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WHO AND WHY

“This publication outines Financial Services Council's (FSC) policy priorities for the next
Pariiament.

‘The FSC s a peak body which sets mandatory Standards and develops policy for more than
100 member companies in one of Australa's largest industry sectors, financial services.

our Full Memhers represent Ausiralie's el enc wholesale mnus management businesses,

s, lfe insurers an s. Our Supporting Members.
represent the mulessmna\ services firms such as ICT, cunsumﬂq‘ ‘accounting, legal,
recruitment, actuarial and research houses.

‘The financial services industry is responsible for investing $3 trillon on behalf of more than
156 millon Australians. The pool of funds under management s larger than Australia’s GDP
and the capitalisation of the Australian Securiies Exchange, and is one of the largest pools of
managed funds in the worl

The FSC! to assist our members achieve the for Australians:

« toincrease their financial security and wellbeing;

« 10 protect their ivelihoods;

o provide them with a comfortable retirement;
« 1o champion integrity, ethics and social responsibiliy in financial services; and
« to advocate for financial lteracy and inclusion,

We will do this by cummunus\y engaging in aﬂvocacy concerning the development of the

social, economic and regulator ur . thereby helping
em o beter serv thtr clint and customers.

Given the size the of the financial services industry, the contribution it makes to the Australian
‘economy and its role in managing the nation's savings, the FSC has outiined a set of policy
priorities which are critcal to the continued growth of the sectors we operate in and health of
the wider economy.
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SUPERANNUATION
& RETIREMENT INCOMES

Principles
‘The FSC supports policy settings that:
« Enhance the effectiveness, efficiency and adequacy of the superannuation system

. quacy of
retirement savings

« Maintain and increase consumer confidence in superannuation

. i i system

* Promoe competive neutralty and competon inthe industy

+ Promot i the majoriy of

self-funded retirement.

Prioritise stability and certainty for superannuation consumers

All employed Australians are required to contribute to superannuation and should be entilled
1o certainty that the tax and contribution rules will not be subject to constant tinkering.

‘The tax settings for superannuation should be evidence-based. Apart from a clear need to
on paid parental . historical
tax distortons i the system have been remove by provious changes,

‘The FSC is concerned that changes to superannuation taxation settings threaten public
confidence in Australia's retirement system and further adverse changes are unwarranted.

‘The FSC calls on all major political parties to commit to providing stabilty and certainty in
superannuation by:

+ Mainaining the curent schecld ncrease i the rat of Supsrannuaton Gusrantee
contributions to 12 per cer

« Maintaining stabiliy in the existing tax rules for superannuation and commit to no further
changes to promole adequate retirement outcomes for all Australians.

« Introduce but paid parental

*+ Ensure the coverage of the Superannuation Guarartee keeps pace withthechanging
nature o

Paces



SUPERANNUATION
& RETIREMENT INCOMES

for

national building
Australia has substantil infrastructure investment needs, Governments have an incentive to
crowd in private sector investment, and there are substantial funds in collective investments,
including superannuation, looking for asses to invest in

“The FSC has been calling for a new structure to be introduced called an Australian
Superannuation and Infrastructure Investment Vehicle (or ASIIV) to help bridge this divide.

‘The strength of ASIIVs is that they will enable governments to more effectively tap into
categories of investors seeking the steady income stream that infrastructure can o
provide, including the almost $700 bilion SMSF sector and the $1 tilion invested by ‘choice’
customers.
“The ASIIV wil differ from existing infrastructure vehicles by being
« Tradeable on secondary markets, supporting iquidity and faciltating price discovery;
« Available to retail investors through existing platforms; and
« Unitised and regulariy valued by independent consutants.
The FSC recommends the creation of two categories of ASIIVS:

« single-asset ASIIVs to finance
exposure (o a specific asset; and

« Multi-asset ASIIVs that ‘bundle’ existing infrastructure assets, collectively producing a
predictable and stable yield, and allowing different levels of Governments to contribute
assels into the vehicle.

asset recycling by

participate i, freeing up capital 1o allow investment in new infrastructure projects. ASIVs
also overcome the current reliance on institutional investors for ownership of infrastructure.
Recent experience has shown direct ownership of infrastructure by a narrow field of investors
generates perceptions of iquidity sk that undermines public confidence in the.
Superannuation system.
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SUPERANNUATION
& RETIREMENT INCOMES

Ensuring the Your Future, Your Super performance test is working as expected

“The recent Your Future, Your Super reforms introduced a number of important measures to
improve the superannuation system for members. This includes holding superannuation
funds to uper ant roducts are subject
1o an annual performance test and assessed against benchmarks relating to the strategic
asset allocation of the investment.

