AUSTRALIAN CATHOLIC BISHOPS CONFERENCE

General Secretariat

Submission to the Financial System Inquiry

The Australian Catholic Bishops Conference (ACBC) is a permanent institution of the Catholic Church
in Australia and the instrumentality used by the Australian Catholic Bishops to act nationally and
address issues of national significance.

The ACBC appreciates the opportunity to make a submission to the Financial System Inquiry on
behalf of Catholic Development Funds (CDFs). CDFs provide treasury services to Catholic (Arch)
Dioceses, clergy, other Church entities and provide an opportunity for lay supporters of the Church
to make a contribution of funds to assist with the financing of the Church’s capital and recurrent
requirements. Other Churches conduct similar operations.

This submission sets out in general terms the impact of proposed changes to the current exemptions
from the Banking Act given by APRA for Religious and Charitable Development Funds which includes
CDFs.

This submission is particularly relevant to the Financial System Inquiry Terms of Reference 1(3) and
4(3) due to the impact of policy and regulation on the way in which the Catholic Church (and other
Churches) can access capital and organise its financial arrangements to maximise the benefit to the
community.

Summary

The Catholic Church contributes in a wide variety of ways across the spectrum of Australian society.
As an integral part of its core mission, the Church seeks to assist people experience the fullness of
life. It is concerned with all that impacts on human wellbeing. It comprises many thousands of
different entities which have different purposes and modes of governance. It provides significant
infra-structure for the operation of health, welfare, aged care and educational facilities.

The ACBC argues that CDFs have played a central role in the delivery of the Church’s mission for
almost 60 years, enabling the provision of schools, churches and other vital community
infrastructure. APRA is proposing changes to current regulation which would restrict the operation
of CDFs and threaten their ability to help Church organisations pursue their mission.

CDFs are charitable entities established and controlled by Catholic Dioceses with a clear mission.
They take a prudential approach, carefully managing the funds with which they are entrusted, for
the purpose of funding capital works and delivering some surplus to offset recurrent expenditure on
religious, charitable and educational services which the Church provides to the community.

They are not the types of risk-oriented organizations chasing windfall profits that led to the
international turmoil of the Global Financial Crisis. They do not lend to the public but only to Church
entities.
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The nature of the relationship which CDF’'s have with their parishioners is special and unique.
Members of the Church who place some of their money with CDFs also have a different expectation
to bank customers, as they provide their money to assist the mission of the Church.

The current exemption framework has operated effectively and has protected the interests of those
who place monies with the CDFs. APRA has not made a compelling case for change and the ACBC
does not see that there is any demonstrated need for change having regard to the effective
operation of the current exemptions as they apply to CDFs.

History of Catholic Development Funds

CDFs have a long history of helping the Church establish important social enterprises in the
community.

In the 1950’s there was increased migration to Australia and Catholic Schools, requiring capital
extensions to accommodate growing enrolments were not afforded finance from financial
institutions due to a credit squeeze imposed by Government. The establishment of Archdiocesan
and Diocesan Development Funds was an initiative first undertaken in 1956 to overcome that credit
squeeze to enable schools to have access to capital.

A Parish Priest in Melbourne, requiring funds for capital projects, appealed for Catholic families in his
Parish to withdraw their savings from their financial institutions and invest their monies in a central
Fund under the control of the Archbishop. The pool of funds would enable the Archbishop to lend to
Schools within his Archdiocese for capital projects. A commercial approach was taken, with investors
receiving interest and Schools paying an interest charge. The Archbishop at the time said that the
Fund would “provide an opportunity for Catholics living in older and more settled Parishes to assist
in meeting the building needs of the newer areas of Melbourne”. This continues today with urban
growth and the need for new schools and parishes.

There are twenty four Development Funds operating in the Dioceses throughout Australia. Each CDF
is working for the mission of its respective Diocese, and the mission of the whole Catholic Church, in
helping to build today’s Church community by providing funds for schools, churches, aged care
facilities and hospitals. Integral to achieving this is the investment support received from Catholic
individuals and Church organisations.

The CDFs provide operational, business services and treasury facilities for parishes, schools and
church organisations as well as savings and investment accounts for individuals, including clergy,
across each Diocese. Each CDF is entirely independent and may offer a different range of services.
Each CDF has a relationship with a Bank which allows for the provision of the products and services
required. The CDFs assist in the accomplishment of the Church’s mission by seeking investments,
providing capital finance and income generation for the Diocese whilst ensuring prudent financial
management.

The pooling of funds from Catholic individuals, schools, parishes and Catholic organisations has
saved the Catholic community millions of dollars in interest, fees and charges, making the cost of
borrowing more affordable.

CDFs are charitable entities that are community-centred which carefully manage their money for the
benefit of both the Catholic and the broader community. They have not lost their ethical focus and
should not be penalised for the failures of others. During the global financial crisis the CDFs were
able to meet all their obligations. Since they only lend to church entities there is minimal risk of
default by borrowers.
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The benefit of CDFs to the Church

The operation of a CDF is the synergy of a number of different elements of a Diocese coming
together for the greater good of the Church and wider community.

The work of a Diocese includes religious services, education, health, social welfare, aged care, and
various chaplaincies and ministries, all of which have benefit not just for church attending Catholics
but for the wider community.

For a country Diocese, by way of example, a CDF allows the people of the Diocesan and parish
communities to participate in this social outreach in a tangible beneficial manner. Without the
support of lay people ‘investing’ in their local CDF the range of benefits to a community would be
significantly diminished.

The successful operation of a rural CDF is dependent on:

1. Diocesan, parish and school investments
2. layinvestments
3. Prudent and conservative management of the portfolio.

The interlinked nature of the work of a parish, Diocese, CDF, and the lay supporter of a CDF is
illustrated in this outline of one area of the life of a rural Parish:

Lay support for Aboriginal social welfare

e The lay people support their CDF

e The parishes and Diocese (the treasury function) supports the CDF

e The CDF is able to manage the funds

e Asurplusis generated

o A distribution from the surplus is then shared between the Diocese and the individual
parishes

e The Diocese meets the cost of public liability insurance for all the parishes bringing cost
savings to each community in the Diocese

e This saving, along with their own portion of the distribution, then allows the parish to
engage a pastoral worker in an Aboriginal social welfare programme

e The wider community benefits from the effectiveness of the services provided to one of the
most marginalised sectors of the community. The paybacks are both in reduction of other
costs on society (health, welfare, crime etc) and in the intrinsic value for the individuals who
receive the services.

The operations of CDFs draw heavily on the concept of mutual cooperation. CDFs allow each person
in a faith community to support the wider community according to their individual circumstances.
The contribution of a person who has a small account with $500 is as noteworthy as one with
$5,000. For the person making the decision to support their CDF it is a decision about community
rather than about profit or a commercial transaction.

The required wording, indicating the nature of the CDFs, distinguishing them from ADIs, and other

restrictions on advertising and products offered, as part of the current exemption which both APRA
and ASIC require, reflects this and is fully supported by the CDFs.
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Appropriate Regulation

The comments above highlight an absolute distinction between CDFs and other manifestations of
‘banking’ relationships. Lay people are supporting their parish, faith and diocesan community on
non-commercial grounds. It is not a banking relationship. The contributions made by the
parishioners are either used to finance church capital works or invested in the banking system with
negligible risk. Those who participate in the CDFs are well aware of the nature of their investment
and do not consider that it is an alternative to their bank. The current prohibition on giving access to
ATMs and offering cheque books to lay participants reinforces this differentiation.

The ACBC is aware that there needs to be proper regulation to eliminate the risk that bogus
organisations manifesting themselves as charities might seek to undertake similar activities. Equally
the ACBC recognises the need to stop unregulated bodies through their service offerings giving the
impression to the general public that they are a regulated ADI. The capacity of an entity to conduct a
Religious and Charitable Development Fund needs to be demonstrated.

Most importantly the regulation should focus on the communication to participants so that they
fully understand the nature of their participation.

Impact of disallowing flexibility in contributions

Further restrictions relating to the products offered, as is currently being proposed in
correspondence with APRA (as set out in the attachment to this submission), will have a significant
impact on the Church’s ability to continue the level of support it provides to the community benefit.

A survey of CDFs indicates that overall the Church stands to lose $346 million in at call investments
which is 54.7% of total lay investments if a 31 day notice period is required. Added to this is the
likely flow on effect of the remaining 45.3% in Term Investments and the impact on Funds Under
Management is significant.

It is projected the loss of income available for the charitable works of the Church should lay investors
choose not to convert to 31 day notice investments is in the order of $7.5 million. Most of this loss
will be in regional and remote communities.

In practical terms the further exclusion of clergy and staff investments will result in the loss of $45.5
million in at call investments. This alone results in a projected loss of income available for the
charitable works of the Church of another $1.0 Million.

Conclusion

The ACBC appreciates that relative to the banking and superannuation sectors the funds held in
Religious and Charitable Development Funds is minuscule and even if some or all of them fail there is
no risk to the ongoing viability of the financial services sector in Australia. In themselves, however,
and in the context of the contribution which the Church makes to Society they are important and
worthy of consideration in this Inquiry.

