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Dear Mr Minto,

AFA Submission - Insurance in Superannuation Working Group First Two Discussion Papers:
Erosion of Superannuation Balance Due to Insurance Premiums, and

Claims Handling for Insurance Within Super

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

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

e advocating for appropriate policy settings for financial advice

e enforcing a Code of Ethical Conduct

e investing in consumer-based research

o developing professional development pathways for financial advisers
e connecting key stakeholders within the financial advice community

e educating consumers around the importance of financial advice

The Board of the AFA is elected by the Membership and all Directors are required to be practising 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.

Summary of the AFA’s position

The AFA’s recommendations are further detailed below, but can be summarised as follows:
Erosion of Superannuation Balance Due to Insurance Premiums

1. Section 5 of the FSC Code (“When you buy insurance”) to apply to as many insurance policies held
within superannuation as it is possible to, subject to reasonable considerations such as the benefit

of automatic acceptance terms for some policies;

2. The AFA does not support automatic cessation of insurance cover on the basis of low premiums or
other thresholds such as inactive or low contributions. We continue to support the principle of

opt-out;
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Super members to be given the option to make an informed decision on how to address the erosion
of their balances rather than be disenfranchised by a system that reduces the protection extended
to super members, including by supporting members to obtain quality financial advice on their life

changes or at the very least by requiring member acknowledgement of changes in automatic cover;

The AFA supports formalising the existing protocol establishing the priority of income protection

claims and supports;

The AFA supports refunding premiums paid on IP policies where multiple policies are held, but the
refund should not be offset against the claim because such a refund is not a form of income, but

rather a lump sum return of past income foregone;

The AFA supports the Working Group participants and members taking steps to improve decision
making by members of superannuation funds and greater interaction with other parts of the
system (such as MyGov, MyTax, SuperMatch, and Single Touch Payroll);

Underwriting policies at the time the member joins a fund will provide the greatest improvement

in member decision making in respect of their life insurance policies;

The AFA considers that if a homogenous or more consistent reporting system - especially between
apparently similar model portfolios, for example the ‘Balanced’ or ‘High Growth’ models - were

mandated, it would lead to improved efficiency within the superannuation system;

To improve member decision making would be to streamline the rules and obligations of funds on
proving identity of third party authorities, such as by implementing an industry standard on how

third party authorities are sought by trustees; and

Responsively acting in members’ best interests should underpin trustees’ actions with members -
whether by communicating to members where a pattern of contributions is disrupted or alerting

members early who have multiple policies of the same type.

Claims Handling for Insurance Within Super

11.

12.

13.

14.

15.

16.

17.

Section 8 of the FSC Code (“When you make a claim”) to apply to insurance policies held within

superannuation;

Claims assessors from the insurer to be embedded within each trustees’ offices — as Sunsuper has

done - to facilitate more efficient and effective communication and assessment of claims;

Super trustees to commit to supporting claimants seek assistance from financial advisers, with
their claims, with making decisions about cover options, or dealing with life changes to ensure they

are adequately protected;

Trustees to make claims paperwork more readily available to members and their representatives

rather than making members prove they need the paperwork in the first place;

The AFA recommends amending the 20-day timeframe for communicating updates to the member

through the claims process to reduce this to 10 business days or less;

The Working Group to recommend an aspirant overall timeframe for the entire claims process that
aims to better the current statutory 90-day minimum timeframe, such as within 60 days for an

income-related claims, and no later than 75 days for lump sum claims;

The AFA recommends trustees ensure that where arrangements, such as profit sharing are in place
between trustees and insurers, that members should be made aware of that at the time they join a

fund, where the terms of such an arrangement are changed and again at time of lodging a claim.
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Transparency should be the minimum principle. Consideration of the appropriateness of

arrangements such as profit sharing should be addressed;

18. Third party authority processes be standardised across trustees to facilitate more responsive and
prompt engagement by trustees’ representatives and claimants’ representatives and create

greater certainty;

19. Trustees and insurers to ask claimants whether they have previously sought assistance from a
financial adviser and when the claimants respond affirmatively they should recommend the
consumer to seek the adviser’s assistance, and inform claimants about the free services offered by
FOS and the SCT to help them decide whether to continue to use lawyer advocates for claims that

are not yet subject to dispute;

20. An industry funded claims assistance service to help people who are having problems
understanding the claims process has merit, provided such a service has the ability to reduce the
current backlog on SCT claims disputes and such a service should have people who have

experience as financial advisers within the service to advocate for claimants;

21. Member choice and respect for vulnerable members are the key underlying principles for trustees

to build their re-developments around; and

22. Active engagement by people, not engagement through an algorithm only, should be the goal for

trustees to aspire to as trustees become subject to the FSC Code of Practice for Life Insurance.

