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Having traditionally been the outliers, IFAs now account for 
about half of all advisers. While it’s not as easy as it once was to 

go your own way, that’s all the more reason to take the leap.  
Jamie Williamson and Elizabeth McArthur write. 

DO IT 
YOURSELF
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T
he word ‘independent’ is quite 
the cause of contention in the 
financial services sector. Under 
section 923A of the Corpora-
tions Act, its use is actually re-
stricted, alongside such terms 
as ‘impartial’ and ‘unbiased’.

Yet, the word now pervades the financial ad-
vice industry. With the bulk of the major insti-
tutions having now vacated the space, and far 
fewer financial advisers attached to those that 
remain, more advisers than ever are finding 
themselves non-aligned.

Now, about half of all advisers are associ-
ated with non-institutionally owned or aligned 
licensees, according to Rainmaker data. Of the 
22,334 advisers on the ASIC Financial Adviser 
Register as at June 2020, 10,797 are non-aligned.

And, as the industry experiences mass exo-
dus as a result of regulatory upheaval, advisers 
that do call an institution home are more likely 
to exit. In the 12 months to March 2020, the 
number of advisers associated with institution-
ally-owned or aligned licensees fell by 3801, or 
25%. Meanwhile, just 400 non-aligned advisers 
exited in the same period.

Despite the Corporations Act clearly defin-
ing an independent financial adviser, or IFA, as 
one that doesn’t receive any commissions (un-
less rebated in full), volume-based payments or 
other gifts or benefits for recommending prod-
ucts and is without conflicts of interest, the term 
‘IFA’ is now short-hand for all those that are no 
longer tied to an institution.

SmartBrave Consulting managing director 
Brad Fox01 says this definition applies an inter-
pretation that is too narrow.

“In an industry context, to me an IFA is an 
adviser or practice that is self-licensed or author-
ised through a licensee that has no institutional 
owners that own or distribute product, or related 
entities that own or distribute product,” Fox says.

Morningstar Australia managing director 
Jamie Wickham02 agrees, saying the lines are 
becoming increasingly blurred.

“Some would say an IFA is someone who is 
self-licensed and wholly independent of a dealer 
group, but I think many advisers who are li-
censed by dealer groups are increasingly operat-
ing more indepen dently and have more freedom 
than they have had previously,” he says.

As the number of advisers reverts back to 
where it was four years ago, the landscape 
couldn’t be more different and the challenges 
and opportunities it presents for all industry 
stakeholders are both abundant and nuanced.

However, advisers must be warned, it’s not as 
easy as it once was to tread your own path.

Going it alone
New legislation introduced earlier this year 
handed the regulator much stronger powers, 
impacting application assessments and the de-
cisions ASIC ultimately makes about licensing.

Specifically, The Fold Legal head of licens-
ing Sonia Cruz03 points to the Fit and Proper 
Person Test which all responsible managers, 
officers of the licence applicant and officers of 
the control of the licence must now satisfy. It 
replaces the good fame and character require-
ment that had been in place since the Financial 
Services Reform Act came into force.

This includes a national criminal history 
check, a bankruptcy check and a completed 
Statement of Personal Information which essen-
tially seeks to compile a person’s complete work 
history in relation to the running of a company.

“That means ASIC is collecting a lot more in-
formation about all the people that will be making 
decisions in a financial services business. In the 
past, it didn’t necessarily have access to that infor-
mation and certainly didn’t ask for it,” Cruz says.

The added due diligence on ASIC’s end 
means it takes much longer to complete the ap-
plication process – something Cruz says appli-
cants already underestimated.

According to ASIC’s website, the regulator 
aims to approve 70% of applications within 
150 days and 90% within 240 days. The ma-
jority of applications coming across Cruz’s 
desk at the moment are taking in excess of six 
months, she says.

“How long it’s going to take depends on the 
person and the type of licence you’re trying to 
get… ASIC is also very particular about the in-
formation it requests and if it isn’t structured in 
the way outlined in ASIC’s guidance or doesn’t 
cover all of the information requested, it’ll be re-
jected on pre-lodgement and you’ll be asked to 
resubmit,” Cruz explains.

It’s also increased the cost of entry, she adds, 
with the licensing fee charged at anywhere be-
tween $2200 and $7500 depending on the au-
thorisations the applicant has sought. 

Other costs to consider include the annual 
funding levy that licensees are required to pay, 
additional levy per advisers appointed or em-
ployed by the licence, engaging an external 
auditor, membership fees for the Australian Fi-
nancial Complaints Authority and, the kicker, 
professional indemnity insurance.

