
www.fsadvice.com.au
Volume 07  Number 01  |  2012

Superannuation and retirement planning40

THE AUSTRALIAN JOURNAL OF FINANcIAL PLANNING•  FS Advice

FINANcIAL AdvIcE: RISky 
bUSINESS OR cRITIcAL 
GROwTH ENGINE?
Jo-Anne Bloch

M
any superannuation funds are thinking 
seriously about whether providing financial 
advice can help them retain members and 
improve awareness of the benefits they offer. 
Mercer believes funds can easily and cost-
effectively provide simple advice that will 
suit the majority of members. Funds also 

have a range of options if they want to offer more comprehensive advice. 
In addition, proposed regulatory changes under the Future of Financial 
Advice (FOFA) reforms aim to broaden the types of advice funds can 
offer, as well as the models and pricing structures they can use.

This paper helps prepare you for the future of financial advice, 
and examines how offering advice may help you retain members, and 
increase satisfaction and confidence in your super fund.

Members are hungry for information
Over the past few years, superannuation funds have made substantial 
progress in providing information to members. Developments such 
as short-form product disclosure statements and online self-service 
portals are directed at satisfying members’ hunger for information 
about their super.

However, Australians still have considerable knowledge gaps about 
important superannuation issues. According to the 2011 Mercer Su-
perannuation Sentiment Index, a national survey of 1,028 full-time 
working Australians aged between 25 and 65, 21% of respondents 
did not know which option their super was invested in. In addition, 
20% did not understand the tax benefits of super.

More than half (54%) said they wanted to have a strong or 

sophisticated knowledge of superannuation, while only 14% said 
they already had.

The most popular source of advice among survey respondents was 
a financial adviser (42%) followed closely by their superannuation 
fund (40%).

The right advice at the right time
Providing financial advice is an opportunity to engage with members 
and help them maximise their finances and prepare for a secure 
retirement. It is also a chance for funds to communicate the benefits 
they offer to members. For example, members might leave their 
existing fund because they believe they can get better insurance 
elsewhere, or don’t understand they can purchase additional units of 
insurance cover from their existing fund.

Many fund trustees believe financial advice must be broad-
based and costly. They believe it increases their liability and risk, 
particularly in the context of the ‘sole purpose’ test. However, 
funds can offer ‘scaled’1 advice to members with a variation to their 
Australian Financial Services Licence (AFSL) and they can, under 
an AFSL, limit this to superannuation, insurance and investment 
products only. ‘Scaled’ advice is defined as advice about one area of an 
investor’s needs, such as insurance, or about a limited range of issues. 
Alternatively, funds can outsource financial advice to an experienced 
third party who has the relevant authority under their AFSL.

The Government is yet to release the details of how super funds 
will be able to deliver advice, but there is strong consensus that there 
will be three categories of advice:

 ‘Scaled superannuation’ advice2 — a single issue or strategy 
related to superannuation; this is currently confined to the four 

Jo-Anne bloch, Mercer

Jo-Anne Bloch is partner and financial 
advice leader for Mercer Australia and 
New Zealand, responsible for member 
services and financial advice for more 
than one million superannuation 
members.

Bloch has over 20 years’ experience in the financial services 
industry. During her career she was chief executive of the 
Financial Planning Association of Australia (FPA) for 
four years and held roles at National Mutual, Macquarie 
Bank, NSP Buck/Mellon and the Investment and Financial 
Services Association (IFSA).



www.fsadvice.com.au
Volume 07  Number 01  |  2012

Superannuation and retirement planning 41

FS Advice THE AUSTRALIAN JOURNAL OF FINANcIAL PLANNING•

topics defined as ‘intra-fund advice’, but could 
include up to five new topics (see ‘Scaled superan-
nuation advice topics’).

 ‘Scaled’ advice — a single issue or strategy confined 
to one topic not necessarily about superannuation, as 
long as it is within the boundaries of the AFSL.

 Comprehensive advice — comprehensive advice, of-
ten beyond superannuation, involving the member’s 
overall personal (and family) financial situation.

The FOFA reforms are set to broaden the definition 
of scaled advice. Further, these reforms could potentially 
enable funds to continue bundling the cost of providing 
scaled superannuation advice into their management 
fees. They may even be able to exempt this advice from 
the new opt-in requirements, since this type of advice 
tends to be one-off. Funds may also facilitate the ability 
to deduct financial advice fees from members’ superan-
nuation accounts – as long as the advice they provide is 
about their super fund.

