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1. After 10 years, only 50% of our business is sold using hybrid commissions 

 

• Our profit margin is less than 10%. Moving to everything on hybrid would cause us to lose money for several 

years.  We have not managed to increase our use of hybrid by more than 10% in any one year. 

 

2. We are losing more clients to accountants and financial planners (when clients are on hybrid commission) 

 

• They encourage our clients to assign them as their broker after the first year. We do the hard upfront work and 

they get the higher trail commission ! Not a major risk with upfront commissions. 

 

3. Most of our advisers have no tertiary education 

 

• Nearly 75% of Australians have no bachelors degree equivalent. Our advisers are great at what they do, but they 

would not have become insurance advisers if they could get tertiary academic qualifications. Academics are not 

the best at selling life insurance  Medical terminology education courses are more relevant 

 

4. It is harder to sell life insurance than other forms of insurance 

 

• Our life insurance business is 10 years old and has 13 advisers. Our general insurance business is only 3 years 

old and has only 2 advisers. Yet we now sell as many general insurance policies per annum as life insurance 

policies. General insurance and health insurance is bought, yet life insurance has to be sold. 

 

5. Advisers play an important role in convincing clients to keep paying for their life insurance premiums 

 

• 130 of our clients failed to pay their premium in January.  We worked extensively with each and get most to renew 

their cover.  What would the DAC write off be if we were not there ? 



Upfront Hybrid 

Headline rate quoted by press 115% 80% 

Remove GST -11% -8% 

Remove components of premium 

on which commission is not paid 
eg stamp duty, frequency loadings, policy fee etc 

-15% -8% 

Net commission 89% 64% 

Referral fees , clawbacks and client rebates  will reduce these even further 



• It is expensive to fund a life insurance adviser ! 

 

 

 

 

 

 

 

 

 

 

 

 

• This is without allowing for : 

 

• Difficulty, time and recruitment cost in finding someone 

• Key person risk 

• Operational risks 

• High compliance costs eg ongoing training 

Professional indemnity insurance $5k per annum 

Assistant salary $50k + per annum 

Dealerships fees $15k per adviser per annum 

Software costs (eg X Plan) $10k per annum 

Experienced adviser salary $100k per annum base + bonus 

Rent $10k per annum 

IT costs $3k per annum 

Marketing $10k + per annum 

Training, travel, phone, workers compensation, 

compliance training, accounting, payroll tax 

$5k +++ 

 

> $200k per annum + 



• Most people are not pro-active with their life insurance 

 

• No compulsion like health insurance, super and some general insurances 

 

• Finding people to discuss insurance with is hard. Convincing them to proceed is harder ! 

 

• 20% of people that are spoken to agree to receive a proposal 

• 60% of these submit an application 

• 80% of these progress with application after underwriting process 

• So, a good adviser will need to speak to 20 people to make just 2 sales a week ! 

 

• Lots of time per client ! 

 
Initial client visit to conduct fact find  2 hours + 

Prepare a high quality SOA 3 hours + 

Presentation of SOA and completion of application  2 hours + 

Arrange and follow up medical tests 3 hours + 

Annual reviews 5 hours + 

Claims Days 



• Costs per annum = $200k+ 

 

• Sales per week = 2 (48 weeks in the year) 

 

• Average premium per sale = $2,500 pa 

 

• Sales of slightly more than $200k per annum in premiums 

 

• Income is approx $160k in first year 

 

• Costs are $200k + in first year 

 

• Net loss of $40k + on upfront commissions 

Needs to be higher. An 

average adviser will not 

be ok 

Needs to be higher. 

Can only work with 

wealthy clients 

Need capital and a 

long term view 

Average time between initial client meeting and receiving 

commission can be > 3 months 



• We often advise clients to use level premiums and we take 

hybrid commission 

 

• Creates a feeding frenzy for financial planners and accountants 

to steal the client and take our trail commission with one simple 

form being filled out 

 

• Yourshare.com.au will refund half our trail commission to clients 

if you assign them as the broker – but they will not perform any 

work for you 



Hybrid 51% 

Level 98% 

Will insurers assume a fall in 

lapse rates if upfront 

commissions are abolished ? 

Will hybrid and level 

commission rates fall or will 

customer prices rise ? 

Surely the goal from these 

changes can only be to 

reduce prices for clients ? 

Assumes same policy/no lapse 



Lower 
lapses 

expected 

Lower prices 
for new 

business 
only 

Existing 
customers 
lapse and 

move 

Lapses rises 

New 
strategy 

sought by 
industry 

or 

Business 
sold only on 

hybrid 
comms 

Hybrid 
costs 

insurers 
more 

money 

Prices rise 
or 

commission
falls 

Fewer 
advisers in 

industry 
Fewer sales 

Less 
business for 

insurers 

Prices rise 

Lower customer prices scenario 
Abolish upfront structure and lower hybrid 

commission rate scenario 



Never used to have : 

 

• PS146 

• FSG 

• SOA 

• PDS 

• Licensing/ARs 

• Audits 

Profession 

Annual 

independent 

audit ? 

