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‘What is your number’ proposal for KiwiSaver (Submitted 215 August 2013)

I note with a high level of concern that the Productivity Commission are proposing to
introduce a ‘what is your number’ campaign for KiwiSavers. The proposal is that this be

based on the campaign that has been run for Electricity.

As a participant in the financial industry in Australia and New Zealand since 1985, and as a
holder of the following qualifications (BSc (economics), CFP (Certified Financial Planner),
CLU (Chartered Life Underwriter), FFin (Fellow Finsia), GDipAppFin, GradDipBusStud (PFP))
as an active financial planner, financial educator, and Authorised Financial Adviser | have

strong concerns about the implications of this approach.

1. Undermining of investor education

The Commission for Financial Literacy and Retirement Income (previously the Office of the
Retirement Commissioner) has spent a number of years educating consumers in relation to

savings, investment and financial issues.

As a business, Moneyworks NZ Limited (of which | am the Managing Director) has spent
over 16 years providing educational seminars in workplaces, monthly email newsletters and

blog articles (http://www.moneyworksdirect.co.nz/blog/category/kiwisaver-blog/ ), to assist

investors to understand their investments and how to assess and analyse their investments.

This is not a straight forward exercise (which is why there are qualifications and an
authorisation process required to be able to advise people on investments). There are many
factors that need to be taken into consideration when making a decision to invest or move

an investment (which | have outlined below at point 4.)
Running a ‘what is your number’ campaign would immediately undermine all of
this work carried out by ourselves, the Commissioner and several other

organisations.

Such a campaign turns KiwiSaver into a commodity — similar to bread or milk.
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2. Unique characteristics of KiwiSaver

KiwiSaver is not a commodity. Unlike bread, milk, electricity it is not ‘consumed’ and then
‘re-consumed’. It is ‘invested’. A KiwiSaver fund is part of an individuals’ wealth, not

something to be chopped and changed.

KiwiSaver is a long term investment. Consequently investors should be looking at their

investment for the long term, not changing on a whim. There are costs incurred every time
someone changes their KiwiSaver investment (which | have outlined in more detail below at

point 3.)

Uniquely — a person can only have one KiwiSaver investment at any time. Unlike

Electricity - where you can have different providers if you have more than one property.

Therefore, by turning KiwiSaver into a commodity — you are dealing with their one option to

‘get it right’, which should not be based on a simple fee analysis.

3. Issues with comparing ‘price’ of KiwiSaver funds

Although on the face of it, it might seem easy to compare KiwiSaver price it is actually quite

difficult. 1 have listed below the variables that need to be taken into account in making the

decision.
Cost to KiwiSaver How is it measured Issues
member
Administration Fee Most KiwiSaver providers | On the face of it, easy to compare,

charge a monthly fee. you just compare $2 a month
versus $3.60 a month. However,

there are quite a few complications:

1. How will you compare the
KiwiSaver funds where the
monthly member fee is
waived when the funds
invested get over a certain

amount?
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2. How do you compare the
KiwiSaver funds where there
are discounts if many
employees from a workplace

belong to that fund?

Investment

Management Fee

Usually Quoted as a
percentage of funds

invested

1. How will you deal with
schemes where the
investment management fee
decreases as an individual’s
(or group of individual’s)
management fee decreases
as the value of investments
increase?

2. How will you compare a
‘passive’ investment
strategy, with an ‘active’
investment strategy — which
are likely to give quite
different investment returns?

3. How will you compare these
when an investor has their
existing investments spread
across 3, or 6 different funds
within their existing
KiwiSaver fund?

There are a number of other issues,
but these are some of the big initial

questions.

Trustee and Custodian

Fee

Usually Quoted as a
percentage of funds

invested

How will you deal with schemes
where this fee has a maximum
level? How will you apportion this

fee to each individual investor?

Claimable Out of

These are often for costs

like audit, legal,

How are you going to apportion

these fees to each individual
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Pocket Expenses

prospectus, investment
statement costs These
are usually a flat fee
charged to the KiwiSaver
fund.

investor? As the fund gets bigger,
the actual cost to each investor
reduces, and this is changing

constantly.

Costs of selling and
buying investments
when the KiwiSaver

moves provider

To move KiwiSaver
provider, there is a REAL
cost to the investor.
Their investments have
to be sold, so that they
have cash to move to the
new provider. Then their
funds have to be
reinvested at their new

provider.

How are you going to calculate the
costs for selling and buying involved
in the transfer? These will be
different depending on the
brokerage agreements that the
provider has, the larger funds tend

to have lower costs to the investor.

Out of market costs

When moving a provider,
the KiwiSaver investor
has funds that are not
invested for a period of

time.

How are you going to calculate the
cost of this?

