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30 January 2003 

The Secretary

Parliamentary Joint Committee on Corporations and Financial Services

Room SG.64

Parliament House

CANBERRA  2600

Dear Secretary

IAAA’S SUBMISSION TO THE PARLIAMENTARY JOINT COMMITTEE ON CORPORATION AND FINANCIAL SERVICES – INQUIRY INTO THE DISCLOSURE OF COMMISSIONS ON RISK PRODUCTS

We note that on 14 November 2002, the abovementioned Committee agreed to consider and report on the requirements under the Financial Services Reform Act 2001 to disclose commissions on risk insurance products. 

Attached hereto is IAAA’s submission for the Committee’s consideration. 

Should the Committee require any further information or assistance in relation to the submissions, please do not hesitate to contact IAAA’s officers listed below:

· Brian Enever, Vice-President & Acting President – (03) 9748 7643

· David Lester, Former President – (08) 8862 1549

· Ned Schepis, Former Board Member – (08) 9481 7095

We look forward to the publication of the Committee’s conclusions of the Inquiry in due course. 

Yours faithfully,

Brian J Enever

Vice President / Acting President
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INSURANCE ADVISERS ASSOCIATION OF AUSTRALIA

Formed in 1989, now based in Melbourne, Insurance Advisers Association of Australia Inc. (“IAAA”) is an association representing insurance agents, brokers and advisers. IAAA currently has some 230 members Australia-wide. It is estimated that IAAA members employ some 700 staff and represent some $300 million worth of premium. 

IAAA’s members are extremely concerned by commission disclosures requirements in the Financial Services Reform Act 2001 (“FSRA”) and they have requested IAAA to make this submission to the Parliamentary Joint Committee on Corporations and Financial Services on Corporations and Financial Services (“the Committee”)

IAAA thanks the Committee for the opportunity to make this submission. IAAA, under the direction of its former president David Lester, has made a number of submissions on this matter in the past, including two to the Treasury. This submission follows a Sydney appearance by our CEO, at a Committee enquiry and attendance at numerous meetings Australia-wide by IAAA’s directors on the FSRA.  

REPORT OF THE PARLIAMENTARY JOINT COMMITTEE ON CORPORATION AND FINANCIAL SERVICES IN OCTOBER 2002
In October 2002, the Committee published a Report on the Regulations and ASIC Policy Statements Made Under the Financial Services Reform Act 2001 (“the Report”).

With respect to the issue of commission on risk products, the Committee was of the view that:

· cost and service, not commission, were the primary influences on consumers of risk products; and

· a disclosure requirement for risk products would be particularly detrimental to small business operators.

Consequently, the Committee recommended against disclosure of commission on risk products. Currently, the legislation and regulations do not require disclosure of commissions in Product Disclosure Statements (“PDS”) but do require disclosure of commissions in Financial Services Guide (“FSG”) and Statement of Advice (“SOA”).

IAAA’S POSITION ON DISCLOSURE OF COMMISSION 
IAAA supports the Committee’s conclusions and recommendations against disclosure of commission and IAAA would like to see some relaxation of commission disclosure requirements imposed upon smaller business advisers by recent legislative changes. 

IAAA’s view on the recent changes is that they represent over-regulation. The insurance industry has already been rendered extremely competitive and difficult for small business operators due to the global economic downturn which has been particularly detrimental to the insurance industry. In times of depressed economy, sound economic management calls for a laissez-faire approach to policy-making, not over-regulation and over-governance. 

IAAA submits that the legislation and regulations requiring the provision of PDS, FSG and SOA are onerous and place a burden which is unsustainable for small business operators and that the smaller financial services licensees and authorised representatives be exempt from the requirements to disclose their commissions in PDS, FSG and SOA.

IAAA is also concerned that commission disclosure requirements are not only onerous but also are highly intrusive. Insurance advisers will, in effect, be forced to disclose their income to consumers. In view of current strict privacy protection legislation, many insurance advisers feel that their privacy is being violated by commission disclosure requirements. It is feared that consequences will be even more dramatic in rural areas. IAAA believes that commission disclosure requirements are an unacceptable intrusion into privacy and are irreconcilable with the general social trend towards privacy protection.  

CONSUMERS’ CONSIDERATION
As the Committee correctly concluded, most consumers of risk products are only marginally, if at all, influenced by insurance agents or brokers’ commission. Rather, their primary concerns are cost and service. Most consumers know and expect the insurance advisers to receive commissions and they have the power to request such information pursuant to the Insurance (Agents and Brokers) Act 1984. 

IAAA appreciates that the policy aim of legislation and regulations are to empower consumers by giving them as much relevant information as possible and to enable them to compare and obtain the most beneficial product. However, more information does not always mean consumer empowerment. If consumers are laden with extraneous information, which is of marginal relevance and has little or no impact on the benefits they will derive from the product, they are likely to be distracted and to overlook the more important and salient features of risk products.  

In a typical commercial general insurance transaction, an insurance adviser would have to expend substantial time and effort in a detailed underwriting process to obtain relevant information to enable the consumer to find an insurer who would be prepared to provide insurance coverage. IAAA notes that it is increasingly difficult for consumers to obtain insurance protection from Australian insurers and many consumers are forced to go offshore to obtain insurance coverage. Without the assistance from insurance advisers, some consumers would find it difficult to obtain insurance. 

In addition, general insurance needs to be renewed every year, and this requires an insurance adviser to provide on-going service for the duration of the insurance coverage.  

