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FASEA Update

Earlier in the month, we lodged a 
submission with FASEA in response 
to their invitation for feedback on 
Proposed Pathways for Existing 
Advisers.

We are not happy with FASEA’s 
Proposed Pathways and will continue 
to press our point of view.

Our advice to FASEA is as follows:
• If the proposed education path-

ways are enforced in their current 
form it is anticipated that a signifi-
cant number of senior experienced 
advisers without a degree or an 
8 subject Graduate Diploma will 
leave the industry.

• This will result in a lower level of 
advice for retail investors.

• Additionally, it will also mean that 
there will be a reduced number of 
experienced advisers to mentor 
new entrants to our industry. It is 
highly probable that consumers 
will be disadvantaged for a number 
of years.

• FASEA could avoid this by allow-
ing an AQF 8 Grad Certificate (4 
unit) as a sufficient qualification for 
an existing, experienced adviser 
without a degree and providing a 
more practical pathway for senior 
advisers to transition out of the 
industry by extending the sunset 
period for mature advisors. This 
would still necessitate these ad-
visers passing the National Exam 
and complying with CPD during 
that time.

• The National Exam should focus 
exclusively on the subjects in-
tended for the Bridging Course 
(i.e., Ethics, Chapter 7 of Corps 
Act & Behavioural Finance). The 
proposed Bridging Course would 
then become redundant, as would 
any separate requirement to study 
Ethics.
I acknowledge the efforts of our 

FASEA Working Group chaired by 

Andrew Fleming in putting this sub-
mission together. 

ASIC Consultation on 
Code Monitoring
We also lodged our submission 

to ASIC on their CP 300 on Code 
Compliance Schemes.

Our advice to ASIC is as follows:
• We are very worried about the 

over-engineering of ASIC’s pro-
posed code monitoring regime.

• ASICs proposals to include con-
sumers in Code Monitoring is a 
response to populism. Involving 
consumer representatives in Code 
Monitoring will be counter-pro-
ductive as consumers will not have 
the detailed knowledge of financial 
services regulation necessary to 
make an informed contribution.

• In many cases the proposed 
regime is too prescriptive and 
will impose a heavy cost on the 
industry.

• The result of ASIC’s plans is that 
there will be an ever-diminishing 
number of financial advisers, with 
an increasing cost burden left for 
those that remain in the industry.

• This will result in a shortage of re-
tail financial advisers. Consumers 
will be the losers.

AFCA Update

On Friday June 29th, we also lodged 
a submission with AFCA about their 
proposed rules. We have serious res-
ervations about them. I am indebted 
to James Karpouzis, Head of Legal 
for Crestone Wealth Management, 
for his assistance.

The Alliance for a Fairer 
Retirement System

Friday June 29th saw The Alliance for 
a Fairer Retirement System launch its 
new website.

The Alliance was formed in re-

sponse to Labor’s proposal to dis-
allow refunds of excess franking 
credits for a range of retirees and 
shareholders.

SAFAA is a founding member of 
the Alliance.

Alliance partners include:
• SAFAA
• SMSF Association
• National Seniors Australia
• Self-Managed Independent Su-

perannuation Funds Association
• Association of Inde-

pendent Retirees
• Association of Financial Advisers
• Australian Investors Association
• Australian Sharehold-

ers Association
• Australian Listed Investment 

Companies Association
The Alliance represents millions 

of senior Australians, sharehold-
ers, self-funded retirees and those 
planning a sustainable retirement, 
including over one million members 
of self-managed super funds.

The aim of the Alliance is to explore 
options to fix problems with the ex-
isting superannuation taxation, Age 
Pension means testing and broader 
retirement income systems.

