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MESSAGE FROM THE CEO OF THE STOCKBROKERS AND FINANCIAL ADVISERS ASSOCIATION

€ SAFAA 2019

CONFERENCE UPDATE

Anyone for ethics

| am delighted to advise that Profes-
sor Hayden Ramsay, Professor of
Philosophy at ACU will speak on
Ethics at SAFAA 2019 on May 22nd
& 23rd at Hilton Sydney.

| have yet to have a discussion with
Professor Ramsay about his precise
topic, but the mind boggles at the
scope. It will be something around
Ethical issues in the Financial Ser-
vices Industry.

In researching the topic, | came
across an article by Anne Feder-
wisch at SCU. She quotes Ronald F
Duska who proposes five reasons for
ethical lapses in the financial services
industry.

1. Self-interest sometimes morphs
into greed and selfishness

2. Some people suffer from stunted
moral development

3. Some people equate moral be-
haviour with legal behaviour

4. Professional duty can conflict with
company demands

5. Individual responsibility can with-
er under the demands of the client

We are going to have a fascinating
discussion.

Are ETFs the beginning of
the end

If you want to know the answer to
this question, you will need to at-
tend SAFAA 2019 as there will be
a blockbuster debate between ETF
providers such as Vanguard and in-
vestors such as David Dredge, CIO
Convex Strategies, and Michael Cori
from Phillip Capital.

The argument goes that Algos and
ETFs have fundamentally changed
market dynamics and transparency.
Cast your mind back to the liquidity

crunch on Wall Street in February
that saw the market decline by 10%.
Was the February Liquidity crunch a
foretaste of things to come? Is Vol-
mageddon a possibility?

David Dredge will also deliver a
plenary address about Why and how
investors should protect their long
positions.

New dawn for FASEA

We are optimistic that the arrival of
Stephen Glenfield as the new CEO
of FASEA will usher in a more realis-
tic timetable for the implementation
of reforms to the financial services
industry.

We have invited Stephen Glenfield
to speak at our annual conference at
Hilton Sydney on May 22nd & 23rd
2019 and are hopeful he will have
the time to do so.

As an Association, we support
the aspiration of the government to
raise standards across the financial
services industry. We take issue
however with the proposed imple-
mentation. The schedule is far too
tight, the proposed processes are
too bureaucratic (costly) and will
cause avoidable harm to both finan-
cial advisers and their clients.

Details of our objections to the
government’s implementation of
the FASEA reforms are contained
in the numerous submissions to
government this year. These can be
viewed in the Advocacy section of
our website.

Josh Frydenberg brings a
ray of hope

We are delighted with the ap-
pointment of Josh Frydenberg as
Treasurer.

Three years ago, in his capacity
as Financial Services Minister, Josh
launched consultation for what was
then known as the PJC reforms. We
met with him at a round table in April

Andrew Green
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2015 and dutifully lodged a submis-
sion with Treasury in May 2015.

Since then, we have consistently
advocated for a regime that achieves
the aims of the policy without unin-
tended consequences.

Each day, we stay on message
and continue to advocate for the
implementation of a reform that
achieves the policy objective as ef-
ficiently as possible, in a reasonable
timeframe and without unintended
conseqguences.

Just to give you an idea of the mi-
nutiae in which we are now involved,
it is worth including a piece from a
submission that we lodged with FA-
SEA last week on CPD. Here is just
one question posed by FASEA, and
our answer.

Consultation Question

Do you agree with the proposed re-
quirement for 50 hours of CPD per year,
70% of which should be approved by
the licensee? If not, why not?

SAFAA does not support the require-
ment for 50 hours of CPD each year.
This is an excessive figure and does
not reflect the CPD requirements in any
other industry of which we are aware.

There has been a requirement under
the ASX Market Integrity Rules (which
became the ASIC Market Integrity
Rules in 2010) for employees of a Mar-
ket Participant to complete 20 hours
CPD per year, of which 8 hours was
required to be in Compliance. This
standard has been followed for many
years and has worked well.

There is little evidence, to our knowl-
edge, of any lack of technical com-
petence or of ethical conduct in the
stockbroking industry in the last de-
cades. This is reflected in the low and
falling level of complaints lodged with
the Financial Ombudsman Service in
respect of stockbrokers in recent years.

Given the highly technical nature of
stock market analysis, we believe that
the record of stockbrokers in looking

after their clients’ affairs is a good in-
dication that the existing CPD require-
ments under the Market Integrity Rules
have been set at the right level.

SAFAA is not in a position to comment
on the CPD requirements in other
sectors, such as financial planning or
insurance, or on the adequacy of such
standards as might exist. If there is a
need for additional hours of CPD in
other areas, then FASEA should deal
with the matter on a sector by sector
basis. There is no reason why there
needs to be a single standard applied
across all financial advice sectors.

The approach to ongoing CPD in the
field of ethics should be addressed in
the way which we suggest in the com-
ments under 4.5 below.

As a practical matter, a Licensee will
need to satisfy its over-riding obliga-
tion to comply with the license con-
dition to ensure that its employees
(whether retail or not) are suitably
trained and qualified. This will necessi-
tate each Licensee having regard to the
CPD that is undertaken by employees
and representatives.

This obligation can be satisfied in more
flexible ways, such as setting out cat-
egories of training.

Requiring an approval process, how-
ever, is a layer of administrative red
tape that does not add anything other
than cost.

Membership Renewals -
dawn of a new era

As mentioned in my column last
month, for the 2019 Membership
Year, we will be moving to electronic
membership renewals.

The process will work as follows.

Around 1st October, each member
will receive an email inviting them
to renew their membership for the
year from 1st October 2018 to 30th
September 2019.