These changes, if they are delivered, will enable funds 
to easily and cost-effectively provide basic financial 
advice that should meet the needs of up to 80% of super 
fund members. We eagerly await both the Government’s 
and The Australian Securities and Investments 
Commission’s (ASIC) responses.

‘Scaled superannuation’ advice topics
‘Scaled superannuation’ advice is currently limited to the 
four topics defined as ‘intra-fund advice’:

 Super contributions
 Investment choices within super
 Insurance within super

 Accessing super under financial hardship provisions.
However, Consultation Paper 164 proposed that these 

topics be extended to include:
 Intra-fund pensions
 Transition to retirement strategies
 Nomination of beneficiaries
 Interactions between super and Centrelink benefits
 A single issue about retirement.

Types of advice
ASIC and the Commonwealth Treasury have recognised 
that the financial services industry is often obliged to 
provide comprehensive, wide-ranging advice to people 
who only have questions about a single issue. This has 
been due in part to the failure of earlier financial services 
reforms that encouraged a one-size-fits-all approach. 
In addition, many AFSL holders have been reluctant to 
provide limited advice, following various actions taken 
by regulators over the years.

Regulators are now trying to make it easier for super-
annuation funds and financial advisers to provide advice 
that is restricted to specific issues, while maintaining 
strong but not excessive consumer protection.

While the distinction between ‘scaled superannuation’ 
advice, ‘scaled’ advice and comprehensive advice 
(see Table 1) may be clear to the Government and to 
superannuation funds, it is less so in the minds of 
members. Members who call their fund for advice may 
not understand or care that advice needs to be treated 
under different regulatory environments – they just 
want their questions answered!

Figure 1: Types of financial advice, with increasing complexity and regulation

The quote

“42% of respondents 
said financial advisers 
were the most popular 
source of information.”

Source: Mercer
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Advancing the debate
To develop a deeper understanding of the issues super 
funds face regarding financial advice, in September 
and October 2011 Mercer held boardroom dialogues 
in Melbourne and Sydney with executives from leading 
corporate, commercial and industry funds.

All attendees agreed that financial advice was a 
valuable service that could help with member retention 
and growth. Comments included:

“We offer really generous benefits. How do we explain 
to members how generous the fund is and everything 
we offer?”

“The longer we wait, the more high-balance 
accounts we lose.”

“We make it too easy to exit. We fall over ourselves 

to send the form out but don’t analyse why members 
are asking for it. We should develop a mechanism to 
convince people to stay, such as a document to send out 
with the form, ‘10 reasons you shouldn’t leave’.”

However, the types of advice offered by attendees’ 
funds varied considerably, for different reasons:

“The Board is very concerned about liability. It wants to 
make sure we get the basics right before we offer financial 
advice.”

“The Trustees are waiting until the planets are 
perfectly aligned. We need to push them along.”

“The overwhelming view from the Trustees is we 
have to do things for the benefit of all members, not just 
segments of the membership.”

“The Trustees are ready; I’m not!”

Table 1: Scaled and comprehensive advice

Note: The capacity to pay 
for sclaed superannuation 
advice from the fund or 
members’ fees  
has not been confirmed 
and will form part of the 
Government’s forthcoming 
announcement.

Source: Mercer

The quote

“In relation to 
superannuation,  

30% of consumers  
do not expect to pay  
for initial advice.”
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delivery models
Super funds can use a variety of models when offering 
scaled or comprehensive financial advice. The options 
include:

 Outsource all advice to a third-party licensee, and 
ensure the costs are aligned with the demand from 
members. In determining demand, the focus should 
be on servicing the 80% of members whose advice 
needs are likely to be simple rather than comprehensive.

 Provide scaled superannuation advice in-house and 
refer more comprehensive requests to a third-party 
licensee. This requires setting up an advice 
infrastructure and hiring financial advisers but 
with much less cost and risk than providing 
comprehensive advice.

 Provide all advice in-house. The fund takes on all 
costs and risks through its own AFSL (usually a 
separate entity), but by providing branded financial 
advice, it can develop deep relationships with 
members, which leads to increased loyalty. Even using 
this model, a fund may be able to provide the advice by 
using a third-party AFSL for licensing purposes.

In determining which model suits, funds must 
consider their legal and licensing structure, and the ‘sole 
purpose’ test.

