
HAS THE ROYAL COMMISSION 
MADE THE QUALITY OF ADVICE 
WORSE?  

The financial services industry has been in the spotlight over 
the past year for all the wrong reasons thanks to the financial 
services Royal Commission. 

It has led to some positive, although painful, changes. 

However, there have also been unintended consequences 
that threaten to undermine the very quality of advice the 
Royal Commission sought to improve.

Revelations about some of Australia’s largest companies and 
the public executions of their directors and executives have 
created a culture of fear and conservatism. A Productivity 
Commission review of superannuation alongside the work of 
a newly invigorated corporate regulator has added fuel to the 
fire.

Financial advice is now being reshaped by a strict  
interpretation of the law that is most defensible to the 
regulator, regardless of whether it is in the best interests  
clients.

BEST INTEREST DUTY CONFUSION 
Advisers are still struggling to interpret the best interest duty 
and are falling back on low fees as a simple measure instead. 

Others are maintaining the status quo with clients who may 
favour change, in a misguided attempt to avoid the issue 
altogether but which reduces the value of strategic advice.

ASIC has previously acknowledged that higher-fee products 
can satisfy the adviser’s best interest duty in regulatory guide 
175 (an issue we explored in November 2018: Meeting best 
interest duty to clients requires more than fee focus).

The regulator gave an example of a client who is prepared 
to pay more for better quality reporting and accepts their 
adviser’s recommendation to switch to a platform that 
delivers just that, with a 0.1% higher fee. 

“The advice provider has complied with the best interests 
duty,” ASIC’s guide says, noting that the client is in a better 
position as a result of the financial advice. 

However, in a post-Royal Commission world, many advisers 
are under the impression they cannot recommend a switch 
from a low-fee industry fund to a managed account even if 
the latter is more suitable for the client.

While fees are clearly an important factor to consider, they 
are not wholly representative of the client’s best interests, as 
ASIC’s guide states.

The desire to meet the best interest duty is now being 
outweighed by the fear of charging a fee for no service and 
as a result lawyers are now taking an extremely conservative 
approach in their recommendations to licensees and  
product providers
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For example, lawyers have recommended selling a client’s 
entire portfolio if they have not ‘opted in’ or signed the 
necessary paperwork to retain their managed discretionary 
account (MDA) within the 13-month deadline, even when 
doing so is clearly not in the client’s best interest. It risks 
becoming a triumph of good practice over good sense. 

CONFLICT OF INTEREST GONE MAD?
Managed accounts offer investors many benefits such as the 
transparency and flexibility of direct ownership. However, 
they also provide advisers with a large cost saving, creating a 
potential conflict of interest. 

In the current climate, this makes recommending a managed 
account even harder unless the overall cost to the client is also 
lower than the client’s current product. This can be difficult if 
the current product comes at a very low cost regardless of the 
quality or suitability of the product. 

The Royal Commission has rightly shone a light on conflicts 
of interest and underlined that some conflicts need to be 
eradicated rather than merely disclosed. However, this is not 
one of those conflicts and undermines the ability of advisers 
to deliver advice in the best interest of clients while creating a 
sustainable business. 

In addition to this, managed account platforms are having to 
restructure their solutions based on conservative legal advice 
that avoids conflicts at all costs. This doesn’t always favour the 
client, as service providers are being advised against solutions 
where the provider benefits, even when the solution also 
provides a benefit to the client as well. 

This push comes at a time when financial advisers and 
licensees already face increased compliance costs, which 
will eventually flow through as higher advice fees. Financial 
advisers who cannot pass on these higher fees will ultimately 
be forced to leave the industry.

LOW PRODUCT FEES HAVE BECOME 
MORE IMPORTANT THAN THE MOST 
APPROPRIATE PRODUCT 
The Royal Commission, as well as the Productivity  
Commission report, have exacerbated the focus on product 
fees. ‘Low fee’ now equals ‘better product’ regardless of 
whether the product suits the client’s needs. 

Product providers are cross-subsidising this race to the 
bottom with their long-term clients paying higher fees than 
new clients. In some cases, they are making no money on 
new inflows (other than their cash options which charge 
exorbitant fees). Investors already in the product continue to 
pay higher fees and ultimately wear the inevitable reduction 
in service.

In the US, Fidelity already offers no fee mutual funds while 
the Securities and Exchange Commission recently approved 
a boutique manager’s ‘negative fee’ ETF, which will pay 
investors 5 basis points for the next year or until the fund 
reaches $US100 million. It may be just a matter of time before 
we see similar funds here.

We are already seeing these unintended flow-on effects from 
the Royal Commission and it has only been a few months 
since the final report was released. These consequences are 
likely to continue to grow over time. 

While the Royal Commission shed an important light on 
individual and systemic poor practice, it may also create 
a worse outcome for those clients who already had good 
financial advisers.

Contact Innova Asset Management for further information 
about our goals-based investment approach.
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