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9 February 2015 

 

Mr John Trowbridge 
Chairman 
Life Insurance and Advice Working Group 

Email:  submissions@trowbridge.com.au 

 

Dear John,  

 

AFA Submission – Response to LIAWG Interim Report 

 

The Association of Financial Advisers Limited (“AFA”) has served the financial advice industry for 68 
years.  Our objective is to achieve Great Advice for More Australians and we do this through: 

 advocating for appropriate policy settings for financial advice 

 enforcing a Code of Ethical Conduct 

 investing in consumer-based research 

 developing professional development pathways for financial advisers 

 connecting key stakeholders within the financial advice community 

 educating consumers around the importance of financial advice 

The Board of the AFA is elected by the Membership and all Directors are required to be practising 
financial advisers. This ensures that the policy positions taken by the AFA are framed with practical, 
workable outcomes in mind, but are also aligned to achieving our vision of having the quality of 
relationships shared between advisers and their clients understood and valued throughout society.  
This will play a vital role in helping Australians reach their potential through building, managing and 
protecting wealth. 

Thank you for the opportunity to make a submission with respect to the Life Insurance and Advice 
Working Group. 

Our submission makes recommendations that can be adopted in the final Trowbridge Report. We 
believe that we are putting forward complimentary solutions that will address ASIC’s primary concern, 
being the quality of retail life insurance advice, and on the balance of evidence and probability will be 
effective. 

As we have stated throughout the process, the solution lies in a range of measures that will require 
commitment and goodwill from a range of stakeholders including ourselves, the FSC, insurers, 
licensees, advisers and the regulator.   

mailto:submissions@trowbridge.com.au
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1. Who is the AFA 
 

The AFA has a long history and connection with life insurance advice.  Prior to being known as the 
Association of Financial Advisers (from 1994), the AFA was the Life Underwriters Association.  In the 
past the AFA has provided significant education and training that was specifically focussed upon life 
insurance advice. 
 
The AFA is the association of choice for many of those financial advisers who focus upon life 
insurance advice.  Nonetheless, the AFA is now a very broad professional association and our 
members come from a number of backgrounds and specialist areas within financial advice. 
 
The AFA maintains professional partnerships with nearly 40 licensees that collectively represent over 
9,000 financial advisers.  We meet regularly with these partners to ascertain issues, challenges and 
opportunities across the advice market place and to share leadership thinking with regard to the 
future of advice. 
 
With respect to the LIAWG, we have convened discussions with both a licensee working group and 
also an adviser working group.  In this way we have consulted broadly and bring a deeply considered 
view of the issues before the LIAWG. 
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2. The Importance of Life Insurance Personal Advice  
 
The final recommendations that will come from the Trowbridge Report are likely to have a strong 
bearing on the number of financial advisers that are willing to provide personal retail life insurance 
financial advice. It is therefore appropriate to consider the relative importance of financial advisers in 
helping Australians attain appropriate levels of life insurance protection.  
 
Whilst the number of Australian’s holding life insurance has increased over the last 20 years, the 
majority of Australians have significantly less cover than is considered to be appropriate. This 
therefore reflects the issue of insurance adequacy as a significant subset of the underinsurance 
issue, which Rice Warner estimated to be $3.1 Trillion (2011).   
 
KPMG have also analysed the linkage between the adequacy of insurance cover and the 
Government’s exposure to disability pension expense.   
 
Improving the adequacy of the life insurance arrangements for Australians is therefore both beneficial 
for the individual consumer (and their family) and also for the wider community through less impact 
on the Federal Government budget.   
 
In looking at evidence around which consumers hold sufficient insurance to meet their needs, it is 
clear that personal insurance adequacy is only likely to be achieved by a strong and vibrant advised 
life insurance marketplace. 
 
Typically, clients who obtain life insurance via a financial adviser have on average 3 times the level of 
cover that non-advised consumers hold (source KPMG and FSC Lump Sum Experience Study 
2008). The often said line “that insurance is sold and not bought” is therefore particularly evident in 
Australia. It usually takes a consultation with a financial adviser for the average Australian to 
understand the financial risks that they are exposed to and the valuable role that insurance can play 
in providing them with financial certainty at times of medical crisis or death. The advice discussion 
educates the client to understand their own risks, the amount of money that is required should these 
risks eventuate, and the types of insurance that can fund the solution. Without receiving financial 
advice, most Australian’s fail to either identify what is the appropriate life insurance to hold, or to 
persuade themselves to pay for an appropriate amount of insurance cover. 
 
Life Insurance Personal Advice is therefore particularly important in ensuring that clients end up with 
the insurance that they need.   
 
The following table sets out the importance of the Advised life Insurance market through the provision 
of the previous 12 months life insurance sales by market category at 5 recent half yearly points. 
 

Total Sales YE - $m Jun-14 Dec-13 Jun-13 Dec-12 Jun-12 

Total Individual Risk - Non-Direct 1,586.494 1,602.870 1,619.938 1,595.723 1,470.756 

Total Individual Risk – Direct 502.114 477.464 459.471 431.651 415.846 

Total Group Risk 1,223.953 1,173.854 909.374 885.551 1,129.671 

Total Market 3,312.561 3,254.188 2,988.783 2,912.925 3,016.273 

      Total Individual Risk - Non-Direct 47.9% 49.3% 54.2% 54.8% 48.8% 

Total Individual Risk - Direct 15.2% 14.7% 15.4% 14.8% 13.8% 

Total Group Risk 36.9% 36.1% 30.4% 30.4% 37.5% 

Total Market 100.0% 100.0% 100.0% 100.0% 100.0% 

 
Source: Plan For Life 2014, Risk Insurance Sales History 
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The Advised market makes up approximately 50% of the total sales of life insurance business 
in Australia. Clearly it is essential then that the policy settings to be recommended by the 
Trowbridge Report must ensure that individuals are attracted to provide personal life 
insurance financial advice to create the public benefits of adequate insurance cover and to 
ensure a competitive and vibrant life insurance market place. 
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3. Differences Between Advised (Retail), Group and Direct Life Insurance 
 
The difference between Advised, Group and Direct Insurance can be summarised as follows: 
 
Adequacy 
The average level of insurance cover under Advised insurance is significantly higher ($308,212 for an 
Advised client versus $99,954 for a non-advised individual - KPMG and FSC Lump Sum Experience 
Study 2008) which better ensures that clients are properly protected in the case of an insurance 
event. 
 
