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Introduction 
 Thank you for the opportunity to comment on the consultation paper. This submission is from Consumer NZ, New Zealand’s leading consumer organisation. It has an acknowledged and respected reputation for independence and fairness as a provider of impartial, and comprehensive consumer information and advice. 
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Email: amanda@consumer.org.nz
General Comments
Consumer strongly supports the MED's discussion paper on reporting regulations for retail Kiwisaver schemes. Consumer is an advocate of promoting financial literacy among New Zealanders and empowering them to make financial, and investment decisions with confidence. The global recession, financial company collapses (including that of South Canterbury Finance) have all served to undermine consumer confidence in the financial sector, and often for good cause. More New Zealanders belong to Kiwisaver, a government initiated managed funds scheme, than any other type of managed fund. Because of this funds managers have a duty to be transparent and for their information to be easily understood. 
We have not commented on all the issues in the Discussion Paper but have concentrated on fees and charges as we believe these vitally affect the returns investors can expect from their Kiwisaver fund. Standardising, clarifying and increasing the transparency of labyrinthine fees structure is a task that we believe is long overdue. 
In the course of our submission, I have addressed questions number 1, 2,3, 10, 13, 19, and 31.
Fees and Charges
The current structure of Kiwisaver scheme fees is complex, varies between providers, and in some cases conceals some of the schemes' true costs. This is detrimental, not only to consumers but also to the promotion of competition within the market itself.
Because there is little or no uniformity in the way fees are structured across providers, it is impossible for investors to compare the costs and benefits of various schemes - especially when the vast number of providers is factored in. This  has even been noted beyond our shores, as New Zealand's low rating for transparency by global fund assessor Morningstar demonstrates.
This opacity in fees makes it extremely difficult for consumers to make informed decisions about where to place their money. This is more applicable to small investors, as the price of fees becomes a vital question; for these consumers, high fees can negate any returns on their investment, so it is essential for their financial well-being to have this information as accessible as possible.
We have found over the past decade that the fund management sector has delivered consistently poor returns.. We conclude that this is partially a result of low regulation within the industry, and of high fees which have negated investors' returns. Financial advisers are being increasingly regulated in an effort to increase the transparency of their operations and improve consumer confidence, and so it makes sense to do the same for Kiwisaver funds. 
Low regulation in the finance sector has, resulted in low accountability for fund managers to their investors. Increasing fee transparency will go some way towards addressing this as providers will have to explain and justify the purpose of their fees to their customers. We recommend all fees are disclosed to investors up-front. We understand some fees involved in fund management are complex and may be difficult to accurately disclose before they have been incurred, for example transaction costs. But in the interests of consumers there must be a uniform method of disclosing these fees as well as a reasonable estimate of the likely cost where exact costs are unable to be provided.
Though a single up-front fee to the consumer seems like a simplification of the process, this actually decreases transparency by not providing specificity in how and why the money is distributed. Making sure the consumer is fully informed about what their money is being used for, and what value they are receiving from their fund manager, is more important than simplicity.
Standardisation is a large part of increasing transparency; we strongly support MED's recommendations on this as it will enable streamlining across the entire industry, providing recognisable benchmarks for fund managers to follow and also points of comparison for consumers making decisions about which provider to invest with - or, as will become more common in the next few years, to switch between.
We recommend that any standards adopted by MED are internationally recognised, as this will provide two advantages. First, a ready set of standards already established and tested. And second, it will ensure our home-grown funds are operating by a standard that is understood and respected world-wide.
We recommend that any ‘performance fees' designed to motivate the fund manager be disclosed to the customer beforehand. This is because they are deducted from the returns but also because this motivational strategy incentivises risky behaviour and the consumer needs to be made aware of any risk their investment may be exposed to. We also strongly recommend that where these types of incentives are used, there be a concomitant 'penalty' for under-performance, in the form of lowered fees as is required in Norway and the US. 
We recommend that any trail commissions should be taken directly from individual investors using advisers and not from the pooled fund. This will mean investors must understand and agree to this commission from the beginning, and it should not be deducted from the funds of people not using an adviser, thereby creating hidden fees. 
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