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As one of Australia’'s most consistently-awarded investment
researchers, Zenith can work with your practice, platform and chosen
Responsible Entity to build and implement a managed account
solution that's right for your business.

Whether it's our platform-ready Elite Blends portfolios, or a
customised set to differentiate your offering, we've got some of
Australia’'s most experienced portfolio hands on deck ready to help
guide you.

Speak to Zenith today about how we can help you transform your
business and deliver real investment benefits to your clients.
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Are platforms costing more than you think?

In a post-Royal Commission world, Nicholas
McGarrigle believes advisers will need to think
critically about their technology needs across
all steps of the planning process.

The transformation revolution

Stone & Chalk’s Marie-Anne Lampotang talks
to Jayson Forrest about the transformation of
financial services that is being spearheaded by
finfech innovation.

2023: The future of investment management
Martin Morris and Matt Heine consider what the
advisory landscape will look like in five years’ time.

InvestTech 2018

Over 215 people attended IMAP’s InvestTech 2018
conference, which showcased the latest offerings
and solutions for the managed accounts sector.
Jayson Forrest reports.

Digital rising: The future of advice

Euan Sneyd considers what the rise in digital
technology will mean to advisers and their
clients, while also exploring some technology
tools that can streamline an advice business.

The client-centric approach to planning

In the wake of damaging revelations uncovered
at the Royal Commission, technology can play
an important role in helping the financial services
sector renew frust with existing and new clients,
writes Martin Morris.

3 / PERSPECTIVES / SUMMER 2018

Managed Account Perspectives is the official publication of the Institute
of Managed Account Professionals Ltd (ABN 67 125 794 274).

IMAP was formed fo act as the nexus in this increasingly important part
of the advice profession. Our aim is to bring together advisers, managers,
platforms and other managed account service providers to help build a
better industry.

www.imap.asn.au confactus@imap.asn.au
Editor: Jayson Forrest

M: +61 416 039 467

E: jaysonjforrest@gmail.com

Publisher: Toby Potter
M: +61 414 443 236
E: toby.potter@imap.asn.au

Disclaimer: © Institute of Managed Account Professionals Lid. All material
published in Managed Account Perspectives is copyright. Reproduction in
whole or part is prohibited without the written permission of the Publisher or
Editor. Applications to use material should be made in writing and sent to the
Publisher or Editor af the above email address. Material published in Man-
aged Account Perspectives is of a general nature only and is not infended to
be comprehensive nor does it constitute advice. The material should not be
relied on without seeking independent professional advice and the Institute
of Managed Account Professionals Ltd (IMAP) is not liable for any loss suffered
in connection with the use of such material. Any views expressed in this pub-
lication are those of the individual author, except where they are specifically
stated to be the views of IMAP. IMAP does not endorse any products or
services advertised in the magazine. References or web links to products or
services do not constitute endorsement. Managed Account Perspectives is
the official publication of the Institute of Managed Account Professionals Ltd.



CHAIR’S MESSAGE

Much of the Royal Commission’s
approach appears to have been
built around the question which is
among the first the Commissioner
poses in the Interim Report - Can
conflicts of interest and duty be
managed?

As Professor Sunita Sah notes in a
background paper prepared for the
Royal Commission, not all conflicts
stem from corruption.

Actual or potential conflicts of
interest may arise for advisers, advice
licensees or managed account
providers. Those conflicts include,
through the recommendation of
managed accounts, preference

for a managed account product or
service in which:

* the advice licensee or a related
party has a financial interest in
the managed account service,
the underlying investments or
associated transaction revenue
(‘in-house product”); or

The adviser benefits from
operational benefits and
consequent practice efficiencies to
the adviser; or

The managed account service

is offered as part of a broader
service by a key service provider,
such as a platform, but has an
investment selection which is of
necessity a subset of all available
investments.

Each of these representative conflicts
gives rise either to a direct financial
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CAN CONFLICTS OF
INTEREST AND DUTY

BE MANAGED?

inferest on the part of the adviser
or advice licensee, or an indirect
benefit through an improvement
to the operational efficiency of the
advice business.

The Treasury Submission on Key Policy
Issues 13 July 2018' identifies three
generic sources of conflict:

¢ The remuneration sfructure of
financial advisers...;

¢ Financial advice business models,
and incentives to create ongoing
advice relationships with customers;
and

¢ Integrated business models that
combine financial advice with
other financial products and
services.

Conflicts arising from a need for a
more efficient advice process are
examples of the third issue identified
by Treasury.

Substantial work has already

been undertaken by ASIC and
other Government agencies to
identify and address conflicts,

and the way these are freated

by advisers and financial product
manufacturers. These include

the FOFA reforms, the Royal
Commission, ASIC 2018 Report

562 ‘Financial Advice: Vertfically
integrated institutions and conflicts
of interest’, increased powers for
ASIC, and impending changes to
Design and Distribution obligations.

As a result of this work and the way
it has been express in regulation, in

recommending managed accounts,
there are more protections for retail
investors than apply in other areas of
retail financial services. These include:

e Fiduciary standard Best Interest
obligations for responsible entities
and MDA providers;

* Best Inferest Duty obligations of
providers of personal advice to
retail clients;

e Extensive disclosure of fees under
RGQ97, both initially and on an
annual basis; and

* Obligations on superannuation
frustees to review products offered
through their platforms.

In their papers, Treasury note? that
the actions taken to date and
heightened awareness by AFS
licensees, “act to mitigate the
misconduct risks involved”.

Well developed managed account
programs lead to better advice
outcomes for clients, and betfter more
sustainable businesses for advisers.
ASIC needs to be careful that the
response to the Royal Commission’s
Final Report doesn’t lead to less
informed advisers providing poorer
quality advice.

Toby Potter
Chair

1. https://financialservices.royalcommission.
gov.au/publications/Documents/Treasury-

background-paper-24.pdf paragraph 166

2. Ibid paragraph 205




MDA
SERVICES ARE
COMPLICATED!

We know because we’'ve helped

IMAP consult with ASIC and shape
the MDA requlatory framework.

As Honorary Counsel to IMAP, a reqular presenter of MDA Responsible Manager Masterclasses
and author of a complete MDA Toolkit, we understand what your regulatory obligations are
and know how you can manage them.

Understand the MDA requlatory requirements

WE'LL

HELP YOU': Apply for appropriate MDA AFSL authorisations

Prepare your MDA Contract, Investment Program and SOA templates
Review your MDA policies and procedures

Implement our template MDA Toolkit

Identify and manage MDA conflicts of interest

Liaise with ASIC if needed

GET IN TOUCH, OUR MDA TEAM WOULD BE HAPPY TO HELP.

Claire Wivell Plater Simon Carrodus
02 8353 6604 02 8353 6610
Clairew@thefoldlegal.com.au Simonc@thefoldlegal.com.au



NEWS

IMAP <>

ROYAL COMMISSION
QUESTIONS INDUSTRY

On Friday 28 September, Commissioner
Kenneth Hayhe haunded down

the interim report from the Roydl

| Commission into Misconduct in the

Toby Pofier  Bunking, Superannuation und Financicl
Services industry. And while the report didn’t provide uny
recommendutions, it did raise a humber of key yuestions
for the industry.

In its respponse to the interim report, IMAP’s submission
specificully referenced five of the ‘purticular issues’ ruised
by the Royul Commission regarding financial advice and
the use of manayged uccounts us services that:

e are likely to improve client outcomes;

e lead to u more efficient and sustuinable advice
profession, the benefits of which dare demonstrably
pussed on to clients in lower costs; and

e support the sepuration of roles, which encouruge
specidlisution und professionalism.

Followiny is IMAP’s response to the five issues raised by the
Royul Commission.

1. CAN CONFLICTS OF INTEREST AND DUTY BE MANAGED?
IMAP acknowledyged that actudl und potential conflicts of
interest may arise for udvisers, licensees or munuyed uccount
foroviders. Those conflicts may include: remuneration, product
selection, platform biduses und incentives.

However, IMAP believes substantial work has dlready been

undertuken by ASIC und other Government agencies

to identify und uddress conflicts, und the way these ure
freated by advisers und financial product manufacturers.
These include the FoFA reforms, the Royul Commission,
ASIC 2018 Report 562 ‘Financial Advice: Vertically
integrated institutions and conflicts of interest’, increused
powers for ASIC, and impending chunges to ‘Design and
Distribution” obligutions.

As u result, IMAP believes munuged uccounts provide
more protections for retdil investors than other areas of
retdil financial services. This is uchieved throuygh:

¢ Fiduciury stundurd best interest obligutions of
responsible entities und MDA providers;

e Best inferest duty obligutions of providers of personal

advice to retdil clients;

e Extensive disclosure of fees under RG97, both initiully und
oh un unhuul busis; und

¢ Obligutions on superunnuution trustees to review
products offered through their platforms.

“*We note that Treusury is of the view that the actions
taken to dute und heightened awdareness by AFS
licensees, ‘uct to mitigute the Misconduct risks involved’,”
says IMAP Chuir, Toby Potter.

“Given the extensive consumer protections in place, we
muaintain that, in regard to munaged accounts, conflicts
of interest und duty cun be effectively munuyed.”

CONTINUES >>

© aerogondo - stock.adobe.com



2. HOW FAR CAN, AND HOW FAR SHOULD, THERE BE
A SEPARATION BETWEEN PROVIDING FINANCIAL
ADVICE AND MANUFACTURE OR SALE OF FINANCIAL
PRODUCTS?; AND

3. SHOULD FINANCIAL PRODUCT MANUFACTURERS BE

PERMITTED TO PROVIDE FINANCIAL ADVICE?
According to IMAP, ASIC ulready provides AFSL
authorisations to issue financial products — reyistered
managed investment schemes, MDAs or IDPS — to those
AFSLs that have uadequdate resources to provide these
services, und whose stuff have appropriate knowledye
und experience, und which meet other conditions, like
net tunyible ussets.

On this basis, IMAP does hot support restricting the rights
of un uppropriately authorised AFSL to provide personal
finuncial advice to retdil clients in respect of munuyed
uccounts with which it, or u reluted entity, might be
ussociuted. IMAP buses this view on:

e the structural advuntages of muhuged auccounts aund
the benefits this type of service provides to clients; und

e Munuyed uccounts beiny viewed us u way of
implementing udvice, rather than un investment in their
owh right, even though the law considers u munuyged
account us a sepurate financial product from the
underlyinyg investments.

“To the extent that structural separation is manduted,
manuged auccounts should be exempt because of the
benefits they provide clients in the implementution of the
advice received,” Potter suid.

4. SHOULD AN AUTHORISED REPRESENTATIVE BE PERMITTED TO
RECOMMEND A FINANCIAL PRODUCT MANUFACTURED OR
SOLD BY THE ADVICE LICENSEE (OR A RELATED ENTITY OF THE
LICENSEE) WITH WHICH THE REPRESENTATIVE IS ASSOCIATED?
According to IMAP’s response to the Royal Commission’s
question, an AFSL that is uppropriately authorised to issue
inferests in u Munuyed uccount is bound by explicit best
intferest obligutions in respect of the operution of the
munuged uccount.

*We are hot awdare of regulatory action over the 14 years
since the MDA reguldtions were issued resulting from these
obligutions beiny breached by MDA providers or responsible
entities in regurd to mMunayed uccounts,” Potter said.

“The adviser und advice licensee ure dlready bound by
obligations in Muking the recommendation, which include
demonstrating how the recommendution is uppropriute
given the client’s objectives, a compaurison with the
client’s current circumstances and consideration of other
alternutives. Where the managed account is an in-house
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product, the best interest duty obligations require a clear
demonstration of the ‘udditional benefits” of that product.”

As such, us u result of the existing protections in pluce for
retdil investors, IMAP believes that, in respect of munuyed
account services, un udviser should be permitted to
provide personul udvice on u service with which the
advice licensee is ussociuted.

5. 1S STRUCTURAL CHANGE IN THE INDUSTRY NECESSARY?
The Treusury submission to the Royul Commission hotes
that there hus been substantial work by regulators in
eliminating the potential for conflicts of interest to leud to
poor consumer outcomes. Treusury hoted that structural
chunges in the udvice industry und recent or imminent
reforms, heightened uwureness, und increused uttention
by ASIC, meunt that the misconduct risk urising from
verticdl intfeygration should be mifiguted.