Insurance adviser Yes 

Lawyer No/sometimes ? 

Accountant No/sometimes ? 

Actuary No/sometimes ? 

 

80% 

10% 

10% 

Relative importance of skills to sell life 
insurance 

Emotional intgelligence to
encourage the need and
support claimants
Research into best
solution

Service pre and post sale

Not an academic 

skill ! 

FSR was good……………….but don’t now try get academics to sell insurance ! 



Sep 2014 



• Life insurance brokerage dealing with 10+ insurers (IFA) 
 

• National offices - staff of 30 

 

• We help people to buy life insurance and get claims paid 

 

• Helped nearly 100 clients with claims for over $10m in payouts 

 

• 4,500 life insurance clients under advice 

 

• Our company view 

 
• Lapse rate of clients < 4% per annum 

 

• Insurers’ view of Experien clients 

 
• Lapse rates with competitive insurers consistently < 4% per annum 

 

• Lapse rates with uncompetitive insurers 10-15% per annum 



Embedded in loans (CCI) 

TV and direct 

Automatic cover in 
superannuation 

Personal advice 



Embedded in 

loans 
Sold direct 

Automatic in 

super 

Advised by 

institutional 

adviser 

Advised by 

independent 

adviser 

Lapse rates   ? ?  

Quality of cover      

Do customers know 

what they have ? 
 ?    

Suitability of cover      

Price of cover      

Sustainability  ?    

Insurer profits  then    ?  

Risk of legacy      



“ Advisers assist insurers by convincing clients 

to undergo rigorous health assessment 

questionnaires and medical tests that are one 

of the most crucial tools to manage an 

insurer’s claims and hence its solvency” 



• 81% say life insurance is too expensive, yet 

61% over-estimate cost 

• A lack of understanding stops 1 in 3 

Australians without life insurance outside their 

super from taking adequate cover 

• 41% say life insurance is too complicated 

• 1 in 4 don't know where to start 

• 83% of Australians say they have insurance for 

their car, but only 31% insure their ability to 

earn an income with income protection 

• Which of the 11 or so insurers is best ? 

• What products are needed (IP, trauma, TPD etc) ? 

• What sum insured amount is needed ? 

• What should the product structure be ? 

• Super vs non super 

• Linking 

• Waiting period, product options etc 

• Medical issues 

• Stepped vs level premiums 

• Payment : rollover ? Business ? Credit card ? Annual ? 

Monthly ? 

• Claims management 

Misunderstandings How a broker can help 





• It is expensive to fund a life insurance adviser ! 

 

• PI costs > $5k per annum 

• Assistant costs $50k + per annum 

• Software costs $10k per annum 

• Experienced adviser costs at least $100k per annum base and bonus in addition 

• Rental costs $10k per annum 

• IT costs $3k per annum 

• Marketing costs $10-20k per annum 

• Training, travel, phone, workers compensation, compliance training, accounting +++ 

 

• Need to sell a lot of insurance to cover these costs !  This is without allowing for : 

 

• Difficulty, time and cost in finding someone 

• Key person risk 

• Risks of losing clients on level premiums and hybrid commissions 

• Operational risks 

• Long lead time to make a sale 

• High compliance costs 



• Most people are not interested in insurance 

 

• No compulsion like health insurance, super and some general insurances 

 

• Finding people to discuss insurance with is hard. Convincing them to proceed is harder ! 

 

• 20% of people that are spoken to agree to receive a proposal 

• 60% of these submit an application 

• 80% of these progress with application after underwriting process 

• So, a good adviser will need to speak to 20 people to make 2 sales a week 

 

• Lots of time per client ! 

 

• Initial client visit to conduct fact find (at least 2 hours) 

• 3-5 hours to prepare a high quality SOA 

• Presentation of SOA and completion of application (at least 2 hours) 

• Many hours following up underwriting (assume 3 hours) 

• Annual reviews (at least 5 hours) 

• Claims (days) 



• Costs per annum = $200k+ 

 

• Sales per week = 2 (48 weeks in the year) 

 

• Average premium per sale = $2,500 pa 

 

• Sales of slightly more than $200k per annum in premiums 

 

• Commission choices ( we don’t earn the GST  ) 

Net of GST Upfront Hybrid Level 

Year 1 100% 72% 27% 

Ongoing 9% 18% 27% 



 -

 200,000

 400,000

 600,000

 800,000

 1,000,000

 1,200,000

 1,400,000

 1,600,000

Year 1 Year 2 Year 3 Year 4 Year 5

Cumulative Costs

Cumulative Revenue Upfront Comm

Cumulative Revenue Hybrid Comm

Cumulative Revenue Level Comm

Assumes CPI nets off lapses 

Losses for at 

least 2-3 years 



• Need to be very patient ! 