In recent years, a number of providers have 
withdrawn from the Australian PI insurance mar-
ket. This has not only seen the cost of PI insur-
ance skyrocket, but also allows insurers to be more 
selective about who or to what extent they cover.

“I think there was a perception that anyone 
could get insurance, but that’s shifted since the 
Royal Commission,” Insight Investment Part-
ners chief executive Christopher Fellas04 says.

“I know that many firms will not insure a 
one-man band, so can you even find an insurer 
for the size of your practice?”

If you can demonstrate a lower risk profile, 
that will go a long way towards helping you at-
tain cover, Fellas says.

“We live in such a compliance-heavy indus-
try. If you’re looking to start your own licence 

and you don’t have a strong understanding of 
compliance, that’s going to be an issue. It takes 
time to learn and, if you get it wrong, it can be 
very costly,” Fellas says.

But this shouldn’t be a deterrent, Bravium 
managing director Scott Farmer05 says.

“I figured it was better for me to throw myself 
in the deep end and learn all about running a li-
cence so that I knew all there was to know about 
that licence… I wanted to understand intimately 
what was required of me,” he says.

“I’ve never regretted that decision and, as 
time’s progressed, I’ve felt even more like I made 
the right choice.”

Scaling up
Fox agrees that compliance is all too often an 
advice practice’s Achilles heel, saying he sees 
many IFAs that have underestimated the time, 
focus and cost they need to set aside to meet the 
standard of compliant financial advice when 
shifting AFSL.

“A worrying trend is that in the change to a 
new licensee, businesses are missing out on up 
to a year of new client growth through the need 
to complete ‘foundation Statements of Advice’ 
for existing clients under the new licensee [and 
their PI cover], and getting used to new com-
pliance regimes, software, and perennially slow 
paraplanning processes,” he says.

For Fellas, using technology to manage com-
pliance requirements is a non-negotiable, saying 
it’s simply not acceptable to rely on word docu-
ments and spreadsheets anymore.

“All the checks and balances that ASIC 
would do in a review, you want to have a solu-
tion that does that… ASIC has already flagged 
that it will look dimly on those that don’t have 
a tech approach to how they manage compli-
ance,” he says.

And it’s not the only technology a practice 
owner needs to think about. 

Having historically serviced the big end of 
town, Morningstar recognised the shift occur-
ring about 18-24 months ago and began con-
necting at a deeper level with dealer groups and 
self-licensed firms. 

“We work with each advice practice to clearly 
understand their needs and we have different 
solutions depending on the way they run their 
practice. At a base-level all practices need finan-
cial planning software and most, if not all, re-
quire in vestment research,” Wickham says.

Having recently acquired AdviserLogic, 
Morningstar is intent on delivering a broader set 
of solutions to advice practices, drawing on its 
global ex pertise and renowned research capabili-
ties to add value.

“We wanted to own financial planning soft-
ware, given it is the workbench where advisers 
do all their work day-to-day, and would allow 
us to support advisers in a deeper, more mean-
ingful way than we have historically,” Wick-
ham says.
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Take control of your practice 
with AdviserLogic

Award-winning fi nancial planning and 
practice management software

Client-centric solutions
More than ever, independent advice is at the heart of empowering client success. 

Our award-winning solutions support the advice process by driving efficient business 
management, addressing compliance obligations, and increasing client connectivity.

Transform your practice with our powerful advice tools

STATEMENT OF ADVICE

Future-proofing the way you work
Reduce time spent on modelling, researching products, 
and generating a Statement of Advice by selecting pre-defined 
or custom advice strategies.

• Generate client-centric advice with extensive product data 
& sophisticated modelling tools

• Increase efficiency with SoA templates

• Personalise templates while remaining consistent with your 
licensee requirements

CLIENT ENGAGEMENT TOOLS

Strengthen client connections
Deepen client-adviser communication with Morningstar’s 
accessible reports, designed to help clients understand adviser 
recommendations. Improve client engagement with Morningstar’s 
data and behavioural research—informed by a 35-year history of 
empowering the end investor.

• Access data, behavioural research and investment 
recommendations from Morningstar’s market-leading products

• Deliver accessible client reports to demonstrate the value of 
your advice

• Give clients login access so they can upload information and 
documents directly 

FOFA COMPLIANCE TOOLS

Address compliance needs
Easily consolidate client records and file notes for regulatory 
purposes. Get support meeting FoFA requirements with templates
for FDS production and opt-in management.

• Keep a record of client interactions and track client opt-in

• Generate Fee Disclosure Statements (FDS)

• Import Recipient Created Tax Invoices (RCTI) and revenue 
statements from your dealer group to monitor and 
allocate payments

BUSINESS MANAGEMENT TOOLS

Focus on what really matters
With our powerful CRM, you only ever have to enter client 
information once. Our document templates and consolidated 
reporting efficiently lowers costs of your business.

