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Thank you for the opportunity to provide input to this consultation process. 

Overview  

Equity Trustees fully supports a review into the Non Tangible Assets (NTA) requirements for REs in 
light of recent scheme collapses. Major investment failures in the Australian market over the recent 
decades, including those involving superannuation, have primarily stemmed from failures of REs.  

Those failures have typically involved REs that have not been by any ordinary definition, nor by 
substance, to the fund manager whose primary function is commercial. In addition, examination of 
these failures indicates that the RE function was not appropriately resourced for the roles and 
responsibilities an RE entails.. We believe reform in this area is particularly important following the 
collapse of the Shield and First Guardian Master Funds. It is clear that the losses incurred was due to 
a critical point of failure – that is, the failure of the RE of both the schemes. 

We support the underlying objectives of the NTA requirement being to:  

a) Ensure the RE has adequate financial resources to meet operating costs (including costs of 
compliance with the Corporations Act)  

b) Align the REs interests with the interests of scheme members, by ensuring it is an entity of 
substance and shareholders have sufficient equity in the business to ensure success  

c) Provide some level of assurance that, if the RE fails, there is sufficient money for the orderly 
transition to a new responsible entity or to wind up each scheme, and  

d) Impose a liquidity component to ensure that a RE can call on its NTA to help it meet any 
immediate and unexpected expenses  

We also agree that the financial requirements for REs should not be designed to address market or 
credit risks, to prevent entities from becoming insolvent or failing or for compensating clients for 
unexpected losses. 

Accordingly, our submission strongly supports enhancements to NTA requirements for RE’s and we 
believe that the way forward includes: 

• Concessional capital to the be greater of:  

• Minimum capital $2 million 

• 0.5% of FUM, or  

• 10% of RE revenue. 

• Maximum capital for all RE’s to be: 

• $20 million, which is equivalent to typical global standards.  

• If $20 million is not acceptable to the Government, Treasury or ASIC, then an 
alternative overall maximum capital should be $150,000 per registered scheme. 

• Retaining current liquidity requirements. 

• A 12-month transition period. 
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Q2 Our preferred option is outlined in B2Q1. 

Q3 If a fixed dollar is adopted, we strongly recommend a minimum of at least $2 million in NTA. 
As mentioned, Equity Trustees has substantial experience with scheme wind downs, and $2 
million is adequate to wind up a number of MISs or have unit holder meetings to transfer the 
scheme to another RE.  

Additionally, a $2 million minimum NTA is commensurate with the responsibility and 
accountability of the role of RE and a higher minimum capital requirement would result in 
higher quality, more committed REs of substance.  

The Shield Master Fund and First Guardian Funds were both applying concessional NTA 
requirements and operating presumably on the asset level calculation as they were above the 
minimum $150,000. Equity Trustees suggests that if the minimum NTA was applied 
consistently across all REs and this amount was higher, the schemes may never have been 
established. 

Q4 Our preferred option is outlined in B2Q1. 

Q5 The overall cap on capital would reduce the capital held by Equity Trustees.  

The change is unlikely to result in increased fees to scheme members. 

Increased minimum capital requirements will increase costs to the RE and/or the investment 
manager. The servicing cost of the capital may be passed through to the investor as an 
increased price; however this is unlikely given the competitive landscape of the funds 
management market.  

We suggest that this potential cost impact would be a reasonable trade-off for increased 
capital and ensuring entities of substance operate in the industry. Assuming the proposed 
$1m minimum, the additional servicing cost for an RE on the minimum capital is only of the 
order of approximately $60k, or $130k for the $2m minimum Equity Trustees proposes. 

Q6 See B1 Q6 

Q7 Equity Trustees does not see any material practical difficulties with this approach. 

 

  












