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Making a Difference

Driving home one night recently, | happened to hear
Anne Murray’s 1984 country song ‘A Little Good News”
which contains the lines —

I'll come home this evenin’

I'll bet the news will be the same

Somebody takes a hostage, somebody steals a plane
How | wanna hear the anchorman talk about a county fair
How we cleaned up the air, how everybody learned to care

A little trite perhaps but we can identify with the
sentiment. The continuous media barrage of bad news
stories can distort our perception. Have the last four
decades been a lost cause?

Like most of us | acknowledge the magnitude of the
challenges that face future generations — and in fact, in
various forms, have faced all generations.

But the song brought to mind what have been, for me,
two of the most unexpected and uplifting world events of
my lifetime. The first was the election of Nelson Mandela
as President of South Africa — not just the fact of it, but
that Mandela could emerge from decades of
imprisonment and isolation to embody and symbolise the
finest elements of human compassion, tolerance and
decency.

The second? If anyone had suggested to me that an
African-American could be elected President of the US in
my lifetime | would have suggested they were dreaming.
But events conspired. Barack Obama’s election was a
contingent fact of history. | hold great hopes for Obama.
(If you have not read his book ‘Dreams From My Father’ |
commend it to you.)

You will undoubtedly have your own catalogue of events
that inspired you. What we should also understand is that
we each have the capacity to contribute to major change
—and over our lifetimes have done so.

We can overlook how much has changed over the past
forty years. My daughters find it difficult to believe that
until 1967 indigenous Australians were not recognised as
citizens and did not have the rights of citizens. They
looked at me with astonishment when | told them that in
my first year of teaching the highly qualified young
woman teacher whose desk was next to mine was paid
only 85% of my salary.

Society is indebted to those who fight injustice,
discrimination, inequity and environmental plunder —
whether with a public, activist profile or in their own
quietly personal ways - perhaps through their support of
organisations like Oxfam, or Medecins Sans Frontieres,
or Amnesty International or of environmental groups like
the Wilderness Society, or Greenpeace or WWF. Or
through their Union membership. Or in a hundred other
ways.
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Another Bub at RV

Many of Geoff's and Denis’ clients will have experienced
Kristi's relaxed efficiency. It now extends to parenting —
daughter Kate was born to Kristi and her husband Phil on
20™ March weighing 3.52 kilograms (or to many of us
7Ibs.110z.). Kristi is on extended family leave but wants
to continue to do some planning support work. We strive
to be as family friendly as we can. Kristi works online to
our office with a flexible work routine to fit with her and
Kate’s needs.

Kate is a little beaut — her hair stands straight up on her
head. We love it when Kristi brings her in — all smiles as in
the photo.

| see the quiet resolve to make a contribution and to make
a difference in our clients every week — in the extent of
their personal contribution to Volunteering and in their
involvement in community activity.

For we all think that over time things can be changed for
the better. There are occasional quantum leaps, like the
election of Obama, but they are founded on the decades of
incremental change arising from the efforts of ordinary
people.

And those incremental changes over time recast our social
fabric — a reality starkly demonstrated by watching just one
episode of Mad Men.

After a year of momentous events for the world and for our
own community — the global financial collapse and the
Victorian bushfires — we can lose sight of the extent of
positive incremental change that has accrued over our
lifetimes — to which you have all contributed and continue
to so do.

We enjoy working with you.
Best Wishes.

Alan - on behalf of the RV staff team
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Fees, Alignments and Bias

There has been an avalanche of comment in the
media over the past year or so relating to the
nature of products, fees and advice in the
financial services industry. Some has been
informed, some misleading, some self-serving and
some hysterical. For some time now there has
been a campaign of adverse comment on the
receipt of commission based remuneration on the
basis that it biases advice and can distort the
provision of services.

There is at present a parliamentary inquiry
addressing the provision of financial services
including how advice is provided, how products
are sold and how advisers and fund managers are
remunerated.

Our purpose in writing this article is to provide a
perspective to assist client understanding. We
have provided retirement advice and continuing
care services to clients for nearly two decades,
including both fee and commission based
services. It is valuable to be able to look through
the media reporting at some key issues.

