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T
he financial planning profession has been under 
continuous scrutiny and debate since April 2010, 
when Christopher Bowen, the then Minister for 
Financial Services, Superannuation and Corporate 
Law, announced wide-reaching changes to the 
Australian financial services industry.

The legislative changes that are due to take 
effect mid-year will have a dramatic impact on the estimated 18,000 
financial advisers operating in Australia, who according to the Ripoll 
Report, operate within some 8,000 financial advice practices and 
749 dealer groups.

A core motive of the Future of Financial Advice (FOFA) 
reforms has been to strive to achieve a level of independence 
between planners and product manufacturers. The objective is 
sound, with a number of highly publicised failures in the industry 
demonstrating starkly the potential damage that can arise with 
conflicts of interest.

Delving into the industry’s structure, of the 18,000 or so practicing 
advisers, some 85% are associated with a product manufacturer. The 
nature of the relationship between advisers and manufacturers is 
varied, but broadly speaking it is either that the adviser is directly 
employed as an authorised representative under the corporate entity’s 
Australian Financial Services Licence (AFSL), or the financial 
adviser works autonomously within their own practice and utilises 
the dealer’s support services and often, their platform.

The planning profession has long battled perceptions of it being 
a sales industry, whereby advisers act as a broker of product-based 
advice, rather than playing the more productagnostic role of a 
trusted adviser.

Despite the various challenges that advisers continue to face, a 
number of firms have successfully navigated the upheavals in the 
industry and are thriving in the face of adversity. Successful financial 
advice practices are well on their way to adopting business models 

that largely provide the professionalism demanded by consumers and 
the regulatory robustness demanded by FOFA.

These practices set a benchmark for planners to strive to adhere to 
and appear destined for success.

Some of the key themes explored in this paper include:
 The importance of tailoring fee structures to the client base and 

the role of dealer groups and platforms in assisting advisers with 
the transition to fee for service;

 The emergence of sophisticated clients and greater market 
segmentation;

 Consolidation and the impact of FOFA at a practice level;
 The march to professionalism and how alliances with other 

professions could bolster the planning industry’s reputation.

Fee-based advice
Though many practices have already made the transition to a fee-
for-service model, for those that haven’t fully transitioned there 
remains much concern that for some clients, such a transition will 
not be economically feasible. There is clearly a need for support 
and leadership from licensees in helping practices to transition to a 
FOFA environment.

The uncertainty felt by practices typically revolves around 
deciding how to transition to a fee-for-service model in a way that 
makes economic sense for both practices and their clients. One 
practice principal highlighed the challenges of moving corporate 
super clients to fee-based advice, given the appetite from consumers 
to pay fees for advice remains low.

Such concerns are warranted when considered in the context of 
consumer research carried out by CoreData in early 2011 among 
corporate super fund members, on behalf of the Association of 
Financial Advisers. This research revealed that the majority of 
corporate super members (56%) would not be willing to pay 
upfront fees for financial advice if it was not part of their corporate 
super fund offer.

coreData

CoreData is a specialist financial services research and strategy 
consultancy based out of Sydney, Australia. The firm has operations 
in Australia, the United Kingdom, China and the Philippines. With 
a primary focus on financial services, CoreData provides clients with 
both bespoke and syndicated research services through a variety of 
data collection strategies and methodologies. 
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One of the underlying objectives of the FOFA reforms, 
and a key component of the legislation, has been to 
fundamentally reform the remuneration structures of 
financial advisers. Historically, these fee models have 
been largely driven by commissions paid by product 
manufacturers to the adviser, and were criticised for 
aligning the interests of the adviser with those of the 
manufacturer – rather than those of the client

Commissions, paid by product manufacturers, are 
typically paid via upfront payments as a proportion of 
the investment or as an ongoing trailing commission. In 
addition, volume-based bonuses paid by manufacturers 
to planners for placing product on their platform have 
incentivised advisers to look for financial benefits in using 
one platform over another, rather than any underlying 
benefit for the client. With the advent of FOFA, fee 
structures are being flipped on their head. Commissions 
on investment products have been banned from 2012, 
with the cost of advice now set to be borne by the client in 
the form of a fee – whether that be time-based, service-
based, retainer-based or based on a proportion of funds 
under advice.