The ACBC respectfully requests that the Financial System Inquiry note:
a) The important contribution that Religious and Charitable Development Funds make to the
management of finances within the Churches;

b) That the regulation of these activities should be proportionate and not unduly impact on
their capacity to attract support from members of the Church.
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The ACBC respectfully requests that the Financial System Inquiry recommend that additional
restrictions as proposed by APRA are unwarranted.

Attached are three documents providing additional information and perspectives in support of this
submission:

a) A submission dated 4 October 2013 addressed to APRA which deals with the latest APRA
proposals;

b) A submission dated 12 July 2013 addressed to the Australian Securities and Investments
Commission relating to consultation paper 207,

c) A submission dated 24 May 2013 addressed to APRA from the Diocese of Bunbury providing
a particular rural diocese’s perspective on the APRA proposals.

Yol

Rev Brian Lucas
General Secretary
28 March 2014

Yours sincerely
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AUSTRALIAN CATHOLIC BISHOPS CONFERENCE

General Secretariat

4 QOctober 2013

Mr Neil Grummitt

General Manager, Policy Development
Policy, Research and Statistics

Australian Prudential Regulation Authority
GPO Box 9836

SYDNEY NSW 2001

Email: exemptiondp@apra.gov.au

Dear Mr Grummitt
Comments on “Response to Submissions: Religious charitable development funds”

The Australian Catholic Bishops Conference (ACBC) is a permanent institution of the Catholic
Church in Australia and the instrumentality used by the Australian Catholic Bishops to act
nationally and address issues of national significance.

The ACBC refers to previous submissions and personal representations on this issue on
behalf of Catholic Development Funds (CDFs) and appreciates the opportunity to provide
further comment on Australian Prudential Regulation Authority’s (APRA’s) Response to
Submissions (August 2013). The ACBC is aware that APRA has also undertaken specific
consultations with some CDFs.

Summary

The ACBC is grateful that APRA’s revised proposal would extend the exemption order for
Religious Charitable Development Funds (RCDFs) and the ACBC supports the following in
relation to lay investors:

e the proposal to “... restrict the use of the terms ‘deposit’ and ‘at-call’ and derivatives
of these terms”(page 9);

® ensuring the required disclosures are made in a “... clear and prominent place on all
advertising and marketing material” (page 9); and,

e expanding the disclosures to “... include a statement to the effect that an investment
in an RCDF is not covered by the Financial Claims Scheme” (page 9).

The ACBC appreciates the clarification that RCDFs will be able to continue to make or
receive funds via BPAY and that affiliates may continue to use BPAY to transact.
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The ACBC continues to be concerned that:

® The proposed additional conditions do not appear to be consistent with the
intended distinguishing of products offered by RCDFs to those offered by Authorised
Deposit-taking Institutions (ADIs);

e RCDFs must restrict their offers to lay investors to an account that has a stated
maturity date of at least 31 day’s notice prior to withdrawal; and,

e BPAY will not be available to lay investors (page 8).

Preliminary Comments

From the revised proposals the ACBC notes that APRA’s concerns centre on the possible
perception of lay investors in RCDFs that their investment is covered by the depositor
protection provisions of the Banking Act. The ACBC and RCDFs have not seen any evidence
that supports this perception, nor has APRA provided any findings from lay investor surveys
that justify such a concern.

CDFs’ product range offered to lay investors is minimal compared to the products offered by
an ADI or a Registered Financial Corporation (RFC). This in itself is sufficient differentiation
and is further supported by the mandatory disclosures RCDFs make concerning prudential
supervision and depositor protection provisions. APRA’s concession to allow RCDFs to
retain term investments, which operate in the same manner as an ADI term deposit,
highlights a flawed logic in its attempt to differentiate RCDF product offerings. A 31 day
notice period on some accounts does nothing to inform lay investors as to the nature of
their investment nor does it provide greater protection when the majority of funds are held
in unchanged term investments.

APRA’s proposal reiterates in relation to the importance of disclosures on the nature of
investments, that “such disclosures are important in clarifying to retail investors the nature
of the investment they are undertaking” (page 9). This supports the view that it is not the
term of the investment that distinguishes a RCDF from an ADI. ACBC believes ensuring that
lay investors are not confused over the status of RCDFs is more a question of
communication than one about the products offered.

APRA’s media release on the revised proposals commented on these two points, saying
“these conditions are consistent with those that APRA has recently proposed for RFCs”
(Media Release: APRA releases revised proposals for religious charitable development funds,
29 August 2013).

The ACBC contends that RCDFs are not the same as RFCs. For the reasons set out in more
detail below it is not correct to assume that they should be subject to the same conditions.
The conditions should be targeted to the particular characteristics of each type of entity and
take account of their different activities.

The ACBC is supportive of APRA’s “... objective of minimising the risk that investors in RCDFs
confuse their investments with products provided by ADIs ...” (page 8), but does not think



that the two new conditions achieve that objective. The two proposed new conditions make
the investment products less convenient for lay participants and add an administrative
burden, to the detriment of the objectives of CDFs which are to support the mission works
of the Catholic Church.

The ACBC supports APRA’s requirements for product disclosure and would support extra
disclosure requirements to ensure retail investors understand that RCDFs are not banks.

It is already a requirement of the CDF sponsoring entity, CDPF Limited, in response to the
Australian Securities and Investments Commission (ASIC) exemption, since 2011 that each
CDF engage an external auditor to provide a special purpose review of all external
marketing material to provide assurance that the material does not use the prohibited
terms nor does that material imply that CDFs are in any way regulated by the Banking Act
nor the fundraising provisions of the Corporations Act.

Catholic Development Funds and Registered Financial Corporations

The ACBC is concerned the media release issued by APRA along with the Response to
Submissions equated RCDFs with RFCs, stating that “... APRA is proposing to extend the
existing RCDF exemption order, but subject to additional conditions. In particular, any
product offered to a retail investor will have to have a minimum term or notice period of 31
days and the use of terms ‘deposit’ and ‘at-call” will not be allowed in relation to retail
products or in marketing to retail investors. These conditions are consistent with those that
APRA has recently proposed for RFCs” (Media Release: APRA releases revised proposals for
religious charitable development funds, 29 August 2013).

CDFs are not like RFCs and have a distinct identity because:

* They are funds set up by Catholic dioceses to support parishes, schools and other
church entities to work cooperatively by pooling their financial resources to provide
funds for capital development projects and to help fund charitable and other work in
dioceses;

e They do not operate for the profit of external shareholders;

e They only operate within the Catholic Church community which is identifiable and
regulated in accordance with Canon Law. They are clearly named and branded to
identify their connection to the Catholic Church;

* They lend only for Church projects and, in contradistinction to RFCs, do not lend to
the general community. The absence of home and personal lending, credit and debit
cards, insurance, foreign currency clearly distinguish a CDF from a RFC or ADI;

* Some allow parishioners who wish to support the pastoral works of the Church to do
so by investing their funds. The laity is part of the faith based community and are
distinct from the general public who have no affiliation with the Church;

® They are risk averse and therefore invest surplus funds predominantly in ADlIs;

® Promotion occurs solely within the Catholic Church community where the linkage to
the Church is clearly expressed and there can be no subsequent confusion that the
relationship of lay investor to the CDF is the same as a banking relationship.



Given CDFs and RCDFs more generally are different in nature to RFCs, they should not be
treated as being the same.

Difficulties of the proposed restrictions for CDFs

In analysing the practical implications upon those CDFs that have significants funds from lay
investors, it is not clear exactly how APRA’s proposal that lay investors give a minimum
notice of 31 days to withdraw funds, will operate and what is meant by “investor’s
exceptional circumstances that may lead to hardship”. The ACBC would appreciate more
detail on exactly how the proposed restrictions would operate.

The proposal, along with restrictions on the use of BPAY, appear more designed to
inconvenience investors and discourage their investing in RCDFs , rather than make it clear
to investors that RCDFs are not ADls.

The proposal would cause a number of problems for some CDFs:

® |t would discourage lay investors, thereby significantly reducing the ability of some
CDFs to funds the charitable works of the Church;
e Clergy would no longer be accepted as part of church affiliates.

Discouraging lay investors

While the primary motivation for lay depositors is to support the works of the church
through their investment, it is important that their ability to manage their funds and draw
on them as required allows a degree of flexibility. Accounts that can be accessed without
lengthy notice help meet the needs of those less well off account holders with smaller
balances who are less able to plan the use of their money in advance.

Accounts that give investors flexible access must be understood in conjunction with term
accounts. The loss of flexibility may lead to a loss of term accounts as well, to the detriment
of some CDFs.

Another serious risk to CDFs from the proposed change is lay investors will develop the
perception their CDF no longer cares about customer service or community engagement,
which is a key point of differentiation from ADIs. Investors will see the loss of the
convenience of being able to easily access their accounts as driven by more commercial
pressures to save money or improve administrative efficiency. The perception may well lead
to people taking their money elsewhere.

