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19 October 2011

Ms Sue Vroombout

General Manager
Retail Investor Division
The Treasury
PARKES ACT 2600

Email: futureofadvice@treasury.gov.au
Dear Ms Vroombout

Exposure Draft Corporations Amendment (Further Future of Financial Advice Measures) Bill 2011

Abacus appreciates the opportunity to comment on this exposure draft legislation.

As industry body for the customer-owned banking sector – credit unions, mutual building societies and mutual banks – and friendly societies, Abacus supports well-targeted measures to protect consumers.

We support the underlying objective of the reforms, “to improve the quality of financial advice while building trust and confidence in the financial planning industry through enhanced standards which align the interests of the adviser with the client and reduce conflicts of interest.” We also support the policy objective of “facilitating access to financial advice, through the provision of simple or limited advice.”

Our comments on the draft bill are consistent with these objectives while seeking to minimise disruption to retail banking business models and the distribution of simple “Tier 2” financial products.

Carve-out for advisers on basic banking products

The Government’s April 2011 FOFA policy statement said the limited carve-out from the ban on volume payments and the best interests duty was “largely intended to address the more routine activities of frontline staff, such as tellers and specialists.”

“During implementation consultation, some concerns were expressed about the measures, particularly relating to their application to the more straightforward retail banking products, given the compliance burden of the measures as well as significant changes to employee remuneration and workplace arrangements, in light of arguments that there is not the same level of conflict, risk and potential impact on the advice process. As part of the consultation process, the Government was not made aware of any evidence of severe consumer detriment as a result of inappropriate selling of products of this nature and these products are less complex in nature relative to managed investments or life insurance.”

The carve-out from the best interests duty is the subject of a separate consultation process. The carve-out from the ban on volume payments is problematic as currently drafted because clause 963C(b)(iii) would disrupt workplace arrangements and the provision of advice about all Tier 2 products.

Tier 2 products as defined in ASIC Regulatory Guide 146 Licensing: Training of financial product advisers are general insurance products, consumer credit insurance (CCI), basic deposit products, non-cash payment products and FHSA deposit accounts.

Clause 963C(b)(iii) limits the carve-out to ADI staff who give advice exclusively about basic banking products. ADI staff providing advice about general insurance and CCI as well as basic banking products would be ineligible for the carve-out, even though the ban on conflicted remuneration does not apply to those insurance products.

In order to take advantage of the carve-out from the ban on volume payments, advisers on basic banking products who also provide advice about general insurance and CCI would have to cease providing advice abut general insurance and CCI.

This could mean lower earnings for relatively low paid ADI frontline staff – surely an unintended outcome from reforms aimed at the “financial planning industry”.

The distribution of Tier 2 products by ADI staff is a common business model for ADIs and is not the target of the FOFA reforms. Disrupting this business model will not “improve the quality of financial advice while building trust and confidence in the financial planning industry” and will not facilitate “the provision of simple or limited advice.” Disrupting this business model is more likely to reduce the availability of advice about Tier 2 products.

Abacus is concerned that the drafting of the carve-out from the ban on volume payments for advisers on basic banking products is not consistent with the objectives of the FOFA reforms.

The policy objectives could be more effectively delivered if clause 963C(b)(iii) is removed or if the following words are added to the clause: “…unless the advice relates to a product that is a Tier 2 product for the purposes of ASIC Regulatory Guide 146 Licensing: Training of financial product advisers.”
The suggested approach would ensure that “the carve-out cannot be relied upon by a fully-fledged financial planner who is also an employee of an ADI where they provide advice on a combination of ‘basic banking products’ and more complex products.”

I can be contacted on 02 6232 6666 to discuss this submission.

Yours sincerely

LUKE LAWLER

Senior Manager, Public Affairs
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