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15 February 2021 

 

Ben Jordan         15 February 2021 

Insurance Unit, Financial Systems Division 

Treasury 

Langton Cres 

Parkes ACT 2600 

 

Email:  AddOnInsurance@Treasury.gov.au 

 

Dear Mr Jordan 

 

DEFERRED SALES MODEL EXEMPTIONS BY CLASS 

 

The Australian Finance Industry Association (AFIA) appreciates the opportunity to respond to the 

consultation.  

 

As context to this submission, AFIA is a leading advocate for the Australian financial services industry. 

We support1 our members to finance Australia’s future. We believe that our industry can best support 

Australia’s economy by promoting choice in and access to consumer and business finance, driving 

competition and innovation in financial services, and supporting greater financial, and therefore social, 

participation across our community.   

 

AFIA represents over 100 providers of consumer, commercial and wholesale finance across Australia. 

These banks, finance companies, and fleet and car rental providers, and fintechs provide traditional 

and more specialised finance to help businesses mobilise working capital, cashflow and investment. 

They are also at the forefront of financial innovation in consumer finance.  

 

OUR SUBMISSION  

 

Access to finance is important in the creation of financial wellbeing within our community. This 

includes access to insurance. 

 

We welcome Treasury’s consultation in relation to possible exemptions from the industry-wide 

deferred sales model (DSM) established by the Financial Sector Reform (Hayne Royal Commission 

Response) Bill 2020.  Through the DSM, the Federal Government is seeking to protect consumers from 

detriment through the sale and purchase of add on insurance products sold with a primary product.   

 

1 Australian Finance Industry Association (afia.asn.au) 
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We have previously made a number of submissions in relation to the DSM,2 consistently advocating 

that the regulation of add-on insurances should be simple and consistent to allow industry to easily 

comply and make it simple for consumers to access.   

 

We are therefore pleased that the Australian Securities and Investments Commission (ASIC) is revising 

the DSM contained in the product intervention order which was the subject of Consultation Paper 324 

Product intervention: The sale of add-on financial products through caryard intermediaries (PIO) with 

the effect that: 

• it will apply only to motor vehicle extended warranty products, and  

• be designed to mirror the structure and operation of the DSM.  

 

We think this is a sensible approach and one that is welcomed by our members. 

 

The purpose of insurance is to provide a level of financial protection for consumers from risks of 

death, injury, theft or damage. Research indicates that: 

• most people believe insurance is complicated and needs to be made easier to obtain  

• many Australians do not have an adequate level of insurance cover to support themselves 

when accidents happen.3   

 

This leads to underinsurance in Australia. To mitigate the risk of underinsurance, it is important that 

customers understand the product and take it out because they can see value in it across the end to 

end spectrum.  

 

We therefore think it is sensible and support the Federal Government’s proposal to exclude 

comprehensive motor vehicle insurance, compulsory third party insurance (CTP) and travel insurance 

from the operation of the DSM. However, we believe that there should be further classes of insurances 

that should be exempt because these products deliver value to consumers and the risk of any harm or 

detriment is outweighed by the benefit that those classes of insurances deliver.  

 

RECOMMENDATIONS 

 

Recommendation 1: That the following further classes of insurance be exempt from the DSM 

 

Under section 12DX of the Australian Securities and Investment Commission Act 2001 (the ASIC Act), a 

class of add-on insurance products may be given an exemption through regulations.   

Treasury has recognised that there may be a small number of add-on insurance product classes that 

deliver a high level of value to consumers and therefore it would not be appropriate for such 

insurances to be caught by the DSM. 

 

 

2 Treasury’s exposure draft legislation in relation to its response to the recommendations made by the Royal Commission into 

Misconduct in the Banking, Superannuation and Financial Services Industry (FSRC) – in particular in relation to the DSM for 

add-on insurance, and ASIC’s Consultation Paper 324: Product Intervention: The sale of add-on financial products through car-

yard intermediaries (PIO). 
3 https://www.griffith.edu.au/__data/assets/pdf_file/0030/295770/FPRJ-V4-ISS1-pp-53-75-insurance-literacy-in-australia.pdf 
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We recommend that two classes of add-on insurance products should be exempted from the DSM 

which will, in part, address our earlier comments around reducing the risk of underinsurance.  