Guarantee of Cover 
Insurance cover is guaranteed renewable for advised retail insurance products, which means that the 
terms of the insurance protection contract cannot be withdrawn, downgraded or varied by the insurer 
if the health of the insured declines for any reason, or if their lifestyle risks increase (such as taking 
up smoking). This is not the case for other insurance products where cover may not be offered at 
renewal, or may be withdrawn. 
 
Quality of the Insurance Cover 
The policy contract conditions are almost always more comprehensive with Retail Advised products 
than with Direct or Group policies. For example in the case of Trauma Insurance, the number of 
events covered is significantly greater with Retail Advised products as opposed to the Direct 
products.  This means that Advised clients are much more likely to be successful in making a claim.   
 
In other cases the Direct insurance cover may only cover accidental death, which might be 
something that the client does not understand and means that they are inappropriately confident 
about the protection that they have. 
 
It is important to understand that the product differences are typically not understood by consumers 
unless it is explained to them by a financial adviser. 
 
Certainty of Cover Quality 
Policy contract conditions can be withdrawn, downgraded or varied for Group insurance products. 
This is not the case with Advised retail products.  As an example, Australia’s largest superannuation 
fund, Australian Super, altered the TPD definition of the insurance held by all of their Members as of 
1 November 2014, such that it would appear more difficult to be paid a TPD benefit. This could not 
happen to a person holding a retail life insurance policy. 
 
Underwriting 
With Advised retail insurance, underwriting is undertaken before the policy is implemented.  This is 
typically not the case with Direct or Group insurance where underwriting most often will arise after an 
insurance event has occurred.  This can result in the client being denied an insurance benefit at claim 
time because of a medical condition that existed before the insurance policy was purchased but was 
not required to be disclosed in purchasing the insurance. In practice this means that although the 
insured thinks they are covered for a particular health event, they find out, often years later, that they 
are not covered for that event, and never have been because of their pre-existing condition. 
 
Lapse Rates 
Research by Plan For Life (PFL Direct Insurance Report 2013) showed that consumers buying Direct 
insurance had significantly higher lapse rates in the first year than was found with Advised insurance 
clients (On lump sum insurance, approximately 39% for Direct versus 8% for Advised. On Income 
Protection, 55% lapse on Direct insurance versus 10% for Advised). It is common that an adviser 
invests valuable time with their clients establishing and reinforcing the reasons for the insurances 
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held and the relative value that the insurance cover provides in managing risk for the client. The 
research shows that, in the absence of financial advice, consumers are far more likely to stop paying 
their premiums and thus lose the benefits of the insurance cover. 
 
 
Claims 
A significant benefit to consumers with a retail advised insurance policy is the support of their 
financial adviser in lodging a claim and procuring a timely payment. A claim is often a deeply 
emotional experience for the claimant and their family and the support of their adviser is highly 
valued.  This support is not available on Direct insurance or Group arrangements (unless a Corporate 
Super adviser is attached to the plan). In fact Group insurance claims can often be complicated by 
the intermediary role that the Superannuation Fund Trustee plays in allowing or denying a claim 
payment. 
 
As can be seen above, both the quality of the product available to a consumer, and the 
adequacy of insurance cover provided, is significantly better when a consumer seeks 
personal retail insurance advice as opposed to relying on Group or Direct insurance 
offerings. 
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4. Key Components of the Financial Adviser Market Place 
 
In looking at the Financial Advice market place it is useful to understand the component parts, 
including the following: 
 
Licensees: 

 Institutionally owned licensees. 

 Independently owned licensees. 

 Self-licensed businesses. 
 
Advisers 

 Salaried advisers (typically within institutionally owned licensees). 

 Self-employed authorised representatives (both with institutionally owned and independently 
owned licensees). 

 Self-licensed advisers/business owners 
 
It is worthwhile to consider the differences in each category above in how it affects the client-adviser 
relationship, and also the different remuneration impacts.   
 
Client Impact 
The licensee ownership and adviser authorisation can significantly impact the adviser-client 
relationship. For example, the client relationship is likely to be a key asset for self-employed and self-
licensed advisers and by extrapolation is likely to be a much deeper and enduring bond between the 
client and the adviser. 
 
Conflicts of Interest 
Conflicts of interest need to be avoided or managed by each financial adviser and licensee, and thus 
the ownership and licensing of an advice business can give rise to a considerably larger conflict to 
manage where vertical integration with an insurance product provider is present. 
 
Remuneration Arrangements 
A variety of personal remuneration structures exist for financial advisers ranging from only a flat 
salary to entirely results based (such as a self-employed adviser that is entirely dependent upon their 
success in advising and servicing their clients to determine what they earn). With respect to 
insurance, ASIC Report 413 indicated that around 98% of advisers accept some form of commission 
with respect to providing life insurance advice. Therefore it stands to reason that any 
recommendation in the final Trowbridge Report with respect to insurance commissions will have a 
significant effect on adviser sustainability and lengthy transition periods may need to be provided. 
 
Client Acquisition 
Whereas typically salaried advisers have a ready flow of referrals either through bank branches or 
call centre facilities, self-employed advisers need to work much harder to get new clients.  It is quite 
common for financial advisers to have formal referral arrangements with other professionals such as 
accountants.  Where this is the case, agreements often stipulate a sharing of the commission with 
the other party.  This is most commonly in the range of 20 - 30% of the initial commission, and it 
needs to be noted that should initial commissions be significantly reduced, that the cost of referrals 
needs to be taken into account.  It is concerning that many of the referrers may no longer find it 
commercially attractive to continue to refer clients to a financial adviser. 
 
