SUBMISSION TO THE PARLIAMENTARY JOINT COMMITTEE ON CORPORATIONS AND FINANCIAL SERVICES ON BANKING AND FINANCIAL SERVICES IN REGIONAL AND RURAL AREAS.

Introduction

 

This Submission comes from the Association of Financial Advisers, who have been representing the interest of Advisers and Agents for over 55 years. Most of our Members are small business owners who under the new regime created by the Financial Services Reform Act will be responsible for their compliance and advice as Licensees or if they contract to be Authorised Representatives have their Licensee take those responsibilities. There will also be a group of Advisers who will be employees of their Licensee.

 
We believe that the small business adviser has been of great benefit to the Australian public especially in regional areas.  There are fewer large company superannuation funds in regional Australia and many regional workers have their super in master funds on advice from regional based small business Advisers.
 
Numbers in regional Australia
 
On making inquiries with members around Australia we find that in the last ten years the number of Advisers have decreased greatly.  For instance 

· In Geraldton in WA, in the last ten years, the number of life insurance agents have decreased by 80% from 40 to 8.  
 
· In the Monaro region of NSW where there were 8 agents 20 years ago there are now 3, one being the employee of an accounting firm.  
 
Why is this? In most cases risk advisers are not being replaced as they retire.  Training of future Advisers has been and is based on the investment side of the financial advice equation.  In this area the emphasis is on the consumer requirements of providing advice in the “right way,” as determined by the regulators, not on the skills of obtaining business through a relationship of trust between the Adviser and Client.
 
Changes in the Adviser/ Client Relationship 

The overall structure of the new Financial Services Reform Act (FSRA) is not based on the trusted Adviser concept, rather on the strict supervision of the Adviser by a Licensee   Thus we think that  the Licensee’s  responsibilities are artificially created by the Act.  The Adviser under the new Act will find it more and more difficult set up the relationship of trust between the Advisor and Client. 
 
One reason for this is that the Adviser must explain to the potential customer the artificial role of the Licensee, why the Licensee features prominently on the Adviser’s business card; and how that unseen and unknown Licensee will have access and hold private information such as medical information.
 
Every branch of every bank in every country town  has a notice up saying  “This is the name of our Financial Adviser, call him”  There is nothing about giving cover on risk products, and so only those people who are lucky enough to strike a financial adviser who is providing risk advice will get into a decision making situation about risk insurance. Most people accept that risk insurance products are sold not bought.
 
Current Financial Products

Current products sometimes may not suitable for many of the great variation of needs that the Australian public especially those engaged in small businesses require.  What product is suitable to guarantee the buy out of family when a capital-intensive small business like a farm to passed on to the next generation?  The bundled whole of life product will do this very well,  the so called unbundled product whilst giving consumers choice in investment can be expensive to run, and may not suitable for funding the contracts needed for this type of estate planning.  
 
Those people who claim to speak on behalf of consumers are busy finding reasons why certain things about financial products need to be explained to the individual purchaser of financial products.  The Whole of Life type of product is difficult to explain to consumers, so its benefits especially of a relatively level return and of a level premium each year tend to be overlooked and so lost.   
 
Here is a comment from one of our members in Rural NSW

 

As a specialist area, rural advising requires specialist training and special products.  Many people in business for themselves in cities and coastal areas have no attachment to where they work or what they do, but a farmer lives where he works and he looks at the results of his lifetime's work (and perhaps his father's also) every day.  The desire to pass that achievement on to the next generation can be very strong.  This is because the (farm) business has a value to the family which is greater than its' dollar worth.

If the (farm) business person fails to achieve the desired result of passing the business to the next generation in good order with manageable debt, then the work of a lifetime (perhaps more than one lifetime) has been wasted.
 With regard to the need for special products in rural advising, you may wish to consider the following extract from another letter to someone in management in a Life insurance company in Australia, which I wrote about 23/10/02.  The letter was in response to a statement made to me to the effect that the rate of return on Whole of Life insurance was very poor, and this had lead to its' fall from favour.

"Statements about rates of return have been made to me, usually by accountants, occasionally by clients (never by widows!), many times over my 16 years with AMP.  When I ask how they work out the rate of return that they refer to, they usually talk about surrender values, which have nothing to do with the rate of return, as the product is neither bought nor sold with surrender as the aim, and there are many other alternatives to surrender.  

The real value today of the product is in creating a new asset, with guaranteed value, at a known cost….,Where else can a client buy money (which is not repayable) at a cost of less than 2.5% ?  [Male aged about 40]
The Whole of Life product  is now one of the few remaining things which distinguish (this life company) from any other funds manager in Australia.  If we throw it away because we don't understand it or because it is 'unfashionable', we give away one of the few remaining market advantages we hold.  We also throw away probably the last remaining effective tool for proper estate planning in Australia….”  
 