The rationale for the existence of commissions and 
volume bonuses was that fee for service carries the 
potential for high cost burdens by small retail investors. 
According to the Australian Securities and Investments 
Commission (ASIC), the proportion of practices 
generating revenue via a fee-for-service model was only 
16% in 2009. Independent or nonaligned advisers were 
more likely to receive revenue fr fee-for-service advice 
than aligned planners. Significantly, affluent clients were 
also more likely to pay a fee than those in the low to mid-
wealth range.

As practices prepare to operate in an environment 
where commissions on new business are outlawed, many 
are grappling with the best way forward. All the practices 
interviewed for this paper had already moved, at least to 
some extent, a large portion of their clients to a fee-for-
service model.

The only barrier to full adoption of fee-for-service 
amongst many of the practices was the perceived difficulty 
in transitioning clients with whom the relationship is not 
necessarily suited to such a model. According to Mark 
Taylor of Stature Financial Planning, a practice which 
is licensed through Hillross Financial Services, “When 
you have a range of business like ours, the type of fee 
structure is largely attuned to the business needs. Our 
tax/accounting business is fee-for-service, while our 
mortgage business is based on commission fees.”

Legacy systems and trailing commission clients also 
impact substantially on the systems being adopted. 
Lance Milham, a principal at SRJ, part of the Guardian 
Advice network, says that sometimes, given the 
composition of a practice’s client base, advisers are 
hamstrung by the type of fee structure that can be 
realistically employed: “When you have, for example, 

a lot of corporate super clients, how relevant is the fee-
for-service structure? Such a service is highly reliant on 
the product manufacturer.”

Further, although as many clients as possible are being 
moved to a fee-for-service basis, there is a “substantial 
cost in changing legacy systems”.

Although it can be difficult to transition clients from 
one remuneration structure to another, the key is to 
analyse the underlying economics of the relationship. 
In the past, a combination of commissions and fees 
was viewed by many advisers as the optimal solution. 
However this structure is now only relevant if the 
commission is charged on risk products – or if the 
commission component is for legacy clients.

Liam Diggin of Mentor1, which is licensed through 
Garvan Financial Planning, said: “One has to look at 
the economics of your clients and the associated advice 
and product and capacity you have. For risk, there are 
no upfront fees, instead we are reliant on commissions. 
For retirement or super, there is an upfront fee, plus an 
associated ongoing fee. There are no commissions here.”

Most independent practices have already moved 
away from commissions, with a range of fee options 
being adopted that are not substantially different from 
those being adopted by the aligned advisers. According 
to one independent dealer group head, who asked to 
remain anonymous: “A significant proportion of fees are 
calculated on a funds under management (FUM) basis. 
Having said this, there is a definite tendency toward 
charging flat fees.” The decision whether to charge FUM 
or a flat fee is largely dependent on the level of asset.

The importance of platforms and product 
manufacturers in assisting advisers to transition to a fee-
based model can’t be underestimated. “FirstChoice made 
life easier, since their costs are much lower. The costs of 
the platform are extremely important to the transition 
to a fee-for-service model,” said Greg Cook of Eureka 
Financial Planning, a Financial Wisdom practice.

Cost is not, however, the only consideration. Implicit 
in the transition to a fee-for-service model is the need 
to unbundle services to ensure more tailored solutions. 
Advisers believe that platforms’ ability to deliver this will 
permit greater customisation, which the move to fee-for-
service entails.

In a media interview1, Sharesight director Andrew 
Bird stated that “[advisers] will become more agnostic 
about what systems they use. If they’re in the right 
relationship with the client they can pick and choose 
what systems and investments suit that relationship 
without regard to having to sit inside a vertical 
investment platform.”

Although product manufacturers will obviously look to a 
model that provides access to various investment products, 
advisers will need to ensure that these products provide 
the necessary flexibility required by the newer breed of 
sophisticated client that planners now see emerging.

The quote

“The costs of the 
platform are extremely 
important to the 
transition to a fee- 
for-service model.”
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Sophisticated, homogenised clients
The success of many practices, and their ability to imple-
ment many of their chosen fee structures, appears largely 
driven by an astute and pointed targeting of specific 
segments of the market.