Members will be asked to login to
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our website and go to their My Ac-
count area.

In the members My Account will be
a shopping basket with a member-
ship invoice.

One of the other features in My
Account is a CPD scorecard. So
for example, if you have attended
courses or our annual conference,
our CRM will automatically show
your CPD in your My Account area.
The system will give you a pie chart
identifying types of CPD. Members
can also search for different time
periods, and they can store CPD
from third parties. All very clever and
designed to make managing CPD as
effortless as possible.

Of course, Members don't have
to wait until October to view their
preferences in their My Account
area. They can login now and enjoy
one of the many benefits of member-
ship. Please email me if you have any
questions or suggestions.

TASA Survey

| extend thanks to all those who have
completed their TASA Survey.
Completion of the TASA Survey is
a condition of membership for all our
Registered Tax (Financial) Advisers.

FASEA Code Monitoring

Just a reminder that from November
2019, all retail advisers must be
covered by an approved Code Moni-
toring Scheme.

No Schemes have yet been
approved.

Our intention is to apply to ASIC to
become a Code Monitoring Scheme
for the purposes of FASEA.

Franking credits — hands
off the Future Fund

It was interesting to read Peter
Costello’s exhortation to Politicians to
keep their hands off the Future Fund.

....continued on page 5
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....continued from page 4

As reported in the AFR on 30th
August, Mr Costello said it was im-
portant that a commitment to exclude
the Future Fund from any changes to
franking credits be maintained.

“The Future Fund is entitled to the
refund of franking credits, as are su-
perannuation funds,” he said.

“This is a very valuable thing for the
Future Fund and for superannuation
funds generally. It is one of the rea-
sons why you would hold Australian
stocks.”

Touché Mr Costello!

If it's good enough for the Future
Fund to be given a refund for over-
paid tax, why isn't it good enough for
all SMSFs?

SAFAA is a member of the Alliance
for a Fairer Retirement System.

The ALP's stated policy to remove
the cash rebates on franking credits
for those who pay no tax will impact
directly on many retirees on modest
incomes and discourages saving
for retirement. It infringes on the
principles held by the Alliance for
a Fairer Retirement System of ad-
equacy, sustainability, certainty
and fairness.

Fairness requires that the retire-
ment system treats people in the
same circumstances equally. The
move to refund franking credits to
all shareholders was undertaken
with the intention that shareholders
should be taxed at their marginal
rate. Failure to refund credits to
those who pay no tax means that
their investment income would be
taxed at the corporate rate of 30%.

Further, exempting those receiving
social security benefits means that
retirees on the same income will be
taxed at very different rates.

| have included further information
on the impact of Labor's proposed
changes to franking credits, and the
response of the Alliance for a Fairer
Retirement System on pages 7 & 8.

How you can help us win the
Franking Credits debate

The Alliance for a Fairer Retirement
System is looking for Case Studies.

We want people such as Arthur
Smith profiled in our July Monthly to
tell us their story.

If you have clients who are pre-
pared to have their story told, please
contact me. This is a debate that self-
funded retirees can't afford to lose. m

7\

nnAn

Conduct Risk Workshop

Understand where Conduct Risk might go wrong; and where it belongs in the risk world.

Learn how it will affect you.

2 hrs | Sydney 14 September. Register today!
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FASEA Update Pt 1 - Continuing Professional
Development (CPD)

AFAA HAS LODGED a Sub-
mission with FASEA in relation
to its Consultation Paper on its pro-
posed requirements for Continuing
Professional Development (CPD).
To recap, last month we summa-
rized FASEA's proposals as follows:
* Afinancial adviser must complete
50 hours of CPD in each CPD
year
e 70% of this amount must be ap-
proved by the Licensee
* the adviser must keep continuous,
up to date records of their CPD
for 6 years after the end of the
CPD Year
CPD must be undertaken in the
areas listed in the table below.
FASEA is not proposing to ac-
credit CPD Courses. It will be up

CPD CATEGORY

to Licensees to self-assess CPD, in
accordance with FASEA Guidance.

In our Submission, SAFAA argued
that 50 hours of CPD per annum
might be appropriate for some fi-
nancial advice sectors. However, in
relation to stockbroking, we drew
attention to the long-standing CPD
standard under the Market Integ-
rity Rules, namely, 20 hours CPD
per annum, of which 8 hours was
required to be in the area of compli-
ance. These standards had been in
place for well over 20 years, and that
there is no evidence in our industry
sector of lack of technical expertise
or professionalism such as to justify
the conclusion that this standard was
inadequate.

SAFAA therefore argued that the

MINIMUM HOURS PER YEAR

existing CPD standards under the
MIRs should remain in relation to the
stockbroking sector.

If there is to be a CPD obligation
in relation to ethics, having regard
to the weight being attached to this
subject in the current public debate
in the finance industry generally, then
a requirement for 10 hours CPD
per year for that subject is exces-
sive. We questioned whether there
would be enough CPD available in
this subject area that would enable
advisers to complete this amount of
CPD without repeating the same, or
substantially similar, courses multiple
times. SAFAA proposed that a bet-
ter approach was the one adopted
by the Legal Profession to address
issues in relation to Workplace and
OHS, demonstrate completion of
5 hours CPD once in every rolling
three-year period.

SAFAA also drew attention to the
highly financial planning flavor of the
FASEA proposals, and that CPD
in the area of stockbroking should
include the types of sessions that
are specific to our industry, includ-
ing company presentations, analyst
presentations and morning meetings.

The requirement for retail financial
advisers to complete FASEA-pre-
scribed CPD comes into force on 1
January 2019.

