
Insurance commissions: 
The myths and facts
It’s pretty much all Black and White

A big topic at the moment around 
the corridors of the strata industry 
is insurance commissions and 

how they affect you – the lot owner.  We 
have asked the biggest underwriting 
insurance agency CHU Underwriting to 
explain it to you.

Introduction

The NSW Government is considering 
imposing a prohibition on Strata 
Managers (and only Strata Managers) 
from receiving commission for insurance-
related activities for strata schemes. 
Such a move will remove choice, and 

cost Owners more. In this article, we 
would like to debunk a few myths that are 
circulating the industry and have been 
put forward in support of such a ban.

Background

Why do insurance companies pay 
insurance intermediaries such as 
insurance brokers or agents (e.g. 
strata managers) a commission? 
Insurance companies traditionally 
employed large teams of sales and 
distribution staff to go out and sell their 
insurance offering. Over time, Insurers 
recognised that Insurance Brokers 

and Agents were in a better position 
to distribute their product. Brokers 
and Agents had better relationships 
with their clients, understood the risks 
well, and having them sell the insurer’s 
offerings and paying them a commission 
was far cheaper than employing teams 
of staff. Most administrative functions 
could be taken care of as well. So this 
form of distribution still dominates most 
product lines apart from basic household 
insurances where the internet (direct 
sales) is increasing in popularity for 
domestic purchases.
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What does a commission payment 
cover?  
All advocacy and administrative time in 
quoting, transacting and servicing an 
insurance contract for a scheme. For 
most schemes, the commission also 
covers time spent on claims which - if 
otherwise set as a Schedule B fee-
based arrangement - can be very 
costly due to the many hours of work 
performed in managing unexpected 
claims. The Agent or Broker only gets 
paid if the contract completes, so there 
can be a lot of time given to quoting and 
preparing an insurance contract for a 
scheme for no reward. For most small 
to medium sized schemes, receiving 
the insurance services of an Agent or 
Broker is extremely attractive, because 
there is no separate cost imposed, with 
the insurer only paying the commission 
to the successful Agent or Broker. There 
is no additional cost to budget for.

What else should I know about 
what this commission payment 
can cover?   
• Training - Under !nancial services 

laws, in order to provide !nancial 

services (providing advice and 
arranging or otherwise dealing in 
insurances) Strata Managers need 
to be trained and then appointed 
as a representative (distributor or 
authorised representative) by an 
Australian Financial Services (AFS) 
Licensee. The Owners Corporation 
is the bene!ciary of the knowledge 
gained through this process.

• Supervision - Once appointed, 
and depending on the level of 
authorisation, Strata Managers are 
then subject to ongoing training, 
monitoring and supervision (including 
audits). This provides a direct 
bene!t to Owners Corporations 
because the AFS Licensee cannot 
abrogate responsibility through this 
mechanism.

• Insurance - AFS Licensees must 
provide professional indemnity (PI) 
insurance protection for the activities 
of Strata Managers they have 
appointed as representatives where 
they are acting within the authority 
provided by the Licensee. This 
provides a direct consumer protection 
bene!t to Owners Corporations 

through having the AFS Licensee 
business and assets standing behind 
the Strata Manager in the event of 
any acts, errors or omissions.

• Advocacy – Strata Managers 
have a !duciary responsibility 
to owners, so they need to give 
general advice to effectively meet 
owners’ expectations. They can 
only do this if they are trained and 
properly appointed in accordance 
with legal requirements. Importantly, 
in times of adversity, they need to 
collaborate with many insurance 
representatives. 

• Data & Transactions – Strata 
Managers need to collect, hold 
and present the data of a building 
to insurance markets, whether via 
a Broker, or direct to Insurers or 
specialist Underwriting Agencies. 
These activities include:
–  Maintaining risk data and claims 

histories to negotiate best options;
–  Maintaining a schedule of 

business activities for commercial 
premises;

–  Organising/updating insurance 
valuations;
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–  Completion and lodgement of 
documentation;

–  Collection and payment of premiums;
–  Receipt of certi!cates;
–  Assistance with obtaining certi!cates 

of currency;
–  Coordination of repairs and 

administrative activities in the event 
of a claim.