The issue of segmenting the market, targeting a specific 
segment and positioning the offer to suit that audience, is 
a basic foundation of all marketing plans. Recently in an 
interview2, Tim Steele, director of AMP Horizons that 
highlighted the need for advisers to formally segment 
client bases: “I think financial planners have traditionally 
done that by default… but we are going to need to have 
a more structured way of doing it, a structured program 
where we have specific packaged offers appreciating the 
underlying costs to deliver that”.

Many of the interviews undertaken in researching 
this paper largely support this notion, with successful 
practices already heading down this path. For example, 
Mentor1 targets middle Australia, however, the practice 
identifies certain behavioural patterns within this 
market which are specifically targeted via the go-to-
market strategy: “We go after the time poor of middle 
Australia, or those lacking the knowledge to construct 
and implement an investment strategy”.

According to the US Journal of Financial Planning, 
“before you launch a marketing plan, you must first 
determine the kind of business you want, identify your 
strengths and describe your ideal client”. Further, 
amongst the range of criteria they provide in deciding 
who your ideal client is, on the list is ‘Are they easy 
to communicate with?’ For Mentor1, this point was 
definitely one which guided them in their decision 
to focus purely on middle Australia, a market that is 
substantial in size and accessible in nature.

Of course, there is more to it than just coming up with a 
target segment; successful practices have a clearly defined 
client value proposition (CVP) that provides reasons as 
to why a client should deal with their business, articulates 
the benefits and communicates these in a manner which 
is easy for them to understand. Establishing a CVP is no 
mean feat in a post-global financial crisis environment, 
where many clients are focusing almost exclusively on 
the utility of their financial relationships

According to Craig Banning; whose practice 
Navwealth is licensed through AMP Financial Planning 
and typically deals with high net worth individuals 
(HNWIs), the idea of finding a value proposition is 
increasingly difficult.

According to Banning; “Clients are much more 
sophisticated and complex now. We are no longer dealing 
with just your average mums and dads. Clients are 
much more questioning of advice.” Banning’s practice 
has developed a strong value proposition by combining 
financial planning and accounting services to create a 
“one stop shop”. This works particularly well, since many 
HNWIs are also small or medium sized enterprise (SME) 
owners. Venturing into the realm of SMEs, whereby the 

adviser is providing not only financial advice but also 
accounting and advice on business activities, from the 
safety of financial planning may seem a difficult transition.

However, in a world where income from commissions 
will evaporate and where financial advice based on 
investments is just one component of the advice offer, 
advising SMEs is a potentially lucrative segment for 
advisers to target and allows them to maintain control 
of the client, rather than cause them to seek multiple 
financial relationships.

Although all practices target various segments and 
some envisage changes in the sophistication of clients, 
there is consensus around the need to maintain a 
homogenised client base in future.

The advantages of a homogenised client base are 
clear: standardisation and systemisation is easier; better 
solutions due to familiarity of the target segment; 
simplification of the marketing strategy; and cheaper 
statements of advice due to precedent.

While some planners anticipate a move towards one-
stop shop type service offerings, others are witnessing a 
change in the type of advice that clients are after and are 
already adjusting their models to better tailor the advice 
to these evolving needs.

Many advisers see the challenging macroeconomic 
environment fundamentally reducing the appetite for 
complex investment strategies whilst simultaneously 
pointing to the rise of sophisticated retail investors.

“Some groups are much more conservative than usual. 
Although they are more sophisticated and knowledgeable 
about investments, they have become much more risk 
averse,” Taylor said. Further, he says “not only are we 
seeing more cash under management, but I think you will 
see a major shift toward more plain vanilla products”.

The shift towards more simple investment products will 
make for a more challenging environment for planners 
that have built their offer around complex investment 
strategies, as the value proposition will be less clear.

It is tempting to cite that the main advantage of a 
homogenised client base is cost. It’s true that it is easier 
to maintain low costs and stay competitive by achieving 
economies of scale; however this is by no means the 
only way.

Particularly for practices advising HNWIs, 
maintaining a relatively homogenised client base 
delivers major competitive advantages vis-à-vis larger 
competitors. Stature’s Taylor views the large private 
banks as his closest direct competitor but “due to our 
small size and intimacy with our clients, we can easily 
out manoeuvre the private banks”.