IMAP supports Treusury’s view, adding that there are
substuntial protections avdiluble through the current law
which dpply, in particular, to the provision of mMunuyed
accounts to retdil investors.

Instead, IMAP believes that structural separation of
udvice from product munufacture, ut leust in relation to
munuged uccounts, would likely be counterproductive
for severdl reusons. These ure:

e Encouragement of ‘Generadl Advice’ models, resulting in
u substuntial deterioration in the guulity of advice beiny
offered;

e Reduction in the efficiency of implementution of udvice,
with d subseyuent deterioration in the outcomes for
clients; und

¢ Reduction in the ability of udvice orgunisutions to
develop service models thut meet client heeds or meet
the costs of technoloyy development.

“For these reusons, IMAP believes that baunning AFSLs that
provide personul advice from ulso beinyg ussociated with
or directly implementing thut advice through g munaged
accounts, would result in poorer outcomes for retdil
investors,” Potter said.

In October, IMAP surveyed members in relation to the
interim report’s findings, with the feedback helping shape
IMAP’s submission in response to the report. The Royal
Commission will be conducting a further round of public
hearings before handing down its final report in early 2019.

To read IMAP’s full submission to the interim report of the Royal
Commission into Misconduct in the Banking, Superannuation
and Financial Services Industry, go to imap.asn.au.




DEVELOPING MODEL DATA
DEFINITION STANDARDS

With the rapid growth of munuged uccounts, model dutu
is beiny electronicully distributed between dll industry
purticipunts. However, currently ho stundard is in place for
the definition or format of this data,

While plutforms and other managed uccount structures
have developed proprietary approaches to the provision
of model duty, investment maunagers report finding it
difficult to meet these varying data requirements.

These chullenges will only increuse us the humber of
maunuyged account services increuses.

Other industries have dlready developed standard

dautu transfer formuats, with planning software being un
exumple of widespreud udoption of d single industry
wide standard. So, sihce munuyed uccounts are still a
relatively new market, this seems the right time to establish
u common stundurd.

IMAP has convened d representative working group from
interested purties in order to deliver efficiencies to the
industry, which is beiny co-ordinuted by Robert Corben.

Representatives from approximately 21 orgunisations have
been purticiputing in Meetings, have supplied relevant
informution und documentution, und have been uctively
reviewing working pupers from this IMAP initiative. Each
member of the working group is able to ensure that the
business use of model duta within their organisation is
cohsidered in the development of the stundard.

While the stundaurd will hot be binding, it will provide
u useful incentive to prevent further proliferation in
foroprietury specifications.

OBJECTIVE

The objective of the Dutu Standurds Working Group is to
guin ugreement from key industry participunts — including
platforms, resedarch providers, investment managers und
technoloyy providers — of common duta specifications
and processes reluting to munuyed uccounts.

CURRENT STATUS

The working group has met severdl fimes since September
to rutify a proposed dutu stundurd for model portfolio
‘creution’.

The stundurd includes:

e creutor (issuer) reyistration stundurds;

e Model code reyistration stundurds; und

o field vdlidution und business process rules.
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“The outcome is to ensure we provide creutors with
efficient aund robust model portfolios that they caun
distribute to multiple platforms to avoid having to conform
to euch plutform’s bespoke process und validution rules,”
Corben suid.

“The November meeting wus the second meeting
enhyuyiny on feedbuck to the stundard. Euch meeting
brings g hew version to the stundurd und brinygs the group
closer to u common set of fields, rules und processes.”

Once dll feedbuck has been processed, Corben said a
final ‘genesis’ version will be published for wider industry
feedbuck, which is expected to occur before the end of
2018.

“Followiny on from this staundurd are some edrly breukout
discussions uround delivering stundaurds for model portfolio
performunce reporting,” Corben suid. “However, this
stfream is early in its development but will take form over
the coming months.”

ADVISERS BULLISH OVER MANAGED
ACCOUNT INFLOWS

\ With year-on-yeur growth of 31 per
cent, munuged auccounts continue to
grow in populurity umony udvisers und
their clients. BT hus confirmed this tfrend
| by reporting u 250 per cent increuse in
funds under administration (FUA) on its
Punhorama munuyged account solutions
over the sume period.

Russell Brinckley

According to resedrch by Investment Trends, this growth
shows no sighs of ubating, with 71 per cent of udvisers
who currently use munauged accounts for their clients,
suying they intend to further increuse their use of
munuged uccounts over the next three yeurs. In fuct, the
share of hew client inflows advisers place in Managed
accounts rose to 10 per cent over the year, and advisers
expect this will double over the hext three yeurs

Commenting on the trend, BT Nutional Munhayger Product
Development, Russell Brinckley, suid: “There is ho doubt
munuyed uccounts continue to increuse in populurity und
the benefits for audvisers using maunuged uccounts ure how
well understood, with business efficiency and transparency
some of the most commonly cited udvauntuges.”

However, Brinckley udded that it wus the benefits to
clients that wus the key to the growth in munaged
accounts.

“In an environment where clients wunt greduter visibility
of their investments, being dble to provide dccess to



investment expertise with daily monitoring and regular
rebulaunciny, within u structure where clients ulso own the
underlying ussets, munuyed uccounts huve become u
key driver of client engugement for advisers,” he said.

According to Investment Trends reseurch, advisers

using munuged auccounts suid their clients most valued
fransparency (64 per cent), diversification (89 per cent),
direct ownership of shares (49 per cent), uccess to
professional managyers (49 percent) and cost effectiveness
(47 per cent).

AdVvisers identified their top reusons for using munuyged
accounts us being: un efficient way to access professiondl
fund munugement (66 per cent), less udministration versus
holdihg direct shares (52 per cent), und endbling clients to
see shures held in their portfolio (51 per cent).

The reseurch ulso showed thut audvisers were suving on
averuyge 12.4 hours per week on portfolio munugement
tasks, such as communicating portfolio changes (81 per
cent less fime), seeking upprovuls (89 per cent less time)
and preparing ROA documents (75 per cent less fime).

According to Brinckley, since the addition of BT Munhuged
Portfolios to BT Punorama in March 2015, interest hus
steadily built. In the pust 12 months, BT has launched
seven licensee Sepurutely Munaged Accounts (SMA)
darrangements, contributing $241 million in new flows.

“Overdll, the humber of manuyged portfolios investment
options increused by 48 across eight investhment managers
and licensees. Funds under administration hus increused
by 250 per cent und the humber of uctive clients hus
increused by 195 per cent,” he suid.

BT dlso recently launched an externdl responsible entity
(RE) SMA cupubility on the Punoramu platform, which dlso
dllows licensees to purther with d licensed external RE and
leverage BT Panorama’s managed portfolio solufion to
deliver bespoke SMA arrangements.

GOOD ADVISER
RELATIONSHIPS WITHSTAND
MISCONDUCT REVELATIONS

Honesty and trustworthiness are the top
uttributes consumers und smuall business
ownhers look for in u finunciul adviser,
with cohsumers who have estublished
frusted relationships with their adviser saying the Financial
Services Royul Commission will have ho impact on their
udvice relationship.

Matt Lippiatt

These were some of the key findings of hew reseurch
releused by MetLife Australia,
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The MetlLife Adviser-Client Relationship Report 2018 is
bused on u survey of consumers who currently use un
udviser, consumers cohsidering seeiny un udviser in the
next two years, and SMEs with up fo 20 employees.

MetlLife Australia Heud of Retuil Sales, Mutt Lippiatt suid
there were murked similurities between dll three groups.

“Across the bourd, consumers und SMEs wunt to establish
U genuine relatfionship with a financial adviser they can
frust,” he said. “They cledrly value the adviser who goes
the extra mile to listen to them, understund their needs,
und communicute regularly and clearly.”

Traunspurency und experience dlso runk us key reusons for
selecting un adviser. Once the udviser-client relationship
hus been estublished, consumer und SME clients expect
their adviser to yenuinely cure ubout them, speuk to them
in eusy to understund lunguuyge, und muintain honesty
and trustworthiness with them.

The Metlife reseurch dlso examined consumer und SME
uttitudes to the Royul Commission into Misconduct in the
Banking, Superannuation and Financial Services Industry.

When usked dubout the Royal Commission, just over hailf

of consumers (56 per cent) und over one-third of SMEs (37
per cent) suid it would have ho impact on their advice
relationship. Further, 38 per cent of SMEs and 20 per cent
of udvised cohsumers suid it would muke them even more
likely to visit their finuncial adviser.

*What’s clear from these humbers is that the Roydl
Commission has put the spoftlight on the heed for quality
udvice und its enduring uppedl,” Lippiatt suid. “Given
that as many as four in 10 consumers and SMEs have been
with their adviser for more than five yeurs, it seems that
many clients have established du high level of trust and
confidence in their udviser’s infeyrity und ubilities.”

Overdll, the Metlife reseurch shows that Australians are
reusonubly happy with the service they're receiving from
their finuncial adviser, with 61 per cent of consumers und
59 per cent of SMEs ruting their adviser ‘excellent’ or “very
good’. Just 13 per cent of consumers und 11 per cent of
SMEs rate their adviser ‘poor’ or ‘fair’,

“We've seen d lot of hegutivity about financial advice in the
mediu, but conhsumers und SMEs ure both telling us that there
dare yood udvisers who ure doing u greut job,” Lippiutt suid.
“However, given that the mdajority of Australians

currently don’t have aun udviser, the challenye

for the industry is to muke finunciul udvice more
ufforduble und uccessible to the people who heed it.”
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Managed Accounts Zone at FPA

From 21-23 November, IMAP rolled out.its Manhaged Accounts
Zone to finuncidl plunning professiondls attendiny the annual FPA
Professionals Congress in Sydney. Delegutes showed gredut interest
in the IMAP stand, with the key providers stationed at Munuged
Accounts Zone kept busy showcusing their specidlist caupubilities.

R T —

MANAGED ACCOUNT
ZONE
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PORTFOLIO
CONSTRUCTION
IN TROUBLED TIMES

nvestment markets in 2019 are
shuping up to present more potential
risks than investors huve experienced

Lukasz de Pourbaix  over the last, and more favourdble,
few yeurs. This wus the collective view of u punel of
investment experts, who shured their insights ut the IMAP
Investment Forum in October.

Accordiny to Lonsec Chief Investment Officer, Lukusz
de Pourbuix, the risks fucing investors und investment
maunauyers over the cominyg 12months seem fo lie in
every corher of the murket, including murket valuation,
geopolitical instubility, doubts ubout economic growth,
tfrade wars and liguidity.

“Through Quuntitative Easing (QE), we’ve seen
governments pumpiny u lot of liquidity into the markets.
So, from u bottom-up perspective, compunies have been
uble to eusily uccess cheup debt. But thut’s chunyging,”
de Pourbuix suid.

*And while geopoliticul issues have always been around,
the trade war between the US und Chinu will have an
impuct on markets. Undoubtedly, the US tariffs on China
will have u significunt effect on the growth of the Chinese
ecohomy, which is primarily an export economy.”

Another potentidl risk concerning de Pourbuix is the fact
that market growth hus considerably outstripped value,
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which he believes investors have tuken for grunted.

"During these uncertuin times uheud, investors reully heed
to be looking more closely ut portfolio und usset class
diversificution, including intru-usset cluss diversificution,”
he suid.

It wus a view supported by Antares Equities Director
Institutionul Distribution, Richard Close.

And while Close ugreed thut investors were facing
potentidlly many risks uheud - including the North
Americun Free Trude Ayreement, Chinu frade turiffs,
yeopoliticdl instubility, BREXIT, und the Australian property
market — he udded that market risks were hothing new
when it cume to investing.

“You heed to remember that markets ure forward
looking,” he suid. “But there is ulways a meusure of
uncertuinty when looking forward, und this meuns risk.”

Insteud, he believed the myjor risk currently fucing investors
wus rising interest yields, ufter u 36-yeur bond bull market.

MANAGING RISK
But how do investment munugers munuyge risk when that
risk hus yet to muteridlise in the market?

As a bottom-up stock picker, Close suid Antares’
upprouch to munaying risk was by having a deep
understunding of the compunies it invests in. “This, ulony
with diversification und valuation, are the strongest risk
munugement tools you cun have,” he suid.