• Save time with Automated Fact Finds

• Integrate powerful data feeds from funds, superannuation, 
life offices and banks in real-time

• Create and customize dashboards to your needs

Increase Effi  ciency
Automate tasks and reduce 

administrative burden with our 
practice management tools.

Strengthen Connectivity
Demonstrate the value of your advice 

with Morningstar’s independent 
research and accessible reports.

Manage Compliance
Address regulatory requirements 

with revenue software integration 
and templates for FDS production.

Visit morningstar.com.au/fi nancialstandard to learn more.
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Morningstar is looking to integrate more ca-
pabilities within AdviserLogic, including bring-
ing its goals-based planning capability Goal 
Bridge to help advisers engage clients in setting 
and tracking goals, and introducing its Cli ent 
Web Portal.

And where IFAs are doing more to build 
their own investment solutions, Morning-
star Direct is becoming increasingly relevant, 
Wickham says.

“They’re typically using Direct to build 
portfolios, including asset allocation, man-
ager selection and customised reporting, un-
derpinned by our data and research.

Farmer says we have reached the point where 
it’s no longer possible for an advice firm to suc-
ceed without tech at its core.

He has spent a number of years perfecting 
the Bravium tech stack; after struggling with 
industry-based software, he sought out alter-
natives and adopted a mind mapping software, 
video conferencing tools, cashflow solutions and 
a template workflow tool.

“I would say tech is now at the core of any 
good financial planning business in the busi-
ness. It’s so critical to how well a business runs 
which ultimately leads to the client experience 
and, if you don’t have the right technology, the 
client bears the brunt of that,” Farmer says.

However, at the other end of the spectrum 
is Majella Wealth director Lisa Faddy06, who 
isn’t convinced that more technology equals 
greater efficiency. The unique nature of each 
client also means there is no one-size-fits-all 
solution, she adds.

“We have attempted to implement a number 
of financial planning software packages over the 
years, but we haven’t found one that is the per-
fect fit for our business and don’t think there is 
such a thing,” she says.

“Most of our SOA templates are still on Word 
and we use Excel to do client modelling. I know 
this is not always the most efficient manner to 
manage clients, but it works most of the time.”

When it comes to platforms, Majella Wealth 
prefers to have most if not all client investments 
in just one or two platforms or Wraps, saying the 
addition of more lower cost funds to incumbent 
platforms like Colonial First State’s FirstChoice 
has helped reduce costs overall.

“In the earlier years, we were using a lot of 
investments which were outside a Wrap and 
definitely caused extra work for us to manage 
efficiently,” Faddy says.

Thinking errors
One of the most common reasons advisers are 
choosing to go their own way or switch licen-
see is because their ability to deliver that quality 
advice is hampered by an unyielding approved 
product list (APL) or investment committee.

Rainmaker head of investment research John 
Dyall has sat on a number of investment com-
mittees throughout his career. He’s seen how 

well they can function, and also where things 
can go wrong.

“Possibly the greatest danger in licensee in-
vestment committees is something called the 
Dunning-Kruger effect,” he says.

The Dunning-Kruger effect happens when 
people of below average ability rate their exper-
tise very highly – they cannot recognise their own 
incompetence – while people of above average 
ability rate their abilities lower than they should.

This often plays out in investment committees, 
Dyall says, where the loudest, most opinionated 
people should speak the least and listen the most.

“Sometimes the most competent members 
speak less forcefully than they should… They 
assume that if everyone has the same informa-
tion they should come to the same conclusion, 
but the world doesn’t work like that,” he says.

“The best investment committees under-
stand that everyone should have a voice, there 
should be respect for the knowledge and experi-
ence of others, and that our own understanding 
of sometimes complex issues is always flawed.”

The best investment committees are always 
learning and striving to do the best they can for 
the people who trust them to do just that, he adds.

Dyall’s insight appear to be backed by the 
Thinking Ahead Institute, which recently 
found governance has a huge impact on the out-
comes investment committees produce – mak-
ing sure the right people are in the right roles 
on the committee, that the culture and engage-
ment is effective, and that the strategic focus of 
the committee is clear were highlighted as key 
ingredients to success.

And while there’s no prescribed methodology 
on how to select an investment committee, satis-
fying all these ideals doesn’t have to mean filling 
a board room, so long as at least one member is 
independent, Fellas says.