MINIMUM APPROVED HOURS PER YEAR

1  Technical Competence

5 CPD hours minimum

3 CPD hours minimum

2  Client Care and Practice

5 CPD hours minimum

3 CPD hours minimum

3 Regulatory Compliance and
Consumer Protection

10 CPD hours minimum

10 CPD hours minimum

4  Professionalism and Ethics

10 CPD hours minimum

10 CPD hours minimum

5  Other Advisers/Licensee selected CPD

20 CPD hours minimum
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FASEA Update Pt 2 — Professional Year (PY)

AFAA HAS LODGED aSub- ¢ 800 hours of education and SAFAA questioned how the 1800

mission with FASEA in relation training; hours could be attained in a 48 hour

to its Consultation Paper on the + 1000 hours of work and super-  week, and allow for the New Adviser
requirement for the Professional Year vised experience. to do much else. In relation to the 800
(PY), to be completed by all New In order to be a Supervisor, a  hours training, given that a person
Advisers from 1 January 2019. person must have at least 2 years’  cannot commence their PY unless
As members will be aware, anyone experience as a relevant provider. they have completed the approved

who is not an existing adviser as at In the SAFAA Submission, we  B,chelor's Degree, we questioned
31 December 2018 will be a New highlighted that the PY p.roposal what would comprise such a sub-
Adviser. They will not be able to be was, in qur V|ew., over—englneergd, stantial amount of training.
authorized as a financial adviser until .ar:dtrlequwe(;i a high Ievil t(;f tadmlcr;— As with the CPD Proposals re-
. istration and paper work that made L
they h let Prof I .
Ye(;y a;/iﬁ%rzfl: eecilaof ;o eislzr;:ij the framework a high cost one. One phorte: on above; Sf:FAA hlghkllk?htked
rk,w(; I, ) I}Il) r hUP I’VI. q result that was likely was that only the t att.enatur.eo W at.astoc ro e,r
wor ar'1 training. urlng“t at pgrlo ' large institutions could carry the cost does. is considerably different to a fi-
they V\{I” be I.<nown as a “provisional of advisers undertaking a PY in the nancial planner. The.type of .work, and
financial adviser”. form that was being proposed. This the type of supervision, envisaged by
We reported on the FASEA PY begs the question as to whether the FASEA in Q1-Q4 of the PY, does not

proposals in last month’s edition of  Government wants the bulk of new  at all reflect reality in stockbroking.

the SAFAA Monthly. In particular,  advisers trained within large institu- SAFAA has offered to work with
FASEA is proposing that the Profes- tions? Is that the outcome that the FASEA to develop supervisory stan-
sional Year must be the equivalentof ~ Government had in mind in introduc- ~ dards that more accurately reflect the
1800 hours, consisting of: ing these reforms? stockbroking industry.

SUBMISSIONS | Members can view submissions at www.stockbrokers.org.au

POLICY ENQUIRIES | Peter Stepek, Policy Executive, pstepek@stockbrokers.org.au

"aew = wadl

Committee News

Recent and upcoming meetings of the Stockbrokers And Financial Advisers Association - Committees, Working
Groups and Advisory Panels:

Master Practitioner Member MSAFAA applications approved:
e Andrew Blunt, Bell Potter Securities
* Peter Evans, Bell Potter Securities

¢ Matthew Wilson, Shaw and Partners

Practitioner Member MeSAFAA application approved

* Douglas Tognolini, IQ Money Management

www.stockbrokers.org.au p. 7


https://www.stockbrokers.org.au/advocacy

Developed jointly by the Stockbrokers And
Financial Advisers Association and Western
Sydney University’s highly regarded Sydney
Graduate School of Management (SGSM), the
Master of Stockbroking and Financial Advising
is set to become the benchmark qualification
that employers, regulators, and clients expect
from practitioners who work in the stockbroking
and financial advisory industry.

SAFAA ACCELERATOR PROGRAM

You can get the qualifications you need,
without having to pause your career with the
SAFAA Accelerator Program. SGSM is offering
experienced advisers the opportunity to absent
themselves from the unit course work and
undertake an assessment in two program units.

The program also involves the candidates sitting
a Challenge Exam. Interested candidates attend
a two hour information session on what is
involved in sitting the Challenge Exam.

Challenge Exams are typically three hours in
duration and will be held on published day/
times in approved venues.

To find out more about the SAFAA Accelerator
Program and our Master of Stockbroking

and Financial Advising contact
education@stockbrokers.org.au or call

02 8080 3200.

SGSM Stockbrokers
And Financial Advisers

SYDNEY GRADUATE SCHOOL . s o__q
OF MANAGEMENT Association Limited
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ASIC's Market Integrity
Group’s priorities for
2018-19

ASIC’s priorities and activities for market intermediaries

address the changing market dynamics and emerging risks that,
if not properly addressed, could undermine ASIC’s vision for a

fair, strong and efficient financial system for all Australians.

In 2018-19, the Market Integrity Group’s (MIG) priorities are:

1. Conduct

2. Technology risk and resilience

3. Effective capital markets

ASIC

Australian Securities & Investments Commission

ASIC encourages you to plan for the year ahead by assessing your firm’s risk management
framework against these priorities.

STRATEGIC PRIORITY 1:
Conduct

Culture and conduct directly affect
a firm’s ability to put the client first.
Good culture and conduct should
be embedded in your organisation.

ASIC is changing its approach to
overseeing the highest risk firms in
our market, with a greater focus on
governance, and the systems and
controls that prevent poor conduct.
ASIC expects all firms to have a
professional and robust approach to
conduct — to operate with integrity
and to act in the best interest of their
clients. This includes:
e proactively identifying conduct
risks
* encouraging accountability for

conduct across all areas of the
firm

* supporting staff to improve
conduct

* board and executive oversight of
conduct and a focus on the con-
duct implications of the decisions
that they make.

