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Inquiry into Corporations Amendment Regulations “Batch 8”
Submission to Parliamentary Joint Committee on Corporations and Financial Services

The Securities & Derivatives Industry Association would like to raise the following issue in relation to “Batch 8” of the Corporations Amendment Regulations: 
FEE DISCLOSURE IN PRODUCT DISCLOSURE STATEMENTS 

SDIA is in the final stages of preparing a standard PDS for Exchange Trading Options for use by our members who deal in Exchange Traded Options for retail clients.
A particular issue we face in drafting of the document is the disclosure of fees including brokerage and commissions under s1013D(1)(d) and (e) of the Corporations Act.  

In 'Batch 8' of the amendment regulations, new Reg. 7.9.15A requires disclosure fees in dollar amounts, unless it appears to ASIC that there is a 'compelling reason' not to, in which case the information may be set out as a percentage or description of the method of calculating the benefit, cost, amount or payment. 
In retail stockbroking, clients in any firm are charged a range of fees, normally determined by the value of the transactions e.g. $100 minimum + 0.1% of consideration over $10,000, or even the identity of the adviser i.e. senior advisers may charge more.  These rates apply, whatever products are dealt.  On occasion, clients may pay less than these standard rates.  Such occasions may include: high volume clients, resolving a complaint, as a special service to disgruntled client, or as a reward for loyalty.  However these non-standard rates will always be charged on an ad hoc basis, in order to facilitate the client relationship.  Such benefits are not capable or appropriate to be disclosed in a formal document like a PDS.  We would propose that our members set out a range of commissions across the firm and its advisers, expressed as a percentage of amount payable, with most firms also specifying a minimum dollar amount, and that such fees may be negotiable. 
Having multiple versions of PDS’s in use at the same time for different advisers or clients across the firm would be unworkable. This is particularly the case given the Australian Financial Services (AFS) licence condition imposing strict obligations to track and maintain records of PDS's despatched to clients for 7 years.  For this reason, we would like to proceed on the basis of "one-PDS-per-firm" for all ETO trading.
Our aim is to try to facilitate certainty and clarity across the industry for the benefit of our members and clients alike. Even though brokerage in this country has been deregulated in this country since 1981, our members are anxious to comply with the new requirements, but in as efficient and meaningful manner.  The new regulation will not facilitate this process.  

Moreover, it will be an onerous administrative burden for members to have to obtain sign-off from ASIC for every new PDS that does not express fees in dollar amounts.  In the securities industry, this will amount to hundreds of documents requiring approval, and across all sectors this number will certainly reach the thousands. 
The timing of this issue is crucial to our members in the run-up to 11 March.  As they prepare to operate under their new AFS licences, our members are still grappling with this and other issues. For instance,  we are in continuing dialogue with ASIC in relation to: 

· Financial Services Guides for client groups (e.g. can we avoid sending 15 to one residential address?)

· Licensing requirements for settlement of foreign securities transactions

· Expanding the list of approved exchanges for the purposes of Further Market Related Advice, and

· Secondary Services (i.e. the respective responsibilities of firms in an intermediary context, e.g. those who execute trades for financial planners, or those who purchase research from third parties and pass on to their clients. In these cases, what are the respective conduct and disclosure obligations?)

With these and other recent ASX requirements for new documentary disclosure to clients, our members are under extreme pressure.  It is difficult to publish, print and distribute these documents in large numbers in a short timeframe, especially when the legal requirements are unclear.

We would therefore respectfully submit that:

· fee disclosure in a PDS expressed as a percentage of total consideration ought to be sufficient under the Law, and 

· ASIC approval to do so ought not be required.

We thank the Committee for the opportunity to comment on these draft regulations, and trust that these matters may be resolved in the very near future.  Should the Committee require, we would be happy to address these matters further at any hearing which may be convened.
Doug Clark

Policy Executive

20 February 2004

About SDIA: SDIA is the peak industry body representing 69 stockbroking firms and over 1300 practitioners across the whole of Australia.  With over 98% of the industry represented by the Association, SDIA has a comprehensive understanding of the challenges and opportunities facing all stockbrokers.

Since its formation in 1999, SDIA has been hard at work to deliver on its mandate and has actively engaged its members, regulators and other market participants to further strengthen standards of integrity and competence among individual practitioners.  The Association has grown rapidly, as individual member practitioners have come to recognise the value of SDIA’s support and involvement in tackling issues of importance to the stockbroking industry.
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