Submission 31/02/03

Disclosure of Commission

Mr Chairman, Ladies and Gentlemen

This is a personal submission.

I feel my position needs to be explained in making this submission.

I am now Chairman of the Public Affairs Committee of the Association of Financial Advisers and have a position as Vice President of that organization. 

These positions I achieved as a result of a personal submission to your Committee in October 2001, which resulted in me being catapulted into my role.

I further submitted in May 2002, and on both occasions I appeared before the Committee to speak to my submission, and, must relay that I am very grateful for the hearing given on both occasions.  I trust that my input has been of some benefit to the industry at large.

My Submission was delayed in getting to you because I must emphasize that the role I have in the organisation is voluntary, and in addition to assuming this role I need to run a practice, as well as assist the Association in formulating their submission which was not completed until last Friday.  I might also add that the Association does not employ full time professional staff to continually monitor changes in the industry, it relies totally on the voluntary efforts of practitioners with a minimal remuneration, which really is reimbursement of expenses for office bearers.

Firstly, I must embrace the initiatives taken by the industry in establishing guidelines for the Financial Services Reform Act and comment positively on the achievements of the legislation, I am grateful that we now have an educational standard to which everybody in the industry must aspire, that we have a licensing regime that embraces the majority of the people providing Financial Services, although there needs to be an extension to consider the Real Estate industry and the Mortgage providers, which I believe is being dealt with already.  I am grateful that there now is a body to provide assistance to consumers, who may have been disadvantaged by advisers in the industry, and the general requirement for Disclosure of Commissions where the outcome for the consumer is being affected by the payment of these commissions.

However, I am not sure that the consumer is advantaged in any way by the requirement of Commission Disclosure on Risk products where the outcome has no effect.

As mentioned in my initial submission, one of the principal objections I have to the Disclosure of Commission is that the alternative of level commission will be one of the options that will occur as the norm.  This will give control of distribution of Risk Insurance Products back to the Life Offices, who had this control wrested from them by the multi-agent distribution that has proliferated in the last decade.  This method of distribution has definitely favoured the consumer of these products.

I have consistently held this fear, and have expressed it in my two previous submissions.  I feel as though it would be pointless to continue beating the drum along this line.

What I would really like to be able to do as an individual , should you not make a favourable decision at this point in time, is keep the door open for some meaningful discussion on this area of the Financial Services Industry where you as a Committee are dealing with factual information not information that has been provided by some bodies that have a biased interpretation.

One of the major bodies in the industry has profited from the lack of information provided to previous Committees regarding the focus of the Financial Services that are provided to consumers.

In the education area, which I commended you on earlier, I should point out that only one chapter of one module of the most common course used for the Financial Diploma relates to insurance of any type, and this insurance is a combination of life and general insurance.  I personally have no interest or experience in providing general insurance to my clients but have a very specific focus on Life Insurance and Disability Insurance, and find that in the Financial Planning environment these are aspects of a financial plan that are quite often overlooked by quite a number of the service providers.

As written in the past, one of the major problems is that if the method of distribution and the remuneration of life insurance products is changed in any way it might be that there is less insurance sold.  This also could apply to general insurance, and therefore in the face of any natural disaster the burden of compensation could be left to the Government with the assistance from voluntary contributions from tax payers, as we have seen in the recent appeals as a result of bush fires.

We must be very careful how we deal with this issue, because we do need the public at large to be well insured to alleviate the situation for the government and other tax payers.

I have kept my submission brief because I could possibly be called to appear as a witness on behalf of the Association, and therefore would embrace all the details of submissions that have been made on behalf of the industry from a Life Insurance perspective.