Events of Recent Years

In a boom activity becomes frenzied and investors
incautious — demanding of high returns and keen not
to miss out. Some product providers and financial
services businesses are predatory. They employ
poorly qualified staff and drive them to sell product.
Investor borrowing is promoted to provide the capital
to purchase products. Risk compounds. Incompetency
and greed flourish. The imperative to place product
rather than provide advice drives business revenues,
whether fee or commission based.

With the end of the boom and the near collapse of the
world banking system these excesses were brought
into sharp focus. Excesses such as those of Storm
Financial, Westpoint, Great Southern Plantations,
Opus Prime and Fincorp are well known. The
elements of greed, ignorance of risk and inflated
expectations flourished. Sometimes large fees were
involved, sometimes commissions. And some banks
were complicit in the encouragement of high levels of
borrowing by individuals to purchase high risk assets
and portfolios. The absent essential appears to have
been careful, measured and appropriate planning and
advice.

Good Planning

We have written widely over the years about what
constitutes good planning, particularly in our core area
of retirement planning. It addresses a client’'s
situation, needs and objectives in terms of future
planning periods. It looks at lifestyle objectives and
the income and capital needed to service them across

the planning periods. A model is developed taking
account of taxation rules, superannuation rules, social
security rules, risk and investment options. Only then
are appropriate product s chosen to fit the strategy.

Over time things change — personal circumstances,
super rules, tax rules and investment options. The
maintenance of a model is an ongoing process. It
requires tuning from time to time, and an ongoing
relationship between the client and their adviser. Good
planning is relationship based.

Conflict of Interest in Advice

Too much of the advice given in this industry does not
satisfy the above standard. But nor is it of the type
reflected in the extreme examples listed above.

In undertaking any reform it is important to look at the
core operation of the wider industry and the agendas of
those that occupy it.

In Australia, banks are a powerful force in the financial
advisory industry. They have extensive product
distribution networks through their branches. And they
own major fund managers. (For example major fund
managers such as Colonial First State, MLC and BT are
owned by banks).

Many banks both own fund managers and employ
financial advisers. Inevitably, there is the potential for a
conflict of interest. The employment relationship has the
potential to influence the products which the adviser
recommends. And banks have a revenue interest in
building their funds under management.

A similar situation can exist with advisers who work
directly for, or are contracted to, major superannuation
funds. Some time ago we had an interest in tendering
for the provision of advisory services to the members of
a major super fund - until we read their tender
document. The terms of the tender required that the
fund’'s products be used for investments 95% of the
time.

We did not tender. It would have compromised our
integrity to have done so. A national fee based adviser
network submitted the successful tender.

Fund managers, including superannuation funds, are
principally asset managers, seeking to build funds
under management. Too often advice functions
primarily as a mechanism for doing so. Many of the
Statements of Advice we see are legalistic, jargon
riddled and generic. They are documents designed to
generate an immediate transaction rather than build an
advisory relationship. For in many such instances the
adviser and the client will never meet again.

The potential for conflict of interest in advice exists
irrespective of the method of remuneration.
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Fees and Commissions

Fee or commission arguments have centred around
bias and conflict of interest. It is unsurprising that the
funds management arms of some banks and some
large super funds argue against commission based
payment on the basis of ‘conflict of interest’, for it does
not fit their product distribution model.

We have discussed above the potential for conflict of
interest which arises from employment relationships,
irrespective of the method of remuneration.

That is not to argue that potential conflicts of interest
do not exist elsewhere, whether in fee or commission
based models. They do. It is imperative that they are
fully disclosed to clients, that clients understand them
and that they are able to make a choice.

Many years ago Tony Muston, a leader in the
provision of financial advice and client services, said
‘the thing about commissions as a method of payment
is - clients like them’.

It is worth commenting on the reasons why this might
be so. One of the reasons may lie in the fact that
clients prefer to have the cost of services amortised
over time from their investment portfolios, rather than
by paying directly. It can be more efficient, or it may in
some instances simply be an emotional preference.

In some cases it will also enable people to obtain the
services they may not otherwise be able to afford.

It can also depend to some extent on the models that
are associated with ongoing care services.
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Ease in Ongoing Relationships

Our costs of providing services to clients over the long
term have been met in part by service commissions and
in part by fees.

