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Inquiry into the disclosure of commissions on risk insurance products -?‘M/

My Industry Background

I have been a dnancial planner for nearly 14 yzars. During tha: time 1 have seen many changes in
the industry. One prominent issuc that receives my full suppont is the disclosute of commissions
and other *soft dollar” benefits.

Although 1 am an Autiorised Repeeseatative of a national dealer, 1 make this submission as un
individual, in my ewn right. I feel strongly that the principle of Disclosure should e applied
cansistently across ous industry, in order ta provide better information Lo cur dicnts and reduce
the incidence of criticism and concisien. T fully support the recommendations nf the Financial
Planning Asscciation " in [his regard.

As a consumer, T like 1o make informed decisions; T believe 1 sm entitled to know Lhe full cost of
goods and services | procure. T believe our clients are entitled w the same considetation.

| am rot awars of any other indusiry in Australia that is regulated n respect to disclosure of fecs
ard commissions, to tac same extent &5 the firancial planring industry. Tn spite of this the
industry contizues to teceve criticism from bodies such as the Auvstralian Consumers’
Association * becsuse advisers receive remuneration based on commissior, In principle, Thelieve
these criticisms are unjustified, particularly when we sre raquired to make full disclosure of these
commissions 0 both pereentage and dollar amounts.

Our requircments are totaly unlike those of the real estate and maotor vehicle industries where
rermuneration is also kased on commissions. While these industries are focused solely on selling
products, the financia’ planning irdusry Incuscs on siratezics to address the overall tiaancial
needs and objectives of our clientis), with products heing the meuns of achicvng he objoctives.

I helieve the most effective way of overcoming some of the criticism directed to our industry 15
for financial planners to provide full éisclasure and to be consistent acros: all sectors of the

industry.

[nsurance

Commission on Risk Products

It=rm 6.30 *

Many financial plannng practices offer their clicnts the choics of commissiors or ‘lee for
service', to avoid the possible criticism that could be assoziated with ‘commission based
remuneration’, e.g. an adviser recomnends Product *A” over Procuct ‘B’ hecansc the
provider/fund manager of Produc: “A’ offers a higher rate of commission.

The primary issue should be to match the stralegy anc preduct to the client’s needs and
objectives, within their Risk Profile. If a product with # highe: fee structure is more suitable, and
iherefore in (he best interest of the clisnt, that product should be recommendcd to the client, with
the appropriace explanation and disclosures,

* Chapter & of the Report on regulations anil ASTC policy slatcments



There is no doubl that a commission payment, deducted from the client”s investment, impacts nn
tha rate of return of the investment, This 15 a cost to the chient, the same as if the client paid a fee
[or the service provided by the financial adviser,

In cither case, the cost - commission or foe - initial and ongoing - must be disclosed.
I do not see “fee for service” being offered in the “risk’ section of the indusiry.

Cost and Service — not commission —were the primary influences on corsumers of risk
products

Item 6.33 1" dot *

While the rate ol commission may not alTect the payout to the insured party, the amount of
commission paid 10 an adviser is Jearly a cost to the 1nsurer and the insured. The amount of
commission and other benefits to advisers, such as exravagan: oversess trips, must add to the
cost of premiums — cost being one of the factors the Committes considered.

In some cases. initial commissions are in excess of 100%; ongoping commissions are in the region
of 30% pa. 1 belicve many clients world be shocked by this high mimber.

Insursnee “agents’ claim that their wock can be very time comsuming — followng up apphcaticns,
medical repors, ele.

This is no moe time consuming than checking on superannuation entitlements, Reasonahle
Benefit Limits, advice from the Australian Taxation olTice, lislsing with client’'s tex advisers, cte,

The comment (hal incentives to participate in overseas trips, (loosely callal cenferences) ele do
not influence agents is, inmy opinion. incorrect. However, this 13 an opimion that is very dalTicult
to either prove or disprove. It is interesting to note thal these ‘;onferences’ are hosted by life
companies rather than non-life fund managers.

If these benefits are simply a bonus/reward for business written, why do the (life insurance)
companics ofler additione] pointsineentives for writing businzss, particularly risk business?!

While an investor's dacision to work with a particular adviser and place invesments with him'er
should not be based solely on fees/price, this s 2 consideration and the investor should be awére
of the fee/price in order to make an informed decision. This applies equally to “risk” products 13
much as any othe:.

