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About this report

In 20091 10, ASIC conducted research into the demand and supply of
financial advice in Australia. The aim of our work was to identify ways of
improving access to financial advice.

This report summarises our findings and indentifies current gaps in the
advice market.

We hope that the report stimulates debate and discussion on access to
advice issues. We look forward to continuing to work with all interested
stakeholders on this important area of work.
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About ASIC regulatory documents

In administering legislation ASIC issues the following types of regulatory
documents.

Consultation papers: seek feedback from stakeholders on matters ASIC
is considering, such as proposed relief or proposed regulatory guidance.
Regulatory guides: give guidance to regulated entities by:

explaining when and how ASIC will exercise specific powers under
legislation (primarily the Corporations Act)

explaining how ASIC interprets the law
describing the principles underlying ASIC& approach

giving practical guidance (e.g. describing the steps of a process such
as applying for a licence or giving practical examples of how
regulated entities may decide to meet their obligations).

Information sheets: provide concise guidance on a specific process or
compliance issue or an overview of detailed guidance.

Reports: describe ASIC compliance or relief activity or the results of a
research project.

Examples in this report

Industry examples in this report are real-life examples with details changed
to protect privacy. Consumer examples are hypothetical case studies.
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Executive summary

Consumers and financial advice

1 Todays consumers are being asked to make more financial decisions than
ever before and the environment in which they are making those dedssions
becoming increasingly complex.

2 Many consumers are-4équipped to make sound financial decisions and
would benefit from better access to financial advice. Yet fewer than 40% of
the Australian adult populatidrave eveused a financial plannér

3 The ned for improved access to financial advice has been recognised by the
AustralianGovernment, ASIC, industry and consumer groups alikeough its
duture of Financial Advidgreforms (Governmenteforms) the Governmerits
currently actively exploring way® improve access to financial advice.

4 Beforethe announcement of ti&@overnmentefornsin April 2010, ASIC had
begun looking at the demand and supply of financial advice in Australia to
identify ways of improving access to advice.

5 This report summariseour findings, identifies current gaps in the advice market
andhighlightssome of the actions ASIC and indusatyeadyhave underwayo
improve access to advic&/here possible, we have used anonymous examples to
show how some licensees are currentikliag access to advice issues.

6 Improving access to advice is about helping consumers get the advice they need
when they need itt might consist of personal advice, general advice or access
to factual informationlt is also about helping industry inndeaso that they can
provide high quality advice services as efficiently as possible to consumers.

7 Ensuring Australians have access to quality financial aciridenformation
is a key component of ASE forward program that aims to reduce risks for
consumers and to promote confident and informed participation by
Australians in the financial system.

8 We have looked at access to advice from both the demand (consumer) and
supply (advice provider) perspective. On the demand wieldave looked at
how many cosumers currently access advice, what types of advice
consumers are interested in accessing, how consumers like to access
financial advice, how much consumers are willing to pay for advice and
what, if anything, is currently preventing consumers from acogsslvice.

9 On the supply sideve have looke@twhat types of advice providers are
currently offering consumers, how providers are delivering that advice, what

! Roy Morgan ResearcB009 Single SouragatabaseRoy Morgan Research, Melbourne, 2009 (unpublished).
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providers are charging for advice and what, if anything, is preventing the
provision of advice

Issues affecting access to advice

10 Through our work we have identified a number of issues that adversely
impact access to advice:

@

(b)

©

(d)

(e)

Cost of adviceA significant gap exists between what consumers are
prepared to pay for financial advice and how muchstcmdustry to
provide advice

Scale of advice providetlany Australians, particularly those who
have never previously accessed financial advice, want-piepéece
simple advice rather than holistic advice. Many advice providers still
provide holisticadvice as the default option

Consumer perceptions that advice is out of their re&sfidence
suggestsomepeople do not seek financial advice because fibaly
their financial circumstances do not warrant advice

Consumemigrust offinancial planners Lack of trust in financial planners
to provide unbiased, professional advice limits the number of consumers
who seek advice and the value they place on financial advice

Access to general advice and informatidhe provision of general
advice or factuainformation is less extensive than it could and should
be. For many consumers general advice and factual infornmatigrbe
sufficient to meet their current advice needs

(f Financial literacy Gaps in financial literacy, especially among certain demo
graphic and in relation to certain financial topilimits some consumeds
engagement with financial matters and so stops them from seeking advice.

11 Obviously, these issues represent significant challenges to industry, ASIC,

Government and consumer groups. Ifave to improve access to advioe
will all need to work together on solutions.

Improving access to advice

12 In this report we discuss some of the work we are already doing to improve
access to advice. This work was commenced prior to the announcement of
the Governmeid Future of Financial Adviceeforms We also discussome
of the work industry islreadyundertaking to improve access to advieee
Table 1 This work isdiscussed in more detail in SectioriKEof this report.

13 The Governmeids proposedeforms will be the subject of much discussion
in coming months. We think that discussions on simple advicesfinch
advice and access to advice generally will be extremely beneficial in
identifying additional ways of improving access to advice.
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Table 1:
Advice gap

Cost of advice
(see Section E)

Scale of advice
(see Section F)

Consumer
perceptions that
advice is out of
their reach

(see Section G)

Consumer
mistrust of
financial planners
(see Section H)

Streamlining the
planning process
(see Section I)

Access to general
advice and
information

(see Section J)

Financial literacy
(see Section K)

ASIC actions

Develop new consumer website promoting
the value of good financial advice, with
information on the different types of advice
services available and the typical costs

The website will include real-life case
studies demonstrating the value of advice
available to consumers

New consumer website providing
information and resources to consumers to
help them think about their advice needs

Work with advice providers on new advice
initiatives as requested

Develop new consumer website containing
information on the value of financial advice
to people in a variety of different financial
situations

The website will also contain money
guidance (e.g. content and tools to help
people make sound and informed
decisions about their finances, regardless
of their financial situation)

Ban dad applesofrom the advice industry

Develop new consumer website
incorporating a money guidance service,
helping consumers not only become more
informed but also take action and make
sound financial decisions

Work collaboratively with industry to
promote financial literacy strategy and on
financial literacy projects, including
developing and distributing resources

Work already underway to improve access to advice

Industry actions

Examine current cost structures for provision of
advice

Explore offering online advice alternatives

Consider the potential cost benefits of
specialisation in certain advice areas

Offer more flexible payment options

Provide more piece-by-piece/single topic advice

Explore offering online or telephone advice
alternatives

Offer more services which focus on the review of
existing investments and strategies rather than
on fresh advice

Talk through any new scaled advice initiatives
with ASIC to obtain regulatory comfort

Provide @dvice menusoéto help consumers
understand the different advice services
available

Focus on strategic advice rather than product
centred advice

Be more active in helping to weed out the bad
players in the industry by sharing market
intelligence with ASIC and by conducting proper
reference checks at the time of employment

Consider ways to streamline the advice process
through the better use of technology

Explore offering online or telephone advice
alternatives

© Australian Securities and Investments Commission December 2010
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A Background to the report

Key points

Most people could benefit from access to quality personal or general
financial advice and access to factual information especially at the time of
key life events or transitions.

Industry studies have shown that consumers who access financial advice
benefit financially as a result of the advice, even after the cost of the advice
is taken into account.

The objectives of ASIC& work on improving access to advice are to:

¢ help consumers get the advice or information they need when they need
it; and

¢ help industry innovate so they can provide better services to consumers.

Access to advice: ASIC& forward program

14

15

16

In 2007, ASIC undertook an extensive strategic review to ensureribie
effective in performing its oversight rol§ince this reviewwe have
developed dorwardprogram that aims to reduce risks tmmsumers and
retail investors

Ourforwardprogram identifies a number of issues potentially impacting
consumers anckfail investorsOne of these issues is limited access to
financial adviceand information

We have publicly stated we are looking at ways to improve access to financial
advice.In our submission to the Parliamentary Joint Committee Hearing into
Financial Poducts and Services in Australee stated thawe would
...conduct a review of the demand for advice by consumers and the nature
of the current supply more generally to identify current gaps in the market.

... [We will] then develop initiatives seeking address these gapnd
improve access to advite

Why improved access to advice is important

17

&inancial advicémeans different things to different people. Consumers
view financial advice as anything fromformation available on website
thatguidestheir decision making, drelp from a family membdn setting a
household budgethrough to engaging a financial planner to provide

2 ASIC, PJC Inquiry into Financial Products and Services in Australia: Submission by the Australian Securities and
Investments CommissiofAugust 2009.
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comprehensive personal adviées such, the list of possibsources of
information andprovidersof advice catering to fferent consumefmeedss
extensive

18 Improving accesgo advice is important for consumers and retail investors
because of:

(@ the complexity of financial products and disclosure documents which
people are presented with;

(b) the increased onus on consumersiamdstors to make active financial
decisions (about superannuation and other investments) to ensure their
financial security;

(c) low levels of financial literacy; and

(d) low utilisation of personal financial advice among adult Australians

19 Accessingpersonal ad generafinancial adviceas well as factual
informationcan be beneficial to consumers and investbsanlead to:

(@ individual financial gains;
(b) individual psychological benefits; and

(c) economywide fiscal and competitive improvements.

Financial gains

20 Most people could benefit from access to quality persomgéneral advice
and factual informationespecially at the time of key life events or
transitiong(e.g.starting a family, preparing for retirement or managing an
unexpected redundancyndustry sudies have shown that consumers who
access financial advice benefit financially as a result of the advice, even after
the cost of the advice is taken into account. The financial benefits of advice
can include increased savings, less interest expensglhiaster debt
reduction or higher investment returns.

21 While many consumers have the perception that financial advice is only
valuable if they have significant assets to aglupon advice can be
beneficial for people imwide variety of finan@l circunstanceskFor
example, having appropriate insuramearguably more important for
consumers who have high levels of debt than for those who have more assets
to tide them over should something go wrong. Similaitypge general
advice about budgeting andlat managemene(g.about getting on top of
credit card and personal debgn result in significant improvements in
financial and psychological wellbeing for consumers who are struggling
financially.

% See, for example, KPMG Econte¥lue Roposition of Financial Advisory Networkseport prepared for the Investment
and Financial Services Association (now known as the Financial Services Council), 29 October 2009.
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22 Unlike some other forms of professional advice, finanedvice is usually
provided with a medium to lorgrm view. As a result of this, the benefits
derived from financial advice can continue for many years. For this reason,
the longterm financial impact of seeminggmallfinancial decisions can be
significant.

Example 1: Financial benefits of advice

Sarah is 25 years of age and recently graduated from University. She has
just commenced employment with her first employer and as part of that
was presented with choice in terms of superannuation fund and investment
options. Sarah has, in her view, a basic understanding of superannuation.
She allows her superannuation guarantee payments to be directed to the
default fund @alanceddoption. Assuming that Sarah receives 9%
superannuation guarantee (SG) contributions on her income of $48,000 per
annum and remains invested in the @alancedboption which earns 8% per
annum, she would have a retirement benefit of $239,000 at age 65.

Alternatively, Sarah could have accessed advice from ASIC& consumer
website www.fido.gov.au. The website has an online superannuation
calculator which shows the projected balance if Sarah selected a &rowthé
investment profile. Again assuming 9% (SG) on her income of $48,000 and
an earning rate of 8.5% on the d&rowthoprofile, the calculator projects
Sarah would have $265,000 at the age of 65 (assuming total fees of 1.8%
p.a. for both scenarios).

The higher amount appealed to Sarah, but she was not sure she met the
characteristics of a &Growthéinvestor, so she decided to find out. She spoke
with a client service representative of the superannuation fund, explained
that she had done her own research and wanted to determine if a &srowthd
profile was suited to her. Sarah was comfortable that the general advice
she accessed via the website calculator and the super fund representative
met her needs and as a result she nominated the @&Growthdoption.

The long-term financial benefit of seeking advice in this example is
$26,000.

Psychological benefits

23 Accessimg financial advice can also provide psychological benefits to
consumers and investors, in addition to financial payoffs. Many consumers
lack confidence when it comes to financial matters and feel uncomfortable
making financial decisions. Accessing qualfityancial advice or knowing
where b get reliable information cgorovide peace of mind for consumers

24 Financial decision making is often required at times of extreme personal
stresqe.g.death of a family member, redundancy from employment, marital
brealdowns, retirement atartinga new job). Accessing financial advice at
these times can be a source of support and comfort. hetprconsumers
makea soundiecision oiput in place atrategy

© Australian Securities and Investments Commission December 2010 Page 9
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Example 2: Peace of mind

Diane is 42 years of age and recently divorced from her husband Mark.
Diane has not been employed outside of the home since her first child was
born 12 years ago. Diane previously had only a small balance in her
superannuation fund, but as a result of the settlement received $200,000 in
superannuation which was split from her husband& fund. Diane has been
advised by her solicitor that she needs to provide instructions in terms of
where those funds are to be directed. Diane has no knowledge of
superannuation or financial matters as her husband always dealt with their
finances. Diane is particularly stressed about this decision as she feels that
this money is vital to her future financial well being.

Diane decides to meet with two financial planners, one her solicitor referred
her to and one recommended by her uncle. The first financial planner
dominates the conversation and focuses the discussion on the XYZ
Superannuation Fund and how this fund would suit her. Diane leaves the
meeting with a Product Disclosure Statement (PDS) and research to read.

The second financial planner spends time talking with Diane about her
objectives and future plans for lifestyle and employment. The planner
discusses superannuation and other financial issues in general terms, but
does not mention any particular product. The planner provides details of the
process going forward, the services she offers and the fees for that service.

Diane feels much more comfortable and informed after meeting with the
second financial planner and engages her to prepare a financial plan. The
financial plan is comprehensive, providing advice on her overall position as
well as advice in relation to the superannuation funds. As a result Diane
now has a cost effective superannuation strategy in place that fits her
investment and risk preferences. Diane is incredibly relieved that this is
sorted out and that she can focus on rebuilding other areas of her life.

Economy-wide fiscal and competitive advantages

25 The sense of confidence, control and engagemigntfwancial matters that
cancomewith accessing advice is of significant value. It can motivate
consumers to stick to a budget, save for a purpose or look forward to a more
comfortable retirement.

