
 

 

 

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

By email: economics.sen@aph.gov.au 

 

9 July 2018 

 

Dear Committee Secretary, 

AFA Submission – Inquiry into the Treasury Laws Amendment (Protecting Your Superannuation 

Package) Bill 2018  

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 fees and insurance premiums on duplicate accounts, however 

we believe that there are many potential unintended negative consequences that could flow from this 

package and we caution against it being pushed through without adequate consultation and consideration 

of the objectives and the likely consequences.  

Association of Financial Advisers Ltd  
ACN: 008 619 921   
ABN: 29 008 921  

PO Box Q279  
Queen Victoria Building NSW 1230  

T 02 9267 4003 F 02 9267 5003  
Member Freecall: 1800 656 009  

www.afa.asn.au  

 



AFA Submission – Protecting Your superannuation Package 

 2 

We agree that the high number of duplicate superannuation accounts in the 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 note the Productivity Commission’s reference to what 

they have described as “Zombie” insurance.  We believe that it is appropriate for the Government to 

consider what action can be taken to address this issue, however we don’t believe that the proposal to 

completely remove all insurance for these members is the best outcome.  Other options must be 

investigated, although the initiatives to address duplicate accounts should be the primary focus. 

We question why these reforms are being pushed through so quickly when the Productivity Commission’s 

review of default superannuation is still in progress.  It would have made complete sense for the 

Productivity Commission to consider the consequences of this package as part of their current Inquiry.  We 

also make the point that measures to address duplicate accounts as proposed by the Productivity 

Commission and also addressed as part of these proposals, will on their own, go a long way to addressing 

what is sought by some of this reform package.  The proposals to enhance the Choice of Fund regime and 

defaulting only once as proposed by the Productivity Commission will help to address the issue with 

duplicate accounts and duplicate insurance.  This will place greater control in the hands of the members. 

We should make the point early on in this submission that the impact of these reforms is likely to result in 

a decline in the competitive position of Group insurance, which will positively impact upon the relative 

competitiveness of retail advised life insurance.  We are not expressing our views in this submission in an 

effort to protect the interest of our members, who predominantly advise on retail advised life insurance, 

which will not be directly impacted.  It is actually quite the opposite, in that these reforms will increase the 

cost of Group insurance and make it easier for our members to find insurance options that are better than 

the Group super arrangements.  Our position is very much from the perspective that these reforms will have 

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

insurance event 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.   

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

number of people a smaller 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.  There are 

personal consequences of this decision that will significantly detrimentally impact 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. 

The banning of any form of exit fee and the capping of fees for superannuation accounts with balances below 

$6,000, along with the consolidation of inactive accounts, will have substantial implications for 

superannuation funds.  This will have a much greater impact upon superannuation funds with members 

who are on low incomes, have low balances and change jobs more often.  These funds will be at a substantial 

disadvantage to other funds.   
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1.1 Implications for Under 25-Year-Old Members 

We strongly disagree with the proposition that people under the age of 25 do not need insurance or that 

people with small balances 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.  For those who 

experience a life insurance event, having insurance leaves them in a significantly better position as opposed 

to relying on Centrelink benefits.  Who is going to explain this Government decision to these orphaned 

children?  Information on historical insurance claims for these impacted groups should be available, yet 

there has been no reference to any of this. 

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 and inactive accounts) 

should be able to make the decision on whether they want 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 practical 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. 

 

1.2 Independent Expert 

Independent experts (KPMG and Rice Warner) have estimated that these reforms will see a virtual halving 

of the Group superannuation insurance market and as a result a substantial increase in the cost of insurance 

for those who retain their life insurance.  This will completely undermine any anticipated benefit for the 

vast majority of the members of super funds. 

The research prepared by KPMG suggests that over a person’s lifetime they will actually be worse off as a 

result of the changes to life insurance.  This is as a result of the small savings in the early years being more 

than offset by increased premiums in the later years.  The initial views of KPMG were expressed 

immediately after the budget announcement and should have been considered prior to the introduction of 

this legislation into the parliament. 

Research by Rice Warner clearly shows that the level of insurance that people have through Group 

Insurance is well below their basic needs (51% for life and 17% for TPD).  We believe that this strongly 

contradicts the statements that have been made that people have insurance that they do not need. 
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1.3 Implications and Transition Arrangements 

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 Regulation Impact Statement (RIS) completely fails 

to address the extensive impacts.  The RIS does not estimate the disruption that this will cause the financial 

services industry or the likely jobs that will be lost. 

