators who are aware of the fraud risks.”

Warlield £ays individuals also need to fake responsibility for monitaring their super
aceourt and report any trarsactions that do not make sense. “We have investigated a imbsar
of cases of super fraud whare an aler member checking their statement was the first oidandfy
troubie, This was cruckal in oreventing furlher losses.” fe says,
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having o Lot of chodee and flexibaling.”

says Dunnin. "Companies ranmng
funds may have up to three imyvest-
ment options, but they're finding il
hard 1o keep up with what employ-
gos eapect them o do. And the more
yioul trv 1o do, the more complianes
jssues you end up with,”
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The new Mnancial regulations also
pose other issues [or organisations
Asanyone providing financial advice
will have te be properly licensed 1o
div 5o, Emery Feyeeny, superanmusa-
tion partner at KFMO, says compa-
nies will have o be wary about any
advice they give to employees.
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ining fo aliay fears, it

itd seem the worst of the
par siump is over. Emery
YIEny — superannuation
rner al KPMG - says that
me super funds have
prwed their performance
betwaen 10% and 15%
o6 the market bottomed

tin March. "Things havea
sed up, but pecole nead to
arin mind that it's unlikely
| W're going 1o return fo
nisal deuble-digit retums,”
savs. “Retums should
nain at around 6%, 7% or
: over the naxt thres to

Recent legislation

The High Court has evertumed & November 2001 Federa! Court dacision that superanniza-
tizn must pe paid 1o casual and permanent employess for avertimea.

The Austrafian industry Group (A1G) - which Iobbied the Australian Tax Office fo fund a
High Cour appeal under its Test Case Funding Programme — has welcomed the finding,

“Wery few, it any, employers would have calculated superannuation entiliements in the
rriarnies set aut in the full Federal Court's decision and employers were faging an adminisiration
nightmare and significant back-pay costs," said AIG_“The High Coun decision restores the
nterpratation which is being applied by almost all employers. That is, that suparannuation
contribulions are not payabée on avertime samings for casual or permanent employees.”

"Advice s a very broadly defined
term under the new legislation,” savs
Feyzeny, “If an employer even
suppests imvestment ideas, or talks to
paxroll sbout such things, it contd be
seen a5 giving advice. I could be very
casy under the new hcensing regime to
sive advice unintentivnally and fall

have been metuming has prompred o
review’ by muny companies ol their
CUESOURCTNE SEresment.

Dlupnin siays that superannunation
hias come back on the agenda for
orgamisations, with their outsourcing
comtrawts being reviewed. “Employers

seetm 1o he reacting to the pressure

fonl of the law.™

The push wwands super
outsourcing is not only flling the
coffers of the funds. For companics
that have heen using cutsourcing as.a
salutlon for the past Tew yveurs; the
below averaoe returns many funds
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i years, thiey"ve had [Tom some of their

emplovees, particularly after superan-

nuation hus had such @ tough two
vears” be says. “The CEQ ar CFO
bas had another look a1 the staiemen
and realised 11's costing the company

1w the funds performed - up to 31 August
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