26 Thepotentialpositive benefits ofjoodfinancial advice extend beyond the
individual, to tie broader community. The benefits to the wider community can
include a decreased reliance on social security by virtue of increased savings
and higher levels of insurance protection, and a more financially literate society
capable of sound financial judgent and decision making. More confident and
informed investors can lead to greater competition and efficienfilyancial
markets and improved financial products and services.

© Australian Securities and Investments Commission December 2010 Page 10
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Our approach to improving access to advice

27

28

29

30

31

32

33

34

Improving access to advice is radtout providing inferior quality advice to
consumers or assisting financial services licensees to simply sell more
products to consumers

The two intefrelated objectives of our work are to:

(@ help consumers get the advice or information they need wheméleely
it; and
(b) help industry innovate so they can provide better services to consumers.

For this reason, evhave looked at access to advice from both the demand
(consumer) and supply (financial services licensee) perspective

In this reportwe identify curent gaps in the market between the types of
advice consumers need and want and the types of advice that industry is
providing. Weoriginally intended to includa number of initiativeaimed at
improving access to advice, but do not want tegarptthe Government

reforms. Instead, we have focused on the work we currently have underway
to improve access to advice. We have also included some anonymous
examples of actions some licensees are already taking to improve access to
advice

It is important to recogee at the outset that consumers have a range of
different advice needs. Some consumers might want a comprehensive
financial plan while others might simply want advice on a specific issue or
just some basic information so they @do it themselves

Typically, consumers do not differentiate between personal financial advice,
general financial advice and information. The demand section of this report
(Section Bltherefore covers advice in general terms, although there is still a
heavy focus on personal fimaial advice. Interestingly, the barriers
consumers identified in accessing advice nearly all related to accessing
personal financial advice.

The supply section of this repd@ection CJs more focused on personal
financial advice because this tends éothe biggest area of interest to advice
providers.

While our report touches on access to general advice and information, we
focus predominantly on access to personal advice, as this is the area where
we think there is the greatest need to improve acCe&s.time, it may be
appropriate to do a more tailored piece of work on access to general advice
and informationThat noted, when we analysed some of the current gaps in
the provision of financial advice we found that increasing access to general
advice ad information could go some way to addressing some of the gaps

© Australian Securities and Investments Commission December 2010 Page 11
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Future of Financial Advice reforms

35 The Australian Government announestlier this yeaa number of
important reforms that impact the provision of advice. Some of these
reforms are aimed &nproving access to personal financial advice. In the
information packannouncinghesereforms Chris Bowenthe thenMinister
for Human Services, Minister for Financial Services, Superannuation and
Corporate Law stated:

The Government considers that @sg to simple advice is an important

issue, where this suits the cli@heeds. The provision of simple advice

also assists with the affordability of advice issue. ... The Gover@nent
proposal builds on the existing success of the-finind advice projet on
superannuation advice and seeks to address broad issues raised by industry

around regulatory barriers to providing kme@st, compliant, simple
advice?

36 As part of its reform proposals, the Governnisrtonsidering extending
intra-fund advice to nesopics as well as looking &bw to improve access
to advice.

4 Office of the Hon Chris Bowen MREuture of Financial Advice Information Pac&6 April 201Q pp. 11 12.
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B The demand for advice

Our research

37

38

Key points

Recent survey results suggest that 60% to 80% of adult Australians have
never used a financial adviser.

Many consumers feel financial advice is beyond their reach or not appropriate
for their financial circumstances (e.g. they did not have enough money to
make it worthwhile or seeking advice would cost too much money).

One of the biggest areas of perceived need is superannuation advice with
retirement the most commonly identified trigger for seeking financial advice.

While face-to-face meetings are still the preferred method for receiving
advice, there is growing interest in email, phone and internet-based advice.
Many Australians are also expressing a preference for piece-by-piece
simple advice, rather than holistic advice.

There is a significant disconnect between the amount consumers are
willing to pay for financial advice and the typical costs to licensees of
providing financial advice.

On theadvice demand sideve examined:
(@ how many consumers are currently accessing advice;
(b) what types of advice consumers are interested in accessing;

(¢) how consumers would like to access financial ad{gcg.faceto-face
meetings, online, by phoje

(dy how much consmers are willing to pay for advice; and

(e) what, if anything, is currently preventiegnsumerdérom accessing
advice.

To assess the demand for advice from a consumer perspeive

(@) reviewed the material on the consumer demand for advice;

(b) had input into aurvey conducted by Investment Trends on the current

and future advice needs of Australians; and

(c) commissioned a qualitative research project withrptieees and
retirees to investigate among other things, their advice riesfdsred
to in this documenrasAASICSs retirement researgh

This sectionsummarises the findings from our research

© Australian Securities and Investments Commission December 2010 Page 13



REPORT 224: Access to financial advice in Australia

Who currently accesses advice?

39 Our research in this area focused on use of financial ad¥isgyersonal
financial adviceby consumers, as this was the type of eglwhere the
greatest amount aésearchwas available. It is difficult to pinpoint the
percentage of Australians who wsnancialadviserbecause:

(@ some survey respondents have a loose understanding of what a financial
adviseris (e.g.some view knowlegleable friend/colleagues as
financial advises); and

(b) the result varies depending on thethod of researcdt hand, including
the way the question was asked, when the survey was conducted and
who was included in the survey (i.e. the proportion of Austnaliwvho
have ever used a financedviseris higher than those who currently
use or have remntly used a financiadvise).

40 Recent suwrey results suggest thab% to 40% of the Australian adult
population use whave used a financiadviser’ This meas that 60% to
80% of adult Australians have never used a finardaiser

41 While the research results vary, seeimnomic factors and age appear to be
the most consistent drivers of financalviseruse:

(@ those with higher socieconomic status and thoaged 50 years or
older are more likely to use or have used a finaragiser and

(b) those with lower soci@conomic status and those aged under 25 are less
likely to use or to have used a financial advfser.

42 Even using the most generous research findimgknow that about 60% of
the Australian adult population do not access professional advice from a
financialadviser Many of these Australians could benefit from accessing
professional financial advice. In particular, we are concerned that younger
peopleand those with less wealth or income are less likely to access
financial advice, when in fact a sound long term financial strategy could
deliver them proportionately the greatest benefit.

43 There are rmany reasons why most Australgado not access financial
advice One reasois that many consumers feel financial advice is beyond
their reach or not appropriate for their financial circumstarinesn
omnibus survey commissioned by fi@eancial Planning AssociatiofPA)
in 2007, one of the main reasons @ity consumers who said they did not
use a financial planner was that they did not have enough money to make it
worthwhile (39%). Other reasons included the perception that they did not
need financial advice (56%), that seeking advice would cost too much

® Different surveys report varying findings on adviser us&ge. the Appendix of this report for a summary of research
findings.
® See the Appendix to this repdor a summary of research findings
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money (21%), or they did not know where to find a gaddiser(18%).
The remainder of thisectiondiscusses other barriers to consumers seeking
financial advice.

What are consumersolevels of financial literacy and engagement
with financial matters?

44 Someengagement with financial matters and a basic level of financial
literacy is necessary fonost consumers to even begin considering seeking
financial advice Considerable research has been done in Australia on the
issue of how financially literate we afepm largescale national surveys to
smaller studies about specific products and services

45 ANZ6s national survey of adult financial literd8ygenerally recognised as
the most comprehensive survey in Australia, with reports published in 2003,
2005 and 208, and a commitment to continue conducting the survey going
forwardd enables us to measure movements in literacy levels over the long
term. Other seminal pieces of work inclualsurvey by th&inancial
Literacy Foundation (FLF) of 7500 Australians aged7B? and studies
conducted for the Commonwealth Bank which in some cases focused on
youth, in others the broader populatiSiThese reports tell us that, while
most Australians have reasonable levels of financial literacy, clearly some
groups have greatelifficulties than others with financial concepts, and
some financial products cause considerably more problems than others.

46 Similar to earlier surveys, the 2008 ANZ surVefipund that overall the
lowestaveragdevels of financial literacy are associateith:
(@ those aged 124 years and people 70 years and over;
(b) females, particularly aged 70 years and over;
(c) people with lower levels of educatiovidar 10 or less);
(d) people not working (for a range of reasons) or in unskilled work;
(e) people with lower incomes Qasehold incomes under $25,000 p.a.);
() people who speak a language other than English at home; and

(@) people of Aboriginal or Torres Strait Islander deséént.

" FPA, Consumer Attitudes #6inancial Planning,(Galaxy Research) Financial Planning Association, Sydney, 2007.

8For information about AN Z dhdp:/wensarzacontahouis/corpdraten anc i a | Il iteracy
responsibility/community/financidlteracyinclusion/research/

° Financial Literacy Foundatiofinancial literacy: Australians understanding mon&ommonwealth of Australia,

Canberra, 2007

10 See, forexample Commonwealth Bank Foundatiofystralian financial literacy assessme@pmmFoundation, Sydney,

2006 and Commonwealth Bank Foundatilmnproving financial literacy in Australia: Benefits for the individual and the

nation, CommFoundation, Sydneg004

1 ANZ Banking Group LimitedANZ survey of adult financial literacy in Australi@he Social Research Centre) ANZ

Banking Group, Melbourne, 2008p. 4 5.
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47 There is an overlap between several of these population groups, and the
population groups who weredst likely to seek financial advice.

48 Overall, people seem to be more knowledgeable and confident about simple
and familiar finance topics such as budgeting, credit, savings and debt; and
less knowledgeable and confident about more complex and unfamlies to
such as investing, superannuation and saving for retirement.

49 Factors that influence peogieknowledge and understanding of financial
matters include their attitudes and beliefs about money, confidence levels,
interest and engagement levels and sdeimographic backgrounds.

50 It is also clear that people ddmlways know what they dénknow. Studies
show a significant mismatch between what people say they know and what
they do know!*

51 These results, when considered together with Australian Burestatistic®
research into Australiadgeneral document literacy and numer&t,
particular their ability to meet the complex demands of a knowibdged
economy, suggest that about one in two Australians do not have the skills
required to make inforntechoices in their interactions with the financial
services sectdf. There is also an identifiable age link, with document
proficiency tending to decrease with age

What type of advice do Australians want?

52 Those Australians who access financial adviceaus@e range of financial
advice services depending on their individual needs.

53 Not surprisingly, one of the biggest areas of perceived need is
superannuation advice with retirement being the most commonly identified
trigger for seeking financial adviceoFunately for consumerthese are
topics which most financial planners advise on, as discussgetiionC.

12 Aboriginal and Torres Strait Islander results should be treated with some caution duk sarsmie size.

13 See Financial Literacy Foundatidfinancial literacy: Australians understanding mon&ommonwealth of Australia,

Canberra, 2007 and ANBanking Group LimitedANZ survey of adult financial literacy in Australi@he Social Research

Certre) ANZ Banking Group, Melbourne, 2008

4 For example the 2008 ANZ study of financial literacy foundéh&t7 % of respondents said that t|
principle of compound interest, but only Regdblvedthe e r at ed wit
p r o b IANZnB&nking Group LimitedANZ survey of adult financial literacy in Australi@he Social Research Centre)

ANZ Banking Group, Melbourne, 2008. 19.

15 As part of an international study, the ABS measured skills in documentyitgnase literacy, numeracy and problem

solving and found that approximatélymillion (46%) of Australians (and 7.9 millid®3%) of Australians aged 15 to 74)

had proficiency |l ess than O6the mini mum rwngydaylfeandwdrkor i ndi vi
emerging inthe knowledggeas ed economyd for document Alsiraliae Bukeawof and numer a
Statistics Adult literacy and life skills survey resultsat. no. 4228.0, ABS, Canberra, 800. 5.

8 These findinghave implications for our regulatory regime, which relies upon disclosure as a critical element of our

consumer protection system.
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54 The recent Investment Trends Advice and Limited Advice survey asked
participants where they currently need the most advice. Participants most
frequently cited:

(@ superannuatign
(b) financial investment (shares and managed fyrais)

(c) property investmenrt’

55 Younger demographic groups were relatively more likely to state they
needed advice about property investment, whereas older demographic
groups were me likely to need advice about superannuation and financial
investments. Younger consum@irsterest in advice about property
investment is less well served by the financial planning sector currently, and
this may contribute to the relatively lower propantof young people
seeking dvice

Figure 1. Consumer advice needs

Where do you currently feel you need the most financial advice?
(Multiple responses permitted)

B All respondents [n=1103] HGenY [n=171] Gen X [n=443] Baby Boomers [n=280] W 65+ [n=209]
50%
45% -+
40% -+
35%
30%
25%
20%
15%
10%
5%
0%
Super Financial Property Debt mgmt or Property Insurance Other Nowhere
investment investment  consolidation, investment
(e.g. shares, (Financing) budgeting  (Selection and
managed valuation)
funds)

Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009.
56 When asked who they would go to for the above advice, indiidndicated that
that they were most likely to approafitancial planners for advice related to:
(@ reviewing an existing financial plan;
(b) preparing a comprehensive financial plan; and

(c) reviewing a plan for retiremefi.

7 Investment TrendsAdvice and Limited Advice RepoBlydney December 2009
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57

Figure 2: Where consumers go for advice

Individuals were most likely to go toeir super fund representative for

advice on planning for retirement.

For which one are you likely to seek financial advice first? Who would
you be most likely to approach to seek this type of advice? (Among those who are
likely to seek financial advice on more than one decision)

100%

90%

80% -+

70%

60%

50%

40%

30%

20%

10%

0%
Review an

comprehensive
fin plan [n=52]

Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009.