• Repairs - Strata Managers will 
perform work when damaged 
common property needs repair. 
The cause of damage is not 
always obvious, and any issues 
around causation – i.e. accidental 
damage (covered by insurance) or 
maintenance-related (a scheme cost) 
are generally sorted out after all the 
work has been completed. The Strata 
Manager is in the best position to 
quickly act on such matters, which is 
ef!cient and cost effective for owners.

Myth or fact; the core 
contentions:

Myth #1 – Government intervention 
is required on Commissions
Fact: There is a complete lack of 
evidence of any systemic problems. 
Insurance intermediaries are regulated 
federally by Australian Securities and 
Investments Comission (ASIC). We could 
not establish any reported ‘commission’ 
disputes with the Financial Ombudsman  
Services (FOS), nor could we establish 
any such disputes or concerns raised 
with ASIC. In January 2013 the Australian 
Consumer and Competition commission 
(ACCC) wrote to SCA Victoria advising 
that a complaint had been received 
alleging that the insurance commission 
provisions, together with those relating 
to !xed annual fee increases, in their 
standard management contract may 
breach Consumer Law provisions on 
anti-competitive conduct. SCA Victoria 
provided a detailed response and on 10 
May 2013 the ACCC advised it would 
take no further action.
(a)   Regulatory intervention ought to be 

saved for cases of market failure or 
clear systemic failures that impact 
consumers, competition, or market 
ef!ciency. New regulations should 

only be introduced where there 
is a clear and demonstrated net 
consumer bene!t. There is no case 
made out here, just examples of 
poor service experiences which 
ought to result in the services of 
those professionals being reviewed.

(b)   Insurance (!nancial services) is 
regulated by the Act. The issue 
of commissions within the strata 
industry was reviewed in the last 
18 months, and within the general 
insurance industry broadly over the 
last four years (as part of the Federal 
Government FOFA review). No 
changes were made1.

(c)   If there did exist a case to prevent 
a professional and regulated 
Insurance Agent such as a Strata 
Manager from being remunerated 
for insurance-related services (that 
is, !nancial services), then the proper 
jurisdiction rests with the ASIC in 
their administration of the Act.

(d)   The proposed regulation is akin to 
restraint of trade for one profession, 
to the bene!t of others, and will 
most likely reduce competition in the 
strata insurance market.  

Myth #2 – This prohibition will NOT 
come at additional cost to Owners. 
Fact: Incorrect. The prohibition will 
increase costs to Owners on average 
by 16.7%2. Premiums will fundamentally 
remain the same as Insurers continue 
to pay Brokers and other insurance 
intermediaries’ commissions. As 
Strata Managers replace commission 
income with fees, Owners will inevitably 
pay more, or reduce professional 
management services – either way, such 
unintended outcomes are far from ideal.
(a)   There is an underlying assumption 

that Strata Insurance premiums will 
reduce as commission income to 
Strata Managers (paid by insurers) 
is replaced by fee income (paid by 
owners). Whilst Brokers and other 
insurance intermediaries continue to 
be remunerated by Insurers for their 
insurance related work, premiums 
are unlikely to reduce.

(b)   Competition ensures that Owners 
Corporations are the bene!ciary of 

all forms of remuneration, including 
commissions, through lower base 
management fees. Benchmarking 
studies3 support the fact that in the 
absence of these commissions, 
management fees would need to 
increase commensurately.

(c)   Higher costs will present affordability 
issues, and cut back in services. The 
"ow on effects will result in Strata 
Management companies cutting 
back staff numbers, or risk moving 
into trading dif!culties. 

(d)   If an individual Owners Corporation 
wants to remove commission based 
revenue from their arrangements 
with their Strata Manager, they 
can do so in accordance with their 
management contract. Fee and/
or commission arrangements are a 
choice available today.

