
 

 

 

 
 
 
Committee Secretary 
Parliamentary Joint committee on Corporations and Financial Services 
PO Box 6100 
Parliament House 
Canberra ACT 2600 

By email: corporations.joint@aph.gov.au     

 

14 September 2017 

 

Dear Committee Secretary, 

AFA Supplementary Submission – PJC Inquiry into the Life Insurance Industry 

We thank you for the opportunity to make a supplementary submission, in which we would like to address 

the actions that we believe need to be taken to ensure that the community regains trust in the life insurance 

sector and the financial advice profession. 

The AFA is passionate about the role that life insurance plays in protecting the interests of everyday 

Australians, as well as the overall benefit to the Federal Government by providing privately funded 

insurance benefits, which often negate the requirement for significant Government payments in the event 

of death and disability (either total or temporary). 

The Life Insurance Framework (LIF), was introduced by the Turnbull Government to deliver real 

improvements to put the interests of consumers first by working with industry to address the remuneration 

practices in the life insurance advice sector.  However, we are very conscious that since the announcement 

of LIF, which effectively regulated the remuneration of financial advisers in relation to life insurance advice, 

there have been a number of developments that shine the spotlight on the state of the life insurance 

industry, and continue to paint a negative picture of the broader life insurance sector.  These include but 

are not limited to significant negative media coverage with respect to life insurance claims, failure of 

insurers to update policy definitions of existing policies and extensive repricing of existing life insurance 

contracts making many premium payments unaffordable for customers who are now no longer insurable. 

Coincidentally, there is significant activity with respect to divestment of life insurance businesses that now 

includes two completed transactions and public announcements by at least four other institutional owners 

of life insurers.  Over the course of the LIF debate many believed that the key driver for several large life 

insurers was to reduce the remuneration arrangements of financial advisers in order to address 

profitability issues that the industry confronted, more than it was to comprehensively address issues with 
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the quality of life insurance advice. 

Life insurance delivers significant benefits to consumers and the Australian government.  In 2016 over $9.2 

billion was paid in life insurance claims, according to the risk store (theriskstore.com.au).  ASIC report 498 

(October 2016) illustrated that 90% of claims are paid in the first instance.  This is an important fact that 

may have been overwhelmed by the recent negative messages.  Unfortunately, the public perception of the 

value of life insurance appears to be very different.  We have in this paper put forward a range of measures 

that we believe should contribute to an improvement in the life insurance advice sector and confidence in 

life insurance as a whole. 

Introduction 

The LIF has largely only addressed the issue of remuneration for life insurance advisers.  It can be argued 

that the other elements of this reform package, such as the Life Insurance Code of Conduct, broadening 

approved product lists and efforts to simplify Statements of Advice for life insurance have not delivered any 

material benefit for consumers, and have certainly done nothing to improve the efficiency of the delivery of 

life insurance advice, which is needed to compensate for the legislated commission caps of LIF. 

We have always been committed to ensure the customers best interests are first and foremost, and are 

firmly of the view that more needs to be done to better ensure that consumers get better outcomes and that 

the quality of financial advice is raised to a consistently high level.  We have already strongly expressed our 

view that clients with advised retail life insurance are substantially better off than those provided by direct 

insurance or Group Superannuation arrangement.  We are pleased to note that ASIC is now undertaking a 

detailed review of the direct or non advised life insurance market.  Contrary to the ever growing trend of 

online and direct consumable shopping, where quality products are accessed at cheaper prices, it is 

important that consumers are aware that more often than not, the opposite applies to life insurance policies. 

Direct products are generally more expensive and often have significantly worse terms.  Or at the very least 

complicated or unexpected terms that the average person may not fully understand.  Of most concern, many 

of these policies are often underwritten at time of claim, meaning customers or their loved ones who believe 

they have paid a premium for peace of mind in case of a tragic occurrence, are not actually covered. 

Additionally, these policies do not allow for ongoing advice or any personal support at the time of a claim.  

Consumers need to be aware of these important differences. 

In this paper, we will focus our feedback on additional actions that the Government and the financial 

services industry can take to raise standards and also on steps that need to be taken to ensure that the 2021 

review of life insurance advice by ASIC presents an accurate and balanced picture of the sector. 

 

Further Reforms of the Life Insurance Industry 

The AFA openly acknowledges that in the past, and to a lesser extent today, some financial advisers 

provided poor quality life insurance advice.  We would like to think that this reflects a small number of 

advisers, however it has in the past been extremely difficult to assess the scale of the issue and the only 

external indicator that we have is the small number who have been banned by ASIC.  We acknowledge that 

in their appearance at the PJC on 11 August 2017, ASIC Deputy Chair Peter Kell indicated from their own 

surveillance, that they were focussing on a group of less than 50 advisers where they felt there was a much 

greater risk of them being engaged in the practice of “churn”.   
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This apparent revelation is important new information that is critical to the future direction of reforms in 

the life insurance sector.  It has been suggested that there were a series of reviews that found unacceptably 

high instances of poor quality life insurance advice being provided to consumers.  In addition to ASIC Report 

413, the suggestion was that the Financial System Inquiry and the Trowbridge Review both identified an 

unacceptably high level of poor advice.  This is however, not correct.  The FSI report simply referred to ASIC 

Report 413.  In addition, the FSI made no specific reference to concerns about the quality of life insurance 

advice in their interim report, and their recommendation to limit commissions to level commissions only 

was done at a very late stage and without any consultation with the financial advice professional 

associations.  The Trowbridge review was established as a result of ASIC Report 413, and did not include a 

review of financial advice cases to form any independent opinion on the quality of life insurance financial 

advice.  ASIC Report 413 was the key driver of the perceived need to change remuneration practices. 