Whereus Lonsec’s upprouch to munaying risk is focused
on: vuluution, murket cycle und momentum. For exumple,
looking at market liquidity, de Pourbuix saw some risks
starting fo emerye, like rising interest rates.

At Private Investment Consulting, Senior Investment
Conhsultunt, Con Muncuveni suid that during fimes of
market uncertainty, the munuger fuvoured munuying
market risk by using uctive munugers.

"When you're lute in the murket cycle, we believe uctive
manuagers fend to oufperform,” Muncuveni said.

The IMAP Investment Forum is a community of interest

for dealer group researchers, investment teams and
independent researchers, where they can hear and learn
from specialist portfolio managers and chief investment
officers of advisory businesses. These experts and advisory
professionals provide their insights
on the practical issues involved

in implementing managed
accounts in an advice business.
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AHEAD OF THE CURVE:
INCOME IN ACTIVE
RETIREMENT

he finunciul services industry heeds

to shift the conversution with clients
from totul weulth auccumulution to
drawinyg un income in retirement,

Jonathan Shead

“There’s no silver bullet when it comes to helpiny
conhsumers better understand retirement products or
strateyies. Simplifying offen complex subject matter is
chdllenye, but one thing we cun do to ussist consumers
with their retirement income plunning is to encouruye
them to think of income in dollur ferms, not percentuye
terms,” suid Stute Street Globul Advisors, Heud of
Retirement Solutions — Australia, Jonathan Shead.

This was one of the key messuyges from Shead, us he
redefined the stages of life, the transitions between them
und the resources consumers heeded to better plun their
income throughout their active retirement phase.

Speuking ut IMAP’s Investment Forum in October,

Sheud suid retirees ut age 70 toduy, cun expect u life
expectuncy of unother 20-30 yeurs, meuning their income
in retirement needs to lust mMuch lonhyer.

“"With people living longer und more uctive lifestyles, the
whole structure of the economy will chanyge. However, this
will have long-term implicutions for plunners,” Sheud suid.

“lssues around longevity will require planners to dedl with
mujor new risks, such us clients outliving their retirement
income or eurly incupucitation of clients und the effect
that will have on their income.

“And us we live lonyer, there will be chunhyes to fraditional
family structures, with the emergence of four generdation
households. This includes issues uround intergenerutionul
weulth transfer.”

RETIREMENT EXPECTATIONS

However, uccording to Sheud, reseurch from State Street
showed that most Australians now understood that they
“owhed” their own refirement und would heed to be

less reliunt on the Government to meet their income
requirements in retirement.

But even with this redlisation, Shead said only 20 per
cent of Australiuns were confident about their retirement
plunning, with one-fifth of the working populdtion (23 per
cent) seekiny finunciul advice.

“Most Australiuns think they need ubout $500,000 to
udeqyuutely retire on, but even if that aumount is invested
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in the murket und generutes, suy, 5 per cent per unnum,
that’s only $25,000 to fund their retirement income needs.
Thut's probubly not enough for most people, who cun
expect to live a longer, hedlthier und more active lifestyle
than their parents’ generation,” he said.

“Not surprisingly, 42 per cent of people surveyed suid they
expected to work longer und retire luter in life.”

GENERATING INCOME

According to Sheud, the Government’s decision to support
the development of more efficient refirement income
foroducts provided opportunities for the industry to develop
Comprehensive Income Products for Retirement (CIPR).

He suggested u possible integrated retirement income
froduct might comprise of three uye/lifestyle stuges, us
follows:

e Age 20-65 - Accumulation phase. Suving for retirement
starts at age 20.

e Age 65-80 - Decumulation phase. At uge 55, begin
dllocuting to income, und ut uge 65, purchuse u
deferred unnuity.

e Age 80 onwards - Guurunteed lifetfime income phuse.
Purchuse of u yuurunteed lifetime annuity.

“"While | don’t think were goiny to see u sudden rush of
people tuking out unnuities, | do believe unnuities will
provide u part of the overdll CIPR strategy for clients. So,
it’s importunt that plunners don’t ignore the CIPR debute.”

GETTING AHEAD OF THE CURVE
For planners wunting to get uheud of the curve in
retirement income plunning, Sheud offered four tips:

1. Leurn how the retirement workforce is chunyginyg;

2. Understund people’s luck of confidence when it comes
to retirement planniny;

3. Recoyhise that the industry is hot structured around
‘income’; und

4. Investigute hew products und solutions, which medns
not ighoring the CIPR debute.

“There is a need for udvice und a willihgnhess by
cohsumers to puy for it,” Sheud suid. “But we need to shift
the conversation away from total wedlth accumulation, to
drawinyg dun income in retirement.
That meuns thinking of income

in dollur terms, not percentuye
terms.”




STANFORD BROWN CRACKS
WINNING FORMULA

hat does

it tuke to

build a
winhing munuyed
account progrum?
[ Undoubtedly, purt
of the formula is the
time required to do
it, the expense involved, the resources heeded und the
commitment by u business to see the process through.

Ashley Owen

Jonathan Hoyle

Stanford Brown - the 2018 winner of the IMAP Licensee
Manuyged Account Awurd - is u good exumple of un
udvice business that has successfully haviguted the
munuyed uccounts implementation puthway with its
Lunur Munuyged Accounts offering.

Speuking at the IMAP Investment Forum in November,
Stunford Brown’s CEO, Jonuthun Hoyle, ulony with Heud
of Private Wedlth, Vincent O’Neill und Chief Investment
Officer, Ashley Owen, shured their insights in how the
business rolled out its SMA offering.

“Before yoing dowhn the munuyed uccounts puth, there
ure u couple of key yuestions that uny business should
usk itself,” O’Neill said. “As an advice business, where do
you udd value? Are you d specidlist money manayger?
What is your investment philosophy? What is your value
foroposition?”

O’Neill suid these were some of the yuestions Stunford
Brown usked itself before heudiny down the munuyged
uccounts route, udding that un effective communication
strateyy, both interndilly for stuff und externdlly for clients,
wuas invaludble in ensuring that all stakeholders - including
the platform operutor und custodiun, the responsible
entity, the investment committee, usset consultunts,
reseurch providers, us well us staff and clients - were
involved in the journey toyether.

"Don’t underestimute the time it will tfuke to implement
munaged accounts into your business. It's u long und
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arduous process reyuiring stukeholder involvement.”

Toduy, the business runs its Lunur Munuged Accounts
offeriny oh two plutforms - Netweulth and BT Punoramui.

And while munuged accounts have provided numerous
benefits to clients, advisers und the business since beiny
rolled out ut Stanford Brown, O’Neill did concede that
when estublishing u maunuyged accounts solufion, there
were some specific areus that businesses heeded o be
furticularly awdare of,

“Firstly, advice businesses need to understund that
estublishing munuged uccounts is u fime intensive und
expensive undertaking. There are the costs to consider of
having a well resourced investment committee.”

Ofther fuctors to review include:

e Increused scrutfiny of your investment process from the
responsible entity, regulators and clients;

e The increused compliunce burden with running
munuyged uccounts; und

e The heed for un extensive internul und externul
communicutions struteyy.

Stanford Brown’s Chief Investment Officer, Ashley Owen
ugreed, emphusising the importunce of implementing u
robust communicutions strategy us u meuns of expluining
portfolio rebuluncing or decisions from the investment
committee to clients and stuff,

For exumple, the Lunar Group client communications
strateyy comprises three elements:

e A yuurterly review - this is a comprehensive review of
markets, investment performaunce und positioning;

e Monthly Top 5 - un in-depth analysis of pertinent
investing issues; und

e TW3 - A weekly publicution covering relevant current
affairs.
*If you don’t huve un effective communicutions strategy

in pluce, then clients will yo elsewhere for their informution
und udvice. It's us simple us that,” Owen said.

Stanford Brown CEQ, Jonuthun Hoyle confirmed that
the business will be offering its Lunar Munuged Accounts
offering externdlly to other advice businesses in

2019.

To reud more ubout Stunford
Brown und its investment
forocesses, refer to the

Spring 2018 issue of IMAP’s
Perspectives mugyuzine.
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Is your platformn costing advisers-and
clients more than you think?

In a post-Royal Commission world, Nicholas McGarrigle
believes udvisers will heed to think crificdlly about their
tfechnoloyy heeds ucross dll steps of the planning process.

NICHOLAS MCGARRIGLE

Head of Institutional Research and
Senior Research Analyst, Ord Minnett

Plutform technoloyy hus come u lony way in the

last five yeurs. Whut wus once un udministration und
reporting enyine is how often the nexus uround which
investment strateyies ure implemented und client
engugement is built.

Platform enhauncements, such us separutely manuged
uccounts, online reporting, open APIs und brouder
investment menus, provide d richer experience for
clients, und cun often boost udviser efficiency und
practice profitability.

Much hus been mude of pricing movements umony
incumbent platforms in 2018, but administration fees form

The lust best experience that unyone
has unywhere, becomes the minimum
expectution for the experience they
waunt everywhere.,

- BRIDGET VAN KRALINGEN

just one component of the overdll *‘cost’ of u plutform.
Traditional administration costs aure borne by the client,
but there ure u runye of opportunity costs borne by
udvisers using ‘old world’ systems. These opportunity
costs will rise in coming yedrs for a humber of reasons:

1. Practice efficiency: With adviser educution
stundurds likely to precipitute udviser retirements
und potentidlly crimping the flow of hew udvisers to
the industry, those udvisers who remuin will hauve to
be increusingly efficient to effectively service clients
who still require advice. We expect the heed for
advice to grow, but the number of udvisers providiny
this advice will shrink. Cumbersome technology and
investment structures reyuire advisers to enguge in
manual processes, which take time away from client
ehyugement und business development, which cun
be ill ufforded when averuye client numbers per
adviser grow.

2. Service standards: Service yuulity and client
outcomes will become more dispersed us yood
tfechnoloygy gets better und old world technoloygy
ages. This is typified in u quote from IBM’s Bridget van
Kralingen: "The last best experience that unyone hus
unywhere, becomes the minimum expectution for
the experience they want everywhere.” This meuns
that it’s not just modern advice technoloyy driving

© Kirill - stock.adobe.com
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d hew service standard, it is any technoloygy that a
client interucts with that drives expectutions. Advisers
sticking to untiquuted technoloyies will be ‘shown up’
in compdarison with their more tech-savvy peers.

3. Investment outcomes: Understunding u client’s
ygouls und risk uppetite to formulate an effective
financiul plan is u serious undertuking. The design aund
implementaution of multi-usset investment strateyies
reqyuires u vustly different skill set to that required
to formulute d finuncidl plun und munugye u client
relationship. Modern technoloygy provides efficient
uccess to professionul und dynaumic investment
munuygement. Under truditional finuncial plunning
investment implementation, an adviser’s clients may
experience u diverse set of outcomes for ho other
reuson than friction in the advice provision process
und compliunce structures.

Modern plutforms that work collaboratively with the

industry fo design und invest in functionaulity enhauncements,

reduce these costs through feutures such us:

1. Managed accounts: Incumbent and disruptor
platforms dlike provide munuged uccount
functionulity for both professionul usset munuygers und
udvice pructices to offer investment munugyement.
Rather than implementing investment strateyies on
u client-by-client busis, u munuyged uccount cun
dllow u client to opt in to a strateyy that is manayed
professiondlly, thereby providing the udviser with more
fime to enguyge with the client und provide un overull
improvement in investment results for the client.
However, not dll manuged uccount functionulity is
creuted eyuul, with some providers doing u beftter
job ut optimising tux purcels, Minimising tfrade costs
through netting and facilitating fund switches better
than others — dll fuctors which cun boost client
outcomes und drive udviser efficiency.

2. Client logins and online reporting: Platforms were
ohce the domuin of the udviser, with clients receiviny
limited uccess to online reporting. In un uye of
increused trunspurency, clients demand better
cohnectivity with their finances. Mobile upps, desktop
loyins, regulur performunce updutes und visudlisution
tools ure dll tuble stukes for client interaction. Quulity
plutform interuction is how held to be the benchmurk
of the client’s lust best technoloyy experience. Does
your platform offer u client portal experience akin to
Uber or Expediu?

3. Open APIs and bank feeds: Huving d holistic view of
a client’s financiul position is vital for an adviser und
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for clients. Not ull ussets or liubilities cun or will be
held in custody on u plutform, increusing the need
for open-urchitecture und u spirit of dutu sharing

to provide the most complete view, und therefore
munuyement, of u client’s finunces. This cun relute
to dutu feeds from plutforms into third purty software
providers, or platforms cupturing dutu from uccounts
held off-plutform.