The two classes are:  

(a) Comprehensive Marine Insurance  

(b) Off-Road Rider Third Party, Fire and Theft Insurance. 

 

Evidence to support an exemption for these classes of insurances is contained in Attachment B.  

Please note Attachment B is strictly confidential and should not be made public.  

 

Recommendation 2: ASIC issue its regulatory guidance on the DSM for consultation as soon as 

possible to provide industry with guidance on how to comply 

 

The DSM commences on 1 October 2021. Our members have asked for further clarification in relation to 

the way in which the DSM and its exemptions will operate. Some of these questions include: 

• whether the exclusion in section 12DW of the ASIC Act for comprehensive motor insurance 

includes insurance for attachments or accessories that are unable to be removed and are 

included in the comprehensive policy (for example sunroofs and leather seats). 

• whether the exclusion in section 12DW of the ASIC Act for comprehensive motor insurance 

includes optional line items for add-on insurance items (for example windscreen glass cover) – 

would these products take the benefit of the comprehensive vehicle exception? 

We understand from our conversation with you on 5 February 2021, that ASIC will be consulting on a 

regulatory guide to assist industry with the implementation of the DSM. We recommend that this occur 

as soon as practicable so that industry has sufficient time to ready itself for compliance. 

 

CLOSING COMMENTS   

 

A continued focus on improving efficiency, competition and innovation within the finance sector will 

support Australia’s economic recovery. If implemented, we believe our recommendations will: 

• promote access and choice to consumer and business finance.  

• drive competition and innovation in Australia’s financial services industry. 

• support economic and social participation across our community. 

 

Should you wish to discuss our submission or require additional information, in particular further data 

or evidence in relation to Recommendation 1, please contact me or Naveen Ahluwalia, Director of 

Policy and Regulatory Affairs at naveen@afia.asn.au or 02 9231 5877.  

 

Yours sincerely 

 

Karl Turner 

Chief Operating Officer  

mailto:naveen@afia.asn.au
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ATTACHMENT A: AFIA BACKGROUND 

 

The Australian Finance Industry Association (AFIA) is the voice of a diverse Australian finance industry.  

 

AFIA represents over 100 providers of consumer, commercial and wholesale finance in Australia, which 

includes: 

• Major, regional and mutual/community owned banks. 

• Providers of consumer finance, including home loans, personal loans, consumer leases, credit 

cards, buy now pay later services, and debt purchasers. 

• Providers of land finance, including residential and commercial mortgages and bridging finance. 

• Equipment financers, including commercial equipment financing ranging from agri-equipment to 

small ticket equipment financing. 

• Motor vehicle financiers, including consumer motor finance, novated motor finance, small 

business motor finance and heavy vehicle finance. 

• Fleet leasing and car rental providers. 

• Providers of commercial finance, including secured and unsecured loans and working capital 

finance to businesses, including small businesses. 

 

AFIA’s members range from ASX-listed public companies through to small businesses providing 

finance, which operate via a range of distribution channels, including through ‘bricks and mortar’ 

premises (physical branches and other outlets), via intermediaries (including finance brokers, 

dealerships, retail suppliers), and through online access or platforms (traditional financial institutions 

and fintechs).  

 

AFIA’s members collectively operate across all states and territories in Australia and provide finance to 

customers of all demographics from high to low-income earners and to commercial entities ranging 

from sole traders, partnerships and across the corporate sector in Australia.  

 

AFIA’s members provide a broad range of products and services across consumer and commercial 

finance, a snapshot of these include:  

• Consumer: home loans, personal unsecured loans, revolving products (including credit cards and 

interest free products coupled with lines of credit), personal secured loans (secured by land or 

personal property); consumer leases of household assets (including household goods, electrical/IT 

devices or cars) and buy-now, pay later services.  

• Commercial: land, asset or equipment finance (finance/operating lease, secured loan or hire-

purchase agreement or novated leases); business finance and working capital solutions (secured 

loans, online unsecured loans; debtor and invoice finance; insurance premium funding; trade 

finance; overdrafts; commercial credit cards), together with more sophisticated and complex 

finance solutions.  

 

For further information about AFIA, please see here.  

 

 

https://www.afia.asn.au/

