
 

 

 

 
 
 
Committee Secretary 
Senate Economics Legislation Committee  
PO Box 6100 
Parliament House 
Canberra ACT 2600 
 

 

15 July 2019 

 

Dear Committee Secretary, 

AFA Submission – Inquiry into the Treasury Laws Amendment (Putting Members’ Interests First) 

Bill 2019  

The Association of Financial Advisers Limited (AFA) has served the financial advice industry for over 70 

years.  Our objective is to achieve Great Advice for More Australians and we do this through:  

• advocating for appropriate policy settings for financial advice  

• enforcing a Code of Ethical Conduct  

• investing in consumer-based research  

• developing professional development pathways for financial advisers  

• connecting key stakeholders within the financial advice community  

• educating consumers around the importance of financial advice  

The Board of the AFA is elected by the Membership and all Directors are currently practicing financial 

advisers.  This ensures that the policy positions taken by the AFA are framed with practical, workable 

outcomes in mind, but are also aligned to achieving our vision of having the quality of relationships shared 

between advisers and their clients understood and valued throughout society.  This will play a vital role in 

helping Australians reach their potential through building, managing and protecting wealth.  

 

1.0 Introduction 

The AFA supports the overall objective of avoiding unnecessary erosion of superannuation balances, 

including through the avoidance of paying insurance premiums on duplicate accounts, however we are 

concerned about the unintentional loss of a significant amount of needed insurance and other material 

potential unintended negative consequences that could flow from this Bill.  
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We agree that the high number of duplicate superannuation accounts in the Australian superannuation 

system is causing unnecessary erosion of account balances through the payment of fees and insurance 

premiums on these duplicate accounts.  We also acknowledge that some of this insurance is ineffective, 

particularly where there is duplication of Income Protection insurance or where the member is unable to 

claim on the policy (i.e. Income Protection cover when not working).  We believe that it is appropriate for 

the Government to consider what action can be taken to address duplicate and ineffective insurance.  We 

don’t believe that this proposal, which will ultimately remove the insurance for a lot of members in an 

indiscriminate manner, is necessarily in the best interests of members.  The key problem with this 

legislation is that whilst it will remove a lot of insurance that is not needed, it will also remove a lot of 

insurance that is needed, and there will be disastrous consequences for some members as a result.  The 

analysis has clearly not been done to assess whether the benefit exceeds the cost. 

It is our view that addressing the factors that lead to the creation of duplicate accounts is critical, including 

pursuing the recommendations from the Productivity Commission and the Banking Royal Commission to 

ensure that new employees are only defaulted into a super fund, once.  This should go a long way to help 

address the issue with duplicate accounts and duplicate insurance.   

We expect that one key impact of this Bill is a significant decline in the level of insurance in the Group 

insurance market, which is likely to push up the cost of insurance for all the remaining members.  This will 

naturally impact the competitive position of Group insurance, however it will also most likely push up the 

cost of all insurance, including retail advised life insurance.  We are also concerned about the negative 

impact upon Australian consumers and that there will be many people who will now experience a life 

insurance event without cover, who are seriously disadvantaged as a result.  These reforms will lead to a 

substantial increase in the level of underinsurance and an increased reliance upon social security, which 

unfortunately will deliver a much worse outcome, both financially and emotionally, for those impacted 

members.   

These life insurance reforms appear to come from the ideological view that it is better to save a larger 

number of people a small amount of money, rather than protect a smaller number of people in the event of 

a life changing insurance event.  This is the opposite of the underlying principle of insurance, and a factor 

that we think requires much more debate.  The consequences of this proposal will be a significantly worse 

outcome for the many people in these groups who experience a life insurance event, that they are not 

insured against, as a result of these reforms.  This is a big decision for a Government to make. 

It is also important to ensure that measures, such as this, do not have the overall impact of reducing 

consumer trust in life insurance.  If this leads to a general perception that young people do not need life 

insurance, then there will be long term undesirable consequences for the Australian community and the 

economy. 

The proposed commencement date of 1 October 2019 is entirely impractical.  This legislation includes 

obligations that commence from 1 July 2019 (notifying new members who join after 1 July 2019 of these 

changes), and yet the legislation was only introduced on 4 July 2019 and is subject to this Senate Economics 

Committee inquiry.  The proposed application of Section 68AAB of the SIS Act includes a requirement to 

notify members with a balance of under $6,000 on or before 1 August 2019.  The legislation, at the earliest, 

would only be passed and receive Royal Assent by late July.  This would not allow compliance with the 

impacted member notification obligation and is only two months before the actual date when the insurance 

needs to be terminated.  Making changes of this scale has huge implications for super funds, insurers and 

other parties, and should not be implemented in an unachievable and unreasonable timeframe.  We also 

make the point that a one-week timeframe to respond to this Inquiry, for such an important piece of 
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legislation, is particularly challenging and will increase the risk of key issues not being addressed 

adequately. 