4. Broad investment menus: Integruted product marygins
provided u high deyree of cross-subsidisution in some
old world plutforms, but post-Royul Commission,
both clients und udvisers ure yuestioning the
dppropriuteness of such investment menus.
Incumbent and disruptor plutforms alike have
evolved to much more open investment menus that
fucilitute u more customised provision of udvice und
effective implementution of investment strateyies.

While we provide reseurch on the disruptor plutforms

ut Ord Minnett (Netwedlth and HUB24), we see muny

of the incumbent plutforms mMuking mMuch-needed
investments in their offering, both in fechnology und the
investment menu.

Advisers will need to think critically about their
tfechnoloyy heeds ucross ull steps of the plunniny
process, purther with thought leaders who dare investing
in technoloyy, und embruce modern solutions to drive
efficiency in their practices to uvoid beuring these
expensive opportunity costs.

Nicholas McGarrigle is Head of Institutional Research
and Senior Research Analyst at Ord Minnett.

However, not ull munuyged uccount
functionudlity is creuted equul, with

some providers doinyg u better job at
optimising tax parcels, Minimising frade
costs through netting and facilitating
fund switches better thun others — dll
factors which cun boost client outcomes
und drive udviser efficiency.

— NICHOLAS MCGARRIGLE
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The
transformahon
' revolution

5

: Stone & Chulk’s Marie-Anne

Lampotang talks to
Juyson Forrest ubout the
fransformation of finuncial
services, which is beiny
speurheuded by fintech
innovation.

CONTINUES >>
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here’s been u lot of tulk recently ubout finunciul
technoloyy - or ‘fintech’ us it’s more commonly
known. Buzzwords like "artificial intelligence’, “bitcoin’
and ‘blockchuin’ seem to mauke the mediu heudlines on
U duily basis.
Toduy, fintech impucts the entire financiul services
vulue chuin; from front-office to buck-office, weulth
manugement uand superannuadtion, retdil bunking, credit
und debit,

In fuct, technoloyicul innovation is dll pervading — not
only on business but in the lives of ull Austruliuns. And
for businesses to thrive aund survive in tomorrow’s future,
technoloyy will be key.

[t's a view supported by Marie-Anhe Lampotuny, the
Genherdl Munhuger — Sydney at Stone & Chalk — an
indejpendent, not-for-profit innovation hub that helps foster
und uccelerute the development of fintech start-ups.

“There’s so much more to fintech than first meets the
eye,” Murie-Anne suys. “Fintech is u movement to bring
transformation to financial services, by upplying hew und
emerying technoloyies to uddress consumer needs. It
involves unything from client-facing uctivities to the buck-
office operutions thut uffect the delivery of u finunciul
foroduct or service.”

And when it comes to tulking ubout fintech, Murie-Anne
knows u thing or two. She brings consideruble depth of
experience und knowledye of the superunnuation und
wedlth industries to her role at Stone & Chualk.

*It's exciting to leveruye my 20 yeurs in finunciul und
professiondl services to help fintech start-ups grow from
smull businesses to ylobul leuders.”

FRIEND OR FOE?

While Marie-Anne ugrees there ure some fintech businesses
that are competitors to traditional financial services
compunies, on the whole, she doesn’t believe fintechs are
u huge threut to the wider finunciul services sector.

“Throuyh their platform offering, Hub24 und Netwedlth
ure yood exumples of competitors und disruptors to
traditional financial services orgunisations, but not every
fintech is disrupting financial services incumbents.

*In fact, most fintech start-ups are actudlly enablers

to the incumbents, providing them with the necessary
froducts und solutions o help them with their fechnoloygyy
fransformation.

*And while some finfech compunies ure going directly to
conhsumers with their offering, like selling louns, | think the
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Most fintech start-ups are actudlly
enublers to the incumbents, providing
them with the hecessury products
und solutions to help them with their
technoloyy transformation.

ygenerdl fear fuctor emunating from within the industry
that every fintech is out to yet them, is unwaurranted.”

In fuct, Marie-Anne is purticularly excited by the
opportunities fintech solutions cun provide to the
established financial services industry.

“Firstly, fintech is helpinyg with the fransformution of
financidl services,” she says. “There are u |ot of fintech
solutfions for the buck-office that plunners can use to
digitise their operutions und muke dutu collection, us
well us the prepurution of SOAs, more efficient. This is hot
something to be fearful of, but if planners don’t embrace
this type of technoloyy, they will be left behind.”

She says this includes the much criticised robo udvice
offerings.

“Some fruditional finuncidl plunning businesses Might see
uutomuted udvice offerings us being competitors, but
most of these offerings ure not targeting the typicul clients
of planners,” she says.

*If you think about the type of clients that financidl planners
wunt, they tend to be reldtively uffluent people. Insteud,
robo udvice offerings ure targeting other groups of people
who wouldn‘t tfraditiondlly be duble to ufford professiondl
udvice or ure not reudy to seek the help of u professionul.”

Instead, Marie-Anne believes ufforduble advice solutions,
like robo udvice, might auctudlly be u future pipeline for
people reyuiring the services of u planner.

“So, | see these types of fintech solutions us un
opportunity, rather than a threat to the industry.”

WATCH THIS SPACE

When you usk Marie-Anne to pinpoint the trends she’s
most excited ubout in the fintfech space, she finds it
chdllenyging reyuest. However, when pressed, she identifies
artificial intelligence, open bunking und blockchain
technoloyy us beiny three ureus to wutch.

“The use of urtificiul intelliyence und muchine leurning is
revolutionising finuncidl services in ureus like ‘chutbots’,

CONTINUES >>



Open bunking will allow
cohsumers to direct their

dutu to be sent to other
banks, financial institutions
und authorised orgunisdutions
when they wunt fo. The

consumer controls who holds
their duta and how it’s used.

which is hugely exciting,” she says. *| dlso see ‘open
bunking” us u mussive opportunity for other competitors to
join the murketplace.”

Open bunking, which will beyin on 1 July 2019, is u fintech
initiative that will endble financidl institutions to exchange
dutu with euch other. Essentidlly, open bunking provides
conhsumers with greuter control of their own datu that
bunks and other financidl institutions hold on them.

“Currently, it’s difficult for people to uccess their full
finunciul dutu, und for bunks und other finuncidl
institutions to send that dutu to euch other. This makes it
costly, difficult und time-consuminyg for consumers to find
the best product or service for them, und dlso to switch
foroducts und services,” Murie-Anne suys.

“Insteud, open bunking will ullow consumers to direct their
duta to be sent to other bunks, financial institutions and
uuthorised orgunisutions when they want to. The consumer
controls who holds their dutu and how it’s used.”
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According to Marie-Anne, open bunking will ullow
cohsumers to have better access to their datu, enabling
them to muke more informed choices about the finunciul
foroducts und services thut ure right for them.

“This should dlso drive competition within the financiual
services sector, promoting innovution und dllowinyg hew
und improved products und services to be developed.”

The third trend Murie-Anne identifies is blockchuin
technoloyy.

Blockchuin wus origindlly developed us the uccounting
method for the virtudl currency, Bitcoin. Put simply,
blockchain is u public ledyer where transuctions ure
recorded und confirmed unonymously. It's u record of
events that is shared between many puarties, und importantly,
onhce information is entered, it cannot be ditered.

Toduy, blockchuins — which use what’s known us
distributed ledyger technoloyy — dure dppeduring in a variety
of commerciul applicutions. The technoloyy is primarily

CONTINUES >>
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used to verify frunsuctions within digital currencies,
although it’s possible to digitise, code and insert
practicully uny document into the blockchuin. Doing so
credutes u permunent record that cannot be changed;
furthermore, the record’s uuthenticity cun be verified by
the entire community using the blockchuin, insteud of u
single centrulised authority.

THE RIGHT SOLUTION

With the diverse runge of fintech solutions poppinyg up
in the Muarket, sorting the wheut from the chuff can be
difficult. So, how cun planners identify the right type of
solutions for their businesses?

“It's a good yuestion,” says Murie-Anne. *If u plunner
waunts fo khnow what’s huppening in the wider innovation
spuce, | recommend they uttend events und conferences,
where u lot of informution is disseminuted und shured.
They should dlso subscribe to fintech newsletters - the
ecosystem is prolific, with sturt-ups looking to share whaut
they dre doiny, so they dre always in the industry press.”

But whut if the planner or business is hot purticularly
tech savvy? In this instunce, whut should the plunner be
conhsidering when uppruising u potential fintech solution
for their business?

*It dll comes downh to the type of problem they ure
frying fo solve,” says Marie-Anne. “Usudlly, it’s an exisiting
problem they are trying to find un innovutive way of
solving. So, it’s ull ubout identifying the problem und
finding the right solution for thut problem.”

Marie-Anne believes one of the best ways of finding that
solution is by purtnering with Stone & Chalk to run un
innovution program.

“At Stone & Chulk, we have the privilegye of working

with large orgunisutions to help solve their redl business
problems. And we ure finding un increusing upjpetite for
these larger orgunisutions to bring innovation inside their
business by working with start-ups. Problems dare often
solved more yuickly und cost-effectively thun they would
otherwise be in-house, when you're buttling internal
forocesses und upprovul stuge gyutes.

“These ure probubly the best pluces to start,” she suys.
"Given the size und sophistication of our super industry,
there ure solutions here in Austrdliu that cun solve some of
the problems of the wedlth sector.”

In fuct, Stone & Chulk is privy to many fintech sturt-ups, but
the types of compunies it chooses to work with dejpends
oh u strict vetting process. This beyins with an applicution
process to ensure the compuny is ut a particular stage
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of development thut Stohe & Chulk cun put it in front of
potentidl clients.

“So, we don’t tend to take eurly stage start-ups. Instead,
we work with start-ups that have diready developed u
product or are ut the testing stage of thut product.

“The vdlue proposition we offer to these business-to-
business start-ups is to help them grow und commercidlise
their offering. And we cun offer them exposure to our 27
purthers that we have un ongoing relationship with, which
cun potentidlly become clients for them.”

Two exumples of compunies that have mude good use
of Stone & Chulk’s innovution hub ure Map My Plun aund
QuietGrowth.

Map My Plun (mupmyplan.com.au) is u website that
provides consumers with the hecessury tools to formulate
their own finunciul plun, bused on where they ure now
und where they wunt to yet to.

“This welbsite its furgeted to the person who probubly
isn’t ready yet for a plunner. But us more people become
comfortuble with the financiul plunning process und
auwure of the importunce of plunning for their future
finuncial wellbeiny, this website will probubly become
ygreut source of leuds for planners.”

Another compuny Marie-Anne points to is QuietGrowth
(yuietyrowth.com.uu) — u robo udvice plutform that
offers users u low fee, automauted, online investment
munugement service for optimised returns.

THREATS ON THE HORIZON

In recent yeurs, there hus been un increusing number of
fintechs tuking root in Australia, with g number of hon-
bunk lenders entering the murket und beyinniny tfo yuin
scule. Examples include: Prospu, SocietyOne, RuteSetter,
Moulu, Spotcup und MoheyPluce - the |utter three ure
either ulumni or current residents of Stone & Chualk.

Whilst hone of these fintechs have yet supplunted u maujor
bank, they dre certdinly increusing the size of the SME und
conhsumer murket, providing these markets with u source
of ufforduble finunce thut is upproved in u Mutter of

days or, in muny cuses, hours. In the cuse of SMEs, that’s
something that many of the larger institutions are still far
from beiny uble to do.

However, Marie-Anne believes these types of fintechs
are the innovation tonic the financial services industry
needs, uccelerating the transformation of the industry
by upplying new und emerying technoloyies to uddress
cohsumer needs.

CONTINUES >>



And while there is u lot to be excited about with the
constunt development of innovative fintech solutions,
Marie-Anne concedes thut government regulation is u
constunt threut facing this burgeoning sector.

“"We operute in u heavily regulated environment, so this
is u constunt chuallenyge for compunies operdting in the
fintech spuce,” she says.

“Unlike the big bunks thut have the resources uvdiluble to
respond to chunyes in reyuldtion, fintech compunies aure

much smualler und fuce greuter chullenyes responding to

Government regulation.”