Our clients access services and appointments as
required and we maintain contact through our reports
and regular publications, as well as by telephone
discussion and through client update meetings.

Depending on their situations and circumstances, at
some times clients will underutilise services and at
other times will overutilise them.

Our clients understand that when they need to ring, or
to come in, they do not have to think about any direct
immediate cost. Ours is not an individual time-costed
model. If we spend half an hour talking to clients about
their recent holiday, their family or their newest
grandchild, they are not worrying about the direct time
costing of the appointment.

It is true that in such a model there is an element of
cross subsidy between clients. Some use or need
services more than others. At certain times, life crises
or other events require intensive provision of services.
All are covered by the model.

It is also true in such a model, that our wealthiest clients
are to some extent subsidising the services to those
clients who are less well off — as indeed are we. But
that is the sort of society we believe in. We refuse
absolutely to categorise our clients as A, B or C class
as many institutions do — scaling their services
according to their clients’ wealth. All of our continuing
care clients have access to all of our services to the
extent required by their situation without additional
payment.

There is a peace of mind and an ease of relationship
that comes from such a model. There is time for
advisers and clients to get to know each other — all of
which adds value to the nature of the planning
relationship over time.

The Future

We are neither owned nor controlled by any financial
institution. As such we do not have alignments which
require us to place funds with any particular institution.
Our focus remains on the quality of advice, ongoing
services and the maintenance of fair fee structures.

We trust that the outcome of the present inquiry does
not lose sight of the role of small organisations such as
our own in delivering quality advice and in providing
ongoing and affordable support to clients over the long
term.
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Age Pension Changes

A number of changes affecting Age Pension
entitlement will come into effect on 20"
September 2009. Others took effect on 1%
July 2009. The following summary looks at
key changes in terms of their effects on
clients.

Age Pension Full Rate

From 20™ September the full singles rate of Age
Pension will increase by $32.49 per week. The full
couples rate will increase by $10.14 per week. In
addition to the above the regular indexation
increases will also apply.

Income Test — Taper Rate

Age Pension entitlement is determined by asset
and income tests. The income test is not based
on taxable income, but on Centrelink assessed
income — a different testing regime. Where the
income test is the constraining test, the rate at
which Age Pension entitlement reduces will
change from 40c for each $1 of assessed income
to 50c for each $1 of assessed income. There is a
proviso in the legislation that existing pensioners
at 20" September cannot suffer a pension
reduction as a consequence of this change.
However their rate of increase may be reduced by
the increased taper rate.

Over time the change will offset, to some extent,
the advantages in Centrelink income assessment
which resulted from the July 2007 changes to the
way superannuation pensions were treated.

Salary Sacrifice

Where an Age Pensioner has a working partner
who is below Age Pension age, any income
salary sacrificed by the working partner has until
now been exempt from income testing in respect
of Age Pension entitement. As of 1% July
sacrificed amounts are assessable under the
income test.

If you have not informed Centrelink of amounts
sacrificed in these circumstances you will need to
do so. This change may require a review of
efficiency and some tuning of structure for clients
using salary sacrifice in the situation where one
partner is eligible for Age Pension. Contact your
RV Adviser. It should be noted that there is no
change to the exemption from asset and income
testing of the working partner's superannuation
accumulation fund benefits. They remain
excluded.

Same Sex Couples

Historically same sex couples have been
assessed individually under the single pension
asset and income tests. As of 1st July they are
assessed under the rules for couples, generally to
their disadvantage. In some cases a reduction in
Age Pension can be offset by improving the
efficiency of their model in terms of the
assessment rules for couples. Contact your RV
adviser if you have not yet done so.

VALE

RV clients Carol and David Holcombe died in the
Kinglake fires on Black Saturday.

They were highly respected teachers devoted to their
three adult children and committed to their students,
schools and local community.

Carol was a passionate gardener and David sang with
the Melbourne Welsh Male Choir.

They seemed to have boundless energy and were
regular visitors to the RV office. Always warm,
charming and ready to display an innate sense of
humour we looked forward to their appointments.

Carol and David are survived by their children — Ella,
Patrick and Eugene.

We will miss them.
- Geoff
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