The AFA supports the Working Group’s intention and hopes the below inputand detailed recommendations

can help to improve the experience of super members and restore the social licence to insurance in super.

Background and preliminary comments in relation to both consultations

The AFA supports measures to improve the insurance experience of superannuation members and to
protect their superannuation balances from unreasonable erosion due to insurance premiums. The AFA
also supports the Working Group’s intention of bringing superannuation trustees and the policies held
within superannuation within the operation of the Life Insurance Code of Practice. These steps are long

overdue and welcome as a means to better protect Australian consumers and ensure consistent treatment.
Member disengagement is a core reason for the proposals

The AFA considers that the primary driving force underlying the issues highlighted by the Working Group
in both discussion papers released to date ultimately reflect that superannuation members are regrettably
disengaged from their superannuation and misinformed about the protection they can expect from policies
held within their superannuation funds. This core issue of member disengagement is symptomatic of larger
problems that the super trustees have not done enough to resolve over recent years. The following have
all contributed to disengagement and the associated problem of eroding balances and distrust in trustee
claims handling:

e Underwriting at time of claim instead of assessing eligibility for cover at the time the member
joins the fund. Many members are not even aware that they are paying for insurance cover. If
they were to be informed through an underwriting process when they join the fund, they are

likely to be better engaged throughout;

e Failing to support their members making informed choices on their super and insurance needs

by positioning financial advice fees to be without value to super members. This position has
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remained despite substantial improvements to adviser professionalism over the years and has

ignored the value that advice brings to people’s wellbeing;

e Inconsistent investment options and risk profile categories across funds has caused confusion
and misunderstanding amongst members. The proportion of growth and defensive assets in the
balanced option of one fund should be the same as the balanced options in other funds to allow

for effective and efficient comparison;

e Infrequent and hard to understand super statements that do not clearly and prominently disclose
insurance premiums and the trajectory of balance erosion due to premiums. The level of
transparency that members and their advisers have about what trustees do with their funds

needs to substantially increase to restore trust in the insurance within super sector; and

e Acting only on their minimum disclosure obligations by detailing all terms in a lengthy, hard to
read PDS, rather than consumer-friendly disclosure documents or innovating with other forms of
communication. To begin with, all profit sharing arrangements that trustees have with insurers
and their associated companies should be clearly and prominently disclosed up front at the
beginning of all PDSes to ensure that members know when the trustee has an incentive to not act
in their interests at claim time.

All of these issues can be resolved by trustees in order to restore community trust in superannuation. The
AFA considers that trustees’ obligation to act in the best interests of members should become the vehicle

to drive innovation in all the above areas to improve the situation for all super members.

Insurers choosing to underwrite at time of claim needs to stop

The desire of insurers to “maintain the flexibility” of continuing to provide cover without underwriting is
unacceptable given the consequences to consumers who may not be aware that they are not actually
covered until they claim. We support the underwriting standards in section 5 of the FSC Code (“When you

buy insurance”) applying to more policy holders - including to most policies held within super.

The AFA recognises that consumers benefit from automatic acceptance terms on certain policies held
within superannuation. We accordingly recognise that underwriting at time of claim does not apply to all
policies held within super. Nevertheless, underwriting at time of claim appears to have become the default
for many superannuation trustees - and especially relied upon by trustees and insurers when a member
elects to take out additional units of cover or adjust their cover any time after joining the fund - which
disadvantages many consumers who think they are insured when they are not because they overlooked

the duty of disclosure disclaimer at the time of exercising an option.

The AFA accordingly supports increasing the availability of underwriting at the time that members join a
fund and become eligible for insurance under that fund. This is the ideal time to engage with members and
build a ‘buy-in’ attitude to ensure that members are less likely to disregard the significance of their
superannuation or default cover. Whilst we appreciate that this will create slightly more administration
when members join a super fund, the effort involved to clarify whether cover will be extended to them is
worth more to consumers than unfairly allowing them to mistakenly believe they are covered when they
may not be.