What does this do in regional Australia

 
The loss of this type of product has created a situation where the life cover that every Australian needs is not being placed because the return to the Adviser is too low to make a decent living.  

“It is not cost-effective for an Adviser (especially one starting out on at the beginning of his/her career), to spend time on risk products especially with young people, because premiums and commissions are so low.  It is only worth while if you are cultivating a long term connection with the family, and you can see the need now, and the value down the track to both the client and yourself.”  

Yet the consumer representatives continue to blindly stick to principles such as the need for complete disclosure of up front commissions in forms which have an adverse effect on the purchasing desire of consumers. 
 
This creates for those who are left behind in the lottery of life or who are unfortunate to become disabled an economic situation which need not have been, and which will need to be filled by Social Security payments funded directly by the Australian taxpayer.
 
The overall result of this situation of there being fewer and fewer trusted Advisers in regional areas is that regional people are missing more and more on regular and systematic good financial advice.  How this effects the overall regional economic activity cannot be determined or measured.
 
Will the Bank (and Accountant) Adviser replace the small business Adviser in Regional Australia?

The consumer representation lobby will, no doubt,  respond to these arguments with the response that these small business Advisers will be replaced by Advisers employed by Banks or accountants.  This would alienate, they will say,  the bias to good advice created by the use of commission as a means of remuneration to the Adviser.

These has been and are long standing arguments of principle in the financial services industry, and relate to two quite separate areas of discussion

· For the consumer, what method of Adviser remuneration will serve the Consumer best?      
 
· For the consumer,  what is better, a thorough knowledge of the product being purchased, or the use of the trusted Adviser concept? 

Further, with the likely event of the bank Adviser always changing,  the consumer is exposed to the problem of churning.  This is accentuated by sales projections always required by Sales Managers.    
 
Here are some further comments from rural Members of the AFA
 
“I mainly deal with your average household but I sell as much risk business as I can. Having started as a life insurance rep years ago I still believe in the products and promote them at every opportunity.
I believe one of the problems is that a lot of people think someone will be there for them if they have a problem eg family, Centrelink, etc

I believe a lot of the younger generation believe the Government is there to help out so they rely on it.
And I find a lot of the younger couples think that Mum and Dad will help out if one of them died or became disabled etc and they need child care etc. They usually have such large mortgages that the belief that parents/family will help out gives them a 'reason' why they do not need life and trauma cover etc, and therefore do not have to spend the premium.
I am in a business group and another member is a Mortgage Choice rep. He said recently that when he looked at the last 20 or 25 people he did a mortgage for less than 5 had life or income insurance but I think he said almost everyone of them had Foxtel! Even he was amazed at their priorities.
Another factor could be the 'problems' getting someone medically assessed for risk business. About 12 or 18 months ago the local bank adviser called me and asked if I could do stand alone trauma cover. I answered yes but asked him if he could do it? He said he could but he found it difficult to get risk business through and so he avoided it as much as possible. He said it was far easier to take money from a savings account and invest it etc than cope with health problems. I do not know if the level of commission the bank pays for risk business played a part but his comments certainly indicated whose interests he placed 1st.
 

And from another

 

