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At a meeting of the Industry Funds Forum in March 2003, the Forum gave further consideration to the Inquiry Into Planning for Retirement.  As a consequence, we are now forwarding this brief supplementary submission.

Members of the Senate Committee will be aware of the report into the Financial Planning profession by ASIC and the ACA, entitled “Quality of Advice Survey” released in February, 2003.

The results of the survey are most disturbing.  As the ACA has said, “Too many planners put their own interests ahead of those of their clients by:

· Ignoring their client’s needs and objectives.

· Producing generic (rather than tailor-made) plans with careless errors and insufficient attention to detail.

· Recommending investments without justification (seemingly to earn the planner commissions).”

“The ‘advice’ given often seemed like thinly disguised product selling.  Far too many planners behaved more like salespeople for fund managers than impartial financial guides.”

Only 2 plans out of a total of 124 were considered ‘very good’, with another 23 considered ‘good’.  At the other end of the scale, 63 plans (51%) were graded ‘borderline’ through to ‘very poor’.  Those in the ‘poor’ and ‘very poor’ categories were considered grossly inadequate and some in the ‘borderline’ category had major deficiencies.

The January/February 2003 issue of ACA’s ‘CHOICE’ Magazine reports “Some clients in our study were told to move money from their existing super fund to another with no apparent justification other than earning commission for the planner.”

The findings of the report are an indictment on the financial planning profession because of the very low number of planners who achieved an acceptable level of quality in the advice given to consumers as measured by a panel which included representatives of the financial planning industry.

The probable outcome of poor advice is that the financial well being of retirees is adversely affected.  For instance, Senators will be aware of the impact of high fees on a superannuation account over time.  Where a Financial Planner recommends a high-cost fund to a consumer, when a low cost fund is more appropriate (assuming other fund features are common), the consumer will be seriously financially disadvantaged in retirement.  Clearly, in such cases, the best interest of the consumer is being deliberately disregarded, or basic incompetence is being displayed.

The question must be asked, “What are the factors which lead to the poor showing for Financial Planners in the ASIC/ACA report?”

We submit that the ultimate test of quality planning is that the consumers’ best interests are paramount and that expert and independent knowledge is applied to each individual case.

However, the current widespread system of remuneration for Financial Planners by sales commissions creates inappropriate incentives to Financial Planners.  Where a Financial Planner has to choose between a recommendation for a fund which pays a commission and a fund which pays no commission, there is an incentive to disregard the consumer’s best interest in favour of the Planner’s best interest.

We submit that the Financial Planning profession is in need of reform in order to achieve independence and establish consumer’s interests as their paramount goal.

At the very least, the provision of sales commissions by financial institutions to Financial Planners should be abolished, in favour of planners charging consumers an hourly rate for independent advice.  This would have the effect of untying relationships between planners and particular institutions, and freeing up planners so that they can offer a wider range of prospective investments.  It would mean that Financial Planners, instead of being simply sales people, would be more genuinely advisors in the manner that currently many consumers naively believe them to be.

The IFF believes the ASIC/ACA report validates many of the concerns outlined in our substantive submission to the Committee.

Yours sincerely

JOHN LLOYD

(Executive Officer)
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