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The “Two
Sentences’” Test

Can the Client Explain the Tax
Outcome Back to You

May 2026
General Advice Warning

This article has been prepared by Keylnvest Ltd (ABN 74 087 649 474, AFSL 240667) for general
information and educational purposes only. Keylnvest is the issuer of the Keylnvest Investment

Bond.



This article has been prepared by Keylnvest Ltd (ABN 74 087 649 474, AFSL 240667), the issuer of
the Keylnvest Investment Bond.

The information contained in this article is general information and factual in nature only. It has
been prepared for educational purposes and does not constitute financial product advice, nor does
it take into account the objectives, financial situation, or needs of any individual. You should
consider the appropriateness of the information having regard to your own objectives, financial
situation and needs before acting on it.

Before making an investment decision, you should obtain and consider the relevant Product
Disclosure Statement (PDS) and Target Market Determination (TMD), available at
https:/keyinvest.com.au/formsresources, and seek independent professional financial advice.

Any discussion of taxation outcomes is based on the current legislative framework applicable to
investment bonds at the time of writing. The effective tax rate of an investment bond may vary over
time and will depend on the underlying investment performance, transaction activity, and earnings
profile of the fund. Legislative, regulatory, or tax changes may affect these outcomes.

Past performance is not a reliable indicator of future performance.

Neither the author nor any associated entities accepts responsibility for any loss, damage, or
adverse outcomes arising from reliance on the information contained in this document without
such confirmation.

The Two Sentences Test provides a simple but powerful framework for assessing whether true client
understanding has been achieved in financial advice. Rather than relying on technical explanations
or disclosure documents, the test asks a single question: can the client clearly explain the outcome
of the strategy back to the adviser in plain language?

In an environment of increasing complexity, regulatory scrutiny and ethical expectations, this
approach shifts the focus from what advisers say to what clients understand and can articulate. By
embedding this test into advice conversations (particularly before implementation) advisers
strengthen informed consent, improve client outcomes, and enhance regulatory defensibility.

The article argues that the discipline of slowing down, testing comprehension, and documenting
client understanding is not merely best practice, but a core professional obligation. Ultimately, the
Two Sentences Test reinforces that quality advice is measured not by speed or technical
completeness, but by the client's ability to understand and confidently explain the decisions they
are making.
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After reading this article, advisers should be able to:

1.

2.
3.
4.
5.
6.
7.

Understand why disclosure does not equal understanding

Recognise the ethical importance of testing client comprehension, not assuming it
Identify why tax advice is especially prone to misunderstanding

Apply the Two Sentences Test to confirm informed consent

Detect gaps in client understanding before advice is implemented

Strengthen ethical practice by prioritising clarity over speed

Improve advice defensibility through better documentation of understanding

Keylnvest is a member-owned Australian friendly society established in 1878, with a proud history of
helping individuals and families build, manage and protect their wealth. Specialising in investment
bonds and funeral bonds, the Keylnvest Investment Bond offers a diverse, single sector and
multi-manager investment menu, soon to be expanded to provide members with even greater
choice.

Through ongoing engagement with financial advisers and licensees, Keylnvest continues to invest
in its digital platform and adviser portal delivering streamlined application processing, enhanced
client visibility and efficient administration to support advisers in recommending investment bond
solutions that empower Australians to achieve their goals with confidence and clarity.

Nick Heuzenroeder is Head of Product Innovation, Governance & Partnerships
and a Responsible Manager for both Keylnvest and Keylnvest Managed
Investments. With a background spanning financial advice, product
innovation, investment management and business leadership, Nick brings a
strong blend of technical expertise and strategic, relationship-led thinking. He
plays a key role in strengthening governance frameworks, overseeing product
and operational risk, and fostering partnerships that enhance outcomes for
investors, advisers and distribution partners.
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Financial advice has never been more complex. Tax law, superannuation rules, estate planning
structures and investment products have evolved into a dense web of interdependent decisions.
Advisers invest significant time ensuring technical accuracy, modelling outcomes, and complying
with extensive disclosure obligations. Yet despite this effort, one ethical question remains decisive:

Does the client actually understand what will happen if they follow the advice?

If the answer is no, informed consent has not occurred, regardless of how comprehensive the
Statement of Advice may be. The Financial Planners and Advisers Code of Ethics 2019 requires
advisers to act only with a client's free, prior and informed consent (FASEA, 2019). ASIC guidance
similarly emphasises that disclosure alone is insufficient if it does not result in genuine
understanding by the client (ASIC, 2024).

This distinction is critical. Many advice failures do not arise because the advice was technically
wrong, but because the client did not understand the consequences until after the outcome had
occurred. Complaints, disputes and remediation often follow not from poor intent, but from poor
comprehension.