The benefit for insurers and trustees is that assessing a member’s eligibility for cover when they join a
super fund will also give the insurers an appreciation of the proportion of members who may not be
covered by the policy terms, and this in turn should drive product innovation to tailor other or future

upgrades of insurance policies to the needs of members. Offering a suite of policies that will actually
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provide cover to super members should be attractive to trustees and therefore should be sought out. Not
doing so and placing the onus on super members to ensure they are covered is not consistent with the spirit
or the intention of section 68AA of the SIS Act that requires trustees to provide members with permanent

incapacity and death benefit insurance.

Erosion of super balance discussion paper proposals

Automatic cover benefit and premiums

The AFA supports the FSC Code stipulating principles for designing automatic cover benefits that better
reflect the needs of cohorts of superannuation members. At present, there is too much variability amongst
superannuation fund policies and inherent assumptions that don’t apply to many members. For example,
default funds should have one standard definition for say TPD so members are not disadvantaged moving

from one fund to another.

That being said, the AFA supports a better system for ensuring that members’ segmented insurance needs
are better reflected in the types, levels and breadth of cover available to members. Whilst we support
automatic cover changing as a member ages, the AFA recommends trustees be required to contact
members to ensure they confirm they understand that the change will take place. As will be
discussed below, encouraging members to seek financial advice should not be avoided because of the
current restrictions on how members can authorised payment for advice they receive, and as several
trustees partnering with advice firms have recently shown, there are substantial benefits for all - especially
members’ wellbeing - if members can make better informed decisions about their superannuation assets

and default cover.

Requiring member acknowledgement of changes in automatic cover (such as directing less premiums
toward TPD cover as a person nears retirement) is a feedback loop that would better protect against
member disengagement and ensure that members can make informed choices about their overall situation.
Unreturned acknowledgements would indicate to trustees that a member may have moved residential
address or not be accessing their stated email address. This would then place an onus on trustees to try
other methods of engaging with the member and ensure, rather than assume, that disclosure of the change

has been effectively communicated.

Further, coupling the acknowledgement with a mandated recommendation to seek financial advice will
alert members to the significance of the change and give them opportunity to seek out complementary
cover to their default cover. It is in the interests of the Australian public that information asymmetry is
reduced and more Australians adjust to their life changes by being given opportunity to make better
informed choices. Likewise, the AFA does not support automatically applying a newly designed cover to
existing members unless the trustee can demonstrate that there will be a materially better benefit for the
cost of the new cover. Existing members should be given the choice of moving from their existing cover to
a newly designed form of automatic cover and if this notice is coupled with an acknowledgment and

recommendation to seek advice on the choice, then the member can make a better informed decision.

Further, the AFA does not support giving trustees the option of performing an automatic cover assessment
at lower levels than a minimum. It beggars belief that a system for designing minimum insurance levels to
protect members could be opted out of by trustees “if they so desired”. Such an option would enable

trustees to place their own interests ahead of members’ interests and allow trustees to game the system to
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work around Code requirements. A Code should seek to improve practices and encourage best industry

practice, rather than permit a race to the bottom.

The AFA also supports premium levels being better tailored to members’ needs. However, setting
prescribed maximum premium levels by reference to a single system across all trustees is fraught with
danger that individual members will be disenfranchised without their knowledge. The key reason for
erosion of super balances is disengagement of members who are not adequately educated by trustees on
their superannuation and insurance options and who trustees do not actively engage with regularly. Whilst
we support the intent to put safeguards in place to ensure that premiums do not inappropriately erode
retirement options, setting maximum premium levels by algorithm is not the solution. Any safeguards

should first prioritise member engagement, not give trustees greater ability to assume members’ minds.

Automatic cessation of cover

As outlined above, the AFA does not support automatic cessation of insurance cover due to low premiums
or other thresholds such as inactive or low contributions. We support the principle of opt-out because
statutory insurance within super is a critically important benefit to consumers and subsidises the public
system of protecting Australians.

Super members should have a right to choose whether their cover is turned off. To help them make
those choices, super trustees can and should encourage members to seek financial advice. This can be
facilitated in numerous ways, by referring members to a panel of advisers who can give the members advice
on their options, by partnering with advice licensees to refer members to or by checking the member’s

account to refer the member to the financial adviser who established the account.

