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BEyONd FOFA – FIvE FAULT 
LINES SHAPING THE ‘REAL’ 
FUTURE OF FINANcIAL AdvIcE
Jan Kolbusz

T
his white paper contends that the ‘real’ future of 
financial advice will be determined by the way 
participants in Australia’s financial advisory sector 
react to a number of emerging industry fault lines, 
some of which have laid latent and pre-date the 
recent regulatory tremor known as FOFA.

The material impact and commercial effects of 
FOFA should not be underestimated, and these have been widely 
discussed and analysed since the second tranche of the industry 
reforms landed in September 2011.

But, looking beyond the FOFA aftershock, Decimal sees a 
structural realignment of key industry tectonic plates – the 
result of which has revealed at least five critical industry cracks 
or fault lines.

Whether these develop into deep fractures or become simple 
chinks in the surface of a robust advice sector remain to be seen. The 
final analysis of who will emerge on terra firma remains uncertain. 
Might it be the booming superannuation sector built on scaled advice 
models, the vertically integrated institutional players, or large or 
small advice practices at either end of what has become a ‘barbell’ 
shaped industry?

Decimal assembled a leading group of industry thinkers for 
this white paper. This is the result of their candid and insightful 
observations.

Our Summation
In the view of Decimal and the participants in our panel, the future 
winning financial advice models must tackle, embrace or challenge 
each of five emerging industry fault lines, including:

•	 Transformational technology directed as much at consumer 
needs rather than just the advisers

•	 A relentless rise of the financially-informed consumer;

•	 Continuing cost pressures in the wealth management value 
chain;

•	 A barbell-shaped industry – boutiques at one end, institutions at 
the other

•	 The DIY shift towards self-managed superannuation and 
directly held discretionary investments

Our panel
Testing these views and contributing their expert opinions was a 

panel comprising contemporary industry leaders:

•	 Mark Rantall, Financial Planning Association (FPA) chief

•	 Tony Fenning, head of listed independent financial advisory 
firm, Snowball

•	 Hugh Humphrey, head of the AMP-owned wealth management 
group Hillross

•	 Mark Watmore, partner with financial services consultancy firm 
Tria Investment Partners

•	 Jan Kolbusz, Decimal managing director

•	 Bruce Madden, BlueChip Communication Group Director, who 
moderated the discussion

Jan Kolbusz, decimal

Jan Kolbusz is an IT specialist with 
twenty-five years’ commercial experience, 
predominantly in the wealth management 
sector. Kolbusz was instrumental in 
Asgard Wealth Solutions (formerly 
SEALCORP). Kolbusz has personally 

designed and built numerous systems, primarily in the  
health and finance sectors, and also in the education  
and resource sectors.
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Background
The Gillard Government’s Future of Finan-
cial Advice (FOFA) package has rightly been 
interpreted as a major turning point for 
Australia’s financial advisory industry.

However, FOFA does not deliver quite the 
‘big bang’ singular impact by which it is often 
characterised. Rather, FOFA might best be 
seen as a new force leading forces that have 
been battering the industry for some time. 
Without doubt FOFA will serve as a further 
catalyst for existing trends, and create its 
own list of unintended consequences. But 
the legislation cannot be viewed in isolation 
from the surrounding universe.

“There’s been a huge number of forces 
really hammering our industry in recent 
years and FOFA is just the more recent one 
of those,” says Tria’s Mark Watmore.

“And all of these forces are shaping the 
sort of changes that are happening in the 
industry and impacting the value chain of 
what’s been the traditional market or the 
traditional wealth management industry, 
and particularly how advice fits into that.”

The FPA’s Mark Rantall notes that the 
financial advisory industry is moving from 
a disparate band of cottage practices into 
a full professional era. In other words, 
moving towards a well-defined client value 
proposition at the front-end supported by a 
robust and coherent back-offce system.

“To get this [transformation] right we 
need to start with the consumer and work 
backwards,” Rantall says.

Snowball’s Tony Fenning agrees, arguing 
that while the industry has focused on 
building technological solutions for its own 
internal problems, consumers have ‘leapt 
ahead’ in their needs and demands.

“The client is now saying, give me internet 
banking for the whole of my financial 
services,” Fenning says.

“The shift is that all of the [technological] 
stuff that was built for advisers, it’s now got 
to be built for clients.”