Other franchise type self-employed models may also have commission splitting arrangements, where 
as much as 40% could be allocated to the licensee. 
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When it comes to the acquisition of clients for insurance, experience shows the following likely 
outcome from ten initial client conversations. Five of these ten may then proceed to obtaining a 
statement of advice.  Three of these five might choose to proceed to implementation, however only 
approximately two of these clients end out completing.  This might be because of health issues that 
prevent cover, or not being willing to accept premium loadings or partial claims exclusions due to 
those health issues. 
 
The advice business however incurs the cost related to all ten enquiries which must then be funded 
from the two completed client cases.   
 
We have established earlier in this submission that it takes considerable time with most clients to 
help them understand their insurance needs and to inspire them to take the action required to 
transfer those risks to an insurance company. The experience in the market to date is that very few 
consumers are willing to pay for this initial conversation/research unless they are sure of getting 
insurance cover. Given the underinsurance level in Australia it would not be appropriate to dissuade 
consumers from this initial discussion by imposing a cost on them whether or not they proceed to get 
cover. 
 
Licensee Funding Models 
A variety of licensee funding models also exist from charging their advisers a flat fee, to a percentage 
of their remuneration, to no fee at all with respect to licensees running an employee-adviser model. In 
vertically integrated wealth businesses it is common that the “product” side of the business pays a 
considerable sum to the “Licensee” side of the business to balance the profit results of the licensee.  
This is not possible for non-product aligned licensees. These non-aligned licensees are very 
important to the advice eco-system in providing a diversity of offerings to consumers and keeping 
competition alive in the advice market. Any recommendation in the Trowbridge Report must therefore 
consider the effect on the sustainability of non-aligned licensees and the many advisers working 
under their licenses. Without them, the concentration of advice under the major banking institutions 
would increase significantly. 
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5. ASIC Report on Life Insurance Advice 
 
The ASIC Review of Retail Life Insurance Advice Report (Report 413) has had a significant impact 
upon the Life Insurance industry and it was certainly disturbing reading with respect to the 
unacceptably high failure rate.  There is some question as to whether the failure rate in this report is 
reflective of the broader industry because of the targeted basis of the data collection.  Whilst we think 
that this is an important issue to address, we do not consider that this issue should distract us from 
accepting the issue identified in the report and having an appropriate focus upon outcomes that will 
improve the quality of retail life insurance advice and achieving greater insurance coverage for 
Australians. 
 
The one point that we have remained uncertain about is the extent of consumer detriment impacting 
those clients who received non-compliant advice.  The report does not address this and our 
questions to ASIC have not resulted in a clear answer.  This question is important in consideration of 
the remediation that is necessary to return the impacted clients to their rightful position.  Where 
consumer detriment does exist amongst the failed files we expect that there are limited cases of 
excessive premiums due to over-insurance, higher premiums due to product selection, or inferior 
product terms and conditions. 
 
Further, where the advice is appropriate for the client, but the file failed for reasons of poor 
documentation and/or process, this indicates a training solution as being most appropriate. It appears 
that with at least one of the five main licensees that was part of this report, the file failures were 
predominantly for administration or process failure and that client detriment was not a clear feature.  
 
It is interesting to reflect upon the Financial Ombudsman Service (FOS) complaints statistics for 
accepted non-income stream risk disputes by issue type, as reported in the FOS annual report.  Over 
the last two years the percentage related to advice has been 6% and 4%.  This suggests that 
consumers are not observing particular issues with the life insurance advice they are receiving.  
Approximately 50% of these life insurance complaints are attributed to the life insurer.  In practice the 
biggest risk in life insurance advice is that the adviser has done something, or failed to do something, 
that could lead to a claim being rejected.  The cause might be non-disclosure that has resulted in the 
claim being refused.  This might be due to a medical situation that the adviser either was aware of or 
should have been aware of. 
 
We also note that ASIC placed an emphasis on the lack of strategic advice, particularly without 
inclusion of a product recommendation. It is worth noting that where a product recommendation is not 
made, it is often not necessary to provide an SoA.  Further, the process used by ASIC to choose files 
for the review were based on product-related sales so it was very unlikely that the review would 
include files where only strategic advice was given.  
 
We believe that the report would have been more effective in communicating the importance of 
quality financial advice if it had addressed consumer detriment and differentiated its findings on that 
as apart from administration/process failures. We think it is vitally important that the final Trowbridge 
Report makes it clear that the failures identified by ASIC do not imply client detriment in all cases. 
Adviser training and appropriate ASIC supervision is therefore far more likely to improve the quality of 
advice outcomes than a change to remuneration structures. 
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6. Key Recommendations from the AFA 
 
As previously submitted to the LIAWG (November 2014), the AFA through the involvement of our 
different working groups and the contribution of our Board put forward 4 key recommendations to 
address the issues identified by ASIC.  We believe that on the whole these recommendations remain 
relevant in the context of the release of the Trowbridge Interim report and we therefore choose to put 
them forward again with some minor alterations (See Appendix 1). 
 
We are not seeking to deny the importance of establishing the right remuneration structures in the life 
insurance advice market place, however we also think that this review needs to look at a broad range 
of options to address the core issue which is to ensure that clients get quality life insurance advice. 
 
With reference to our earlier submission (Appendix 1), below we provide a brief summary of our key 
recommendations including suggested timelines. 
 
 
Recommendation 1. 

 
A Life Insurance Charter be adopted by the life insurance product manufacturers 
 
The adoption of a Charter will provide some industry agreed Rules of Engagement between 
insurers and the licensee/adviser channels. We see it as being binding on the life insurance 
members of the FSC. The Charter may need to be supported by the ACCC. 
 