Meanwhile, Centrepoint Alliance chief ex-
ecutive Angus Benbow argues that it shouldn’t 
be the role of an investment committee to select 
investments. Instead, they would develop and 
implement a well-defined investment philoso-
phy and put processes in place to achieve it.

“They should ensure the process is working 
and being adhered to, but the research team 
should be the experts in investments,” he says.

Activus Investment Advisors managing di-
rector Robert Talevski07 agrees, saying the ac-
tual investment philosophy is the most impor-
tant component for the committee.

“That is a foundation document that is a 
complement to the committee and it needs to be 
able to refer to it when making decisions and ex-
ists to ensure consistency. And I would suggest 
that you’d want to regularly review your invest-
ment committee too, to make sure it’s as effec-
tive as it can be,” he says.

Unfortunately, as the cost of providing advice 
goes up, it’s becoming increasingly less com-
mercially viable to operate a large AFSL. When 
cost cutting measures are introduced, it often 

www.financialstandard.com.au
17 August 2020  |  Volume 18 Number 16

begins with headcount in non-revenue generat-
ing divisions, such as research.

“Advisers are looking for an open APL but, 
anecdotally, most groups seem to be shrink-
ing their APLs or at least have an intention to,” 
Milford Asset Management head of distribution 
Regan van Berlo says.

“When an in-house research team becomes 
smaller, they often cut the number of funds or 
offerings on the APL to make it more manage-
able. And that will only continue.”

It’s just one more thing making van Berlo’s 
job that much harder.

As superannuation funds increasingly opt to 
in-house their investment functions, fund man-
agers are paying greater attention to the IFA 
market to make up the shortfall in their funds un-
der management and maintain scale themselves.

Milford was well aware in-housing was hap-
pening when it established its Australian distri-
bution function in 2018, van Berlo says, leading 
the fund manager to set its sights primarily on 
self-licensed groups, having also recognised the 
major institutions were no longer sustainable 
post-Royal Commission. 

In doing so, van Berlo finds himself increas-
ingly dealing with investment committees and 
they’ve gotten progressively more sophisticated. 
However, it depends on the size of the business.

“From a distribution point of view, it can be 
different depending on the license an adviser 
belongs to. It’s much easier and far more trans-
parent when it comes to decision-making [with 
self-licensed firms], if a group or adviser wants 
to start using our funds it tends to be a much 
faster decision-making process,” van Berlo says.

“The investment committees tend to be much 
less prescriptive about what the underlying ad-
visers can use because the investment commit-
tee and the advisers are often one and the same.”

But a formal pitch is still required, and the 
due diligence process is more extensive; a com-
pleted Financial Services Council investment 
management questionnaire, proof of adviser de-
mand and the support they’ll be provided, the 
platforms the fund is available on and its ratings.

Increasingly, there’s also the added pressure 
of satisfying an intermediary, like an investment 
consultant, which typically means third-party 
ratings won’t cut it.

“We will still consider that research, but we 
will also do our own independent research on 
each fund manager and it’s a good thing – it 
means there’s a robustness to the process,”  
Talevski says.

The other areas where investment consult-
ants add value is in negotiating with fund man-
agers and driving fees lower or determining ex-
actly which investment solution to adopt, with 
the debate usually around managed accounts 
versus managed portfolios, Talevski says.

Farmer was an early adopter of model portfo-
lios, with just about all of Bravium’s clients that 
are invested in Australian equities doing so this 
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way. Bravium doesn’t have an investment com-
mittee, nor does it use an investment consultant.

“We deal with the portfolio managers for the 
models once a month, they provide the research 
and we do all the asset allocation, and we’ve 
been successful at that for many years,” he says.

It’s an efficiency play which, Farmer says, is 
what Bravium is all about, recalling new clients 
that walk in the door with 35 managed funds in 
their portfolio making them “so diversified they 
may as well just have one index fund”.

“We spend a lot of time with clients on our 
wealth creation philosophy and explaining how 
it works. A lot of it is just patience – we’re not 
interested in the minute buy/sell decisions on 
stocks because in the long-term it’s probably not 
going to make much difference,” Farmer says.

Moving forward
The long-term is exactly what IFAs, prospective 
or existing, should be considering. As reform re-
shapes the advice industry as a whole, sustain-
ability and resilience is on everyone’s mind.

“Regrettably, we will see thousands more ad-
visers leave the industry, and it will be years be-
fore there are enough graduates coming through 
to fill the void that is left,” Fox says.

“In the meantime, average client advice fees 
will soar as advisers move up the value chain to 
higher fee paying clients… Once-off advice fees 
for a new client will quickly climb to a minimum 
of $8000, and value will need to be established 
by the quality of advice.”