· The important point is that those who are still here can't survive as life agents, we have to have  a broad product range and a holistic approach to obtaining the best result for the client. 
· Banks are fairly universally disliked and are not trusted by many of their clients.  There are some notable exceptions, but most of their advisers, I believe, are fairly incompetent product floggers. 
· A big advantage that a lifetime local like myself has is that, unless the client is in a large regional centre such as Dubbo, Wagga, Orange or the like, with permanently based planners, the bank's planner will be in your town from 2 pm to 4pm on the second Thursday of the month (for example), whereas I will be here almost every day, and I live here and my clients know me personally.  If you want to see the bank planner at other times, you have to find him and travel to him. 
· The reason that this is important is that rural and regional people have the expectation of knowing the people they do business with, because that is the reality in all facets of rural life.  We see each other at work (doctor, lawyer, planner, farmer) at play (football, golf, tennis, cricket, bowls), and socially (church, school P&C, Rotary).  We often know two or three generations of each family on a first name basis.  So a planner has a position of special trust, as do all rural professionals.  Bank planners that come and go do not enjoy the same level of trust, because they are one-dimensional compared to the rest of the professional community in rural areas.  This can mean that they are not able to motivate the client to make the same commitment, and the results may fall short of needs.  Witness the Bali bombing and the effect on the Forbes community, where a committee led by a former NSW Coroner, Derek Hand, is hoping to raise $300,000 to help the families that are affected.  They already have $20,000.  Wow.  I certainly don't denigrate their efforts (I admire them), but how sad that this has to be done.  Many of the young people killed and hurt have young families.  Is any bank planner able to say that s/he rang even one of those young families in the past year, saying that s/he had heard that they had a new baby, and offering to discuss their financial planning needs?  The answer is almost certainly no, because the bank planners probably don't know about the new families because they don't have the family or local connection, and why bother to sell someone a term/trauma policy paying the adviser a few dollars when the teller at the bank passes on a lead that Mr X is retiring with $300,000?  For the Planner who lives locally and knows the family, contacting the next generation as their children arrive is crucial, as the young family is the future of your business, and you have the obligation, as a trusted adviser, to offer advice. 
· I agree that a lot of the planners employed by banks have no knowledge of, or interest in, rural markets as an area requiring specialist knowledge, training and experience.  The bush is often seen as a stepping stone to greener pastures, and if they are any good at sales, they are promoted to coastal areas with higher incomes or high net worth clients. 
· One glaring problem with rural small business, especially farming, is that banks have no suitable product for estate planning.  So we see bank planners trying to fit clients to products, not the other way around, as it should be.  The classic example is recommending temporary insurance and superannuation investment for estate planning, because the banks have no Whole of Life product.  But there is no other product which does the job of estate planning.  
· Sooner rather than later, an adviser (whether bank-based or another) will be successfully sued for recommending temporary solutions for permanent problems, eg, term insurance for estate planning.  This is also being fostered by Life Companies ceasing to train new advisers in the use of permanent products, and this can possibly be traced back to Life Company recruiting senior management from Banks, where they don't have the background, training or experience themselves.  When you have dealt with more than one generation of a family and passed on a few cheques after a death, especially when you recommended and wrote the policy/s, it adds enormously to your belief in what you do.  It also clearly demonstrates very clearly that unless death occurs prematurely, temporary insurance has no value.  So by all means put temporary insurance in your super fund to cover premature death as in Bali, but also have some permanent insurance in the bottom drawer- just in case you live. 
· We also see bank planners and accountants recommending surrender and/or rollover of conventional products (Whole of Life, Endowment, both super and ordinary, and even old-style unit-linked products with exit fees) which they don't understand because they have had no training or experience with the products, with disastrous results for clients.  I can produce evidence in my own client register of individual losses of $85,000 in one case, and $35,000 in another, where clients took advice from bank and accountant advisers.  One simply did not believe that he was losing so much, because the accountant said I was wrong (!), another transfer was done before I knew about it by an NAB planner..  These are impossible losses for people about age 60 to make up.  All that can be done is to advise the client how to claim for the loss. 
· Consistently, the worst financial advice I see comes from accountants' offices, where they are trying to wear two hats, and eventually neither hat fits well.  Too often, the advice is tax-driven to the exclusion of all other considerations, and minimising today's tax is uppermost, rather than long term future planning.  
· As an example, we all have stories of accountants starting SMSF's to minimise tax with $20,000, then recommending surrender of Whole of Life insurance policies which were put in place to fund inheritances for non-farming heirs, to obtain tax deductions for the contribution of the surrender value to the SMSF.  Tax saved today, farm lost to next generation, accountant doing fine thanks. 
· It is almost impossible to plan an estate cost-effectively, and successfully, at 60+, unless there are already sufficient assets which are easily divisible.  If the assets are not there by then, it can be still cost-effective to use permanent life insurance to create new assets, compared to borrowing to pay out the non-farming heirs, but it can be hard or impossible because of health or cashflow issues.  I have had cases where I have had to advise a family that the only solution will be for the farm to be sold on the death of the current principal, so the next generation should move and re-establish now.  I was in that position myself.
 
Conclusion

 

This is how the AFA sees the long term results of the FSRA in regional Australia.  The Government’s advisers whose needs are largely met by their employer may never feel that a self employed Adviser, running a small business, or indeed this industry require any special consideration.

We believe that regional Australians are being disadvantaged by the FSRA because the replacement of the small business regional Adviser or Agent by Bank or Accountant Adviser employees  is not satisfactory as it depends on consumers searching for solutions to the problems solved by risk products.  They do not search, the motivated Adviser is the only solution to finding the consumer his/her individual  solution.
 
The result will be less Australians in regional areas holding suitable risk coverage,  a consequent lack of cover when it is needed, and so an increase in the need for Social Security payments funded directly by Australian Taxpayers. 

For further information please contact the National President Robin Yates 08 6331 8456, Dugald Mitchell OAM (research) 02 6452 3424 or the AFA National Office 1800 656 009 

9 JANUARY 2003
 
AFA Submission on financial advice in regional Australia

1