Peter Wilson of Strategic Wealth Management 
Solutions, licensed through Godfrey Pembroke, sees 
small financial planning practices as having a similar 
advantage: “We are seeing much more competition from 
private banks, but small financial planning practices will 
always possess the boutique advantage which the banks 
cannot provide”.

The quote

“We are no longer 
dealing with just your 

average mums and 
dads. Clients are much 

more questioning  
of advice.”

The quote

“Private banks 
provide the greatest 

competitive threat 
in the ultra-higher 

net worth area. But, 
they are much more 
product focused. So 

we view this as a 
growing market for 

independents.”
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The desire to out manoeuvre the large private banks 
is shared by the independents. The independent source 
interviewed for this white paper said he viewed the ultra-
high net worth (UHNW) segment as one that is ripe for 
picking: “[UHNWs] are a greatly underserviced sector of 
the market. Private banks provide the greatest competitive 
threat in this area. But, he are much more product focused. 
So we viewed this as a growing market for independents.”

Although boutique style firms are one logical response 
to carving out a niche in a highly competitive market, the 
cost, regulatory and turf war pressures have seen many 
firms take a different approach, transforming into larger 
entities whose service offerings push well beyond those 
of a traditional financial planning practice.

Professionalism, consolidation  
and turf wars
There are definite advantages to the boutique style of 
smaller financial planning practices, however there is 
also a growing sense of realisation among some advisers 
that smaller practices may not be able to survive in light 
of the FOFA reforms.

The licensee end of the financial planning industry 
has already reacted to this with a raft of mergers and 
acquisitions, emphasising the systemic pressure to attain 
scale rapidly.

Taylor expects consolidation to permeate at every 
level of the industry. “You will see consolidation at the 
manufacturers’ level, consolidation at the dealer group 
level and consolidation at the practice level,” he said. 
Indeed, much of the news coverage in the media has 
focused on the drive toward acquisitions that enhance 
vertical integration along the supply chain.

Acquisitions at the practice level are likely to be 
horizontal and involve mergers between financial 
planning firms and non-planning firms as well. We 
are likely to see more and more accounting functions 
being subsumed into financial planning firms, or vice 
versa. The client advisory landscape is much more fluid 
now, with a number of professions all laying claim to 
providing financial advice. Financial planners are no 
longer just facing competition from other planners; 
competitive pressures are emerging from accountants, 
business lawyers and stockbrokers as well.

From a collaborative point of view, the accounting and 
financial planning professions are highly complementary 
and such tie-ups may be beneficial to planners as trust is 
generally high between clients and accountant

Hunt, Brimble, and Freudenberg (2011) argue that 
in the client-professional relationship, trust is the most 
important element: “In professional relationships ‘trust’ 
is a critical element of relationship quality because 
of personal disclosure, and the client’s reliance on 
another person to achieve an outcome. Research on 
trust indicates that a trusting relationship is related to 
relationship quality.”

Some industry papers suggest that this is the most 

expedient way to strengthen the trust and reputation of 
the profession.

When speaking to CPA Australia, Jeremy Wardell, 
CEO of Countplus said: “Accountants have probably 
the greatest trust relationship with their clients of any 
professional group in a society; particularly in the 
financial area … they potentially have a moral obligation 
to provide their clients with other financial services 
advice and in particular financial planning”.

Many practices have successfully adapted to such 
a model.

Tim Munro of Change Accountants, licensed through 
Count Financial, says his practice offers a broad-based 
service where accounting and financial planning are 
combined. “We don’t just combine basic accounting 
such as BAS lodgement or basic product focused 
financial planning, but we look at all aspects of a client’s 
financial goals. The two professions help achieve this in 
a convenient fashion for clients,” he said.

The future: threats and opportunities
Many of the planners interviewed for this paper had well 
in excess of 10 years’ experience in the industry, plac-
ing them in a position where they are able to recognise 
possible threats and adapt their businesses to respond to 
these accordingly.

Compliance costs, in terms of time, weighed especially 
heavily on the minds of many practice principals. Taylor 
lucidly illustrates the time wasted in fulfilling compliance 
requirements: “You might have say, 250 clients for which 
you have a review annually. Let’s assume that equates to 
approximately 460 documents that need to be reviewed 
annually – that is 10 documents a week!”