These reforms are so substantial; however, the industry will have less than 12 months to prepare from the 

time that the legislation is passed.  This is certainly unreasonable in the context of the likely impact.  We 

note the APRA letter of 5 July 2018, that is on the committee’s website, refers to the need for better 

consideration of the likely impact and improved transitional arrangements.  APRA have declined to make a 

submission, but have offered to present at a hearing, although it appears that no hearings are scheduled. 

 

2.0 Fees Charged to Superannuation Members 

We acknowledge the Governments reference to the previous protections that were in place for members 

with a balance of less than $1,000, that were removed as part of the introduction of MySuper.  We agree 

with the objective of seeking to minimise the cost for members with small balances, however there are 

important considerations to address with such an objective.  We do not accept the proposition that low 

balance accounts pay disproportionately high fees.  What is the basis for such an assertion?  Does the 

Government have access to costing analysis or other research to support this claim?  Is this a comment with 

respect to the fees relative to the cost of the services provided or relative to their capacity to pay?  

Superannuation in all forms, inclusive of for-profit funds or otherwise is a commercial venture and should 

not be expected to operate as a social service.  Thus, we believe that the only way to look at this proposition 

is from the perceptive of the fees paid by low balance members relative to the cost of the services. 

There are two basic fee models that exist in the superannuation marketplace.  The first one is a fully variable 

fee as a percentage of the balance of the account.  As the vast majority of these funds will have a total 

combined fee of less than 3%, this group are not likely to be greatly impacted.  The second model is a flat 

fee plus a variable fee as a percentage of the balance of the account.  The cost of running a superannuation 

fund and providing services to members has a large fixed cost element, a fixed member level cost and some 

level of costs that are variable based upon the services provided to individual members.  Whilst we 

understand the rationale for this proposal, the consequences for those other members who will be 

subsidising those with low balances needs to be considered. 

The practical reality is that a fair and reasonable allocation of costs within a superannuation fund will 

indicate that low balance accounts are almost as expensive to maintain as high balance accounts.  We 

therefore find it hard to understand how it could be suggested that low balance accounts pay 

disproportionately high fees.  There is already a level of cross subsidisation that occurs through asset-based 

fees, since the cost is not directly proportional to the balance of the account. 

It seems more likely that what the government is seeking is for the costs of low balance accounts to be 

further subsidised by the other members of the fund.  Is this fair to the other members and what will 

happens to the other members of those funds who have a lot of low balance members?  Is this likely to lead 

to these funds putting up their fees, which will only be paid for by those members who have a balance above 
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$6,000?  This is likely to lead to some of these members choosing to leave the fund which will only make 

the problem worse.  Might this also lead to funds restricting access to people with low balances or seeking 

to restrict services or exit such members?  Has the Government thought about the full consequences of this, 

and if so then why hasn’t this been set out in the RIS? 

 

2.1 Exposure to Manipulation 

As we understand it, the fee cap is worked out on the basis of the account balance on the last day of the 

superannuation fund’s financial year.  We therefore pose the following question: 

• If a member started the year with an account balance of $1,000,000 and withdrew all but $1,000 

on the last day of the year, then what fee would apply? 

From our reading of the legislation and the Explanatory Memorandum, they would only need to pay a 

maximum of 3% of the $1,000 account balance on the last day, or $30.  If the fund’s total fee was 1%, then 

this would be a saving of at least $9,970 simply by using this strategy.  They could then withdraw the 

remaining balance in the new year plus the refund of the excess fee which the fund must pay within 3 

months of the end of the year.  As a result, this would become a common strategy in order to avoid fees in 

the last year that you choose to be a member of the fund.  In addition, the fund’s costs would increase as a 

result of needing to process two withdrawals (for which no fee can be charged) and processing the excess 

fee refund. 

It would also be possible for people to have two funds with different end of financial year dates and move 

the money between the funds in order to avoid paying fees. 

Does the Government intend to introduce a system that is subject to manipulation, which would undermine 

the whole integrity of the superannuation system?  It would be a terrible outcome for members to be 

incentivised to move money around within the superannuation system given the potential consequences, 

simply in order to try to avoid fees. 

