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INTRODUCTION 

Taking out sufficient life and income protection insurance is one of, if not the most, important 
financial decisions a person can make. Life insurance is at the heart of every individual’s financial 
health. 

Life insurance plays an important role within the community; protecting the financial future of 
families should the worst happen. It is also important to the broader economy in that 
underinsurance is estimated to cost the government $1 billion over the next decade1. 

Yet Australians remain chronically underinsured with just 5 per cent having adequate levels of life 
insurance cover.2 

Research has shown that Australians who receive financial advice are at least four times more likely 
to hold any life insurance cover and are more adequately insured, holding on average more than 
two-and-a-half times the level of cover than those who do not receive advice3. 

 

ADDRESSING ‘CHURNING’ IN LIFE INSURANCE 

‘Churn’ is a practice where an adviser arranges a new life insurance policy for a client or group of 
clients that does not deliver a net and material benefit to the client. ‘Churning’ delivers 
remuneration to advisers that is disproportionate to the effort expended by the adviser.  

The objective of the Financial Services Council’s (FSC) Replacement Business Framework is to remove 
disproportionate incentives that undermine an adviser’s duty to act in the best interest of their 
client; remove inappropriate insurer practices which encourage the regular movement of existing 
policies between insurers either individually or in bulk; and to ensure the continued affordability of 
life insurance products for all Australians. 

On 29 August 2011, the Government released draft Future of Financial Advice (FOFA) legislation. The 
Government committed itself to work with the industry on a number of provisions in relation to the 
sales and remuneration practices within life insurance including claw-back provisions and churn. 

Specifically, the Minister stated: 

“High upfront commissions have the potential to increase churn. Level commissions on 

replacement polices are an effective way of addressing this issue. The Government will work 

with industry and consumer groups on the most effective way of implementing this reform.”  

“A claw-back provision enables life insurance companies to recover some or all of the 

commission paid if a policy turns over early. The Government will work with industry and 

consumer groups to introduce uniform "claw-back" provisions to remove the incentive for 

some advisers to shop around for the most generous claw-back arrangements.”4 

                                                           
1
 Lifewise/NATSEM Underinsurance Report 2010 

2
 Lifewise/NATSEM Underinsurance Report 2010 

3
 KPMG Econtech, Value Proposition of Financial Advisory Networks Update and Extension, 2011 & FSC/KPMG 

2007-2009 Lump Sum Risk Investigation 
4
 The Hon Bill Shorten MP, media release, 29 August 2011 
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The FSC believes that it is important for the industry take the lead on addressing these issues.  While 
the FSC recognises that only a small proportion of financial advisers ‘churn’ life insurance policies, it 
remains a serious issue which affects the entire industry’s reputation and is therefore significant 
enough to warrant proactive industry action.  
 
The FSC also acknowledges that remuneration structures put in place by life insurers have given rise 
to incentives that misalign the interests of insurers, financial advisers and their clients.  As a 
consequence, these remuneration structures have encouraged the practice of ‘churn’.  
 
There are potentially many legitimate reasons why a policy may lapse or be replaced within a 
relatively short period of time.  However, the industry has long grappled with the practice of a 
minority of financial advisers who systematically move existing policyholders between insurers.   
 
FSC members have estimated that around one in six (and as many as one in three) new business 
applications for life insurance may be existing policies moved from one insurer to another.   
 
This practice is often justified as being in the consumer’s best interest – on the basis that they are 
receiving additional benefits or paying a marginally cheaper premium.  This practice is not in the best 
interest of consumers as it inevitably leads to an overall increase in the cost of insurance for all 
policyholders. 
 
Importantly, the FSC’s remuneration framework will continue to remunerate financial advisers to 
recommend the policy which is genuinely in their client’s best interest by removing the distortion 
created by the current disproportionate remuneration arrangements – whereby an adviser is 
significantly better off replacing an existing policy rather than retaining it.   
 
The purpose of the FSC’s remuneration framework is not to discourage advisers from reviewing their 
client’s insurance needs or replacing their policy where it is in their client’s best interest to do so.  As 
a consequence, the FSC’s framework does not prevent or restrict an adviser from being remunerated 
by a client for the additional work involved in reviewing their circumstances and arranging 
replacement cover.   
 
The objective of this consultation process is to seek views from the industry on the FSC’s proposed 
replacement business framework and any alternative measures which could be implemented to 
address the practice of churning.  

 

REPLACEMENT BUSINESS FRAMEWORK  

In consultation with the FSC’s life insurance and financial advisory network members, the FSC has 

developed the following framework to address the practice of churning in life insurance. 

The FSC’s framework does not capture policies which are acquired without advice through 

superannuation or direct distribution channels.  

Definition of replacement business 

Replacement Business occurs where an adviser makes arrangements for a client to replace an 

existing individual life, lump sum benefit or income protection policy with a new policy of the 

same kind within five years from the commencement date of the original policy. 
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The FSC’s definition means that if a policyholder is issued a new policy of the same kind (i.e. life 

insurance, TPD, income protection etc.) with any insurer including the existing insurer, within five 

years, it is considered replacement business. 

Under this framework, the definition of replacement business is intentionally broad to ensure that 

incentives do not exist for advisers from the same licensee to ‘churn’ their clients or create an un-

level playing field between the incumbent insurer and new insurer.  

The FSC is seeking views from the industry about the proposed definition of replacement business.  

Remuneration measures 

If Replacement Business is arranged, an annual remuneration amount capped at 30% of the 

premium (+ GST) will be available to the provider from the insurer.  

The remuneration amount includes commission and other like payments (i.e. overrides, volume 

payments etc). 

To support advisers in meeting their best interest duty, the life insurance industry aims to ensure 
that where commissions are allowed on life insurance products, that the terms of those commission 
arrangements work cohesively to ensure alignment of interests between the consumer, adviser and 
life insurer.  

The proposed introduction of level commission on replacement business removes the 
disproportionate remuneration available to advisers in comparison to the consumer benefit when 
arranging replacement business.  

This framework does not impose restrictions on the quantum and structure of alternative 
remuneration methods, including fee-for-service, that can agreed between the adviser and client.  
Adviser Fees may be agreed at any time between the adviser and consumer to reflect services 
provided, e.g. application for life insurance, ongoing review, claims advice and assistance. 

The FSC is seeking views from the industry about the proposed remuneration framework. 

Prohibiting ‘takeover terms’ 

The removal of ‘takeover terms’ for a policy or a group of policies that are transferred by an 

adviser between insurers. 

The removal of takeover terms is intended to prohibit the relaxing of underwriting standards on the 

transfer on individual and groups of business. This measure is proposed to ensure that all insurers 

require a minimum level of underwriting for all new lives insured. 

This measure is proposed to avoid adverse outcomes for policyholders that may arise as a result of 

takeover terms. 

The FSC is seeking views from the industry about the removal of takeover terms. 
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Consistent adviser responsibility periods 

The establishment of a consistent adviser responsibility period across the industry of two years, 

with 100 per cent commission clawback if the policy lapses with an insurer within one year and 50 

per cent commission clawback if the policy lapses with an insurer during the second year.  

The FSC is seeking views from the industry about the introduction of a consistent adviser 

responsibility period. In particular, we are seeking feedback to determine if the consistent adviser 

responsibility period/clawback measure is required in the context broader five year replacement 

business definition.  

 

IMPLEMENTATION 

The FSC proposes to introduce its Replacement Business Framework from 1 July 2013 to coincide 

with the commencement of the Future of Financial Advice and Stronger Superannuation reforms.   

The FSC is seeking views from the industry about the appropriate commencement date of these 

measures. 
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