However, thut suid, Marie-Anne doesnh’t actuully foresee
uny muaijor regulatory chunge on the horizon for finteches,
ulthough there will continue to be onygoiny scrutiny of

puyduy lenders. Insteud, she believes the findings from the

Haynhe Royul Commission will provide more upside than
downside for fintech providers.

“The Royul Commission is u gift to fintechs,”she says. "It

hus highlighted fuilures in some of the lurger orgunisutions;

fdilure in terms of operuting systems und processes, which
has created the level of distrust we are now seeing in
them by the wider Australiun populution.

“This hus creuted u mussive opportunity for compunies
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The Roydl Commission is a gift o fintechs.
It has highlighted failures in some of

the larger orgunisations; failure in ferms
of operuting systems und processes,
which hus creuted the level of distrust
we dre how seeiny in them by the wider
Australiun population.

in the business-to-business spuce, enabling them to tuke
their services to the big bunks and financidl services
compunies to help them better streamline their businesses.

“This has dlso provided significant opportunities for
compunies operuting in the business-to-consumer spuce.
So, if you're thinking of creating u fintech company, now
is & greut fime fo be doinyg it.”

Marie-Anne Lampotang was the Master of Ceremonies at
IMAP’s InvesiTech 2018.




2023:-The future of investment management

The investment mandagement landscape is evolving quickly.
Martin-Maorrissand-Matt-Heine-consider WAdt' this means-for

advisers-in five years time.

How does your managed account offering and

platform structurally perform in a scenario when

the market, say, closes the day down 25 per
cent, broadly equivalent to the 1987 crash?

Martin Morris: In that type of scenario, you'll find the munuged
uccounts sector und manuyged uccount platforms will come
into their own. In that type of environment, you want to be
uble to reuct very yuickly to the murket, You want to be dble
fo reduce the impuct of tradiny, because you want to keep
costs to a minimum. That’s becuuse there hus ulreudy been

u very large impuct on the portfolio returns, und clients start
worrying ubout price.

In the Munuyed uccounts world, portfolios munuyers have
very uick uccess to information. For exumple, they cun
wutch whut’s happening with our portfolio. They cun make
chunges overnight or on u duily busis, which is rebulaunced
duily. They cun tuke udvuntuge of the netting within the
platform, so they ure uble to Minimise their transuction costs.

And with constunt improvements in technology und
reporting tools, we will see higher levels of communication,
redl-time reporting und redl-time informution exchunged
between udviser und client. This will improve the trust
between clients, udvisers und portfolio mMunagers, who ure
maunuyinyg the investments.

In the past, luck of fransparency resulted in clients worrying
ubout their portfolios. But if they receive information in < timely
und cost efficient munner, then we should be dble to roll
through these storms, like the 1987 crush, yuite seumlessly.

Maitt Heine: If we ure looking ut whut munuged uccounts will
be in the future, | have no doubt that in the next couple of

yeurs, we will see maunuged uccounts infroducing infra-day
frading, so you cun frude in the morning und in the ufternoon.

However, it’s importunt to remember that the maunuyed
uccounts murket does hot just comprise one usset cluss,
like Aussie equities.

For exumple, our munuyed uccount offerings ure primarily
diversified models. About 60 per cent of our portfolios are
actudlly intfernational funds, domestic funds, ulternutive
ussets, fixed interest — ull the usuul usset clusses. People
dre investing directly into international markets using direct
eqyuities. So, you've only redlly got 20-25 per cent exposure
using direct Aussie equities.

In the event the market goes info a meltdown situation, it’s
ygoiny to uffect dll usset types, not just the Munuyed uccounts
that are driving them. But ut leust with managed uccounts,
manugers have the opportunity in the Morning to hit the
‘stop’ button und to hett off ut the client level, und dlso to
communicute with their clients ubout what’s going on.

Q: Other than possible market-related issues, what is the
biggest risk you see that could impact the growth and
success of managed accounts over the next five years?

Martin Morris: | redlly don‘t think there will be much
that might impuct munaged uccounts. Remember, u
munuyed uccount on its own is just un investment solution.

However, technoloyy will continue to be u biyg frend in
munuged uccounts. Improvements in reporting tools,
client communicution und efficiency of fradiny ure dll
tfransformuational for the industry.

The sector is udupting to what the consumer wants, which is
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FUTURE

If you also look at what drives referrals,
it’s when clients receive consistent

and reliable experiences. And is there
any better, consistent and reliable
experience than a managed account?
— MATT HEINE

ygreuter trunspurency und more control of their investments.
If we keep the consumer ut the forefront of what we're
doiny, then technoloyy will continue to udupt und chanyge
for the better.

Insteud, the uestion should be: Whut will technoloygy be
doiny in five years’ fime? And have we kept up with the
chunying dynamic of the consumer?

If the industry fdils to keep up with increusing demands by
consumers in how they use und inferact with technoloyy,
then that’s a significant threut to the industry.

Matt Heine: At Netwedulth, we have started talking about
uutomuted investment services. We're building technoloyy
that supports MDAs, SMAs, IMAs und even bespoke
portfolios. This technoloyy will enable users to uctively
munauged client portfolios efficiently, regurdless of the
leyul structure thut sits ubove it.

The lines are certuinly blurring between what used to be
un IMA und un SMA, becuuse ultimately, the dlgorithms
that sit below it (the model munager portuls that allow

you to loud up und maunaye portfolios) ure dll the sume.
So, this is actudlly providing a maussive opportunity for dill
businesses, regurdless of whether they want to be under un
RE structure or un MDA structure.

And, if you look ut some of the big frends huppening
overseus, it's inferesting to see that some of the big wedlth
munagers in the U.S.A. outsource everything.

So, what munuged accounts do is ullow us to work with skilled
investment professionuls und consultants o auccess the best
investment infellectudl property, und then deliver that to
clients. As un industry, the opfporfunities ure enormous.

Martin Morris: Our U.K. counterpurts say exuctly the sume
thing. They ulso outsource. They know where they udd
vulue und thut’s whut they focus on, which endbles them
to spend more time with the client.

Q: What are some of the other big trends you are seeing
overseas that have yet to take off in Australia?

Matt Heine: These trends ure dll around the client
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ehgugement piece. For example, if you look at the U.S.A,
munuyed uccounts huve been there for muny decudes.
They have primarily been equities bused but are starting
to evolve. There is ulso huge growth in the ETF market and
you’'ve gyot muny robo udvice offerings with ETF munuyed
account portfolios.

And becuuse udvisers huve outsourced dll their investment
requirements, they’re how dble to focus oh how they better
service their clients. So, they dre looking ut technology us

u yood wuy to enguye with their clients outside of the
review period, while dlso udding value through things such
us uyyreyution of bunking fees und looking ut whaut wedulth
they munuye und don’t manage, und how they can
deliver additionul services to their clients.

In the U.S.A, audvisers’ time hus been freed-up, endbling
them to put the client ut the centre of whut they do.

Martin Morris: Before
coming to Austrdlia, | was
an adviser in the United
Kihngdom. And one of the
things that surprised me
when | arrived in Australia
wus the complexity of the
udvice on offer. But the
averuyge udviser is hot un
investment consultunt.
That's not whut most
people yo to their udviser for. Insteud, averauyge families
visit their financial adviser to get holistic und gouls-bused
udvice.

Martin Morris

So, even buck then, the industry trend centred on technoloyy.
It was ubout using fechnoloyy to yet more referrdls und to
provide un improved service offering o clients.

Indeed, one of the biy issues for successful businesses is
their ubility to get referruls. Thut’s the mujor purt of ygrowiny
u business, und that’s whut we need to be focused on.

Becuuse our industry is so technicul, we tend to yet caught
up on dll the reguultory technicdilities, like the SOA. But at

the other end of thut spectrum, is the consumer, who isn’t us
concerned ubout the SOA or complexities. Insteud, they want
un experience, und they only refer positive exjoeriences. They
don’t refer complexities or fechnical informution.

So, | think thut’s where we ure seeiny u difference in
overseus markets. They don’t huve some of the regulatory
complexities thut we have in Austrdlia, which hus held this
industry buck somewhut. We heed to bridye that gup.

Matt Heine: If you dlso look at what drives referrdls, it’s
when clients receive consistent und reliuble experiences.

CONTINUES >>



And is there uny better, consistent and relidble experience
thun u maunuged uccount? Every client is receiving a
similur experience und uccessing the sume investments,
but it’s dlso un investment structure they cun tweuk und
fdilor o their own needs.

Ultimately, clients ure receiving u very consistent
implementation process, where they ure not just getting
rebulunced ut their review, 12 months ufter the bigyer
clients have been rebulunced. | think thut’s redilly
importunt, purticularly us we delve down into the findings
of the Roydl Commission and best interest duties.

Q: How do you see the efficiencies of managed accounts
changing over the next five years?

Martin Morris: From o fechnoloyy perspective, the industry
is in a bit of u cultural change. Plutforms are a business-to-
business solution thut were primarily designed to enuble

u business to become more efficient. When udvisers are
looking ut munuyged uccount fechnoloyy, | think there’s
still & hangover from that perception.

Advisers ure asking: What's that going to do for my
business und how um | goiny to use this o muke my
business more efficient?

But the question should be: Where does the consumer fit
info this decision-muking process?

If you add vdlue in d service, you should yet puid for it. And us
uh industry, we shouldht be emburrassed by that, Where you
udd value for u client, is where you cun charge them for if.

Often in the udvice world, udvisers don’t chargye enouyh
for where they add value, so this is subsidised by the ureus
where they don’t udd vulue.

| think the Royul Commission’s findings will rationadlise areus,
such us remunerution und eliminuting conflicts of interest
from u business. So, the bigyest issue for our industry is
working out whut ‘conflicts’ redlly meuns in this type of
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One of the big issues for successful
businesses is their ability fo get referrals.
That’s the major part of growing a
business, and that’s what we need fo be
focused on. — MARTIN MORRIS

environment. And that’s one of the biggest heuduches for
advisers. There’s ulways conflicts, so the issue here is: How
do you munhuge those conflicts?

Matt Heine: If you go buck three or four years ago,
Netwedlth had a couple of fulse sturts. We set up models
with licensee fees that were probubly there just to replace
rebutes that were beiny lost. Not surprisingly, those
maunuged uccounts goft very little traction, us udvisers saw
straight through them, und we wound them up. So how,
we’re very conscious of thaut,

Moving forward, the lust four private ldbels we've set

up haven't had fees attached to them. So, advisers just

daren’t looking ut munuyed accounts to deliver incredible
efficiencies for their buck-office, but they dre diso seeing them
us u greut cost-effective way to implement portfolios for their
clients. | think < big trend for the industry will be where advisers
uren’t udding udditional fees for their clients.

However, we're working with a number of firms that have
invested in building un investment capability within their
business, und therefore, they should be uble to yet puid
for it. | think that as lony us the fee is uppropriate, und it
needs to be under un RE structure, then they will stund up
well in the future.

| think the key points for SMAs are: firstly, within an SMA
environment, it’s actudlly Netwedlth issuing the product,

L
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If you look ut some of the biy trends
huppeninyg overseus, it’s redlly interestiny
to leurn thut some of the biy wedlth
maunaugers in the U.S.A. outsource
everything. — MATT HEINE

not the adviser. So, there is no redl product conflict there.
Secondly, uny fee that is associuted with that managed
model (the SMA) is uctudlly u client-directed advice

fee. This meuns the client hus uygreed to the fee upfront;
they’ve consented; it's tfrunspurent; und they cun see it on
un ohyoiny busis. It's no different to u strateyy fee.

In that respect, | think this type of arrangement will be
ucceptuble moving forward. Aguin, if you're doing something
und you cun justify it, then you should get paid for it.

Governunce stundards ure increusing, so us un RE for

our SMA, we've got u lot of responsibilities. Therefore, uny
group that is going to act us un investment manager
needs to be uble o display that they’'ve got the reyuired
investment cupubility; that they’ve got the resources to run
the models or to choose the investment portfolio.

So, from thut perspective, you're goiny to see u lot of
udvisers not beinyg uble to puss through these yutes.

Insteud, from u yovernunce perspective, they're yoiny

to huve seek indejpendent investment consultunts or
somebody who is un expert on usset ullocution to sit on
their investment committee, to enuble them to build out
their capdabilities that otherwise they don’t have. So, that’s
u redlly inferesting tfrend we're seeinyg. And in other cuses,
they ure simply outsourcing everything to consultunts, like
Evergreen und Lonsec.