The FSC is supportive of a review of the benchmarks used for the performance assessment
to facilitate accurate measurement of funds, ensure that the reforms are working as intended
and to assess whether there have been any unintended consequences.

Removing y regulatory from ion system

the regulatory settings in the superannuation system are not
unnecessarily eroding their hard earned savings by introducing cost and complexity.

wnh the introduction of a Your Fure, our Super (YFYS) performance st anﬂ addmunal
mber the

unnecessary disclosure that ﬂnes not assist consumers, and resuls in cost

Given the YFYS reforms will have a single standardised measure across me industry to
end users, and a thro

YourSuper website there is a strong case o remove MySuper product uasnmam and cease
plans to extend the dashboard further, cease the APRA heatmaps, and remove the member
outcomes assessmen

Each of these disclosures have different regulatory requirements that all confict, present
information to consumers that require different or varied calculations, and result in increased
cost for industry with limited consumer benefits in practice. In has been readily acknowledged
across the industry and by regulators that these disclosures are difficult to interpret by
members, the intended audience, and are typically only used by industry practiioners.
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LIFE INSURANCE ’

A sustainable and growing life insurance indusiry reqires stable policy settings across all its
‘components — group, retail and direct lfe insurance. The FSC calls on the next Parliament to
ensure that each part of the s supported, along

e .

longside insurers.

Improving the quality of life insurance in Australia

“The Life Insurance Framework (LIF) Reforms, which provide for, amongst other things,
y the first two years of a poicy,
1 January 2018 and are iy being reviewed by Treasury as part of the
Quality of Financial Advice review.

The FSC balievestht these Life Insurance reforms have improved consumer scomes by
in"ASIC

Retai ule Insurance Advice"

The FSC also believes th LIFaIIuwsummnl ions o be paid to
advisers ata mburses financial advisers for

ot work underiaken a the commencement and oughout he I of e plicy. This s
especially important considering the current high cost of financial advice being a barrier to
‘accessing quality advice.




LIFE INSURANCE

Safeguarding the important role of default insurance in superannuation

Group insurance in superannuation has been a successful policy for Australia which has
resulted in better risk protection for employed Australians from all walks of life. It provides a
safety net to millons of Australians who would have otherwise not chosen or been unable to
take outlife and disabilty insurance individually.

tight policy setting for millions of
uaralans because,when provided 1 memberson n opvor g significantly helps
combat the problem of underinsurance in Australia

However, it can be improved to ensure that all members who are paying for insurance can rely
on their cover i they need to claim. To address this, the FSC has implemented an enforceable
Standard: which wil remove occupational exclusions and occupation based restrictive

life insurance cover The enforceable
Standard comes into full effect from 1 January 2023, after a one-year transition period.

We intend to buid on this initiative to consolidate our efforts in future iterations of industry
ntinue to work
mgelhev ‘o mprove the value of fe insurance benets that s rovided o superannuation
mer

‘The Life Insurance Code of Practice

‘The Life Insurance Code of Practice (the Code) has been binding on all FSC life insurance.

members since 30 June 2017. The Code is the industry’s commitment to customer service

standardsand covers many aspects of  cusomers rlatlonsip i th nsurer. | covers the
that insurers have 1o cust dards of pracice,

conduct and disclosure.

It also sets minimum service standards for insurers when dealing with customers, including
Vuinerable customers, in every aspect of a customer's journey from taking out a policy to
making a claim, and everything in between.