The implementation of the Protecting Your Super Package (PYSP) was sub-optimal at best.  There are 

outstanding issues where a lack of certainty continues and needs to be resolved.  The unreasonably short 

timeframe put huge pressure on super funds and also put stress on many members and their financial 

advisers who were trying to support them.  Call centre volumes were excessive, and this was also happening 

at the end of the financial year, which is the busiest time of the year.  It is disappointing that the Government 

has not learnt from the PYSP experience and have tried to introduce the next leg of this package, being 

Putting Members’ Interests First, in an impossible timeframe.  To genuinely put members’ interests first, 

super funds, insurers and members need the time to prepare and respond to this change. 

 

2.0 Response to the Putting Members’ Interest First Legislation 

Insurance, including life insurance, operates on the basis that a large pool of people contribute money for 

the benefit of a small number of people within that pool who experience an insurance event.  It is 

fundamentally intended to be a cross subsidisation system where those who are unlucky and experience an 

insurance event are assisted by those who were not impacted.  If you start from that basis, then you 

understand that the removal of a very large group of people out of the life insurance pool will have 

substantial consequences. 

The Australian approach to protecting assets is one where insurance is absolutely expected for general 

insurance matters.  This does not distinguish people with lower risks from those with higher risks.  

Everyone is expected to insure their house and car.  Importantly, however, for many people, their future 

earning capacity is actually their greatest asset.   

The apparent view put forward in this legislation that people under the age of 25 are less likely to need 

insurance and therefore they should be removed from the insurance pool, fails to take into account that a 

large number of people under the age of 25 experience insurance events.  Secondly, it fails to take into 

consideration that if you take a large number of people out of the insurance pool, then it increases the cost 

for everyone left in the pool.  This is due to the fact that the fixed costs of the insurance businesses need to 

be apportioned over a lesser number of members and also those removed from the pool might represent 

lower risks.  In fact, the impact is compounded by the reality that those who choose to opt-in are more likely 

to be the people who are at increased risk of making a claim. 

We also suspect that the advocates for these measures have little understanding of the important role that 

TPD and Income Protection insurance plays.  If someone suffers a TPD event, then typically their income 

prospects will disappear and often their costs will increase.  Who is going to support these people for the 

rest of their lives?  Social Security is a substantially inadequate alternative for these people and a cost to the 

Government.  When it comes to TPD, it is worth realising that this is potentially more important for young 

people as they will have fewer financial resources and will often need to live with their illness/injury for 

much longer.  Income protection benefits typically start well before any social security benefit and are at a 

much higher level.  Terminal illness benefits are also very beneficial for a young person diagnosed with a 

terminal condition. 
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2.1 Implications for Members Under the Age of 25  

We disagree with the proposition that people under the age of 25 do not need insurance.  Some people 

under the age of 25 with no dependents and no debt may have less need for life (death) insurance, however 

what will happen to them if they suffer an illness or have an accident that prevents them from ever working 

again?  For those with a family, what happens to their spouse and children if the primary income earner 

dies or is no longer able to work?  Our members deal with insurance claims for this group of young 

Australians on a regular basis.  Some of these Australians work in higher risk occupations or pursue high 

risk hobbies.  For those who experience a life insurance event, having insurance leaves them in a 

significantly better position as opposed to relying on Centrelink benefits.  Information on historical 

insurance claims for people under the age of 25 should be readily available, yet there has been no reference 

to any of this core background information. 

It is important to note that insurance for younger people is not expensive.  A 24 year old male can get 

$200,000 of death cover and $100,000 of TPD for less than $200 per year. 

Whilst it is possible to argue that these younger people (and those with low balances) should be able to 

make the decision on whether they need insurance, the practical reality is that the majority of young people 

don’t appreciate the importance of insurance, and don’t expect that they will need it.  Even when they have 

significant debts and dependents, they are never drawn to thinking about the consequences of suffering a 

serious illness or injury.  No matter how much marketing is done, it will not change this apathy towards 

insurance.  It is also the case that they don’t appreciate that their greatest asset, in most cases, is their future 

income producing capacity, and that this is something that they can insure.  The reality is that very few will 

voluntarily take up insurance when it is on an opt-in basis.  It is most likely that those who have already 

experienced a health issue or have a family history of health issues are more likely to opt-in, which will 

increase the risk within the life insurance pool. 