Each panel member brought their own 
particular angle and expertise to the table but 
all agree that the forces acting on the financial 
advisory industry are hurtling it towards a 
new destination at increasing speed.

Financial consumerism:  
the client stirs
The potential underlying demand for financial 
advice in Australia has never been stronger. 
The demographics are well understood 

and researched, including our rapidly-
ageing population dominated by the retiring 
baby boomer generation; the government 
offloading ever-greater responsibility for 
retirement funding onto individuals, and 
super balances approaching critical mass.

Yet the financial advisory industry 
has barely scratched the surface of latent 
demand, partly, as one panel member 
observed, “Because the quality of advice 
didn’t evolve to meet the consumers’ needs”.

At the same time, the industry has 
been constrained by ongoing compliance 
developments that have priced many 
consumers out of the advice market – a 
situation that under FOFA, if anything, will 
deteriorate further.

Consumer activism has also been on the 
rise, sparked by ongoing industry scandal 
and the continuously evolving regulatory 
intervention in the advice sector.

Typified by the criticisms of consumer 
advocate group Choice, the mainstream 
media narrative has portrayed financial 
advisers in a mainly negative light.

Hillross’ Hugh Humphrey acknowledges 
that Choice probably has identified some 
important trends that “would be similar 
across any industry or any market around a 
focus on price and value for money”.

“But I don’t think that clients who are 
financially advised would see Choice 
as representing their interests or would 
necessarily be particularly focused on what

Choice has to say around financial advice,” 
Humphrey says.

As Fenning describes it, Choice addresses 
the “mass market” (as of singular need) but 
ignores the segmented nature of the advice 
client base.

“[Choice] is not speaking in the segmented 
way that we see clients reacting,” he said.

“So if you’ve got $10 million, you’re not 
reading Choice and what they’re saying is 
not relevant to you.”

But whether it is institutions dealing with 
the mass-market or boutique wealth advisers 
servicing the needs of high-net worth 
individuals, client demands are increasing.

“The conclusion that we have reached is that 
the client is moving faster than both FOFA and 
the industry, and that’s the first time I’ve seen 
that in my working life,” Fenning says.

Decimal’s Jan Kolbusz says changing client 
expectations would inevitably alter service 
delivery along the scoped advice continuum.

“There’s absolutely no doubt that in five 

years we’ll be in an environment where there’ll 
be engaged consumers, each appropriately 
tapping into a rich variety of advice experiences 
and products. Along with that, a range of those 
advice experiences will be where advice is at 
the centre of the proposition or alternatively as 
a worthwhile validation overlay, with a variety 
of options in between,” Kolbusz says.

“What is absolutely unclear is who the 
winners will be in developing that. Will it be 
largely new entrants or will it be a revolution 
borne from an existing sector?”

Why dIy won’t die:  
surfing the SMSF wave
The extraordinary growth of Australia’s self-
managed superannuation fund (SMSF) sector 
is indicative, too, of the broad trend towards 
more assertive financial consumerism.

Although the term DIY super has been 
replaced by the SMSF acronym, it appears 
the do-it-yourself mentality is strongly 
ingrained in the Australian character.

SMSFs remain the tear-away darling of 
super. Self-managed is the fastest-growing 
piece of the superannuation pie (as at 
September 2011 accounting for about $430 
billion) or about one-third of all super assets.

And while some pundits are picking the 
SMSF growth rate to stall, Tria’s Watmore 
suggests the data says otherwise.

“The actual establishment of self-
managed super funds has not slowed down 
at all and Tria analysis says that will continue 
to be a huge part of the industry, and if you 
look at it from a 2020 position, there will be 
well over $1 trillion in self-managed super by 
that point,” he said.

Watmore’s important caveat is that a 
larger proportion of SMSF assets would be 
managed in conjunction with investment 
platforms and financial advisers – a fact 
confirmed by the exponential growth of 
planners specialising in the sector.

Humphrey says SMSFs are an important part 
of the Hillross business, as some clients seek to 
bring their self-managed funds under a cohesive 
investment and administration structure or, 
indeed, dismantle them if appropriate.

According to Watmore, the SMSF 
appetite for investing in direct assets was also 
spilling over into the broader retail sector.

“Whilst it’s well known [direct asset 
investing] started in SMSFs, that is right 
across the industry now,” he said. “The move 
from what was traditionally managed funds 
on platform to direct assets such as equities, 
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ETFs, et cetera, is now a huge part of how a portfolio is put 
together, how advice is implemented.