Clergy no longer accepted as part of church affiliates

Within the Catholic Church clergy are called to a life long vocation of service to the church.
Clergy have a special relationship with their Bishop and are certainly not considered retail
investors by the church. The ability of clergy to access their stipends and deal with the CDF
in a flexible way is important and restricting it does not make any significant difference to
the APRA objectives.



The proposed exclusion of clergy members and church employees from the definition of
“affiliate” further confuses the stated intent of the revised exemption order. Clergy
especially, and other church employee investors more generally, are intimately involved in
the activities of the church and have a full understanding of the operations of a CDF. APRA
has provided no evidence that clergy and church employees confuse their investment in a
CDF with that in an ADI.

An alternative way to meet APRA’s objective

An alternative way to meet APRA’s “... objective of minimising the risk that investors in
RCDFs confuse their investments with products provided by ADIs ...” (page 8) would be to
strengthen the communication to laity about the nature of RCDFs.

The ACBC is not convinced that lay investors in RCDFs are not already well aware of the
difference between RCDFs and APRA regulated entities. However, a more effective way to
communicate this difference rather than changing the products offered by RCDFs would be,
in addition to current restrictions and disclosures, to investigate additional requirements
that:

e RCDFs advise all new lay investors in person of these restrictions and disclosures and
ask investors to sign a statement acknowledging they understand this information;
and,

e RCDFs write to all existing lay investors to draw this information to their attention.

These actions would more effectively address APRA’s concerns that investors in RCDFs do
not understand they are not dealing with a bank.

Comment in media and regulatory journals in relation to Banksia focussed on the confusion
of investors about Banksia’s status despite disclosure documents. The differences in
operation and the client relationship with RCDFs would argue for the effectiveness of
disclosure documents.

Risk to lay investors

APRA has not demonstrated through analysis of the operation of a CDF with lay investments
how the management of the CDF puts lay investments at risk. If a 31 day notice period is to
provide better liquidity management or operate to prevent a “run on funds” then this needs
to be evaluated in the overall context of the CDFs’ liquidity position. In any event this is a
different rationale to that stated by APRA which relates to confusion as to the status of a
CDF with respect to APRA regulated entities.

Conclusion

The ACBC appreciates APRA’s revised proposal to extend the exemption order for RCDFs.



However the ACBC is still concerned that the proposal to restrict lay investments to
accounts that require 31 day’s notice for money to be withdrawn, along with restrictions on
BPAY, would discourage lay investors and result in a significant drop in investment funds for
some CDFs.

Given APRA’s stated objective is to ensure investors do not confuse the products offered by
RCDFs with APRA regulated entities, this is a communications issue rather than a product
issue that can better be handled by ensuring customers are properly informed.

| would welcome the opportunity to provide further information as may be required.

Yours sincerely

<

Rev Brian Lucas
General Secretary



AUSTRALIAN CATHOLIC BISHOPS CONFERENCE

General Secretariat

12 July 2013

Ms Aileen Tse

Lawyer

Investments Managers and Superannuation
Australian Securities and Investments Commission
GPO Box 9827

SYDNEY NSW 2001

Email: aileen.tse@asic.gov.au

Dear Ms Tse

Consultation Paper 207-Charitable Investment Fundraisers
Thank you for the opportunity to comment on the consultation paper.

The Australian Catholic Bishops Conference (ACBC) is a permanent institution of the
Catholic Church in Australia (the Church) and the instrumentality used by the Australian
Catholic Bishops to act nationally and address issues of national significance.

Preamble

The proposals that ASIC remove or amend the existing exemptions will have significant
implications for communities across Australia for it would mean cessation or a
substantial reduction in the provision of Church and charitable services to those
communities.

The proposals give insufficient attention to the obvious differences between religious
charitable development funds (RCDFs) and other registered finance companies and
charitable fundraisers regulated by the Australian Securities and Investments
Commission (ASIC).

The proposals also fail to give recognition to the role of the Australian Charities and Not-
for-profits Commission (ACNC) in regulating charities and the reporting obligations
which charities must now comply with under the ACNC Act.

The ACBC recognises there has been considerable progress in addressing the challenge
of Government regulators working together as evidenced by the recent Memorandum
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of Understanding between ASIC and the ACNC. While it is the ACNC’s primary purpose
to reduce red tape for charities wherever possible, it is critical that ASIC works towards a
similar goal in parallel regulatory reforms of the environment in which RCDFs operate. In
the ACBC’s view, many of the proposals developed will add to red tape not only for
RCDF’s but also for investors who, for example, might be deprived of the convenience of
accessing their funds at call.

In the current economic climate it will become necessary if these changes are
implemented for governments to fund projects and services currently funded by
charitable development funds of the Catholic Church.

The answers to the list of questions throughout the consultation paper are contained in
the attached Appendix.

Some effects on the community

RCDFs established by the Catholic Church of Australia, called Catholic Development
Funds (CDFs), enable the Church to fund church projects including:

e Church buildings

e Parish facilities

e Church halls and meeting places

e School buildings and playgrounds

e Hospitals

e Retirement Villages and Nursing Homes

They also generate valuable income to support the many and varied charitable activities
which support people in need across the community.

Collectively the CDFs stand to lose more than $15 million in income per annum to
support the activities outlined above should lay investors be discouraged by the
proposed reforms from investing their “faith dollar” with CDFs. Most of this loss of
income will be in regional and remote communities.

Option 1: Remove existing exemptions

The ACBC does not see that a case has been made to remove all existing exemptions . If
this option were to be pursued by ASIC it would have significant implications on the
operations of CDFs which will impact on their long term viability.

Option 2: Retain existing exemptions and introduce additional conditions of relief;

The ACBC agrees with the proposed retention of the existing exemptions from the

Corporations Act but questions the modification of the current conditions of relief or
adding the proposed new ones. Option 2 with the new conditions proposed also fails to



have sufficient regard to the differences between CDFs and other registered finance
corporations (RFCs) and religious charitable fundraisers.

Description of Catholic Development Funds

CDFs are not separately incorporated and are a collection of invested funds and loans
that are vested in the Diocesan body corporate or the Diocesan Bishop.

The Diocesan Bishop exercises ultimate control of the CDF with the assistance of an
Advisory Committee/Board, the Diocesan Financial Administrator and Diocesan Finance
Council and acting in accordance Catholic Church Law (The Code of Canon Law). Day to
day management is delegated to a Manager and staff.

Many of the members of the committees, board or councils are qualified professionals
who have experience in finance, accounting and the law.

CDPF Limited is approved by ASIC as the sponsor of the 25 Australian CDFs. CDPF Limited
holds the group charities exemption from the fundraising, managed investment,
debentures and Australian financial services (AFS) licensing provisions of the
Corporations Act.

Independent auditors annually audit each CDF and prepare an audit report for the
Bishop of the Diocese. A copy of the audited accounts is provided to CDPF Limited each
year.

Shadow Banking v CDFs

The ACBC would like to make a number of points about the concerns of ASIC in so far as
they apply to CDFs.

Shadow Banks

First, the consultation paper refers to entities which are not authorised deposit-taking
institutions (ADIs) as “shadow banks” and includes religious charitable fundraisers
(RCDFs) or CDFs among these. The suggestion that CDFs are “shadow banks” fails to
understand the history and role of CDFs. Unlike banks, CDFs were established to:

1. Support parishes, schools and other church entities to pool their financial
resources so they can operate cooperatively by providing funds for capital
development projects and at the same time earn interest on the amounts
invested

2. Allow parishioners (the laity) who wish to support the pastoral works of the

church to do so by investing funds

Provide funds for the capital development projects within the church

4. Generate income by investing surplus funds predominantly in ADIs, the returns
from which are then used for the charitable works of the Diocese.

w



While banks support the financial underpinnings of commerce and industry and earn
profits to measure their success, CDFs do not operate for profit and provide funds to
support investments in social and charitable infrastructure. Whereas banks operate
across the entire economy, CDFs operate within a local Catholic Church community for
both raising investible funds and directing funds to investments. CDFs lend only for
Church projects, and do not lend to the general community.

The ACBC is concerned about both the proposed removal or modification of existing
exemptions and the scope of the proposed conditions. The conditions are targeted at
the clergy and the laity who wish to support the pastoral work of the church.

The consultation paper appears to have moved beyond requiring adequate disclosures,
indemnities, advertising restrictions and other conditions but has offered no evidence
about why existing exemptions are perceived not to have operated effectively in the
supervision of CDFs and the protection of investors in CDF’s.

Registered Finance Corporations v Catholic Development Funds

The recent failures of RFCs, which have operated as margin lenders, consumer credit
services and retail debenture issuing lenders, appear to be the primary justification for
withdrawing the exemption to CDFs, even though there is no evidence provided of CDF
failures. Nor is there any evidence of a lack of public trust and confidence in RCDFs
generally or CDFs specifically. The lack of complaints received, or investigations
undertaken by ASIC into RCDFs and CDFs confirms this.