 

We do not support the under 25 measure and recommend that it be modified to an under 21 framework, 

where members with dependents or home loans would be automatically excluded. 

 

2.2 Implications for Members with Small Balances 

We also think that it is important to make the point that people with low balance active accounts, may also 

have significant funds in other superannuation accounts.  It is also important to be clear that many of them 

absolutely need life insurance.  The fact that they have a low balance account might be as a result of having 

recently changed jobs and having their new employer set up a new superannuation account for them, and 

their old insurance being cancelled.  When their accounts are combined it would be totally incorrect to 

assert that this represented inappropriate erosion of their superannuation balance and it would be 

disastrous if they were to experience a life insurance event during this period.  Equally importantly, people 

who have just started a new job will have little in sick leave entitlements, making income protection 

insurance even more important.  In fact, some of this low balance cohort may have particularly large levels 

of debt and desperately need the life insurance.  Situations like this, that reflect the issues in the current 

default superannuation system, should not cause the turning off of life insurance cover for people who need 

protection. 
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In many cases, clients have retail life insurance through superannuation in an insurance only policy.  These 

policies do not have an account balance and the policy receives either a roll-over or a contribution each year 

to cover the cost of the insurance.  We are keen to understand whether these policies would be treated as 

low balance accounts and therefore be subjected to the proposed opt-in arrangements.  Holding insurance 

through these policies is clearly intentional, and clients should not be put at risk of losing their insurance, 

simply because they hold one of these policies. 

 

We recommend that to protect existing members with balances under $6,000, who may unintentionally 

lose insurance as a result of this measure, that it only applies to new members and that the other 

solutions with respect to reducing the duplication of accounts, be the primary approach to solving this 

issue. 

We recommend excluding life insurance only products from this measure. 

 

2.3 Members Who Intentionally Hold Multiple Accounts 

Insurance through Group super is typically on an automatic acceptance limit basis, where up to a certain 

monetary limit, the insurance is accepted without the requirement for underwriting.  Retail advised life 

insurance always requires underwriting.  Thus, insurance cover is often available to people in a Group super 

scheme who may not be able to access that life insurance through a retail advised arrangement, due to their 

state of health or family history, or it may be subject to premium loadings or policy exclusions.  Members 

who have had a deterioration in their health since they first took out the life insurance, may choose to hold 

onto an old inactive account in order to continue their existing life insurance arrangement.  This is a strategy 

that financial advisers often recommend, to ensure that their clients have access to life insurance that is cost 

effective.  They would typically keep a small balance in that account in order to cover the cost of the life 

insurance premiums.  This is a deliberate strategy, however, these reforms place these clients at risk, in the 

event that their balance goes below $6,000.  It is important that measures are put in place to protect these 

people who have intentionally elected to retain their insurance in an account that is not their primary 

superannuation account, including through timely notification to the financial adviser.  These accounts 

should have a record that they are to be excluded from this regime, and it should be possible for the financial 

adviser to notify the fund of this. 

 

We recommend that nominated financial advisers are informed with respect to their clients who are 

potentially at risk of losing their insurance and that financial advisers should be enabled to facilitate 

responses on behalf of their clients. 

 

2.4 Impact of These Two Insurance Measures on Other Members 

The Regulation Impact Statement (RIS) in paragraph 1.99 simply states that “those members who continue 

to hold default insurance in superannuation may also face increased premiums.”  It seems remarkable that 

this statement, from the original PYSP Explanatory Memorandum over 12 months ago, would be left with 

such a vague comment about a potential increase in premiums for continuing members.  KPMG in their June 

2018 report “Insurance in Superannuation – The impacts and unintended consequences of the proposed 
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Federal Budget changes” have suggested that the total level of cover in Group Life Insurance would decline 

by 50% and that total premiums would decline by 42%.  In addition, KPMG have predicted that premiums 

for those who remain in default insurance would increase by 26% and that members would actually be in a 

net worse position.  Rice Warner have also previously suggested that these changes will result in a decline 

of 47.5% in the sums insured through superannuation and that premiums for remaining members could 

increase by 15%.  When considered from the perspective of the impact on other members, another key 

implication is a potential increase in the extent of opting out by some of the remaining members, which 

would occur as a response to a substantial increase in premiums.  It is likely to be the lower risk healthy 

people who choose to opt-out, which would put further pressure on pricing. 

Whatever way you look at this, the Government is taking a significant gamble and based upon the quality of 

the RIS, it appears that they are doing this without access to critical information to assist the decision. 