58

59

Prepare a Review plan forlnv. in mngd Consolidatelnvest in shares Plan for
existing comp. fin plan retirement funds [n=13]*personal loans

[n=60]

m Other

M Employer

M Private banker/inv. banker

M Fund manager

M Super fund representative
Full service stockbroker

M Bank relationship mgr (incl
personal banker)
Bank branch staff or mgr
Mortgage broker

Accountant

M Financial planner

i *Caution: Small sample
| size, indicative only.
i Some options excluded
i due to low cell count

In relation to superannuation, individuals were most likely to seek super

advice in the nextwo years in relation to

@
(b)
(©
(d

Again, individuals were most likely ®ay they wouldeek this advice from

changing investment options;
making additional contributions;
changinganexistingsuper fungand

formally planning for retiremerif.

financial plannersdllowed by super funds and accountants

18 |nvestment TrendsAdvice and Limited AdvidReport Sydney December 2009
9 Investment TrendsAdvice and Limited Advice RepoBlydney December 2009
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Figure 3: Where consumers go for advice

Who are you most likely to contact for For which of these decisions are you
this super advice? All respondents [n=385] likely to seek financial advice?
0% 5% 10% 15% 20% 25% 30% 35% 40%
B Other 300 |

My employer

B A bank

employee/branch

manager

A specialist adviser

at my bank

My accountant

My super fund

B A fin. planner

5% , )
Change investment options

21% Make additional contributions
Change your existing super fund

Formally plan for retirement

25%

Consolidate several super funds
Start a pension, including a TTR
Set up your own SMSF

12% ‘ Make changes to life insurance

Choose a super fund for the first time

M Overall [n=385]

M Likely to use fin.
planner [n=161]

Other

Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009.

60

61

Participants ilPASIC&s retirement researcaid they specifically wanted
advice about the types of retirement productdlavie to them, how they
should invest their retirement savings and the level of income they could
realistically achieve in retirement

Despite high levels of interest in financial advice as demonstrated by the
findings above, only a limited proportion thfe population actually take the
step of consulting a financiadviser From our review, consumers are most
interested in getting advice on issues which are genevallycovered by
existing advice providers. This suggests that the low level of consumer
utilisation of financial advice is not due to a mismatch between the areas of
advice consumers want, and the areas of advice financial planners currently
address

How do Australians want to access advice?

62

Australians like to access advice in a variety ais There is growing
interest in email, phone and internet based adwid¢hird of Australians are
now expressing a preference for pidgepiece simple advice rather than
holistic or comprehensive advice. The preference for giggaece simple
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63

64

65

66

67

68

69

70

adviceis more pronounced for those consumers who have never used a
financial planner than for those consumers who have previously used a
financial plannef® The relatively low levels of provision of scaled or piece
by-piece advice currently could be one reasiy the overall proportion of
the population who access financial advice remains fairly low.

Sixty-two percent otonsumers have a preference for wnitkelvice that is
not more than threpages in lengtf' Long advice documents do not speak
to consumers ahare considered alienating.

Among some demographic groups,-peéirees and retirees in particular,
there is a reasonable level of interest in attending information sessions run
on general topics including retirement, investments and current financial
issues

On the whole, consumers like interactive tools bkdine calculators, but the
tools need to be easily understandable.

Our research findings suggest that there is a gap between the advice services
someconsumers are interested in accessing, andd¥iee servicewhich
most providergurrentlypromote, as discussed$®ctionC.

Preference for face-to-face advice

Faceto-face meetings were identified as the preferred method for receiving
advice for both the respondents to the Investment Tr&ddise and

Limited Advicesurvey® and for the participants iASICé retirement

research

Participantan ASIC& retirement researa@mphasised the importance of a
faceto-face meeting with a financial planner for at least the first meeting
where there was a pived need to establish trust in the planner ardgub
a face to the void&*

Once the clienddviserrelationship had been establishewst consumers
were happy to communicate by phone or email with tdwiser

The Investment Trends Advice and liied Advice survey asked
respondents how they would prefer to receive super advice. A total of 73%
of respondents said that they would prefer to receive super advice through a

20 |nvestment TrendsAdvice and Limited Advice RepaBydney December 2009.
2L Investment TrendsAdvice and Limited Advice RepoBydney Decenber 2009.
22 sysan Bell ResearchHiow Australians plan for and make decisions about their retirenSymney May 2010

(unpublished)

2 Investment Trend#dvice and Limited Advice RepgBydney, December 2009.
24 sysan Bell ResearcHpw Australians plarior and make decisions about their retiremesydney May 2010

(unpublished)
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71

72

73

74

75

faceto-face meeting while fewer than 10% of respondents said that they
would prefer to get super advice on a webSite.

When asked about whether they would be prepared to access simple advice
online however, more than 60% of respondents to the same survey said that
they were likely to use an online service to obtain simple adviemtgying
personal information into a series of questions and calculators. Nine percent
of respondents said that they already used such a service. Not surprisingly,
the use of online simple advice services was more popular with younger
generations with 86%f Generation Y and 76% of Generation X saying that
they were either likely or very likely to use such a service or were already
using such a servicd

Anecdotally, the appetite for non fat®face advice is the greatest in
insurance. This might be becaumost consumers already have some
experience in getting car insurance, home and content insurance and travel
insurance online or by phone.

The above findings show that while faweface meetings with a financial
adviserare still the preferred mode ofrtact,at least for initial advice
consumers are becoming more familiar and comfortable with receiving some
types of advice online or by phone.

It is also worth noting that 69% of consumers cited email as the best way for
their financial institution to astact them regarding advice and relevant
information?®’

Comprehensive advice versus scaled advice

The Investment Trends Advice and Limited Advice suf¥agked
respondents how, from a prescribed list of options, they would generally
prefer to receive finamal advice. Overall, respondents indicated the
following preferences

(@) pieceby-piece simple advice as required;
(b) comprehensive plan, reviewed regularly with adviser;
(c) preferto DIY using readily available information; and

(d)y comprehensive plan that can bedoaled for the next few years.

5 Investment TrendsAdvice and Limited Advice Repoltivestment Trends, Sydnepecember 2009

2 The Investment Trends study was conducted via an online survey, so responaghave been more inclined than the
general population to prefer or feel comfortable with online advice services.

2" Investment TrendsAdvice and Limited Advice RepoBydney, December 2009

28 Investment TrendsAdvice and Limited Advice RepoBlydng, December 2009
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Figure 4: How consumers prefer to receive advice

In general, how would you prefer to receive financial advice?

100%
90% B Comprehensive plan, reviewed
regularly with adviser
80% -
70% Comprehensive plan | can
follow for next few years
7%
60% " 19%
50% N Other
6
37%
40% - 3204 27% 33%
Piece by piece as required
30% - (simple advice)
20% -
H Prefer to do myself using
10% 1 readily available info.
0% -

Gen Y [n=171] Gen X [n=444] Baby Boomers 65+ [n=206] All respondents
[n=279] [n=1100]

Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009. v

76 The above responses indicate that more than 50% of respondents across all
age groups want simple advice or a DIY option.

77 Thepreference for pieeby-piece simple advice was higher (37%) for those
respondents who had never used a financial adviser than for those who had
(31%).
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Figure 5: Adviser contact preferences for receiving advice

When did you last have contact

In general, how would you prefer
to receive financial advice?

with an adviser*? [n=1084]

B Have used
an adviser

Never
used
an adviser

0% 5% 10% 15% 20% 25% 30% 35% 40%

! I I I ! I L

Piece by piece as
required (simple
advice)

Prefer to do myself
using readily available
info.

Comprehensive plan,
reviewed regularly with
adviser

can follow for next few

years

W Have used adviser [n=760]

Other - Never used an adviser [n=316]

*Adviser includes accountants for tax advice

Source: Investment Trends: Advice and Limited Advice Report, Sydney, December 2009. -

78

79

80

These findings are consistent with feedback fABICG retirement

researchA common comment from thresearch participantgas that advice
needed to be offered thite size chunlk&so that consumers couldase intd

the advice process. Mangresumers expressed the view that if they received
simple advice they were happy with they were likely to get more
comprehensive advice in the futite.

Our supply side research, as discusseskictionC, found that while several
licensees now provide oreatooking to provide simple advice services, the
majority of licensees still focus on providing comprehensive advite
mismatch between consumer preferences and the advice on offer no doubt
contributes to fewer consumers accessing financial advice.

Preference for short written advice

Consumers expressed a strong preference for written advice to be presented
in a short document.

29 sysan Bell ResearcHpw Australians plan for and make decisions about their retirenSminey, May 2010

(unpublished).

© Australian Securities and Investments Commission December 2010 Page 23



REPORT 224: Access to financial advice in Australia

81 In response to an Investment Trends survey questidmat is your
preferred format for receiving any advice provided in wgitin 62% of
respondents said that they would prefer to receive written advice that is no
more than three pages loffg.

82 Even among respondents who stated that they wanted to receive a
comprehensive financial plaB6% said that their preferred format was a
summary of pertinent information of not more than three pajes

Seminars and information sessions

83 Participantdn ASIC& retirement researatere quite interested in attending
information sessions and seminars on topics such as retirement, investments
or aurrent issues. Information sessions were attractive because they required
no commitment other than time, offered the promise of an explanation
without embarrassment, patronisation or exposure of personal details and
because they allowed participants todf@rfrom other peopl& knowledge
and experience. Information sessions run by organisations such as Centrelink
were seen as a good source of unbiased advice and inforrifation.

The use of calculators and websites

84 Some of the participants ASIC& retiremenhresearchused calculators and
other tools regularly. Many participantowever, found these tools difficult to
use and understand. Participants said that they would place the most trust in
tools that were accessible through a Government website sé&i1@% FIDO
websiteor Centrelink.

85 A large number of participants said that they were also interested in researching
advice on the internet. According to the study participants, a good website:
(@) is easy to use;
(b) uses plain language;
() has questions with ansveer
(d) allows the user to ask questions;
(e) explains and simplifies legislation;

(H allows for inputs that can be tailored to a peésandividual
circumstances;

(g) offers advice; and

(h) has different levelgroviding simple information for those who want it
and more cmplex information for those who can cope with it.

%0 |nvestment Trend#Advice and Limited Advice RepoBydney December 2009.
% Investment TrendsAdvice and Linted Advice ReporSydney December 2009
%2 Susan Bell ResearcHpw Australians plan for and make decisions about their retirenSymney May 2010 (unpublished)
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How much are Australians prepared to pay for advice and how do
they prefer to pay?

86 Our review of the Investment Trends research revealed a significant
disconnect between the amount consumers are willipgydor financial
advice and the typical costs to licensees of providing financial advice.

87 On average, consumers believe that initial advice should cost $301 and
ongoing advice should cost $298 per annum. Twembtypercent of
consumers believe that thetial advice consultation should be free.

Figure 6: Consumer preparedness to pay for advice

What is the most this sort of advice should cost? (Among those planning to seek
financial advice) [n=734]

Average*: $301 $298
0/ —
100% [ = More than $5,000
5%
90% -+ 6%
80% -
$1,501 to $2,000
70% A 18% 20%
H $1,001 to $1,500
60% -+
N $501 to $1,000
50% 21%
30%
40% -+ H $251 to $500
30% 15% $101 to $250
20% 21% $51 to $100
10% -| 22%
Up to $50
9% pto$
0% T .
Initial advice consultation Ongoing advice consultation Nothing
*Among those who are prepared to pay
Source: Investment Trends, Advice and Limited Advice Report, Sydney December 2009.
88 Consumers are more willing to pay for ongoing advice when reviewing

retirement plans ($664), existing compeakive plans ($553) and investing
in shares ($516).

89 Sixty percent of consumers say that they would seek advice sooner if the
cost was lower. This was most apparent for those who would seek advice to
take out a home loan or prepare a comprehensive plarsufvey also
indicates that a tax rebate migtmtice 52% of consumers to seek advice
sooner.
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90 Older generations apepared to pay more for advi&pecifically,
consumers aged between 45 and 55 with over,$80thvested in super
were, on average, praged to pay the most for their initial advice
consultation, with a similar finding for those seeking ongoing advice.

91 In relation to super advice, even more consumers (30%) did not expect to
pay for the initial advice consultation with 19% not expectingatp for the
ongoing consultation.

Figure 7. Consumer preparedness to pay for super advice

What is the most this sort of advice should cost? All respondents [n=386]
(Among those who are likely to seek financial advice for their super)

Average*: $229 $208
_ I
3% 5%
9% 9% M More than $5,000
W $2,001 to $5,000
17% 16%
$1,501 to $2,000
M $1,001 to $1,500
17%
29% $501 to $1,000
W $251 to $500
19%
$101 to $250
2 $51 to $100
Up to $50
30%
19% [INothing
Initial advice consultation Ongoing advice consultation
*Among those who are prepared to pay; average is across all sources of advice
Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009.
92 The relatively low amounts consumers are prepared to pay for financial

advice, and the sizeable proportion cbple who are not willing to pay
anything atll, suggests that many consumers do not fairly value
professional financial advice.

93 Fee sensitivity varied between those who had previously used an adviser and
those who had never used an adviser. Users ofdiggplanners were
prepared to pay neartwice as muctior simple advice than those who had
never used an adviser. This suggests that once consumers receive financial
advice they see some value in it, though still less value than what it generally
costs o provide personal financial advice.
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94 Fewer than 10% of consumers want to pay for financial advice through the
product or platform or have the cost deducted from their super. Instead,
BPAY and credit card are the most popular payment methods for bo#h initi
and ongoing advice.

What are the demand side barriers to Australians accessing
advice?

95 Our research suggests several reasons why consumers do not access
financial advice:

(@ Australian consumers tend to havéack of engagementith financial
matters andbw levels of financial literacyLow levels of financial
literacy and peopfis lack of awareness of what they &dmow are
barriesto considering or seeking advideven though the Investment
Trends survey found many consumers thought they could b&oefi
financial advice, very few consumerarslate this into taking action

(b) Consumers feel precluded from accessing advice because of the cost of
advice. There is a significadtfferencebetween what consumers are
willing to pay for advice, and the tigal market cost of obtaining that
adviceas discussed iSectionC. This suggests many consumers are
currently unable to se@aluedin getting advice

(c) Many people feel that their financial circumstances and assets do not
warrant getting financial advic&his is reflected in the lower utilisation
of advice by people in lower socio economic grotifihis can be
especially true if they are in debt or are struggling with everyday
financial management. While financial advice can be very useful for
people inthese circumstances many do not think it will be relevant as
they have little or no assets to invest

(d) ASICGs retirementesearch found that many consumers do not trust
financial planners or the advice proc&sshis has been a lingering
issue for the indust and has beeexacerbatedybrecentissues
involving financial planning firmand investmentandby the general
market downturn experienced in the last two years. This lack of trust
results not only in reticence to seek advice, but also impacts how much
consumers are willing to pay for advice as they see the payoffs or
benefits of seeking advice as uncertdirust is als@reason many
people seek advice from family and friends, rather ft@am an adviser

(e) Anecdotal evidence suggest$arge number afonsumers drop out of
the advice process after the first (usually free) meeting with a planner.