Myth #3 – Commissions are 
‘Con!icted Remuneration’
Fact: Yes, con"icted revenue now has 
a statutory de!nition, which extends 
to include some types of commission 
arrangements. However, commissions 
on general insurance products – 
including strata insurance – are explicitly 
excluded by the same statutory 
provisions. That is, commissions paid to 
Strata Managers are by de!nition NOT 
con"icted remuneration.
(a)   The activities of Strata Managers 

(as Insurance Agents) and Brokers 
are governed federally by !nancial 
services laws that are now 
embedded within the Corporations 
Act 2001 (Cth) (the Act).

(b)   The issue of con"icted remuneration 
and commissions was most 
recently dealt with by the Federal 
Government as a part of the FOFA4 
reforms following losses sustained 
by investors as a part of the GFC.

(c)   Effective from 1st July 2013, 
Section 963A of the Act de!nes 
“Con"icted Remuneration”, and 
Section 963B makes it clear that 
commissions paid in connection 
with general insurance products 
fall outside that de!nition.

(d)   If there is a case for further 
regulatory intervention, then it 
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should be addressed within the 
federal !nancial services framework 
under the jurisdiction of the 
Australian Securities & Investments 
Commission (ASIC). 

Myth #4 – Strata Managers 
receiving insurance commissions is 
a con!ict of interest.
Fact: Yes, they are in a position of con"ict 
of interest, but so are other insurance 
intermediaries (including Brokers). There 
is no evidence to suggest that insurance 
intermediaries are not managing such 
con"icts appropriately. Rules governing 
management of con"icts of interest 
are set out in the Act5  and associated 
Regulatory Guides issued by ASIC as 
the !nancial services regulator. 
(a)   There is nothing illegal or improper 

with being in a position of con"ict 
of interest. It is common for 
professionals and those holding 
of!ce (such as Owners sitting on 
Executive Committees). It is how 
that con"ict is actually managed 
(disclosed or otherwise dealt with) 
that is important.

(b)   Other insurance intermediaries within 
the strata sector are !duciaries to 
the Owners Corporation (such as 
Insurance Brokers) and are also 
remunerated via commission. These 
intermediaries are inherently in the 
same position of con"ict all the time. 

(c)   It is the professional action the 
Strata Manager and Brokers take 
to discharge their !duciary duties 
towards the Owners Corporation 
that is important in assessing 
compliance.

Myth #5 – Commissions are a 
disincentive for Strata Managers to 
obtain lower premiums.
Fact: There is no evidence to support 
this contention. An insurance policy is 
a contract, and as such is subject to 
offer and acceptance every 12 months. 
Strata Insurance is readily and frequently 
transferred for small differences in cost. 
Any difference in commission income 
is usually not material to the strata 
manager whose main source of income 
are fees from the Owners Corporation.  

In purely commercial terms, any loss 
of commission income by reducing the 
costs of premiums to a client will usually 
be more than offset by the improved 
prospect of retaining that client at 
contract renewal. 
(a)   Across Australia, the cost of 

insurance is primarily driven by 
claims costs and insurance-related 
taxes, which collectively can make 
up over 60-65% of the total cost. 
Commissions are paid on base 
premiums, and represent <10% of 
the total insurance cost. 

(b)   Importantly, if commissions are only 
prohibited for Strata Managers, 
and other insurance intermediaries 
continue to be remunerated by 
commissions, the “disincentive” 
concern is not resolved. It is merely 
transferred from one group of 
professionals to another.

(c)   The value of a Strata Manager’s 
business is inherently linked to the 
number of schemes it manages, 
so there is a disincentive (in being 
"ippant) to gain a few more dollars in 
insurance commissions at the risk of 
losing thousands of dollars’ worth of 
Management rights. 

Myth #6 – Commissions are not 
transparent
Fact: Not true: the !nancial services 
sector in Australia has a world class 
disclosure regime6, and the Property, 
Stock and Business Agents Act 2002 
(NSW) (PSBAA) adds strength to this for 
the NSW strata sector. 
(a)   The standard SCA Strata 

Management agency agreement 
in NSW provides consumers 
disclosure and choice. It has on 
the front page the option for any 
Owners Corporation to prohibit their 
Strata Manager from the receipt of 
commissions. A simple tick of a box 
is all that is required to opt in or to 
opt out, and if so, what fees will then 
be struck.