The AFA is also concerned about the potential timing of the next ASIC review of life insurance advice.  The 

Minister for Revenue and Financial Services clearly stated in her media release on 9 February 2017 that this 

further review by ASIC would be undertaken in 2021, however ASIC’s recently released Corporate Plan for 

2017-18 to 2020-21 indicates that this process might be commencing from 1 January 2019.  We certainly 

take seriously the minister’s statement that if significant improvements to inappropriate policy 

replacement are not identified by the ASIC review, that the Government will move to mandate level 

commissions as recommended by the FSI.  We believe that this statement needs to be considered in the 

context of the more recent information from ASIC which appears to have provided some insight on the scale 

of “Churn” and the reality that the FSI never looked in detail at life insurance advice. 

The recent apparent clarification by ASIC on the potential scale of this issue supports the general discussion 

within the broader financial services industry that the life insurers have sufficient information and data to 

identify those advisers who are knowingly “doing the wrong thing”.  The AFA is strongly supportive of 

activity that either works to improve the conduct of those advisers or to remove those advisers who do not 

act in the best interests of their clients and the broader community.  We believe that there is more that can 

be done in this space.  These actions include the following: 

Financial Advisers: 

• Commit to undertaking additional education and training to enhance the quality of their advice as 

identified by the Professional Standards Framework. 

• Assessing their own conduct to ensure that it is of the required standard and adhering to the Code 

of Ethics within their Professional Association. 

• Actively call out poor conduct by other advisers when they become aware of it.  Where applicable, 

whistle-blower protections should apply. 

Life Insurers: 

• Individual life insurers should identify and confront poor conduct or lapse experience by financial 

advisers by either refusing to do business with them or to only accept business on level commission 

terms. 

• Life insurers should commence publicly reporting the number of financial advisers who they refuse 

to do business with or who they will only do business on level commission terms and report the 

names to ASIC, and the Licensee. 

• Insurers should provide easily available information to support advisers in meeting their 

disclosure obligations, including supporting advisers with information on existing products for 
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product replacement purposes, particularly where they may be closed legacy products, where 

there is no current Product Disclosure Statement. 

• Make it significantly simpler for an adviser to recommend and implement an alteration or increase 

to an existing life insurance policy.  An example of an alteration is a change of ownership.  This is 

particularly important when a client has been on level premiums for a number of years and any 

change of policy would have a significantly detrimental impact on the investment in a level 

premiums policy. 

• Modify bonus models for business development managers and senior executives to ensure that 

they align with the financial advisers who recommend their products acting in the best interests of 

their clients. 

Licensees: 

• Provide additional training to financial advisers on ethical conduct and quality advice. 

• Provide additional information and guidance to assist advisers to meet their product replacement 

obligations. 

• Actively seek to identify and address advisers who are inappropriately replacing product. 

• Actively and honestly participate in the enhanced reference checking process, both in terms of who 

they appoint and the feedback they provide on people leaving their licensee.  There is a risk that 

the desire to get rid of a poor adviser may at times exceed the importance of providing a complete 

reference and dealing with unacceptable conduct and practices. 

Government: 

• Require life insurers to provide, on an annual basis, a list of advisers to ASIC for whom they have 

refused to do business with or for whom they will only do business on level commission terms. 

• Ensure that when ASIC takes action against an adviser for inappropriate life insurance product 

replacement, they examine which life insurance products they regularly utilised and assess 

whether the relevant life insurance product provider was aware of the inappropriate conduct.  We 

suspect there is a tendency for life insurers to view “Churn” in terms of policies that are lapsing, 

rather than new policies coming in. 

• Update the Financial Adviser Register to require the inclusion of information on why a financial 

adviser has left a licensee.  This might include retirement, resignation and termination.  It is only 

when it is mandated and there is a legal defence for this action, that licensees will be more willing 

to publicly state this information.  We understand that this is the practice in the US. 

• Introducing a mandated reference checking process that must be completed before an adviser can 

move from one licensee to another. 

• Examine options to simplify the complexity and cost of providing advice to upgrade an existing life 

insurance policy.   

• Provide protections to clients who are left in closed legacy products to ensure that they are not 

disadvantaged by repeated price increases. 

• Require historical claims success rate statistics to be included “Upfront” in Product Disclosure 

Statements along with an explanation of common reasons for the rejection of claims.  This should 

include claims paid without dispute and those paid as a result of legal or dispute related actions. 

