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Ripoll Report

In case you’re not aware, the
Parliamentary Joint Committee on
Corporations and Financial Services
(otherwise known as the Ripoll Inquiry)
released the long awaited report on their
inquiry into financial products and services
on Monday the 23rd of November.

The inquiry examined the current
regulation of financial products and
services, with a focus on financial
advisers, in light of the recent corporate
collapses of Storm Financial and Opus
Prime. The report made 11
recommendations in total address such

topics as:
e standards of advice;
disclosure;

[ )

e remuneration practices;

e transparency, competency, and
accountability in licensing; and

o financial literacy.

The commentary surrounding the report
has varied. We wouldn’t say that “[the]
report carries all the weight and ferocity
of a wet lettuce”, as one commentator
suggested, but nor would we say that

“[t]he financial planning industry’'s worst
nightmare is about to come true”.

In the face of media coverage that
preceded the report’s submission to
Parliament, as well as the FPA’s change
to its remuneration policy, it would be fair
to say that there were no radical
suggestions, or recommendations that
came entirely from left field.

The committee’s recommendation that
“the Corporations Act be amended to
explicitly include a fiduciary duty for
financial advisers operating under an
AFSL, requiring them to place their
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clients’ interests ahead of their own” has
the potential to bring about more cultural
change in the industry than the simple
banning of commissions. Fiduciary duties
involve the highest duty of care that can
be imposed, and require the adviser to
subjugate their own interests in favour of
the interests of the other party. Fiduciary
duties (such as the duty a lawyer has to
its client) have evolved over many years,
so it will be interesting to see how this
would be implemented and enforced in
the financial adviser-client relationship.

The two key principles that Chris Bowen
has explained will guide any regulatory
changes are:

e The financial advice that people get
must be in their best interests —
distortions to remuneration, which
misalign the best interests of the
client and the adviser, should be
minimised; and

e In minimising these distortions, we
need to ensure that we don't put
financial advice out of reach of those
who would benefit from it.

From the perspective of removing
commissions as a form of income for
advisers, it is telling that the first principle
only seeks to minimise distortions, and
that the second principle insists that
financial advice should not be out of reach
for people who may not be able to afford
the advice. Arguably, this latter principle
refers to situations where individuals may
not be able to afford the upfront
payments that a fee-for-service model
would require, and are comfortable with
the adviser receiving commissions as the
form of compensation they receive for
their time and expertise.
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The inquiry will not be followed by any
immediate changes. Instead, it appears
that the Government will await
suggestions from the Cooper review (into
superannuation) before implementing any
significant legislative changes.

Click here for a short, simple outline of
the committee’s recommendations. The
committee’s full report is available from
the Parliament of Australia website.

Credit reforms - green light
to go!
Get ready! The Government’s national
consumer credit reform package has
been passed by the Senate and is set to
commence on 1 July 2010. The package
includes:
¢ the National Consumer Credit
Protection Bill 20083;
¢ the National Consumer Credit
Protection (Transitional and
Consequential Provisions) Bill
20089; and
¢ the National Consumer Credit
Protection (Fees) Bill 2008.

Collectively, the above Bills establish:

e a national equivalent to (and
replacement of) the Uniform
Consumer Credit Code (UCCC);

e a national licensing system for
those who engage in credit
activities;

e general conduct requirements for
licensees, including responsible
lending practices; and

e the requirement for licensees to be
a member of an external dispute
resolution (EDR) body.

Remember the key dates:

Those requiring an ACL, i.e. credit
providers and credit assistance providers,
will need to register with ASIC between 1
April and 30 June 2010.
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Following this, registered credit
participants will then have six months to
apply for an ACL, between 1 July and 31
December 2010.

Relevant consultation papers relating to
these reforms can be found on
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