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Advisers can be fund managers

Financial planners can
also put togethera good
portfolio, writes

Sam Henderson

US indusiry expest Mick Mummay belioves
finandal adviee and funds management
should be strictly separated. Advisers should
stick to the technical strategic decisions and
keep away from the tactical Evestment
managernent.

The Australian financial planning market is
a little different to the 3 at it's
tied closely to the superannuation indastry
which, coupled with financial planning. has
undengone & renalssance in the past five years
as a result of intense regulation coupled with
continuing compression of fees. Regulation of
the incustry has led to an improvesnent in the
edumtion of Asstralian advisers. Investment
management is a subject in the diploma of
[Bnancial planning carriculum.

Moreover, for those better-sdocated advis-
ers who ‘have studied an undergradiate
business or comimence degree. subjects such as
corparate finance, statistics and investment
analysis are an intrinsic pamt o the coune
majer of fnance or accounting In fact, these
are the same subjects studicd by analysts who
work for the fund managers and make the
share-buying decisions.

If we have a look at the structure of the
md?uu'_vl.rw Y mrrh_:«"j some “mcg:."
profess the expertise of fund managers and to
differentiabe the role of dient management
between financial planpers and fond  man-
agers.

In fact most banks have lampe financial
planning departments and Fands management
teams, They also own the Imvestment piat-
forms that allow adviters o acoess whaolesale
maraged funds and shares via 8 truster
structume. — the wrap platforms or master
trusts.

Most advisers rightly use these structures to
marsape their cients” funds, a8 advisers are not
licensed to have dinect access to clisnts” funds
for secusity reason

It may make Uttle financial sense to the
maj banks 1o cannibafise ther own batines
and ane may conclode that it benefits them to
have segmentation of services within the
Industry. But times are changing a5 industry
saper funds put significant pressure on fees

The client management layers created by
the banks are ceriainly pesponsdble for the
bewel of fees paid by clients, which is typlcally
around 2.4 per cent in total accounting for the
adviser, fiund manager and wrap platform —
we call this fee the fotal Nt management
expenie ratio. These exclode entry. fees and
banyfsell costs and inchade GST.

The banks often serve a3 a breeding ground
for budding boutique financil planmers who
oo their ““apprenticeship™ thene and then start
their own. basinesses after a few yeans®
experience. One of the key frustrations
experienced by these planners is the lack of
flexibdlity in what products they can recome-
mesd for o client as sales targets of their own
procducts must be met.

direct shares as well a5 managed fun

AT AGLANCE

REGULATION: Cortrol of the financial
planning indusiry has led 1o better educated
advisers,

SEGMENTATION: Banis splittingup
services have contributed to higher fees for
clients.

BOUTIQUES: Smarter, smaller adviters
have started managing their clients” money
directly.

SMAs: This new role for boutiques will dive
the growth of separately managed accounts
i Australia,

However, in a boutigue practice, this is
likely to be more fexible and may .-n%:.-dc
. S0 R
appears the bouthque fGnancial advisess,
smaller groups that are independently owned
ard possshly better educated. tend to go dewn
the path of managing their clients" fonds
directly, as it makes them more fee competi-
tive and products can be tailoned to the client

For example, if your clients are retirees then
they will pay no tax on income no capital
gains fax and no tax on eamings, so fully
franked blue chip shares may certainly have a
piace in their portfolio given their benefits of
franking credits and the elimination of tax

A boutlgue financial adviser is capable of
deriving the same fee for themselves and
cutting out the middle men such 25 the fund
mandger and pertaps even the wrap platform
to do (a1 least) an equivalent job of managing
a client’s funds at heavily reduced fee.

For example. the hwh?u adviser can now
manage 8 client’s fund via a sepamately
manzged account (SMA), which provides the
security required by law but exchudes the wrap
phatform &nd much of the fund manager fiocs.

While SMAs are big business In the US, they
are just calching on I Australia, and there is
lixtle doubl vou will be heasing mone about
them in g time. They will allow an adviser
to manage a cliesit’s hends for significantly less
than 2 per cent Typically, clients are charged

Mlssiration: kpor Sakdor

abowt 15 per cent phes GST, which inchudes
everything (adviser, fund manager and wrag),
a8 opposed to 24 per cent in traditional master
trust strectures. Traditional structures ane alio
fraaght with volume bonuses or cath Kick-
backs from the big banks, which add to
advizers® bottam lises.

The strict regulatory regime now requires
advizers to disclose all refationthips to a client
and clients are not happy about paying for
services that add questionable valee. Nor are
they amiable to kickbacks of any kind, since
it's the chent who ultimately pays for it

Most managed funds don't in st cutper-
form the index (average share market perfor-
mancd). yet they charpe a premium to manage
vouar funds — and what is the adviser doing if
somnecne elie i managing the fands anyway?

Thizs, it & in fact the chent who = seeking
advisers to manage their money betier, more
efficently and at a lower cost

And it Is therefore the client who is driving
the trend for fimancial planmers fo participate
in the investmient process, possibly as a result
of fee compression and certainky as a conse-
quence of the sirict regulatory environment in
which we operate. The key (s that the sdviser
is educated and experienced in the process of
imvestment management and nof pust doing it
to reduce foes and appease the client

S0 while Murray may well be correct in
sisppesting most of financial planners ane
probably not well placed to directly manage
their funds, we ane seeing an emergence of the
highly educated, experienced and specialised
financial adviser who i3 capable of not caly
providing the best In sirategic advice. but also
the ability to manage a clleat's v
while keeping fees 10 a3 minimum

The Australian BEnancial planning industry
will evolve over the next few years, nding on
the themes of fee compression, service conver-
gence, disclosure and demanding clients. The
latest fall-oul in Gnancial mariels will oaly
precipitate great change ot great spoed
Sam Hendesson is managing directar and
senios financial adviser at Henderson
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