(b)   This myth ignores the fact that 
many schemes choose the Fee/
Commission arrangement with 
Strata Managers because it is a 
!xed cost, and very ef!cient for 

small to medium sized schemes. 
Why remove choice?

(c)   A full fee-for-service model generally 
works better for larger schemes, and 
most large schemes have already 
chosen such arrangements without 
regulatory intervention.  

(d)   This myth also ignores the fact that 
Executive Committee members 
who agree and bind the Owners 
Corporation to a fee and commission 
arrangement with their Strata 
Manager, are often not the same 
Executive Committee members 
who question the arrangement at a 
later stage. If the problem is about 
dif!culty in readily accessing this type 
of information, it can be addressed in 
a number of different ways.

Comment: Where transparency 
can be improved is during the quote 
and renewal phase of the insurance 
process, where remuneration is not 
always split out between premiums, 
taxes, commissions, and broker fees. 
Some insurance intermediaries do not 
break down insurance price until the 
invoicing phase. Of greater concern, this 
insurance information is ‘dumbed down’ 
to indemnity limits and price only, with 
no consideration for or communication 
of scope of cover, reputation, insurer 
credit risk, insurer claims payment track 
record, and so on. As an industry, we 
can do better here. 

Myth #7 – Strata Managers as 
Insurance Agents deny Owners 
advice
Fact: Not true, as most Strata Managers 
are trained to give general advice as 
a minimum, and/or use Brokers (as 
required) to give advice as a part of 
their service offering. If there is a lack 
of advice for Owners, a prohibition on 
commission payments to Managers will 
not address this concern. 
(a)   Brokers are generally trained to give 

personal advice. Strata Managers 
can be trained and appointed 
by AFS Licensees (for strata, 
they are generally Underwriting 
Agencies or Brokers) as Authorised 
Representatives with Personal or 
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General Advice authority, or no 
advice. Under-skilled or uninformed 
professionals (Strata Managers or 
Brokers) contribute to owners’ poor 
experience with lack of advice or 
poor quality advice. 

(b)   Unless a scheme speci!cally asks 
their Broker to give ‘full personal 
advice’ on their needs, they will 
simply be provided quotes with an 
advice limitation clause included 
(“general advice warning”). 

Myth #8 - Strata Managers as 
Insurance Agents deny Owners 
choice and/or competition.
Fact: Not true. This contention is 
unfounded, and made on the premise 
that historically there have been 
only two AFS Licensees who would 
distribute their products and services 
via Strata Managers. Most Managers, if 
not all, will also have relationships with 
Insurance Brokers to obtain quotes from 
other insurance markets as needed, or 
upon instructions from their scheme. 
Accessing multiple insurance markets is 
not restricted. 
(a)   By law, it is the scheme that decides 

where the insurances are to be 
placed, not the Strata Manager or 
Broker.

(b)   Some Insurers will pay Brokers a 
higher level of commission (up to 
23.5% plus other bene!ts) than 
the two AFS Licensees referred to 
above (who cap at 20%). 

(c)   Competition is made up by the 
number of Insurers times the number 
of distribution points (Brokers and 
Agents). There are many Insurers 
with strata insurance products and 
services, with new Underwriting 
Agencies entering the market in 
recent years. It is a very competitive 
market.

(d)   If the 300+ Strata Managers in NSW 
are, through the proposed ban on 
commissions, forced into a position 
whereby they can  no longer provide 
insurance-related services, this will 
reduce competition signi!cantly, and 
deny owners choice.

(e)   Insurer (non) pro!tability has been 
the single biggest reason for 

Insurers to either pull out of this 
sector, or for them not to enter it. 
Strata insurance has not been a 
very pro!table class of insurance 
over the last few years, as seen by 
consumers through premium and 
excess increases from insurers in 
recent times.

Myth #9 - Strata Managers 
as Insurance Agents denies 
advantages of large buying power 
and claims management that 
Brokers can bring.
Fact: Not true, and a somewhat 
uninformed contention. The premise 
of this myth assumes all Brokers have 
large buying power and can use this to 
leverage claims outcomes.
(a)   Many Strata Managers have 

insurance portfolios equal to or 
larger than some Insurance Broker’s 
portfolios. But size does not always 
equate to leverage.