• Introduce a standardised definition of lapses that excludes reductions in cover and people who 

have reached an age where continuation often ceases as a result of affordability issues or a change 

in personal circumstances (i.e. 60 years of age). 
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• We strongly believe that the claims payment statistics in ASIC Report 498 that compared the claims 

success rate across advised retail, direct and group insurance should be publicly reported on an 

annual basis.  Once a sensible definition of lapse has been defined, we would also recommend 

reporting of this across the three channels. 

• Publicly acknowledge those insurers meeting a best practice or benchmark claims experience. 

 

Designing the 2021 ASIC Review of Life Insurance Advice 

The release of ASIC report 413 in October 2014 was widely reported as reflecting that 37% of life insurance 

advice was non-compliant.  The media openly suggested that this percentage was reflective of the entire 

industry and not just the 200 odd files that ASIC had reviewed.  The number of banned advisers and the 

recent statement by ASIC at the PJC hearing on 11 August 2017 suggests that this was fundamentally 

incorrect.  In reality, the files in Report 413 were specifically selected on the basis of a targeted identification 

of licensees and advisers who had a high lapse rate.  This analysis was never reflective of the overall market, 

yet it was used by certain stakeholders to build a sense of necessity for change that was almost entirely 

focussed upon actions against financial advisers. 

Prior to the next survey being undertaken it is important to agree an industry definition of “lapse” and 

“churn”.  Churn should only apply to inappropriate product replacement where there is no net benefit to 

the client.  The survey should focus upon inappropriate product replacement and not lapses that might be 

caused by a number of factors unrelated to the quality of the advice. 

The survey should also look at the key reasons for product replacement, which might include factors such 

as significant premium increases, inflexibility preventing changes in the existing product and significant 

changes in personal circumstances.  The 2014 survey did not identify the existence of consumer detriment.  

Whilst the examples in Report 413 did indicate the likelihood of consumer detriment, there was no statistics 

or analysis on whether there has been any detriment as a result of the advice. 

When this exercise is repeated we would like to ensure that significant progress is achieved in terms of 

improving the sector and also that the next investigation truly identifies the level of poor quality life 

insurance financial advice.  For this reason, we believe that the 2021 survey needs to operate on the basis 

of a targeted sample, which might reflect information obtained from life insurers that indicates a higher risk 

of inappropriate product replacement and a separate genuinely random sample.  We do not oppose a survey 

being undertaken that examines issues with poor quality financial advice, however we do not want to see it 

reported as representative of the overall market where this is not the case. 

It is important that the 2021 survey includes greater granularity in terms of the reasons why the advice has 

been assessed as poor.  This will better enable licensees to implement education programs. 

We would also like to see that the 2021 survey investigates other potential dimensions that might influence 

the quality of advice.  We recommend that this includes factors such as: 

• The level of experience and qualifications of the financial adviser. 

• Whether the adviser is a risk specialist or a generalist. 

• The type of business model – employed, Authorised Representative aligned, Authorised 

Representative unaligned or self licenced. 

• The size of the Approved Product List. 
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We also recommend that the 2021 survey examine the actions of life insurers and enable advisers to provide 

feedback on the practices employed by life insurers that might contribute to a suboptimal quality of 

financial advice or outcome for consumers. 

We recommend that ASIC consult with industry and then set down their detailed methodology for 

undertaking the 2021 review, including the sampling, selection, data collection and advice analysis 

processes within 6 months, so that the financial advice sector is aware and comfortable with the manner in 

which this follow up review is to be undertaken. 

Concluding Remarks 

The AFA is a strong supporter of reforms that improve the quality of financial advice and that drive 

professionalism for financial advisers.  We are very conscious that advised life insurance provides the best 

outcomes for consumers within the life insurance sector and we will continue to promote better standards 

within advice.  We do have concerns about the recent indication by ASIC on the scale of the “Churn” problem 

and as a result the original basis for the LIF reforms, however we understand that more work is required to 

deliver improved outcomes for consumers.  We would also like to ensure that when the 2021 ASIC report 

is completed that it is done on the basis of both the benefit of improvements in the financial advice 

profession and also on a transparent and balanced survey. 

The LIF is a substantial piece of legislation that effectively limits the potential remuneration capacity of 

financial advisers.  Achieving optimal consumer outcomes requires more than just changes to adviser 

remuneration and we believe that the restoration of consumer trust requires further action which should 

involve all parties including government, life insurers, licensees and ASIC, as well as financial advisers.  To 

achieve the desired outcome, all parties need to be accountable. 

We intend to do a further submission over the next couple of weeks to address some of the questions that 

were raised in the 8 September 2017 PJC hearing. 

The AFA welcomes the opportunity to contribute to your deliberations on this inquiry.  Should you require 

any further clarification on anything in this submission then, please contact us on 02 9267 4003. 

Yours sincerely,  

 

 
 
Phil Kewin 
Chief Executive Officer 
Association of Financial Advisers Ltd 


