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30th January 2003 

Dr Kathleen Dermody

Secretary

Parliamentary Joint Committee 

On Corporations and Financial Services

Parliament House

CANBERRA  ACT  2600

Dear Dr Dermody,

RE:
ENQUIRY INTO THE REQUIREMENTS UNDER THE FINANCIAL SERVICES REFORM ACT 2001 TO DISCLOSE COMMISSIONS 

ON RISK INSURANCE PRODUCTS

I disclose my interest from the outset – I am not in favor of the disclosure of commissions on risk products.  I entered the life insurance industry on 1 February 1971 as a Life Insurance Salesman.  Since that date my major source of income has been from the sale of Risk Insurance products.  More information on my background is located at the end of this submission.

My reasons for objecting to the disclosure of risk insurance commissions are:-

1. Risk insurance products and their costs are easy to compare and non disclosure of commissions does not impede the process of selection.

The commission for the sale of risk insurance is included within the premium.  There is no separate charge to the ‘buyer’ of the insurance.  If he/she was to go direct to the counter of a major life insurance company to buy the insurance direct, the premium would still be the same!

As an aside, Life Insurance is hard to sell because the buyer can see no immediate gain.  Therefore the premium at the time of purchase can be very important.

2. Contrary to common practice, in no other ‘transaction’ industry (ie a buyer & a seller) where money is expended on non-financial assets, is the adviser/salesperson required to disclose commission.

Whatever industry you select, be it cars, furniture, white goods etc the salesperson is not required to disclose commission.  Even in the real estate industry, the commission is only disclosed to the owner of the property being sold, not the purchaser!  

Q
Why then in the financial services industry should not the situation be the same?
3. Investment products and risk insurance products are not the same.  Disclosure of commission relating to the former is different to disclosure for the latter.
You cannot compare the sale of one to the other.  One relates to a rate of return and the other relates to an event.
The sale of investment products is merely a transfer of funds from one place (say a bank account, rollover etc) to another – say, a managed fund.  So the “cost of the transfer” has a bearing on (1) what initially ends up in the managed fund and (2) the end benefit over a period of time.
On the other hand, the sale of a risk insurance product relates to the transfer of a sum of money (the premium) to a life insurance company with no expectation of “a rate of return”- only a benefit upon the occurrence of a (calculated) event.
Obviously where the buyer’s entry/end benefit are affected via an investment product, the disclosure of a commission is more realistic.

4. Disclosure of commission at the point of sale is misleading to the buyer and reflects unfairly on the Adviser.

Generally speaking, the average ‘life’ of a life insurance policy is seven years.  Therefore, actuarially, the commission paid on risk products relates to an expectation that the policy will remain in force for seven years.  However, the purchaser sees the commission as taken from the first years premium and therefore, in my opinion, creates an unfair impression.  
5. Disclosure of commission could result in many experienced advisers leaving the industry.  With less people selling risk insurance products there will be an even greater drain on social security.

Has the joint committee had the opportunity to enquire of Centrelink how much was expended in the last fiscal year on sickness/death related benefits VERSUS how much was paid out by life insurance companies for disability/death benefits?  The gap is significant!
Advisers who have built their lifetime practice on the non-disclosure on commissions, and are approaching retirement age, are finding the compliance regime of the last ten years (including education requirements) difficult to manage.  In my opinion, the disclosure of commission for some people, could very well be the last nail in the coffin in terms of their leaving the industry.  

Of all the risk insurance products available in the market place, life insurance is the most difficult to sell.  This is because it has little attraction to impulse buyers.  Instead it appears to bring out all the traits of procrastination that exist in people.  
As a consequence in more cases than not, where a person may be inclined to initiate a discussion in this regard without the assistance of an adviser, the end result is that the life insurance is not purchased.  
Thus if more experienced risk advisers leave the industry there will be less people to sell risk insurance to the public resulting in an even greater reliance on social security benefits.
6. I have gone through the ASIC Document “Licensing: Financial Product Advisers – Conduct and Disclosure, December 2002”.  
In my opinion, it is doubtful from this document whether disclosure was ever meant to apply to risk insurance products.  If it was, then with the greatest of respect, the implications of required disclosure are not realised in this particular document.
Having gone through the ASIC Document in as much detail as my non-legal mind can comprehend I wish to make the following observations:-