The FSC has developed the next teration of the Code (2.0 in consultation with a broad range.
of stakeholders — regulators, indusiry, consumer advocates and community organisations.

“The revised Code 2.0 will . sales
practices, claims support to people with a mental
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LIFE INSURANCE

Compliance with the Life Insurance Code of Practice is overseen independently by the Life
Code Compliance Committee (LCCC). The Code will be amended to reflect the increased
powers of the LCCC to impose sanctions. Some provisions of the revised Code will also be.
made enforceable under law, where breaches could be subject to civl penalties.

“The revised Code will be ible and help impr idence and trust in
their lfe insurer.

Mental Health

Mental health is an important matter of public interest (o the community and lfe insurers alike.
“The life insurance industry is one of the largest non-Government financial supporters of people
with mental health conditions, paying out a total of $1,478 milion to their customers for mental
health conditions in the 12 months to 30 June 2020

The FSC has developed a Mental Health Standard*to ensure life insurers who provide
information
of mental health. An updated version of this standard will take effect from 1 July 2022 which
willincrease the scope of peaple covered by the training and increase the depth of the training
requirements.

Despite the important role that lfe insurers can play in supporting people with mental health
conditions, ife insurers are generally prohibited by existing regulatory frameworks from
providing funding for psychological or psychiatric counselling for our customers.

‘The FSC has long advocated for the legislative constraints be reformed so that lfe insurers
an fund the provision of health services to consumers, and faciltate consumers returning to
wellness. For a system where services are already stretched, especially in regional and remote.
Australia, therefore allowing life insurers to fund mental health treatments may remove one of
the barriers to seeking regular treatment.

‘The Productivity Commission in ts Final Inquiry report on Mental Health recommended that
the Australian Government review the regulations that prevent private health insurers from
funding community-based mental healthcare activies, and permit e insurers to fund mental
health treatments for their insurance clients on a discretionary basis. The FSC supports the
Government acting on the Productivity Commission's recommendation on this important issue."

S0 S 1. et s Bt o & g
S etons 229 30
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ADVICE

Abolish the safe harbour steps for complying with the Duty

Removal of the safe harbour steps should be the first priority of the Government to enable a
principles-based advice model under the existing regulatory framework.

I advice that must be

‘The steps impose o
followed to meet the best interests of the consumer.

In practice the safe harbour steps have resulted in a system where meeting the Best
Interests requirement has become a ‘ick-box” exercise.

d g
Duty in 2013, s a key driver of cost and prohibitive to enabling limited advice to be provided
to consumers.

sSimplify documentation for all personal financial advice

Onerous d namely the.
statement of advice, is a key regulatory requirement driving up the cost of providing financial
‘advice and diminishing it value.

Th f Letter scalable

‘supported by consumers. Consumer testing by Polinate confimed that 64 per cent of
‘consumers support simpliying financial advice and reducing its cost, while 62 per cent
jon in i K advi
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ADVICE

Increase and index the asset test for wholesale clients

‘The FSC supports amending the definition of retail and wholesale clients to ensure a greater
proportion of financial advice consumers are considered ‘retail clients, and hence fall within
the consumer protection framenwork.

The 2001 retail clients unless
be classified a wholesale investor. However, for meeting the
requirements of a wholesale client are based on 1991 figures.

‘The wholesale client asset test threshold shouid be increased to $5 milion and indexed to
protect 275,000 more consumers and keep pace with changes in the level of wealth of
consumers.

The FSCs White Paper on Financial Advice

The FSC's White Paper on Financial Advice maps out a simpified and less costly regulatory.
framework sutable for the industry.

KPMG the $5,334.64. Their analysis shows that should
the FSC's core recommendations (abolton of the safe harbour seps, nroducton of a Leter
of Advice, and relabeling of advice definitions) be fully implemented tha:

« The cost of providing financial advice will be reduced by almost $2000 or by 35-37 per
cent.

« Save financial advisers up to 32 per cent of their time when providing advice to clients.
« Allow advisers to provide advice to an additional 44 new clients each year.
« Time required to complete the advice process would reduce from 23.9 hours to under

16.8 hours per consumer, allowing advisers to focus on what they do best — support
consumers,
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INVESTMENTS,GLOBAL
MARKETS AND TAX

Principles
‘The FSC supports policy settings that:

« Maintain

« Support a competiive and efficient funds management sector.