ASIC will periodically test these
themes and expects firms to demon-
strate how they've addressed them.

ASIC's work will focus on:

* wholesale over-the-counter
(OTC) markets — primarily fixed
income, currencies (FX) and
commodities (FICC markets) and
equity derivatives, and will incor-
porate testing your practices,
overseeing the bank bill swap rate
(BBSW) set and trade reporting.

* retail investor protection — retail
OTC derivatives, cryptocurren-

cies, fraud prevention, quality of
advice and client money.

STRATEGIC PRIORITY 2:

Technology risk and
resilience

ASIC’s focus is to support the
opportunities and economic
benefits of innovation in financial
markets, while managing the risks.

Market intermediaries rely heavily on
technology to deliver their services.
Robust technology governance
and operational risk management
is central to their effectiveness.

This is particularly important in an
increasingly automated environment,
and with growth in artificial intelli-
gence and machine learning. It's im-
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portant that these tools are carefully
scoped, implemented and monitored.
ASIC expects compliance personnel
to have sufficient understanding of
the technologies used in their firms
so they can meaningfully challenge
practices and activities, and test the
adequacy of controls.

Cyber security continues to be
a key priority. Increased reliance on
data, digital connectivity, outsourc-
ing of key services to third parties
and sophistication of cyber crimi-
nals creates an increased risk of a
cyber-attack. Information technology
disruption or incidents at interme-
diaries may have broader systemic
implications. Intermediaries need to
be vigilant in protecting their systems
against unauthorised intrusions and
disruptions, and in protecting inves-
tor data.

Ad(ditionally, ASIC will continue to
focus on technology-enabled offend-
ing this year, with a focus on proac-
tive surveillance to identify computer
hacking, related market activity and
potential interference.

STRATEGIC PRIORITY 3:
Effective capital markets

ASIC’s vision is to protect the
integrity and success of the
Australian financial system.

Effective governance and controls
focuses on the quality, indepen-
dence and reliability of the internal
processes to manage a firm and the
firm's risk and compliance with the
law. It includes the responsibilities
and functioning of the board, and the
adequacy of the internal structures,
operational controls, and procedures
to manage risk and compliance
throughout the firm. As part of ASIC's
reviews it may test whether firms are
adequately fostering a risk and com-
pliance management culture.

ASIC is conducting a review of al-
location practices in capital raising
transactions, including conflicted
business models. Allocations in
keenly sought-after transactions have
value, which may incentivise inter-
mediaries to allocate securities to

parties that can further their business
or personal interests. ASIC is en-
gaging with a range of stakeholders
and reviewing a selection of capital
market transactions to understand
how allocations are being conducted
and the disclosure that is provided
to investors.

ASIC has commenced the pro-
cess of consolidating and reviewing
its market integrity rules. ASIC is
proposing to simplify and improve
the rules, including consolidating the
capital rules into a single rule book.
ASIC will continue to monitor market
participants’ compliance with their
suspicious activity reporting, particu-
larly those who have submitted few, if
any, reports. ASIC intends to re-test
the cleanliness of our listing markets.

ASIC’s approach to supervi-
sion will change to be more future-
focused and proactive, with firms
considered a higher risk to expect a
more intensive level of supervision,
including a greater on-site presence.

For more information about MIG’s
2018-19 priorities, please visit the
ASIC website.

Introductory
Series

Increase your industry
knowledge today!

Intro to Derivatives

Intro to Exchange
Traded Options

Intro to Stockbroking
& Financial Advising

R CR VG

Register today!
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THE ALLIANCE FOR A FAIRER RETIREMENT SYSTEM

Removing the cash rebate

on franking credits

N IMPORTANT objective for

government is to encourage
older Australians to save for retire-
ment and to support the majority
of retirees (58%) who take pride in
being either fully or partly self-funded
in retirement. This majority includes
many self-funded retirees and almost
half of the current 1.1 million SMSF
trustees who are either in the pension
phase, or who will move into that
phase shortly.

The ALP's stated policy to remove
the cash rebates on franking credits
for those who pay no tax will impact
directly on many retirees on modest

incomes and discourages saving
for retirement. It infringes on the
principles held by the Alliance for
a Fairer Retirement System of ad-
equacy, sustainability, certainty
and fairness.

Adequacy measures the degree to
which the retirement system enables
people to achieve a sufficient stan-
dard of living in retirement relative
either to the standard they enjoyed
while working, or as compared to
an objective budget standard for
retirees. No single retirement income
target will be appropriate for all
groups. Denying the tax rebate on

The Alliance

for a Fairer
Retirement

System

franking credits will have an im-
mediate impact on many retirees
and substantially reduce retire-
ment incomes, threatening income
adequacy.

EXAMPLE 1: an SMSF in pension

mode with no age pension and

$1m of savings invested in Austra-

lian shares will see a 30% drop in

income.

* Current system - dividends
$42,000 + franking credits
$18,000 = total income $60,000,
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* Proposed policy without franking
credits — total income $42,000

EXAMPLE 2: a retiree couple with
no age pension, $800,000 in shares
and $75,000 on deposit in the bank.

