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2" March 2009 

Dear Mr Chadwick 

Collective Bargaining Notifications CB00067-CB00068 lodged by E Dobson Pty 
Ltd and others 

Aussie Centre Administration Pty Ltd & AHL Investments Pty Ltd (Aussie) provides the 
following submission in respect of Notification numbers CB00067 and CB00068 in which 
Aussie is named as the target. 

For the reasons set out in this submission, Aussie considers that the public benefits of the 
collective bargaining arrangement proposed in the Notification are negligible and the 
proposed public benefits are unlikely to outweigh the public detriments from the proposed 
conduct. Aussie is therefore of the view that the Notifications should not be allowed to 
stand. 

Points of clarification on the Notification 

Aussie seeks to  clarify and/or correct the following statements made in the Notification: 

1. Section 3(a) - Business of Aussie, provides an example of the operations of Aussie 
and the manner in which it solicits and channels mortgage finance cusfomers. Aussie 
notes that the figure provided in the Notification is broadly correct. However, Aussie 
seeks to clarify that it does not only solicit mortgage customers directly and in 
circumstances where a potential customer contacts Aussie, these leads flow through 
to  all entities across the Aussie network (this will also include those current Wizard 
franchisees that choose to transfer to the Aussie brand). 

Aussie currently has 25 (we note that the Notification states that there is 24) 
franchisee businesses operating in Australia. 

That's confidence.Thatls Aussie. 
Best Mortgage Broker and Best Non-Bank Financial Institution - Australian Banking &Finance Magazine Awards 2008. 

Head Office: Level 23,363 George St, Sydney NSW 2000. Locked Bag 19, Royal Exchange NSW 1225. 
Tel: 02 8297 0000 Fax: 02 8297 0333 Email: aussie.info@aussie.com.au Web: www.aussie.com.au 
Trademark 0fAHL lnvertmentr Flv Ltd.ABN 27 105 265 861. A65 Llcense W. 246786. 



2. Section 3(b) - Aussie. With reference to the second bullet point Aussie is of the view 
that a more accurate description of the offer would be to provide "mortgage broking" 
services rather than "mortgage finance" services to customers. 

Franchise industry 

As the Australian Competition &Consumer Commission (ACCC) is aware, the franchise 
industry in Australia is already the subject of  extensive and robust regulation. Specifically, 
the Franchising Code of Conduct (Code) imposes strict requirements on the manner in which 
Aussie, as a franchisor, enters into any franchise agreement with a potential franchisee. 
Moreover, the result of  such regulation ensures that any franchise agreement contains fair 
and equal terms. Therefore, significant to any assessment of any proposed collective 
negotiation by franchisees, is the Code. 

The Code aims, among other things, to regulate the conduct of participants in franchising 
and to ensure that franchisees are sufficientlv informed about a franchise before enterina 
into any agreement. To this end, the Code drovides mandatory terms for inclusion in an'; 
franchise agreement which operates to the benefit of a franchisee and reduces any 
perceived power held by a franchisor. We do not seek to outline here the significant benefits 
a franchisee will be availed of under the Code, as we are aware that the ACCC is highly 
knowledgeable in this area. However, Aussie wishes to point out that the protection afforded 
by the Code to potential Aussie franchisees considering an Aussie franchise is significant and 
delivers an equality of bargaining power without the further need for collective bargaining on 
the terms and conditions of its franchise agreement. 

Bargaining power of Aussie 

I n  addition to the equality of bargaining power created by the Code, Aussie submits that 
there has been a further shift in bargaining power away from Aussie and to potential 
franchisees. As the Commission is aware, Aussie is acquiring a right to offer Wizard 
franchisees a transfer to the Aussie network. Aussie has invested significant time and 
resources in its acquisition of this right. Where an existing Wizard franchisee chooses not to  
acce~t  the offer of an Aussie franchise, this undermines the commercial rationale for this 
acqisition and limits the benefits thatmay be realised from the acquisition including benefits 
to the consumer derived as a result of the acquisition. Therefore, in Aussie's view, a current 
Wizard franchisee may be further empowered by the knowledge that its transfer is valuable 
to Aussie's strategy. 

Effect of collective negotiation 

Two tier franchise structure 

Aussie is highly concerned that should the Commission allow the Notification to stand this 
would most probably result in a two tier franchise structure within the Aussie franchise 
system. 

A two tiered structure would result from franchisees carrying on the same business, under 
the same brand, but on different terms and conditions. Such a tiered franchise operation, in 
Aussie's view, departs from the underlying principle of a franchise network, to provide 
consistent products and services to consumers across a standard network. Further, and 
importantly, a two tiered franchise structure has the ability to significantly compromise the 
provision of  a consistent framework within which Aussie can seek to provide all its 
franchisees with the best possible support in their business operations. 



