31 January 2003

The Secretary

Parliamentary Joint Committee on Corporations and Financial Services

Room SG.64 

Parliament House

CANBERRA 2600

corporations.joint@gov.au
Dear Secretary

Inquiry into the disclosure of commissions on risk products 
The Royal Automobile Association of South Australia (RAA), the Royal Automobile Club of Queensland (RACQ) and the Royal Automobile Club of Western Australia (RACWA) welcome the opportunity to make a joint formal submission to the Federal Parliament’s Joint Committee on Corporations and Financial Services for its inquiry into the disclosure of commissions on risk products, under the Financial Services Reform Act 2001. 

We would like to thank Senators Chapman, Conroy and Murray for meeting with us to discuss our position. As discussed with Senator Chapman on the 29th January 2003, this submission deals with issues relevant to the terms of reference of your committee and also includes reference to a number of additional consequences of complying with the Act.

Our motoring associations represent in excess of 2.2 million customers throughout Queensland, South Australia, Broken Hill and Western Australia, who are members and owners of our respective organisations. In addition to providing core emergency roadside assistance to our members, we manage the distribution of personal lines insurance products on behalf of RAA Insurance Ltd (RAAI), RACQ Insurance Ltd (RACQI) and RAC Insurance Pty Ltd (RACI) in our respective States. In South Australia and Queensland each insurer operates under a joint venture agreement with Suncorp Metway Ltd and the respective club, with each holding 50% equity. In Western Australia, a similar joint venture arrangement applies with Royal & Sun Alliance and RACWA, both holding a 50% equity.

This business operating model used is one where the motoring organisations maintain management control over the marketing function, together with all aspects of the retail distribution sales and service network, including branch offices, call centres and a metropolitan and regional agency network. Whilst the motoring organisations maintain management over the network, it should be noted that the licensees (RAAI, RACQI & RACI) are responsible for the conduct of all their (respective) representatives under s917A. This will also include the authorised representatives employed in our agency network, authorised to deal exclusively in our respective insurance products.

All individuals, employed by the respective Club or in an agency, will:

· be trained to a minimum of Tier 2, and;

· be authorised to offer factual information only, (‘no financial product advice’), and;

· be authorised to provide a financial service on behalf of a single licensee,  namely RAAI, RACQI & RACI as the case may be,  creating a ‘no conflict of interest’ environment.

In the circumstances outlined above, we submit that the provision of an FSG is unwarranted.

We fully support the general principle of establishing a simple and consistent legislative licensing regime and consumer protection framework for financial products, as provided by the Financial Services Reform Act 2001. We are concerned however, the Act and accompanying regulations, via the disclosure of commission on risk products, discriminates against distribution models such as ours, creating an unlevel playing field for us.

We contend that many of our competitors, who, like us, will not be providing financial product advice, will not incur the costs associated in having to provide an FSG when the provisions of s941C(2) apply, although they are all selling the same type of products in the same manner. These additional costs will, at the end of the day, have to be passed onto our customers.

We have seen in the latest ASIC Policy Proposal Paper, December 2002, a relaxing of the requirement to give an ‘individualised’ FSG. ASIC now propose the consumer be provided with a generic FSG produced by the body corporate employer, stating job position salary ranges, instead of disclosing individuals’ salary and remuneration where general advice has been given. The current draft regulations also make similar reference to this. 

However, we contend that further relief should be given where only ‘factual information’ (ie no advice) is provided. As concluded by the Committee in Chapter 6.33, “cost and service – not commission – were the primary influences on the consumers of risk products”.

We fail to see how disclosing the fact that a person earns a salary, which is not attributable to the service given and who offers no advice, gives increased consumer protection, particularly if the representative is authorised to deal in only one licensee’s product(s). It is fair to make the assumption the consumer knows the consultant gets paid. Why is a salary range relevant?

Any residual details that might otherwise be required to be included in an FSG, such as ‘associations and relationships’ could be, if necessary, contained in the relevant PDS, which includes a statutory cooling-off period. 

The proposed draft regulations and ASIC’s Policy Proposal on Conduct and Disclosure, December 2002, only address the issue of disclosure of an individual’s remuneration. 

We deal in the same type of product, sold in the same manner as our competitors who employ their own distribution staff, yet we have to disclose our internal commercial arrangements on how much we are remunerated for managing our respective distribution network. This remuneration has no influence over the product or service given. Our competitors don’t have to disclose the expense ratios of their sales and marketing departments, and we believe neither should we, as it provides no further protection or interest to the consumer.

We certainly support the intent of providing an FSG, where the provider of a financial service has the choice of providing competing products issued by two or more licensees and the level of remuneration may be a deciding influence in them providing their financial product advice or recommending a certain product.

We submit that the requirement to provide an FSG by authorised representatives;

· who are authorised by only one licensee, and;

· who do not provide financial product advice, and;

· whose remuneration does not have a material influence on the provision of a financial service to the consumer, and;

· the identity of the employee is not likely to be material to the clients decision,

is unwarranted and does not provide additional protection or benefit to the consumer.

We therefore ask that the Parliamentary Joint Committee review the impact of the legislation in the circumstances as described above, in the same light as the Act already deals with providing entities/ product issuers, in not having to give an FSG, refer s941C(2). To the extent that is possible, we respectfully request that the Committee encourage ASIC to exercise its discretionary powers in granting relief, under s951B(1)(a) in giving an FSG.

Furthermore, we contend the same common sense approach should be applied to the obligations under s916F, “Obligation to notify ASIC etc. about authorised representatives”. Individuals as described above, should for all intents and purposes, be treated as representatives of the licence holder, to create a completely level playing field putting ourselves in the same position as a product issuer.
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