As outlined in its submission to the Australian Prudential Regulation Authority (APRA),
the view of the ACBC is that CDFs are so different from RFCs that they should not be
treated as if they are the same. Unlike RFCs, CDFs:
1. Have no shareholders
2. Are not for-profit entities
3. Do not lend to the public, businesses or property developers
4. Lend only to parishes, schools and associated Church entities who have reliable
cash flows
5. Are risk adverse and invest surplus funds predominantly in cash and fixed
interest investments with ADIs
6. Are clearly named and branded to identify their connection to the Catholic
Church.

The ACBC believes a considered examination and comparison is needed of the risks RFCs
such as Banksia Securities posed to their investors, with the risks which CDFs pose to the
laity who invest in them. Without such an investigation, there is potential for a
misunderstanding of the risks of CDFs, the unnecessary removal of current exemptions,
or the imposition of additional conditions the ultimate price of which will be a significant
reduction in the provision of charitable services to the Australian community.



The ACBC suggests ASIC should address RFCs issues separately to RCDFs, and discharge
its regulatory responsibilities consistent with the risk profiles rather than a broad brush
“one size fits all” approach to regulatory supervision.

Liquidity Risks

The consultation paper refers to RCDFs being vulnerable to risks associated with lending
for illiquid assets whilst having at call or short term withdrawal rights. However, no
evidence is offered to support this concern and the ACBC is not aware of any instance
where this issue has arisen for CDFs.

The ACBC believes there needs to be a considered examination and evaluation of the
asset allocation practices, portfolio management techniques and cash flows of RCDFs
before perceived liquidity risks are argued as a justification for removing existing
exemptions or imposing additional conditions on RCDFs.

Advertising and marketing

The consultation paper suggests the promotional material of RCDFs, including the focus
on financial performance of products and their low fees, will mislead investors into
thinking RCDFs are ‘bank like’ and therefore require more significant investor protection.
Again, no evidence is offered to support this suggestion.

The ACBC is unaware of any evidence in relation to CDFs to support these views. The
promotion by CDFs of investments to laity is predominantly based on a conscious choice
to support the works of the local Church. Again, ASIC states in the consultation paper
that there are differing expectations of regulatory protection by lay investors who are
motivated by the charitable objectives of RCDFs.

International Monetary Fund

The ACBC questions the import of the International Monetary Fund (IMF) views as a
reason to remove existing exemptions for RCDFs when it is acknowledged that RCDFs
account for a small proportion of the Australian Financial System. The IMF also
acknowledges that the number of such institutions is small and the scale of their
activities is predominantly de minimis.

Specific Issues

The ACBC wishes to make a number of points about the rationale given in the
consultation paper for the two proposed alternative reforms.

1. Wholesale and Retail Investors
The consultation paper states that the proposed exemption order would include the
condition that RCDFs not accept funds from ‘wholesale and retail investors’. The ACBC
guestions the application of these categories to CDFs.



The definition of “associated entity” in Clause 42 states that individuals are not regarded
as associated entities even if they are connected with that Church community.
Individual clergy of the Church typically invest funds with their CDFs as a demonstration
of their commitment to support the charitable objectives of the CDF in their local
diocese. Excluding clergy from the definition of “associated entity” would have the
effect of making every CDF subject to the new requirements whichever of Option 1 or 2
as currently formulated is adopted. The ACBC submits that the definition of “associated
entity” should be extended to include clergy who invest with their CDF.

CDFs are prohibited from advertising to the public and so it follows that ‘retail investors’
would not know about CDFs as CDFs do not have retail outlets and are not permitted to
publicly advertise.

2. Public and community interest
The ACBC is pleased that ASIC acknowledges the differing expectations of regulatory
protection by lay investors who are motivated by the charitable objectives of RCDFs.

Public and community interest are the basis for CDFs’ cooperative model working for the
common good. Unfortunately the consultation paper seems only concerned about
investing public interests and not about the wider public and community interest
impacted by the proposals outlined in the consultation paper.

3. Specific AFS licensing requirements
The need for compliance with AFS licensing provisions has not been demonstrated. Laity
who invest with CDFs do not expect financial advice nor is any given. They are made
aware of the existing disclosures required and are accepting of these as part of their
“faith investment”.

4. Minimum charitable investment requirements
The ACBC strongly believes that the current regulatory regime under the “group
charities” exemption in Regulatory Guide 87 under the sponsorship of CDPF has been a
demonstrable success.

The proposed requirement to have 75% of the invested funds held in “charitable assets”
is both impractical and is in conflict with the prudent management of liquidity. It also
does not recognise that a significant portion of the invested funds from CDFs’ internal
treasury clients are seasonal and therefore cannot be directed toward long term illiquid
assets.

5. Capital and liquidity requirements
The ACBC wishes to reiterate that CDF assets are generally either in cash and fixed
interest investments with ADIs or in loans to parishes, schools and associated entities.

The ACBC believes each CDF should continue to be permitted to determine its minimum
capital requirements in accordance with their portfolio makeup having regard to



standards set by APRA and ASIC. The ACBC believes ASIC has not provided any evidence
as to why CDFs should be subject to the same level of regulation as commercial
fundraisers.

The consultation paper 199: Debentures: Reform to strengthen regulation (CP 199) is
targeted at all issuers of debenture products to ‘retail investors’. As noted elsewhere in
this submission, CDFs are prevented from advertising and therefore cannot participate
in the ‘retail investor’ market. The ACBC would also like to point out that failures in the
commercial debenture market have been at the speculative end of the property market,
particularly development lending to fringe property developers without regular
cashflow. CDFs do not operate in this space.

6. Ready Access of funds to lay investors
All lay money helps to build the pool of funds used to generate returns for the charitable
works of the Church. Historical evidence is that lay investors are extremely loyal long
term investors in CDFs and fund outflows are minimal. In addition unlike RFCs, CDFs
have regular cash flow via parishes, schools and associated entities.

The consultation paper has not provided any evidence that lay investors in CDFs have
been unable to access their funds because of perceived liquidity problems. It should be
up to CDFs to continue to successfully manage liquidity requirements for their investors
having regard to standards set by APRA and ASIC.

7. Investor acknowledgements
CDFs are currently required to provide disclosures which simply acknowledge the
awareness that CDFs are not ADIs and not covered by regulatory protection. No
evidence has been provided to suggest the current disclosures have failed or that
investors in CDFs do so solely because of the expectation of regulatory protection.

The proposed new investor acknowledgments are provocative and focus on the “risk of
loss”, not the degree of regulatory protection. They would unnecessarily raise investor
fears and damage the good reputations of CDFs.

8. Restrictions on the use of certain terms

The ACBC has no difficulty with the proscribing of the word ‘deposit’ in relation to its
activities. However, no evidence has been provided to suggest that the use of these
generally accepted terms, in particular the term “account”, have again led investors to
believe they are dealing with a bank and not a CDF or that the security of their
investment is equivalent to that of a deposit with an ADI. Again, ASIC states in the
consultation paper that there are differing expectations of regulatory protection by lay
investors who are motivated by the charitable objectives of RCDFs.

9. General purpose v specific purpose financial reports
All CDPF Limited sponsored CDFs are required to submit a copy of their audited financial
reports, which due to the nature of the CDFs are special purpose accounts, to CDPF



Limited. The extra cost of compliance to produce general purpose accounts, particularly
for smaller regional CDFs, cannot be justified.

Conclusion

CDFs have been operating successfully for almost 60 years, aided by strong governance
and compliance structures. CDFs are a successful model of cooperation for pooling
resources for the common good.

The proposal as it stands, resulting in the loss of lay money used by CDFs to further the
charitable work of the Church, will inhibit the capital development in the Church’s

educational, welfare, health and pastoral services to the community.

The ACBC would like to see the current exemptions continue in their current form given
the long successful history of CDFs.

We would welcome the opportunity to discuss this further.

Yours faithfully

<

Rev Brian Lucas
General Secretary



Appendix
Charitable investment fundraisers Consultation Paper-Answers to Questions
B1Q1 Do you agree with this proposal? If not, why not?

No. The ACBC does not see that a case has been made to remove all existing
exemptions. If this option were to be pursued by ASIC it would have significant
implications on the operations of CDFs which will impact on their long term viability.

B1Q2 Do you believe there is any basis to apply a less rigorous regulatory framework
to charitable investment fundraisers’ investment funds generally? If so, please explain.

The proposals give insufficient attention to the obvious differences between religious
charitable development funds and other registered finance companies and charitable
fundraisers regulated by ASIC.

Almost 90% of funds sponsored by CDPF Limited are internal church monies. The lay
proportion is just over 10% but still valuable to CDFs. The laity makes a conscious
decision to invest to support the works of the church and should not be denied that
opportunity based on commercial criteria applying to unrelated retail investors.
However, CDFs lend only to Church projects, and do not lend to the general community.

The benefits of CDFs to the Australian community are well established. Any increase in
regulation only increases the costs for CDFs and diminishes the funding available to
provide church based services to the community. CDFs further the charitable works of
the church and regulatory responsibility has to be balanced with the cost of compliance.

B1Q3 Do you believe it is reasonable to apply a less rigorous regulatory framework to
charitable investment fundraisers that only raise investment funds from associated
entities? If not, why not?