* Investment income $36,000 plus
franking credit $15,400 = total
income $51,400

*  Without franking credits total
income for the couple is $36,000

Sustainability requires that gov-
ernment expenditure on the retire-
ment income system through the
age pension and superannuation tax
concessions must be affordable over
the long term. Changes to retirement
income policy must contribute to
fiscal sustainability by encouraging
self-sufficiency. The potential loss of
income under the ALP policy may en-
courage retirees to sell down assets
and seek income support through
the age pension. This is especially
true in example 2 above, given that
the full age pension for a couple
with less than $375,000 in assets is
$35,573. Upsizing to a more expen-
sive home, for example, could ensure
they receive a very similarincome and
preserve their assets. Discouraging
saving for retirement is not good
policy as it threatens the sustain-
ability of the system.

Older Australians require certainty
to plan for retirement with confi-
dence, and should have sufficient
time to alter their arrangements in re-
sponse to proposed policy changes.
The ALP's intention to legislate for the
removal of cash refunds on franking
credits, if and when they gain office,
leaves little opportunity for those in
retirement to alter their savings plan.
Such short-term thinking completely
contravenes the need for policy
certainty in retirement planning
and creates undue anxiety.

Fairness requires that the retire-
ment system treats people in the
same circumstances equally. The
move to refund franking credits to
all shareholders was undertaken
with the intention that shareholders
should be taxed at their marginal
rate. Failure to refund credits to
those who pay no tax means that

Denying the tax rebate on franking credits will have an

retirement incomes, threatening income adequacy.

immediate impact on many retirees and substantially reduce

their investment income would be
taxed at the corporate rate of 30%.
Further, exempting those receiving
social security benefits means that
retirees on the same income will be
taxed at very different rates.

EXAMPLE 3: A Couple on the full
age pension and with $300,000 in
APRA regulated superannuation

 Age pension income of $35,573
+ $18,000 in dividends and
franking credits = total income of
$53,573 — no change under the
new policy

Compare Example 3 with Example
1. The couple who worked hard to
save for retirement, and who have
no age pension, but $1m in their
SMSF are worse off than those
who have only saved $300,000.
This is not fair! It discourages sav-
ing for retirement and will threaten
the sustainability of the retirement
system. m

H

|
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ALLIANCE FACT SHEET

The Alliance
. for a Fairer
! Retirement
System

Franking Credit Refunds

Who will be affected by the denial of cash franking credit refunds?

® Amongst the Australian population of around 25 million, 17% or around 3.6 million retirees in Australia over the age

of 45 as at December 2017. Just over one third (34%) are self-funding and one half are over 70."

e |tis estimated by the Parliamentary Budget Office (PBO) that over 1.2m Australian taxpayers will be impacted by the

ALP policy.

e Retail investors make up 92% to 99% of shareholders on the register of companies such as Telstra, AMP, IAG, BHP and

the major banks. They own 53% of Commonwealth Bank shares and 34% of BHP Billiton shares.

e Around 70% of taxpayers over the age of 75 receive franking credits, with an average value of $6,347. Many of these

retirees would have a 30% drop in dividend income under the ALP policy.

e Those likely to be worse off include not only self-funded retirees, but also taxpayers earning less than $65,000,

18-65-year-olds running their own business, single parents, and non-working spouses.

® Most retirees in an SMSF will be adversely affected. The median franking credit rebate for SMSFs is $5,100. The vast
majority of those with APRA-regulated institutional superannuation, on the other hand, will not be impacted.

e Consequently a retiree on a full age pension with $300,000 in retirement savings will receive a significantly greater

income than a retiree with an SMSF who has saved $1m for retirement.

e Another group that is not included in the above figures is small business owners who derive their retirement income

from dividends and franking credits on the equity they invested in their unlisted companies. There are around

500,000 incorporated SMEs, although we do not know how many will be affected.

Australian Retail
Shareholders®

With the introduction of dividend im-
putation in 1987 and the removal of
the double taxation of dividend, Aus-
tralian Shares have been a preferred
savings vehicle for many. Shares
have often been acquired as a result
of the large-scale demutualisations
and privatisations that have occurred
over the past 25 years. Well know
names such as Telstra, AMP, IAG,
BHP and the major banks have been
preferred stocks for retail investors
who constitute between 92% to 99%
of shareholdings on the registers of
the these companies. (See Table 1
on page 14)

This has been especially true for
older Australians who have received
little benefit from the Superannua-
tion Guarantee introduced in 1992.
For this cohort, share ownership
has been a critical part of retire-
ment planning over past decades.
As a consequence, the impact on
older Australians is greater. Around
70% of tax-payers over the age of
75 receive franking credits, with an
average value of $6,347. (see Table
2 on page 14)

Taxpayers Affected’

It is estimated that over 1.2m Aus-
tralian taxpayers will be impacted by
the ALP policy. The Listed Investment

Companies Association of Australia
has highlighted the increased tax
burden on individuals with low mar-
ginal tax rates and those who do not
access a government pension.

Depending on an individual's in-
come level and mix, the policy may re-
duce alow-income earner's after-tax
income by up to 30 per cent. Those
likely to be worse off include not
only fully or part self-funded retirees,
but also taxpayers earning less than
$65,000, 18-65-year-olds running
their own business, single parents,
and non-working spouses.

