25 February 2003

Ms Bronwyn Meredith

Principal Researcher

Parliamentary Joint Committee on Corporations
& Financial Services

Department of The Senate

Parliament House

CANBERRA ACT 2600

Dear Bronwyn,

Further to our recent discussions, I have decided to provide additional information on
the involvement of advisers in claims management. I have sampled 8 claims out of 22
Income Protection claims made by my clients over the last five years.

At the risk of stating the obvious, life risk insurance is sold not bought. A person with
a lump sum to invest is more or less compelled to seek advice on the investment of
that sum. However, the purchase of life risk insurance is not compulsory.

The psychology of the sale of an Income Protection contract is that life risk advisers
must ensure that, while informing clients of the adviser’s good work in handling
claims and dealing with life offices, that the adviser does not give the potential
insured an excuse to form a view that all claims are handled harshly by all insurers
and the whole issue of income protection is just too hard. Similarly, the moment an
explanation of how commission is calculated becomes complex in the eyes of the
consumer, the sale is lost.

The corollary of the proposal to require the disclosure of life risk commission is that
advisers will be expected by the client to justify the amount of commission earned.
Given that the client may retain the purchased insurance product for over 20 years, the
adviser will be called on to explain the un-explainable — what services he will provide
free over an unknown time, and to what degree etc. for an insured event that may
never occur. A competent adviser will disclose the level of claims involvement and
intervention he will offer should a claim occur, but will be unable to quantify that
involvement other than to state no fees will be payable for such services.

If I as an adviser, in seeking to explain my claims services, were to inform a
potential client that two of my clients’ claims involved nearly 100 hours of adviser
involvement, that client will follow his emotions and decide not to proceed with the
purchase.

If the person without Income Protection insurance subsequently finds himself unable
to work because of sickness or injury, he has only one option — to become a drain on
the Commonwealth Budget. The Commonwealth’s expense in these cases includes
not only the Centrelink benefit itself, but the cost of its administration and the
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foregone tax revenue from the Income Protection benefits which would have
been paid by a life insurance company to a claimant.

Most life risk advisers hold a strong position that it is not ethically nor morally
justifiable to charge fees on clients for claims handling and, where required,
intervention. They believe the up-front commission received, when spread across
their client base, is sufficient to enable them to provide an interventionist claims
handling service on an economic basis.

Please call me if you need any clarification.

Yours sincerely,

=

BILL BROWN, raLa
Authorised Representative



INCOME PROTECTION CLAIMS

Attached is a broad sample of 8 Income Protection claims of a total of 22 Income
Protection claims in the last five years. It shows the adviser involvement now
required with income protection claims to ensure claimants receive their policy
entitlements in a fair and equitable manner. Here is an (incomplete) list of what a life
risk adviser does in claims handling.

° Upon receiving notification, discuss nature of claim with claimant or
relative
Notify life office and request forms be sent to OUR OFFICE
Upon receipt of forms, check that Claim Form questions are relevant

(often they are not)

. Visit client (usually) and assist the client to complete client’s Claim Form.
If client is not ambulant, deliver doctor’s claim form to specialist

. Forward claim forms to life office, identify claims officer and discuss
claim

o After appropriate time, follow up the claims assessment. Involvement
continues until liability is admitted and claim is paid

. Assist client and accountant in provision of financial information to

substantiate income at proposal and for Partial Disability purposes, if this
material is requested by the insurer.

. If liability is not admitted by the insurer, ascertain reason for decline
and begin advocacy and intervention on client’s behalf. Involve
doctors if necessary

. Income Protection claims once admitted are constantly under review by
the insurers. This requires monitoring by adviser to determine if “doctor
shopping”, as defined by FICS, is not occurring in an attempt by life
office to justify ceasing payments. This monitoring involves frequent
discussions with claimants and training them to report back to the adviser
when the insurer sends them for specialist examination at the insurer’s
expense.

. At all times the adviser must be vigilant to check that life office is
acting within the terms of the policy document. If it does not, discuss
case with claims officer and take the claim up the decision line. Advise
client to consider FICS or legal action
Liaise with FICS and client’s legal representative
In case of FICS appeal, draft client’s case documents

This type of adviser intervention outlined above requires intimate knowledge of
claims procedures and policy terms. This is only available from an adviser who
specializes in life risk advice. Such intervention is time-consuming and can be
emotionally draining on client and adviser. While the adviser is handling a claim, he
is not generating new business elsewhere.

In the last three years there has been a definite growth in the number of claims being
declined after the insurer has initially admitted liability. Companies are very willing
to engage in “doctor shopping”, a term originated by Financial Industry Complaints
Service (FICS), where an insurer engages well-known “opinions for hire” to obtain



grounds for declining claims — this is particularly noticeable where claims involve
mental illness, chronic fatigue and other potential long-term (but not visible)
disabilities.

These developments in claims “management” can be further magnified if the insurer
is up for sale, has been recently taken over or a public float is planned, because the
insurer seeks to lower claims liabilities on the balance sheet to make the business
attractive.

Overriding all of this is the fact that claims sections are now staffed by inexperienced,
part-time persons with little knowledge of the types of many income protection
policies the insurer may have on the books. The attitude of these claims officers is
that the customer should always be considered a rorter of the system, until proven
otherwise — empathy with claimants is something that belongs to the past.

Finally, it is very clear that life offices are using the very low FICS upper limit of
$5,000 p.m. to attack, delay and deny claims with benefits above $5,000 p.m. (i.e.
insureds with earnings of $80,000 p.a. or above). Recent representations to the
Treasurer and ACA have resulted in no change to this limit, only a “twiddling” of the
rules..
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