Cost pressures have been an issue for some time 
now, but hastened by the Royal Commission.

“It’s more pronounced the further away you 
move from the client, having impacted those 
most removed first and trickled down,” Morn-
ingstar’s Wickham says.

“When you bring greater transparency to 
what a client is paying, the onus is on the adviser 
to articulate the value they’re delivering relative 
to the price. Now, the real challenge for advisers 
is to be clear about that value proposition while 
bringing down their own costs at the same time 
to build an efficient, profitable business.”

Part of this is the move to fee-for-service – 
something many are working through at the 
moment, as the clock winds down on risk and 
grandfathered commissions.

For both Bravium and Majella Wealth, fee-
for-service is and always has been the norm.

Bravium uses a pricing model which Farmer 
says other advisers have told him is ridiculous. He 
says this is because too many advisers still think 
of advice in terms of product recommendations.

“Products aren’t valuable to the client, they 
just solve problems,” Farmer says.

“We look at all that we need to do for a cli-
ent for the coming 12 months, so if the fee is 
$15,000 it’s there in black and white, they opt-in 
if they want to go ahead. You have to get good at 
explaining the value you add.”

In contrast, Faddy says Majella has never 
charged upfront fees and prefers an ongoing fee 
arrangement. Some clients are charged a vari-
able percentage of FUM fee depending on their 
size and the amount of work needed, but this 
changes as the client’s needs change, she says.

“More clients are now being charged a flat 
monthly fee plus a percentage of FUM, or they 
may just pay the flat fee,” Faddy adds.

Scrutiny of how advisers charge is likely to 
grow, with providers they work with taking 
greater responsibility for client outcomes. 

Sunsuper head of advice and retirement Anne 
Fuchs09 says super trustees are doubling down 
on their duties, particularly when it comes to the 
Sole Purpose Test which, in turn, means greater 
focus on ensuring advice fees charged through 
super aren’t eroding account balances.

The fund now has very prescriptive advice 
fee rules to ensure the SPT and members’ best 
interest is adhered to, including caps on how 
much an adviser can charge a client via their 
super fund.

“There are many things that don’t meet SPT 
that have historically been charged through su-
per,” she says.

“I think we’ve taken a leadership position on 
advice fee governance in super which not all 
advisers love. It would be a deterrent to some 
advisers, but the law is the law.”

With super funds expected by many to carve 
out a sizeable share of the advice market in the 
coming years, the amount of due diligence car-
ried out by funds on the advisers it works with is 
also likely to increase.

Sunsuper is unique in how it interacts with 
advisers. In addition to its intra-fund advisers, 

the fund refers members to its national advice 
panel which consists of about 40 advisers in ar-
eas with a high density of Sunsuper members, 
the majority of which are IFAs. 

The due diligence for advisers on the panel is 
extensive. Each one is subjected to a background 
check, including compliance and complaints re-
cords, and will also look at example SOAs. They 
must also pass what Fuchs calls “the nana test”.

“Would I feel comfortable sending my grand-
mother to them for advice? If not, they don’t 
make the cut,” she says.

Fuchs anticipates the number of advisers 
recommending industry funds will grow as the 
number of IFAs grows and historic tensions be-
tween advisers and industry funds ease.

“There’s been a lot of anger directed at indus-
try funds, and rightly so, because they’ve gotten 
in the way of advisers servicing their clients,” 
Fuchs says. 

“The breaking down of structural reasons 
advisers recommended retail funds [commis-
sions] and regulatory changes will see that per-
ception shift increasingly.”

It also comes down to best interests duty, 
Fellas says.

“If a 22-year-old comes in with $4000 in 
super, there isn’t a retail product out there that 
would be appropriate. It’s just best practice – a 
new AFSL should not be excluding industry 
funds,” he says.

It’s this kind of progressive thinking that is 
the hallmark of the IFA and, as they continue 
this way in a shrinking market, the opportuni-
ties for growth and success are endless – so long 
as the foundations are strong and sustainable.

Centrepoint’s Benbow says it is unfortu-
nate that reform has focused so heavily on the 
negative, but it’s accelerated professionalism 
and driven businesses to evolve to provide 
the transparency expected by the Australian 
community.

“Combined, these changes will result in shift-
ing community perceptions and provide clarity 
on the quality and value of the advice that cli-
ents receive.”

Fox agrees, saying the future is bright; “But 
don’t for one minute assume it will be business 
as usual – it will be different, and it will take 
courage and energy.” fs
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Switching Dealer Groups and exploring software options?

AdviserLogic is an award winning financial planning & practice management 
software from Morningstar.

Visit morningstar.com.au/advisersoftware to learn more.
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