In terms of building their own philosophies, they’ve sfill got
input into the design of these portfolios, but they’ve yot
professiondls running it.

Martin Morris: There is u misnomer that ull these IFAs

ure ruhhing out und setfting up their owh models. Thut’s
simply not true. The corporute governunce ut the likes of
Netwedlth and Praemium are very strony. They huve to yo
throuyh u steering committee. They have to gyo through
un investment committee. There is u full due diligence
process that looks at who is managing the money, what’s
the risk framework, whut’s the PI, and whut's the corporute
governunce. It’'s ubout isoluting yourself us u model
munauger und thinking like u fund munuyer sepurutely to
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that of beiny un udviser.

So, if you’re a model manuger, you go oh a platform,
where other people will be investing. As un RE, we have
to muke sure you huve the credibility und experience to
manuge that money. This process meuns we knock back
more udvisers than we tuke on.

Matt Heine: It’'s actudlly
yuite u yood process to
yo through. At the end of
it, whut’s greut is you sit
dowh with the client, or the
udviser cun sit down with
their client, und show them
the process. If the client is
intferested, they cun show
them how they filter stocks
out, the various valuation

Matt Heine

targets and dll those sorts of things. So, it actudlly builds out
a redlly robust philosophy that can be used us a marketing
tool.

Q: What are your thoughts on the Royal Commission?

Martin Morris: The Royul Commission is the next extension
from FoFA. It's ull ubout consumer protection und
tfransparency. Unfortunately, what the industry does suffer
from ut fimes is upathy. So, some of the things that have
come out of the Royul Commission ure issues like delayed
reviews of client compldints, and people puying fees they
shouldn’t have been churged for. So, it cun only be yood
for our industry that there has been a shake-up.

However, most of the industry does do the right thing by its
clients. So, in thut respect, we shouldh't be too defensive
ubout the Royul Commission’s findinys. Insteud, we should be
positive und reussure our clients thut we're not that segment
of the maurket with the issues. We're not the bud upple.

In fuct, there is mMuch yreuter scrutiny in the corporute
governunce und monitoring of investment portfolios

of munuyed uccounts, than compured to un udviser
selecting manuged funds on u plutform every 12 months,
followiny their licensee’s audit of funds.

So, | think it’s this type of efficiency und corporuate
yovernunce thut is creuting u better level of protection for
conhsumers. It's ulso mMuking us more uware thut if we want
to be u profession, thenh we need to be more prouctive in
doiny what’s best for our clients.

Martin Morris is Head of Distribution at Praemium and Maitt
Heine is Joint Managing Director at Netwealth.
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InvestTech 2018:
Technology,
tfransformation and
innovation

For the second consecutive year, IMAP’s
InvestTech conference showcased the
latest fechnology offerings and solutions
for the managed accounts sector.

With managed accounts at the
forefront of technological change in
financial services, over 215 people
attended IMAP’s InvestTech 2018
conference on 8 November.

Delegates heard from industry experts
about the latest developments in
technology, which is transforming the
way in which advisers and licensees
produce and deliver advice.
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THRIVING IN AN AGE OF DISRUPTION
ow do you avoid a similar fate to the likes of once
mighty brands like Kodak, SAAB and Borders Books,
while remaining relevant and visible in foday’s

increasingly digital world?

This was the question that social researcher and author,
Michael McQueen asked delegates at the IMAP
InvestTech 2018 conference on 8 November.

“How do you avoid disruption to your brand and ensure
you survive and thrive into the future?,” McQueen asked.
"You can’t outrun the future if you don’t see it coming.”

With the rapid rise of artificial intelligence, McQueen said
established industries and fechnologies are coming under
increasing pressure, including the financial services sector.

“Technological innovation, like chatbots, are becoming

all pervasive. We're already seeing this happening in
financial services, so now is the time to start gearing up

for fechnological change. In fact, the time fo reform a
business is when business is good, not when it’s bad and you
become reactive.”

McQueen warned financial services businesses not to
make the mistake of looking at conventional competitors
as being their main threat. Instead, he said the biggest
disruption to business will come from unconventional
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Michael McQueen

competitors that are “fuelled by technology”.

“Your main competitors will be the ones who own good data
and client insights, like Amazon, Google and Virgin. They are
fapping info a new generation of clients, like the Millennials.”

McQueen added that automated investment services,
like Wealthfront, are appealing to an entirely different
demographic.

“Millennials are a different generation and so, different
things appeal to them. As a sector, you need to engage
with them differently,” he said.

"That means understanding their needs. Sixty-seven per
cent of Millennials would rather receive advice in digital
format, while 50 per cent of high-net-worth Millennials view
digital advice as being more independent than that given
by human advisers.”

To assist advisers to remain relevant in an age of digital
disruption, McQueen offered the following three tips.

1. Focus on friction

“You need to remove the complexity, red-tape and
confusion of what you do with your clients. This means
simplifying your processes, and that’s where technology
can help. By implementing the right technology solutions
to your practice, you can streamline your business and
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improve your client engagement.”
2. Think revolution, not evolution

“*While there is a place for evolution in business, if

you get stuck with the evolutionary process, you will
become disrupted very quickly. Instead, business requires
revolutionary thinking. We need to change the very
paradigm of how we operate.”

3. Foster healthy paranoia

“It's a harsh reality but only the paranoid survive in business,”
McQueen said. “Healthy paranoia provides a business with
the hunger to succeed and the humility to do so. Both are
necessary to remain relevant and to stave off complacency
and arrogance. They keep you at your A game.”

FINTECH AT INVESTTECH

nvestTech 2018 showcased a number of leading fintech

companies that are offering cutting-edge solutions fo

financial advisers and advice practices. The following
showcases five of these companies.

Automated Investment Forecasting

Fincast provides financial advisers with practical and easy
to use, real time portfolio management and goal-based
advisory tools, enabling them to deliver more robust and
customised advice.

Its client facing applications use adaptive advice algorithms
to help advisers meet ASIC’s 'Best Inferest” duty by assisting
them to more easily create tailored, goal-based investment
recommendations that are based on the latest research,
products and prevailing market conditions.

financial / -
simplicity

Financial Simplicity provides a Portfolio Service Delivery
Platform to enable wealth managers to:

1. Offer a personalised portfolio service tailored to each
investor’s unique investment circumstances;

2. Have an efficient process to ensure each unique portfolio
is aligned with the investor-defined mandate at all fimes;

3: Easily create advice documents (ROA) for investor approval
and orders that can be sent to an executing broker; and

4; Manage order bulking and allocation processes for MDA
providers.
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O Practifi

Practifi is a business management platform for financial
advice. Built with a single-minded focus on supporting
growth, Practifi’s platform helps advisers and licensees
manage clients, partners, providers and centres-of-
influence. Backed with powerful workflow automation,
endless integration possibilities, deep management
reporting and global insights, Practifi is the new benchmark
for CRM-based systems in financial advice.

WEALTHQ,

WealthO2 is a new fechnology driven, unconflicted
managed account software platform partner. WealthO2
empowers advisers and their clients both technologically -
through innovative efficient solutions - and commercially,
enabling recovery of margin and control of the value
chain. WealthO2's suite of solutions includes MDA,
automated ROA, APRA Super and portfolio management
for all entities.
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CCUBL

INTEGRATED WEALTH

CCUBE is a next generation financial planning and wealth
management solution designed o support financial advisers
drive efficiency and productivity in an increasingly client
centric world.

Key features include: Out-of-the-box content, enabling
rapid deployment and easy personal tailoring; simple but
powerful visual workflows with process automation; dynamic
drag and drop document and template management;

and a dedicated secure client portal to enable real time
collaboration. Visit www.ccube.com.au to find out more
and/or book a demonstration.

SAVE THE DATE: ADVISER ROADSHOW 2019

* 12 March 2019 - Brisbane

¢ 14 March 2019 - Sydney

* 19 March 2019 - Melbourne

Stay up-to-date with what’s happening in the industry
by attending the Adviser Roadshow 2019. For more
information, go to imap.asn.au/events or contact
Jenny Phimleut at jenny.phimleut@imap.asn.au
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Over 215 delegates enjoyed 11 technical
sessions at InvestTech 2018, which
showcased the laftest innovation, insights
and trends in managed accounts. The
following images captured some of the
highlights from InvestTech 2018.
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Digital rising: The future of advice
Euan Sneyd considers what the rise in digital
technology will mean to financial advisers and
their clients, while also exploring some technology
tools that can be implemented within an advice
practice to streamline its offering.

n the world tfoday, digital is the norm, and it’s how clients

expect to interact with financial advisers.

Clients expect to have the same digital experience they
are dlready having in many other areas of their lives, such
as with social media platforms like Facebook, the ease of
ordering a car through Uber, through to online shopping.
This increasing ease that clienfs are now experiencing in
their everyday lives, is becoming the norm of what they
expect with services today, including their expectations
with financial advice.

When looking at industry research (Deloitte Digital and
Salesforce Financial Services: Restoring Trust in Financial
Services in the Digital Era, 2018), clients are telling the
financial services industry that we are not meeting or
exceeding their expectations. In fact, only one in three
clients say their interactions with advisers is exceeding their
expectations.

Overall, when it comes to the financial planning process,
clients have high digital expectations. According to the
research:

* 53% of clients believe the digital experience with their
financial providers needs to be improved;

* 45% expect to be able to access customer services via
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text or social channels;

* 50% expect to receive proactive advice and alerts from
their financial provider; and

* 45% prefer chatbots as their primary mode of
communication for basic enquiries.

WHY GOING DIGITAL MAKES SENSE

In addition to client expectations that digital is now the
norm in their overall client experience with the financial
planning process, there are two key areas for advisers to
consider when looking at the digital offering within their
business.

Firstly, your digital offering needs to be about a positive
client experience. Clients are expecting a richer
experience with their adviser that extends beyond face-
to-face interaction, or via fraditional modes such as the
telephone or email. By using digital platforms, advisers can
offer a more personal experience to their clients by better
understanding what their clients want.

Secondly, a digital offering provides greater operational
efficiency to the planning business. Technology and digital
solutions offer the abillity to improve the ways in which
advisers have traditionally done things within their business.
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The biggest group of advice practices
that have taken up this digital solution are
newly established businesses that are 10
years or younger. In contrast, businesses
that are older than 10 years are recording
a much lower uptake of these digital
tools. - EUAN SNEYD, CFS

From these two key areas emerge a range of by-products,
such as improved compliance, better quality advice, more
resilient business performance and increased profitability,
which will be discussed further on.

TECHNOLOGY: FRIEND OR FOE?
Financial advisers should consider technology as an
opportunity for their business, rather than a challenge.

Currently, there are two types of advice businesses
operating in the market:

1. Those businesses that are the early adopters and are
looking to improve their operational efficiency, improve
the client experience, and are exploring the availability
of technology, particularly low cost tfechnology, to
implement within their business; and

2. Those businesses that typically hold back and wait
for others to test emerging fechnology and business
solutions, before implementing them within their own
business.

What gives these early adopters the advantage is they
are setting the benchmark for what the base client
experiences. They are also dictating the direction of what
is going to be delivered to clients in the future.

In contrast, with the second group sitting back, they are
waiting for the perfect solution to be developed. However,
in reality, no fechnology solution is ever going to be
perfect for a business. While these solutions will do the vast
majority of what an adviser wants, there are always going
to be gaps with these solutions.

However, | believe this second group really needs to move
faster in their adoption of these technology solutions. By
holding off, we are starting to see a disconnect between
the ‘haves’ and ‘have nots’ in terms of how many
businesses in the marketplace are actually performing
more efficiently and profitably.
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ADVICE BUSINESS TECH TOOLS
The following are examples of fechnology tools that can
be easily implemented within an exisiting practice.

‘M Emails, newsletters and marketing automation
What can you do with it?

* Segment and target specific types of clients.

* Run marketing campaigns triggered by a specified
event.

* Track, report and analyse client activity.

Only 51% of advice businesses actually personalise
their broadcast communications to their clients, such
as beginning with *‘Dear Sally...”. Simple things, like
personalising your communications, is an easy way of
improving the client experience.