 

• Need to make more than 2 sales per week 

 

• Need to sell higher value policies only 

 

• Insurer pricing allows for a rebroke to take place 

 

• A rebroke every 7 or so years helps cover costs (not on level commission) 

 

• Need to have low lapse rates 

 

• Terminal value of trail commission is where advisers can make money (ie selling their 

business) 



• No comparable model to other industries : 

 

• Medicine 

• Teachers 

• Skilled trades (eg electrician, plumber) 

 

• Earnings challenges 

 

• Will it remain a family business model relying on tax efficiencies to remain 

viable ? 

 

• How do you stop accountants and financial planners stealing your trail 

commission ? 









Different 

point ! 



Some life insurers fail to remain competitive 



-300

-200

-100

0

100

200

300

400

500

Retail Group

APRA Quarterly Life Insurance Performance Statistics Profits ($m). Retail vs Group 

Advisers 

No Advisers 



• Many have stopped telling advisers when a client has lapsed 

 

• Insurers are closing products and opening new series 

 

• Premium reductions not passed retrospectively 

• Features are not passed back retrospectively 

• Features (eg product options) on old products become outdated 

 

 

 

 

 

• No certainty provided on premium increases for level premiums 

 

• Changes in management too often 

 

• Loss of key people with good knowledge/lack of succession planning 

Old Book New Book 



• Limited investments in claims management technology and processes 

 

• Limited investment in claims data 

 

• International best practice standards 

 

• Even more important for group insurance 

 

• Industry lacks stats/data to use for pricing 



• A big issue not well understood 

 

• When new business flows are strong, insurers are doing best : 

 

• Lapses are low 

• Selection effect good for claims 

• Economies of scale 

• Reinvestment into service more likely 

• Staffing is stable 

• DAC effect 

• Attract experienced staff 

 

• When new business is weak, are insurers terminal ? 

 

• No new investments in product/service 

• Lapses rise 

• Selective lapsation 

• Good staff leave 

• Multiplier effect 

 

 



• CBA (older) – Colonial – L&G – Perpetual 

 

• MLC – Aviva 

 

• AMP - AXA 

4.3% market share lost in 24 months 

• Is TAL an exception ? 





• 2001 

 

• Never used to have : 

 

• PS146 

• FSG 

• SOA 

• PDS 

• Licensing/ARs 

Customer service skills 
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2001 

2014 

? 



Profession Annual independent audit ? 

Financial adviser Yes 

Lawyer No/sometimes ? 

Accountant No/sometimes ? 



Cost of advice 
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80% 

10% 

10% 

Relative importance 

Emotional intgelligence to
encourage the need and support
claimants

Research into best solution

Service pre and post sale Research points not 

a major driver of 

lapses 



80% 

10% 

10% 

Relative importance 

Emotional intgelligence to
encourage the need and support
claimants

Research into best solution

Service pre and post sale

Why are all industry/regulatory 

initiatives being focused on 

just this one minor area ? 

• Degrees 

• Diplomas 

• CPD 

• Maths 

• Science 



80% 

10% 

10% 

Relative importance 

Emotional intgelligence to
encourage the need and support
claimants

Research into best solution

Service pre and post sale

Emotional intelligence (EI) is the 

ability to monitor one's own and 

other people's emotions, to 

discriminate between different 

emotions and label them 

appropriately, and to use emotional 

information to guide thinking and 

behavior 

Self-awareness 

Self-regulation  

Social skill 

Empathy 

Motivation 

Ethics 



• Why ? 

 

• Another example of insurance being wrongly caught in regulations 

relating to investment advice and broader financial planning 

 

• Industry self interest ? 



• Adviser 

• Broker 

• Scaled advice 

• General advice 

• Sales 

• Planner 

• Independent 

• Product advice 

• Aligned advice 

• Restricted advice 

• No advice 

• Trusted adviser 

Who am I ? 



Life Insurance Medical Indemnity Insurance 

Prevalence of brokers/advisers High Low 

# competing insurers 10+ Falling to 3 (was 5 two years ago) 

Market share of largest insurer < 25% > 50% 

Price competition High Low 

New insurers emerging ? Yes No 

Profits Normal High 

Product innovation High Minimal to nil 

Cost base Falling High 

Adviser support for claims High Low/Nil 



• People don’t generally want life insurance or seek to buy it 

 

• Yet it is often essential to have - and an important mechanism to help society 
 

• Which channel is best ? 

 
• Group insurance gives cover to people without considering their needs and often they do not know they have it – but is 

cheap 

 

• Direct insurance is often sold to old people (funeral insurance) who have a high association with the risk of dying 

 

• Consumer credit insurance is given to people without them even knowing it 

 

• If the advice channel is the best for customers, then how do we increase its use and/or reduce its costs ? 

 
• Abolish stamp duty to help with costs 

• Compare with health insurance and superannuation where there are government incentives and penalties for not 

having it 

• Encourage models to attract and train new advisers with a focus on emotional intelligence training 

• Institutional vs independent advisers 

• Separate insurance adviser regulations from financial planning regulations 
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