Figures on Table 3 (page 13) on
the number affected come from the
Parliamentary Budget Office.
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TABLE 1
Company Name Retail Shareholding Retail Shareholding % No. of Retail Record Date
% register by value register by number Shareholders up to
10,000 shares
Commonwealth Bank 53% 99% 797,272 31/03/2018
ANZ Bank 42% 97% 505,781 31/03/2018
National Australia Bank 47% 97% 552,245 31/03/2018
Westpac 46% 96% 591,161 31/03/2018
Telstra 20% 92% 1,284,818 2016
Insurance Australia Group 34% 99% 690,297 2017
BHP Billiton 22% 97% 540,248 2017
AMP 27% 99% 740,887 2018
TABLE 2
Age Number of taxpayers Number receiving % receiving credits Total value of Average value of
franking credits franking credits franking credits
Under 18 117,448 6594 5.6 2,418,853 367
18-24 1,554,458 50049 3.2 31,794,715 635
25-29 1,478,576 88,656 6.0 62,889,801 709
30-34 1,468,114 137,228 9.3 166,459,288 1213
35-39 1,304,319 181,259 13.9 313,909,136 1732
40-44 1,366,974 249,274 18.2 604,043,154 2423
45-49 1,281,344 291,315 22.7 879,100,713 3018
50-54 1,268,198 346,531 27.3 1,092,348,645 3152
55-59 1,125,540 361,702 32.1 1,191,686,074 3295
60-64 885,803 337,779 38.1 1,166,176,413 3452
65-69 591,108 283,199 47.9 1,127,091,830 3980
70-74 316,936 167,963 53.0 803,112,142 4781
>75 454,996 318,256 69.9 2,048,484,147 6437
TABLE 3
Individual taxpayers:*
Australian government pension and alloWanCe FECIPIENTS .........ciciiiiiiiceieeeeee ettt ettt e st st sa e e saeseebesbesaessessesseseeseebesaessesensenseseeseans 320,000
Not an Australian government pension and allOWaNCE FECIPIENT ....c..iiiiiiiiiiieiieie ettt sttt et e et e saeebe e bt e beeseesseesbessbenbeenseeseesseensas 840,000

Superannuation funds directly affected:*
SMSFs in receipt of an Australian government PeNSIONS OF AIlOWANCE .......ciuiriiiiiiieii ettt sttt ettt be bttt s et eae e 20,000
SMSFS® not receiving Australian government PenSion OF @IIOWEANCE .......cc.eiiriiiiiiiii ettt ettt sttt be st se et be e e e eneeae 210,000

APRA-regulated super fund members

Total number of citizens affected by removal of imputation credit refunds:

Member of SMSFs not in receipt of age PENSION OF AIOWANCES .......ccueiiiiiiiiie ettt e et e st e et esateessteeesbeesnseesteesnseesnseessessnsessnsen 420,000
PN Y =YWL =Y d=Yo I 0T oo a4 T=T 0o o T PP 2,300
Individual tax-payers not in receipt of age PENSION OF AIlOWANCES........coiuii it e e st ee et esbeessteesteeebeesnbeesseesseesnnes 840,000
TOTAL .ottt h et et b et e bbbt h et e ekt e E R e e Rt R R R s bR R b bR R b bRt e Rt e Rt e bbbkt e et b et n bt ene 1,262,300

T ABS December 2017, 6238.0 - Retirement and Retirement Intentions

2 Source Australian Shareholders Association 2018, 6 July

3 Figures derived from Parliamentary Budget Office 4 May 2018.

4 Retirees in receipt of Australian government pensions and allowances as at 28 March 2018 would be exempt from this policy — referred to as the Pensioner Guarantee.
5 Given that there is an average of two members in each SMSF, the number of SMSF members affected is approx. 420,000.
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Rebooting -

cyber
security

By Robyn Adcock

As legislation at home and abroad continues to develop, it G) Gallagher

is key that all businesses understand the cyber exposures

they face and how best to mitigate against the threat of

breaches, which could be costly from both a financial and reputational perspective. Happily there

are signs that this message is starting to skin in at boardroom level in Australia. But is enough being

done?

ARELY A DAY goes by with-

out some form of cyber breach
making the news. In fact, since
mandatory data breach notification
legislation was launched in Australia
in February, the Office of the Aus-
tralian Information Commissioner
(OAIC), has received notifications of
242 breaches up to 30 June 2018.

In May 2018, HR company Pa-
geUp, which counts Coles, Australia
Post, Telstra and others among its
clients, experienced the largest data
breach since the roll-out of the Notifi-
able Data Breach scheme.

The firm, which has more than 2
million active users spread across
190 countries, saw “unusual activity”
on its IT systems, and notified the
relevant regulators both in Australia
and around the world following the
breach. This highlights that while

cyber breaches and attacks are be-
coming more understood, the threat
is certainly not diminishing.

EU joins the legislation
game

With many Australian businesses
now subject to mandatory breach
notification at home, regulators in the
European Union have released some
of the most onerous cyber legislation
in history: the General Data Protec-
tion Regulation (GDPR).

Legislation in Europe applies to any
Australian business with ties to the
region. In practice this means that if
your business has a presence in the
EU, offers goods and services in
the EU, or monitors the behaviour of
individuals in the EU, it is likely to fall
under the remit of GDPR.

OAIC has said that it is committed
to internationally co-ordinated ap-
proaches to privacy, such as GDPR,
and is therefore likely to work with
EU regulators to enforce GDPR in
Australia where necessary.

Attacks continue to
rise, but so do security
measures

Conversations around cyber insur-
ance have picked up markedly in the
last 12 months following new legis-
lation and a series of major global
ransomware attacks in 2017. These
regulatory changes are in addition to
the rise in number of breaches both
reported and unreported.

Spending on cyber security has
also surged over the past 12 months.

www.stockbrokers.org.au p. 15
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A report published by Australia’s
Cyber Emergency Response Team
(AusCERT) and advisory firm BDO
found that 58% of businesses in
Australia and New Zealand had
increased their cyber security spend-
ing over the course of 2017. This
increased spending led to a lower
incidence of cyber breaches, as
companies that spent more on se-
curity reported 52% fewer malware
and Trojan infections, and 37% fewer
ransomware attacks.

How can insurance help?

