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T
he Financial services industry continues to 
undergo significant change. With the Australian 
economy now in a recession, many clients are 
looking for advice and reassurance. However, 
as the number of financial advisers continues 
to dwindle and a substantial number predicted 
to leave the industry in the coming years, many 

people are left without the support and advice they need.
In addition to this challenge, we also are starting to see a growing 

number of financial advice clients being reclassified from the retail to 
sophisticated investor category, even though they may not have the 
financial literacy or capability required for that classification. This, in 
turn, can lead to repercussions for both advisers and the accountants.

Given these challenges, we are expecting to see an increase in the 
number requests for changes to wholesale or sophisticated investor 
classification to come across advisers’ desks. 

This paper discusses the above issue in light of the current finan-
cial advice industry landscape to help advisers facing such requests.

What has changed in the financial advice 
landscape?
There is no doubt that the Royal Commission into Misconduct in 

the Banking, Superannuation and Financial Services Industry un-
covered many issues within Australia’s financial services industry—
especially around the provision of financial advice—and provided 
many recommendations to improve and strengthen the sector, in-
cluding an increase to the educational standards for advisers.

However, one of the side effects of the changes to the industry is 
that we are now seeing a significant number of financial advisers— 
especially older and experienced ones—leave during a period where 
demand for financial advice is high. 

There are multiple reasons why advisers are leaving the industry, 
such as major banks closing or downsizing their advice divisions, the 
introduction of the Financial Adviser Standards and Ethics Author-
ity standards, retirement and career changes. Further, the crux of 
the matter is that many clients are now left without their long-term 
known and trusted adviser.

The impact of fewer advisers in the industry
This reduction in adviser numbers is expected to be significant. 
Moreover, as many large financial institutions such as the major 
banks and insurers continue to re-evaluate the merits of being in the 
advice business— which for a majority is a non-core area—as well as 
weigh up the pros and cons of providing a service that has received 
significant amounts of negative publicity over the past several years, 
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The quote

One of the most 
important differences 
to note is that a 
client classified as a 
sophisticated investor 
forfeits certain legal 
protections and 
rights held by retail 
investors.

we can expect this decline in adviser numbers to acceler-
ate further as these major institutions downsize or sell off 
their advice businesses.

Thus, advisers and accountants must understand how 
this decline in the number of financial advisers in Aus-
tralia may impact clients who are receiving or looking to 
obtain financial advice.

What does this have to do with 
Wholesale or Sophisticated Investor 
Certificates?
While many large institutions are leaving the advice in-
dustry now as the operational costs and risks exceed the 
benefits, those that remain are advocating for greater ef-
ficiency and looking to the ‘higher end of town’. As a re-
sult, we are now seeing a first-hand push from the banks 
to corral their clients onto a Wholesale or Sophisticated 
Investor Certificate. However, these clients may not pos-
sess the financial literacy levels for such a classification.

One of the possible reasons for this is that generally, 
clients classified as retail have greater protections than 
those of wholesale or sophisticated investors. Advisers 
also have greater accountability and additional obliga-
tions because retail investors (such as mums and dads) 
are assumed to be less financially literate.

Sophisticated investors, however, have fewer of these 
protections, and their advisers are exempt from provid-
ing regulated disclosure documents and statements of 
advice. They also tend to have access to more advanced 
and often higher-risk financial products. 

However, one of the most important differences to 
note is that a client classified as a sophisticated investor 
forfeits certain legal protections and rights held by retail 
investors. But, what are the criteria for classification as a 
sophisticated investor?

Under the Corporations Regulations 2001, to be classi-
fied as a wholesale or sophisticated investor, a client must 
either have $250,000 in annual income or $2.5 million 
of net assets. While this is a steep sum, the number of 
people today with annual incomes or net assets greater 
than these amounts has increased greatly1. 

This means that significantly more people can be 
classified as wholesale or sophisticated investors, even 
if they may not have the financial literacy or capability. 
This misclassification can put clients at significant risk, 
especially if they do not know or understand what these 
classifications and their differences mean.

Offering clients a second opinion
To meet the criteria of a wholesale or sophisticated inves-
tor requires a Wholesale or Sophisticated Investor Cer-
tificate to be reviewed, approved and signed off by the 
client’s accountant.

For clients requesting or already under a Wholesale or 
Sophisticated Investor Certificate, advisers and account-
ants are encouraged to review not only their financials 
to ensure they qualify, but also to assess their financial 

literacy and determine whether they believe the client is 
truly sophisticated and has the appropriate knowledge in 
the arena of investing to be classified as such.

When faced with these requests, one of the first ques-
tions advisers or accountants should be asking is, “Are 
they just being signed off as a wholesale or sophisticated in-
vestor for the client’s benefit or is it for the advice business or 
provider’s benefit?”

As clients reclassified from retail to wholesale or so-
phisticated investors are effectively signing away their 
rights to disclosure obligations (risk warnings), as well 
as their rights to any recourse (should something go 
wrong), their accountants or advisers must check in with 
clients to ensure they understand the decision they are 
making and when it doubt, encourage them to seek a sec-
ond opinion. fs
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1. Kehoe, J & and Vickovich, A, ‘Misclassifying sophisticated investors 
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