Decrease in quality control 

Should Aussie be required to manage multiple variations of its franchise model, its ability to 
control and monitor the operating processes which lead to new loans for customers being 
submitted to lenders would be made significantly more complex and quality control may 
deteriorate. This may in turn lead to a negative impact on the levels of commissions received 
by Aussie from lenders, potentially impacing on profitability and threatening Aussie's ability 
to compete effectively. This may also result in a reduction of the  ass-throuah commission - 
income to franchisee; themselves. 

Increased operating cosk 

By enabling a subset of franchisees to negotiate terms and conditions that result in the 
franchisor having differing obligations between two groups of franchisees, Aussie will face an 
increase in its operating costs. The benefits obtained from a franchise structure will be 
reduced affecting the cost structure upon which Aussie has structured a successful and 
sustainable franchise model. An increase in costs would potentially result in pressure to 
reduce commission to not just the collective bargaining group, but potentially across the 
board. 

Reduction in economies o f  scale 

The benefit of operating under a franchise network is the economies of scale that can be 
achieved by providing all franchisees with the same level of service, support and products. 
The back office structure of Aussie seeks to deliver reliable, consistent service to every 
franchisee. Aussie will be required to, as a result of the imposition of a two tiered franchise 
network, implement new internal systems to manage the processes and operations of two 
different frameworks. This reduces~any economies o f  scale gained from a operating a single 
franchise operation and will inhibit Aussie's ability to Dass any cost savinas that would have - 
been availa.ble to all franchisees. 

Service delivery 

Differing terms and conditions between franchisees will reduce the level of service Aussie is 
able to provide to each of them. A split structure will result in a reduction of franchisee 
support through the divergence of head office resources to meet the requirements of each 
group of franchisee. For example, the management of commission payments and 
reconciliations would potentially need a function to run two systems in parallel, resulting in 
increased complexities and lead times for franchisee query resolution and increase the risk of 
errors and/or delays in commission payment processing. Service support is integral to 
ensuring Aussie franchisees are availed of the necessary information to assess and meet the 
individual requirements of each consumer. Any cost driven reduction of such a service risks 
impacting on current and future Aussie customers. 

Inequality o f  franchisees 

An individual franchisee's knowledge that its fellow members are potentially operating on 
different commission levels and terms and conditions is likely to break down congeniality 
within the network. Consistency of dealings across all franchisees assists in the promotion of 
a successful franchise structure to the benefit of all franchisees. The creation of disharmony 
between different classes of franchisee due to asymmetry of expectations may lead to the 
potential for disputes arising in the franchise system. This may have the result of impacting 
on service deliver/ to consumers. 



Marketing and promotion 

Aussie undertakes a significant amount of marketing and promotion for the benefit of the 
Aussie brand. Each Aussie franchisee subsequently benefits from this via increased 
consumers through their door and additional leads channelled through to franchisees from 
head office. As noted above, a split franchise structure will impact on the costs and 
economies of scale achieved by Aussie in providing a single, consistent service to its 
franchisees. The reduction in income available to Aussie as a franchisor will adversely impact 
its marketing and promotion spend on development of the Aussie brand to the benefit of all 
franchisees. 

Product support 

The decrease in Aussie's income derived under a franchise agreement, in addition to its 
inability to benefit from economies of scale due to a differing franchise structure, results in 
fewer resources for Aussie to spend on further development of products and provision of 
product knowledge support to franchisees. 

Disclosure document 

A two tier franchise structure would require Aussie to prepare a different disclosure 
document for each group resulting in a significant increase in the costs associated with the 
entering into any franchise agreement. Such disharmony between agreements is at odds 
with an efficient, competitive and effective franchise system. 

Competitive stance in the market 

The Aussie franchise network deals directly with the public in a highly competitive market. 
The effect of a two tier structure is likely to impact on Aussie's ability to strengthen its 
competitive position in the market. Any reduction in Aussie's uniform position against the 
large banks with which it competes can only act as a significant detriment to competition in 
the market, and hence, the public in general. 

Likely outcome of negotiations 

Commission levels 

The Notification sets out key terms and conditions the applicants seek to negotiate with 
Aussie including commission entitlements in respect of the mortgage finance packages which 
they originate for Aussie. The commission payments proposed by Aussie in its current 
franchise agreements (as provided to each of the applicants on 3 February 2009) are, in 
Aussie's view, siqnificant. Aussie is constrained in the level of commission it is able to  offer 
any of its franchisees due to the industry reliance upon commissions provided by each of the 
lenders on Aussie's   an el. A differina commission structure between franchisees will have a 
significant impact o; all franchisees~~llectivel~, as outlined above due to a two tier 
structure, and affects the asymmetric recovery of costs by Aussie. 