33 See the Appendix to this report.
% Susan Bell ResearcHow Australians plan for and maldecisions about their retiremer@ydney May 2010
(unpublished)
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While the reasons for this are unclear, it is likely that they include
concerns about cost issues, the trustworthiness or value of advice and
the time commitmeinit takes to get advice

(f Some consumers simply do not know how to access financial advice or
a financial planner. Research indicates that most consumers source
planners through a family/friend or via web searctihg

(@) Some onsumeds preferences for how dy want advice delivered do
not appear to match up with how advice is commonly provided.
Research suggests thare strong consumer preferencespi@ceby-
piece simple advicand short written advice documents

96 In SectionsEi K of this reportwe discus in more detail the barriers to
accessing advice as well as son@k that is already underway thataisned
at improving access to advice.

% Investment TrendsAdvice and Limited Advice RepoBydney December 2009.
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C  The provision of advice

Our research

97

98

Key points

The financial advice industry in Australia has over 750 adviser groups
operating over 8,000 practices and employing around 18,200 people.

Industry provides advice developed in accordance with the client®
circumstances, needs and ability or willingness to pay for the advice.

However, there is a disconnect between the scope of advice that many
advisers provide, and the scope of advice that many consumers want to
receive as discussed in Section B.

While the majority of licensees surveyed offer scaled advice, most do not
actively promote it either internally to their advisers or externally to their
clients.

Face-to-face contact between the adviser and the client remains the
primary method of advice delivery, particularly for the initial client meeting,
with alternative methods of contact such as email or telephone used later to
develop the client relationship.

The fee charged for advice can vary significantly across advice providers,
with the most common remuneration models being hourly rate/time-based
charging, service-based charging, asset-based charging, commission and
subsidised advice.

Overall, the current costs of providing financial advice are much higher than
the average amount consumers are willing to pay.

On the advice supply sigdere examined:

(@ what types of advice providers are currently offering consumers;
(b) how providers are delivering that advice;

(c) what providers are charging for advice; and

(d) what, if anything, is preventing the provision of advice.

To assess the provision of advice in Australia:

(@ surveyed 3%holders of arAustralianfinancialservices(AFS) licence
(licenseepselected as a sample of the personal financial advice
industry;

(b) engaged with a number of licensees who were trialling or developing

new advice models and concepts on a@mene basis;
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99

(¢) conducted a workshop attended by representativibe dargest
licensees to understand and discuss the issue of access to advice from a
provision perspective; and

(d) considered, reviewed and researched some general advice models.

The section summarises the findings from our research.

Who provides advice?

100

101

102

103

104

105

&inancial advicémeans different things to different people. Consumers
view financial advice as anything from discussions about home mortgages
with the local bank manager to help from a family member in setting a
household budgeAs such, the list of poddie advice providers is enormous.

In this section of the reporve have primarily concentrated on providers of
personal financial product advice as defined inGbegporations Act 2001
(Corporations Act)Where possiblenowever, we have also included
relevant information for providers of general advice and information.

The financial advice industry in Australia has over 750 adviser groups
operating over 8,000 practices and employing around 18,200 péople.
There are three dominant business models initlaadial advice industry:

(@ medium to large sizediealer group®

(b) institutionally owned financial adviser firms; and

(¢) smaller firms with their own licenc®.

Financial advisers operate within one of the three abovementioned models,

as either authorised regentatives or employee representatives, to provide
financial advice to consumers.

We have set minimum standards for the training of financial advisers

What type of personal financial product advice is available?

106

Industry provides advice developed in actamce with the clieids
circumstances, needs and ability or willingness to pay for the advice.

36 Rainmaker InformatiorThe Australian Financial Planning Report, Volume 2, Nalahuary 2009, p.1.

37 ASIC PJC Inquiry into Financial Products and Services in Australia: Submission by the Australian Securities and
Investments CommissioAugust 2009

% SeeASIC Regulatory Guide 146icensing: Training of financial product advisgRG 146).
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107

A study commissioned by tHeéPA considered the variances in advice

provided in terms of content, complexity and comprehensige This is
illustrated in Figures.*

Figure 8: Type of advice

Comprehensive
Ongoing Service

Consultation/
Implementation

Call Centres

Delivery of Advice

Calculators

$1,500 -
$20,000

Estate

Planning

$1,500 -
$10,000

Life
Insurance

Transition to
Retirement
T
$250 - $250 - ransition
$500 $1,000
$0 Budgets Co-
contribution
Simple Debt §alary i
Savings ackaging
. Repayment inc. Salary
Sacrifice
Self Help Basic Single Issue Single Issue Annual Full
(Education) Advice (Simple Example) (Complex) Service Plan
Holistic

+——— Limited Advice

v
4

« (FacetoFace) —*

Source: Rice Warner Actuaries, Value of Advice, report prepared for the Financial Planning Association,

February 2008.

Financial advisers advise across a range of subjeas strategies and

financial products. Although not an exhaustive list, the following are key
advice topics

108
@
(b)
(©)
(d)
(e)
109

superannuation;
retirement income;
borrowing and credit;
insurance; and

investments.

Oursurvey of licensees identified that retirement income and

superannuatigmmanagednvestments, securities, insurance and estate
planning were the most common advice ar@aslitional advice areas
identified included property advice and more strategy focused advice such as

%9 Rice Warner Actudes, Value of Advicereport prepared for the Financial Planning Associafi@bruary 2008
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110

111

112

113

114

115

tax minimisation (including structures), social security and deduction
and/or debt management.

Licenseeéfocus on superannuation, retirement income and investment
advice corresponds well with the advice topics consumers are most
interested in, as discusseddactionB.

How advice providers determine the scope of the advice
they provide

There is a disconnect between the scope of advice that many advisers
provide, and thecope of advice that maipnsumers want to receias
discussed irsectionB. Many financial advisers start from the premise that
most consumearneed comprehensive advice provided by way of a full
financial plan.

The majority of the licensees we surveyed believed that a comprehensive
offering was important in delivering a better outcome for the client and also
was an effective tool in mitigatinipe risk of providing inappropriate advice.

However, some parts of industry aeportingthat that an overeliance on
comprehensive advice and the costs associated with delivering it might be
limiting the ability of Australians to access advice.

Comprénensive or holistic advice is tiigaditionabadvice model offered by
financial advice licensees. Under this model, advisers make enquiries and
provide advice to the client on all relevant aspects of their financial
circumstances.

Licensees largely viewomprehensive advice as optimal in ensuring client
needs are adequately and thoroughly met and addressed. Accoming to
number oflicensees:

(@ comprehensive advice ensures that a dicfioll objectives, needs and
financial position are considered, whictay be at risk if advice is
isolated to a particular area or subject matter;

(b) clients may seek scaled advice based upon their own potentially
incorrect or inaccurate assumptions about their objectives, needs and
financial position to their detriment;

(c) comprénensive advice may be the only suitable type of advice for
certain clients, depending on their individual circumstariees
example, one licensee surveyed stated that scaled advice may not be
appropriate for clients in the retiree and-petiree market Wwo need
broad advice on their retirement planning strategies; and

(d) the provision of scaled advice may require the same amount of time and
effort as comprehensive advice.
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116 Despite these comments, there has been a growing interest and investment
by industry inthe concept of providing scaled advice. Scaled advice is
typically advice provided on a single issue or on a limited range of issues.
Industry has adopted differing terminology to refer to this type of advice
including, but not limited to:

(@) limited advice;

(b) single issue advice;
(c) targeted advice;

(d) defined scope advice;
(e) simpleadvice; and

(f pieceby-piece simple advice.

117 ASIC has provided guidance on the provision of scaled adwvice.
Regulatory Guide 17Bicensing: Financial product advisefsConduct and
disclosure(RG 175) at RG 175.115%vestate:

Although all personal advice must comply with the suitability rule, the

client inquiries requirement and the requirement to consider and investigate
the subject matter of the advice @ealablé &calablémeans thathie
requirement varies depending on the circumstances, including the potential
impact of inappropriate advice on the client, the complexity of the advice
and the financial literacy of the client. For example, where personal advice
is provided for a relativig simple purpose, such as the purchase of car
insurance or the opening of a deposit account, less extensive client
inquiries are likely to be required than for advice about complex financial
products, classes of financial products or strategies (suak-eddted
strategies or higher risk strategies such as the use of margin lending in
connection with theyrchase of a financial prodict

118 ASIC&s regulatory guidance builds on the thinking underpinning the Revised
Explanatory Memorandum to the Financiahfees Reform Bill in 2001
which states:
The level of inquiry and analysis required will vary from situation to situation
and will depend on the advice requested by the client. The providing entity
need only obtain and analyse sufficient information abwitlient to provide
the advice requested proffered. So, for example, a comprehensive analysis

of the clienés full financial position may not be necessary where the client has
sought personal advice on a specific prodtict

119 Anecdotal information prodied to us by licensees indicates that in spite of
the abovementioned guidance, a considerable amount of confusion exists
within industry about how to appropriately scale advice.

120 Some licensees are clearly more comfortable with and active in the provision
of scaled advice thanloérs as illustrated in Figure®®.

“0paragraph 12.34, Revised Explanatory Memorandum to the Financial Services Reform Bill 2001
41 Research conducted by ASIC in 2010 as part of our industry danegl(unpublished).
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Figure 9: Provision of scaled advice

Whatpercentage of advice given to retail clients within the past12 months was
specific ortailored advice (i.e. not full advice)?

I
Licensee 1 23% 1

Licensee 2

!

Licensee 3 19% : Average is 44.1%
|
Licensee 4 40.5% |

Licensee5

Source: ASIC Licensee Survey 2010 (unpublished).

In response to our survey, several licensees stated that the provision of
scaled adwe required a greater reliance on the adiésskills and expertise.

There were opposing views among the surveyed licensees as to the
appropriate course of action in a situation where the adviser determined that
scaled advice was not the best advice mfmehe client.

Some licensees felt that only a warning was required

Clients are informed about the intedationship between different aspects
of their personal/financial situation and warned that limiting advice to one
specific area may not alwaysattothe most appropriate solutidh.

Other licensees maintained that a vetting process should be undertaken to
determine the suitability of scaled advice to the individual client having
regard to the clied circumstances and level of financial literdfyafter

the vetting process had been conducted, the adviser concluded that the
consumer might not be able to appreciate the risks inherent in scaled advice,
the licensees felt that scaled advice should not be offered.

Some licensees have elected tormaédly mandate when scaled advice
can/cannot be used. One licensee sta¥#d,require our financial advisers to
always provide a full financial plan when gearing and retirement planning
advice is provided'®

Another licensee stated

Business Owner clientre good at directing us as to the services they want
and establishing clear parameters for our advisers to work in. This makes
delivering specific purpose advice efficient and low k.

42 ASIC Licensee Survey 2010 (unpublished).
43 ASIC Licensee Survey 2010 (unpublished).
4 ASIC Licensee Survey 2010 (unpublished).
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Other licensees identified that clients with lower investmentnicakor
investable assets, wamresuited to scaled advice.

Do providers promote the provision of scaled advice?

While the majority of licensees surveyed offer scaled advice, most do not
actively promote it either internally to their advisers or extdyna their
clients. We found that only 27% of the licensees surveyed promote the
availability of scaled advice to their clients.

Of the licensees that do promote scaled advice externally, they typically do
S0 as a means of engaging clients and use seninBormation sessions,
newsletters and annual reviews to promote potential scaled advice offerings

Although 63% of licensees who responded to the survey do not explicitly
promote scaled advice externally, many feel that clients are aware of the
availablity of this form of advice. One licensee stated

Most of our advisers are flexible in their approach and the client has the

ability to mandate the advice (including ongoing advice) they wish to
receive even if scaled advice is not actively prométed.

Our survey identified only one licensee that has moved away from the
comprehensive advice model as a starting preamdeanstead looks to
provide scaled advice in the first instance to clients. Other licensees are
looking to promote both models side by side

Generalist advice versus specialist advice offerings

Many professional service industries offer specialised services. For example,
in the legal profession, many practitioners and firms specialise in single
areas such as family law, personal injuries asdroercial law. The

alternative to a specialist approach is a generalist approach where one
individual or firm is required to have skills and knowledge across a broad
range of areas.

Our licensee survey indicated that the majority of licensees and theradvis
who operate within them adopt a generalist approach to the provision of
financial product adviceOnly a small number of the licensees surveyed
have a business model that concentrates predominantly on one area of
specialisation such as retirement plisugn

Approximately 75% of the licensees surveyed who offer a more extensive
advice range considedthat they also offer some form of specialised advice
within their broader offeringe.g.in the areas of risk insurance or self
managed superannuation fupds

4 ASIC Licensee Survey 2010 (unpublished).
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135 Approximately 17% of licensees surveyed indicated that they considered it
difficult to ascertain when a financial planner could be defined as a specialist
in relation to a particular subject matter. It was thought that a competent
financial planner shdd have a specialist level of knowledge in multiple
areas.

136 Several licensees indicated that they were examining a greater degree of
specialisationd/Ne are currently developing specialist accreditation
pathway&® Other licensees reported that where thdivisers required

specialist technical assistance in a specific subject matter, the licensee had an

internal technical team to assist.

How do advisers deliver advice?

137 Through consultation with industry we found that it is standard practice for
licensees/dvisers to deliver advice in three phasésitial, implementation
and ongoing advice:

(@ The initial advice phase typically includes building the client
relationship, making enquiries, developing and communicating the
financial strategy and making productaammendations.

(b) Should the consumer elect to proceed with the advice, the adviser
assists with the second phase being the implementation of the strategy
and/or financial product (if required).

() Subsequent to implementation, an arrangement for ongoing aslvice
often established. This third phase can take many f@ergsegular
reviews or ad hoc communication

138 We found the three stepped approach to advice delivery consistent across all
licensees regardless of their size or advice offerings.

139 Our researchdund that this approach to advice delivery has developed
because of the need to make the initial provision of advice viable. One
licensee stated:

...One-off advice is normally not profitable. Advisers must therefore secure
an ongoing benefit in order toamup the real cost. Client relationships will
become profitable over tim&hus practice profitability will usually be

driven from ongoing client relationships, while a considerable proportion
of value for a client comes from iratiadvice’

48 ASIC Licensee Survey 2010 (unpublished).
47 ASIC Licensee Sumy 2010 (unpublished).
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What are the methods of advice delivery?