Ifamember chooses not to get advice or not to follow advice, that is their right to do so and a better outcome
that automatically disenfranchising them without their consent. Informed choice and reducing information
asymmetry are the principles to pursue, rather than taking choice away from members. This is also an
important principle because it acts as a safeguard against super trustees’ applying their obligation to act in

members’ best interests in a collective sense to the detriment of individual members’ interests.

Where members choose not to seek advice or to act independently, members should be required to sign an
acknowledgement of their choice as mortgagors do with home loans. If a member opts out of their cover,
they should be offered recommencement of cover when SG contributions resume. This will be noticeable
to the trustee and it is incumbent on the trustee under section 68AA of the Superannuation (Industry)

Supervision Act 1993 (‘the SIS Act’) to ensure cover is recommenced.

When cover is recommenced, it should be under the policy terms that were in force when the cover ceased,
not under terms that have subsequently changed and be subject to medical underwriting at re-

commencement.

Multiple income protection policies

The AFA supports formalising the existing informal protocol establishing the priority of income protection
claims. The AFA understands this informal protocol has been in place for the better part of the past decade
and was developed in response to determinations by the Financial Ombudsman Service’s predecessor

scheme the Financial Industry Complaints Service.

Trustees can act proactively to ensure that income protection insurance remains relevant for those
members who hold their IP policies within super. Trustees make arrangements with employers to provide

default funds. Through those arrangements, trustees can require employers to inform the trustee when an
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employee/member ceases employment. The trustee can check whether that member holds income
protection and then contact that person to ask whether they wish to retain the cover and recommend the
member seek financial advice to help them make an informed decision. This employment termination
notification obligation should also apply to employers notifying insurers under the terms of group

insurance policies they extend to their employees.

Where the super fund is not a default fund, the trustee would know which members are advised because
cover was placed or super was rolled over by an adviser on behalf of the member. Where the trustee notices
lower than normal contributions or contributions ceasing and the member holds IP cover, they should
contact the member (copying in any adviser they are aware of) to ask whether they wish to retain cover
and recommend they seek advice. Where no adviser is noted against the member, the trustee should refer

the member to a panel of advisers who can offer to provide advice.

The AFA supports formalising the current informal protocols around priority ranking of IP claims, including
the principle that prioritises a later claim lodged that could provide the member with a better material
benefit.

The AFA supports refunding premiums paid on IP policies that will not pay a member a benefit because
another policy is subject to the member’s claim. We support refunding the premiums back to the date of
the overlap in policies beginning, as this is the amount of money the policyholder would have saved had
they not held multiple policies.

As it is not a form of income, but rather a lump sum return of past income foregone, offsetting a refund of
premiums against the claimant’s potential benefit under a paying policy would be inappropriate.
This is a refund of funds owed to them that the claimant would not have divested themselves of had they

only had one policy with appropriate cover.
Improving member decision making

As outlined above, the AFA supports the Working Group participants and members taking steps to improve
decision making by members of superannuation funds and aside from the proposal to improve data sharing
amongst insurers and interaction with other parts of the system (such as MyGov, MyTax, SuperMatch, and

Single Touch Payroll), the AFA has several recommendations to make in this respect.
Choosing not to underwrite at time of claim

Except where insurance is based on automatic acceptance terms, the AFA considers that underwriting
policies at the time the member joins a fund will provide the greatest improvement in member
decision making in respect of their life insurance policies. This can be as simple as assessing eligibility
for cover at the time the member joins the fund. Many members are not even aware that they are paying
for insurance cover but worse still, a member who believes they have cover is at greater risk potentially
than one who knows they have no cover. If they were to be informed through an underwriting process

when they join the fund, they are likely to be better engaged throughout.
The benefit of financial advice

We support consumer choice and we recognise that not everyone at every stage of their life is actively
engaged with retirement goals. Nevertheless, of the channels through which consumers access their
superannuation accounts and benefits, we believe that higher efficiency and quality results where the
consumer is advised by an expert financial adviser - especially where the member has multiple super
accounts. As noted above, member decision making would be vastly improved if they were referred

to a panel of advisers or to seek their own financial advice when they encounter an issue or a choice
7
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to be made about their cover within their super. Whilst there are current restrictions on how such an
adviser may be remunerated, this may not always be the case and members can still agree to pay for such
advice via fees for service. Several insurers and trustees have recently partnered with advice firms and we

support this trend continuing.
Better statements improve financial literacy

Improvements can also be made to superannuation statements to improve members’ decision making. The
wellbeing gains delivered by better financial literacy and empowerment have a flow on effect to the public
health system, the health of employees in the workplace including community benefits that result from a
more confident and assured public. Accordingly, the AFA considers that superannuation members
would be better served and more efficiencies gained through clearer reporting from

superannuation trustees.