The compliance burden has an acute impact on growth: 
“Compliance costs should not be underestimated; they 
stifle growth since you are employing perfectly good 
resources toward compliance and not client work,” he 
said. Banning was similarly concerned about the burden 
of compliance. “Compliance is becoming much harder, 
and FOFA will substantially increase the burden on 
practices,” he said. For him, this means “practices will 
need to start achieving scale via consolidation. That is 
the most economical way to do it”.

Cook was more sanguine about compliance burdens, 
asserting that it is not a real problem provided the 
practice’s systems are set up well from the beginning. 
However, he was worried about the impact of some of the 
FOFA reforms on compliance:

“Scaled advice may prove to be an issue.”
Amongst the independents, there is a level of 

“disquiet about the FOFA reforms. The Government is 
struggling with the process.” For the independent source 
interviewed by CoreData, this means there are “going 
to be glitches”. Further, the statutory fiduciary duty is 
perceived to be a bridge too far:

“How can one fulfil the statutory duty when product 
manufacturers only offer limited choice?”

The quote

“How can one 
fulfil the statutory 
duty when product 
manufacturers only 
offer limited choice?”



www.fsadvice.com.au
Volume 07  Number 01  |  2012

Practice management38

THE AUSTRALIAN JOURNAL OF FINANcIAL PLANNING•  FS Advice

In the past, successful practices have largely adopted 
fee structures that accommodate their clientele, have 
segmented and targeted markets they understand 
and have by and large understood the importance of 
consolidation, scale and competition.

Turning to the future, one continuing challenge is 
the need to project the image of professionalism in the 
industry. The drive toward professionalism will be borne 
partly out of legislative demands but also from a desire 
by industry bodies and planners themselves to move the 
industry forward. By introducing adviser best interests 
and frameworks to encourage adviser neutrality, the 
Government is forcing advisers to get on board. Going 
forward, the bar will be raised and successful practices 
will need to ensure their staff are skilled up for the 
transition.

Financial planners will need to develop a service that 
fulfils two requirements. Firstly, they need to provide 
a CVP that increases the emotional switching costs for 
clients and secondly, they need to offer sophisticated 
services which clients would not be able to replicate, to 
play into the hands of the growing cohort of sophisticated 
investors.

Evolution may be hard for some advisers, who may 
choose to ‘ship out’, rather than ‘shape up’, but those that 
go the distance will surely benefit from more engaged 
and loyal clients, greater profits and business growth.

conclusion
The FOFA reforms will have a dramatic impact on fi-
nancial planner businesses, from fee models through to 
the professionalism of the industry. Most practices inter-
viewed for this paper have transitioned to a fee-for-ser-
vice model, and built their fee models around the needs 
of the specific client segments they are targeting.

Practices targeting the middle class are typically 
adopting a fee structure based on upfront and ongoing 
fees, while those targeting HNWIs are more likely to 
adopt a percentage of funds under management approach 
as it is perceived to scale better with the level of advice.

Financial literacy and ever increasing levels of 
sophistication amongst clients is a phenomenon 
facing all planners and means advisers must deal with 
more sceptical and questioning clients, who expect 
professionalism along with sophistication.

To meet the evolving expectations of clients, successful 
practices have typically developed and articulated clear 
CVPs from which they can deliver tangible benefits 
to their clients. Value added advice for some practices 
is taking the form of a one-stop-shop, where financial 
planning is combined with accounting, business advice 
or consulting.

Competition in the sector has become more intense 
as accountants, stockbrokers and super funds seek 
to enter the planning industry and could necessitate 
consolidation amongst the smaller practices to keep 
costs low and margins wide, or partnership type models 
that leverage the best of both professions.

Even without these competitive pressures from other 
professions, consolidation and the desire to achieve scale 
may be a necessary outcome of FOFA and as many 
experienced advisers exit the industry over the next few 
years, the loss of skills and experience will likely force 
many practices to merge or acquire to survive. fs

The content for this white paper was formed through primary research. 

Telephone interviews were carried out with many of the financial planning 

industry’s leading practice principals, both aligned and independent.

Background information was also sourced from secondary data via the 

media and Government reports.
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