140 Delivery of advice in the financial advice industry is not dissimilar to other
advice industries and is restricted predominantly to-fadace, telephone,
mail and email correspondence.

141 We found that facéo-face contact betvem the adviser and the client
remains the primary method addce delivery ¢eeFigure 16%), particularly
for the initial client meetingVlany licenseeshowever, have indicated that
alternative methods of contact such as email or telephone are utitissd e
beforeor after the initial meeting or meetings to facilitate development of
the client relationshig-or example, some licensees indicated that they send
their fact finding document to the client by email prior to the meeting for the
client to condgier, complete and send back to the financial planner prior to
the first meetingSome licensees are also experimenting with newer
technologies such &kype.

Figure 10: Advice delivered face-to-face

What percentage of personal advice given to retail clients within the
past12 months was delivered face-to-face?

]
Licenseel 98% §|

Licensee 2 99%
Licensee 3 96% Average is 98.2%

|
|
1
Licensee 4 98% QU
|

Licensee5 100%

Source: ASIC Licensee Survey 2010 (unpublished).

142 Once the initial relationship with the client is established licensees have
reported that email, phone and to a lesser degree facsimile communication
continue to be used by licensees to complement and facilitate the delivery of
financid advice.

143 One licensee said that while they offer an online general insurance quotation
service, they could not see this online model easily translating to other forms
of advice. This is because more filtering of client circumstances would be
required to asure that advice is appropriate.

8 Research conducted by ASIC in 2010 as part of our industry surveillance (unpublished)
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144 There is a growing trend, particularly among larger licensees, to engage
more in alternate advice delivery channels. One licensee stated:
While faceto-face is the predominant form of providing advice services,

our intenton is to explore the use of email, phone and internet based on the
growing demand from customers and planfi&rs.

145 Licensees that are active in this space have expressed the view that this
delivery method is/may be appropriate only for simple scaled advezmsne
and/or advice on very disteand specific subject matter.

146 Telephone and information contained on websites and online appear to be a
predominant delivery method of general advice. This is particularly the case
for general superannuation advice. Weéhfound that of 44 superannuation
funds researched, approximately 64% of funds offered phone based advice
and that this figure was higher in the industry funds represéhitéast
funds also hadsefulfactual information about topics such as accessing
supe, preservation rules and early access to superannuation in exceptional
circumstanceseadily available on their websites

Documenting the advice

147 RG 175.149 states

Generally, where personal advice is provided to a retail cliarftatement
of Advice (8DA) must be provided to the client at the same time as, or as
soon as practicable after, the advice is provided.

148 According to many licensees, it is the preparation of the advice
documentation that is the most costly and labour intensive part of the advice
process. In practice, the size of the document varies significantly between
licensees with the average SOA length being around 30.pAlés the
average length of SOAs has reduced in recent years, a document length of 30
pages is still significantly lorey than theéhreepage length preferred by
consumers.

149 In response to our survey, one licensee stéldw creation of statements of
advice, from fact find through to the final version is many hours of Work.

150 A number of licensees have told us that theteot requirement for SOAS is
too onerous and that as a consequence they are unable to provide consumers
with short documents.

151 However, other licensees argued that advice documents have become too
focused on limiting a licenséeliability, rather tharmn providing
meaningful disclosure and information to the client.

4% ASIC Licensee Survey 2010 (unpublished).
%0 ASIC research with superannuation funds in 2010 (unpublished).
L ASIC Licensee Survey 2010 (unpugsied).
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152 Many licensees also opt for a production line approach to SOAs. One
licensee stated:

The FPA example SOAs were very tailored and bespoke to each customer.
The trade off for this style of SOA éficiency in production of the

document. Lowering the cost of SOA production will require a balance
between a high degree of automation andpmgulation from the financial
planning software, but also strong focus on clear, concise and effective
disclosire and the optimal levels of disclostfe.

Innovation in advice delivery and service

153 Investment in technology is considered by licensees to be crucial element in
streamlining advice delivery, particularly in the areas of:

(@) SOA creation;
(b) the implementationfadvice recommendations;

(c) improving data feeds, fee calculations, account calculations and
reporting functions generally for both the licensee and client directly;

(d) the exploration of telephone and/or email advice delivery; and

(e) creation of new and easienyaent systems for clients.

154 Licensees believe technology will drive further efficiencies in their business
which will ultimately drive down the cost of advice.

155 Overseas, a number of financial planning firms are also exploring new
methods of delivering adwcand engaging new clients. In the United States
in particular, there is growing demand for advice that is delivered purely in
an online format that delivers cheap, trustworthy adVidenumber of
firms have identified this demand and are offering sesvioeneet it. For
example, a Philadelphiaased firm offers clients the opportunity to input
details about their goals, finances, assets and risk profile on their website.

156 Using this information, madviser then generates a financial plan, which can
include advice such as insurance plans, planning for marriage, planning for
retirement, managing tax and estate plans.

157 The advice is then followed up with live video chats. For this service, the
firm charges US$250 for the initial planning fee, followed by athiy fee
that ranges from US$2%40, depending on whether the client is single, a
family, or a retireeNo commissions are received and clients are generally
invested in index funds, rather than pricier investments.

%2 ASIC Licensee Survey 2010 (unpublished).
Bzweig, J. 6You HheAastrdlidniealtsettiani18 August 20dG @ 9.
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158 Another firm offers a similar servicghere financial advice is provided based
on andnline chabwith a financial adviser. The process begins with an online
interview that asks questions such as:

(@ What is your estimated annual income?
(b) What is the estimated market value of your-financial asets?
(¢) What is your estimated debt?

(d) What are your estimated monthly living expenses?

159 At the end of this interview, the client is presented with an analysis of his or her
financial position, weighed against his or her current life cycle stage. A written
financial plan is then emailed to the client and can include information such as:

(@ benchmarks to compare where the client is financially and where he or
she should be;

(b) specific recommendations in order to realise potential taxes and
investment fee savings; and

(c) recommended changes in cli@tinancial behaviour to accumulate
wealth faster.

160 Once the advice is received, the client is able to consult the adviser to ask
additional questions and discuss the advice further. The firm does not
receive commissions antarges US$99 for a financial plan and a further
US$99 for each additional telephone consultation with an adviser.

161 Some Australian advice providers have also been quick to embrace technology
to deliver advice solutions to clients. For example, some lifgamee products
are now offered solely online. A number of advice providers are also offering
consumers a chat function so consumers can ask questions and receive answers
in real time and in some cases avatars are being used to provide general advice.
Theuse of avatars is a clever technigue designed to encourage consumers to
interact with airtualbéadviser. Over timgt is possible that avatars could be
used to deliver simple personal financial advice.

162 Innovation is most commonly occurring in the supertgtion industry where
competition is stronger than ever before. Funds are constantly seeking new
ways to attract members and to retain existing members. Many super funds are
now using interactive techniques to engage with members including:

(@) online advice
(b) full phonebased advice;
(c) video conferencing angkype facilities;

(d) enhanced calculators that allow sensitivity analysis and allow for things
like potential Centrelink benefits to be considered; and

(e) proactive life stage advice models where members who feaobed
particular life stages are offered tailored advice.
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163 A number of super funds have also been exploring the use of simple new
products. The focus of these products varies, but includes:

(@ demographiespecific products which reflect a growing trend bgds
to clearly segment their members and tailor services accordingly;

(b) online selfservice products and services around investment choices and
insurance; and

(c) personalised super plans

164 A number of super funds have also invested in rapid advice delivery
software aimed at simple advice. According to one super industry
participant &he key to the superannuation fuadeeater efficiency is due to
their focus on delivering transactional advice...most financial planning
groups are still attempting to achieveithgdvice with some kind of cut
down version of their holistic planning software. This will never achieve the
required efficiency in this market and it is for this reason that funds have
looked at entirely new tools for this spake.

165 Overall, the majorit of Australian advice providers have been slower to
embrace new technology and service innovations because of the cost and the
perceived lack of consumer demand. Over time this is likely to change.

How advisers charge for service

166 We found that the advidadustry offers a number of different charging
models.The FPA has identified that the most common remuneration models
are hourly rate/timdased charging, servitmsed charging, asdeased
charging, commission and subsidised advice.

167 An Investment Trenslstudy has indicated that fee for service remuneration
models are expected to increase significantly. It also found that the practice
of charging on a fe@r-service basis was more prevalent amongst newer
advisers as opposed to those who have been indbstry for a longer
period of time>®

168 As shown in the following figure, trail and up front commissions have been
decreasing as a percentage of total revéhiikis trend is expected to
continue.

54 papandrea, MBuper funds trump planners in advice gartresestor Daily 4 June 2010
http://www.investordaily.com.au/archive/9366.xml

S EPAFinancial Planning Magazine 6 Proacti ve response to remuneration paper
%6 |nvestment Trends?lanner Business Model RepoBydney, Octohe2009.

%7 Investment Trends?lanner Business Model RepoBydney, October 2009.
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Figure 11: How planners charge for services rendered

Revenue derived from fixed price and hourly rate fee for rose slightly in 2009 and
was 17% of total planner revenue. Planners expect revenue derived from fee for service
(hourly rate and fixed price) to increase to 34% of total revenue over the next three years.

Asset based fees continuad to increase (from 16% to 26% of practice revenues in 3 years) despite the falls in
FUA.

Planners expect revenus from fixed price and hourly rate fee for service to increase over the next few years,
with a corresponding decrease in up front commission and trail commission based fees. Planners may be
aggrassive in their expectations of changes in 2012 and the shift is likely to be slower in the absence of major
regulatory or industry changes.

Proportion of revenue Change 5012 Forecast
derived from each fee 2006 2007 2008 2009 (09 vs h(p)_ change
type 08) (12 vs 09)
Fixed rate/hourly rate fee or R
for service 15% 16% 16% 17% 1% 34% 17 %
Asset based fee for service 16% 19% 23% 26% 3% 28% 2%
Trail commission 38% 353% 353% 33% -2% 22% -11%
Up front commission 32% 30% 26% 23% -3% 15% -8%

Source: Investment Trends, Advice and Limited Advice Report, Sydney, December 2009.

The cost of providing advice

169 Overall it appears that the costs of providing financial advice are much
higher than the average amount consumers aliegvib pay. Licensees
have stated that the cost of providing advice depends on a number of factors.
A study commissioned by the FPA found that these include:

(@ the business model of the licensee and internal costs associated with the
provision of advice;

(b) the level of service provided; and
(c) the complexity of the personal circumstance of the individual seeking
the advice®

170 Our researclound that despite contrasting business models and the
differing sizes of licensees, they provide a similar dollar rangerims of
the cost of providing advice.

171 Licensees reported an estimate of the cost of providing comprehensive
financial advice to a client in the range of $2688600.

172 Reasons cited for the cost of advice included the input costs of:
(@ employing and remunerag the financial planner providing the advice;

(b) employing and remunerating any paraplanning function assisting in the
provision of the advice;

%8 Rice Warner Actuaried/alue of Advicereportprepared for the Financial Planning Associatiéebruary 2008
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(¢) compliance costs (including professional indemnity insurance);
(d) technical support and ongoing training of the ficiahplanner; and

(e) monitoring and supervision costs of the financial planner by the
licensee.

In response to our survey, most licensees indicated that on average, advice
providers spend abosix hours on the provision of initial comprehensive
advice. Somdéicenseeshowever, reported spending much more time.

Fees

ASIC has found that the fee charged for advice can vary significantly across
advice providers.

The factors thatontribute to the fees charged include:

(@ the complexity of the advice provided;

(b) the level of support required by the advice recipient;
(c) the gualifications and experience of the adviser; and

(d) the level of service agreed updh.

Despite the estimated costs of providing advice, very few licensees
acknowledge that they maintain minimum clientesia in terms of
investable assets or minimum charging rates.

Without minimum criteria in terms of investable funds or fee for service
provision of advice, licensees instead adopt alternative practices to make the
provision of advice viable and profitablin response to our survey many
licensees commented on the propensity of other licensees to direct their
advice to clients towards the acquisition of certain financial products in order
to subsidise the true cost of providing the advice.

There appear®tbe a level of agreement within industry that this eross
subsidisation between staatbne advice and product placement may be
contributing to the current disconnect and value distortion in the advice
industry.

The Value of Advice Report commissioned hg FPA° found that the cost

of providing advice represents an acceptable percentage of assets for clients
with larger portfolios. However, for the average Australian the costs of
obtainingadvice and therefore the fees charged for the provision of advice
are prohibitive.

%9 Rice Warneictuaries Value of Advicereportprepared fothe Financial Planning AssociatioRebruary 2008
0 Rice Warneictuaries Value of Advicereport pepared for the Financial Planning AssociatiBabruary 2008
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180 We found that while many of the licensees survegpadrtedhat the cost of
advice should reflect the amount of time and skill required to provide the
advice to the individual client, in reality high net worth clients often
subsidise laver value clients.

181 In instances where client subsidisation does not occur, many licenseés state
that clients with lower investment balances and/or less desire to pay for
advice will not receive advice and/or may not receive advice that is
comprehensive.

What are the supply side barriers to the provision of advice?

182 Our survey of licensees identified a number of barriers associated with the
provision of advice:

(@ There is a significant gap between the average cost of providing advice,
and the average amountsomers are willing to pay as discussed in
SectionB. Most licensees claim that without some form of subsidisation
the provision of advice is unviable because consumers are not prepared
to pay thedruedcost of advice. Licensees say that they are unable t
reduce the cost of providing advice because most of the cosgfixadd
costs

(b) Complexities in the advice process mean tidivering advice can be
very time consuming and makes it difficult to engage new clients. A
number of licensees reported negdio meet multiple times with
clients (in some cases up to six times) to gather information before
advice was provided. Licensees also stated that drafting advice
documentation takes about six hours and is very resource intensive

() There is someonfusion &out how to providsimpleadvice and
associated concerns about legal liahilitilis means that despite
considerable consumer interest in receidimgpleadviceas discussed
in SectionB, fewlicenseegurrently offer or promote this form of
advice

(d) Licensees arencertain about regulatory reforms and the impact these
reforms are likely to have on the provision of advice.

