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No matterhow you spinit, there's somethingseriouslysmellyaboutan industrythat survivesonkickbacksandcommissions. Claiming you act for
your client, butgettingpaid by peoplewho wantyou to flog productsto thatclient, is the sortof behaviourthat is rightly seenascorrupt. And so it
shouldbein financial planning.

For toolong theremnantsof the old life insuranceindustryhavetold investorsit 's OK for their adviserto bepaid by fund managers, marginlenders,
tax schemepromotersandanyoneelsewith afinancial producttheywantpushed. Golly gee, you canhavethis advicefree. And becauseI've disclosed
thepaymentin this96-pagedocument, the wholearrangementis ethicalandaboveboard. And was thata pig we just sawflying by?

It is long overdue. TheFinancialServicesMinister, ChrisBowen, hastakenthelily -livered recommendationsof the Ripoll inquiry into the collapseof
StormFinancialandcomeupwith turbo-chargedreformsthatwill addresssomeof the worstconflicts of interest.

From2012, adviserswill bebannedfrom receivingcommissionsfrom promotersof financialproducts. The industryhadalreadyannouncedits own
plansto phaseoutsuchpayments. But the governmentalsointendsto baninsidiouscommissionsin disguisesuchasvolumerebatesandbonuses, and
thepracticeof recommendingclientsborrowto invest, thencharginga percentagefee on thetotal valueof their investments.

Adviserswill haveto negotiatetransparentfeesandsendclientsanannualrenewalnoticegiving a choiceaboutongoingpayments. If theyareno
longergettingadvice, or areunhappywith theservice, theycan turn off the feetap- in contrastto manycurrentarrangementswhereannualfees, often
ongoingor ''trail'' commissions, cancontinueindefinitely.

Themeasureswon't addressall conflicts, but combinedwith theintroductionof a duty for advisersto actin their clients' bestinterests, andenhanced
policingpowersfor theAustralianSecuritiesandInvestmentsCommission, theyshouldweedout the worstexcesses. Thefact theindustryhasalmost
uniformly welcomedthe reformsspeaksvolumesaboutthedamagedoneto financial planners' reputationssincethecollapseof Storm, Westpoint,
Timbercorpanda long list of others.

Not all plannersrecommendedtheseinvestments, but all havebeentarredby thekickback brush.

Makenomistake. Someof theinitiatives in the Bowenplan will seriouslydisruptthecosynexusbetweenplannersandproductprovidersandwill be
stronglyresistedduringthe ''industryconsultations'' to come.

While plannershavebeenmovingawayfrom overt commissions, theresearchcompanyInvestmentTrendsreportsplannersonaveragestill derive56
percentof their revenuefrom upfrontandtrailing commissions. Onegroup, the Associationof FinancialAdvisers, hasalreadydeemedtheproposed
ban''disempowermentof the individual'' - thoughit standsalonein notconcedingcommissionsarea lost cause.

Areaswheretheindustryis likely to belessaccommodatingincludethemurkier areaof ''volume-based'' incentivesandrebateswhereplanners
directinglargervolumesof businessto a particularproductreceiveadditionalbenefits, andtheneedfor advicearrangementsto berenewedannually-
bothof which threateneasyincomefor planners. Bowenhasalsoflaggeda crackdownon ''soft-dollar'' paymentsandcommissionson life insurance
policies- thoughthesehavenot beenincludedin thereform package.

TheInvestmentandFinancialServicesAssociation, in welcomingthereforms, saidit would work with the governmentto ensurenewmeasures''do
notput financial adviceout of the reachof all Australians''.

This is ablatantplayto the old argumentthatcommissionsandlike paymentsmakeadviceaffordablefor lower incomeearnerswho couldnot stump
up, say, $3000or $4000for a comprehensiveretirementplan.

But Bowenhasa plan there, too.

He wantssuperfundsto provide simplefinancial adviceon retirementplanning, superannuationandCentrelinkpayments.

Easingthe advicerequirementsfor thoseneedinglesscomplexfinancialhelp, andmakingadvicetax-deductible, couldalsomakeadvicemore
affordable- thoughthis is not includedin theplan.
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» «
»I workedasa Financial Plannerfor nine years. I workedin onedealershipthat receivedmostof its incomefrom onesource. It provideda ' wrap'
servicethat thedealergroup has re-labelled. It is probablythemostexpensivein Australia andmore thanhalf the Administrationfeesthe client pays
gobackto thedealergroup. Thereare a lot of accountantsusingthiswrap service. Dueto thepaymentsthe Adviserdoesnothaveto payany
dealershipfees. Thatonesourcehascostsof approximately0.15% but the client is payingapproximately0.9% with thesourceanddealergroup
splitting thedifference. This is outrageousprofiteering. I workedin anotherdealergroupwherethe clientswerepayingapproximately0.7% in
Administrationfeesfor a wrap accountand0.2% wasbeingpaid backto thedealergroupwith nodisclosureto theclients. I think that bythetime
theclient is paying1% to the Financial Planner, 1% to the FundManagersand closeto another1% to Administrators/DealerGroups, there's
insufficientreturn to justify the investment. Thereare alternativesout therethat are lowercost. Thereare somegoodFinancial Advisers. I would
recommendanyoneto only deal with someonewhocancall themselves'Independent'. This term hasbeenregulatedandgenerallymeanspayingby
thehour fees. During my time in theindustryI workedwith (at least) 4 psychopathsof thewhite collar type. Thesepeoplehad absolutelyno regard
for the client or the rules. Unfortunatelythe financeindustrywill attract thesetypesof conmendueto the rewardsavailable. Additionalregulationto
rid the industryof theopportunityfor supernormalprofits is neededsothe investmentscanbeworthwhilefor the investor.«
»«
Michael - April 27, 2010, 9:19AM
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