Supporting Austr

to through
investments

‘The FSC believes that the investment management industry will need to play an important
role in helping the Australian response to climate change.

In order to properly fulfl fole, Australian investm needto
have consistent methods of assessing and reporting climate risk to i portfolios and
operations, and reliable labeling of features in their investment products that claim to
address climate risk.

While the FSC believes that the reporting of climate fisk is arguably already mandatory under
the current risk reporting legal framework, the FSC would welcome a legislated mandatory
climate risk reporting regime. Such a regime should be principle based, to allow companies
and specific sectors to innovate and improve with experience their methods for assessing
and reporting climate risk.

The FSC is working on an FSC Climate Risk Disclosure Guidance Note that will provide
quidance specifically to the investment management industry.

The FSC's guidance note s expected (0 cover.

« Reporting on climate risk in fine with the Task Force on Climate Related Disclosures
« Reporting and assessing net zero in investment portilios

« Labeling of funds that claim to have features that address climate risk.

pace 1z



INVESTMENTS,GLOBAL
MARKETS AND TAX

Promote Australia as a financial centre by getting tax settings right

“The introduction of the Corporate cunecnwe Investment Vehicle (CCIV), which wil provide
in Australia's indusu

establishing an investment vehicle with a. \ega\ structure more familar to investors in our

region

To maximise the adoption and growth benefits of CCIVs, the Pariiament should ensure the
taxation settings for the CCIV are intemationally competitive. The Pariiament should
implement a regime to facilitate the transition of existing funds into the CCIV regime, and fix
the complex tax rules that apply to CCIV sub-funds that fail the ‘widely held'test.

‘There are also a number of announced, but not implemented, funds management tax reforms
that should be prioritised to ensure accelerated growth of the sector, including:

« Reforms to fix issues with the Taxation of Financial Arrangements, particularly foreign
exchange hedging

« Reforms to fix issues with the Investment Manager Regime (IMR)
« Expand the functional currency election to certain trusts and partnerships.

Tax reforms should also include a suite of additional measures that would make the fund
management industry more competiive, including;

Reform the existing Managed Investment Trust (MIT) start-up concession (o replicate the
existing start-up concession available for the IMR, and help increase competition in the.
unds management indusiry.

- simply m for managed
e s, i mump\e amlons v St ower 1ta 1 w\mnuldmg taxfor all
non-exempt payme

unds
oporanmaton fnde = fowing hose ond s ciaim o wasy banelts on benalf of
underlying investors.

« Cancel proposals to remove the CGT discount for managed funds, which would overtax
them compared to other trusts and indviduals.

« Allow AMIT to access CGT rollover relief that s available to other trusts

« Ensure the correct Ausiralian taxation of foreign capital gains after the Burton v
Commissioner decision.

Getiing tax setiings right will ensure the CCIV willincrease our international compefitiveness.

pace1s



INVESTMENTS,GLOBAL
MARKETS AND TAX

Tax Reform to Promote Economic Growth

After the substantial shock 1o the economy from COVID-19, it is even more important for
reforms 1o boost economic growth. Key reforms advocated by the FSC are:

‘Ongoing tax reform to reduce the most ineffcient taxes, particularly company tax and
stamp duty on insurance.

Concerted and ongoing work towards sustainabilty of Government budges

Minimising unnecessary barriers to foreign investment, with the fees for foreign
investment assessment set no higher than cost.

pace1a



FINANCIAL SECTOR
REGULATORY
ARCHITECTURE -

Principles
‘The FSC supports policy settings that:
= Promote best practice regulation
B does
outcomes.

A Scheme of L R) that

‘The FSC supports the establishment of a targeted CSLR which covers personal financial
advice, which has historically been the largest source of unpaid determinations.

‘The Financial Services Royal Commission recommended that a CSLR be established
implementing the three principal recommendations within the Ramsay Review. This included
establishing a CSLR thatis “Iimited and carefully targeted at the areas of the financial sector
with the greatest evidence of need” and a scheme which is initally restricted to financial
advice failures.