(b)   Any Agent or Broker who has a 
strong and trusted relationship 
with their Insurers can leverage 
outcomes with claims advocacy. If 
they also have scale in their trading 
relationship, this can help further. 

(c)   Given nearly two-thirds of claims 
are single repairs/invoices, and 
most repairs are completed by the 
Strata Manager before a claim is 
made, arguably Strata Managers 
can be more in"uential in claims 
than Brokers.

Myth #10 - Commissions can in!ate 
Strata Management income for no 
extra work.
Fact: This is only true if insurance 
premiums rise faster than the indexation 
rates built into a management 
agreement. However, it ignores the fact 
that Strata Managers (and Brokers) take 
the risk that when premiums reduce, 
they cannot recover lost revenue.  
(a)   It is Insurers who set commission 

rates, and these can be adjusted to 
take into account rising premiums. 
Strata Managers generally are worse 
off when premiums reduce (like they 
did for a large part of the 2000’s).  

(b)   Competition ensures that additional 

income (from any source) is re"ected 
in lower base management fees.

(c)   Unless any Strata Manager or Broker 
demonstrates value, whether 
remunerated by commission or 
fees, their relationship with an 
Owners Corporation is unlikely to 
be enduring. 

Myth #11 – Commissions within 
premiums can increase the amount 
of tax payable.
Fact: Fire and emergency services tax 
rates are reset periodically to match the 
estimated and actual costs of funding 
these services. If all premiums were 
lowered in one year, the rates of taxation 
would increase to cover the same costs.
(a)   A better outcome is for this archaic 

way of funding !re and emergency 
services to be abolished, and 
replaced with a general tax across 
all property owners. At present, only 
the prudent who choose to insure 
pay the tax, with uninsured owners 
receiving the bene!t of the same !re 
and emergency services.

(b)   All other States (save for Tasmania) 
have abolished this costly system 
for insurance buyers, the most 
recent being Victoria. The NSW 
Government has just delayed a 
transition away from this method of 
taxation for another two years.

(c)   Strata laws make it compulsory for 
Owners Corporations to insure, there 
is no choice. They are providing an 
inordinate share (relative to those 
not living in strata) of funding for !re 
and emergency services. 

Myth #12 – Consumers understand 
the bene"ts of having their 
Strata Manager appointed as an 
Authorised Representative of a 
Financial Services Licensee (Agent 
or Broker).
Fact: There is a very low level of 
awareness of the !nancial services 
regime which governs insurance 
companies, insurance intermediaries, 
and their representatives. The regime 
is embedded into the Act, and contains 
a number of signi!cant bene!ts for 
consumers. A Strata Manager as 
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an Insurance Agent can be trained 
and appointed as an Authorised 
Representative, and their authorising 
AFS Licensee must then supervise, 
audit and provide PI protection for that 
Manager in the event of any act, error 
or omission resulting in loss or damage. 
This provides the Owners Corporation a 
signi!cant level of !nancial security. 
(a)   Not all AFS Licensees’ will 

appoint the Strata Manager as an 
Authorised Representative, because 
it is a signi!cant risk to take on, and 
expensive to manage. This is to the 
detriment of Strata Managers and 
Owners.

(b)   Lack of Owner awareness means 
that they do not take this into account 
when deciding on their insurance 

advisors or their insurance provider it 
is rarely discussed.

(c)   There has been little discussion on this 
topic between Government and other 
stakeholders during the recent review 
of strata and community scheme 
laws, and this needs to be addressed.

Myth #13 – A prohibition on 
commissions for Strata Managers 
will address consumer concerns.
Fact: The main consumer concerns 
appear to be related to transparency, 
con"icts of interest, and/or poor service 
levels. A prohibition on commissions 
to Strata Managers does not solve 
any of these. Further, such a ban will 
not resolve the contract certainty 
issues that some Strata Management 

companies are looking for. There are 
other measures that can implemented 
to address such concerns.
(a)   Education for Owners and other 

stakeholders is a great challenge 
for the whole industry. Banning 
commissions will not improve 
understanding - other remuneration 
structures will replace commissions 
and not improve misperceptions.