If franchisee commissions are negotiated above their current level (that which is 
commercially viable for both the franchisor and franchisee) this will increase Aussie's variable 
cost base and reduce funds available for marketing of the brand which generates customer 
leads for franchisees and mortgage advisers, resulting in less consumers being aware of 
and/or able to respond to Aussie's competitive offer in the marketplace. 



Consumer fees 

A key tenet of the Aussie proposition (as with most mortgage brokers) is that the consumer 
is charged no fee by the broker. While this ensures that customers would not be financially 
impacted directly by an increase in Aussie costs (caused by higher franchisee commissions, 
for example), it also ensures that increased cost pressure has to be borne entirely by Aussie. 
I n  order to try to preserve profitability and hence, the integrity of the franchise system, 
Aussie would inevitably have to reduce levels of support, service, marketing and new product 
development. Such reductions would result in consumers being negatively impacted. 

Current environment 

If commission expense is increased and/or other Aussie revenue decreased (such as support 
fees), in the current credit market where commissions receivable have already been 
significantly reduced in the last year by banks, the core profitability of Aussie's model will be 
threatened. 

Franchise Representative Appointment Agreement 

The Franchise Representative Appointment Agreement (FRAA) sets out the manner in which 
negotiations with Aussie are to take place. Aussie notes that the opt-out provision for each 
franchisee under clause 3.4 requires 7 days written notice of a franchisee's intention to 
negotiate individually with Aussie. The FRAA provides that the term of the agreement is until 
16 March 2009 (clause 4.1). This provides 7 days within which the FRAA intends to negotiate 
a new or amended franchise agreement with Aussie. Aussie is of the view that given the 
short timeframe in which the applicants seek to negotiate with Aussie on a collective 
franchise agreement, this opt-out provision is largely effectual and removes the voluntary 
aspect of participation in the collective bargaining arrangement. 

Size of collective negotiation group 

There are no restrictions on coverage of the collective bargaining group. Wizard currently 
operates 167 franchises throughout~ustralia, to which 101 of those franchisees are a party 
to the Notification. The effect of such Notification beina allowed to stand is therefore 
significant in geographic scope and number thereby inireasing the potential detriment that 
will flow from the consequences of a two tier structure and an increased commission base as 
outlined above. 

The mortgage sector 

Aussie has seen the elimination of securitisation over the past 18 months as a competitive 
funding source for non bank providers and the cost of funds for the highly rated Australian 
banks increase dramatically. The most variable element of costs is third party distribution 
where they have reduced commission rates which in many cases equate to a 20% to 30% 
reduction. The impact of this quantum of reduction in income for Aussie equates to a much 
higher impact on the profitability of Aussie because the large majority of revenue meets the 
cost of its overheads. There is a real risk that the Aussie business model will not be 
profitable and Aussie may be unable to continue to provide competition in the market to the 
extent that it does today or ultimately at all. 



Aussie's operations in the current market 

Aussie runs a model that is now largely based on "pass through" remuneration to its 
mortgage brokers. That is, it passes through a set percentage of what is received from 
mortgage originators to the brokers and retains the balance to fund overhead costs and, 
where markets permit, make a profit. Under this model, a reduction in income results in the 
same revenue impact for Aussie and the mortgage brokers. A 20% reduction results in a 
20% revenue fall for Aussie and for the mortgage broker alike with which Aussie must 
ensure the effective management and operation of its network. 

The response to these developments has been for Aussie to look for opportunities to change 
its model to offset the adverse impacts. Aussie is seeking to grow larger and in doing so 
enjoy economies of scale, partially offsetting the adverse impacts of our revenue reduction. 
Aussie also seeks to strengthen its competitive position in the market so as to effectively 
compete against the large players thereby providing a competitive alternative to consumers. 

Consumers benefit from being able to access the broadest range and highest value mortgage 
products. Aussie, in entering into new franchise agreements, is seeking to establish an 
increased presence in the market that exhibits its broad and diversified product range to the 
largest amount of consumers. Aussie aims to provide the public with the highest value 
product to ensure that they are able to take advantage of the recent, significant cuts in 
interest rates. 

Should the ACCC wish to discuss any aspect of Aussie's submission or require further 
information, please do not hesitate to contact me. 

Yours sincerely A * G5 
Ste~hen Poraes 


