Life Advisers Action Group

                 P.O Box 377 Cannon Hill, QLD, 4170

Phone: 07 3902 9800 ( Fax: 07 3902 9801


17th January 2003

The Secretary

Parliamentary Joint Committee on

Corporations and Financial Services

Room SG. 64

Parliament House

Canberra ACT 2600

RE: Disclosure of Commissions on Risk Products

We thankyou for the opportunity to provide a written submission which is enclosed.

We would appreciate the opportunity to present to the hearing when convened and elaborate our position further.  We hope you will extend to us this courtesy and look forward to representing our members who appear an often ignored section of Australian small business. 

Yours faithfully,

DARRYL FOSTER



GREG VEIVERS

Committee Member



Committee Member

LIFE ADVISER ACTION GROUP

Submission – January 2003
WHO WE ARE


The Life Advisers Action Group (LAGG) is the formation of a political action group, comprising some 3,000 plus life insurance advisers via general agency groups, and individual advisers Australia wide.  Most of the 3,000 plus would employ staff and operate genuine small businesses.  

Our object is to ensure any government legislation proposed or otherwise, is fair and reasonable not only to advisers but consumers of insurance products.

Our group is committed to our professional advisers, and we are prepared to fight at the grass roots level to ensure our objectives are achieved for the ethical and moral well being of our industry.

OUR PROBLEM (FSRA)


Whilst FSRA involves changes to our industry and more prescriptive legislation, our group’s opinion is most Advisers can live with the majority of the legislation except for the following area.

Commission Disclosure (Risk Products)

OVERVIEW (RISK COMMISSION DISCLOSURE)


The consumer groups have always pushed for commission disclosure to avoid misrepresentation of a product by us at the point of sale, but never could prove or supply any statistics to support their claim.  Attached is the latest Life misrepresentation statistics which show some (10) complaints for Risk products.  However, you can see the misrepresentation is so minute the legislation doesn’t warrant commission disclosure on Life Risk products.

The question has been asked why our Industry has been singled out.

· Motor Dealers have won the fight.  Salesmen do not disclose their profit of commission.

· You buy a fridge or white-good from Myers.  No disclosure applies, even though there is a 50% mark-up.

· How do profits on a can of Coke impact on the sale?

· All businesses are entitled to make a profit, otherwise there would be no taxes paid to the government and unemployment ranks would vastly increase.

The concern to us, and no doubt you, is why risk disclosure would negatively impact on Agents` and Brokers` businesses and operations.  In 1989 there were some 16,000 Agents/Advisers and on current estimation we now have some 7,000 Advisers (this does not include Financial Planners as most Financial Planners who concentrate on creating wealth through investment means, and in the majority fail to protect it with risk coverage).

Further exodus of Risk Advisers is gathering momentum as they can see their profits being eroded and their business being de-valued.  The government and future governments will have enormous problems in funding retirees as patient savings of Australians (outside of compulsory Super) is all but non-existent.  You might say what are they talking about, Agents don’t sell patient savings anymore … companies don’t pay enough nor do they supply product.  How then does the government expect to handle the Social Security problem if we are hindered any further in the process of providing Risk Protection.

Surely you are aware large companies including Life Offices are heading offshore, in particular markets in Asia where profit margins are greater and vast population growth areas for market share.  Incentives from governments e.g. Ireland, Wales, Singapore and India establish Head Offices with tax brakes is having enormous impact on business in Australia.  Having Asian companies (India) set up as call centres … this can be healthy for Life Companies in Australia.

If the government is so intent on Risk Disclosure why do you request that only the advisers commission be disclosed and yet fail to include the profit margin of the Life Offices (which is the majority of the profits).  Why are we so singled out and perceived as crooks for taking a profit?  If it is good for our business, it must be for all business.  One could be forgiven for thinking the government is taking care of the big end of town and not ordinary Australians Small business, such as Advisers who have voting Australians as clients and staff.

In seems paradox to us that the government who purport to promote small business are introducing risk commission disclosure which in fact will decimate our ranks.

CITY VERSUS COUNTRY ADVISERS


The average age of advisers in our industry is 50 plus.  So many advisers are endeavouring to mentor younger advisers being their heir apparent to their businesses. Risk commission disclosure will reduce profit margins, which will affect the introduction of the younger adviser.


Generally major city advisers have greater turnover than country advisers (average salary differences) and risk commission disclosure requirements will effect the average turnover in particular country areas.

One could assume the banks could take up this role and service the country areas, but unfortunately the profits don’t meet the criteria to the detriment of all consumers and benefit to the shareholders. Country Australia would be decimated even more so if we allowed banks to service this enormous shortfall in the Financial Service Industry.  