“That is having an impact on the rest of the value 
[chain] in terms of the providers.”

Price pressure points:  
a chain reaction
Prior to FOFA, even pre-GFC, the wealth management 
value chain had already been showing signs of strain. 
Platforms extracted concessions from fund managers, 
new entrant platform providers squeezed incumbents, 
distribution groups in turn sliced margins off platforms 
and asset managers and so on.

In practice this was more a transfer of margins to differ-
ent points of the chain rather than an overall reduction in 
costs: the consumer would hardly have noticed.

But as research from Tria demonstrates, the entire 
wealth management value chain looks likely to shed 20 
basis points by 2012.

This cost will stretch some parts of the chain tighter 
than others. Platforms will have to cut prices by some 
10–30 basis points, according to Tria, while dealer 
groups could have their entire pricing power eroded, 
putting the business model at risk (more of this below).

Watmore says the platforms that survive the price purge 
would have a total service charge – including investment 
management and administration – of one per cent of assets.

“Even here people talked about offering the platform 
[administration] part for free if they’re vertically 
integrated,” he said.

On the asset management side, a shift to passive 
products and direct investing is threatening traditional 
active managers. In the superannuation market industry 
funds have led the way with low-cost offerings but retail 
providers are quickly playing catch-up – BT’s Super for 
Life, for example.

Hillross’ Humphrey described the current situation as 
a “great opposing battle... costs at one end, compliance 
on the other”.

“The industry is somewhere in the middle of these 
two tug-o-war opposing forces,” he said.

For advice businesses the price squeeze will force a 
re-evaluation of their target markets.

While the Tria research indicates financial planners 
could see their share of the pie jump by up to 25 basis points, 
that applies only to those businesses which have appropriate 
delivery models targeted to different market segments.

Fenning says the inevitable cost increases brought on 
by FOFA would result in many independent advisory 
firms abandoning the mass market.

“One of the reasons for that is this archaic delivery 
structure that we have, sort of chalk and slate in the back 
office processing, so that this facilitation is really important 
to the cost structures of the whole industry,” he said.

However, Fenning says technological innovation – 
analogous to the reduction in transaction costs that the 
internet has brought to banking – could in fact make the 

broader advice market profitable to service.
According to Fenning, the cost of banking transactions 

has dropped from $3.50 to about 8 cents since the advent 
of the internet.

“That’s the kind of paradigm shift that we’re going to see 
[in wealth management],” he said.

Barbell-era and the death of the mid 
sized dealer?
There was general agreement amongst the panel that 
Australia’s financial advisory industry is hollowing out, 
a process already underway but being hastened to its 
denouement by FOFA.

As evidenced by the proposed sale of the listed dealer 
group Count Financial Group to Commonwealth Bank, 
the middle ground is rapidly eroding in financial planning.

The result, as Fenning says it, would be a “barbell 
industry”, structured around “a very few number of really 
big players, which will be banks, AMP/AXA and the big 
industry funds, and then a whole lot of cottage people 
running small, segmented locally geographic based, 
personality-based segmented businesses. And not much 
left in between.

The group did agree that this “no man’s land’ 
scenario of the vacant middle ground would not remain 
a permanent fixture, but that the evolving make-up of 
the industry in this segment would take years – perhaps 
a decade – to be defined.

In the immediate term, stripped by FOFA of their 
ability to clip adviser commissions and negotiate volume 
deals with platforms and fund managers, the mid-tier 
independent ‘dealer group’ – in many ways an Australian 
anomaly – would cease to exist.

Figure 1: Wealth industry value chain 2012 – impact of FOFA and  
competitive forces
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“The focus on advisers and not on the 
consumer in the way that dealer groups are 
constructed is deadly, and then you throw in 
dramatic regulatory change and tinkering 
with people’s revenue streams without 
sufficient notice, and you’ve got the formula 
for get up or get out,” Fenning says.

As alluded to previously, dealer groups 
would feel the worst of the margin squeeze 
in the industry, shedding between 10–40 
basis points, which for many such businesses 
represents their entire current revenue.

Although the panel observed the death 
of the dealer group would limit choice for 
consumers, in the short to mid-term at least, 
external service providers could pick up 
some of the slack for smaller advisory firms.

However, the advantage would definitely 
revert to large institutional players with the 
ability to aggregate advisor services in-house.