We recommend that if such a fee cap is to be introduced then it should be based upon the maximum 

balance of the account throughout the entire year, and not the balance at the end of the year. 

 

2.2 Exit Fees 

The removal of any ability to charge an exit fee will mean that those members who remain loyal to the fund 

will need to subsidise the costs that result from the administration activity involved in processing 

withdrawals for those members who choose to leave the fund.  On any measure, this is unreasonable for 

those who remain in the fund.  For anyone who is a member of a high turnover fund, then this would be 

completely unreasonable.  We believe that those members who choose to leave the fund should be required 

to pay, as a minimum, the direct costs of processing that exit. 

We note that recommendation 12 in the Productivity Commission’s draft report on Superannuation: 

Assessing Efficiency and Competitiveness suggested that exit fees should be limited to a cost recovery basis.  

We believe that this is sensible and will work to remove artificial obstacles to consolidate superannuation 

accounts, but at the same time deliver an equitable outcome that avoids unreasonable cross-subsidisation 

and penalty being applied to those members who remain with the fund. 
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We recommend that exit fees are limited to the actual cost of processing a withdrawal, rather than totally 

banned, so that remaining members are not subsidising those who choose to exit. 

 

3.0 Insurance for Superannuation Members 

A discussion on this proposal needs to start with a genuine understanding of the way that insurance works.  

The fundamental basis is 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 during the period.  It is fundamentally intended 

to be a cross subsidisation system where those who are unlucky to 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.  As stated above, for many people, their future earning capacity is their greatest asset.  

In terms of life insurance, it is typically facilitated by either financial advisers who advise on retail insurance 

products or by superannuation funds in terms of Group superannuation arrangements.  There is a smaller 

less significant segment, which is the Direct insurance market, although the products in this market are 

inferior and often sold without underwriting. 

These reforms represent a broad set of measures that includes both people who are under the age of 25, 

people who have balances that are under $6,000 and also people with inactive accounts.  It is more straight 

forward to talk about the group of people who are under the age of 25 as they are a more readily identifiable 

group, although it is expected that low balance members and inactive accounts might also comprise a 

sizeable percentage of people who are under the age of 25. 

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 still 

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 business 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. 

AIA Australia issued a report in early June indicating that they had paid out $84 million on 1,200 claims for 

members under the age of 25 since 2015.  This included payments for death, Total and Permanent Disability 

(TPD) and Income Protection.  Across the entire industry this is likely to be a very material number. 

Is it correct to assume that people under the age of 25 don’t need insurance?  What research has been done 

to support this?  What statistics have been used with respect to the number of people under the age of 25 

who die, or experience a TPD event or who have an extended period of absence from work as a result of an 

illness or injury?  What assumptions have been made with respect to the level of indebtedness of people 

under the age of 25?  What analysis has been undertaken on the number of people under the age of 25 who 

are married and have children?  Some important statistics that we are aware of provides an insight into the 

number of children born to parents who are under the age of 25: 

• In 2016, 23% of births were to mothers under the age of 25. 

• In 2016, 12% of births were to fathers under the age of 25. 
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What will happen to the surviving spouse and the children of people who die or have a TPD event who are 

under the age of 25 and have no insurance? 

Another important point made by AIA Australia is that almost half of the full-time workers under the age of 

25 are in blue collar jobs, where the risks are much greater.  There needs to be consideration of the fact that 

some occupations have much higher levels of risk and therefore have greater need for insurance.  Mental 

health is an issue that impacts many young people, along with those with low balance accounts and inactive 

accounts. 

We also suspect that the advocates for these measures have no 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?  When it comes to TPD, it is worth realising that this is potentially more important for 

people under the age of 25 as they will have less financial resources and will often need to live with their 

illness/injury for much longer. 

We also think that it is important to make the point that people with a low balance active accounts, does not 

mean that they do not have significant funds in other superannuation accounts or that they do not need life 

insurance.  This might just be as a result of having recently changed jobs and having their new employer set 

up a new superannuation account for them.  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.  In fact, some of this 

somewhat older cohort 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. 

