29 May 2018

Manager, Regulatory Framework Unit
Retirement Income Policy Division
The Treasury
Langton Crescent
PARKES ACT 2600

Email: superannuation@treasury.gov.au

Dear Sir/Madam,
Protecting Superannuation – Insurance for Superannuation Members
Treasury Laws Amendment (Protecting Superannuation) Bill 2018
Energy Industries Superannuation Scheme Pty Ltd would like to provide this submission in
response to the exposure draft Treasury Laws Amendment (Protecting Superannuation) Bill
2018 (the Exposure Draft Bill).
About EISS
Energy Industries Superannuation Scheme Pty Ltd is the trustee of the Energy Industries
Superannuation Scheme (EISS). EISS comprises two funds: one defined contribution fund
which is open to the public; and one defined benefit fund which is closed to new members.
EISS is an APRA regulated superannuation fund servicing 22,000 members in the state of
New South Wales. Over 60% of our members work in the energy industry and many of their
occupations are considered dangerous. EISS’s defined contribution fund offers an APRA
regulated MySuper product that provides default Death and Total and Permanent
Disablement (TPD) insurance cover. The default Death and TPD insurance provided is
tailored to cover hazardous occupations to cater for the needs of EISS members who are
engaged in such dangerous occupations.
Key Points
EISS is of the view that insurance in superannuation has a crucial role to play to adequately
protect the interests of our members in the unfortunate event of illness, injury or death.
ASIC’s recent release on life insurance advice in Australia details that life and disability
underinsurance in Australia is significant and requires policy measures to close the
‘underinsurance gap’1.
EISS understands that the rationale for the changes proposed by Schedule 2 to the exposure
draft Treasury Laws Amendment (Protecting Superannuation) Bill 2018 (the Insurance
Proposal) is to protect the retirement savings of young people, those with inactive accounts
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and those with low balances from account erosion by reason of insurance premiums on
insurance policies they may not be aware of or may not need2.
EISS understands that the Insurance Proposal, which is stated to come into effect from 1
July 2019, proposes to change default insurance cover to cover provided on an opt-in basis
for superannuation members:
• whose account balances are less than $6,000;
• who are under the age of 25 years (and over 18 years); or
• who have not contributed to their superannuation account for the previous 13
months3.
EISS is of the view that the Insurance Proposal does not adequately address the competing
interest of ensuring superannuation members have adequate insurance cover in place but
rather would exacerbate the problem. EISS requests that Treasury consider the impact of the
Insurance Proposal on members who may find themselves in the situation where they need
to make a claim or re-enter the market after their insurance cover is cancelled, as
demonstrated below by reference to the EISS membership experience in particular.
EISS has undertaken industry analysis4 (annexed as Appendix A) which concludes that the
Insurance Proposal will have the effect of increasing the cost of insurance provided through
superannuation. Since group life insurance through superannuation is provided on a pooling
model, it is expected that reducing the size of a pool of superannuation members insured
under a group life policy as well as removing younger members from the pool, will increase
the premium costs per insured person. According to EISS’s industry analysis, the likely
increase in premium cost would then have the unintended consequence of increasing the
level of superannuation benefit erosion.
Additionally, EISS has some concerns with the timing of the implementation of the proposed
changes and its impact on administration resources and costs.
1. EISS Membership Experience
1.1 Blue Collar Workers
Over 60% of EISS members are employed by employers in the electricity industry. These
members are engaged in blue collar work that predominantly involves jobs that insurers
consider to be “hazardous occupations”. Unfortunately, EISS members who are engaged in
these hazardous occupations are at a greater risk of injury or death than people employed in
different industries and less hazardous occupations.
EISS has specifically negotiated a customised group life insurance policy that caters for blue
collar members by providing Death and TPD cover that covers hazardous occupations.
As a result of the Insurance Proposal, EISS members who are employed in hazardous
occupations and are no longer covered by EISS default insurance, will likely have difficulty
re-entering the death and TPD insurance market. These members are likely to face
underwriting declines, exclusions and/or premium loadings to account for the risk of their
hazardous occupations to the insurer.
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1.2 Coverage for suicide
Just under half of the membership of EISS is based in regional New South Wales. Younger
members aged between 18 and 25 years who work in regional areas and are engaged in
predominantly blue collar work (as detailed above), are more prone to self-harm and suicide.
From the member best interest point of view, EISS has specifically negotiated an insurance
policy that covers claims for member deaths caused by suicide. Not all superannuation funds
offer insurance for suicide.
