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A n ipac survey of its associated advisers in late 2004 revealed, not surprisingly,
that the biggest practice management challenge for advisers is to efficiently
and effectively document their advice to clients.The solution lies in a more

flexible approach to when a Statement of Advice (SoA) should be provided, an
approach which does not undermine the spirit of Financial Services Reform (FSR)
and supported by technological innovation to produce an SoA in a fast and compre-
hensive way.

Let me state from the outset that no adviser who truly cares about their client can
argue with the intent of FSR. In simple terms, these objectives were to:

! Ensure advisers clearly spell out the benefits and ramifications of their advice.

! Raise the standard of disclosure.

! Make costs and conflicts of interests clear to the client.

! Enhance the education/training of advisers.

! Enable the cost of advice to be clearly understood and comparable between advisers.

! Allow the consumer to make informed decisions about the advice provided and
the services offered.

Without precedents to follow, the implementation of FSR and ASIC Policy Statement
1751 has been left in the hands of lawyers for their interpretation. This legal
interpretation has had a significant impact on advisers providing an ongoing service
to clients. In this situation, clients have unlimited access to their adviser who is both
a sounding board for major financial decisions and who also provides
reassurance to the client around how appropriate their existing strategy may be.

Submissions have already been made to ASIC by industry participants requesting con-
sideration of a more practical approach to providing to clients an SoA for recommen-
dations that are a “hold” or have no material impact.The following scenarios high-
light instances where the adviser would be required to provide an SoA under a strict
legal interpretation of the legislation.

! Mr Assure is in his mid-60s and has been a client for more than five years, with a
good ongoing relationship with his adviser. He is concerned that his investments
cannot be replenished by working and earning an income, and at times of market
movements seeks reassurance from his adviser. In the past five years he has con-
tacted his adviser by telephone once a quarter, plus meets in person normally
twice a year to discuss his regular statements.

! Mrs Spendthrift manages her day to day expenses with a combination of her
Centrelink disability pension and a small allocated pension. As she is under age
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1 ASIC Policy Statement 175 states that: ‘Generally, where personal advice is provided to a retail client (other than in an
SOA) an SOA must be provided to the client at the same time as, or as soon as practicable after, the advice is provided.
In any event, the SOA must be given to the client before the providing entity provides another financial service to the
client that arises out of or is connected with the advice, such as arranging for a financial product to be issued to the
client (s946C(1))’.
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pension age, the bulk of her retirement funding remains in
superannuation even though it is non-preserved.Occasionally
she needs to top up her cash account to ensure she continues
to have a float to cover large bills that arise. Her adviser has
asked that she contact him when her cash account balance
drops below $5,000 to arrange a top-up. During that
conversation the adviser would normally provide advice on
which asset to withdraw against and, if required, rebalance the
asset allocation.

! Mr and Mrs Doting recently became clients in January 2004
and have invested $280,000 through a wrap account. They
contacted their adviser in March 2004 as they wanted to dis-
cuss setting aside $2,000, with regular savings, for their grand-
son who is one year old. The investment is not a trust
arrangement, just an allocation intended for their grandson.
Their adviser recommends that this $2,000 be added to their
existing investment using the same allocation and that the
adviser could track the value of this investment separately.

! Mr Fret commenced an allocated pension when he retired
three years ago.As part of his annual review his adviser con-
sidered his cashflow needs but is conscious of longevity of
capital. Mr Fret has a newly diagnosed health problem which
increased his regular expenses due to ongoing  medication –
costing $70 per month. He needs a small increase to his reg-
ular pension payments to cover this expense. His adviser rec-
ommends he increase his allocated pension payments by
$1,000 per annum.They will review his expenditure in full,
and the impact on the longevity of his pension, at the next
annual review.

! Mrs Watchful contacts her adviser whenever she receives a
regular statement for her investments. At that time she seeks
reassurance that her investments are in place as intended. Her
adviser notices that, following a recent large distribution,
which is reinvested, Mrs Watchful’s portfolio needs some
rebalancing. Her adviser recommends this to her and discuss-
es the impact on her personal situation. Mrs Watchful con-
firms that they should proceed and her adviser sends the
appropriate documentation.

