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29 January 2003

The Secretary

Parliamentary Joint Committee on 

    Corporations & Financial Services

Room SG.64

Parliament House

CANBERRA  ACT 2600

Dear Sir,

risk commission disclosure

NOW Financial Services has 80 practices nationally, all of which provide advice and product to clients for their risk insurance requirements.

We produce $8 million new risk premiums annually, with a further $40 million in force.   In addition, we have $1.2 billion in Funds under Advice and consider risk planning an integral part of this planning process.

Like most of the industry, we support the reforms outlined within FSR legislation, however the disclosure on commission for risk products is not one that we do support.

It is very difficult to mount an argument against the concerns that level commissions and a reduction in commissions to non-salaried advisers will result in a further exodus of advisers from the industry.

This would be an unmitigated disaster for consumers at many levels :

(
Firstly, commission (only) paid sales people is the least expensive method of distribution for financial services (advice and products).   Ultimately, the costs associated with the salaried advisers loaded back into products will see an increase in cost to the consumer.  Already, we have seen the services provided to the traditional "mum and dad" market reduced, and soon will be the sole domain of the salaried bank channels.

(
A reduction in commission paid sales people will result in a number of outcomes :


-
A commensurate reduction for production support in non-bank owned life companies, which in turn will result in fewer non-bank owned life companies.




In time, it is easy to visualise consumers having less than six life insurance companies to source their needs from;  four owned by the major banks and the AMP, plus perhaps one other.


-
Banks are not yet well known for their willingness to provide banking services, let alone meeting those  Australians who most need risk insurance around the kitchen table after a solid day's work.


-
Less competition in numbers of suppliers means a less competitive market.  Premiums will increase, and with only salaried employees who have one company to recommend to service them, consumers will be taken back 25 years to the days of a lazy, over-regulated and insular world of yesteryear.

There has been little evidence to support the need for commission disclosure on risk products,  partly because if only viewed through the (at times jaundiced) eyes of the consumer movement who look at worst case scenarios, they become confusing, if not impossible to comprehend.

Many alternative recommendations have been made to ASIC and Treasury with the concerns that have been raised;  risk commission disclosure where the end benefit is affected only, for example, but have been ignored. 

The ongoing unwillingness or inability of Treasury to address these concerns has contributed to the lack of enthusiasm life writers and prospective licensees have for leaping into an AFSL before now.

In closing, it is important for the Senate Committee to appreciate the confidence our shareholders have in our business model going forward;  regardless of the outcome of this enquiry.   Should risk commission disclosure proceed as currently proposed though, there is no doubt that our advisers will evolve their businesses to suit, which will diminish the access to risk insurance the community currently enjoys.

We strongly encourage the removal of risk commission disclosure from the FSR legislation.

Yours faithfully,
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Geoff Rimmer

Chief Executive
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