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22 May, 2002

Mr David Creed

The Committee Secretary

Parliamentary Joint Committee on

Corporations and Financial Services

Parliament House

Canberra ACT 2600

Dear Sir

INQUIRY INTO THE REGULATIONS AND ASIC POLICY STATEMENTS MADE UNDER THE FINANCIAL SERVICES REFORM ACT 2001

The Australian Consumers’ Association (ACA) is an independent, not-for-profit, non-party-political organisation established in 1959 to provide consumers with information and advice on goods, services, health and personal finances, and to help maintain and enhance the quality of life for consumers.  Independent from government and industry, it lobbies and campaigns on behalf of consumers to advance their interests.

ACA welcomes the opportunity to contribute to the work of this Committee in its investigation of the extent to which the regulations and ASIC policy statements made pursuant to the Financial Services Reform Act (FSRA) are consistent with the stated aims and objectives of that Act.

ACA has been a strong supporter of FSRA, and welcomed its passage and implementation. The growth in the Australian financial services sector has necessitated regulation to weed out poor or fraudulent practice, lift standards and protect consumers. Informed decision-making by consumers is crucial to this last aim, and ACA believes this could be better promoted in some of the regulations and policy statements which accompany FSRA.

Disclosure is a crucial element of achieving these aims, and ACA believes the requirements of industry could be strengthened in this regard. While other elements of FSRA warrant closer attention, owing to resource and time constraints, this submission mantains disclosure as its focus, although ACA is happy to provide further comment on matters such as the Alternative Dispute Resolution measures, training and competency requirements and ASIC resourcing.

The initial compliance activity and two-year transition period provide an important opportunity to get the reforms right, the first time. The shake-up occasioned by FSRA and disruption to industry is the chance to implement the reforms envisioned in full, rather than acceding to industry reform fatigue, and postponing the necessary reform. Doing so will merely perpetuate the ongoing changes to the industry. Having identified the problems, partial solutions will not do.

But this should not preclude ongoing review and further change where necessary, as the implementation and transition period continues, and ACA looks forward to providing further consumer feedback on the new regime.

Disclosure

Consumers are looking for ways to compare and choose financial products which best suit their circumstances and needs. This requires clear, accessible and transparent disclosure in an easily comparable form. They will otherwise find it difficult to negotiate a marketplace of increasing complexity and diversity – where they are increasingly responsible for managing investments, financial security and retirement incomes.

Consumers report confusion in understanding the financial product they deal with most – their bank account, let alone the confusion they experience when dealing with a product like managed funds, and products involving risk and returns, fees and commissions and terms and conditions which continue to be disclosed in confusing and unclear ways.

ACA believes a prescriptive approach is necessary to ensure comparability, and that this means standard terms across products, clear explanations of risk, dollar and indicative outlines of fees and charges.

The transition to the FSR regime has required a shake-up across the financial services sector, but this change period is also a valuable opportunity to implement sector-wide reform. Without a strict timeframe for stronger disclosure, we risk missing that opportunity to provide the disclosure that consumers and the marketplace need.

The PDS is one of the cornerstones of the FSRA agenda. Improved and effective disclosure is critical on delivering on the Act’s objective of promoting “confident and informed decision making” by consumers in financial services. The Explanatory Memorandum to the FSRB stated the aim of the PDS is “to provide consumers with sufficient information to make informed decisions in relation to the acquisition of financial products, including the ability to compare a range of products”.

In the Act, this translates to a requirement that information presented in the PDS must be set out “in a clear, concise and effective manner” (s1013C(3)). However, this was presented with some allowance for flexibility in the presentation of information to consumers. During consultation over the Bill and in subsequent discussion with ASIC, ACA indicated a preference for clear and enforceable standards in regulations and ASIC policies for PDS content, entailing prescription to ensure meaningful disclosure and comparability for consumers, especially in the area of fees and charges.

FSRA will go some way to improving existing disclosure requirements, but ACA believes more needs to be done before we have sufficient transparency and simplicity to ensure real consumer choice and a competitive marketplace.
The new requirement that consumers be given a PDS, setting out the various features and costs of the product is a substantial improvement on previous disclosure requirements. However, contrary to the stated aims of FSRA, the PDS in its current form does not require full disclosure of all fees and charges as part of the Ongoing Management Charge (OMC), and does not provides the sector-wide meaningful, easily comparable information so central to promoting informed consumers.

ACA is particularly concerned that the OMC does not capture entry and exit charges, which can have a severe impact on the potential returns to the consumer, and may thereby underestimate the costs of the product.

Schedule 10 of FSRA stipulates the requirements for the PDS and OMC. These include that the OMC be displayed as an investment OMC, non-investment OMC and total OMC over a period of 5 years and that these be further broken down into dollar amounts against an account balance of $10,000. In practice, this can translate to a bewilderingly complex array of calculations, not easily comparable with other products.

ACA has consistently argued for standard form disclosure, in dollar and percentage terms, in a table which separates out the different costs and their impact on returns, and sets these against the expected returns on the investment without charges. Please refer to the accompanying table (developed by ACA in consultation with industry) for an example of how this disclosure might apppear.

Without standardised forms, the PDS risks adding an additional layer of confusion and complexity to the negotiation of financial services by consumers. The restriction of this requirement to the superannuation context may further inhibit better consumer information. While the importance of superannuation in providing retirement income security for working Australians increases the onus of protecting consumers, particularly in light of efforts to introduce choice of fund, the same protection and information should be available to consumers looking for meaningful, comparable cost information on other investment products.

I would be happy to discuss any of the matters raised in this submission, and can be contacted on 02 9577 3349.

Yours sincerely

Catherine Wolthuizen

Senior Policy Officer, Financial Services

57 Carrington Road Marrickville, NSW 2204 ( Telephone (02) 9577 3333 ( Facsimile (02) 9577 3377

email ausconsumer@choice.com.au
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