 

2.5 Implications for Members Seeking to Re-Commence Insurance 

Group superannuation insurance is typically offered on an automatic acceptance basis, where new 

members get automatic acceptance up to a certain monetary limit when they join the fund.  This is the means 

by which the insurer manages the anti-selection risk.  Where people decline the insurance or are excluded 

from the insurance arrangements and they decide to come back at a later point, then this is typically done 

on the basis of individual underwriting.  This is the mechanism for insurers to avoid people deliberately 

seeking insurance or upgrading their insurance when they are aware of a health issue that generates greater 

risk.  Insurers will need to consider in detail how they are going to cater for the inclusion of people who 

reach the age of 25 or pass the $6,000 threshold.  This will open up many questions that they will need to 

consider in order to avoid taking on unreasonable risks without the ability to charge the appropriate 

premiums or to exclude certain policy conditions. 

As people under the age of 25 or with a balance of less than $6,000 in their active account take on more 

responsibilities, they may decide that they need insurance.  We question whether this will also require 

individual underwriting and whether this will discourage people in this situation from choosing to re-

commence their insurance.  These issues should have been addressed as part of this legislation. 

 

2.6 Understanding the Importance of Insurance 

We believe that it is important to be clear, as discussed above, that the majority of young people do not see 

the need for insurance.  They do not focus upon the risk of an unexpected illness or injury.  They exhibit a 

positive view of the future and dismiss evidence to the contrary.  They typically have no basis to work out 

how much insurance they need.  It is also important to appreciate that the majority of people will not seek 

insurance unless prompted.  It is likely that only a very small percentage of new members under the age of 

25 or members with a balance under $6,000 will elect to take up or retain insurance.  This is most likely to 

be people who have a greater need for insurance, such as existing medical conditions or a family history.  

This is going to result in an increase in the risk within the insurance pool and therefore this will ultimately 

impact the cost of insurance. 
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3.0 Issues Emerging from the Protecting Your Super Package Reform 

As we understand it, the rushed implementation of the PYSP reforms caused a great deal of confusion and 

has generated a lot of concern amongst super fund members.  We have been advised by our members that 

they received a lot of phone calls from their clients expressing concern that they would lose their insurance.  

This meant that financial advisers spent a lot of time working with their clients to ensure that they did not 

unintentionally lose needed insurance.  We understand that the inactive account insurance measure 

impacted millions of members and the large super funds received a very high volume of phone calls.  It 

seems that this had a very big impact upon call centres, and this all occurred at the end of the financial year.  

It would appear that there is a very genuine risk that a number of members ultimately did not have their 

call answered and that they may have lost their insurance as a result.  It seems that in some cases super 

funds informed the advisers of which clients would be impacted whilst other ones did not.  We would 

strongly encourage a requirement to notify an assigned adviser so that they can assist the client to 

determine whether they wish to retain the insurance or not. 

Amongst the key technical issues is the one about the difference between an account and a product.  It seems 

that where members hold multiple products within the one account, that this would have caused issues 

with inactive accounts and the cancellation of insurance.  This measure should be assessed at the member 

account level and not the product level and this was a fundamental weakness in the original legislation that 

eventuated as a result of this being implemented too quickly.  We also understand that there are questions 

about whether remediation money or a fee rebate will be treated as a contribution and therefore make the 

account active.  We understand that different funds have implemented some of these measures in different 

ways, which has caused a lot of confusion for impacted advisers and their clients.  It is clear that a 

comprehensive post implementation review needs to be undertaken to address all these issues. 

We recommend that if this PMIF regime is going to come into force, then the member’s financial adviser 

should also be notified, so that they have the opportunity to provide advice to the member within the 

required timeframe. 

 

We recommend that a post implementation review be undertaken on the PYSP reforms before the PMIF 

measures are enacted to ensure that all the lessons from the PYSP can be addressed first. 

 

4.0 Opportunities to Improve the Proposal 

It is our view that more needs to be done to reduce the complexity of members responding to this reform.  

The experience from the PYSP implementation was that it would have been very beneficial for a simpler 

way for consumers to select to retain their insurance.  The requirement to submit a written election, is not 

making this easy for members.  Unfortunately, this has been repeated and both Section 68AAB(2) and 

Section 68AAC(2) require an election in writing.  We encourage the government to give consideration to 

alternative solutions for this including potentially telephone based solutions (including IVR). 

We also make the point that both Section 68AAB(2) and Section 68AAC(2) refer to the requirement that the 

direction be provided in writing, however paragraph 1.38 of the Explanatory Memorandum states “while 

the amendments do not require the member to have made the election in writing”, which seems to 

contradict the legislation. 
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We recommend that the process to provide an election to continue insurance be simplified and extended 

to non-written means such as telephone solutions. 