It is our recommendation that the life insurance members of the FSC establish and adopt a 
Life Insurance Charter by 31 March 2016. 
 
Further, the Charter should be developed in consultation with: 
- Life Insurance members of the FSC 
- The AFA on behalf of advisers and licensees (including non-aligned licensees) 
- ASIC 
- Consumer Groups 
- APRA 
 
 

Recommendation 2. 
 

Training be provided to advisers, licensees and product BDM’s on providing strategic 
life insurance advice 
 
A central finding in the ASIC report is that insufficient evidence existed of strategic advice 
considerations. This is likely to be a combination of poor record keeping and poor practices. 
This is a clear training/development opportunity. 
 
It is our recommendation that the following actions be taken: 

o AFA to deliver Quality Strategic Life Insurance advice training throughout our main 

adviser events including Genxt National Roadshow, July National Roadshow and AFA 

National Adviser Conference in 2015. (Note this has already been included in the 

Genxt National Roadshow with the support of TAL.) 

o With the financial support of the life insurance industry, and the endorsement of ASIC, 

the AFA develop and deliver a comprehensive CPD-accredited training module on 
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strategic life insurance advice for release by 31 March 2016. This would be targeted at 

existing advisers. 

 The AFA to work with training providers including tertiary institutions to 

incorporate greater focus on strategic life insurance advice into course 

curriculums. 

 AFA to ensure that the ChLP and FChFP designation course curriculum is 

consistent with the workshop content. 

 
We make the note that Strategic Insurance Advice may not include the recommendation of a 
product. It also may not be necessary for an SoA to be provided in all cases of strategic 
advice where a product is not recommended. It is important that advisers approach the 
provision of life insurance advice in this manner.   

 
 
Recommendation 3. 

 
Form a working group with AFA, ASIC and the FSC to develop a simplified, yet more 
effective Risk Advice SoA 
 
Possible outcomes from improved SoA’s could include: 

o Greater client understanding 

o Better quality strategic advice 

o SoA’s that take less time to prepare 

o Indications to licensees, insurers and financial planning software providers on 

development opportunities to drive efficiency gains 

 

We acknowledge that it is the licensee’s legal counsel’s interpretation of ASIC’s requirements, 

and their own desire to shift legal responsibility to the consumer that has led to the current 

form of SoA’s. The opportunity is for ASIC to demonstrate clearly what constitutes a compliant 

SoA and in our experience this is a much simpler and shorter document than most in the 

market have come to understand.  ASIC Regulatory Guide 90 (updated August 2013) 

contains a 13-page example SoA for scaled advice for a new client however more needs to 

be done to educate licensees and their legal counsel in this regard. Advisers would be very 

supportive of shorter, clearer SoA’s that provide greater understanding to their clients.   

 

It is an appropriate time for this with the courts indicating that the length and format of the 

SoA provided to clients may make it unreasonable for the client to be expected to read or 

understand it.  

 

For example, in Fraser v NRMA Holdings Limited (1995) 127 ALR 543 at 556: “The need to 

make full and fair disclosure must be tempered by the need to present a document that is 

intelligible to reasonable members of the class to whom it is directed, and is likely to assist 

rather than confuse. In complex cases it may be necessary to be selective in the information 

provided, confining it to that which is realistically useful.”  
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Recommendation 4. 
 

Adopt a change to remuneration structures that addresses ASIC’s findings that high 
upfront commissions are correlated with poor quality advice 
 
It is apparent that this working group must make recommendations with regard to high upfront 
commissions if we are to satisfy the expectations of external stakeholders. 
 
It is also clear in the ASIC report that Hybrid and Level commission structures did not exhibit 
the poor quality advice issues seen with upfront commissions. Accordingly, we recommend 
that both existing hybrid and level remuneration structures, as well as fee only, be put forward 
in the final Trowbridge Report. 
 
We note that ASIC have not called for a removal of all commissions. We also note that the 
FSI Final Report made an unexpansive recommendation for level commission only, however 
they also recommended that consideration be given to the recommendations to come in the 
Trowbridge Report. It is our reading of this that they were suggesting that the Minister place 
considerable weight on the Trowbridge Report as a focussed, expert report on this topic. 
 
Below we will examine the various commission models put forward for consideration in the 
interim Trowbridge Report to substantiate our recommendation. 
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7. AFA Response to LIAWG Interim Report – Remuneration Options 
 
The AFA’s views on the five remuneration models included in the interim Trowbridge report are as 
follows: 
 

Level Commissions Only The AFA does not support this option. 
 
Level commissions should be one of a range of options, but 
not the only option. 

Reasoning 

Mismatch of costs and 
revenue 

A number of pieces of work have been completed that indicate the cost to 
a financial advice practice to advise the average client on their insurance 
needs. A number of research papers including member submissions to 
the AFA indicate a range most commonly between $2,500 and $4,000 
per client commonly representing between 10 and 16 hours of work.  
Given that the average insurance premium is around $2,750 it is clear 
that the level commission model leaves the advice practice waiting 
several years to recoup the costs of getting a client insured. For example 
at 30% commission it would take around 4 years.  Referral fees and other 
forms of commission splitting (as discussed above) will only serve to 
lengthen the duration to achieve the break-even point. 
 
It should also be noted that commission is not payable on the full 
premium.  Policy administration fees and stamp duty/taxes are excluded 
from the amount that commission is paid on. 
 
It is widely acknowledged that cash flow is the most significant challenge 
that faces small businesses, so it is easy to understand that a reliance on 
only level commissions would see many existing advice businesses fail, 
and make it almost impossible to start up a new financial advice practice, 
without requiring substantial income from other than life insurance 
advice. 
 
We acknowledge that the vertically integrated employed adviser channel 
could deal with this circumstance quite easily, but for competitors to that 
channel a level commission only outcome would be devastating, thus 
limiting consumer access to quality insurance advice and related retail 
products.  
 