Fines and penalties related to GDPR
are headline grabbing thanks to
their size and scope. Businesses
that fall foul of the legislation, and
fail to protect data, may be subject
to fines of up to €20 million or 4%
of annual global turnover, whichever
is greater. For comparison, fines for
serious and repeat interference with
privacy within Australia can reach up
to $420,000 for an individual, and $2
million for a business.*

Some jurisdictions have said that
fines and penalties related to GDPR
will not be covered by insurance but,
as the legislation is new, it remains to
be seen how this will play out.

These fines are complicated areas
and until they are actually levied
against companies, it will be impos-
sible to affirm whether they can be
covered within the scope of a cyber
policy. However these policies are
still a vital tool for absorbing costs
caused by other areas of complying
with, defending or appealing the
consequences of a breach.

Cyber is no longer silent. With
GDPR and mandatory breach notifi-
cations now a reality, cyber breaches
are part of the public sphere, which
brings with it challenges for all
businesses.

From a compliance perspective, it
is better to be safe than sorry. If you
think you fall under the regulations, a
framework you put in place will only
benefit your business from a security
and trust standpoint.

* All fines current to August 2018

58%
m of organisations surveyed in
Australia and New Zealand are

spending more on cyber security,
a 35% increase since 2017

87%

=== to a cyber incident

of respondents feel more confident
in their ability to be able to respond

The 2017/2018 Cyber Security Survey finds that Australian businesses are spending
more on their cyber security and are more confident in their cyber security defences.

$1.2 billion
estimated cost related to
Petya/Not Petya, 2017's
biggest cyber attack

230,000

number of computers around
the world infected by Wannacry
cyber attack of 2017

1

Phishing (19.3%)

Top three cyber security incidents impacting Australian/New Zealand businesses:

2 3

Malware (17.9%)

Ransomware (17.8%)

The state of cyber
security in Australia

The 2017/2018 Cyber Security Sur-
vey found that Australian businesses
are spending more on their cyber
security and are more confident in
their cyber security defences.

58% of organisations surveyed in
Australia and New Zealand are spend-
ing more on cyber security — a 35%
increase since 2017

87% of respondents feel more con-
fident in their ability to be able to
respond to a cyber incident

$1.2 billion — estimated cost related
to Petya/Not Petya, 2017’s biggest
cyber attack

230,000 — number of computers
around the world infected by Wanna-
cry cyber attack of 2017

Top three cyber security incidents
impacting Australian/New Zealand
businesses:

1) Phishing (19.3%)
2) Malware (17.9%)
3) Ransomware (17.8%)

Source: AusCERT/BDO
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/australian microcap

investment conference

You are invited to attend the
9th Annual Australian Microcap Investment Conference

OVER 2 DAYS

Wednesday, 17 October and Thursday, 18 October 2018
Sofitel Melbourne On Collins, Melbourne

Companies presenting include:

¢ Actinogen Medical Limited (ACW)

e Altech Chemicals Limited (ATC)

e AusCann Group Holdings Limited (AC8)

o Auswide Bank Limited (ABA)

¢ Bluechiip Limited (BCT)

e Clean Seas Seafood Limited (CSS)

e CV Check Limited (CV1)

e Diatreme Resources Limited (DRX)

¢ Gage Roads Brewing Company Limited (GRB)
e Genex Power Limited (GNX)

e HRL Holdings Limited (HRL)

¢ Image Resources NL (IMA)

e intelliHR Holdings Limited (IHR)

e LBT Innovations Limited (LBT)

o Leaf Resources Limited (LER)

e Micro-X Limited (MX1)

e NOVONIX Limited (NVX)

¢ Phoslock Environmental Technologies Limited (PET)
* Praemium Limited (PPS)

e Prime Financial Group Limited (PFG)
e The GO2 People Limited (GO2)

» Vimy Resources Limited (V1Y) RECEIVE A FREE REGISTRATION TO
* XTEK Limited (XTE) *"| THE CONFERENCE - VALUED AT $695.

For further information and to register . Mention booking code: SAFAA2018 Places are limited.

Registration includes attendance at the two day conference, meals,
networking function, conference program and research notes.

visit www.microcapconferences.com
or call 03 8352 7140

Event Partners Association Partners
Stockbrokers
E"v UF And Financial Advisers

MELBOURNE
A
MOLIVO BOURSE Vasco

Fund Services

ooooooooooooooo

Association Limited
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What is the SFLU?

By Peter Grace

FLU IS THE SUPER Fund

Lookup system maintained by
the ATO. It is a public register of
all superannuation funds. It is used
predominately by other super funds
and employers to check whether they
can make rollovers or contributions
to a SMSF.

The register shows details about
the fund such as its ABN, contact
details and its status. The SFLU sta-
tus will change as the SMSF passes
through its first year of operation.

The ATO is now much more rigor-
ous in checking applications to set
up a SMSF. It uses analytical risk
models to assess:

e whether the fund may be being
set up to facilitate illegal early
access,

* if the members, trustees and ad-
visers involved with the SMSF are
of suitable ‘character’, and

* the viability of the SMSF where
it is being used to purchase a
geared property.

The ATO will examine the financial
history and past behaviour of the
members, trustees and profession-
als associated with the SMSF. This
would include administrators, agents,
accountants, lawyers, financial ad-
visers, stockbrokers and SMSF
auditors. A review of the SMSF may
be triggered where any of these indi-
viduals has been bankrupt, has debts
owing to the ATO, has outstanding
lodgements, has a poor lodgement
or payment history or if the individual
has been linked to other SMSFs of
concern.

The status of a SMSF will initially
be ‘Election to be regulated being
processed’ This means an applica-
tion has been received but the fund
has not yet been registered. The

WWW.