If EISS members aged between 18 and 25 years have their cover cancelled because of the
Insurance Proposal, it would be difficult for these members when re-entering the market to
obtain insurance that would cover death in these circumstances. As noted in detail with
reference to an EISS member case study at point 1.4 below, the cost of supporting any
dependants that these members would leave behind in the unfortunate event of their death,
would fall back to the taxpayer to cover.
1.3 Superannuation Account Balances
It is our understanding that the Insurance Proposal requires members who are between the
ages of 18 and 25 years to specifically elect to opt-into the default group life insurance
arrangements currently provided to these members automatically5. Similarly, superannuation
funds will be required to notify members whose account balances fall below $6,000 that they
must elect to opt back into the default insurance arrangements6.
Younger members aged between 18 and 25 years comprise just under 10% of the EISS
public offer division (naturally excluding the EISS Pension division). EISS members aged
between 18 and 25 years have an average of just over $12,800 in their superannuation
accounts.
EISS understands that the age limit and the minimum balance are set as alternative
scenarios that activate the requirement for a superannuation fund to notify a member that
their insurance cover will be cancelled if they do not elect to opt-into default insurance cover.
Accordingly, an EISS member aged 21 years with a superannuation account balance just
above $12,800 (as at 1 July 2019) will be captured by the Insurance Proposal and be
required to opt-in to default insurance cover. This is despite the fact that this member would
have twice the value of the $6,000 amount labelled as the “low balance” benchmark in the
Exposure Draft Bill.
EISS is of the view that the younger EISS members aged between 18 and 25 years do not fit
the model for the typical superannuation member account that is considered to be at risk of
account erosion as detailed in the explanation of the key rationales for the Insurance
Proposal7.
1.4 Impact on potential claimants - Claim Case Studies
EISS accepts that Australians do not like to pay insurance premiums, that is, until they are in
a position where they need to lodge a claim. However, if superannuation members no longer
have insurance but have suffered an injury, illness or death with dependants to support, then
the cost of supporting these members or claimants will revert to the taxpayer instead.
EISS has had several claims from members in the 18 to 25 year old age group.
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1.4.1 TPD Claim – lifelong medical support required
One member aged 22 years old at the time of claiming, suffered a spinal cord injury causing
irreversible quadriplegia. The member worked as a 4th year electrician apprentice and the
member’s duties had involved scaling telegraph poles, substation structures and using
climbing harnesses. The insurer approved the member’s claim for total and permanent
disablement. The member received a $345,000 insurance benefit and his superannuation
account balance of just under $18,000. The member’s specialist reports supporting the
member’s claim detail the level of care that the member would require for the rest of his life
including assistance with showering, dressing, toileting, feeding, drinking, bed mobility and
overnight bed positioning. These medical notes confirm that the member would be
permanently dependent on a carer to assist the member throughout each day and night.
If the member had no TPD insurance cover at the time of the claim, then the member would
have only received his superannuation account balance of just under $18,000. The
member’s ongoing medical care detailed above would be very expensive and quickly exceed
the member’s superannuation account balance. Without the significant insurance benefit the
member received, the member’s ongoing medical costs would have fallen on the public
purse.
1.4.2 Death Claim – Interdependency Relationship
Another claimant had an interdependency relationship with their child to the extent that the
member financially supported their parent and provided domestic support. On the death of
this member, the late member’s parent (the Dependant) applied for the late member’s
superannuation account balance and the late member’s life insurance benefit on the basis
that the Dependant was relying on income and support from their child. The Dependant
established that they relied on the late member for domestic support by paying bills and
assisting with household work. The Dependant also detailed how they had expected that the
living arrangements between the Dependant and the late member in the same dwelling
would continue for some time.
While the late member’s superannuation account balance was only less than $10,000, the
insurance benefit was over $300,000 and provided the ongoing financial support that the
Dependant had expected from their child. Had the late member’s insurance been cancelled
because of the late member’s age, then the insurance benefit would have been unavailable
to support the Dependant and the cost of supporting the Dependant would have reverted to
the taxpayer instead.
2. Increased Cost of Default Insurance
Group life insurance policies provided through superannuation operate on the basis that
members pay a premium to be covered in the event that circumstances give rise to a need to
lodge a claim. The pooling effect allows lower premiums to be paid and better terms to be
negotiated by a superannuation fund for the benefit of all members8. The insurance cover
obtained by a superannuation fund on a group basis is obtained at a lower cost to members
given the purchasing power and bargaining position of a fund as compared with a member of
the public obtaining individually underwritten life insurance cover.