Less advice to consumers Given the cash flow effect discussed above, we believe that such a 
pricing model would mean that financial advisers would no longer find it 
attractive to provide advice to clients with premiums of less than $5,000.   
 
On the basis that an advice business could not recoup the costs of 
providing advice with many clients, a significant proportion of the life 
insurance client market would no longer be targeted to get advice on their 
needs and insurance solutions.  This is a critical problem as it is the 
younger people and the less affluent who would miss out and it is the 
younger people who we need to get engaged with life insurance to 
support the long term viability of the industry and the availability of 
competitive products. 
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As an example, the KPMG and FSC Underinsurance Death Protection 
Gap in Australia report (2013) indicated that with respect to lump sum 
cover the highest level of underinsurance is in the age group of 18-29 
year olds. This problem would be considerably exacerbated by a level 
commission only structure as their premiums would be well below 
$5,000, given their age and the pricing of premiums.  
 
A similar outcome could be expected with regard to stay-at-home carers 
and non-working spouses because they usually have lower premiums as 
income protection insurance is not included. Given these are mostly 
women, the effect on female underinsurance would also be expected to 
dramatically worsen. 
 

Incentive misalignment and 
best interest duty 

In return for receiving the ongoing or renewal commission on an insured 
client, the adviser normally offers a level of ongoing service which would 
include a strategic review of the client’s insurance needs, as well as a 
claims service. In fact it is often the case that the client demands a review 
after receiving a significant increase in the cost of their insurance on their 
policy anniversary. 
 
In conducting such a review it is common that the client expects the 
adviser to consider alternative insurers that may be offering a better 
solution. If the adviser did recommend a change in insurer, the adviser 
will need to invest similar time to implement the new policy as they did 
when first putting cover in place for that client. 
 
We have shown above that it may take four years for an advice business 
to break even on providing that initial advice, yet it will be incumbent on 
the advice business to reconsider sums insured, alternative products and 
providers to ensure the clients best interests are met on reviewing the 
client’s circumstances.   
 
The level commission structure may lead to a situation where advisers 
become reluctant to review policies and subsequently make changes due 
to the cost associated with providing that new advice, in which case the 
interests of the current insurer are the only interests being well 
represented as they will maintain the policy regardless of its suitability. 

 
Advisers are obliged, under law, to consider the clients best interest and 
would potentially suffer a financial detriment in doing so under a level 
commission only structure.   
 
 

Number of Advisers In examining the income effect on advisers and their practices, we 
believe the market would experience a significant fall in the number of 
advisers providing life insurance solutions in the non-aligned self-
employed and self-licensed sectors which currently account for a vital 
proportion of the life insurance market. 
 
It may be that insurers would expect that Direct life insurance could 
replace this reduction in adviser distribution, however we established 
earlier in this submission that the enormously higher lapse rates together 
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with lower sums insured make the outcomes from Direct insurance quite 
poor when compared to Advised insurance.  Client detriment should 
certainly be expected if the amount of advised life insurance should fall.  
 

Licensee viability and 
services 

Many licensees, particularly those not aligned to a product institution, 
charge their advisers a percentage of revenue in exchange for providing 
a range of services to the adviser and their business. Depending on the 
amount of life insurance business conducted by its advisers, a licensee 
could see a very significant impact to its revenue from this model. 
 
The AFA has conducted investigations into the effect this remuneration 
model would have on a licensee’s revenues, and correspondingly on their 
ability to provide services and compliance. If licensees are forced to cut 
costs to offset the reduction in income then the last thing that we would 
like to see is a reduction in supervision and compliance resources that 
might further impact upon the quality of the life insurance advice. 
 
The non-aligned licensee market is integral to the health of the market for 
financial advice. Since this is the group that has the greatest product 
range on their approved product lists, there could well be further 
consumer detriment issues if they were to fail. To place a number of 
these into financial uncertainty would not be an acceptable outcome. This 
model has the potential to cause that harm.  
 

The amount of commission We note the comment in the interim report about how this could be 
between 20% and 30%.  We see no reason to reference a lower cost and 
we object to any suggestion that the issue that the LIAWG should be 
considering is a reduction in the overall level of commissions.   
 
Our focus is upon ensuring that remuneration structures do not 
inappropriately contribute to an unacceptable risk of non-compliant 
advice.  The AFA did not join the LIAWG to oversee an overall 
reduction in adviser remuneration. 
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Hybrid Commission The AFA supports the continuation of access to Hybrid 
commission products with commissions of up to 80% (plus 
GST). 
 

Reasoning 

Matching of costs and 
revenue 

We have indicated in our response above on level commission only that 
the matching of advice practice revenue with the timing of costs to get a 
client insured is of prime concern, particularly in the self-employed and 
self-licensed space. 
 
We have also conceded that the failure rate in ASIC Report 413 related 
to high upfront commissions (being defined in the report as those over 
100% in Year 1) is unacceptable. However, the ASIC report quite clearly 
made a distinction between the issues involved with high upfront 
commissions (96% of the failed files) and the far better results found 
where Hybrid or Level commission was used (4% of the failed files).   
 
So, if we accept the integrity of the ASIC Life Insurance report, then we 
have no choice other than to accept the evidence for the continuation of 
Hybrid commission on the current terms. Simply, the ASIC report did not 
find that this method of commission payment unacceptably impacted 
upon the quality of advice. 
 
Capping the rate of Hybrid commissions will still mean that advice 
practices will be challenged to reduce their costs to provide new advice to 
clients given that for many, a payment of 80% of the average premium of 
$2,750 will return them less than the cost of providing the advice. 
 
Advice will be required as to whether this arrangement would require an 
ACCC supported agreement. 
 

Transition Period ASIC Report 413 suggested that around 80% of new insurance is written 
using an upfront commission.   
 
For this reason an appropriate transition period of three years is required 
to assist the advisers and licensees to adjust to the reduction in year 1 
cash flow.  
 