Paying for advice
Funds also have a range of options for charging for 
advice. They may be able to:

 Charge all members the full cost of advice by:
 – Including the cost in members’ administration fees 

OR
 –  Deducting the fee from the member’s super account 

where the advice is in relation to their super fund
 Partially subsidise the costs of superannuation-

related advice by:
 –  Paying for simple advice from overall management 

expenses and
 –  Charging members directly for comprehensive 

advice
 Fully subsidise the costs of superannuation-related 

advice by paying for the advice from overall 
management expenses.

According to ASIC’s report issued in December 
2010, Access to financial advice in Australia, the average 
consumer believes an initial consultation for financial 
advice should cost $301 and ongoing advice should be $298 
per year. However, 22% of Australian consumers believe an 
initial consultation should be free of charge. In relation to 
superannuation, 30% of consumers do not expect to pay 
for initial advice and 19% expect ongoing advice to be free.

When considering how (and how much) to charge for 
advice, funds should be aware of the substantial gap between 
the amount consumers are willing to pay for advice and the 
cost of providing it. Note also that payment mechanisms 
for MySuper and super-related advice are still the subject of 
consultation at the time of publishing this paper.

The quote

“We believe that by 
offering the right type 
of financial advice and 
targeting members at 
the appropriate time, 
funds may easily be 
able to justify these 
costs and hold on to 
more members.”

Using advice to increase loyalty
At Mercer, many super funds tell us they make it too 
easy for members to exit to other funds or to start a self-
managed super fund (SMSF). Further, they believe 
they could do a much better job of communicating the 
benefits their funds offer. And they are cautious about 
the cost of trying to retain members.

For example, two key member segments are most 
likely to be interested in financial advice: members aged 
over 55 and employees who have just started a new job. 
Offering financial advice to these two segments alone 
would provide a valuable service at a time when members 
are likely to be thinking about preparing for retirement 
or which fund to select and what benefits are offered 
when starting a new job.

We believe that by offering the right type of financial 
advice and targeting members at the appropriate time, 
funds may easily be able to justify these costs and hold 
on to more members. In addition, endless research has 
shown that financial advice is a valuable benefit which helps 
members make the most of what their fund has to offer, 
and ensures members start preparing for retirement sooner 
rather than later. Members who receive advice also have 
greater confidence in their superannuation, according to 
the 2011 Mercer Superannuation Sentiment Survey.

key considerations for offering  
financial advice
In preparing a financial advice strategy, superannuation 
funds need to address these key issues:

 What is the demand for information, education and 
advice among your members?

 What types of advice should you offer to meet that 
demand?

 What model suits your fund best: insourcing, 
outsourcing or both?

 How will you cover the cost of advice?
 What legal, licensing and other regulatory constraints 

do you need to work through?
 How will you implement the strategy?
 How will you measure success?

An insider’s perspective
REI Super is a multi-employer industry fund with $800 
million in assets, serving approximately 32,000 members 
and 6,000 employers in the real estate industry.

“We get a lot of members leaving to start self managed 
super funds, and the risk of this is increased, especially 
in turbulent periods such as now,” said REI Super chief 
exectuive Mal Smith.

“People often want to set up SMSFs based on 
emotional rather than rational decisions.”

Since 2006, REI Super has had financial advisers using 
an embedded planner model, where a planner worked 
within the business. In early 2011, the fund outsourced 
its financial advice services to Mercer. The main reason 
for outsourcing was demand driven.
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“The number of members seeking advice goes through 
peaks and troughs, so our advisers were either too busy 
or not busy enough,” said Smith.

“Also, as we have a national geographic spread of 
members, we needed a national footprint.”

“The most common advice requests are from baby 
boomer members wanting to know about transition 
to retirement strategies. Other members want to know 
about salary sacrificing, co-contributions, investment 
choices, estate planning and broader wealth creation.”

REI Super sees a direct link between financial advice 
and member loyalty.

“If we talk to members who might be thinking of 
leaving and get the opportunity to explain the benefits 
of the fund, and our competitive fees for example, the 
defection rate to SMSFs for those members who have 
received advice is less than one third of those who have 
not engaged with our advisors,” Smith said.

“The more useful the advice we provide, the more 
favourably they feel about the fund and the less likely 
they are to look at other options that might not be as 
much in their best interests.”

REI Super does not charge members for single-issue 
advice. It also subsidises the cost of high-level advice for 
high net worth members.

“We trialled a model of subsiding the whole cost of 
advice, but we found members didn’t value the financial 
plans enough because they didn’t pay for them,” Smith 
explains. “Once a member has paid something for advice, 
they’re more likely to value the plan and execute it.” fs
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