The proposals give insufficient attention to the obvious differences between religious
charitable development funds and other registered finance companies and charitable
fundraisers regulated by ASIC.

The ACBC believes a considered examination and comparison is needed of the risks RFCs
such as Banksia Securities posed to their investors, with the risks which CDFs pose to the
laity who invest in them. Without such an investigation, there is potential for a
misunderstanding of the risks of CDFs, the unnecessary removal of current exemptions,
or the imposition of additional conditions the ultimate price of which will be a significant
reduction in the provision of charitable services to the Australian community.
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B1Q4 Do you believe it is reasonable to distinguish between charitable investment
fundraisers that raise investment funds from associated entities only and those that
raise funds from wholesale investors more generally (including those that are not
associated entities of the charity)?

Not applicable to CDFs.
B1Q5 What benefits do you consider will result from this proposal?

Little if any. The perceived concerns purportedly addressed by this proposal will not add
to the benefits gained by investors in CDFs.

Lay investors should not be discouraged from investing their “faith dollar” with CDFs.
B1Q6 What disadvantages do you consider will result from this proposal?

Removing existing exemptions Increases regulation which increases costs for CDFs. This
decreases funding available for charitable works to the community. In the current
economic climate it will become necessary if these changes are implemented for
governments to fund projects and services currently funded by charitable development
funds of the Catholic Church. The proposals will reduce the funding available to the
church for capital development projects, forcing church entities to the commercial loan
market at higher servicing cost levels.

The disadvantaged in our community will be further marginalised as charitable services
are cut due to regulatory compliance cost increases.

B1Q7 How would this proposal affect your organisation’s ability to pursue its
charitable purpose? For example, to what extent would it affect your organisation’s
ability to invest in assets, programs or services associated with your charitable
purpose?

In its Discussion Paper Banking Act exemption and section 66 guidelines, APRA stated
that of the $7.0 billion in RCDF liabilities, around $1.1 billion is sourced from individuals.
The loss of this $1.1 billion through being unable to comply with this proposal would
have a serious effect on RCDFs. For the CDFs it would be a loss of around $632 Million in
lay money with most of this loss occurring in regional Australia. Most CDFs and their
related entities will be forced to lay off staff and cut services.

B1Q8 Would complying with this proposal require you to restructure your business in
any way?

Yes. Staff will have to be laid off and services cut in many of the 25 CDFs operating
across Australia.
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B1Q9 What impact will this proposal have on your business costs? How will you
manage these costs? Please quantify and substantiate any costs that you consider
would arise.

Compliance costs will increase forcing CDFs to reduce services to pay for these
additional compliance costs. Ultimately, the CDFs collectively stand to lose more than
$15 million in income per annum.

B1Q10 Will this proposal have any significant impact on investment fundraising by
charitable organisations generally? For example, do you believe it will impact some
investors’ appetite for investments with charitable investment fundraisers and cause
them to move investment funds to ADIs? Please explain.

Yes. The profile and nature of the laity who invest in CDFs is misunderstood. The
relationship of lay investors with their CDF will change from one of a personal faith-
based relationship, supporting the charitable works of the Church to one of red tape
that is reflective of ADI and other AFS licenced providers.

B1Q11 Are there any practical problems with the implementation of this proposal?
Please give details.

Yes. Current practices will need to change. Many lay investors have significant histories
with CDFs and will be significantly inconvenienced.

Also, the definition of new charitable investment fundraising includes existing investors
who wish to roll over their investment. In practice this means that all existing
investments will at some time rollover and therefore be classed as new investments and
that over time exemptions will no longer apply because all investments will be defined
as new.

C1Q1 Do you agree with this proposal? If not, why not?

No. The rationale for the proposal is flawed in relation to CDFs. The proposal lacks
proper understanding of the Church’s model of operating CDFs. The consultation paper
does not provide any proof that the current exemptions have led investors in CDFs to
lack confidence or be ill informed or that they have been ineffective in addressing the
unique role of CDFs.

AFS licencing imposes significant compliance costs.
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C1Q2 Is it reasonable to provide the proposed exemptions on the basis that investors
may be motivated in part by charitable objectives and so are likely to have different
expectations of regulatory protections?

The proposed exemptions and additional conditions of relief are an overreach and most
are unreasonable given the risk profile of CDFs and in the absence of any evidence that
current exemptions have not worked.

C1Q3 Is there any other basis for the proposed exemptions in light of the purposes of
the relevant provisions of the Corporations Act?

Laity who invest in CDFs are motivated by the charitable works that can be derived from
pooling their investment funds with others who are similarly motivated. Their reasons
for investing in CDFs are different to retail investors in other institutions where the
principal consideration is maximising returns.

C1Q4 Is this proposal preferable to the alternative proposal (Option 1) set out in
Section B? Please give reasons.

Retaining any existing workable exemptions is better than not retaining any. However
the consultation paper is misleading to suggest the proposal only applies to new issues
because unless a CDF prevents existing lay investors from reinvesting it will be subject to
these new conditions.

C1Q5 What value and proportion of your organisation’s assets are on-lent as loans
(whether to associated entities or otherwise), or invested in illiquid assets? To what
extent does your organisation require investors to bear the risk of default on moneys
your organisation lends?

The proportion of assets loaned varies between CDFs.

Investors are backed by several layers of protection. First, Church CDFs hold reserves to
cover for any loss and second, the diocese indemnifies investors from loss. The
indemnity is backed by the assets of the diocese.

C1Q6 What benefits do you consider will result from this proposal?

We see little benefit from the proposed exemptions and additional conditions.

C1Q7 What disadvantages do you consider will result from this proposal?

It is unlikely any CDF will be able to continue to operate in their current form under this
proposal. The loss of lay investments will not only mean a loss of more than $15 million

in income per annum, it will also pose major liquidity problems for a number of CDFs
and also has implications for funding capital projects.
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Increased compliance costs and red tape will result from the proposed additional
obligations and ultimately be prohibitive leading to the demise of lay investors to this
sector. Lay investors will lose this option to support the charitable works of the Church
and the community will suffer.

C2Q1 Do you agree with this proposal? If not, why not?

No. The consultation paper has failed to demonstrate the need for compliance with AFS
licencing provisions. Laity who invest with CDFs do not expect financial advice nor is any
given. They are made aware of the existing disclosures required and are accepting of
these as part of their “faith investing”. Their investment choice is driven by the religious
and charitable nature of the CDF, not by any licencing provisions.

C2Q2 What benefits do you consider will result from this proposal?

None. The consultation paper has not provided any evidence that there is an advisor/
investor relationship or increased risk to investors requiring a substantial extension of
regulatory oversight through the application of the AFS licensing regime to CDF’s.

C2Q3 What disadvantages do you consider will result from this proposal?

The structures of CDFs are not suited to AFS licensing provisions which are onerous and
disproportionate to the risks profile of CDFs. CDF staff do not hold themselves out to be
financial advisors or experts in the field and the laity who invest in CDFs accept that.
C2Q4 Do you consider there are any specific obligations imposed on AFS licensees
under the Corporations Act that should not apply to AFS licensees that are charitable
investment fundraisers? If so, please give details and reasons.

The education and training requirements for AFS licensees are disproportionate with the
function of CDF staff who are not employed to give advice, not qualified to do so and

not asked by lay investors to give any advice.

C2Q5 Would complying with this proposal require you to restructure your business in
any way?

Yes.

C2Qe6 If this proposal is implemented, would you respond by changing the way your
organisation currently fundraises?

Yes.
C2Q7 What impact will this proposal have on your business costs?

Compliance costs will increase particularly in education, training and supervision of staff.
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C2Q8 Are there any practical problems with implementation of this proposal? Please
give details.

Compliance represents a disproportionate effort for the benefit gained. Almost 90% of
funds in CDFs belong to the church and associated entities. Complying in order to retain
just over 10% of funds across mostly regional areas is disproportionate and will prove
difficult.

C3Q1 Do you agree that charitable investment fundraisers should be subject to a
minimum charitable investment requirement?

No. It is not the role of regulators to set investment policy or determine asset allocation
levels.

The proposed requirement to have 75% of the invested funds held in “charitable assets”
is impractical and is in conflict with the prudent management of liquidity. It also does
not recognise that a significant portion of the invested funds from CDFs’ internal
treasury clients are seasonal and therefore cannot be directed toward long term illiquid
assets.

CDFs do not keep separate books for lay investor fund allocations. They all form part of
the larger pool of funds. Fundraising is not done on a project by project basis. CDFs need
to accumulate investments so funds are available for capital projects, often at short
notice.

CDFs have had decades of operational experience and understand their Church
customers “businesses” intimately. CDFs have sufficient experience and expertise to set

investment guidelines which suit their own profiles.

C3Q2 Do you agree with the proposed definition of charitable assets in proposal
C3(d)(i)? If not, please explain why not and give suggestions.

No. Any asset used to further the mission of the Church is a charitable asset. The
interest earned on term deposits with an ADI and used to employ a pastoral worker is
no less of a charitable asset than the building in which the pastoral worker works.
C3Q3 What benefits do you consider will result from this proposal?