SMSF cannot receive rollovers or
contributions.

If the SMSF is not considered
a risk, the SFLU status will be up-
dated to ‘Registered — status not
determined’. This means it can ac-
cept rollovers and contributions but
that it has not yet been declared a
‘complying’ fund.

Where risks are identified, the
SFLU status will be set to ‘Registra-
tion details withheld’ whilst investi-
gations continue. The trustees can
appeal against this decision and
must address the concerns raised
by the ATO in the registration checks.

After the first year of operation, the
fund must lodge an SMSF annual
return (SAR) by 31 October. Lodging
a satisfactory, audited SAR provides
assurance the fund is complying and
on track and demonstrates that the
trustees can run their SMSF properly.
The SFLU status will be updated to
‘complying.

If the SMSF fails to lodge their
first SAR, their SFLU status will
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be changed to ‘Regulation details
removed.

Further details of the SFLU can be
found at https://superfundlookup.

gov.au/
Research has shown that most

SMSFs are set up at the suggestion
of a financial professional. To prevent
delays, advisers should ensure mem-
bers and trustees follow the SMSF
establishment process set out on the
ATO website. It would be prudent
to tell clients about the SFLU and
the checks made by the ATO in the
registration process. m

Our RG146 Superannuation course is
highly recommended for anyone who
advises on securities in self managed
or other superannuation funds. For
details of SAFAA’s Superannuation
course, please contact SAFAA’s Head of
Education, Gillian Gilmore.


https://superfundlookup.gov.au/ 
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EDUCATION

Continuing Professional Development september - December 2018

SEPTEMBER

14 Fri 9:00am to 11:00am Sydney Conduct Risk Workshop 2CPD (Compliance)

19 Wed 10:00am to 2:00pm Sydney Introduction to Derivatives Workshop 4CPD

26 Wed 8:00am to 9:00am Sydney Conduct Risk Refresher 1CPD (Compliance)

OCTOBER

4 Thurs 1:00pm to 4:00pm Perth A Day in the Life of a Trade Workshop 3CPD (Compliance)

5 Fri 9:00am to 12:00pm Perth A Day in the Life of a Trade Workshop 3CPD (Compliance)

17 Wed 9:00am to 1:00pm Melbourne Introduction to Derivatives Workshop 4CPD

17 Wed 9.30am to 12.30pm Sydney Introduction to Stockbroking & Financial Advising Workshop 3CPD

23 Tues 8:00am to 9:00am Sydney Insider Trading Refresher 1CPD (Compliance)

24 Wed 9:00am to 1:00pm Sydney Introduction to Derivatives Workshop 4CPD

30 Tues 9:00am to 12:00pm Sydney Market Manipulation & Other Prohibited Conduct Workshop
4CPD (Compliance)

30 Tues 9:00am to 11:00am Melbourne Introduction to Exchange Traded Options Workshop 2CPD

NOVEMBER

1 Thurs 9:00am to 11:00am Sydney Introduction to Exchange Traded Options Workshop 2CPD

8 Thurs 9:00am to 12:00pm Sydney Insider Trading Workshop 4CPD (Compliance)

14 Wed 1.30pm to 4.30pm Melbourne Introduction to Stockbroking & Financial Advising Workshop 3CPD

15 Thurs 9:00am to 11:00am Sydney Review & Remediation Workshop 2CPD (Compliance)

21 Wed 9:00am to 12:00pm Sydney A Day in the Life of a Trade Workshop 3CPD (Compliance)

22 Thurs 11:00am to 1:00pm Melbourne Review & Remediation Workshop 2CPD (Compliance)

26 Mon 9:00am to 11:00am Sydney Introduction to Warrants Workshop 2CPD

27 Tues 9:00am to 11:00am Melbourne Introduction to Warrants Workshop 2CPD

28 Wed 2:00pm to 5:00pm Melbourne A Day in the Life of a Trade Workshop 3CPD (Compliance)

29 Thurs 1.30pm to 4.30pm Melbourne Market Manipulation & Other Prohibited Conduct Workshop
4CPD (Compliance)

DECEMBER

5 Wed 8:00am to 9:00am Sydney Review & Remediation Refresher 1CPD (Compliance)

For further information visit the CPD Calendar

www.stockbrokers.org.au/education
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STOCKBROKERS AND FINANCIAL ADVISERS CONFERENCE

22 & 23 MAY 2019 | HILTON SYDNEY
Stockbrokers

« SAFAA 2019 www.stockbrokers.org.au/conference « And Financial Advisers

#2019SAFAA Association Limited

Adapting to Change

PROPOSED CONFERENCE TOPICS
INCLUDE:

v How the industry is evolving, and why Managed

Accounts will become so important

v" The role of technology in reshaping financial o o ©

services

v’ Ethical issues in the Financial Services Industry

v' Are ETFs the beginning of the end SAF‘ uf

v" FASEA - challenges of implementing 3 May 20" 9
generational reforms 22 & 2

v SAFAA's solutions for FASEA Education, exams,
& CPD For

ation visit

3 rm
ther info
fur /Con{erence
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kers.or9-
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v’ Reform of the SEGC - giving all stakeholders a
seat at the table

v" How Al can help firms and advisers improve

efficiency

v' Adapting to the changing geopolitical landscape

v Strategies to enhance cyber resilience

ANY SUGGESTIONS?

PLEASE EMAIL Andrew Green,
Chair, SAFAA 2019 Steering Committee

+ ++ SPONSORSHIP & EXHIBITOR PACKAGES AVAILABLE + + +

Please email dtran@stockbrokers.org.au
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