Prior to any change the industry should have 12 months notice. (As an 
example, FoFA had a 12 months lead in period for the market to adjust to 
the new legislation and regulation. MySuper had a similar lead time). We 
recommend that from the start date of any new arrangement, a maximum 
100% upfront commission be permitted for one year, then at the start of 
the next year of the transition 90% maximum be permitted to be paid 
upfront, and from the start of the fourth year of the transition Hybrid only 
be permitted at a maximum 80%. GST is not included in these numbers. 
 

Ongoing remuneration We believe that any agreement should not stipulate the commission rate 
for ongoing remuneration. We think this will be an important element of 
competition in the market place between companies. 
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Review of the outcome We suggest that a review be conducted by ASIC and the industry three 
years after the hybrid maximum of 80% is applied (this would be five 
years after commencement of the changes).   
 
This would be sufficient time to see the results of the change to 
remuneration, together with the other change initiatives we have 
suggested in this submission. 
 
The outcome of that report may necessitate a further change to adviser 
remuneration and/or training, manufacturer conduct or regulation. 
 

Consumer perception Research of financial advice clients has previously concluded that 
consumers do not have a preference for the removal of commissions or 
for one commission model over another with respect to life insurance.  
This is quite different from the situation with superannuation or 
investments where the preference to remove commissions was quite 
clear. 
 
In removing high upfront commissions we believe that we have 
addressed the perceptions created by ASIC Report 413 with respect to 
the correlation drawn between high upfront commissions and advice 
failures. 
 
After the transition period it will be clear that the maximum commission 
available on life insurance will have fallen from 138% down to 80%.  This 
is a significant change. 
 
Just as importantly though, we support ASIC in enforcing the law with 
respect to advice quality including the Best Interest Duty obligations.  
With the support of insurers with regard to advisers inappropriately 
replacing business (through high lapse rate reporting) this will do more 
for consumer confidence than a further reduction in adviser 
remuneration. 
 
We believe that this option is the best outcome for consumers as their 
adviser is still incentivised to give them appropriate new advice and with 
greatly reduced risk of an inappropriate incentive structure. 
 

Adviser acceptance It is important that the advice market support the recommendations in the 
Trowbridge Report, and we are confident they will do that if they perceive 
the changes to be fair and equitable, and appropriately targeted across 
each area that has contributed to the concerns in ASIC Report 413. 
 
The submissions received by the LIAWG from advisers will give a clear 
indication of their views of what will be considered an appropriate 
response to the issues including adviser remuneration. 
 
A further reference point is a survey conducted by trade publisher 
RiskInfo. 
 
The Riskinfo website undertook a survey to seek the input of readers in 
selecting the best option from among the 5 Trowbridge interim report 
remuneration options.  The result of this survey, which is likely to strongly 
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reflect the opinion of the adviser community, voted overwhelmingly in 
favour of Hybrid Commissions.   
 
Of 437 votes cast, 73% voted in favour of Hybrid.  The next two were 
Level Commissions Plus Fees (10%) and Modified Hybrid (9%).  The 
level of support for Level Commission only was only 6%. 
 

Life Company Acceptance Whilst we do not purport to represent the life companies in this debate, it 
is our very clear understanding that a number of life companies support 
retention of the current Hybrid model. 
 
As this is an established model that all companies to date are making 
available in the market place, we assume that each of them has found 
Hybrid to be an appropriate form of expense for remunerating advisers.  
If it was unprofitable or inappropriate, then we would assume that 
commercial necessity would have led them to not offer a Hybrid model at 
this point in time. 
 
Life companies clearly need the ability to compete for business and we 
believe that having a range of remuneration methods available to them 
supports this.  Hybrid commissions, combined with level commissions 
and no commission pricing models offer the opportunity for competition 
and managing the costs and distribution expense of the insurer. 
 
We hasten to add that we have found no evidence that suggests paying 
higher commissions than a competitor leads to significant 
recommendation changes by advisers to use the product of the company 
paying the higher commission.  The Synchron submission has provided 
data in support of this. 
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Modified Hybrid 
Commission 

The AFA is not supportive of this option.   
 
We believe that it would be problematic to implement, but 
could be made to work from the adviser’s perspective 
although consumer perceptions would be at risk. 

Reasoning 

Matching of costs and 
revenue 

This model recognises the additional costs involved in year one in the 
provision of financial advice, through the provision of payments from life 
insurers to advisers to cover the initial advice costs involved with a new 
policy. 
 
We are concerned that this model will add unnecessary complexity 
through having multiple payments for the one piece of business – a flat 
rate of commission plus one or more cost recovery payments. 
 
We note that no modelled outcomes have been provided to us by 
insurers as to how this could work in practice and what the cost recovery 
payments would be for, and the amount that may be paid. 
 
So, whilst the concept may be workable, we believe it will be problematic 
to implement. 
 

Consumer perceptions We are very concerned at the consumer perception risk that these cost 
recovery items will be viewed as commissions “under another name” by 
the media and consumer groups. 
 
Simplicity and transparency are very important when an adviser explains 
to a client how the adviser will be paid.  This includes how it is presented 
in the Statement of Advice document. The more complex the model, the 
less trust the client has around transparency and fair value. 
 
The loss of simplicity counts against this proposal significantly. It has the 
potential to confuse and distract a client from understanding the advice. 
 

Pragmatic challenge From a pragmatic standpoint, each insurer would need to create a 
complex matrix of fees for various cost recovery activities conducted by 
the adviser. 
 
There would be ongoing challenges around the fairness and 
appropriateness of each fee and the need for constant review would be 
considerable. 
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Level Plus Fees The AFA is not supportive of this option.   
 
We believe that it would be problematic to implement, and 
consumer perceptions would be at risk. 

Reasoning 

Matching of costs and 
revenue 

Whilst this is better than level commissions only, it has a range of 
problems, including all the issues raised above under Modified Hybrid.   
 