With the introduction of commission disclosure requirements, it is feared that insurance advisers will be forced to spend an unnecessary amount of time and effort in trying to justify their commission rather than spending valuable contact time with consumers to explain and offer products which best suit the consumers’ needs.

Furthermore, commissions paid to insurance advisers are rather standard in the whole industry and are very competitive. An insurance adviser does not set the rates of commission. The perception that an insurance adviser decides on the rate of commission he or she receives is simply erroneous.

Consumers are generally very good at knowing what they want, what they are paying and what they will be getting. Disclosure of commission in PDS, FSG and SOA is irrelevant to consumers’ decision-making process. It is an extraneous piece of information which is neither helpful nor necessary. IAAA therefore submits that those disclosure requirements are counter-productive.

COMMISSION DISCLOSURE NEEDED IN SOME CIRCUMSTANCES

IAAA does not advocate non-disclosure of commission in all circumstances. IAAA recognises that full and frank disclosure is imperative where commission may impact on the amount of return generated by the financial product. To that end, the Corporations Act 2001 already contains provisions to deal with this
. 

On the other hand, for a vast majority of risk products, payment of commission does not have any bearing on the amount payable if a relevant event occurs. Once again, commission disclosure is superfluous and unnecessary information from consumers’ point of view. 

COMMISSION DISCLOSURE REQUIREMENTS HAVE A DISCRIMINATORY EFFECT ON SMALL OPERATORS
Commission disclosure requirements also have a discriminatory effect on smaller operators because large corporations which direct-market their risk products and spend millions of dollars in advertising are not required to account for the advertising component which have been factored in the pricing of their products. IAAA submits that this gives the large corporations an unfair advantage and forces smaller operators out of business. This will have an anti-competitive effect and leave a small number of large insurers to dominate the market. In turn, this will ultimately lead to deterioration in service levels, especially in rural areas. 

IMPACT IN THE BUSH
Consequences of commission disclosure are likely to be harsher for rural insurance advisers. Rural insurance advisers have to contend with higher overheads than their urban counterparts do due to the demands of long-distance phone calls, greater fuel and vehicle maintenance costs, extra time spent on travelling. In addition, rural markets present much more limited opportunities than urban markets. This sometimes necessitates in charging additional disclosed administration fees for the services they provide.

IAAA submits that disclosure of commission will have particularly detrimental effects for insurance advisers and consumers in rural settings; the effects which are directly opposite to those originally intended by the legislation and regulations. It is expected that disclosure of commission will make it more difficult for insurance advisers to gain confidence of the consumers and to concentrate on providing personalised service. Insurance advisers will be forced to justify their commission to consumers each step of the way.

This will force smaller rural insurance advisers out of business and leave rural consumers with little or no access to risk products advice. The end result will be that rural consumers will be rendered unable to make informed choices about risk products. 

CONCLUSION & RECOMMENDATIONS

IAAA believes that mandatory commission disclosure requirements under the legislation and regulations are inimical to the interests of consumer empowerment and to the growth and competition in the insurance industry. IAAA submits that “one-size-fits-all” approach in requiring all who are in the financial industry to disclose commission will have detrimental effects on the insurance industry. Mandatory commission disclosure requirements will drive many smaller business operators out of the industry and allow a select few to dominate the market at the expense of service and choice to consumers. IAAA fears that detrimental consequences of commission disclosure will be even harsher in the rural areas. IAAA submits that in the interest of consumers and growth and competition in the insurance industry there should be a relaxation of commission disclosure requirements for insurance advisers.

IAAA recommends that:

· there be an exemption for insurance advisers from commission disclosure requirement; and

· insurance advisers be granted a grace-period of 5 years, commencing on 11 March 2004 or the end of any transitional period in the event of further changes, during which commission disclosure requirements are optional so that consequences of commission disclosure requirements in the market place may be observed.
Finally, IAAA wishes to once again thank the Committee for the opportunity to make this submission. Should the Committee have any queries or require further information, please do not hesitate to contact IAAA’s officers listed below:

· Brian Enever, Vice President & Acting President – (03) 9748 7643

· David Lester, Former President – (08) 8862 1549

· Ned Schepis, Former Board Member – (08) 9481 7095

ANNEXURE
RESULTS OF IAAA’S SURVEY REGARDING 

COMMISSION DISCLOSURE AND ITS IMPACT

Recently, IAAA has conducted a survey of its members to ascertain their expectations and views about commission disclosure requirements. As stated in the submission the vast majority (87%) of IAAA’s members are small business operators who employ 5 or less staff members. In addition, 58% of the respondents were over 50 years old. 

The survey found that over 90% of the respondents indicated that they would not like to see commission disclosure on risk products and over 80% of the respondents expected commission disclosure requirements to have an adverse effect on their business including increased overheads and need to re-train. Nearly half of the respondents indicated that they will charge additional fees to cover compliance expenses. Another 13% indicated that they would consider charging additional fees.

Significantly, almost half of the respondents would consider adopting a sales approach whereby they would emphasise price rather than benefits of insurance policies. This is particularly disturbing because it means that consumers will receive deteriorating service and may end up obtaining inadequate or unsuitable insurance policies.

80% of the respondents indicated that they will not obtain a licence on his or her behalf. IAAA believes that this can be attributed to the onerous compliance and licensing requirements. Moreover, 90% of the respondents indicated they would rather become an authorised representative for an insurance company or a larger licensee. This will effectively wipe out independent insurance advisers and will allow a select few to dominate the insurance market. 







� Paragraph 1013D(1)(e) of the Corporations Act 2001.





7
1