Many of our members report that the differences and inconsistencies between how super trustees
currently report investment performances - especially amongst presumably similar model portfolios -
leads to a higher cost to serve (that is, provide advice) to their client superannuation members. The AFA
considers that if a homogenous or more consistent reporting system - especially between apparently
similar model portfolios - were mandated, it would lead to improved efficiency within the superannuation
system. This is because such a simple change would lead to more certainty amongst superannuation

members and advisers but also lower costs of assessing valuations and performance.

The Working Group’s proposals to improve data feeds and sharing of data could then facilitate better
reporting. This should in turn result in a review of the APRA standards on member account reporting and
improvements in the consistency of portfolio allocation terms to ensure that certain terms were not
permitted to be used if assets allocation falls out of the acceptable ranges - thereby creating consistency of

expectation amongst superannuation members and their authorised agents.
Third party authority processes

Another recommendation we would make to improve member decision making would be to
streamline the rules and obligations of funds on proving identity of third party authorities, such as
by implementing an industry standard on how third party authorities are sought by trustees. It is
not clear to AFA members why every fund has its own version of privacy rules when the privacy obligations

upon trustees under the Australian Privacy Principles are identical.
Trustees initiating better engagement upon discovering changes that affect members

Further, we recommend that another improvement that could be made is to communicate to
members where a pattern of contributions - such as SG contributions - is disrupted. This would alert
superannuation members to situations where arranged contributions cease or are suspended and thereby

enable them to action the disruption to ensure that their retirement savings are maximised.

Likewise, when super trustees become aware that a member has multiple policies of the same type,
it should be incumbent upon them to inform the member of this and give them the opportunity to
seek advice on the effect of holding multiple policies. Alerting a member to a situation they may wish to
think carefully about should not prevent trustees from acting in their members’ best interests. Currently,

the obligation to identify multiple accounts is only an annual obligation.

Whilst this is the minimum obligation, the Code could encourage trustees to perform this assessment more

regularly or by establishing a protocol for trustees to communicate amongst each other to be more
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responsive to members’ needs. Accordingly, the AFA supports the Working Group’s proposal to

establish protocols to identify such situations.

In the AFA’s view, all of the above changes are within the capacity of trustees to implement in a short period
of time and would collectively change the experience of members and drive greater member engagement
with their superannuation. This is the common aim of super trustees and financial advisers alike because
the more engaged superannuation members are the higher their levels of financial literacy, well-being and
desire to seek out advice. The AFA will support steps taken by trustees to better facilitate quality advice

for more Australians.

Claims Handling discussion paper proposals

The AFA supports the Working Group’s statement that “the objective of insurance in superannuation is to
provide a measure of financial support to members and their families if a member is prevented from
working to retirement age by death or ill-health.” This is what section 68AA is intended to ensure - that all
working Australians have a measure of protection from mandatory death and incapacity insurance.
However, it must be recognised that many Australians choose to also hold other types of insurance or more
comprehensive insurance than automatic acceptance cover within their superannuation - either because
there are tax incentives for doing so, it is the more affordable method of being insured, it streamlines

management of their protection policy suite or for other legitimate reasons.

The AFA accordingly also supports the statement that the broader purpose of superannuation is to provide
for Australians’ retirement needs. We submitted as much to Treasury last year when it consulted on the
objective of super arguing for a primary objective that must also be measured against secondary objectives.
Therefore, it is correct to identify the challenge in bringing superannuation trustees into the scope of the

FSC Code of Practice given these competing objectives of affordability and other needs.