This option is fundamentally based upon level commissions and we 
would be concerned that product providers could seek to withdraw or 
reduce the cost recovery fees to an inappropriate level over time. 
 
Unless the fees were substantial, the shortfall between adviser revenue 
and the costs to provide advice would likely be too large to ensure 
sustainability of the life advice market. 
 

Consumer perceptions Given that the cost recovery fees would need to be substantial the issue 
of consumer perceptions seeing this as “commissions by another name” 
could well be further exacerbated. 
 
The loss of simplicity counts against this proposal significantly. It has the 
potential to confuse and distract a client from understanding the advice. 
 

Advice outcome This option is somewhat problematic for consumers as the level of 
commitment for their adviser may be significantly reduced (as noted 
above in level commissions only) and the disclosures would be complex 
for the client to understand. 
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Level Funded The AFA is not supportive of this option.   
 

Reasoning 

Matching of costs and 
revenue 

This model recognises the additional costs involved in year one in the 
provision of financial advice, through the provision of a loan from life 
insurers to advisers to cover the initial advice costs involved with a new 
policy. 
 
However, it creates a massively complex model that could create 
significant conflicts of interest. 
 
It may well have several elements consistent with the “agency 
development loans” of days gone by. We should not return to those or 
anything similar. 
 

Complexity We do not support the complexity of this model as it will be difficult to 
track the loan amount and payments by individual policy.  Each policy 
would have separate loan arrangements and repayment schedule.  
Based upon a 3 to 5 year repayment term, with policy lapses this would 
involve regular adjustments. 
 

Conflict of interest We have significant concerns about how such a model will create a 
liability between the adviser and the product provider creating a level of 
influence that could be used to inappropriately induce product 
recommendations. 
 
We also have concerns about this model in terms of the impact that a 
contingent liability would have on business valuations, on joint venture 
advice models and practice succession planning. 
 

Consumer outcome We do not believe that this option presents a good outcome for 
consumers as they will likely be concerned by the implicit conflict of 
interest and the complexity of the remuneration arrangements. 
 

 
 
Clawback 
 
Consistent with the Financial System Inquiry, the AFA does not support an increase in the clawback 
period.  We believe that the industry has a range of options to address inappropriate product 
replacement and an additional clawback period would only cause additional complexity with no 
material benefit.   
 
Further we are opposed to a mechanism that might incentivise an adviser against providing 
replacement advice that is in the client’s best interests because it will result in a financial loss to the 
adviser.  Client circumstances do change over time and in some cases they might change 
reasonably quickly.  Product and pricing changes from an insurer can also be sudden and 
considerable. In the event of a legitimate change in the clients’ circumstances that would mean that 
an adviser acting in the client’s best interests would recommend an alternative product, then 
clawback terms should not discourage an adviser from providing this new advice. 
 



23 

 

There are other important issues that need to be considered with longer clawback terms.  Under the 
Corporations Act, commissions are paid to licensees and it is the licensee who would initially be 
required to pay a clawback.  Advisers change licensees, and therefore a clawback might be made 
against one licensee due to the loss of a client inside the clawback period when the adviser has 
already moved to another licensee.  This would make it extremely difficult for the licensee to recover 
the clawback and do nothing to incentive the adviser to avoid inappropriate product replacement. 
 
Extending the clawback period unfairly shifts too much of the burden of client driven lapses from the 
insurer (holding the whole pool of lives) to the adviser and their small business (holding a very small 
pool of lives).   
 
The clawback period should remain at one year.  This is an effective mechanism at influencing 
behaviour.  If an adviser is going to seek to replace a product where there is no material benefit to 
the client, then we have the law in place to impose recourse and action against that adviser. 
 
We have included earlier in this submission a recommendation as to how insurers can deal with 
advisers making consistent recommendations to inappropriately replace life insurance cover. 
 
Whilst we understand the financial impact on insurers of early lapses, it is incumbent on the insurer to 
ensure their product and pricing remains competitive, and to implement benefits for policy loyalty 
from the consumer. An adviser has to put the client ahead of the retention concerns of the insurer. 
The law requires this. 
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8. Regulatory Mechanism and Transition Arrangements 
 
There are two key options to enable a change in the remuneration structures and other competitive 
arrangements in the life insurance marketplace.  These two options include the following: 

 A self-regulatory solution driven by an ACCC agreement, and 

 A legislative solution achieved by either a change to legislation or a change to regulation. 
 
It is understood that the self-regulatory solution has been the preferred path forward, however this 
comes with complications: 

 ACCC support and approval may not be guaranteed and may be time consuming and costly. 

 An ACCC agreement would be binding on those participants whilst they remained a party to 
the agreement.  It would be possible for entities to break away and to return to the previous 
model.  

 
We believe that the Working Group should consider whether the best solution is a simple change to 
the legislation, which could be achieved by changing the definition of conflicted remuneration so that 
commissions for life insurance products of over 80% (plus GST) were considered conflicted 
remuneration. Transition arrangements would also need to be considered within this approach. 
 
Any change to remuneration arrangements will need to be implemented over at least a three year 
period.  In the case of a transition to Hybrid, this would allow financial advisers who are currently 
operating on an up-front model to progressively move towards Hybrid.  We would suggest that the 
remainder of 2015 would be required to assess options and create the framework for the outcome. 
 
Year 2, 3 and 4 would involve progressive moves towards the final objective as we have suggested 
in Section 7 for the Hybrid model.   
 
We would also recommend that the outcome is subject to a comprehensive review after 5 to 7 years 
with a focus upon the consumer outcomes and the sustainability of each element of the advice and 
life insurance market place. 
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9. Life Insurer Profitability and Viability 
 
There has been much discussion in recent years with respect to the financial pressures on life 
insurance companies.  The reports indicate that this pressure is attributable to two key areas being 
Income Protection and Group Life Insurance.  Whilst there has been some discussion about an 
increase in lapse rates across the board, there has been little to suggest that the profitability of 
Advised life insurance business has been significantly affected.  It is important to also assess 
whether the change in the lapse rates is driven by cyclical economic factors, consumer behaviour or 
some other factor.  There is no suggestion that there has been an increase in inappropriate product 
replacement given the focus on this issue by licensees, product providers and the regulator. 
 

