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Dear Treasury,
Consultation — Strengthening the superannuation performance test

The Financial Advice Association of Australia’ (FAAA) welcomes the opportunity to provide feedback to
the Treasury on the Strengthening the superannuation performance test consultation paper.

The FAAA is the largest professional association for financial planners and advisers in Australia. Our over
10,000 members advise Australians across their broad financial affairs including superannuation,
investments, debt, cashflow management, structures, aged care, estate planning and life insurance.
Evidence shows that Australians who receive professional advice are better off and more resilient than
those who do not.

The superannuation performance test is designed to support and protect Australians’ superannuation. It
has been effective in driving a reduction in the number of funds that fail the test and therefore a reduction
in the number of members exposed to underperformance. This is a measure of success of the
superannuation performance test, and should be a factor in considering the merits of further reform to the
test. It is our view that the case would need to be compelling before further changes were implemented.

Our submission focuses on Option 4 from the consultation paper, and the implications of any changes to
expand the application of the test to a broader range of products. The FAAA supports the continued use
of the performance test and recognises the significant consumer benefits it has delivered. The test has
improved transparency, strengthened trustee accountability and placed downward pressure on fees.
There is merit in consideration of the expansion of the test, however this needs to be done carefully with
a focus on ensuring that the benefits justify the effort involved.

Summary of Key Recommendations

The FAAA has five key recommendations:

1 The Financial Advice Association of Australia (FAAA) is the largest association representing the financial advice profession in
Australia, with over 10,000 members. FAAA advocates for the interests of financial advisers and their clients across the country.
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1. Retain the performance test as a central accountability mechanism that identifies persistent
underperformance and places downward pressure on fees.

2. Address proven limitations in the current benchmarking framework before expanding coverage to
externally directed accumulation products.

3. Develop a robust investment taxonomy to support transparency, comparability and consistent
treatment of investment strategies.

4. Undertake consumer testing, adviser consultation and comprehensive back-testing before any
change or expansion occurs.

5. Recognise that implementing the Government’s Division 296 changes, Payday Super reforms
and Federal Budget tax changes will consume superannuation industry and professional services
resources. In consultation with industry, consumer and professional associations, Treasury must
produce an implementation roadmap that maps a delivery sequence across the financial services
landscape.

Implications for financial advisers and their clients

The FAAA’s primary interest in the performance test is its impact on consumer decision-making. Advisers
do not generally use the performance test as a standalone product selection tool. A failed performance
test result may justify further investigation but should not automatically trigger switching decisions. There
can be broader consequences for switching funds or investment options that need to be carefully
assessed. For example, a member in an underperforming super fund should not switch immediately if
they will soon enter a 0% tax environment in pension phase.

Financial advisers are also supported by external research reports and licensee processes to approve
products before they are available for advisers to recommend. Additionally, advisers remain responsible
for the products that they recommend to clients, including reviewing whether the products remain suitable
for clients over time.

Recognised limitations in the existing framework

There are legitimate questions regarding benchmark design, treatment of alternative and emerging asset
classes, long-term investment strategies and diversification benefits. Treasury should address these
recognised limitations before extending the framework.

Lessons from Shield and First Guardian

The Shield and First Guardian collapses highlight the importance of strong consumer protections,
governance arrangements, disclosure and regulatory oversight. While these events strengthen the case
for reviewing the scope of the performance test, they also demonstrate that no single regulatory
mechanism can substitute for strong governance, disclosure, regulatory oversight and access to
professional financial advice. Where fraud and misrepresentation of performance occurs, it is not possible
for the superannuation performance test to identify this.
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Reform before expansion

The FAAA does not oppose expanding the performance test in principle. We do note that whilst the most
direct next step might be multi sector externally directed products, evidently this would involve a large
number of funds. In the initial stage, consideration should be given to the size of an investment option
prior to it being included in the scope of the test. It is our view that Treasury should first address
benchmark design issues, finalise its approach to alternative and emerging asset classes, develop a
robust investment taxonomy, undertake comprehensive back-testing, conduct consumer testing and
consult with advisers and professional bodies, before extending the test more broadly.

We would also encourage consideration being given to the appropriateness of the test being done on the
basis of a $50,000 member balance. It is our view that this is no longer appropriate. The average
superannuation balance per member is now over $170,000. Using a materially higher amount would
make the test more relevant to the average consumer.

Conclusion

The FAAA welcomes the opportunity to provide feedback on the Superannuation performance test. It is
our view that expansion should only occur once the underlying framework has been refined and Treasury
can demonstrate that the resulting information will be meaningful, understandable and beneficial for
consumers. The FAAA would welcome the opportunity to discuss the issues raised in our submission in
more detail.

If you have any questions about our submission, please do not hesitate to contact me on (02) 9220 4500
or sarah.abood@faaa.au.

Yours sincerely,

St M

Sarah Abood
Chief Executive Officer
Financial Advice Association Australia (FAAA)
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