Potentially, with low take-up cost of 
advanced technology and appetite for 
innovation, midsized dealer groups might 
also evolve into wholesalers of services to 
advisers who wished to remain outside the 
institutional houses, Kolbusz suggested.

“I still wonder whether there’s an 
opportunity for some dealer groups 
to actually adopt more of those overt 
wholesaling aggregation of services on behalf 
of all the IFAs,” he suggests.

Transforming technology: 
software, software does it
While the panel identified a number of 
significant challenges facing the financial 
planning industry, there was also unanimous 
agreement that technology could solve most 
– if not all – of the conundrums.

From building consistent back-office 
investment management engines based 
around consumer needs to front-end 
client engagement tools, the answers lie in 
technology.

As Tria’s Watmore put it, in the age of 
the internet consumers expect technological 
solutions.

“One of the key forces for consumers is 
we’ve got a generation out that’s grown up 
with things like online banking – and that 
plays into the technology space,” he said. “The 
consumer’s expectation is that I’m not going 
to hand over everything to a planner and be 
hands off, I do want some interaction and that 
may well be where technology plays a big part.”

“... If you can get that right, actually you 
can streamline processes, you can simplify 

the demands on advisers. There’s an 
element of sort of self-service from a client 
perspective, and like anything, if people can 
get more involved in their financial futures, 
then they’re going to be more interested in 
it, they’ll want to participate in it more. The 
value of advice will be clearer.”

Humphrey argues that technology should 
be considered as important to the advisory 
industry as any potential impact from FOFA.

“We’re competing not just on the quality 
of the advice and whatever financial solutions 
come with that, but also on where people 
choose to spend their time, how they want 
to interact, how they spend their time and 
where their interests are,” he said.

Kolbusz envisaged a truly engaging 
technology solution that enables consumers 
to introduce themselves to the experience of 
wealth management at their own pace.

“We don’t currently have a consumer-
centric and cost effective way of allowing 
clients a first taste of what quality advice can 
deliver. The industry focus on the expression 
‘scalable advice’ is how much advice can 
be justified, but the first focus is getting 
consumers to experience their first advice 
driven transaction. It may be around super, 
but it could be around their debt, risk, or 
non-super investments. So scalable advice is: 
‘what’s that scalable first transaction that you 
do? Whatever that transaction is, the wealth 
industry needs to demonstrate overtly its 
benefit to the consumer,” he said

Kolbusz also alluded to the arrival of 
technology offering “real time CRM 
(Customer Relationship Management) and 
workflow system that kicks into action the 
moment a prospective or lapsed client raises 
an eyebrow in interest”.

Fenning also singled out technology as 
a “powerful force” of change in the wealth 
industry. But to repeat, Fenning’s earlier 
statement:

“The shift is that all of the [technological] 
stuff that was built for advisers, it’s now got 
to be built for clients.”

Summary
Australia’s financial planning industry is 
entering a period of radical realignment.

Unsettled by regulatory shifting sands, 
the industry is also being pushed in new 
directions by powerful new forces: an 
increasingly assertive consumer demanding 
more of advisers while taking on more tasks 
themselves; constantly evolving investment 
options; the probable demise of the dealer 
group model, and; the threat, and promise, 
of technological advances.

While financial advisers will adapt – 
selecting to operate in a boutique high net 
worth space or as part of institutionally-
backed organisations – the transition may 
not be entirely without pain.

However, smart technology solutions can 
ease the transformation of the industry at 
both ends of the scale.

As Fenning sums up: the client wants 
“internet banking for the whole of their 
financial services”.

But internet banking works because 
the internet screens connect directly back 
to seriously mature and functionally rich 
banking systems.

The wealth industry needs to recognise 
this – the wealth technology industry is also 
currently cottage – which means there is a 
plethora of cute and colourful websites and 
iPhone apps etc. – but none will make the 
difference unless behind them is something 
akin to core banking systems.

Giving consumers wonderful online 
tools will only cause further frustration 
and disappointment if those tools are 
not intimately connected to the provider 
organisations that need to complete the advice 
and deliver what the advice is recommending 
– in the same way that internet banking 
would not work if at the back of your internet 
screen a printed instruction of what you 
wanted to do was physically printed and 
given to a bank operator to re-enter into their 
transaction systems.

A truly client-focused, internet-based, 
end-to-end wealth management system is 
within our grasp. fs