We believe that where product profitability issues have emerged, this is most likely attributable to 

poor pricing decisions and market competitive issues. 

 APRA made comments in their second 2014 issue of APRA Insights that "The availability of 

sufficiently detailed, accurate and timely insurance-related data appears to be lacking across 

the industry and APRA has informed life insurers and superannuation fund trustees of 

the need for improvement in this area."   

Further, APRA suggested that: 

The poor claims experience of the group life insurance sector is down to a number of factors, 

said the regulator. 

Those include the record amounts of default cover being made available without underwriting; 

a weakening of underwriting controls for optional levels of cover; and automatic acceptance of 

incremental increases in cover without the need for medical evidence. 

APRA also underlined the growth in complexity of total, permanent and disability benefit 
definitions; changing company attitudes to mental health leading to more claims; and 
superannuation fund awareness about life insurance (leading to higher claims). 

 
This working group has been put together to address the important issue of the quality of retail 
financial advice.  It is not a vehicle to fundamentally address the viability of all the product providers 
in the marketplace or to address short term competitiveness issues being experienced by some of 
the insurers.   
 
Neither should it be used as the vehicle to address problems with the legacy books of various 
product providers, nor the underperformance in their Group or Direct business channels.  This is in 
no way linked to the retail advice quality issues in ASIC Report 413. 
 
No argument has been put forward as to how the overall level of remuneration is driving poor advice.  
The only proposition on the table is that high upfront commissions produce an inappropriate 
incentive.  This proposition has not been conclusively tested or proven. The motivations of the 
advisers that provided advice that failed ASIC’s standards have not been assessed, nor is there any 
evidence to suggest that there was client detriment in many cases. It is very challenging for us to 
accept that poor documentation or advice process, where no client detriment exists, is grounds for 
stating that high upfront commissions are to blame.  It appears far more likely that adviser training 
and/or supervision is lacking. 
 
It is important that this working group and the final Trowbridge Report stick to our agreed scope and 
focus upon the direct issue of retail advice quality and solutions for that and not life insurer 
profitability. 
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10. Education and Qualifications 
 
Under the Corporations Act, the responsibility rests with the licensee to ensure that their 
representatives are adequately trained.  Licensees need to ensure that advisers who operate across 
a range of different specialist areas and client segments need to provide the necessary level of 
training.  With the increase in focus upon superannuation and investments over the last 10 to 15 
years, we are concerned that there may not have been enough focus upon life insurance advice 
training during this time.   
 
What has emerged from ASIC Report 413 is that there is a significant need for training on strategic 
life insurance advice.  ASIC have helpfully outlined what they interpret as necessary options to be 
considered by the adviser. Prior to the commencement of FSRA in 2003/4, this training was often 
provided by Life Insurance companies.  Life Insurance companies are no longer a dominant source 
of training although we do note a small number are making a considerable investment in this area.   
 
In recommendation 2 above, we have proposed an initial solution that would contribute to an 
increase in the level of knowledge for advisers.  This would need to be backed up by a range of 
initiatives at the professional association, licensee and life insurance company level. 
 
We think it is important for the Trowbridge Report to consider recommendations for the life insurers to 
support funding of appropriate training for existing advisers. 
 
The AFA will also need to play a critical role in helping to develop and deliver training including 
through our professional designations.  We will also need to take the lead in supporting tertiary and 
other training institutions to incorporate strategic advice training materials within their curriculum. 
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Conclusion 
 
We are proud of having taken the opportunity, along with the FSC, to convene and participate in the 
work of the Life Insurance and Advice Working Group. This is an industry first for two bodies to come 
together to fund an independent review. 
 
The issues raised in ASIC Report 413 need to be addressed. We think it is reasonable to accept the 
key findings in the report however we do lament the lack of strategic detail that would have made it 
easier to form a more precise view on the challenges and thus the solutions. 
 
We have consulted widely in arriving at our views and recommendations. In reaching conclusions we 
have used a “balance of probability” approach to guide us and where possible have sought research 
evidence to support our thinking. 
 
What is clear is that the number of Australians without adequate life insurance remains a critical 
national financial risk estimated at over $3 Trillion, and it is important to note that the Australians that 
obtain personal life insurance advice are the ones that have the most appropriate levels of insurance 
cover.  
 
We have seen the number of financial advisers fall by around 2,300 over the last five years (around 
13.25%), thus significantly reducing the number of advisers available to assist Australian’s to get the 
cover they so desperately need. 
 
The Trowbridge Report will contain recommendations that lay the framework for the growth, or 
constriction, of the life insurance market in Australia.  The recommendations once adopted need to 
create a new era of confidence and positive awareness of the need for life insurance, particularly for 
working Australians, and more particularly for those with financial dependants. A growing and vibrant 
personal financial advice sector must be part of that vision. 
 
So, in reaching those recommendations, the Trowbridge Report must give equal priority to those that 
provide life insurance advice, and those that receive it, and to those that produce the life insurance 
policies/products.   
 
Consumer needs will best be met by a vibrant market place that is strongly focussed upon delivering 
the best possible client outcomes and ensuring that there is sufficient and appropriate incentive for 
advisers to want to focus upon providing quality life insurance advice. Similarly, insurer’s needs will 
be best met by a growing insurance market which will be the result, if there were more, not less, 
advisers providing personal life insurance advice.  
 
The country would also benefit by a narrowing of the underinsurance gap.  The outcomes of the 
Trowbridge report need to support this objective. 
 
We look forward to providing additional insight and support to arrive at the final recommendations. 
 
Yours sincerely, 
 
 
 
Brad Fox 
Chief Executive Officer 
Association of Financial Advisers Ltd 




