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1- EXECUTIVE SUMMARY:-  

Product failure, impaired structures and frozen funds in the Australian financial services market 
has exceeded $37 billion since 2005 greatly affecting consumers’ ability to save for retirement.   
 
The previous Labor Government erroneously levelled the blame for this environment at the 
product commission environment in the financial advice industry and failed to address key 
systemic problems we believe are responsible for these catastrophic conditions. 
  
Although we agree with most aspects of FOFA it has however not addressed the core reasons 
why these funds failed. Adviser behaviour certainly needed to be modified but we contend 
these failed funds should not have been on the market in the first place and they should have 
not been allowed to get distribution traction with advisers and self-directed consumers. 
  
We are requesting that the FSI investigates and modifies the conduct and roles of Research 
Houses in the advice distribution process and ASIC’s handling of the registration and 
distribution of Product Disclosure Statements [PDS] created by product manufacturers. 
  
ASIC have publicly announced on many occasions in the past that any new PDS’s are only 
registered with ASIC before market release, they are not scrutinised by ASIC. Unfortunately 
not many of us have listened. Even senior members in the industry and understandably 
consumers have wrongly assumed that product structure and back ground checks on key 
personal were performed upfront by ASIC before market release. This misconception has 
subconsciously been ticked off by many as the ‘first filter’ mechanism in the market credibility 
process.  
  
The Westpoint collapse was a prime example with consumers blaming ASIC for allowing the 
product to exist in the first place. Many are then surprised to learn that the ASIC product 
scrutiny process only happens if failure occurs, this misconception by the industry and 
consumers has proven to be very costly.  
  
We are not advocating that ASIC becomes a research house, we however believe ASIC should 
have a more active role in the management of the  PDS approval and market release process, a 
suggested structure will be presented in the summary section of this paper. 
  
A critical element to the success of a PDS manufacturers’ distribution success is gaining a 
favourable rating from a Research House. Unless a product has a favourable rating they cannot 
get traction with the Advisers or self - directed consumers. The majority of Advisers rely upon a 
favourable product rating to justify a product’s inclusion in a client’s portfolio. This forms an 
integral part of an adviser’s legal obligation to have a ‘process’ to conform to regulatory 
guidelines.  
  
Unfortunately, this places Research Houses in a very powerful and influential position to 
dictate distribution outcomes; they are essentially the ‘middle person’. Advisers need their 
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ratings to justify a product’s inclusion in a client’s portfolio and PDS manufacturers needed 
their approval to gain traction with the adviser or self-directed consumer. 
  
Best practice strongly suggests that the advice industry should be the only market stakeholder 
funding Research Houses to avoid massive conflicts of interest and distortions with the true 
quality of a PDS and its manufacturer, unfortunately this is not the case. We are only aware of 
one Research House who has a business model where a yearly audit is conducted by an 
external credible party to confirm that no revenue is received from a product manufacturer to 
rate a product. The other 90% of the market participants accept product manufacturer 
payments to rate their products in various forms of activity. 
  
This ability for product manufacturers to ‘shop around’ and have the distinct possibility to 
commercially influence their product rating, regardless of product quality is profoundly 
conflicted and needs to end. US Congress identified this ‘shopping around for a credible rating’ 
culture was a major contributor to the distribution of flawed structured products leading up to 
and exacerbating the GFC. In fact some very high profile global credit agencies are currently 
before the Courts to answer for their conflicted conduct. 
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2 - SUMMARY:-  
 
The 164 failed or frozen funds detailed in the attachment all had one issue in common; they 
had all [without exception] purchased a positive rating from a conflicted Research House to get 
inflows from the market. This widely accepted paradigm within the industry has to end. 
Consumers need to be educated on the difference between a conflicted and non-conflicted 
business model and advisers need to be ‘encouraged’ to support a non-conflicted culture.   
  
A major contributor is this culture is a lack of available retail funding to support the numerous 
retail Research Houses in existence. Some level of blame can attributed to large advisory 
groups using their scale to significantly reduce pricing, depleting the available capital and 
forcing them to seek funding from product manufacturers to survive. 
  
We believe a solution to rectify the lack of scrutiny by ASIC of new PDS’s entering the market 
and eliminate the ‘shopping around’ culture for ratings is as follows:- 
  

1. Every adviser pays an annual fee of [say] $1,000 into a pool operated by ASIC to 
fund product research. 

 
2. This pool funds a panel of Research Houses to examine new PDS’s before market 

release i.e. business model sustainability, Director Profile and background, 
likelihood of success etc. 

 
3.    ASIC can essentially outsource the PDS assessment process to this panel giving                          

                    the market some comfort that the PDS has been professionally assessed.   
 
This business model will force advisers to fund research, force research houses to change their 
funding models, the weak/conflicted will not survive and the market/consumers will gain much 
needed comfort with the distribution of product and its quality. 
  
FOFA has not addressed these weaknesses; product failure history will continue to repeat itself 
unless meaningful structural change is implemented. 
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