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AIST agrees that having multiple insurance policies through multiple superannuation accounts is
an undesirable outcome, as it leads to the erosion of retirement balances. Accordingly, we
supported the inactive account consolidation measures in the Treasury Laws Amendment
(Protecting Your Superannuation Package) Act 2019 (‘PYSP’) which came into effect on 1 July 2019.
Importantly, this consolidation of inactive accounts should be allowed to proceed before further
changes are made.
AIST also agrees that members should not be paying for insurance that they don’t need. However,
we have significant concerns that the Putting Members’ Interests First Bill will also remove
insurance cover from many members who need it. These members include:
•
•
•
•
•

Under 25 or low balance members working in hazardous industries or occupations;
Under 25 or low balance members where there is a strong history of claims on insurance
through super;
Under 25 or low balance members from demographics who are more likely to have
dependents;
People, particularly women, entering the workforce after raising families, whose balances
have not yet reached $6,000, but who have dependents; and
People, particularly women, who have low wages and/or broken or part-time work patterns,
whose balances are less than $6,000, but who have dependents.

In addition, because of an increase in the costs of their premiums from age of 25 onwards, the
measures will not result in a lifetime cost saving on insurance premiums for members for whom
are not receiving insurance until they are aged 25.
AIST also has significant concerns that the timeframes in the Bill are so tight they are impossible to
comply with. Even if, funds and administrators were able to comply, rushing further changes to
insurance cover through superannuation as proposed in the Bill risks real and significant consumer
detriment and may result in a loss of confidence in the superannuation system.
For these reasons we do not support the proposed Bill in its current form and believe that it would
be significantly detrimental to members. AIST’s recommendation is that:
Recommendation 1

Insurance should remain in place for low balance members when the
account is receiving contributions (active accounts).

Despite this in principle objection, we recommend the following amendments to the Bill:
Recommendation 2

Recommendation 3

Delay commencement to 1 July 2020 to enable funds to comply and
communicate with their members, and for the first round of account
consolidation to occur.
Amend the Bill so that the $6,000 balance applies at account level
rather than product level.
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Recommendation 4

Recommendation 5

Recommendation 6

Allow trustees to offer opt-out insurance where they can demonstrate
that opt-out insurance is in the interests of their members or cohorts
of members.
Update the Bill to reflect the Explanatory Memorandum of the Bill
which allows members to opt to retain insurance via methods such as
a meeting, a telephone conversation and a written election.
Expand the 68AAE employer-sponsor contribution exception to
include when an amount of at least 50% of all premiums (both
employer and member paid) are ‘met’ by an employer-sponsor.

Existing protections
It is understood that the purported objective of the Bill is to remove the impact of insurance
premiums on retirement savings for affected cohorts. The Government – through PYSP, has
recently introduced auto-consolidation of inactive low balance superannuation accounts and
removed default cover for all inactive accounts. These changes, which were supported by the
industry, effectively address the impact of insurance premiums on the retirement savings of
members with inactive and multiple superannuation accounts.
Timing is unworkable, will create member confusion and undermine trust in the system
The proposed Bill expects a commencement date of 1 October and for trustees to notify affected
members on or before 1 August 2019. Because the Bill cannot be passed before late in July, this
leaves funds with virtually no time to comply. Clearly, the proposed timeframe is unacceptable, it
is unworkable for superannuation funds and will exacerbate member confusion arising from the
PYSP changes. This confusion will ultimately result in a growing lack of trust in the superannuation
system.
It was only recently that, in order to comply with PYSP, funds were required to notify members
regarding the cancellation default insurance for superannuation accounts that were inactive.
Similar to the proposed Bill, PYSP had a short implementation time, which ultimately led to
significant member confusion summarised below:
•
•