183 These and otherdoriers to providing advice as well as somwark that is
already underway that #med at improving access to advare
summarised in Section D addscussed in detail iSectionsEr K of this
report
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D  The challenges associated with improving
access to advice

This section summarises the challenges associated with improving access
to advice in Australia.

In Sections Ei K of this report, we explore each of these challenges in more
detail and identify some work that is already underway that is aimed at
improving access to advice.

Summary of challenges

184 There are a number of challenges associated with improvingsaocadvice
in Australia. Our research suggests thatfollowing aresomne of the biggest
challenges

@

(b)

(©)

(d)

(e)

®

Cost of adviceA significant gap exists between what consumers are
prepared to pay for financial advice and how much it costs industry to
provide advice

Scale of adviceThere is a gap between the type of advice consumers
want andhe advice most commonly provided or promoted by
licenseesMany Australians, particularly those who have never
previously accessed financial advice, want pieg@iece simpleadvice
rather than holistic advice. While financial services licensees are
moving in this direction many advice providers still provide holistic
advice as the default option

Consumer perception that advice is out of their re&ghancial advice

is percéved as being out of readly many Australians becautieey

think they do not have sufficient assets to make getting financial advice
worthwhile

Consumemidrust of financial planners Some consumers do not trust
financial planners to provide them withhiased, professional advice

and so are reticent to seek advice. Many consumers do not appreciate
the value of good financial advice

Complexityin the planning processsome current methoas providing
advice are alienating for some consumers and algocestly for
licensees, reducing both demand for and supply of advice

Access to general advice and informatidhe provision of general
advice or factual information is less extensive than it could be. For
many consumergieneral advice and factual imfeation is sufficient to
deal withtheir adviceneeds a& particular point in time
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(9) Financial literacy There are still a large number of Australians who are
disengaged witltheir financial affairor have low levels finanal
literacy. This lack of inteest and/or knowledge of financial matters
prevents some consumers seekingfimancial advicesven if it might
ultimately benefit them to do so

185 Obviously, these are significant challenges and it is not possible for industry
ASIC or Governmentlone to improve access to advice. Instead, it is
important for industry, ASIC and Government to work togethesadations
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E The cost of advice

Key points

One of the most significant challenges associated with trying to improve
access to advice is the very real gap that exists between what consumers
are prepared to pay for advice and what it costs industry to provide advice.

Some licensees have been trying to narrow the gap by:
e making a better case for the value of advice; and/or

e looking more closely at their advice business model to see if the model
is adversely affecting the cost of advice.

The challenge

186 According to licensees, the cost of providing advice is on average0$®,5
$3,500Q as discussed iBectionC. This is considerably more than the
average $301 th@onsumers are prepared to pay to receive adgce
reported in the research $ectionB.

187 While a number of licensees are aware of the significant gap between what
they charge for advice and what consumers are willing to pay for advice,
research fouth thatlicensees are having difficulty lowering the cost of
advice. This is because there are a numbéixafddcosts associated with
providing advice including:

(@ employing and remunerating the financial planner providing the advice;

(b) employing and remumating any paraplanning function assisting in
providing the advice;

(c) compliance costs (including professional indemnity insurance);
(d) technical support and ongoing training of the financial planner; and

(e) monitoring and supervision costs of the financial plamyethe
licensee.

188 Another major expense cited by licensees is the cost associated around the
production of often lengthy advice documei@se licensee stateds an
industry we need to look towards reducing the cost base of giving advice.
Continued abity to streamline documentation and the method of delivery of
the documentation is an important part of achievingdhis.

189 Although scaled advice is considered a possible avenue by industry in terms
of providing more cost effective advice, one licenseeltggted,dt is hard

1 ASIC Licensee Survey 2010 (unpublished).
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190

191

to provide scoped or scaled advice in a cost effective manner because of the
apportionment of fixed costs that must be factored into each transéttion.

The reasons for the disconnect between what consumers are prepared to pay
for advice and what it costs industry to provide advice are unclear. One
theory is that the prevalence of commissions has distorteiiahed of

advice with many consumers mistakenly believing that adviffecig

In the short term it is likely that a signiéint gap will remain in terms of
what licensees need to charge to make the provision of advice commercially
viable and consumdipreparedness to pay for advice

Work underway on this issue

192

193
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There is no easy fix to this issuieo helpin narrowing the gapane
licenseesreapproacing the issue in two ways:

(@ theyaremaking a better case for the value of advice; and/or

(b) theyarelooking more closely at their own advice business models to
see if the models themselves are adversely impacting on the cost of
advice.

There is a significant opportunity for financial services licensees to better
promote the value of advice to consumé&snoted inSection B fee

sensitivity varied between those consumers who had previously used an
adviser and those who had never useddviser. Those who had previously
used an adviser were prepared to pay nearly three times as much for simple
advice (although the actual dollar amount was still comparatively low). This
suggests that once consumers get advice they do see some ¥alue in

To assist with thishe FPA, along with a number of other industry bodies
encouraging members to invest time determining and documenting their
(Client Value Propositiol This is defined aéhe value or the outcomes a
client experiences by dealimgth you as their advisar®

Importantly, in its communication with membettse FPA highlights that a
dinique value proposition is more than just giving your cli@otsfidence

with their money or fipeace of mind it is how you create this peace of
mind by solving their specific issues and helping them with their 168&ds

However, he difficulties associated with better promoting the value of
advice should not be underestimated

62 ASIC Licensee Survey 2010 (unpublished).
63 Bargei, L,FPA Financial Planning Magazindecember 2009.
%4 Banaei, L,FPA Financial Planning Magazindecember 2009.
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By way of example, in November 2005 AXA UK conducted a financial
social exeriment which aimed to demonstrate the value of financial advice.
The final report entitled AXA Avenue explained how the experiment tracked
the financial wellbeing of 20 households over aniénhth period. Half of the
participants received free accessndradependent financial adviser, while

the other half did not.

The key findings of the experiment included:

(@ collectively, the ten households that received financial advice were
£50,000 better off, with significant savings increases and debt
reduction;

(b) households who did not have free access tmdapendent financial
adviseractually got poorer through frivolous spending of a quarter of
their savingsand

(c) participants admitted that they relied on #tlviserto check up on
them; without this extra pressuthey would have found it difficult to
motivate themselves.

Notwithstanding the obvious benefits to the households who received
financial advice, onlyhreeout of 10 households said that they would be
willing to pay for advice from amdependent finanal adviseiin the future.

A common attitude was that financial advice was too expensive when there
were no guaranteed retuffis.

AXA & work demonstrates that educating consumers about the value of
advice, while not impossible, is not easy and is likelyag@slow journey.

Rather than just focusing on the value of advice proposimmglicensees

have also started lookirag whether their own business models are adversely
impacting the cost of providing advice. For example, there is nothing in the
law tha requires advice documentation to be lengthy or complex. Indeed, the
Corporations Actontains a specific provision requiring advice to be clear,
concise and effectiv®.

As well as the specific legal requirement that advice be clear, concise and
effective consumers express a clear preference for short, easy to understand
advice documentatioff.he majority of consumers want advice that is less
thanthreepages long.

Somelicenseesre alsexpandhg or better promang the payment options
available for adice. Many other professiorfe.g.doctors, lawyers,
accountants and dentistsffer a variety of payment options including the
ability to pay a small monthly fee, retainer or payment in instalments

55 AXA UK PLC, AXA Avenue Fourth Quarter Review: Learnings and Recommendatamsary 2007
% Section47B(6) and 947C(6orporationsAct.

© Australian Securities and Investments Commission December 2010 Page 49



REPORT 224: Access to financial advice in Australia

Contrary to industry wisdommecent research found macgnsumers express
a preference to pay for advice by way off/BPor credit card with fewer
than 10% of consumers wanting to pay for financial advice through the
product or platform or have the cost deducted from their Shper.

| Industry actions

E1 Some licensees are offering and promoting a variety of flexible payment
options to consumers wanting to access financial advice: see Example 3.

E2 Some licensees are examining whether the internal costs of providing
advice are real costs or are derived from the way in which they have
chosen to run their business: see Example 4.

E3 Some advice providers are exploring offering cheaper, online advice
alternatives: see Example 5. Several advice providers have already
started offering internet-only insurance advice.

E4 In an industry dominated by generalist advice businesses, some advice
providers have started &pecialisingétheir advice offering in accordance
with a defined target market: see Example 6. This may allow for the
provision of high quality advice, due to expertise developed in a niche
advice area, which can be offered more widely and cost effectively due
to better economies of scale. This practice is common and effective in
other industries, particularly the legal industry.

Example 3: Offering clients payment options

QRS Financial Planning has a wide spectrum of clients, ranging from high net
worth clients who want comprehensive advice to those who only require
simple advice on topics such as superannuation. Traditionally, QRS Financial
Planning has only offered flexible payment models to high net worth clients.
However, the licensee has recently begun offering a wider range of payment
options to all clients in order to increase their access to financial advice.

The new payment options include:

e set price fees based on the advice provided (e.g. one strategy will cost
$300 and three strategies will cost $500; more strategies will lead to
more comprehensive advice, but will be more cost effective on a {er
strategydbasis);

¢ flexible advice and payment models including one-off strategic advice
with a one-off fee, or ongoing advice with a set fee that has flexible
payment options (e.g. monthly, quarterly or annually);

e discounts for upfront payments (e.g. for one-off strategic advice, the fee
is paid after the client consultation but before the SOA is provided to
client; for ongoing advice, a discount for advice fees paid annually in
advance);

®7 Investment TrendsAdvice and Limited Advice RepoBlydney December 2009
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Example 3 (cont): Offering clients payment options

o flexible payment options such as credit card, BPAY and direct debit (as
you would expect from other professional providers such as dentist or
accountant); and

e discounts if the client completes a questionnaire, including their
summary of the specific advice questions they want answered (this
information would be submitted to the financial adviser before the
client/adviser meeting to ensure that the financial adviser®& time is used
optimally).

Example 4: How business models can impact costs

Different business models and advice processes can affect the time and
financial cost of providing advice as shown in the following two examples:

Company A is the financial planning arm of a large financial services institution
with complex ownership and tied business arrangements. The business has a
large number of authorised representatives located across Australia. As part of
their risk management and compliance policies, the company requires its
authorised representatives to follow a strict advice provision process which
includes a pre-determined number of meetings and mandated data collection
process. If after this process, the client engages the adviser to provide advice,
the adviser is required to complete a paraplanning request form. The form and
the covering checklist (usually completed by the advice assistant) and data
collected are forwarded to the paraplanning pool, where the team leader reviews
and considers the advice request and allocates it to an individual paraplanner.
The paraplanner checks he or she has all of the information and develops his or
her own notes on the client situation and recommended strategy. The
paraplanner contacts the adviser to discuss and finalise the strategy. The
paraplanner adds the client to his or her list of work in progress and diarises to
ensure that the advice is durned arounddin the seven days required. The
completed advice document (65 pages including disclosure, but not including
research reports) is then returned to the adviser. The adviser reviews the advice
document and edits it making necessary changes and modifications. The
adviser then asks his or her advice assistant to finalise the advice document,
attach research reports and prepare any necessary paperwork before sending
the package to the client.

Company B has offices in each of the capital cities, with an average of five
authorised representatives in each. The advisers are responsible for
managing their own client interactions. When seeing a new client the
advisers typically collect initial information from the client by email or by
phone. A subsequent face-to-face meeting is then generally arranged with
the client and might take one to two hours. The adviser then commences
work on the advice document. The document is completed with assistance
from the advice assistant/paraplanner and is two pages long (plus
attachments). The advice can be provided in a time frame suited to the
client, in as little as one day if required.
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Example 5: Using technology

Jack and Amy just put a contract on their first home together. They have
calculated that the mortgage, while larger than any other debt they have
ever had, is manageable based on their combined income. They worry
though that if one of them were to have an accident or get sick, they would
lose one income and then have trouble meeting their mortgage repayments.

They have heard about a type of insurance they can obtain that would
cover them for this situation. They search the internet for information on
dncome insurancedand in the list of results one company appears to allow
them to obtain a quote and apply for cover online.

The site is easy to navigate and after reading a description of the types of
insurance available, it is clear to Jack and Amy that it is dhcome protection6
insurance they need. They use the calculator on the website to assist them in
determining an appropriate waiting period, based on their savings and elect 30
days. They enter basic details: their date of birth, gender, smoking status and
occupational grouping into the quote and select a benefit period of five years.

Jack® insurance will cost $67 per month and Amy& $228 per month. Jack and
Amy wish to proceed with the cover and click the @pply nowdbutton to lock in
the quote. They then enter in personal details and these are submitted directly
to underwriting. After consideration by underwriting, Jack and Amy& applications
are accepted and they receive notification by email the following day.

Example 6: Specialist services

Joanne has been a financial planner for 10 years, working for several
licensees, and has enjoyed meeting and working with a mix of clients with
different situations and advice needs. In her most recent role, Joanne has
worked frequently with widowers and their families who need help with
review of estates, development of strategies, asset transfers and
government benefit and aged care assistance. Joanne feels this area of
work is suited to her skill set and gives her with a sense of satisfaction.

Joanne has decided that she wants to open her own financial planning
practice, specialising in this area. She intends to brand and market her
business as a financial planning practice focused on this niche market, and
herself as an expert to local solicitors, accountants and aged care facilities.
Joanne considers that as she will focus on just this area, she will be in a
position to service more clients with similar needs and circumstances more
cost effectively than if she offered a generalist service, as her expertise will
make the process more efficient.

\ ASIC actions

E5 ASIC is currently redeveloping its consumer website. The new website will
contain enhanced content about financial advice including information on
the different types of advice services available and the typical costs for
each type of service. The new website will also promote the value of good
financial advice throughout the site (e.g. by encouraging consumers to
consider seeking financial advice when making complex financial decisions
or before investing in a product they are unfamiliar with). See Section J.
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F Scale of advice

Key points

While many consumers want simple advice and financial health checks,
industry typically starts from the premise that consumers want and/or need
comprehensive financial advice, with a focus on initial advice and a product
placement.