Whilst the AFA supports section 8 of the FSC Code (“When you make a claim”) applying to insurance policies
held within superannuation, we accept that the structure underlying insurance within super may not make
section 5 in its current form to be equally applicable. To that end, we have made some recommendations
below to assist in the application of claims standards in the Code applying in future to superannuation

trustees and insurers who provide such insurance.
Claims handling principles

The AFA agrees with each of the six principles outlined on page 5 of the discussion paper, and we

recommend a seventh and eighth be complied with as well.

In particular, the principle that trustees do not need to await decisions by insurers prior to commencing
involvement in a member’s claim is a solid foundation from which the remaining claims handling processes
should be based on. This is because a proactive approach underlies the ability of trustees to complete early
eligibility assessments, to be prompt with communications amongst involved parties to progress claims
efficiently, and to ensure that the claims philosophy of trustees and insurers are aligned. To this end, the
AFA recommends a seventh principle be incorporated along with the others listed on page 5 - to

embed claims assessors from the insurer within each trustees’ offices.

This recommendation could do more for speedy claims assessment than almost any other measure that

could be taken. Sunsuper has recently done the same with embedding AIA assessors in Sunsuper offices.
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Being able to speak directly to a person with authority to give opinions and identify relevant information
needed to finalise a claim is an important need of all claimants under life insurance. Many of these people
are vulnerable and need to know their claim is being dealt with as a matter of priority, rather than hearing
from their provider that their hands are tied due to commercial arrangements beyond the member’s
control. The AFA recommends this approach be enshrined within the Code to encourage other trustees to

do the same to process and deal with claims efficiently.

An eighth principle to add to the list on page 5 is committing to supporting claimants to seek
assistance from financial advisers, with their claims, with making decisions about cover options, or
dealing with life changes to ensure they are adequately protected. The first discussion paper sought
feedback on how trustees could encourage more members to seek financial advice and the AFA considers
that this applies to the back end of the experience as much as to the front end. Time and again the research
on the benefits of quality financial advice has shown that the professional services of financial advisers
deliver greater sense of certainty for consumers, helps them make better informed choices and in turn
increases their wellbeing, financial literacy and preparedness. This in turn has a flow on effect on the safety

net that Governments provide, allowing more Australians to be more self-sufficient and be better protected.

Many members have previously seen a financial adviser before they make a claim but may not know they
can seek assistance from those advisers or may have forgotten the adviser’s details. They may have been
an employee who attended an information session organised by their employer about their group policy or
corporate super fund. They may have used an adviser to roll over their super and establish insurance
within it. Or they may have a financial adviser in respect of other matters in their life - such as debt
consolidation - but the trustee just hasn’t asked the question whether they have or not and therefor doesn’t
have a record of it. Whatever the case, where trustees know or should have known that a person has
previously obtained financial advice, the trustee should involve the member’s adviser upon receipt of a
claim. Most risk advisers include claims handling in their ongoing services arrangement and if this is
covered by ongoing commission the client may not have to pay anything for professional assistance to
resolve a claim. Without involving the adviser, the member will not have an opportunity to access

professional assistance with their claims.

This benefits trustees and insurers just as much as it does claimants because often the adviser will help to
coordinate medical reports and always will be able to help the client to understand the terms of the policy
and the consequences of a benefit payout. When advisers help people through a claim, everyone benefits
and the AFA recommends this support for financial advice be enshrined within the design principles for

claims handling within all trustee structures going forward.
Claims timeframes, communication and governance

Whilst the AFA considers the statutory 90-day timeframe in the SIS Act to be too short for most life
insurance claimants, we appreciate the opportunity to be part of improving service delivery amongst
trustees to achieve better results than the minimum. The FSC Code provides for a two-month timeframe
for income stream related claims and six months for non-income related claims - subject to Unexpected
Circumstances arising. These too are in the AFA’s view too disadvantageous for claimants who are often
vulnerable and in dire need of resolution for their claims, but at least an improvement on the current non-

Codified environment. The AFA will seek for these to be improved in due course.

Likewise, we support the principle of striving for better outcomes for claimants and in light of that, the AFA

considers that the periodic timeframes proposed by the Working Group are reasonable in the
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circumstances as each aims to move stages of the claim no later (in most cases) than 10 business days in
each case - in most cases no later than five business days. The concern for the AFA is that the claimants
will be wedged against these segments and not have recourse should an insurer or a third party

unreasonably delay matters.