For an advice firm with a business model that values ongoing
client relationships, this legal interpretation of FSR places signifi-
cant strain on client relationships as well as resources. It could result
in an extra 40 plus letters per day to clients (10,000 per annum)
and the potential for a client to receive a letter every week.

In ipac’s view it is questionable as to whether clients value or appre-
ciate receiving additional correspondence that merely confirmed
the “hold” advice or advice that is about small amounts, possibly
receiving this type of letter many times during the year.This is par-
ticularly the case when any transaction will be confirmed direct to
the client within the month by the fund manager.

A WAY FORWARD
ipac is aware of the implementation review of FSR.There appears
to be a genuine desire from the regulator to consider the practi-
cal impact of the legislation on advisers that provide ongoing
service to clients while of course ensuring that the principles out-
lined in ASIC’s Policy Statement 175 are not undermined.

A recent ASIC announcement2 that addressed providing an addition-
al SoA offers some relief, however there may be scope to go further
after ASIC’s implementation review. To contribute positively to this
discussion, ipac has considered a framework that could be considered
in order to redefine when an SoA should be provided.

This framework would deal with the situation where a “hold”
recommendation constitutes the reiteration of a strategy already
contained in an earlier SoA. Further, consideration could be
given to the concept of “materiality” to determine if an SoA
ought to be produced for clients who have an ongoing relation-
ship with their adviser. There is no specific provision within the
legislation or ASIC Policy Statements that makes allowance for
the materiality of the personal advice provided to clients.
However, the concept of materiality is accepted in the account-
ing profession.

The suggested framework suggests an SoA is required in the fol-
lowing circumstances:

! For all new clients where a final recommendation is made.

! To existing clients in the following situations:

– After an annual review meeting.

– Other identified situations where an adviser:

– recommends a new tax vehicle or investment 
(eg move from super to an allocated pension)

– proposes a switch to the asset allocation (except
where it merely restates the portfolio to what was rec-
ommended in their latest financial plan – this will
include rebalancing to top up cash)

– proposes a new tax vehicle or investment for the
spouse or partner 

– replaces a product.

! when an adviser retains the existing strategies or investments
but materially changes the way they operate .

! when an adviser refines the strategies to ensure the mainte-
nance of a benefit or advantage that is of material value.

What is considered material could include:

! When the value of the change to an existing investment
exceeds a set percentage, say five per cent, of a client’s portfo-
lio managed by the business.

! Any strategy change that lowers the value of an advantage or
benefit currently enjoyed by the client by a set minimum
amount or more.

! When the strategy is seen to create a new onerous obligation.
For example, the funds will be preserved or become non-
accessible (ie contribution into superannuation or a new
investment in a fixed term pension).

For all other contacts with existing clients, an SoA would not
need to be provided but a comprehensive file note would be pre-
pared.This includes instances that constitute a “hold” recommen-
dation. By also adopting the concept of materiality, the client
would not be confused by receiving detailed advice for minor
transactions.
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2  Class order (CO 04/576) outlines providing statements of additional advice.
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WHERE TO FROM HERE?
ipac will advocate a more flexible approach to the documentation
of advice for clients through discussions with ASIC, facilitated by
ipac’s parent AXA Asia Pacific Holdings, and also through the
FPA’s Professional Standards Committee.

In addition, ipac has developed a technology solution to automate
the production of SoAs. This solution, known as iDesk, is cur-
rently being piloted and is expected to deliver efficiency gains
while maintaining the quality and personalisation of ipac’s advice.
The expected benefits are:

! Faster delivery of written advice to clients.

! Enhanced consistency of advice by utilising a detailed prece-
dent database.

! It ensures all strategy opportunities are considered.

! It fulfils compliance requirements effectively.

! It supports business growth by increasing efficiency.

! Better management of resources by reducing the need for
para-planning and re-allocating those resources.

Importantly, iDesk provides a technology building block for
future practice development initiatives. It is an innovative devel-
opment that reinforces ipac’s commitment to quality advice.
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