The appropriate implementation of a scaled advice model presents an
opportunity for the financial advice industry to get consumers in the door
and deal with their specific advice needs, which is more likely to lead to the
provision of future advice.

The challenge

204 As discussed isectionC, aur research found thicenseesndicated a
preference for the provan of holistic financial advice rather than pielog
piece simple advicdor various reasonglowever,demand sideesearch
suggests that more thaalf of consumerscross all age groups want simple
advice(pieceby-piece)or a DIY option. The prefereedor pieceby-piece
simple advice is slightly higher for those who have never used a financial
adviser than for those who have accessed financial agbgeeSection B for
discussion of research on consumer advice preferences)

205 Our demand side analysisalfound thatri addition to the desire for piets-
piece simple advicehere is also a growing demand from consumers for advice
reviews or financiathealth checlk@&rather than for initial advice. This demand
seems to grow as consumers age and tharpasticular demand among baby
boomers and those aged 65 and over for an advice review service. Consumers
interested in a review service want to know if theydarethe right track They
are after strategy advice and are typically not after products.

206 While all the large licensees offer scaled advice in some, thiere seems to
be a degree of nervousness around its use and as such there appears to be
limited promotion of scaled advice to consumers.

207 A number of licensees appear to be concerned abouttat ex their liability in
the event that a client receives scaled advice when comprehensive advice might
have been more appropriate, particularly when considered retrospedtively.
response tour survey, one licensee stated:
It is very difficult for cusomers to determine the scope of any scaled
advice they should receive. This creates a reliance on the planner to guide

the customer and is therefore fraught with risk. In the face of such risk, the
only mitigant is a full fact find and a full financialasi®®

88 ASIC Licensee Survey 2010 (unpublished).

© Australian Securities and Investments Commission December 2010 Page 53



REPORT 224: Access to financial advice in Australia

208 Echoing the views of many industry participants one licensee stdfedare
also wary of how the complaints resolution body views scaled advice and
whether it creates the potential for greater risk from client compl@ints.

209 A number of licensees haaso expressed the view that the costs and steps
they would need to take to minimise this risk to the business would mean
making a heavy investment including in the area of training their financial
planners, potentially making the widespread use of sealeide cost
prohibitive.

Work underway on this issue

210 ASIC doesnot share industfg concerns about the use of scaled advice and
it is clear that we need to do more in this area to allay indastoncerns.
We think the demand for scaled advice will cong to grow and over time
the comprehensive advice model risks becoming irrelevant for all but a few
consumers.

211 The appropriate implementation of a scaled advice model presents an oppor
tunity for the financial advice industry to get consumers in the aloddeal
with their specific advice needs. The development of a relationship between
adviser and client is more likely to lead to the provision of future advice.

212 Someindustryparticipants have beexperimening with Guper health
check$and similar serices. While there is a growing demand for review
services, our research indicates that the supply of this type of advice is still
quite limited and is not heavily promoted by licensees. Interestingly,
consumers interested in this type of advice are prdgarpay more for it
than they are for initial advice.

Industry actions

F1 Some advice providers have started providing more piece-by-piece
advice on particular topics (i.e. insurance, superannuation): see
Example 7.

F2 Some advice providers have been better using technology to service
clients (i.e. internet/telephone only advice solutions): see Example 8.

F3 Some advice providers have been offering more services which focus
on the review of existing investments and strategies rather than on
fresh advice.

89 ASIC Licensee Survey 2010 (unpublished).
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Example 7: Scaled advice

Sue is 55 years of age, single and recently repaid her mortgage in full.
Sue watches every dollar she spends and knows that if she wants to retire
in 10 years, she needs to direct as much of her income to superannuation
as possible. She has heard about salary sacrifice, co-contributions and
concessional contributions and is very confused about which contribution
strategy is best for her.

Sue feels that she needs help with this, but when she approached a
financial planner recently, she was quoted $3,500 for the preparation of
a full financial plan, which she considers unaffordable for her.

Sue spoke with her work friend, whose son, James, is a licensed financial
planner. Jamesobusiness offers scaled advice which will not provide

Sue with a full financial plan, but will provide her with well considered and
documented advice in her primary area of need (i.e. superannuation
contributions). Given that the advice will only relate to contributions to
superannuation, Sue will only be charged $750, which she considers
worthwhile and affordable.

Example 8: Using technology

Following a strategic business model review, XYZ Financial Planning found
that there was a mismatch in their existing client financial advice service
model. Based on client feedback, XYZ Financial Planning identified two key
issues:

e There were occasions when their clientséfinancial advice needs were
limited to a specific area of advice.

e Clients had difficulty making a commitment to a face-to-face meeting
and their preference was for a phone discussion.

This led to XYZ Financial Planning developing a specific team of advisers
designed to meet client needs by providing advice over the phone and also
offering advice via internet or video conferencing if requested (e.g. for
rural/remote clients).

As with a face-to-face appointment the discussion with the adviser and
client goes through the usual process of data collection, adviser
assessment and analysis of information and a recommendation to the client
over the phone. This is followed up with an SOA to the client confirming the
discussions and recommendations made.

Client feedback has been positive and has led to some clients seeking
additional subsequent advice on different issues.
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| ASIC actions

F4 ASIC is working on additional guidance to industry on how to scale
advice. The additional guidance will include more examples of scaled
advice as well as examples of the difference between personal advice,
general advice and factual information as this still seems to be an area
of confusion.

F5 ASIC has worked with advice providers on new advice initiatives. We
are committed to working with industry to help get advice models rights.
To date, we have worked with a number of large licensees on potential
access to advice initiatives. The benefit to licensees of this approach is
that, before investing considerable time and resources, they know
whether they are on the dight tracké

F6 When working with licensees on new advice models, our key concern is
that consumers get appropriate advice. To ensure that the end advice is
appropriate, we focus on:

(@ What is the model the licensee is looking to put in place?
(b) What are the risks in the model?

() What steps has the licensee taken to mitigate the risks in the
model?

(d) Will the chosen risk management approach work in practice? (This
is tested by looking at any advice that is given, usually under a pilot
program.)

F7 ASIC& new consumer website will also contain information which will
help consumers determine more clearly what the scope of their advice
needs are, so they are better informed and are able to shop around
more effectively should they seek a financial planner. It will also contain
tools and resources to help consumers who wish to make simple
financial decisions themselves, and take action to implement those
decisions. See Section J.
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G  Consumer perception that advice is out of their

reach

The challenge

213

214

215

Financial advice is often perceived by d@rdinary Australianséas being out of
their reach. While many consumers indicate a desire to access financial
advice, they feel that they have insufficient investable assets to do so.

Some licensees have started to consider ways to more effectively
communicate to consumers the type of advice they provide, how much it is
likely to cost and whether there are any minimum client requirements (i.e.

investable assets).

In an omnibus survey commissioned by the FPA in 2007, one of the main
reasons cited by consumers who said they did not use a financial planner was
that they did not have enough money to make it worthwhile (30%r

reasons included the perception that they did not need financial advice

(56%), that seeking advice would cost too much money (21%), or they did

not know where to find a good planner (18%).

For some Australianfiowever, the barrier to accessing iaehis as
straightforward as being unable to find a planAesurvey of 1,800

Australians by Suncorp in 2009 found that confusion around how to access a
financial planner may be a barrier to theirdis6% of respondents reported
wanting to speak to a finaial planner but not knowing where to start.

Participants in the Investment Trends suf¢epminated a number of
methods they would use to find a new financial planner. Of those methods
nominated, the most popular included:

(@ asking a friend or colleaguerfa recommendation (46%);
(b) doing a Google search (36%);

(c) asking an accountant for a recommendation (35%);

(d) asking a bank for a recommendation (24%); and

(e) checking the ASIC website (22%).

°EPA, Consumer Attitudes to Financial Plannir(@&alaxy Research) Financial Plannings@ciation, Sydney, 2007.
"Resul t sRushingterti é memt i n a TheAlstralianiievedsl Jey200p,0 ,
www.theaustralian.news.com.au

2 Investment TrendsAdvice and Limited Advideeport Sydney, December 2009.
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Work underway on this issue

216

217

218

Licensees have told us that they wish tongtbeir businesses by attracting

new clients. In order to do sspmelicenseediave beeronsideing ways

they can more effectively communicate to consumers the type of advice they
provide, how much the advice is likely to cost and whether there are any
minimum client requirement§.e. investable asséts

Some licensees have started exploring concepts like menus for advice. This
concept centres on a list of distg#advice offerings and an approximate cost for
the provision of the advice. This concepp@entially appealing to consumers
who have reservatioraboutcommitting to a full advice offering with an

adviser and prefer instead to trial advice in one area for a reasonable cost.
Providing a menu of advice on either the lice@seeebsite, in releva

publications like newspapers or investment magazines or through the lisensee
office might make some consumers more comfortable in seeking initial advice.

Research suggests that once consumers get initial advice thagratikely
to be repeat advicgustomers.

Industry actions

G1 Some advice providers have started offering more tailored advice
offerings (@dvice menusg to consumers on their websites or in other
publicity material which highlight the estimated costs of different advice
services so that consumers are better informed and know upfront how
much advice is likely to cost: see Example 9.

G2 Some advice providers are offering dack to basics advicedwith a focus on
simple advice that meets the needs of more people: see Example 10.

Example 9: Advice menusd

David recently received a pay rise at work and is not sure if he should use
the money to pay extra off his home loan every month, or start a savings
plan for his future. He has never sought advice before as he has read in the
media about people® bad experiences and he is concerned that he will pay
a lot of money and not be given the advice he is really after.

David hears about a new advice offering from his local bank where he can
select from a list of all advice units which are offered for a set price. He
chooses the &ash Flow Planning6unit, which he understands will include a
set level of advice for a fixed fee of $500. This appeals to David as it allows
him to drial6financial advice, in an area of his choice and decide for himself
if it is worthwhile without being fully committed. He decides that if the
advice is good and the arrangement works, he may request advice on other
areas in the future.
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Example 10: Back to basics advice

Alex is frustrated. He recently paid $3,000 to a financial planner to prepare
a retirement plan for him. He received an advice document recommending
that he establish a self managed superannuation fund and something
called a Gecurity trustso that he can deveragedhis super. His meeting with
the planner did nothing to help him understand either the strategy or how
he is placed for retirement.

Alex is sure that the strategy suggested is a great strategy for some, but he
is a simple guy who just wants to make sure he is on the right track for his
retirement. He just wants basic, old fashioned advice without the concern
that he is committing to something he doesnd really understand.

He decides to find a new financial planner who will understand and provide
him with this.

| ASIC actions

G1 ASIC& new consumer website will contain information demonstrating
the usefulness and value of financial advice for consumers in a wide
variety of financial situations. We will include information to help
consumers determine how to choose the right advice service to suit
their circumstances, including what questions to ask an adviser and
what pricing to expect.

G2 The new website will also will also contain tools and resources to help
consumers make simple financial decisions themselves, and take action
to implement those decisions, particularly around topics such as
budgeting and comparing or paying off loans. This content is likely to be
particularly useful for consumers who are struggling to make ends meet
or who have little accumulated assets to invest.

© Australian Securities and Investments Commission December 2010 Page 59



REPORT 224: Access to financial advice in Australia

H  Consumer mistrust of planners

Key points

Among some consumers, notably those who have never used a financial
planner or those who have had a negative experience with a financial
planner, one of the main reasons for not seeking advice is the lack of trust
they have in financial planners.

In order to build consumer trust some industry participants have been
distinguishing strategic advice from product advice.

The challenge

219 In 2008,the Australia Instituteeleased the results of six focus groups
conducted with Australians in which many particifsarevealed that they
did not trust financial planners. This was largely due to a perception that
planners do not necessarily provide independent advice due to commissions
or other incentives to recommend one or another prddluct

220 A similar finding was mael following a survey of Australians aged 18+
commissioned by the Industry Super Network in 2008he survey found
that people had a significant lack of trust in planners, which was
underpinned by negative perceptions around the influence of commissions.

221 Theglobalfinancialcrisis (GFC) has exacerbated the sometimes negative
perception of financial planners.

222 Participants in ASIGs retirement researcaid that they had a more negative
view of financial planners because of the impact on their superannuation
savings caused by the GFC. The same group also expressed a level of
distrust towards advisers as they felt that produieten sales lay behind
what they had initially considered to &adviced”

Work underway on this issue

223 There seems to be general acklemlgement in the financial advice industry
that trust in planners and the financial planning process can be improved.

BF e a r Choick Overload: Australiantso pi ng wi t h F i Dissussioh Baper me98, iThe iAusmasadnstifute
Canberra, 2008.

" Industry Super Networl&inancial PlannersNewspoll Market ResearciSydney 2009 (unpublished).

S Susan Bell ResearcHpw Australians plan for and make decisions about their retirenSmney May 2010
(unpublished)
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224 Many licensees have already embarked on a process of lifting trust in their
planners by phasing out commissions and providing bettairtgaimonitoring
and supervision. Industry associations like the FPA have also been very active
in the space. Notably, the FPA has introduced a Code of Cofiduct.

225 Some licensees are alemking at providing more strategy advice rather than
productplacemen The financial advice industry has evolved from
stockbroking and insurance origiwhich traditionally adopted conflicted
remuneration models. This hagsuled inadvice ofterbeinginextricably Inked
to product.This link represents a barrier to conmrs accessing advice, as the
perception is that when they do so, it will automatically result in the sale of a
product.

226 Optimal financial advice often does not include a product recommendation.
For example, consider a consumer who has spare income eatthand
seeks advice on what they should do with it. Advice in this situation should
consider and compare the benefits of multiple strategies including not only
investment opportunities, but also debt reduction. Debt reduction in many
cases will be the ojmhal strategy for the consumer, although it will not
result in a product sale for the adviser.

227 Strategic advice adds real value to the consumer and if products are required to
facilitate the optimal strategy, then that is when they should be recommended.

228 Distinguishing strategic advice and product advice may assist in rebuilding
consumer trust and confidence in the advice industry.

229 Addressing the lack of trust in financial advisers has been identified by the
Australian Government as an outcome of the psedd-uture of Financial
Advice reformshe key benefit of the reforms will be that consumer trust
and confidence in the financial planning industry is strengtté€hed

Industry actions

H1 Some advice providers are focusing more on strategic advice rather
than a product sale.