As a real life example, | moved a
locked in Superannuation scheme
from Provider A, so that it would be
added to my KiwiSaver with
Provider B. My investments were
sold on the 11" June 2013. They
were not received by my KiwiSaver
fund until 13" June 2013. That is 2
days when my funds were not
invested. How are you going to

calculate this cost to the investor?
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4. Other factors that need to be taken into account when assessing which investment is

appropriate for an individual

Price or cost is a very very small part of the decision as to which investment is appropriate

for a particular individual. These are other factors that need to be taken into account, which

are not formulaic and incorporate some judgment.

Factors to be

considered

Comments

Individuals

Risk Profile

This could be Cash, Balanced, Aggressive, or a combination of any number
of investment types. You would need to find out what risk profile someone
is in, so that you are comparing the same risk profile. However, this is
unlikely to be accurate as each fund manager has a different investment
strategy for their risk profile. For example a Conservative risk profile could
have 40% invested in growth assets, or it could have 20%. You can’t

compare the two, they are totally different investment strategies.

Investment

Returns

This is a key factor that is going to make a difference to the clients long
term value of their assets. The investment return varies daily, depending
on where the funds are invested and what is happening in the markets. To
see how the returns vary for a ‘Balanced’ Fund (which is a risk profile
where most providers have around half invested in growth assets and half
in non growth assets), look at the article on our blog at

http://www.moneyworksdirect.co.nz/blog/kiwisaver-performance-

morningstar-survey-june-quarter-2013/. This shows you that in the

Morningstar survey to 30/06/2013 the difference from providers for the
previous 12 months was a range of 8.7% to 21.1% after fees. For five

years the difference was a range from 4.1% to 6.9% pa.

How are you going to take this into account in your analysis for investors?
What time period are you going to use? (1 year, 3 years, 5 years?) — Why
that time period? How often are you going to update this information?

What source are you going to use to do this? What are you going to do
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about the providers that don’t participate?

Fees are not
an indicator of
returns to

clients.

The same Morningstar Survey indicates the costs to investors and the
investment return. (Review at

http://www.moneyworksdirect.co.nz/blog/kiwisaver-performance-

morningstar-survey-june-quarter-2013 ). The lowest fee provider is ASB

First Choice Tracker Fund, which has a Total Expense Ratio (TER) of 0.56%

and a member fee of $36.

However, its 5 year return of 5.5% (after fees) is 1.4% pa below the

more expensive (at 1.11%, but member fee of $24) fund of SIL KiwiSaver.

On a $20,000 portfolio, this is a difference of $140 pa for 5 years —
cumulative. Therefore, a difference of a minimum of $700. If the investor
had been in SIL Balanced fund instead of ASB Tracker fund, they would be
$700 better off in investment returns even though the TER is more

expensive.

How will you deal with this?

Investors Tax

How will you incorporate the fact that individual investors have different

rates tax rates — 10.5%, 17.5% or 28% and that this will affect their returns
and therefore the ‘total cost’ to them of investing.
Choice of Investors can choose to have advisers to assist them with their decision

having advice

or not

making. How are you going to incorporate this factor in the ‘what is my

number’ campaign? Not all funds provide access or funding to an adviser.

Transfers from
UK Pension

providers

This is a valuable role of KiwiSaver providers, yet not all providers offer
this facility. How are you going to incorporate this in your analysis

framework?

Quality of the

provider

Who is the organisation that provides the KiwiSaver? Do they have a long
track history, or are they new entrants? Who owns them? What recourse
is there if they make a mistake? What processes do they have in place to
manage the KiwiSaver funds — investment processes, administration

processes? Who is the custodian and trustee of the investments? Who are
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individuals behind these investment decisions? What is their history?

There are a number of other factors that we as professional advisers take into
account when choosing and recommending an investment for a client. This is not
a tick by numbers process, and the ‘price or cost’ is a very very small part of the

process.

5. Recommendation

It is admirable that the Productivity Commission is looking at other methods to increase
competition in New Zealand. However, | believe that KiwiSaver is not an appropriate

product to be running a ‘What’s your number’ campaign with.

It has been noted that there are already around 1 in 4 KiwiSavers have changed providers

to date, with a further 11% changing every year. * This provides a good deal of competition.

I recommend that the Productivity Commission review the options for other products to

provide the ‘What is your number’ campaign, and leave KiwiSaver as it is.

If you have any queries or require clarification, please don’t hesitate to contact me on

carey@moneyworks.co.nz.

Yours sincerely
Moneyworks NZ Ltd FSP 15281

Carey Church

Director and Financial Planner
AFA, CFP®M, CLU, FFin

FSP 86101

1 NZ Trends, State of the KiwiSaver Industry, May 2013
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