Tf there is notving to hide from clients, why is there an issne?

A disclosure requirement for risk preducts wonld be derrimental to smail business aperarors
Tiem 5.33 2™ dot *

A significant portion of the: linancial planning industry is comprised of small businesses. While 1
am an Authorised Representative of a large, national dealer, Lown and manage my own financial
planming practice T am a ‘small business aperator”.

In the early 1990z, there was a similar concera among linancial advisers that disclosure of
commissions would force them out of business. Despite these concerns, the industry 1as
continued to grow strongly,

[

& Chapler & of the Reporton regulation: and ASIC polcy slalcnents



I heheve disclivsure has

o Reduced entry foes and ongzeing management fees on a wide range of products,

o Produced = more informed and questioning public;

o Provided a more competitive industry in which advisers provide clients with explanaticns
ol the benefits and suitabil'ty of the strategy and products recommended; and

o Encouraged advisers to provide a bigher level of service to their clients.

I see no reason why the same should not apply in the risk seclor of the industry.

Inconsistency in Disclosure Reguirement
As an Authorised Representative of a Dealer Group, 1 am required to disclose any comrmission I
receive from risk business

Under the Insurance (Ageats and Brokers) Act 1984, if [ had a direct Agerey Agreement with a
life company and recommended exactly (he same procuct Lo a clieat, I would aot be required to
disclose commission.

Where is the logic in this? It is a dass.c cxample of the inconsistency thal has existed between
financial planners who have not come from a risk® background ard those who have.

Financial Planning Association (FPA)

The FIPA is the pra-eminent professional body in the Australian financial planning induostry. Tt
eommitted 1o the universal disclosure of commissions and benefits for all financial producis
incluging investments, life, super, risk, borrowings and real property”. '

Practice Guidsline Ne. 3 addresses the issue of disclosure of fmancial adviser lees anc
commrissions. For many vears, the FPA has promoted full disclosure of commission, [=es and
henefts in our industry in percentage and dollar terms. This information belps the client to make
an informed decision about the effective cost of the product, be it superannuation, managed
investments or risk products.

A cortrarian view, proposed by the Association of F%nmuu:i al Advisers ( AFA) and others, does not
suppert disclosure where commission has no effeet. -

1 acknowledge that the end benefit for a trauma or income prolecton policy will be the same,
regardless of the commission paid, because (he client applies for & dollar nominated ancunt of
cover, However, given that the commission is a cost to the insurer, and a significant casl as stated
previously, 1 contend that the premium isinfluenced by the amount ol commission.

In the current financial ervironment, where the public is encouraged to question and enguire
ahout all forms of foes and charges by banks and other firancial institutions, [believe clients are
entitled to know the composition of the cost of their insurance and also the percentage and dollar
amount payable o their agenl/adviser,

Why does the “risk” section of the incustry want to by treated differently?

1 strongly suppor: the view in the Money Managemert editorial ¥, which states in part “if thers 15
nothing wrong with commissions, why are they not being disclosed ™



Conclusion

In my opinion, the sole resson for ‘non disclosure” of commission and other benefits 15 that the
agznts want to hide the amount of their “total” remuneration — they do not wani their clients and
the public at large to know the extent of ths benelits they are receiving.

I believe the Assocation of Financial Advsers ** may be acting more in the interest of
‘insurence agents” than in the best interest of the public and the financial advisory industry,
providing the opportunity for more eriticism. I this association wants to be part of the financial
planning industry, it should accept the uniformity that is being promoted by the Financial
Planning Association.

++ This association was originally the Life Underwriters Association of Australia & New
Fealard, them the Life Underwriters of Awsiralia, then the Ausiralian Lifevwiters Association,
wriil 1997 when it became the Association of Financial Advisers.

Non-disclosure does nothing to benefit our industry and everything to harm it. I do not agree
that remuneration based on commission is bad, but the details must be disclosed. This arinciple
should be consistent and applied right acress our industry and a1l industries where FErmaneTalion
is zarred in thes way,

The FPA has issued a comprehensive Practice Guideline eovering *Disclosure of Financial
Adviser Benelits & Other Charges Incurral by Clients' . Ttem 1.5 is partizularly worthy of note
and states “This commitment to full ransparent disclosure enhances financial adviser’s
pesitioning as professionals because it puts beyond doubt that the financizl adviser is acting
in the client’s interests and is not motivated by hidden rewards or incentives.”
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