H2 Some advice providers are active in helping to weed out the dad
appleséin the industry by sharing market intelligence with ASIC.

Financi al Pl arFRAumnwils first Godlecof Rrdfessimmal,Pradlice vi ewed 19 November 200
http://www.fpa.asn.au
7 Office of the Hon Chris Bowen MREuture of Financial Advice Information Pack6 April 201Qp. 8

© Australian Securities and Investments Commission December 2010 Page 61


http://www.fpa.asn.au/

REPORT 224: Access to financial advice in Australia

| ASIC actions

H1 Each year, ASIC bans a number of advisers. Getting these dad apples6
out of the industry helps to raise consumer confidence in the financial
advice industry.

Example 11: Taking action against bad advisers

Bronwyn received an inheritance of $10,000 and wanted to invest it
conservatively. She went to see a financial adviser who recommended she
take out a margin loan and invest in shares in a small mining company.
Bronwyn was not comfortable with the advice she received and did not
implement the advice. Instead, she decided to seek a second opinion from
a different financial adviser.

Bronwyn& new adviser reviewed the SOA she was given by the other
adviser and told her that the previous adviser had made recommendations
that he considered to be very aggressive and not suitable for her
conservative risk profile. As well as developing a more suitable strategy,
documented in a SOA for Bronwyn, the new adviser obtained Bronwyn&
permission to keep a copy of the original SOA and use it to notify ASIC of
his concerns regarding the first adviser& advice.

This intelligence was processed by ASIC. ASIC looked into the adviser&
conduct and discovered a number of instances of inappropriate advice.
ASIC banned the adviser.
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Streamlining the planning process

Key points

The current planning process is seen as being alienating for some
consumers, in that it can take too long to get advice and advice
documentation is often too long and complex.

Advice providers have started using technology more to streamline the
process (e.g. collecting information from clients over the web or by email,
or embracing internet-only solutions).

The challenge

230 The majority of consumers still want to receive advice-fadace.
However, the time it can take to get faodace advice might be off putting
to some consumers. For example, one large licensee said that its planner
typically mee with prospective clients up to six times before the consumer is
provided with any advice. Perhaps not surprisingly, more than 50% of
consumers drop out of the advice process after the first meeting.

231 There seems to be a growing opportunity for industooteple faceo-face
advice with other communications tools like email. For instance, 69% of
consumers cite email as the best way for their financial institution to contact
them regarding advicg.

Work underway on this issue

232 Some advice providers have baemsideing whether they can provide
advice more efficiently and cheaply to consumers by sending them
information like fact finds upfront by email. Much of the advice process can
be donebeforethe faceto-face meeting whiclksanlead to a better resultifo
both the planner and the consumer.

233 In addition, there seems to be a definite demand for simple online advice
particularly in areas like insurance. The vast majority of consumers think
they would be likely to use an online service to obtain simple adnd®%
of consumers already use such a service. The majority of licensees have been
slow to embrace simple online advice options. There seems to be a growth
opportunity for industry in this space.

"8 Investment TrendsAdvice and Limited Advice RepaBydney December 2009
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234 Long documents do not speak to consumers with 62% of cwrsuwanting
advice that is not more than three pages. There is nothing in the legislation
that requires the production of long, complicated SOAs and industry needs
to work harder to produce more ugeendly advice documentatiofi.

| Industry actions

11 Some advice providers have started streamlining the advice process
through the better use of technology (i.e. collecting information from
clients over the web or by email) and have re-evaluated their business
models to better meet consumer needs. See: Example 13

Example 13: Working with ASIC

ABC Advisory Group has developed a new way of giving financial advice.
Their objective was to create a new business model for delivering financial
advice that is:

e scalable;
e conflict-free;

o cost-effective and therefore accessible to the majority of Australians;
and

e commercially viable.

When a client contacts ABC Advisory Group, they are asked to give a brief
overview of their situation, what it is they@e looking for and what they hope
to achieve by getting advice. This approach allows the client to direct the
advice, for example:

e Am | on track for retirement?

e Can you give me advice on how to reduce my tax through negative
gearing and salary sacrifice?

e | want an opinion on a new investment I&e heard about (e.g. ETFs, a
new share trading scheme)

¢ | need help organising and planning my affairs, | have no real financial
direction.

The type of advice offered in response could be either general or personal:

e General advice: If the client is self-directed and is looking for factual and
educational information, ABC Advisory Group provides information on
relevant websites such as the Australian Taxation Office, Centrelink,
FIDO (ASIC& consumer website) or ASX websites and suggests they
visit the website of their industry/employer super fund.

e Personal advice: If the client needs advice about their existing holdings
or on their various options, they are offered an @Advice Consultationd

9 Investment TrendsAdvice and Limited Advice RepaBydney, December 2009.
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Example 13 (cont.): Working with ASIC

ABC Advisory Group considers that the purpose of the Advice Consultation
is to understand the client® situation and provide advice, all on the spot.

A written version of the advice is emailed to the client afterwards. This
session lasts up to an hour, costs $440 and is paid for in advance.

Before the client agrees to the Advice Consultation they are warned about
two circumstances in which advice might not be possible on the day and
what happens if this is the case. These are:

e if the client has insufficient information on which the adviser can form an
opinion; or

o if more consideration, research or financial modelling is required before
advice can be finalised.

In these circumstances, the adviser will decide whether this will incur an
additional fee which is quoted and approved by the client before that
additional work commences. The fee will include a second meeting if
required to explain the advice and any additional issues the adviser feels
the client ought to consider getting additional advice on, at the client&
discretion.
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J Access to general advice and information

The challenge

235

236

Key points

For many consumers, general advice and factual information is sufficient to
deal with their advice needs at a particular point in time.

ASIC& new consumer website aims to increase consumersdfinancial
awareness and general knowledge, helping people feel more confident and
comfortable in accessing personal financial advice when needed.

In many instances, consumers might not necessarily want personal financial
advice, but might just want access to general advice and reliable information

In our view,improving access to advigevolvesa combination of helping
consumers get better personal financial advice as well as helping consumers
access general advice and information.

Work underway on this issue

237

238

239

240

ASIC isin the process of developirgnew consumer website. A core

feature of the new consumer website will be a generic guidance service. The
service aims to not only inform consumers about financial matters, but
through calculators, questionnaires and other decision making tools, help
themnavigate the options available to them so they can make decisions and
implement them.

Themoney guidance service will:

(@ give consumers and investors access to tailored financial guidance that
is free, readily accessible, of high quality and independent;

(b) provide guidance and support in a way that helps consumers set goals,
act on the guidance and stick with their plan over time; and

(c) encourage consumers with more complex needs to seek more
sophisticated, commercial advice services.

The service will not recomend or suggest specific products.

The website will include calculators and decision trees to engage and
motivate Australians of all ages and backgrounds and help them convert
good intentions into action. It will gradually build a range of types of
assistane and be highly interactive to maximise return visits.
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241 In addition to money guidance the new website will also contain several
pages about financial advice, including information on:

@)
(b)
(©
(d)

different types of advice services available;
how to work out if you nestadvice;
guidance on choosing a financial adviser; and

guestions to ask your financial adviser.

242 The new website is currently under development.

\ ASIC actions

J1

J2

ASIC& new consumer website will help give consumers access to
independent information and general advice. It will demonstrate clearly
the value of making good financial decisions (by using projections and
case studies) and show how personal financial advice can assist
consumers who could benefit from personalised recommendations and
strategies, including product selection.

Consultation with industry and consumer groups and consumer testing
of website content will be used to ensure that the content is accurate,
unbiased and user friendly.
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K Financial literacy

Key points

Good financial literacy skills help individuals and families make the most of
opportunities, meet their goals and secure their financial wellbeing, as well
as contributing to the economic health of society.

Improved financial literacy can increase economic participation and social
inclusion, drive competition and market efficiency in the financial services
sector and potentially reduce regulatory intervention.

The challenge

243 Low levels of consumer interest in accessing financial advice are part of a
broader issue of low levels of consumeraficial literacy and financial
awareness. Overall, people seem to be more knowledgeable and confident
about simple and familiar finance topics such as budgeting and less
knowledgeable and confident about more complex and unfamiliar topics
such as investingnd saving for retiremenas discussed iBectionB.*

244 Knowing how to make sound money decisions is a core skill in éeday
world regardless of age. It affects quality of life, opportunities we can
pursue, our sense of security and the overall econoraltht@f our society.

Work underway on this issue

245 ASIC hasalong term strategfor the development and delivery of initiatives
to improve the financial literacy of all Australians and enhance their
financial wellbeingPart of that strategy involves ensigithat financial
literacy is well covered in the new Australian Curriculirhe Government
has also committed $Xfillion to ensure that teachers are well equipped to
teach financial literacy to our children and have the teaching resources that
they need

246 To implement the strategwe will work collaboratively with a number of
stakeholders, including the financial services sector. The financial services
sector has already implemented and is continuing to develop a number of
financial literacy initiativesincluding:

(@ guides to products and product classes and how to get the best out of them;

8 The topic of financial literacy is covered in greater detail inforthcoming reportfinancial literacy and behavioural
change
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(b) information about good practicés.g.how best to reduce debt and
save, and guides to budgeiing

(c) surveys and reviews of consumer financial literacy;

(d) programs partnérg with community organisations aimed at assisting
people in financial disadvantage; and

(e) the delivery of financial literacy programs and resources for schools.
247 Raising levels of financial literacy is a long term praojétawever over

time, the financialsector, including financial advisers, will benefit from
more confident, informed and engaged consumers.

ASIC actions

K1 We will continue with our implementation of our financial literacy
strategy. This includes:

(@ Iinitiatives to increase and promote financial education in schools
and through other educational pathways;

(b) a consumer information and education strategy, including
consumer publications and other information sources; and

(c) Iinitiatives which seek to move beyond education and implement
behavioural change, including money guidance on our new
consumer website.

K2 We work collaboratively with industry participants seeking to develop or
distribute financial literacy tools and resources, such as consumer
publications and education programs.

Example 14: Empowering consumers

Bob has worked for the same company for 40 years and was recently
made redundant. Bob intends to see a financial planner at some point to
get a personalised plan, but before he does that he feels that he needs to
understand the basic rules and treatment of redundancy payments and
what his options might be. He thinks doing his own research is important to
ensure that he is in a position to assess the advice he is given and make
an informed decision.

Bob& ex-employer gave him a pack which included information about the
National Information Centre on Retirement Investments (NICRI). He went
onto the website and found a whole section devoted to redundancy with
fact sheets, budget information and checklists. There was also a toll-free
telephone service where he could speak directly with an information officer.

A friend also told Bob about ASIC& consumer website.
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Appendix: How do demographics influence use of
financial planners?

248 Sociceconomic factors and age are the most consistent drivers of financial
planner use. Data fromesearctstudies pairsta picture of these trendsee
Table 2

249 We can conclude from this research that users of financial planners are more

likely to be reasonably affluent, watducated males either close to
retirement age or alrdg retired and who are fairly confident in their own
financial skills.

250 Conversely, women and those who are younger, less affluent and have less
confidence in their financial skills are the least likely to use a financial
planner.

Table 2: Demographic influence on use of financial planners
Survey Findings

Investment Trends Advice  Those who had used a financial planner in the previous 12 months:
and Lir;]lited Advice Report . rated their financial expertise as 5.5/10

(2009) - had an average of $254,000 in super

- were an average age of 51 years

- had an average personal income of $74,000

- had a total average investment portfolio size of $304,000,%? and

- just over 50% owned their owned homes outright.

Those who had not used a financial planner in the previous 12 months:
- rated their financial expertise as 4/10

- had an average of $63,000 in super

- were an average age of 40 years

- had an average personal income of $48,000

- had a total average investment portfolio size of $77,000,%% and

- under 10% owned their own homes outright.

Investment Trends Among pre-retirees,® those with higher super balances were more likely to
Retirement Income Report  nominate a financial planner as their preferred source of retirement planning
(2009)** assistance.®

Use of financial planners tended to increase as people neared retirement:

- Just under one quarter of pre-retirees with 31 5 years to retirement indicated that a
financial planner was their main financial adviser.

- This proportion increased to around one third, 1i 3 years from retirement.

8 |nvestment TrendsAdvice and Limited Advice Repo8lydney, Deember 2009.
82 Excluding superannuation and own home, and less any debt.

8 Excluding superannuation and own home, and less any debt.

8 |nvegment TrendsRetirement Income Repo&ydney, October 2009.
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Survey Findings

Industry Super Network People who had at some stage consulted a financial planner were more likely to be:
87

(ISN) (2009) - male than female (64% compared with 56%)

- older (66% aged 50+ compared with only 29% of those aged 1871 24)
- employed in a white collar role (63%) than a blue collar role (57%)

- degree educated (65% compared to 54% of those having completed only
primary/secondary school), and

- enjoying a higher a household income (68% with incomes of $80,000+ compared
with 53% of those earning under $40,000).

8 Base sample: 1,218 Australians aged 40+.

8 Around @% of those with super balances of $20®, compared with less than 50% for people with balances lower than
$50,000.

87 Industry Super Networl&inancial PlannersNewspoll Market Research, Sydney, 2009 (unpublished).
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Key terms

Term

AFS licence

ASIC

ASIC® retirement
research

ASX
Corporations Act

FaHCSIA

FLF

FPA

GFC
Government

Government reforms

IFSA
licensee
NICRI
PDS

RG 175 (for example)

s761A (for example)

SOA

Meaning in this document

An Australian financial services licence under s913B that
authorises a person who carries out a financial services
business to provide financial services

Note: This is a definition contained in s761A.

Australian Securities and Investments Commission

A qualitative research project commissioned by ASIC to
investigate among other things the advice needs of pre-
retirees and retirees

Australian Securities Exchange Limited
Corporations Act 2001

Department of Families, Housing, Community Services
and Indigenous Affairs

Financial Literacy Foundation
Financial Planning Association
Global financial crisis
Australian Government

The d-uture of Financial Advicedreforms announced by
the Government in April 2010

Investment and Financial Services Association

The holder of an AFS licence

National Information Centre on Retirement Investments
Product Disclosure Statement

An ASIC regulatory guide (in this example numbered
175)

A section of the Corporations Act (in this example
numbered 761A)

Statement of Advice
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