None.

C3Q4 What disadvantages do you consider will result from this proposal?

It is impractical to turn away a lay investor just because at that time there is no

charitable investment that can be acquired. All lay money helps to build the pool of
funds used to generate returns for the pastoral and charitable works of CDFs.
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C3Q5 Is the proposed amount of 75% the appropriate amount if such a requirement is
to apply? For example, is the proposed percentage high enough to ensure the
investment product is likely to appeal primarily to investors whose priority is to
support the organisation’s charitable purpose, as distinct from investors who are
primarily concerned with being repaid or acquiring a financial return on their
investment?

See answer to question C3Q1.

C3Q6 Is the proposed amount of 75% low enough to allow charitable investment
fundraisers sufficient flexibility to manage the financial needs of the organisation (e.g.
to maintain sufficient liquidity to allow investor redemption requests to be met, or to
ensure charitable investment fundraisers satisfy the proposed capital and liquidity
requirements in proposal C4)?

See answer to question C3Q1.

C3Q7 Do you think a principles-based charitable investment requirement would be
preferable (e.g. a requirement on charitable investment fundraisers to invest
investment funds in charitable investments as much as is practicable, having regard to
the financial needs of the charitable debenture issuer or scheme)? Alternatively, do
you think this should be an additional requirement to proposal C3? Please explain.

See answer to question C3Q1.

C3Q8 Would complying with this proposal require you to restructure your business in
any way?

Yes.

C3Q9 What impact will this proposal have on your business costs? How will you
manage these costs?

Compliance costs will increase resulting in charitable services being cut.

C3Q10 Are there any practical problems with the implementation of this proposal?
Please give details.

See answer to questions C3Q1 and C3Q4.

C4Q1 Do you agree that charitable investment fundraisers that fundraise from retail
investors (other than associated entities) should be subject to a minimum capital or
subordinated liability requirement? If not, why not?

In relation to minimum capital and liability requirements, the rationale given in the
consultation paper is based on an unfounded link that concerns relating to retail
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debenture issuing lenders also apply to CDFs. In the view of the ACBC, the two are
manifestly different. Unlike retail debenture issuing lenders, CDFs are not driven by
profits, do not lend to the public, do not compete with other providers and have no
shareholders.

The consultation paper fails to identify the increased risks to lay investors from failures
of retail debenture issuing lenders.

The ACBC strongly believes that capital and liquidity requirements should involve
balancing the costs of compliance with the risk of failure. Given the unique nature of
CDFs it should be up to each CDF to self determine its own capital requirements in
accordance with their portfolio makeup and minimum capital requirements in
accordance with their portfolio makeup, having regard to standards set by APRA and
ASIC and if appropriate report to ASIC through their group charities sponsor.

C4Q2 Is the proposed capital requirement of 8% of risk-weighted assets high enough
to define charitable investment fundraisings that should be eligible for exemption,
given the risks and the fact that charitable investment fundraisers are not subject to
prudential supervision or a requirement to comply with the exempted provisions in
the Corporations Act?

The ACBC suggests CDFs self regulate in accordance with their portfolio makeup having
regard to standards set by APRA and ASIC and report to ASIC through their group
charities sponsor.

C4Q3 Do you agree that charitable investment fundraisers that fundraise from retail
investors (other than associated entities) should be subject to minimum liquidity
requirements?

The ACBC suggests CDFs self regulate and report to ASIC through their group charities
sponsor.

C4Q4 Is the proposed liquidity requirement of 9% of liabilities in high-quality liquid
assets high enough to define charitable investment fundraisings that should be eligible
for exemption, given the risks and the fact that charitable investment fundraisers are
not subject to prudential supervision or a requirement to comply with the exempted
provisions in the Corporations Act?

The ACBC suggests CDFs self regulate and report to ASIC through their group charities
sponsor.
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C4Q5 Should the minimum capital or subordinated liability requirements and
minimum liquidity requirements only apply to some charitable investment fundraisers
(e.g. those that on-lend the funds raised or that on-lend the funds raised to certain
types of projects only, or those with investment funds above a prescribed threshold)?
Please give reasons. If you believe these requirements should only apply to a sub-
group of charitable investment fundraisers, please describe and give reasons.

See answers to questions C4Q1.

C4Qp6 Is there a basis to treat managed investment schemes differently because
investors do not have the right to sue a corporation for a debt in order to obtain their
rights?

The ACBC is unable to comment on this.

C4Q7 Do you believe the proposed capital and liquidity requirements should only
apply to charitable schemes where retail investors would have expected when they
invested that they would receive a fixed return or be able to redeem over fixed
timeframes?

See the answer to question C4Q1.

C4Q8 Could the proposed capital and liquidity requirements be independently
monitored practically, given there is no entity separate from the charitable investment
fundraiser with a role to monitor compliance with these requirements?

Through their Diocesan Bishop assisted by advisory councils, boards and compliance and
internal audit committees, CDFs already have independent oversight and monitoring of
capital and liquidity benchmarks. In addition those with a group charities exemption
such as CDFs have another layer of oversight through their sponsor corporation.

C4Q9 What changes to the operation of charitable investment fundraisers will occur if
the proposed capital and liquidity requirements are implemented?

This will depend on the individual CDF, however the misunderstanding of the risks of
CDFs and these additional conditions will force CDFs to review their operations.

C4Q10 Will charitable investment fundraisers have any practical difficulties in meeting
and maintaining the proposed capital and liquidity requirements? Please estimate the

likely costs.

Yes. There may be some restructuring involved for some CDFs resulting in a loss of
flexibility. Compliance costs will vary between CDFs.

C5Q1 Do you agree with this proposal? If not, why not?
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No. The loss of at call investments will result in the loss of significant liquidity for capital
development projects and result in lower income for service delivery.

The ACBC does not believe it is the role of regulators to set investment policies or
repayment practices of CDFs.

C5Q2 What benefits do you consider will result from this proposal?

None.

C5Q3 What disadvantages do you consider will result from this proposal?
See answer to C5Q1.

It is up to CDFs who offer ready access of funds to lay investors to manage this. All lay
money helps to build the pool of funds used to generate returns for the pastoral and
charitable works of CDFs

C5Q4 Do you agree that this proposal should only apply to charitable investment
fundraisers that fundraise from retail investors (other than associated entities)?

See answer to C5Q1.

The ACBC reiterates its previous position that the notion of ‘retail investors’ does not
apply to CDFs who operate under conditions restricting advertising to the public, and do
not have retail outlets or ATMs.

C5Q5 Would complying with this proposal require you to restructure your business in
any way? If applicable, please provide details about the portion of investment funds at
your organisation that relates to investment products that can be required to be
repaid within 31 days.

Yes. CDFs collectively have $346 Million in lay at call funds. This represents just over half
of lay funds.

C5Q6 What impact will this proposal have on your business costs? How will you
manage these costs?

Some cost savings will accrue through lower account activity however, any loss of staff,
particularly for smaller regional diocese, will reduce available employee output in non-

CDF work. The cost savings will be more than offset by lost income.

C5Q7 Are there any practical problems with the implementation of this proposal?
Please give details.

See answer to question C5Q1.
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C6Q1 Do you agree with this proposal? If not, why not?

No. The ACBC is unaware of when the current disclosures been proven to be
inadequate.

It is also unaware of why clause C6 (b)(ii) is proposed as a disclosure when ASIC does not
required it as a disclosure for all other publicly promoted investment products.

C6Q2 What benefits do you consider will result from this proposal?

None.

€6Q3 What disadvantages do you consider will result from this proposal?

Proposed clause C6 (b)(ii), if not required of all other investment products, discriminates
against CDFs and damages the reputation of CDFs by unnecessarily raising investor fears

when the risk has not changed.

C6Q4 Would complying with this proposal require you to restructure your business in
any way?

Yes.
C6Q5 What impact will this proposal have on your business costs?

Costs will increase from reprinting of existing documentation containing the existing
disclosures with the proposed disclosures.

C6Q6 Are there any practical problems with implementation of this proposal? Please
give details.

Proposed clause C6 (b)(ii) has the potential to mislead lay investors into thinking their
investment may convert to a donation at the discretion of the CDF resulting in potential
loss of funds and more difficult to attract new funds..

C7Q1 Do you agree with this proposal? If not, why not?

No. These terms are generally accepted terms and whilst we have no difficulty with
proscribing the word ‘deposit’ in relation to these activities, no evidence has been
provided to suggest the use of these generally accepted terms have led investors to

believe they are dealing with a bank and not a CDF.

For example, the term ‘account’ is a universal term used in non-banking situations such
as telephone account, internet account, service account etc.

Nevertheless the ACBC concedes the use of the word deposit.
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C7Q2 What benefits do you consider will result from this proposal?
None.
C7Q3 What disadvantages do you consider will result from this proposal?

Restricting the use of generally accepted terminology only serves to confuse lay
investors who are aware of the disclosures and the CDF they invest with.

The technology used by CDFs is a system designed for retail banking where terms such
as account are a fundamental part of the system. Any restriction on generally accepted
terminology will lead to massive costs in having the technology modified.