 

3.1 Members Who Intentionally Hold Multiple Accounts 

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

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 super 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.  For this reason, for people 

who have had a deterioration in their health, they may choose to hold onto an old inactive account to 

continue their existing insurance arrangement.  This is a strategy that financial advisers often recommend, 

to ensure that their clients have access to insurance that is cost effective.  They would typically keep a small 

balance in that account in order to cover the cost of the insurance premiums.  This is a deliberate strategy; 

however, these reforms place these clients at risk in the event that their balance drifts below $6,000 and no 

contribution or rollover has been made within the last 13 months.  It is important that measures are put in 

place to protect these people who have intentionally elected to retain their insurance in an inactive 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. 
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3.2 Impact of These Measures on Other Members 

The RIS in paragraph 5.99 simply states that “those members who continue to hold default insurance in 

superannuation may also face increased premiums.”  It seems remarkable that this would be left with such 

a vague comment about a potential increase in premiums for continuing members, when the scale of 

reduction in the total Group market premiums was recognised.  KPMG in their June 2018 report “Insurance 

in Superannuation – The impacts and unintended consequences of the proposed Federal Budget changes” 

have suggested that the total level of cover in Group Life insurance would decline by 50% (this seems to be 

backed up the RIS reference to a saving of $3 billion in premiums) and that total premiums would decline 

by 42%.  In addition, they 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 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%.  They have suggested that the net benefit to 

members would be a mere 0.27% increase in their account balance at retirement.  When considered from 

the perspective of the impact on other members, the other key implication is a potential increase in the 

extent of opting out by the remaining members, 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 

premium pricing. 

Whatever way you look at this, the Government is making a huge 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. 

 

3.3 Implications for Members Seeking to Re-join 

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

members get automatic acceptance up to a certain 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 in at a later point, then this is typically done on the 

basis of 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. 

 

3.4 Notification of Impacted Members 

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 no 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 if these three groups of impacted people were moved to opt-in, 

then only a very small percentage, maybe less than 10% (as predicted by AIA Australia), would elect to opt-

in to insurance, and as has been previously stated, they are much more likely to be higher risk members. 
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We also note that the proposed law places various requirements on the superannuation fund to notify 

existing impacted members of the commencement of the proposed new regime and giving them the chance 

to opt-in.  Without adequate education or advice, they are unlikely to prioritise this or respond in a proactive 

timely manner.  We recommend that if this 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 insurance in superannuation remain on an opt-out basis and that unnecessary 

erosion of superannuation balances by insurance premiums be addressed by measures to reduce 

duplicate accounts. 

We recommend other initiatives are pursued to address the issues with some insurance cover being 

ineffective (i.e. duplicate income protection). 

 

4.0 Inactive Low-Balance Accounts and Consolidation into Active Accounts 

The AFA supports this measure and believes that it should work to the benefit of consumers, however we 

recommend that the timeframe for transfer to the ATO as a result of no contributions be extended to 18 or 

24 months.  We argue this on the grounds that some people who take maternity leave may extend beyond 

12 months and that some people taking a break may also be away for longer.  Extending the timeframe to 

18 or 24 months will reduce the number of people who have their funds move to the ATO against their 

wishes.  Some consideration needs to be given to the cost and disruption involved in the transfer to the ATO 

and the recovery.  The benefits of moving it sooner do not seem to justify the potential inconvenience and 

wasted administration. 

It seems that this package will result in two actions at the point of no contribution or roll-overs for 13 

months, in that this is the time that insurance will be turned off and also when they will be transferred to 

the ATO (for balances under $6,000).  We question the appropriateness of these two things being scheduled 

to happen at the same time and suggest that a delay in the transfer to the ATO would make best sense. 

As discussed above in section 3.1, it is important that robust mechanisms are developed to avoid the risk of 

someone with a low account balance who intentionally is paying insurance from an inactive account being 

transferred to the ATO with their insurance terminated.  Provisions should also be put in place to enable 

the re-instatement of this insurance should the unintended transfer to the ATO eventuate. 

We note that there are undoubtedly still many superannuation accounts for people where the trustees do 

not have the member’s TFN.  In these circumstances, there is an increased risk that the member will ever 

recover the funds.  This risk needs to be addressed. 

As the return applied to the account by the ATO will be limited to the Consumer Price Index, there is a risk 

that money left with the ATO for a longer period of time will be at a material disadvantage. 

We also recognise the risk that the automatic transfers of super balances by the ATO could result in funds 

being transferred to the wrong person by mistake.  We ask the question of who will take liability for such 

an event? 