•
•

Funds did not have time to develop broad member information campaigns or phase direct
communications to members about the changes, creating significant member uncertainty;
Members were anxious and call centres were swamped with member queries and requests
to opt in, with funds reporting up to a 300% increase in call volumes and record call dropout rates;
Funds have reported unexpectedly high numbers (10% - 35%) of impacted members opting
to maintain their insurance;
Increase in complaints to both funds and to Australian Financial Complaints Authority
(AFCA) related to the changes;
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The Government has indicated to APRA that it will pursue amendments to the Superannuation
Industry (Supervision) Act 1993 (SIS Act) to ensure the Government’s policy intent, which
underpinned the PYSP legislative reforms, is achieved in two areas that have been raised by industry
(see below).
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APRA understands the Government will seek to amend the SIS Act to provide that:
1. the legislative requirements allow for the aggregation of a members’ interests in one or more
products held within a superannuation account;
The proposed Bill must be updated to address this problem or members who have multiple
products with a total balance of more than $6,000 but product balances of less than $6,000 will be
adversely impacted by the changes. For example, a member with two products valued at $5,000
each (total of $10,000) will lose their default insurance as the Bill is currently proposed.
We recommend that the Bill is amended so that the $6,000 balance applies at an account level
rather than the product level.
Younger members already protected through the Insurance in Superannuation Voluntary Code
of Practice
AIST supports special default insurance arrangements for younger members, including the
provision of insurance on an opt-in basis for members below a specified age. We wish to highlight
that this is the subject of detailed consideration in the Insurance in Superannuation Voluntary Code
of Practice. The Code provides that:
4.10 For younger members, when designing benefits we will consider:
a) appropriate types and levels of cover, given that younger people are less likely to have
children and other dependants or significant debt, and are more likely to require total and
permanent disability or income protection, rather than death cover;
b) the impact of premiums on members who typically have low account balances;
c) the likelihood that younger members will be earning significantly lower salaries than older
members;
d) working patterns, which may be casual or part-time; and
e) fair treatment of younger members, taking into account whether there is any crosssubsidisation by premium with older members of the fund.
and as a consequence of the above considerations, it is expected that levels of cover or
premiums will be lower for younger members than for the membership generally.
Unlike the Code, the proposed legislation does not give trustees the capacity to consider the
particular needs of their younger members and allow them to tailor their insurance offerings
accordingly.
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The Bill assumes that young Australians do not have financial responsibilities and rely on parents
for financial support. This is despite considerable evidence that many young Australians also help
their parents financially, particularly Australians born overseas. Surveys indicate that 64% of
people agree that adult children should provide financial support to their parents if they need it
(rising to 77% for those born in non-English speaking countries) 4.
Members working in hazardous industries need to be protected
In addition to those with dependents and debt, default insurance cover is also vital for members
working in hazardous industries. If a member decides to opt-in then this will require individual
underwriting. Due to underwriting, these members who need insurance are unlikely to be able to
take out cover individually at an affordable price and may face detrimental exclusions or be denied
coverage.
Sadly, members working in these high-risk industries are more likely to be involved in an accident
and therefore have a higher need for insurance. According to Safe Work Australia, the industries
with the highest number of serious injury claims in 2014-2015 were health care and social
assistance, manufacturing and construction5.
Although some have argued that members would be covered by WorkCover scheme’s we note that
there are significant differences between WorkCover and appropriate life, TPD and income
protection insurance. WorkCover does not protect against injuries sustained outside of work,
benefits are ambiguous and differ state to state. Further, it does not cover expenses unrelated to
the injury (e.g. debt repayments or education bills) and tends to take longer and be more difficult
for workers to make a successful claim.
Member Outcomes Assessment
The Government and the Australian Prudential Regulation Authority have recently introduced new
requirements under which superannuation funds are required to annually assess member
outcomes, including how each product continues to promote the financial interests of members.
Obligations will also require a trustee to assess insurance and retirement savings outcomes
achieved for members aged under 25 and for active members with balances of under $6,000.
APRA is responsible for administering these laws and can take regulatory action where a fund does
not deliver valuable death and disability insurance cover to younger members and active members