In terms of business communications, there are solutions
available in the market that allow advisers to segment
their client base, enabling them to specifically target who
they are wanting to talk to. For example, during periods
of market volatility, you can send out emails to clients
who need an update, or when you are doing managed
account changes, you can communicate to clients
though these platforms.

When you consider the most recent findings in Business
Health’s Future Ready VIl Report, which was released last
year, the report found that only two-thirds of advisers are
communicating to their A list clients, who are their high
value clients, less that 10 times per year. Only one-third of
advisers are communicating to their A list clients over 10
times annually.

In fimes, like now, where the industry is receiving a lot of
negative coverage by the media and the markets are
somewnhat volatile, clients are potentially more unsettled
and are seeking reassurance from their frusted adviser. An
effective communication strategy is a great way of getting
in front of clients more often and to demonstrate your value.

For those advisers who are communicating with their clients
more than 10 times per year, they are recording a 31%
increase in profit. So, communicating with clients more often
is a very important way of demonstrating your value and
ensuring that trust is maintained with your clients.

Communication tools include:
e MailChimp.
e XPLAN.

e Campaign Monitor.

CONTINUES >>
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Virtual meetings
G What can you do with it?
* Meet with clients anytime, anywhere.
« Satisfy your time-poor and tech-savvy clients.

« Store meetings for compliance purposes.

There has been a strong uptake by advisers with video
conferencing tools for clients. Video conferencing is a
quick and easy way to have a catch-up or review meeting
with clients at anytime and anywhere.

Virtual meeting tools offer a range of services, such
as screen sharing, enabling advisers to more easily
collaborate with their clients.

Approximately one-third of advice businesses are offering
video conferencing with their clients. Zoom and Skype

are examples of video conferencing tools. However, the
biggest group of advice practices that have taken up this
digital solufion are newly established businesses that are
10 years or younger. In confrast, businesses that are older
than 10 years are recording a much lower uptake of these
digital fools.

Virtual meeting tools include:
e Skype.

* GoloMeeting.

e Zoom.

e SuiteBox.

o Surveys, reviews and ratings

What can you do with it?

* Get to know your clients better.

e Capture client feedback.

* Benchmark your service levels against other providers.

¢ |dentify areas for improvement.

Surveying your clients also goes to the heart of effectively
communicating with your clients. It's about understanding
what your clients are thinking.

According to the Business Health Fufure Ready Vil Report,
only one in three advice businesses are actually asking
their clients for structured feedback. Of the 33 per cent

of businesses that are taking feedback from their clients,

79 per cent are using surveys, like SurveyMonkey, to
directly ask their clients for feedback. By doing so, these
businesses are recording a 27 per cent increase in practice
profitability.
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This increasing ease that clients are
now experiencing in their everyday
lives, is becoming the norm of what
they expect with services today,
including their expectations with
financial advice. - EUAN SNEYD

This profit increase is a result of those businesses getting
to know their clients beftter. Theyre understanding and
positively responding to the feedback their clients are
giving them; they are benchmarking their service level
from year to year; and they are also targeting and fixing
problem areas identified within their business.

Digital tools, like SurveyMonkey, are a great way for advice
businesses to set up regular surveys to better understand
their clients needs and expectations.

In addition, many advice businesses are also rolling out
post implementation and post meeting/review surveys,
where clients are encouraged to provide feedback on
their experiences with the adviser and business. This can be
a valuable way of receiving an independent assessment
of how the business is tracking with its clients.

Survey tools include:
e SurveyMonkey.
e Adviser Ratings.

* Google reviews.

e Client portals
What can you do with it?

¢ Have a central point of information for clients.
* Improve client engagement.
* Help with compliance and sharing secure documents.

Client portals are invaluable in enabling clients to access
their information and fo inferact more closely with their
adviser during the advice process.

Approximately 60 per cent of advice businesses are
currently either using some form of digital tool fo directly
demonstrate planning strategies to clients or are offering
a portal for their clients to access shared information, as
opposed to emailing information to their clients.

An example of such a tool is myprosperity. Powered by live
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data feeds, it allows clients to manage everything from
cashflow to budgeting, property, tax and estate planning.

Client portal tools include:
e FinPal.
e myprosperity.

e Xeppo.

O Cloud storage and shared technology
What can you do with it?

* Work on files anywhere.

* Simplify document sharing and collaboration.

* Download to computers or mobile devices.

Instead of emailing through unencrypted ROAs or SOAs,
another way fo share information with clients is through
cloud sharing. However, the ability to cloud share will
depend on the licensee. While some licensees allow if,
others have much more restrictive standards about where
an adviser can store client information.

Currently, 37 per cent of advice businesses are doing
some form of cloud sharing. Again, it tends to be advice
businesses that are 10 years or younger that are leading
the adoption of cloud sharing.

Cloud storage allows advisers to share files and documents
both infernally within the business and externally with clients.

It enables real time collaboration of documents and allows
clients to easily download files when they need to, compared
o searching for an email or a mailed hard copy document.

Dropbox is a common tool used by advisers, with others
including Google Docs and myprosperity.

Cloud storage and shared technology tools include:
e Dropbox.
* Google Docs.

e myprosperity.

Digital workflow and integration
What can you do with it?

* Link systems together to improve business efficiency.
* Analyse workflow and create reports.
» Capture notes or ideas on any digital device.

While 69 per cent of advice businesses have some form of
way where they can set up and frack their internal workflow
processes, only 32 per cent of those businesses have that
workflow infegrated with other parts of their business.
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Linking and intfegrating your systems is key for business
success foday. By doing so, it will help you to better
analyse your workflows, it will assist you fo create reports,
and help you to understand the trends happening to

your business and with your clients. In addition, digital
workflow and integration will also help with the fraining and
management of your staff.

Zapier is an example of a web automation app, which sits
across various applications that businesses are using, to help
automate parts of an adviser’s business. Zapier supports
hundreds of apps, and enables businesses to mix and matfch
friggers and actions to automate just about anything.

Digital workflow and infegration tools include:
e Zapier.
e Evernote.

e IFTTT.

Q Project, activity and task management
What can you do with it?

¢ Communicate more effectively with your team.
» Get greater tfransparency of projects.

* Optimise resource allocation and delegate tasks.

When it comes to project management, the key to doing
this in a streamlined way is using the right technology
solution that allows you to do it in a smarter way.

An effective project, activity and task management
technology solution will enable you to more effectively
communicate with your team, provides greater
fransparency in what you are doing, and allows you to
better manage the projects you are working on.

Slack is an example of a cloud-based system that offers

a single place where your team can come together 1o
collaborate, where important information can be found by
the right people, and where your tools pipe in information
when and where you need it.

Project, activity and task management tools include:
e Slack.
e Trello.

e Fvernote.

Managed accounts
What can you do with it?

* Enhanced client engagement.

* Improved client investment outcomes.
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e Reduction in back-office administration.
* Improved risk control.

Managed accounts are an investment solution that
has enabled many advice businesses to improve their
operational efficiency and the overall client experience.

Managed account tools include:
* Managed accounts on platforms, like FirstChoice.

e Financial Express.

WHAT WILL THE FUTURE LOOK LIKE?

With so many different technology solutions available to
advice businesses, how do planners successfully navigate
the range of choices available?

The following are my top five tips for advice businesses to
implement technology changes within their practice.

1. Stay up to date

Aftending relevant technology and industry conferences,
as well as subscribing to quality newsletters and
publications, is one of the best ways for advisers to stay up
to date with what’s happening in the industry.

However, as a word of caution, don’t get too excited
when you learn about something new and are keen to
implement it immediately. Instead, start a process of ‘test
and learn’. Firstly, gain a full understanding of what the
tfechnology does and can provide to your business. Then
test the technology out on a reasonably small scale before
you roll it out across your business.

By doing so, you can make an informed decision and
iron out any problems, before fully implementing the
tfechnology in the practice.

2. Encourage your team

When it comes to technology, younger staff members

are likely to be more technology savvy than older staff.
Therefore, younger team members will be the key to
successfully implementing any technology solution within a
business.

So, ensure these younger staff members are part of any
projects and empower them to find the right technology
solution for your business, including how to implement that
new solution within the practice.

As a business owner, don’t try to be all things to all people
within your business. The key is to delegate these types

of tasks, and importantly, use delegation as a way of
encouraging younger staff to step up.

34 / PERSPECTIVES / SUMMER 2018

IMAP 8>

3. Set clear outcomes

This is all about sefting clear outcomes and expectations
of what you want the technology to do. It's about having
smart goals. Be specific in your expectations, ensure you
appropriately measure the outcomes of the technology,
and have a clear timeframe for the implementation of
new technology.

And remember, you need to continually assess the benefits
of your systems. You can expect that every five years or

so, you will be replacing whatever system you are using,
unless it’s had a significant upgrade. Technology changes
rapidly, so you need to keep up with these changes.

4. Be client-centric

Being client-centric is all about keeping the client at front-
of-mind of everything you do. Make sure your business
outcomes are client-centric. Ask yourself: *How will this
change serve my clienfs better?’

5. Integrate solutions

Ensure your systems are integrated. Currently, many advice
businesses are running isolated technology solutions. So, if
you can’t get your tfechnology solutions to integrate with
others, then look for fechnology solutions that will.

Euan Sneyd is National Manager - Institutional Solutions at
Colonial First State.

We are starting to see a
disconnect between the
‘haves’ and ‘have nots’ in
terms of how many businesses
in the marketplace are
actually performing more
efficiently and profitably.

- EUAN SNEYD
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The client-centric approach to
planning
In tThe wake of damaging revelations uncovered
at'the Royal Commission, fechnology can play
an important role in helping the financial services
sector renew trust with existing and new clients,
writes Martin Morris.

he last decade has seen an enormous amount

of upheaval and challenge across the financial

services sector, and few established participants and
stakeholders have emerged without impact.

After grappling with volatile markets and client uncertainty
through the Global Financial Crisis, five years later, the
industry had to navigate through the Future of Financial
Advice (FoFA) legislation.

The industry then entered a period of ‘'normality’, as FOFA
was established and markets settled. But, as the decade
comes to a close, this period of normality was short lived,
with the wide reaching impact of the Royal Commission
touching all parts of the industry.

Whether a licensee, practice owner and/or an adviser,

to successfully navigate the last decade and emerge
confidently, or at least with a view to a positive future, has
required focused resilience.

Disappointingly for those advisers who have demonstrated
this resilience, industry and government research continues
to highlight a large proportion of unmet advice needs
within the Australian community and a continued lack of
frust in the sector.

With 47% of customers (Source: Deloitte) still not frusting
their financial services provider, it’s a statistic that cannot
be ignored. Even more worryingly, regarding this segment
of customers, is that 69% were aged 35 or above and
surprisingly, 43% were aged 50 and over - arguably the
most valuable prospect base for wealth management
participants.

© nongkran_ch - stock.adobe.com

This position will not be helped by the high visibility of the Royal
Commission and the ensuing media focus on the negative
bbehaviours demonstrated by certain industry participants.

However, while this may paint a gloomy outlook, there
will be many advisers who would argue that this is not
reflective of their own client base.

Investment Trends research states that '*90% of planners’
clients say that their financial adviser had a positive impact
on them’.

Arguably, Australia has a very robust, valuable and ethical
financial planning community that is negatively impacted
by a system that sometimes is abused or mismmanaged by
a small number of institutions or advisers. Therefore, the 47%
of distrusting consumers may not actually have a bespoke
relationship with an individual adviser.

In the face of a barrage of press projecting a negative
image of the planning industry and continued challenges
that are often out of their control, how does the planning
industry build frust with the unadvised investor, increase
referrals and increase the percentage of the population
approaching financial advisers for advice directly?

And it's not just financial advisers experiencing challenges.
Licensees have had their fair share of adversity and price
pressure also.

EVOLVING THE LICENSEE-ADVISER RELATIONSHIP
Whilst not a blanket position, it has long been accepted
that licensee profitability cannot rely on the current level of
authorised representative fees alone.
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A consistent theme underpinning most
finfech propositions is a focus on client
engagement and consumer experience.
Developing solutions that address the
tech buzzword of the moment, ‘“friction’,
are high on the agenda.

- MARTIN MORRIS

In fact, many licensees are making a loss on pure
authorisation fees. This is not helped by a large portion of
advisers in Australia seeing their licensee as a compliance
requirement, even those who rate their licensee highly,
rather than a value-adding discretionary business-to-
business service.