This article introduces the “Two Sentences Test” a simple but powerful ethical tool and explores why
the ability of a client to explain a tax outcome back to their adviser is central to professional,
defensible and ethical advice.

The regulatory framework governing financial advice places significant emphasis on disclosure.
Financial Services Guides, Statements of Advice and Product Disclosure Statements are designed to
provide clients with information about services, risks, costs and consequences. These documents
are necessary, but they are not sufficient.

ASIC has repeatedly acknowledged the gap between information provided and information
understood. Good quality advice requires advisers to take reasonable steps to ensure clients are
likely to understand the advice and be in a better position if they follow it (ASIC, 2024). Simply
delivering documents (no matter how detailed) does not satisfy this requirement.

The Code of Ethics reinforces this distinction. Standard 4 requires advisers to have reasonable
grounds to be satisfied that the client understands the advice and consents to it (FASEA, 2019). This
obligation goes beyond procedural compliance. It requires active engagement with the client's
comprehension.

In practice, many advisers equate client signatures, nodding, or silence with understanding.
Ethically, these indicators are unreliable.
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Behavioural research explains why advisers cannot rely on apparent agreement as evidence of
comprehension. Daniel Kahneman's work on cognitive bias demonstrates that people routinely
overestimate how well they understand complex information, particularly when it is presented by
an authority figure or expert (Kahneman, 2011).

Several cognitive biases are particularly relevant in advice interactions:

e Authority bias: clients defer to professional expertise rather than challenge explanations
e Cognitive overload: complex advice exceeds working memory capacity

e Framing effects: outcomes are perceived differently depending on how they are described

nou

Tax advice is especially vulnerable to these effects. Clients may hear “tax saving”, “concessional”, or
‘efficient” and assume that downsides are minimal or irrelevant. They may believe they understand
the strategy because they trust the adviser, not because they have processed the implications.

As a result, clients may genuinely believe they understand a tax strategy, until its consequences
materialise months or years later.

Informed consent is not a passive state. It is an active process that requires:

e clear explanation

e Opportunity to ask questions

e comprehension of consequences
e voluntary agreement

The Code of Ethics makes this explicit. Standard 4 requires advisers to act only with free, prior and
informed consent, and to have reasonable grounds for believing that consent has been obtained
(FASEA, 2019).

This is a higher standard than disclosure. It requires advisers to form a judgement about the client'’s
understanding, not merely to provide information. Ethically, advisers must do more than explain,
they must confirm comprehension.

The Two Sentences Test is a practical method for evidencing understanding in real advice
conversations. After explaining a strategy, the adviser asks the client to explain it back in two
sentences:

1. What will happen

2. Why it matters
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If the client cannot do this accurately, understanding has not yet been achieved.

This is not a test of intelligence, education or financial literacy. It is a test of communication
effectiveness. If a client cannot summarise the outcome in their own words, the adviser's
explanation has not yet landed.

Importantly, the test does not require perfect technical language. It requires conceptual
understanding.

Tax strategies are particularly vulnerable to misunderstanding because:
e outcomes are often delayed
e conseguences are indirect rather than immediate
e benefits are framed positively
e downsides are abstract or probabilistic

Clients may focus on projected tax savings without appreciating liquidity impacts, timing risk, loss
of flexibility, or estate consequences. They may agree to strategies that are irreversible or difficult to
unwind.

The Two Sentences Test forces these issues to the surface. When clients attempt to explain “what
happens” and “why it matters”, gaps in understanding become immediately apparent to both client
and adviser.

From a regulatory perspective, the Two Sentences Test strengthens compliance in several
important ways:

e |tdemonstrates adherence to Standard 4 of the Code of Ethics
e |tsupports the best interests duty by evidencing understanding
e [tstrengthens file notes and advice records

e |treduces complaints, disputes and remediation risk

ASIC and AFCA assess advice outcomes retrospectively. When disputes arise, the question is often
not “Was the advice disclosed?” but “Did the client understand what they were agreeing to?”"
Evidence that the adviser tested and confirmed understanding at the time the advice was given is
one of the strongest defences available.
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The Two Sentences Test should be applied:

e after explaining a strategy

e before implementation

e particularly where decisions are irreversible or long-term
If the client struggles, the adviser should:

e re-explainin simpler language

e use analogies or practical examples

e Dbreak the strategy into components

e delay implementation if necessary

Importantly, failure of the test is not a failure of the client. It is feedback for the adviser that further
explanation is required.

The greatest challenge in applying the Two Sentences Test is resisting time pressure. Advisers may
feel compelled to move forward once documents are prepared or deadlines loom. However, ethical
practice requires advisers to prioritise understanding over momentum.