4

Australian Institute of Family Studies (2016), Attitudes towards intergenerational support. Available from:
https://aifs.gov.au/publications/attitudes-towards-intergenerational-support
5 Safe Work Australia (2015), Serious claims by disease and injury: Industry. Available from:
https://www.safeworkaustralia.gov.au/statistics-and-research/statistics/disease-and-injuries/disease-and-injurystatistics-industry
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with low balances, This is an important existing measure that ensures that trustees are striking an
appropriate balance between the cost of insurance and members’ retirement savings.
Opt-out group insurance for members or cohorts of members
We advocate that trustees should be able to provide opt-out group insurance to their members or
cohorts of members when it is clearly in their best interest. Trustees would have an obligation to
provide evidence that this cohort is at risk and that the default insurance is in their best interest.
Evidence - such as an actuarial certificate - could be required to ensure that providing opt-out
insurance is in the best interests of members.
This proposal would be in line with the Productivity Commission Inquiry Report which
recommended6:
‘exemptions to the under-25 opt-in restriction should only be granted if the trustee can
demonstrate to APRA that opt-out disability or income protection insurance would be in the
best interests of a specific cohort of younger members.’
Method of electing to retain insurance must be broadened
Section 1.38 of the Explanatory Memorandum of the Bill states that ‘A trustee will need to be able
to demonstrate that a member has elected to maintain cover, for example, through a record of a
meeting, a note following a telephone conversation, or holding a record of a written election’. In
contradiction to this statement the Bill states that a member must make an election in writing. This
contradiction provides unnecessary confusion and advocate that the Bill is updated to reflect the
Explanatory Memorandum, allowing members to opt-in to retain insurance via other methods such
as a meeting and a telephone conversation.
As highlighted earlier in our submission, during the implementation of PYSP members were anxious
and call centres were swamped with member queries and requests to opt in, with funds reporting
50%-100% increases in call volumes and record call drop-out rates. This highlights that members
value speaking to their funds for information and suggests that removing the ability for members
to retain their insurance via a telephone conversation will result in a poor member experience and
undermine confidence in the superannuation system. It may also result in members giving up and
deciding that it is too difficult to retain much needed insurance.
Employer-sponsor contribution exception
The Bill should be amended to include a >50% threshold in relation to the amount of total
premiums that are paid for by the employer. This would ensure that members continue to benefit

6

Productivity Commission Inquiry Report, Superannuation: Assessing Efficiency and Competitiveness (2018), 603.
Available from: https://www.pc.gov.au/inquiries/completed/superannuation/assessment/report/superannuationassessment.pdf
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from comprehensive insurance cover, including where premiums are only part member paid,
whilst still having their account balance protected from erosion through the deduction of insurance
premiums. The only consequence of not providing a carve-out of this nature, would be to remove
an employee benefit.
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Limited increase in retirement balances and increased premium costs
Finally, we suggest that the presumption that removing default insurance cover for members under
25 and with a balance of less than $6,000 will make a significant difference to their retirement
balance is flawed. In research on the economic impact of the PYSP and the impact of removing of
default life insurance, actuarial firm, Rice Warner found that an individual’s retirement balance is
likely to increase by just $1,400 or 0.27 per cent over the course of their working life7.
This is largely because the premium rates will increase as a result of these changes. Existing group
life policies will need to be reviewed and repriced in light of the proposed changes. It is highly likely
that these changes will force a significant increase in premium costs for a number of funds and
consequently members. The short-time frame will also limit a trustees’ ability to go to the market
to negotiate the best deal for members with regards to their insurance benefits.
For further information regarding our submission, please contact

Yours sincerely,

Eva Scheerlinck
Chief Executive Officer
The Australian Institute of Superannuation Trustees is a national not-for-profit organisation whose
membership consists of the trustee directors and staff of industry, corporate and public-sector funds.
As the principal advocate and peak representative body for the $1.4 trillion profit-to-members
superannuation sector, AIST plays a key role in policy development and is a leading provider of research.
AIST provides professional training and support for trustees and fund staff to help them meet the challenges
of managing superannuation funds and advancing the interests of their fund members. Each year, AIST
hosts the Conference of Major Superannuation Funds (CMSF), in addition to numerous other industry
conferences and events.

7

Rice Warner, Economic Impact of 2018 Federal Budget Proposed Insurance Changes (2018). Available from:
https://resources.aia.com.au/rs/482-ROS-457/images/Federal Budget Proposed Insurance Changes %28AIA%29.pdf

