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The government's shake-up of the financial services sector has widespread implications, writes Annette Sampson.

comment by the former
Woolworths chief executive,
Roger Corbett, changed the life
of financial planner, Daniel Brammell.
Tt was 2007 and Corbett, recently
retired from Woolworths, was
addressing the Financial Planning
Association’s 2007 conference.
Following his speech he asked to tell
a story. Having recently retired and
needing help with his own finances, he
had been nterviewing planners for
several months. He wasn't impressed.
First, he said, minimum standards
were too low. While some advisers were
highly qualified and professional, levels

of professionalism varied “dramatically”

across the industry.

Second, he saw an “immense”
conflict of interest in the way most
planning practices were run.

“Your fee structure should atlow you
to be independent,” said Corbett, now
chawrman of Fairfax Media, the
publisher of The Sydney Morning
Hergid.

“I want an adviser who is proficient
in their knowledge of his or her job and
T'd be happy 1o pay but I want to know
that the service is not qualified by any
other sousce of income ...

“You can't purport to give financial
advire to recommend a product and
get comunissions ”

“The response was aimost to boo
him,” Brammell says. “But it made
perfect sense o me. Your ideal
client comes along and tells you
what to do and the résponse was to -
bag him. 1 didn't get it."

anrinnce he final reforms to financial
advive in the coming weeks with draft
islation to follow midyear.

proposals include a ban o
wommigsions from 2012 (but only on
pew products - the lucrative flow of trail
o #ngoing commissions on existing
frvestments will continue to grow,
ativisers having a fiduciary duty to put
their elients’ interests first and an opt-in
réquirement where investors will be
nsked gach year if they'te happy to
onlinue paying their adviser.

‘Tomany investors it sounds like
eOrmmon sense but there are already
murmurings that the reforms may be
watered down following fierce Jobbying
from the big end of the linancial services
industry In recent evidence before the
Senale Economics Legislation
Cominittee, Treasury officials said the
opt-in requirement was siill under
consideration but coutd happen every
three or five years rather than annually
They also signalled some volume-based
rebates - payments 10 advisory firrns
that direct a Iot of business to products
like wrap accounts and other platforms
- may be quarantined from the
preposed ban on volume-based
paymests if they did not lead to conflicts
of interest.

BAGDRA LNC0ME STRE A
Industey groups say it’s all about keeping
advice affordable for ordinary
Australians by avoiding unnecessary
rules and regulations; consumer
s and some independent
advisets say it has more to do with
maintaining he status quo and
protecting the easy income that
planners can earn.
For many investors it is all
incomprehensible infighting. For
the issue is simple. As with
Corbett, they want to be able to get
pm[essmnal unconflicted advice.
Ayl for those without Cosbett's
#arnings, they don’t want to pay a
fottune to get it.
A survey conducted Jast year by
Ivesiment Trends reveals a
| yawning gap between consumer
| &xpectations of financial advice
and what the industry is
delivering,. It surveyed more than
1300 advisers and 1100 investors
and found investors, on average.
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“What they have been effeting is fall
service, expensive advice but consumers
want something different "

STRAETEGIS ADYVITE

Mack believes changing the drivers of
1he industzy, the the reforms’ intention,
will make advisers more responsive to
consurmer needs. “One way things will
change is that we'll see more advisers
moving into strategic advice,” she says

“It will also be about finding low-
cost ways of delivering what
tonsumers warr.”

Brarnmell says Roger Corbett’s
comments led him to reappraise what
e was offering clients

He closed his existing practice and sel
up Brocktons Independent Advisory,
which takes no cormissions, has no
links to product manufachyrers and
doesn't charge fees based on how much
you have invested.

Brammell says part of Brocktons'’s
offering is targeted advice for a flat fee
of s440, though it also offers a more
traditional comprehensive service for
more sophisticated clients.

“You need to scale advice to be
appropriate for the needs of the chent,”
he says. “Someone can core in a say
they need advice on X and it may be
apparent that they need help in other
areas as well.

“In that case you provide the advice
they asked for but you can also
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He says simple advire is not
netessarily expensive but there is alack
of understanding among many
consumers of what financial advice is
about that leads to them undervaluing
it. “If you were 10 survey existing
financial planning clients - and there's
around 3 million of thern that are active
and around 5 million all up - you'd find
they have a differertt perception fof
what advice is worth|,” he says.