(i)
Firstly, as already mentioned I would question whether this 
document/and perhaps the legislation itself was designed to 
require the disclosure of commission in relation to Risk 
Insurance products. In support of this comment, I would 
mention that the ASIC document appears to relate all its 
examples to the sale of Investment Products, not Risk 
products!  As an example, I sight the following references:
· Page 22, paragraph B10 (e) Note 1
· Page 29 paragraph 15 (a) and (b)

· Page 56 paragraph 13(b) and (c) Note 1

· Page 57 paragraph 19(d) -  on the subject of replacement/switching of product, whilst this particular reference actually mentions the words “(e.g. insurance cover)” the wording within the paragraph, in my opinion, clearly relates to investment products when it refers to “………entry and ongoing fees…….”, which are, generally speaking, references to Investment products.


In addition, the following paragraph 20, Page 57 on the same 
topic of switching, clearly refers to (a) “investment strategies 
available within a fund” and (b) “between an accumulation and 
pension stage in a fund, the additional requirements in 
paragraph 19 will generally be required.”
(ii)
On page 56, at the conclusion of paragraph 14, there is 
reference to “Australian and overseas research has consistently 
shown that dollar amount disclosure is generally easer for retail 
clients to understand than other methods such as percentages.”  
I would challenge, with respect, the validity of this research applying to Risk Insurance products.  In my close examination of this issue over the last decade, all of the research I have seen related to Investment products and not Risk Insurance products.
Question:  
Is there any way of checking the validity of this particular comment as referring specifically to/or including Risk Insurance products?
(iii)
In the “Key terms” appendix to the ASIC document, “financial 
product” is defined as “a facility through which, or through the 
acquisition of which, a person does one or more of the following:

(b) manages financial risk (see section 763C).”
Following on from that, the wording of Section 763C, I am advised, reads as follows:  

“For the purposes of this Chapter, a person manages financial 
risk if they:


a) manage the financial consequences to them of particular 
circumstances happening; or in the value of, receipts or costs 
(including prices and interest rates).
Note 1. 
Examples of actions that constitute managing a financial risk are:

a) taking out insurance; or
b) hedging a liability by acquiring a futures contract or entering a currency swap.
Note 2: 
An example of an action that does not constitute managing a financial risk is employing a security firm (while that is a way of managing risk that thefts will happen, it is not a way of managing the financial consequences in thefts do occur).”
It would appear from the above example in Note 2, that the “taking out insurance” reference relates to “general” insurance, not “life” risk insurance – otherwise, why would not a “life” risk insurance example also have been given to avoid confusion?
BACKGROUND
In my opening comments I referred to my industry background and this is now listed in some detail as follows:-

· In 1971/72 I operated as a sole trader; since 1973 I have operated under a corporate entity.

· Currently, I am in partnership with my son (since 2000).  We operate as a Member Firm of Associated Planners Financial Services (APFS).

· APFS is Licensed Dealer in Securities and a Registered Life Insurance Broker; I am an Authorised Representative of APFS.  My son, Matthew, holds a Proper Authority with APFS and he, too, acts as an Authorised Representative.

· We employ one full time, and four part time staff, and classify ourselves as “small business”.

· As a Proper Authority holder, Matthew charges fees for services and receives commission for both Risk Insurance and Investment Products.

· In the sale of Risk Insurance products, my role as an Authorised Representative requires that I select the product based on research done by APFS.  This research is not based on price alone!  
I discuss with my clients the selection process and why I am recommending a particular product.  At that time the client gets to see all of the recommended products, so that they are actually aware then of the variation in prices between different life insurance companies.  
Since I became a Broker Representative in 1996, not one person has ever raised the subject of my commission payments. 
Finally, if the Committee would like me to elaborate on any points in this submission, including attending a hearing, I would be happy to oblige.

Yours sincerely,

RUSSELL COLLINS   

Authorised Representative.
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