In the AFA’s view, where a trustee or insurer is in a position to influence a third party to escalate matters
but it does not have to due to too generous timeframes, it may not promote the sort of culture required to
actin the members’ best interests. Accordingly, the AFA recommends amending the 20-day timeframe
for communicating updates to the member through the claims process. In the AFA’s view, this should

10 business days or less.

Further, the Working Group should recommend an aspirant overall timeframe for the entire claims
process that aims to better the current statutory 90-day minimum timeframe. Such an overall /
aggregate timeframe would enable trustees to set procedures for when it, the trustee policy holder, should
make a claims decision regardless of other people’s actions. In the AFA’s view, if an income-related claims
decision cannot be made by a trustee - at least on an interim basis to provide some measure of interim
income for the claimant - within 60 days, then there is something substantially wrong or unfair with the
trustee’s claims procedures. Likewise, for lump sum claims, no later than 75 days is a good benchmark to
aim for trustees to aim for to ensure that members’ claims are handled in a more effective and efficient

member than the legal minimum obligation.

As for claims governance and communications, the AFA considers that the 25 principles across pages 11 to
13 of the discussion paper are a practical and reasonable position to begin with encouraging better claims
handling amongst trustees. As noted above, the AFA considers that trustees and insurers should encourage
members to utilise the services of professional advisers for claims and claims assessors from the insurers
should be embedded in trustees’ offices to improve claims handling communications and give claimants a
direct line to the decision makers. The AFA considers that these two improvements in claims handling

could deliver significant claims timeframe reductions

Further guiding principles should also be included to ensure that claims paperwork is readily available
when members or their representatives contact the trustees. AFA members have provided feedback
that accessing claims lodgement paperwork through trustee offices is difficult or onerous and the delays in
receiving the paperwork contributes to delays in having claims finalised. It has been suggested that claims
paperwork should be made publicly available on super fund websites rather than through member portals
because often members or their family don’t have login details handy when they are dealing with an injury
or illness. Contingent to this point is the recommendation outlined above that there should be better or
standardised processes amongst trustees to recognise third party authorities. If a trustee delays
recognising that a financial adviser is representing a claimant, then that affects when the claims paperwork

can be lodged and the process begun.

The AFA does not support any financial arrangement (e.g. profit share) that may compromise the members
best interest in terms of prompt payment of legitimate claims. Importantly any financial arrangements
between Trustees and Insurers must be disclosed. The AFA recommends trustees ensure that where
arrangements, such as profit sharing are in place between trustees and insurers, that members
should be made aware of that at the time they join a fund, where the terms of such an arrangement
are changed and again at time of lodging a claim. Transparency should be the minimum principle.

Consideration of the appropriateness of arrangements such as profit sharing should be addressed.
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Law firms involved in claims

Lawyers do not need to be involved in submitting insurance claims on policies within super. When
superannuation trustees and insurers become aware that a lawyer is involved in submitting a claim and a
claims decision has yet to be made, they should act in the consumer’s best interests by informing those
consumers that they can utilise the services of FOS, the SCT or their financial adviser for the claim. To do

otherwise could be said to be complicit in ambulance chasing lawyers preying upon vulnerable consumers.

It is unconscionable for lawyers to disproportionately benefit financially from vulnerable people’s anxiety
and uncertainty about the future - especially when there are free consumer services available that
consumers are often not being informed about. Whilst we acknowledge that in some limited cases
consumers need help from lawyers to resolve declined claims, the fees they charge should be proportionate
to the level of work they do. We also acknowledge that in some of those cases, offering legal assistance on
a ‘no win no fee’ basis is appropriate because some consumers cannot otherwise afford to secure the
services of qualified lawyers. However, taking 30% of the claimant’s lump sum is often substantially more

than the value of the service provided.

Further, many lawyers who act for claimants fail to advise the claimants to seek financial advice about their
expected benefits and the taxation consequences. As a result, the claimant often suffers financial
disadvantage that could have been avoided. Lawyers are failing in their fiduciary duties of care to their
clients when they fail to advise their clients to seek financial advice when they are expecting a benefit.
Insurers and trustees can and should take this duty upon themselves by asking claimants when a claims
decision is being communicated to them whether they have considered the financial and taxation
consequences of the benefit they are about to receive and offer to refer them to a professional association

for referral to receive quality financial advice about their options.