C7Q4 What impact will this proposal have on your business costs?

Costs will increase from reprinting of existing documentation containing the existing
disclosures with the proposed disclosures.

As mentioned in C7Q3 the cost of modifying systems will be massive.

C7Q5 Are there any practical problems with implementation of this proposal? Please
give details.

Restricting the use of generally accepted terminology is not going to stop their use. How
are CDFs expected to stop lay customers from using generally accepted terminology?

C8Q1 Do you agree that charitable investment fundraisers should be required to make
the disclosures in proposal C8(a) in offer documents and promotional materials? If not,
why not?

No. The consultation paper has not provided any evidence to suggest that the current
disclosures have failed or that lay investors in CDF would expect regulatory protection.
The proposed new investor acknowledgements are provocative, draconian and focus on
the ‘risk of loss’, not the degree of regulatory protection. They would unnecessarily raise
investor’s fears and damage the good reputation of CDFs.

C8Q2 Are these matters of disclosure adequate to deter potential investors whose
primary motive for investment is to be assured of repayment or to seek a financial
return on their investment?

The ACBC believes that the additional disclosures are an overreach and in the case of C8
(a) (ii) draconian and beyond what is acceptable and reasonable having regard to no
investor in a CDF having lost their investment.

CDFs are prohibited from advertising to the general public and hence are unable to
attract investors seeking assurance of repayment or motivated by the return on
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investment. Investors in CDFs are motivated by the benefit their investment provides to
the charitable works of the CDF.

C8Q3 What benefits do you consider will result from this proposal?
None.
C8Q4 What disadvantages do you consider will result from this proposal?

The ACBC believes it is appropriate to make reasonable disclosures but inappropriate to
force CDFs to publish opinions or statements such as proposed in C8 (a) (ii).

C8Q5 What impact will this proposal have on your business costs? How will you
manage these costs?

Costs will increase from reprinting of existing documentation containing the existing
disclosures with the proposed disclosures.

C8Q6 Are there any practical problems with the implementation of this proposal?
Please give details.

The ACBC believes the phraseology in the example offered is poor, painting CDFs in a
negative light and is designed to discourage lay investors from investing in CDFs.

€9Q1 Do you agree with this proposal? If not, why not?

The ACBC requires all CDPF Limited sponsored RCDFs to submit their audited financial
reports to CDPF Limited.

If RCDFs accept lay money, we believe it acceptable for ASIC to receive copies of the
audited financial reports of CDFs provided they continue to be special purpose accounts.

If on the other hand as a CDF does not accept lay money, we see no reason for ASIC to
receive audited financial reports.

C9Q2 Do you believe the proposed time for lodgement of audited financial statements
should be shortened? Please give reasons.

No. Six months is a reasonable time.
€9Q3 What benefits do you consider will result from this proposal?

None.
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C9Q4 What disadvantages do you consider will result from this proposal?

ASIC, governments or other interest groups may use this information to influence or
interfere in the governance and operations of CDFs.

C9Q5 Would complying with this proposal require you to restructure your business in
any way?

No.

C9Q6 What impact will this proposal have on your business costs? Please quantify and
substantiate your estimate.

Significant extra accounting and audit costs if CDFs are required to prepare fully
compliant general purpose financial reports.

C9Q7 Are there any practical problems with implementation of this proposal? Please
give details.

Yes. It undermines the exemptions entitled to the Church under the ACNC regime. The
ACNC has exempted the provision of audited financial reports to Basis Religious
Charities (BRC's). This conflicts with the proposal by ASIC.

€10Q1 Do you agree with this proposal? If not, why not?

No. The ACBC does not agree with the rationale that because few lodgement
requirements are applicable to CDFs registered identification statements are
appropriate.

The ACBC believes that the additional requirements are unnecessary given the group
charities exemption provided to CDFP Limited. Further the ACBC believes it is up to the
ACNC and not ASIC to identify the charitable purpose of the CDF. If the CDF is registered
with the ACNC, then ASIC should accept that.

C10Q2 Do you believe the new content requirements for identification statements are
reasonable? If not, why not?

No. Much of this information is already available through other regulatory bodies such
as the ACNC and the Australian Taxation Office (ATO).

No evidence has been provided as to why additional information is warranted.
C€10Q3 What benefits do you consider will result from this proposal?

None.
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C10Q4 What disadvantages do you consider will result from this proposal?

More red tape as CDFs have to duplicate the provision of information across
government agencies.

€10Q5 What impact will this proposal have on your business costs?
Costs will increase.

C10Q6 Are there any practical problems with implementation of this proposal? Please
give details.

The ACBC believes proposal C10 (c) provides ASIC with broad powers to delve into the
affairs of CDFs which are now properly the responsibility of the ACNC.

C11Q1 Do you agree with this proposal? If not, why not?

No. The ACBC believes that subjecting CDFs to the same level of breach reporting
obligations as licensees operating under the AFS licensing requirements is an overreach.
We strongly believe that CDFs should be responsible for monitoring their own

compliance.

C11Q2 Do you believe the proposed time for lodgement of breach reports under
proposal C11(a) should be longer? Please give reasons.

See answer to C11Q1.

C11Q3 What benefits do you consider will result from this proposal?
None.

C11Q4 What disadvantages do you consider will result from this proposal?

More red tape as CDFs are required to “continuously report” compliance activities to
ASIC.

C11Q5 What impact will this proposal have on your business costs?
Compliance costs will increase.

C11Q6 Are there any practical problems with implementation of this proposal? Please
give details.

Determining what a significant or likely breach is, will be a matter of interpretation and
discretion. This may give rise to misunderstanding between CDFs and ASIC in properly
fulfilling their respective obligations.
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C12Q1 Do you agree with this proposal? If not, why not?

This proposal is at odds with the rationale for proposal C11 where CDFs have primary
responsibility for monitoring their compliance. External monitoring by auditors will be
very costly.

C12Q2 What benefits do you consider will result from this proposal?

None. Requiring auditors to sign off on compliance with investment guidelines will result
in the scope of their audit increasing disproportionally with the risk profile of CDFs.

C12Q3 What disadvantages do you consider will result from this proposal?

Independent auditing of compliance with any investment requirements is another layer
of red tape that will add substantial auditing cost currently incurred by CDFs.

C12Q4 Do you believe that, in the absence of this requirement (or an alternative
external monitoring requirement), there is a significantly increased risk of non-
compliance with the minimum charitable investment requirement (proposal C3) and
the capital and liquidity requirements (proposal C4)?

No. As stated previously we do not believe it is the role of regulators to set investment
policy or determine asset allocation levels.

C12Q5 Do you think an alternative requirement for external monitoring of compliance
with the minimum charitable investment requirement (proposal C3) and the capital
and liquidity requirements (proposal C4) may be preferable? If so, please give details.
Yes. Audit/Compliance Committee regime similar to that under the Managed
Investments Act is a far better and more cost effective method of monitoring
compliance. Some CDFs voluntarily use this method of monitoring compliance.

C12Q6 What impact will this proposal have on your business costs?

Auditing costs will increase substantially. A certificate from a responsible person is a
more sensible way of reporting to ASIC.

C12Q7 Are there any practical problems with implementation of this proposal? Please
give details.

Yes. The financial reporting standards vary giving rise to confusion as to which
International Accounting Standards Board (IASB) standard is to be adopted.

C13Q1 Do you agree with this proposal? If not, why not?
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No. The ACBC believes the proposal may be an overreach giving excessive powers to
ASIC over CDFs particularly if the breach is non-systemic.

C13Q2 What benefits do you consider will result from this proposal?

The ACBC is concerned about what conditions may be imposed and if these will be
conducive to the continuing operation of the CDF? What if they are not reasonable or
conducive to a positive outcome?

C13Q3 What disadvantages do you consider will result from this proposal?

The powers of ASIC to take action are a major concern that needs further thought,
discussion and clarification.

C13Q4 What impact will this proposal have on your business costs?
Legal costs will increase depending on the action of ASIC and or any conditions imposed.

C13Q5 Are there any practical problems with implementation of this proposal? Please
give details.

Alternatives actions need to be investigated to rectify breaches. Enforceable
undertakings may be one means to allow systemic breaches to be corrected without
limiting the operations of the CDF as a going concern.

C14Q1 Do you agree that charities relying on the group charities exemption should be
required to meet these conditions? Please give reasons.

No. We believe that the current sponsor exemptions under RG 87 should be retained.
We are unaware of any evidence that these sponsor exemptions have not worked.

C14Q2 Do you think that charities relying on the group charities exemption should be
required to comply with any other conditions (whether applicable to charities relying
on the individual charities exemption or not)? If so, please give details.

No.

€14Q3 Should charitable investment fundraisers relying on the group charities
exemption have to lodge an individual identification statement? If so, what benefits
would arise?

No.

C14Q4 Would complying with this proposal require you to restructure your business in
any way?

Yes.
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C14Q5 If this proposal is implemented, would you respond by changing the way your
organisation currently fundraises?

Yes.
C14Q6 What impact will this proposal have on your business costs?
Additional red tape and costs to comply with these requirements.