(b)   Transparency can be improved, but 
prohibiting commissions on its own 
will not improve transparency. 

(c)   Poor service from any professional 
should be met with a review, and 
if the experience is so bad, then 
Owners can consider termination.  
Poor service will not be resolved 
through banning commissions.
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1. There were several reasons behind this decision, 
some of these are articulated in Appendix A.

2. Survey of 6 managers on changes to fee 
arrangements for 14 schemes between 8 & 25 lots 
(ave 15 lots). Cost increases ranged between 6% & 
25% (ave 16.7%), primarily driven by the fact that 
insurance premiums will not automatically reduce. 

3. Macquarie Bank and Strata Community Australia.

4.The Future of Financial Advice initiative (which 
introduced the concept of bans on ‘con"icted 
remuneration’, including commissions) was the 
government seeking to strengthen retail investor 
protection and improve consumer con!dence in the 
!nancial planning industry. It was their response to 
an enquiry by the Parliamentary Joint Committee 
on Corporations and Financial Services in the wake 
of corporate collapses including Storm Financial 
and Opes Prime. It had nothing to do with general 
insurance. The government has acknowledged that 
insurance has signi!cantly different features from 
investment products and has speci!cally excluded it 
from consideration in discussions around banning of 
‘con"icted remuneration’.

5. Section 912A(1)(aa) requires only that a Licensee 
must have in place “adequate arrangements 
for managing” con"icts. What is “ad-equate” is 
necessarily subject to case-by-case assessment 
based on a number of factors including size/
nature/complexity of the business and nature of 
its activities. ASIC regulatory guidance (RG 181 – 
Licensing: Managing Con"icts of Interest) also does 
not require that steps be taken to “avoid” con"icts 
– “avoidance” is only one of several suggested 
methods for managing con"icts. Speci!cally, 
ASIC discusses three mechanisms for managing 
con"icts: “controlling”, “avoiding” and “disclosing”. A 
combination of any or all of these may be appropriate 
depending on the circumstances.

6. The requirements of the federal !nancial 
services regime mandates disclosure in relation to 
pricing and remuneration arrangements through 
compulsory disclosure documentation including 
Product Disclosure Statements and Financial 
Services Guides.

Appendix A1

What were some of the arguments to 
have risk products (general insurance) 
excluded from FOFA reforms?
The federal FOFA review included general 
insurance products, or risk products, such 
as Strata Insurance products. Many papers 
were presented by industry stakeholders 
arguing for the federal government to 
exclude risk products for several reasons. 
Here is a sample of some of those 
arguments:
• General Insurance (GI) products are 

short term in nature and renewed 
annually.

• The risks for consumers was generally 
less for GI products than Investment 
products.

• Remuneration structures in GI were less 
complex than for Advisers in !nancial 
planning.

• ASIC inquiries have proven there have 
been no problems, or in other words 
they believe their con"ict of interest 
policies are working.

• The Financial Ombudsman Service 
(FOS) has dealt with very few cases of 
commission-related disputes.

• Globally, no other regulator has gone 
as far as banning commissions on 
GI products. In the UK, the Financial 
Services Authority regime is that 
commission disclosure on GI products 
is optional.

• There are many detriments to banning 

commissions on GI products, and 
they collectively outweigh the bene!ts 
on introducing a ban. Some of these 
include:
–  Reduced availability of personal 

advice
–  Increased cost to consumers
–  Reduced competition on insurance 

terms
–  Increased - under-insurance/ 

non-insurance
• Insurance is a grudge purchase, 

investments are designed to increase 
wealth.

• There is a different thought process on 
whether to pay on a fee/time cost basis 
or not.

Additional arguments included that a 
commission model within GI products has 
some consumer bene!ts, including:

–  Intermediaries only get paid if the deal 
gets done.

–  The commissions cover services 
such as claims assistance, which 
could be a signi!cant additional cost 
for consumers if charged on a time 
cost basis.

–  There is an overall public bene!t to 
encourage adequate levels of cover.

–  It is an extremely ef!cient form of 
distribution, and.

–  Commissions align remuneration with 
transactional volumes.