The need for country persons to protect their assets and family well being by skilled advice from experienced advisers is totally essential. It could be said that it’s more important than a drought. If you have lost your property through lack of quality advice you don’t have a concern about a drought.


LEVEL PLAYING FIELD


Banks have unlimited capital and could employ “salaried advisers” selling bank Life Risk Products, all they would have to disclose is the salary as distribution costs etc are born by the banks and become part of profits.

This would be a great advantage against the commission adviser in small business endeavouring to pay support staff and make modest profits.

Once again the legislation shows it suits the big end of town.

LIFE OFFICE (PROFIT MARGIN)


Risk commission disclosure will reduce the commission content of the life company risk products, which could benefit the consumer in reduced premiums on the individual risk products.  The increased pressure of shareholder returns for life companies one could assume, decreased premiums would not be passed onto consumers, but retained by life companies as increased profits. This has been confirmed by internal and ex life office staff to our members.

It is apparent life offices do not want to disclose their profit margins which far outweigh the commissions paid to all advisers. Another example of the big end of town serving it up to consumers and small business.

STATISTICS


Somebody explain why adviser’s commission for risk business is so important to disclose?  Despite statistics on misrepresentation being at an absolute minimal (e.g. 0.01% of policies in force).

1) The majority of fees are Life Office margins and are not disclosed.

2) If the premium is too expensive the consumer will purchase elsewhere.

3) Premium rates are set by the Life Insurer not the adviser.

· Complaints on Life Insurance since the introduction of the Code of Practice has decreased from, in 1994, 1,260 complaints to 618 complaints in 2000 (latest FICS report).

· 38% involved misrepresentation in 1996 to 16% in 1999 (some 129 complaints) to 11% in year 2000 (69 complaints).  Considering there are in excess of 700,000 individual risk policies in force this represents a complaint ratio of some 0.001% in relation to misrepresentation and disclosure by professional Advisers.  Realistically not much of a problem is it!

· For the first time FICS now show stand alone risk complaints which totalled 10 (ten) only which represents 1.6% of total complaints.  The standard of Life Company services continued to be the most frequent complaint (30% in 2000).

· The Australian Consumers Association at the meeting in May 1999 was requested to table their statistics supporting their case – the reply being “we have none, but hold discussion groups”??  … whatever that might mean!

· One could be forgiven for thinking whilst the government bureaucrats and the consumer associations are so adamant about controlling advisers and disclosure, their discriminatory ideology will in effect hinder the ultimate user (consumer) by forcing down commission with a consequential drop in service standards.

LAAG CONCLUSION


Our position is:

1. Details of all amounts in respect of savings and investment products (including amounts by way of initial and ongoing fees, commissions  and charges), and the point which the amount is payable, be disclosed in the product issuer’s Financial Product Information Statement.

2. The requirements outlined in 1 above not apply to individual risk insurance products.
3. The Financial Services Guide and The Statement of Advice prepared by the licensed financial service providers or their representatives clearly indicate the nature but not the quantum of any benefits or advantages that the licensee, or representatives or an associate, has received or may receive, in connection with the advice or the issue of the sale of risk products pursuant to the recommendation.
4. The Statement of Advice should indicate that additional information about the quantum of any commission or benefits received will be provided by the licensee on request by the consumer.
There are significant differences between savings and investment products and risk insurance products that require different approaches to be taken in relation to disclosure of costs and commission payments.  The above suggestions take into account all of those differences.  It should be noted, however, that the only area where a different approach is required is in relation to Financial Product Information Statements.  The suggested approach has the advantage that it will eliminate duplication and ensure that the relevant information is passed directly to the client and not to authorised representatives that have no need to know.  Accordingly, the suggested approach should deliver consumer protection mechanism.

LAAG’s perspective is very simple on individual risk business.

· Commission has no impact on the clients’ benefits from the insurance product.  Disclosure then is purely invasive and discriminatory.  Why have it?

· Our opponents say commission disclosure is required to show agent bias.  Naturally there is bias for companies we use regularly, though rarely from a remuneration perspective.  Invariably Adviser/Insurer bias results from an “easy to do business with” philosophy i.e. good administration, good claims departments, good definitions and competitive premiums.  It’s in everyone’s interest to place the business with the greatest of ease.

EXTRACTS FROM – FINANCIAL INDUSTRY COMPLAINTS SERVICE REPORT 2000

YEAR 2001 REPORT – NOT AVAILABLE AT DEC 2002
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