EISS requests that Treasury consider whether the Insurance Proposal will achieve the key
rationale of protecting against superannuation benefit erosion9 considering EISS’s industry
analysis which demonstrates that the Insurance Proposal will likely have the effect of
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increasing insurance premiums which would have the unintended consequence of increasing
account erosion across the superannuation industry.
According to EISS’s industry analysis10 (see Appendix A), while the level of superannuation
benefit erosion resulting from default insurance varies depending on members’ age and
salary, the overall erosion rate is approximately 6.21% (based on levels of insurance cover
as at September 2017). If all affected insured superannuation members across the industry
were to lose insurance by reason of the Insurance Proposal, then EISS’s analysis indicates
that average erosion of superannuation benefits would fall to 5.84% if there was no resulting
impact on insurance premiums as a result of the changes.
However, EISS’s industry analysis indicates that there is likely to be a substantial increase in
the insurance premiums paid by other members who remain in the pool of insured
superannuation members. This predicted increase will be caused by younger, lower risk
insured members exiting the insurance pool because of the Insurance Proposal which will
change the overall shape of Australia’s superannuation insurance pool and increase the risk
of the resulting insurance pool.
EISS’s analysis suggests that the impact of removing superannuation members from the
insurance pool, because of the Insurance Proposal, would likely increase the average
insurance premiums paid in superannuation by approximately 26%.
If the expected insurance premiums were to increase by approximately 26%, then it is
estimated that this would cause a consequential increase in the level of overall benefit
erosion from the current position of 6.21% (detailed above) to approximately 7%.
3. Re-entry into the insurance market
EISS requests that Treasury consider the impact on a member whose insurance is cancelled
pursuant to the Insurance Proposal who then intends to reapply for insurance cover at a later
date.
EISS considers that the Insurance Proposal creates a risk for members who do not elect to
opt back into their default insurance cover that they may not be able or eligible to obtain
cover on the same or better terms at a later date. For instance, as detailed above, over 60%
of EISS members are employed by employers in the electricity industry and are engaged in
blue collar work that predominantly involves jobs that are considered “hazardous
occupations”. If these EISS members elect to cancel their cover they may not be eligible for
cover due to their hazardous occupation whereas these members are currently covered
under EISS’s group life policy.
More broadly, EISS contends that this risk would apply across the industry considering that
members reapplying for insurance cover may need to meet underwriting requirements that
involve an analysis of a person’s health and personal circumstances that would not have
been required to be disclosed to the insurer11 under default cover that is provided
automatically to superannuation fund members.
The uncertainty as to whether underwriting will be required by insurance providers for
members opting back into insurance or whether cover will instead be offered with additional
pre-existing conditions, as limited cover or with longer waiting periods is problematic for
these members and for superannuation funds. Pursuant to the Insurance Proposal,
superannuation funds are required to provide affected members with a notification that their
cover will be cancelled unless they decide to opt-in. These notifications will need to provide
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sufficient detail on the risks of not only losing their insurance cover but also the risks
associated with eligibility and accessing insurance at a later date, which will require some
certainty as to how insurers will treat re-entry into the market.
4. Administration of the implementation of the Insurance Proposal
EISS has some concerns with the timing of the implementation of the Insurance Proposal
from a fund administration perspective.
It is our understanding that the Insurance Proposal changes are stated to be effective from 1
July 2019. EISS is currently in the process of transitioning from one superannuation
administration provider to another. As a result, the resources of both EISS, its incumbent
administrator and the incoming administrator, are fully utilised undertaking this significant
task. Therefore, additional significant administrative change of the nature included in the
Insurance Proposal would significantly increase risks associated with the transition.
Further, according to EISS’s analysis12, it is expected that the administrative burden
associated with turning cover on and off where members become inactive or reactivate their
insurance cover will likely result in an uplift in administration costs charged by outsourced
administration providers to superannuation funds.
Conclusion
EISS submits that the aims of the Insurance Proposal to protect the retirement savings of
young members, members with low balances and inactive members13 may be achieved by
an alternative proposal that takes into account the consequences detailed above.
Should you have any queries regarding the contents of our submission, please contact Alex
Hutchison on (02) 9046 1901 or by email alex.hutchison@eisuper.com.au.
Yours Sincerely

Alexander Hutchison
Chief Executive Officer
Energy Industries Superannuation Scheme Pty Limited
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