C14Q7 Are there any practical problems with implementation of this proposal? Please
give details.

CDFs would have to report to both their sponsor and ASIC. This duplication will result in
increased costs particularly audit costs.

D1Q1 If Option 1 is implemented, do you agree with the proposed timeframe for
implementation?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q1 Do you agree with the proposed timeframe in Table 2 for implementation of the
AFS licensing requirement? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q2 Do you agree with the proposed timeframe in Table 2 for implementation of the
minimum charitable investment requirement? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q3 Do you agree with the proposed timeframe in Table 2 for implementation of the
capital and liquidity requirements? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q4 Do you agree with the proposed timeframe in Table 2 for implementation of the
requirement to not issue at-call or short-term investment products? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q5 Do you agree with the proposed timeframe in Table 2 for implementation of the
proposed investor acknowledgement requirement? If not, why not?
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No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q6 Do you agree with the proposed timeframe in Table 2 for implementation of the
requirement to not use certain terms, such as ‘account’, ‘at-call’ or ‘deposit’? If not,
why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q7 Do you agree with the proposed timeframe in Table 2 for implementation of the
additional disclosure requirements? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q8 Do you agree with the proposed timeframe in Table 2 for implementation of the
modified requirement to lodge financial statements? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q9 Do you agree with the proposed timeframe in Table 2 for implementation of the
modified identification statement (content) requirement? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q10 Do you agree with the proposed timeframe in Table 2 for implementation of
the breach reporting requirements? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q11 Do you agree with the proposed timeframe in Table 2 for implementation of
the audit report requirement? If not, why not?

No. It is too short. ASIC should consult further with CDFs on acceptable implementation
timeframes.

D2Q12 Do you require a transition period to ensure that adequate arrangements are
in place to meet the requirements of these proposals? Please provide details.

Yes. It is unreasonable to expect RCDFs to transfer to a new regulatory regime without
an adequate transition period. ASIC should consult further with CDFs on an acceptable
transition period.
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E1Q1 Do you agree with this proposal? If not, why not?
Yes.

E1Q2 Do you consider that the existing terms of the relief should be amended? If so,
please provide details.

No.
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Dear Sir,

Discussion Paper-Banking Act Exemptions and Section 66 Guidelines

Thank you for the opportunity to comment on the discussion paper. The proposal that APRA
change existing exemption orders will have wide implications for the community in the south
western portion of Australia for it would mean the cessation of Church services to that
community.

In the current economic climate, governments are most unlikely to make up for this situation.
1. Some effects on the community

The diocesan income from our Religious Charitable Development Fund (RCDF) enables the
Church to provide pastoral support for many people, including;

Pregnant women in crisis

Couples preparing for marriage

Youth and young adults

Various forms of marriage and family support

People trying to work out personal life issues

Rural community schools, halls and meeting places as well as church buildings
Those struggling to make ends meet

Support for migrants

The Catholic Diocese of Bunbury (Diocese) is one of the four administratively and
geographically divided Dioceses in Western Australia. The Diocese comprises the whole of
the southern portion of the state from Mandurah to the Great Australian Bight and is divided
into 27 parishes.

2. Description of our RCDF

The Diocese has successfully managed its Religious Charitable Development Fund (RCDF)
for more than 32 years, and has always received exemption from the Banking Act. It agrees
with the position that RCDF’s continue to receive exemption from the Banking Act for their
own treasury operations.



The Diocese has in place a strong governance and compliance structure for managing its
RCDF. For the past decade, its RCDF has operated according to a Constitution and a
Compliance Plan model based on the requirements of the Managed Investments Act (1998).

At a diocesan level, the Compliance Committee, which is made up of a majority of
independent non executive members, monitors the compliance of the RCDF with its
Constitution and Compliance Plan.

In addition the RCDF is managed by qualified staff, and is accountable to the Diocesan
Finance Council. This Council comprises non executive external advisors from backgrounds
that include accounting, law and financial management. These members are appointed by
the Bishop to provide advice and general oversight of the running of the RCDF.

Finally, independent auditors annually audit the RCDF and prepare their independent audit
report for the Bishop, Diocesan Finance Councii, Compliance Committee and investors.

3. RFC’'s v RCDF’s

The diocese would like to make a number of points about the reasons given in the
discussion paper for the proposed change.

First, the discussion paper notes that entities whose activities fall within the definition of
banking business and have been granted an exemption include both Registered Financial
Corporations (RFC’s) and RCDF's. In the view of this Diocese, the two are so different that
they should not be lumped together. Unlike RFC’s our RCDF;

fs not driven by profits

Does not lend to the public

Does not compete with other providers

Is risk adverse

Has no shareholders
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Second, the Diocese is concerned about the proposed extent of changes to existing
exemption orders which are targeted at the laity who wish to support the charitable work of
the church, without the paper identifying any increase risks to laity from failures. The
discussion paper appears to have moved beyond adequate disclosures, advertising
restrictions and other conditions without any comment why existing exemptions are
perceived not to have worked in the prudential supervision of RCDF's. The discussion paper
fails to make any link of RCDF’s to the operations of RFC's.

It seems to us that good prudential supervision should involve balancing the costs of
compliance with the risks of failure.

The discussion paper does not identify any risks for those investing in RCDF’s. Arguably
there needs o be a considered examination and comparison with RFC’s the risks RCDF’s
pose to the laity who invest in them.

Without such waork, there is potential for a misunderstanding of the risks of RCDF’s and the
unnecessary withdrawal of current exemptions the ultimate price of which will be the loss of
charitable services to the community.

Third, the public response to recent Registered Financial Corporations (RFC’s) failures
appears to be the justification for withdrawing the exemption to RCDF's although there is no
evidence of RCDF failures. Nor is there any evidence of a lack of public trust and confidence
in RCDF’s generally. The tack of complaints received, or investigations undertaken by APRA
into RCDF’s, seems to confirm this.



Fourth, the International Monetary Fund (IMF) quote in the discussion paper in relation to
Australian Law permitting the existence of non authorized and non-supervised deposit taking
institutions (Page 7) begs the questions:

e  Why is APRA withdrawing its exemption for RCDF's when the IMF acknowledges
that the number of such institutions is smail and the scale of their activities is
predominantly de minimis?

« Why is the IMF recommendation to APRA a reason for withdrawing the current
exemption for RCDF's when the IMF recommendation refers to RFC's only?

The IMF report containing this recommendation is vague and provides no evidence
applicable to the Diocese or any other Australia Catholic RCDF's.

Regarding the IMF comment on major global institutions, where this Diocese is concerned,
like ali dioceses, every cent raised by our RCDF is spent on charitable works within the
diocese.

Finally, the IMF does not justify its comment that RCDF’s pose reputational risk to APRA

What is the relevance of Section 66 Guidelines to RCDF’s?

The Diocese has no difficulty with the proscribing of the word ‘deposit’ in relation to its
activities. However, the Diocese does not believe the case has been made to suggest that
laity who invest into RCDF's consider that the security of their investment is equivalent to
that of a deposit with an ADI.

BPAY

The Diocese has difficuity in understanding APRA’s proposal not to offer BPAY facilities on
the basis that RCDF's are already prevented from offering ATM, EFTPOS and cheque
account facilities. The logic of this proposal seems unpersuasive.

The whole point of having BPAY facilities is to be able to perform transactions in an
accepted and secure environment. Preventing RCDF's from undertaking BPAY transactions
would not reduce risk to lay investors.

We would like therefore to ask: on what basis would APRA like to deny BPAY access to
church customers investing in the church’'s charitable works?

Retail Investors

The Diocese notes that the proposed exemption order would inciude the condition that
RCDF’s not accept funds from ‘retail investors’. The notion of ‘retail investors’ does not apply
to RCDF’s who operate under conditions restricting advertising to the public. Clearly, ‘retail
investors' cannot know about RCDF's as RCDF’s do not have retail outlets or ATM’s, and
are not permitted to publicly advertise.

Conclusion

The Diocese has been successfully managing its RCDF for over 32 years aided by a strong
governance and compliance structures. Like other RCDF's, it is a successful model of
cooperation for pooling resources for society’s benefit towards the common good.

The loss of lay money used by RCDF’s to further the charitable work of the Church is a
threat of great concern to the Diocese of Bunbury.



We suggest, therefore, that APRA take time to investigate fully the governance structures
and compliance regimes of RCDF's, and consult with RCDF’s on practical alternatives to the
withdrawal of exemptions that are commensurate with the risk profile of RCDF's. An
understanding by APRA of the profile of lay investors and their expectations of RCDF's
should also be obtained

We suggest that APRA should address RFC's issues separately to RCDF’s and discharge
its regulatory responsibilities consistent with the risk profiles rather than a broad brush “one
size fits all” approach o regulatory supervision.

APRA needs to reconsider its position towards RCDF’s, taking into account their long
history, reputation and common good they contribute to religious charities and civil society.

I would welcome the opportunity to discuss the concerns we have.

Yours faithfully

4 Qe @L/ZW

Most Rev Gerard J Holohan
Bishop of Bunbury
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