We recommend that the timeframe for the transfer of inactive accounts to the ATO be extended beyond 

13 months.  We recommend that it be extended to 18 or 24 months. 
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5.0 Regulation Impact Statement 

The Explanatory Memorandum suggests that 40% of all superannuation accounts (9.5 million accounts) 

have balances of less than $6,000 and of these, 60% or 6 million accounts had not received a contribution 

or rollover for 13 months.  Based upon what the Government has set out in the Explanatory Memorandum 

and what independent experts such as KPMG and Rice Warner have said, it is reasonable to assume the 

following: 

• Total Group Insurance cover and total premiums paid would decline by around 40 – 50% 

• Premiums for the remaining members could increase by 15 – 26% 

• As much as 9.5 million accounts would be subject to the capping of fees. 

• 6 million accounts would be subject to automatic transfer to the ATO and consolidation with a 

member’s other active account.  

From any perspective, these are huge impacts upon the superannuation and insurance sectors.  No doubt 

this is the point that APRA were making in their 5 July 2018 letter to the Senate Economics Committee.  The 

initial impact will be a significant reduction in revenue for superannuation funds and insurers.  They will 

need to restructure and reduce costs.  Some superannuation funds and insurers will cope with these 

reforms better than others.  Some will be hit very hard and their very survival will be put at risk.  This will 

have flow on consequences for the members of these funds.  These funds may be forced to increase fees or 

to merge with another fund. 

We believe that these changes should be modelled on a range of existing superannuation funds to assess 

the impact.  If 40% of all members have a balance of less than $6,000, then what would the impact of these 

reforms be on a fund who had a high turnover of members and as much at 60% - 70% of members with a 

balance of less than $6,000? 

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

impact upon the longer terms balances of superannuation members.  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.  The research by KPMG suggests that the impact will be a deterioration in their super 

balances as the increased cost of insurance for the remaining members (26%) more than off-sets the gain 

made during the period that they are excluded from the insurance system.  KPMG have also suggested that 

the most significant impacts are for females and low income earners, who it seems had been thought would 

be some of the primary beneficiaries of these reforms. 

The other potential implications for the system as a result of this expected increase in premiums needs to 

be taken into consideration.  Will other members elect to opt-out in response to the increase in premiums?  

What further impact will this have on the insurance market?  These are all issues that the RIS should have 

considered. 

Where the extent of the expected change is so great, the impact on employment in the superannuation and 

insurance sector will also inevitably be significant.  This impact needs to be investigated and assessed.  In 

the worst-case scenario, these reforms could result in the demise of many funds and the destruction of tens 

of thousands of jobs.   

The RIS does not address any of this.  There is no mention of funds closing or job losses.  We believe 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 does not address the material implications. 
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We recommend that the Regulation Impact Statement be redone before the Senate vote on such an 

important reform. 

 

6.0 Transitional Arrangements 

This new regime is schemed to commence from 1 July 2019 and superannuation funds are expected to start 

communicating with members from as soon as April 2019.  All these changes are proposed to start on the 

same day.  There is no sensible transition plan.  We believe that these reforms should be pursued in stages 

and that the first step should be to undertake the account consolidation activity. 

We recognise that existing members under the age of 25 will not be automatically moved to opt-in and will 

remain in their existing insurance on an opt-out basis.  We support this decision, although we believe that 

there will need to be an extensive education and communication program as part of this reform. 

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

substantial restructuring and system changes.  KPMG have referred to the need to renegotiate group 

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

administration systems and processes.  It is totally unreasonable to expect these changes to come into effect 

within less than 12 months. 

We recommend that the timeframe for commencement of these changes is delayed until 1 July 2020 at 

the earliest. 

 

7.0 Public Hearing 

We note that there is no notice of public hearings with respect to this Inquiry.  We also note that in the APRA 

letter of 5 July, they have volunteered to speak to the Committee.  We recommend that it is critical that this 

Committee hear from stakeholders like APRA, super funds,  insurers, industry and professional associations 

and from independent experts like KPMG and Rice Warner. 

We recommend that the Senate Economics Committee hold public hearings to better understand the 

implications of these proposed reforms. 

 

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.  In the context of the 

independent research, we believe that it is important to consider other options to achieve the stated 

objectives. 
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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,  

 

 
 
Philip Kewin 
Chief Executive Officer  
Association of Financial Advisers Ltd 

 