Being licensed is a major cost to a financial planning
business and a cost that is non-discretionary, which
removes control from a business owner to decide whether
it is a service, such as marketing, HR support or business
coaching they wish fo pay for. This forces the licensee-
adviser relationship to be one of compromise, as opposed
tfo a mutually beneficial arrangement.

Finding a price point that sits comfortably with both parties
is also a challenge; the practices paying as little as possible
and the licensee charging a discounted fee model, where
the fee is at a level that can be offset by alternative
revenue sources. This price point is rarely met successfully
and can often set a false picture of what it costs to be
licensed and the risk return fee required for a licensee to
provide authorisations.

This leaves a strange dilemma. Advisers still don‘t accept

or recognise the discounted licensee fee as a value-based
model and are offen equally distrusting of their licensee’s
perceived additional conflicted revenue sources, which they
have infroduced to offset their loss on authorisation fees.

Vertical infegration is one licensee solution, which has
been a hotly debated topic before and through the
Royal Commission. The fundamental premise of vertical
infegration is to gain supply-chain efficiencies that can be
passed on to consumers.

Unfortunately, however, there are cases across the industry
where vertical integration has been used to reduce pricing
fransparency and maximise revenue streams, often to the
detriment of customers, leaving many legitimate models
tarnished by those who abused the opportunity.
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Interestingly, this leaves the industry with a single recurring
problem, whether it’s a licensee-adviser or adviser-client
relationship. The problem being a service provider offering
services to a current or prospective client base, which is
largely distrusting and does not see complete value in the
services provided.

Whilst there are pockets of success, until we fix the broader
problem, the statistic of 47% of customers not trusting their
financial services provider is likely to grow.

FINTECHS FREED FROM FRICTION

Whilst licensees and advisers have had to navigate
significant business challenges and barriers over the last
decade, the fintech sector has really taken hold.

KPMG reports a five-fold increase in the number of

fintech start-up companies in Australia over the past five
years. Investment in the Australian fintech sector has
subsequently risen significantly from US$53 million in 2012 to
over US$675 million in 2016.

The number of fintech start-ups in Australia has increased
from less than 100 in 2014 to over 650 companies today.

The Financial Planning Association’s (FPA) whitepaper
titled, Mapping fintech fo the financial planning process,
states that 117 fintechs are active in the advice process,
but only 54 of those are designed to support financial
planners in delivering advice to their clients. That means
a greater number are direct to consumer and present a
potential threat to the advice community.

A consistent theme underpinning most fintech propositions
is a focus on client engagement and consumer experience.
Developing solutions that address the tech buzzword of the
moment, ‘friction’, are high on the agenda.

Friction being the factors that adversely affect decision-
making, or the act of purchasing, by over complicating
processes and/or lack of simplicity in providing key
information to a decision-maker. Advances in tfechnology
are not only reducing friction and cost, they are changing
consumers’ expectations, as they become more
comfortable with ‘self-serve’ solufions and expect real fime
access to financial information.

As 69% of distrusting consumers are aged 35 or over, they
are clearly not a young generation. They are a diverse,
educated, demanding and progressive segment of the
population. They are a segment that is experiencing
digital excellence in many facets of their lives and cannot
understand why this is not fransferring more readily to the
financial services sector.

PwC has stated that research shows 50% of high-net-worth

CONTINUES >>
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investors believe their relationship with their adviser should
include a digital experience, but we know anecdotally
that a large portion of advisers haven’t developed a
strategy to meet this need.

ADDRESSING TRUST WITH TECHNOLOGY
Transparency and accessibility are two factors that

breed tfrust, both of which can be achieved through the
adoption of appropriate technology. If frust is a major
factor in the industry being viewed as a profession, then
technology can play a leading role in helping the financial
services sector renew trust with existing customers and
attract new ones.

For licensees, practice principles and financial advisers,
meeting this consumer need is imperative to future
proofing their businesses.

It is only a matter of time before the finfech and robo
advice sectors develop new offerings that focus not only
on low value investors, but also target the digitally minded,
high-net-worth investor, who prefers to self-serve and who,
in turn, will find these new fintech offerings compelling
enough to negate the need for advice.

Of the 80% of the Australian population who do not obtain
advice, there will always be a segment who cannot afford
personalised advice and those who don’t want it for

one reason or another. The quandary is how many of the
remaining prospective consumers will be left for the advice
industry to access, or will advisers and licensees always

be behind the technology curve in serving the Australian
population and leaving fintech providers to take the lion’s
share of new business?

TIME TO TRANSFORM

We are entering a tfransformational era for financial
services and its participants. For licensees, practice
principals and financial advisers, developing a clear
understanding of the technology available to deliver a
specific value proposition, will be imperative to survival
over the coming decade.

To remain relevant, licensees will need to reposition
themselves as technologically driven business-to-business
service providers. Deciding whether to adopt a broad or
specialist approach will be required of each licensee.

However, the one constant factor will be that technology
will need to play a major part in ensuring any services
provided are cost-efficient, easy to deliver and scalable
in a way that the advice community will willingly consume
and, importantly, see value in.
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Practice principals and advisers will need to reposition
the client, and their needs, at the centre of their universe,
rather than the business. Development tfime will need to
be refocused on creating and delivering more client-
centric solutions, rather than purely solving business issues.
Those firms or advisers who have not yet considered how
they will use technology more effectively with their clients,
will contfinue to see their model move further away from
consumer needs.

The result is that licensees and advisers will need each
other to pool resources and design targeted solutions to
answer specific client needs and demands. Advisers will
need to understand their customer’s digital needs and
licensees will need o use this information to develop
solutions that assist the adviser with aftracting new clients
and building greater levels of frust. This in turn will ensure
that advisers finally see true value in their licensee.

The good news is the fechnology is already available, with
many established fintechs willing to work with financial
advisers. Data sharing environments are central to ensuring
multiple technology platforms can work harmoniously
together, reducing the cost fo licensees and advisers in
building individual solutions or connecting directly fo
in-nouse solutions.

Developing and implementing a strategic technology

plan can be achieved without significant infrastructure or
development cost, giving industry participants the ability
to develop a robust plan that will enable them to not only
successfully navigate the next decade, but deliver a better
wealth management experience for their clients.

Martin Morris is Head of Distribution at Praemium.

If trust is a major factor in the
industry being viewed as a
profession, then technology can
play a leading role in helping the
financial services sector renew
frust with existing customers

and attract new ones.

- MARTIN MORRIS
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Mapping the customer journey

By mapping your clients’ journey to the advice process, you can
ensure your clients are getting optimum engagement at all their
inferactions and fouchpoints with your business. Here are some
tips from Netwealth for mapping your clients” journey.

financial planners or the banks, but against companies

I n 2018, your customers no longer rate you against other
that are masters of customer engagement.

Whether they are ordering a pizza from Domino’s, buying
a movie on Nefflix or getting consumer credit through
Afterpay, customers now expect every experience 1o be
user-friendly, friction-free and intuitive, because this has
become the new normal.

If you are competing against the world’s customer
experience experts, then how can you match them? A
starting point is to understand the customer journey of
your typical advice customer and identify touchpoints
and points of pain in that journey, with a view fo fix and
innovate against those.

Every business is different, so it’s important to
Map your own clients. Having this in-depth
understanding of your client’s experience is
a vital step to growing your business.
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Let’s consider a high level customer journey for a financial
advice customer, typically it will involve the following
‘journey’ steps and associated points of friction or ‘pain’.

* Prospect: When people have financial needs or
problems, this is the beginning of their journey to seek
out advice. Some of the tfouch points at this sfage could
include a referral partner, advice from a friend, your
website, a phone call, Google, social media, online
directories or meetings (in-person or virtual).

This is where first impressions are critical. Google yourself
(you know you want to) and see what kind of impression
you are making.

Some of the pain points customers may experience can
include feeling overwhelmed with too much information,
perceiving your business lacks credibility due to a

poor looking website, finding it hard to find time for an
appointment and finally, a reluctance or anxiety to take
the next step.

* Discovery: This step involves the collection of information
and data about the person. This can be through the use
of online tools, risk questionnaires, calculators, budgets
and the collection of bank statements, as well as old-
fashioned methods like face-to-face meetings.

The main pain point to note here is that the customer

CONTINUES >>
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can easily become overwhelmed. Collating data can
lead to frustration, as can asking for sensitive data.

Advice: The core of your business. This is where you share
your recommendations with your clients through the

statement of advice (SOA) document and presentations.

These presentations not only need to have all the
relevant information but they also need to be easily
digested by the client.

Areas of friction or pain points are often through the use
of jargon and excess legal speak, and a lack of clarity in
linking the person’s objectives with the advice strategy.

Implementation: This is the point where the customer
signs off on documents to accept your strategies. These
forms can include execution documents (account
application forms, rollover forms and insurance
documentation).

Pain points at this step can include documents that
require more than one person to sign and incomplete
documents leading to rework. Even printing is hard for
many people, as they often don’t have a printer at
home.

Engagement and education: Ongoing communication is
vital with your clients and this can be achieved through
client portals, reports and dashboards, meetings,
educational content and calculators.

While this ongoing flow of information provides value to
your clients, there are pain points, which can include the
client not understanding the status of the strategy, not
understanding what certain events will mean for them,
and feeling forgotten if they haven’t heard from you in a
while.

Annual or periodic reviews: This step is similar to the
discovery process again, where you are looking to
freshen up your understanding of the client’s objectives,
information and data. As such, similar pain points exist as
already mentioned.
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* End of financial year: EOFY is a critical time for your
clients and they will need statements, advice and
information o be properly prepared. There will be face-
to-face meetings during this process, and the actual
lodging of the tax return and audit of SMSFs.

The pain points here may include the many confusing
documents that need to be signed by multiple people.

Map your customer journey and innovate

Every business is different, so it’s important to map your own
clients. Having this in-depth understanding of your client’s
experience is a vital step to growing your business.

Simple techniques exist fo map your client’s unique journey
with your business. For example, at Netwealth, we have
developed a Customer Journey Mapping workshop as
part of the Netwealth Innovative Toolkit for this purpose.

By using a customer journey map approach, you will be
able to analyse the journey to ensure your clients are
gefting optimum engagement at all their interactions and
touchpoints with your business.

By identifying the pains and joys customers have at
different touchpoints, your firm can make the client
experience smooth and memorable, encouraging repeat
business and positive word of mouth promotion.

This will enable your business to remain nimble and ready
to meet all challenges along the customer journey. It can
help evolve your strategy by improving engagement at alll
fimes, in turn delivering greater customer satisfaction and
perhaps improved profitability.

To create your own customer journey map unique to
your business, download the Customer Journey Mapping
workshop at www.netwealth.com.au/innovation.

...customers now expect every
experience to be user-friendly,
friction-free and intuitive, because
this has become the new normal.
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20 19 IMAP EVE NTS Investment Forum - Sydney, Melbourne, Brisbane
2019 is shaping up as another busy year for IMAP, so make
sure you mark these events in your diary now! MAY
* 8 May 2019
JANUARY Webinar
e 29 January 2019 * 20 May 2019
Investment Forum - Sydney, Melbourne, Brisbane Responsible Manager Masterclass - Sydney
* 30 January 2019
Webinar JUNE
e 27 June 2019
FEBRUARY IMAP Managed Account Awards
¢ 13 February 2019
Webinar AUGUST
* Portfolio Management Conference - Sydney and

* 21 February 2019
Managed Accounts Central, SMSF Conference

Melbourne

NOVEMBER

e 6-7 November
InvestTech 2019

MARCH
* 12 March 2019

IMAP Adviser Roadshow - Brisbane
¢ 11 November

e 13 March 2019
Responsible Manager Masterclass - Melbourne

Webinar

Dates and events may change. Venues still to be confirmed.
e 14 March 2019

IMAP Adviser Roadshow - Sydney For more information, go to imap.asn.au/events or contact

Jenny Phimleut af jenny.phimleut@imap.asn.au
¢ 19 March 2019

IMAP Adviser Roadshow - Melbourne

IMAP hosts leading managed account educational
events, including webinars for dealer principals and

APRIL
« 10 April 2019 advisers, odY|ce roadshows, practitioner forums and
, the Responsible Manager Masterclass. For more
Webinar

information, go to imap.asn.au

* 17 April 2019
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