Based upon the PYSP experience we also recommend that financial advisers be authorised to complete 

the opt-in process on behalf of and with the authorisation of their clients. 

 

5.0 Regulation Impact Statement 

The Regulation Impact Statement (RIS) that has been included in the Explanatory Memorandum is virtually 

identical to the June 2018 Protecting Your Super Package Regulation Impact Statement.  This is an 

important piece of legislation, and therefore the RIS should have been updated to incorporate all the 

information that has come to light since it was originally prepared and to reflect the fact that this Bill only 

represents a sub-section of the original 2018 PYSP Bill.   

There is every reason to believe that there will be several predictable consequences and numerous 

unintended consequences that need to be investigated and considered.  The consequences of these reforms 

are particularly far reaching and multi layered, yet the RIS completely fails to address the extensive impacts.  

The RIS does not estimate the disruption that this legislation will cause the superannuation and life 

insurance industries or the likely jobs that will be lost. 

These reforms are so substantial, however, based upon the current stated commencement date, the 

industries will have less than 3 months to prepare from the time that the legislation is passed.  This is 

certainly unreasonable in the context of the likely impact. 

As we stated with respect to the original PYSP Explanatory Memorandum, we were very disappointed that 

the RIS made no mention of the expected impact on the overall insurance market as a result of these 

changes.  There is information in the marketplace that suggests a very material decline in total premiums 

and a consequential increase in the cost of insurance for remaining members, however there is no detailed 

analysis or discussion on this. 

There will be a significant reduction in insurance revenue for the insurers.  They will need to restructure 

and reduce costs.  Some insurers will cope with these reforms better than others.  Some of the insurers will 

be hit very hard by these changes with the prospect of significant restructuring being required.  Again, there 

is no mention of this. 

The success of this legislation can only be measured in terms of whether it will have a sufficiently positive 

impact upon the longer term balances of all superannuation members, including those who will now no 

longer pay for insurance and those who may need to pay more.  This still needs to be viewed in the context 

of the many people who will experience a life insurance event without cover and suffer the ongoing 

consequences.  There is no analysis of how many people will be impacted or what the cost will be.  This is 

critical information that should have been presented. 

We are concerned that this RIS has failed to adequately address the consequences of these reforms and it is 

inappropriate for such reforms to be made on the basis of a RIS that is out of date, relates to a different set 

of reforms and does not address the material implications. 

We recommend that the Regulation Impact Statement be redone before the Bill is debated. 
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6.0 Transitional Arrangements 

As discussed above, the Transitional Arrangements are unreasonable.  This is significant legislation that will 

have a very big impact upon many members, superfunds and insurers.  It is appropriate that a reform of 

this significance commence a full 12 months after the legislation receives Royal Assent.  We would also take 

the learning from the PYSP implementation experience and avoid starting this on 1 July 2020, which 

conflicts with the normal end of year cycle.  Accordingly, a 1 October 2020 commencement date would be 

the most sensible outcome, assuming that it is likely to be passed by 1 October 2019. 

We support the fact that existing super fund members under the age of 25 will not lose their insurance and 

the opt-in requirement will only apply to new members.  We nonetheless believe that there will need to be 

an extensive education and communication program as part of this reform.  In our view, the Government 

needs to take more of a lead in this communication, as opposed to what was the case with respect to PYSP. 

As discussed above, the implications of this reform are particularly substantial.  These changes will include 

significant restructuring and system changes.  We would also anticipate the need to renegotiate group 

insurance contracts, development of member communication plans and material upgrades to 

administration systems and processes.  This all takes time and involves considerable cost. 

We recommend that the timeframe for the commencement of any further changes to insurance 

arrangements in superannuation be delayed to 1 October 2020, at the earliest. 

 

8.0 Concluding remarks 

Whilst we support the high-level intent of this legislation to address inappropriate erosions of 

superannuation balances, we believe that there are numerous significant consequences of these reforms, 

some of which might be unintended, that have not been adequately considered.  We also believe that more 

needs to be done to support impacted members and that adequate time is needed to ensure that members, 

superfunds and insurers can adequately prepare. 

The AFA welcomes the opportunity to make this submission.  Should you require any clarification with 

respect to this submission, then please contact us on 02 9267 4003. 

Yours sincerely,  

 
 
 
 
Phil Anderson 
General Manager Policy and Professionalism 
Association of Financial Advisers Ltd 

 