QTN RESISTANCE

Business Mndel Reportin Ociober say
theywiuldn't be alile 10 sevicsclienta
wiih Jow account balances if

The atwsition of commilssions wen't mean s ind i complic aled fee Bmictures. Tha ]
armanpesnte Mast, however, fall into one of five cateqomies, afthough it is comman for & mix of fees to be et

commissions are banngd. Sixty-one per
cent intend to charge more for advice
when the reforms are implemented and
marty intend to focus more on higher-
networth clients.

The optin provisinn has them.
particularly perturbed.

Rantall says opt-inis i cnnecessiy
burden that will increass cosia o thig
industry by about s3ea nrillion.
Treasury says the i has
estimated opt-in wilkeost sbout stoas
client or about 5100,000 & vear for an
average-sized advisory firen with about
10,000 clients. The Association of
Financial Advisers chigf exacutive,
Richard Klipin, saysit willincrease the
price of advice and make it lass
accessable 1o “tow value clients™

While it is good practive for advisess
to see their clients every year mid part
of the FPA’s professippal tode far its

members, having a law requiring this to

ecsted to afow

happen is “heavy-handed policy and
inappropriate”. “Optin is seeking 1o

.address passive commissions

{rommissions paid to advisers who are
ne longer earning them by servicing
their clients| but these won't existin a
commission-free world,” Raritall says.

“The govemnment should also not be
in a position to mandate the relationship
between a professional and their client.
It's unnecessary and overkill.”

LD FEGIE HARTOYER

But Mack says such tomments igrore
the fact that the ban on commissions
will only apply to new advice given.
“Everycne who (s already in a financial
product [will] stilt be caught in the old
regime.” she says. “1t doesni't deal with
the 51.3 billion being paid in 2c0g in
commisstons on super products alone ”
While opt-in would apply to existing
clients, the commission ban will not.

And while the details are still 1o be
determined. the idea behind opt-in 15
{hat investors should be given the
chance to renew (or not} theit financial
advice arrangements each year.

Rather than commissions (or asset-
based fees) continuing indefinitely, opt-
inwouki provide a prompt to rethink
the arrangement ard stop paying advice
fees if clients aren’t receiving value

Many advisers already charging fees
say the debate about opt-in is nensense,
as anty half-decent adviser meets with
chients at least once a year already.

“The people who are concerned are
the ones who never see their clients,”
says the managing director of
Sentimel Wealth, Justin Hooper. “But
when you mention that to financial
planners you get shouted down. My
view is if yon're delivering value for the
income you receive, what's the
Continved Fage 6
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problem?” Hooper says Sentinel already
has client agreements that are reviewed
annually, “I don't know what that costs
specifically,” he says

“It's just part of running the business
and 1don’t know how else you would
run the business. What profession
doesn't have client agreements?”

Brammell says optin would alse
impose no extra costs on his business
and that instead of fecusing on the costs
to planners who don't have ongoing
contact with their clients, “someone
should do a study on what it is costing -
clients at the moment wha are not
getting the service they're paying for”.

YOLUME REBATES

Klipin says opt-in would increase costs
for many of his members because their
value proposition for clients may include
angoing contact through newsletters,
serninars or emnail, rather than face-1o-
face meetings In the pre reform world,

'~ payment may have come from trail

commissions but siew clients will be
asked to pay and will be able to waik
away at any time

He says anyone who has received
advice will have the mandatory
statement of advice setting out fees and
any commussiens and all opt-in will
achieve is to introduce more red sape.

Another contentious area is velume-
based rebates, typically paid by
investment platforms to their biggest
custorners Mack is still optisistic the
governrient will ban such rebates
despite murmurings to the contrary,
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il e bersl Wl saryes such retiates

npecific ardvice but aty form of vahue-
reflaseed it hizses advies Lowardn @

“panduct or platfnrm, “ahie says MThe

tiraablz with any volimie redsale is that
theyre sy krge, very dificiltio
disrinse and have & g distorting
effect on the advice ghon_ They're
pzrtacularly odits they're just 1
very luge pymenL’

As Tantall puts it np ali yolars
Ietates are the same.
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and dealing with conflicts of interest and
making sure consumers are protected
and have control are ail something we
support,” Rantall says

Mack says the reforms are about
getting rid of the conflicts that have
damaged the quality of advice and
cansed very significant consumer
detriment, while recognising the
industry has a very useful and valid

service to provide.