ASIC has emphasised that advice quality is not measured by speed, but by suitability and outcomes
(ASIC, 2024). Slowing the process to confirm understanding is not inefficiency...it is professional
diligence.

In some cases, ethical courage means pausing implementation even when the advice is technically
ready.

To support ethical accountability and regulatory defensibility, advisers should document:

e the explanation provided

e theclient's explanation in their own words

e any clarifications required

e the adviser's judgement that understanding was achieved

This documentation demonstrates professional judgement and supports compliance with both the
Corporations Act and the Code of Ethics.
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The Two Sentences Test is deceptively simple. It does not replace technical expertise, compliance
processes or documentation. Instead, it complements them by addressing the ethical core of
financial advice: client understanding.

In an environment of increasing complexity, regulatory scrutiny and professional expectation,
advisers who ensure that clients can explain the tax outcomes of their advice are not only more
ethical, but they are also more defensible, more trusted and more professional.

In the end, informed consent is not proven by what advisers say.
It is proven by what clients can explain.

You have read the article, now collect your CPD points!

See over the page
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This article is featured on Think Caddie so simply login and answer the assessment questions.

Not registered with Think Caddie? No problem. You can take advantage of their 14-day free trial by
clicking here or scan the QR code.

m| ‘s [=

You'll find this article under CPD content. Enter ‘Keylnvest’ in the

search field and voila.

While you are there, check out our CPD article library where you'll find
articles on the following topics:

- Keylnvest Division 296 White Paper

- Are Your Clients' Children (or Grandchildren) Ready for Their Inheritance?

- Investment Bonds: Myths Busted!

- “Just Put It in Super™: The Ethical Limits of a Popular Strategy

- Investment Bonds and Trusts: Why Structure Matters Once Income-Splitting Is Exhausted

- Ethics and Estate Planning: Guiding Families with Integrity, Clarity and Compassion

- Leadership in Advice: Why Technical Excellence Isn't Enough for HNW Clients

- Tax Arbitrage and Investment Bonds: Understanding Effective Tax Rates and Accumulation

Mechanics
- Investment Bonds: A Modern Tool for Intergenerational Wealth Transfer

If this article has prompted questions, or if you would like to explore how investment bonds may be
used in practice, our team is here to support you. A full contact list is over the page.

You are welcome to reach out to discuss:

+ Technical or structural questions about investment bonds

* Aone-on-one discussion with one of our Relationship Managers

+ Atailored presentation or briefing for your practice

+ Jointly delivered webinars or in-person seminars for you and your clients, designed to
support education and engagement

+ Ongoing adviser education sessions as part of your CPD program

We regularly work with advisers to provide clear, practical education sessions. Whether that's a
short technical update, a client-facing session, or a deeper strategic discussion tailored to your
advice model.

To start a conversation or arrange a session please reach out. We'd be pleased to support you, your
team and your clients.
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https://app.thinkcaddie.com/onboarding/signup?chosenPlan=Individual#:~:text=First%2C%20let%27s%20get%20to%20know%20you.%20You%20won%27t,any%20time.%20This%20is%20a%20no-obligation%20free%20trial.

How to reach our Distribution and Technical teams:

Ciaran McAssey

Executive Director, Keylnvest Managed Investments
Mobile: 0412 027 256

Email: Ciaran.Mcassey@keyinvest.com.au

Sales &
Distribution

Marketing &
Technical

Investor &
Adviser Services

(applications and
servicing support)

Keylnvest

Jarrad Gray

Senior Distribution Manager

Mobile: 0428 247 302

Email: Jarrad.Gray@keyinvest.com.au
SA, WA, Vic & Tas advisers

Jason Goodacre

Senior Distribution Manager

Mobile: 0499 722 644

Email: Jason.Goodacre@keyinvest.com.au
NSW / broader east-coast advisers

Andrew Meinel

Head of Funeral Bond Distribution
Phone: 0499 997 323

Email: Andrew.Meinel@keyinvest.com.au

Adrian Elston

Chief Sales & Distribution Officer
Mobile: 0499 503 233

Email: Adrian.Elston@keyinvest.com.au

Nick Heuzenroeder

Head of Product Innovation, Governance & Partnerships
(and Responsible Manager)

Mobile: 0413 808 075
Email: Nick.Heuzenroeder@keyinvest.com.au

Frank Candeloro

Investor Services Associate

Phone: 1300 658 904

Email: Frank.Candeloro@keyinvest.com.au

Jack Pillion

Investor Services Associate

Phone: 1300 658 904

Email: Jack.Pillion@keyinvest.com.au
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