To ensure the CSLR s truly last resort, the FSC would also ke to see improvements to
strengthen capital and professional indemnity insurance requirements for financial advice
licensees and better place those responsible for the misconduct in a position that they can
compensate consumers when required 1o o so.

The FSC considers that the recently introduced Design and Distribution Obligations, as well
as the Product Intervention Powers wil strengthen consumer protections to facilitate
appropriate distribution of products to consumers, as well as enabling ASIC to intervene,
including banning products, where there is a risk of significant consumer harm. These.
recently introduced powers shouid be given time to work prior to extending the CSLR to
cover managed investment schemes.

Supporting technologically neutral regulation

‘The FSC believes that as the Australian economy continues to become more modern, digital
and hi-tech the law should keep pace. We want (o see the law evolve so that people are not
burdened by outdated and old fashioned practices.

pace1s



FINANCIAL SECTOR
REGULATORY
ARCHITECTURE -

The FSC is supportive of moves to modernise laws that govern how businesses
communicate and interact with customers, regulators and each other.

Modernising our legislative framework to achieve technological neutrality should:

« Facilitate documents to be signed and sent electronically rather than relying on “wet ink"
and “hard copy” paper delivery in a letter

« Allow legal notices published in newspapers to be published online without insisting on
publishing in paper journals which are increasingly outmoded and unrea

« Broaden the circumstances where electronic payments can be made and received

« Give people and businesses more options when it comes to changing customer details
and when sending documents.

Design and Distribution Obligations (DDO)

‘The FSC has worked with members to support the introduction of the DDO regime — this.
important reform should improve customer outcomes in financial services and reduce the risk
of the misseling of products.

“The implementation of the DDO has raised some areas where the regime does not work as.
intended, having impacts that may be detrimental to consumers, or has imposes
unnecessary red tape on businesses. The FSC recommends the following DDO
amendments:

« Reform DDO provisions that can act to the detriment of consumers:

o Alow retail disibuton 10 occur durng Targ! Market Determination (TMO) eviews
unless there is significant isk of consumer harm;

© Erautn csuaur contalor procice flrngs o cusomar e der DDO i
this being classified as personal adh

o Remove all DDO obligations from the provision of disclosure documents (including
PDSs), as this is an unnecessary compliance burden that could restrict consumer
disclosure; ant

o Ensure that TMDs cannot restrict the provision of general advice o personal advice

on a product, as these restrictions could significantly hamper disclosure and
competiton.

Pace 16



FINANCIAL SECTOR
REGULATORY
ARCHITECTURE -

+ Remove any regulations restricting the abilty for businesses to comply voluntarily with
DDO, as this will enable the customer protections in the DDO o apply to more
transactions and customers.

. and duplicative . including removing DDO from
fund mergers and there are existing
consumer protections; and removing DDO complaint reports that duplicate existing
reports under Intemal Dispute Resolution (IDR).

+ Reduce the DDO burden on financial advisers by ensuring the DDO personal advice
exemption correctly applies to dealings in a financial product, and simpliying DDO
obligations for the implementation of personal advice given by unrelated party.

Product of dL

‘The modernisation of legacy investment and life insurance products has been a long
standing issue for industry and consumers. Millons of Australians have billons of dollars.
wapped in products” These legacy pr higher fees
and feriorprodct featrcs as compared to more moder procct. et logal and tax
Settings make it difficult to transfer consumers into modern products.

The FSC strongly supports the recommitment n the 2021-22 Budget to developing and
consulting on a product modernisation regime for life insurance and managed funds, which
originally stemmed from a FSC proposal made in 2005,

“The introduction of a produ result
outcomes, reduced fees, improved relurns, improved product features, increased
competiion, increased productivity, increased innovation, reduced product proliferation,
increased tax revenue (in the longer term) and lower Age Pension spending.

‘The FSC will continue to work on implementing this measure to make sure the policy settings
have been carefully calibrated in a way that will defiver benefits for consumers and industry.
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