Whilst we appreciate that trustees and insurers cannot force claimants to choose their advocates and also
cannot control the conduct of lawyers, trustees and insurers do have the ability to directly refer matters to
FOS and the SCT. We acknowledge that there are delays within the SCT at the moment, those services are
free for consumers and legally represented claimants who have yet to have a claims decision should be
allowed opportunity to make an informed choice about who can assist them. Ultimately, it is up to the
consumer to decide which avenue to pursue a claim on their policies. But trustees and insurers have a duty

of care to ensure that consumers are making fully informed choices about their options.

Given the SCT delays, trustees and insurers should also ask claimants whether they have previously
sought assistance from a financial adviser and when the claimants respond affirmatively they
should recommend the consumer to seek the adviser’s assistance. In some cases, trustees and insurers
will know this already because the adviser placed policies on behalf of the claimant and they are paying the
adviser an ongoing commission. In those cases, the trustees and insurers should always copy the adviser
into communications about a claim received from the policyholder to give that claimant the choice of

seeking assistance from the adviser, subject to the service agreement between the two.
These commitments should be included in the FSC Code of Practice to encourage industry best practice.
Further considerations to improve claims handling

The AFA supports an industry funded claims assistance service - especially for complex claims. The AFA
has previously supported calls for an independent industry-wide tribunal to review complex claims
decisions (unhindered by FOS-like restrictions to jurisdiction) and help the insurers to achieve a more
transparent and cost-effective solution to the challenge of complex insurance claims. Recent media
reports about claims issues in the industry highlight the importance of ethical, consumer-oriented
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practices during the time that policyholders are at their most vulnerable. The AFA considers that an

independent review process is a step in the right direction.

Likewise, an industry funded claims assistance service to help people who are having problems
understanding the claims process has merit. The AFA considers that such a service should have people
who have experience as financial advisers within the service because the advocacy that advisers can
provide to claimants in times of need, coupled with in-depth experience of the insurance industry and
process, is the right type of person needed for such a role - someone who will act in the best interests of
members. Accordingly, if such a service were to be established there must be independence from
insurers and trustees, but also be complementary - not additional red tape - to the services provided by
FOS and the SCT. It would be no help to anyone if such a service were established but which did not
contribute to reducing the SCT’s substantial backlog of unresolved claims.

Concluding remarks

The AFA agrees that trustees should use the recent focus on superannuation as an opportunity to improve
its processes and deliver better outcomes and experiences for their members. Financial advisers are
responding constructively and embracing changes to professional standards; modernising business models
; and taking leadership in other areas of financial services reform for the betterment of consumers. So too
should trustees because nearly every Australian has a superannuation account and therefore nearly every

Australian will potentially be better off from reform in this sector.

The AFA considers that member choice and respect for vulnerable members are the key underlying
principles for trustees to build their re-developments around. Choice leads to informed decision making,
which leads to increased financial literacy and greater wellbeing. Respect for the vulnerable is a core
cultural objective for any company that deals with people in life-critical situations. To restore the social
license of insurance within superannuation, choice and respect for the vulnerable are the two pillars that

these reforms, and any commitments in the Code, need to be built around.

Having said that, subsidiary but no less important principles for the Working Group to acknowledge are
that engagement with members needs to substantially improve. Engagement with superannuation must
be improved for the superannuation industry to position itself as a key sector underpinning retirement
self-sufficiency. In the AFA’s view, the goal should be active engagement, not engagement through an
algorithm - which could be where the industry is headed if reasonable boundaries are not built around the

proposals for automatic cessation of cover and re-commencement.

When you are trusting others to take care of your family, there is no substitute for an understanding
person’s voice on the other end of the line. Whether that be an industry-funded claims assistance officer, a
claims assessor embedded within a trustee’s offices, or a financial adviser you can expect independent
advice about your options from. A human voice wins hands down over robots and hard to understand super
statements every time. Financial services are hard for most to understand and superannuation is known

for being a complex system.

The more that financial advisers can work with superannuation trustees to restore the social licence to
insurance within superannuation, the better for all. We recommend these improvements and look forward
to working with the Working Group to refine these issues as we work toward trustees becoming subject to

the FSC Code of Practice in the near future.

If you require clarification of anything in this submission, please contact us on 02 9267 4003.

Yours sincerely,
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Philip Kewin
Chief Executive Officer
Association of Financial Advisers Ltd
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