An important objective for govern-
ment is to encourage older Austra-
lians to save for retirement and to 
support the majority of retirees (58%) 
who take pride in being either fully or 
partly self-funded in retirement. This 
majority includes many self-funded 

JULY 2018 MESSAGE FROM THE CEO OF THE STOCKBROKERS AND FINANCIAL ADVISERS ASSOCIATION

Andrew Green

https://www.stockbrokers.org.au/wp-content/uploads/2018/07/SAFAA-Comment-on-Proposed-Guidance-on-Education-Pathways-for-Existing-Advisers-FINAL-29-June-18.pdf
https://www.stockbrokers.org.au/wp-content/uploads/2018/07/Submission-ASIC-CP-300-Code-Compliance-Schemes-28-June-2018-FINAL.pdf
https://www.stockbrokers.org.au/wp-content/uploads/2018/07/Submission-ASIC-CP-300-Code-Compliance-Schemes-28-June-2018-FINAL.pdf
https://www.stockbrokers.org.au/wp-content/uploads/2018/07/Submission-ASIC-CP-300-Code-Compliance-Schemes-28-June-2018-FINAL.pdf
https://www.stockbrokers.org.au/wp-content/uploads/2018/07/SAFAA-submission-on-proposed-AFCA-Rules-29062018.pdf
http://www.fairerretirement.com.au/
http://www.fairerretirement.com.au/
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retirees and almost half of the current 
1.1 million SMSF trustees who are 
either in the pension phase, or who 
will move into that phase shortly.

The ALP’s stated policy to remove 
the cash rebates on franking credits 
for those who pay no tax will impact 
directly on many retirees on modest 

incomes and will discourage saving 
for retirement. 

An example of a person impacted 
is Arthur Smith. Labor’s proposal 
infringes on the principles held by 
the Alliance for a Fairer Retirement 
System of adequacy, sustainability, 
certainty and fairness.

Thank you for your continuing 
support. n

MESSAGE FROM THE CEO OF THE STOCKBROKERS AND FINANCIAL ADVISERS ASSOCIATION JULY 2018

Find out what 
Market Manipulation and

Insider Trading is all about
INCREASE YOUR INDUSTRY KNOWLEDGE TODAY

MARKET MANIPULATION

This half day workshop will cover an in-depth 
examination of what constitutes market 
manipulation and other prohibited market 
conduct. It is designed to suit the needs  
of market professionals, both front and 
 back office.

CLICK HERE to register...

INSIDER TRADING

This workshop provides a thorough analysis 
of the subject of Insider Trading and related 
issues in a Stockbroking and investment 
banking context. It is designed for sales staff/
client representatives; proprietary traders; 
research analysts; investment banking; 
compliance and legal; and regulatory staff.
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CASE STUDY

Arthur Smith

WE  O P E R AT E  a kitchen 
manufacturing business and 

deal directly with householders.

We decided 20 years ago that we 
wanted to provide for our own retire-
ment and not depend on the pension. 
Alternatively, we could have “blown” 
everything we earned and lived very 
well, with the aim of ultimately living 
on the pension.

In a business like ours, stock levels 
are in the vicinity of $150,000, and 
debtors average about $200,000 
(approximately 3 week’s sales). This 
can be funded a few ways.

With regards to stock, stock is 
purchased on credit so that 30-day 
“End of Month” accounts provide 
approximately 45 days credit on 
average. Stretching credit terms can 
provide a short-term extension, but 
this does not assist the relationships 
with suppliers and can damage pric-
ing arrangements.

With regards to debtors. We 

are reluctant to provide incentives 
for early payment because this af-
fects our margins. We have never 
been involved in interest free terms 
schemes. The onus is on us to com-
plete our jobs with a high degree 
of customer satisfaction, and then 
chase payment. This requires a con-
sistent effort on our part and for the 
most part we don’t have “long term” 
debtors.

One way of funding this is to use a 
third party (bank) credit facility. The 
cost of this is interest which is tax 
deductable. We like many people 
have an aversion to third party debt 

and the risks associated with it. Debt 
can be “addictive” and some busi-
ness owners find it too attractive to 
fund a lifestyle based on debt and not 
profit, with a business failure being 
the consequence. It should be noted 
that if the business debt is ultimately 
repaid the source of this repayment is 
the “tax paid” funds that the business 
accumulates out of profits. Ultimately 
the working capital of a “debt free” 
business will be funded out of “tax 
paid” profits. The cost of those funds 
will be whatever the company tax 
rate is.

Our business started small and 
grew. In the initial stages our incomes 
were very low, and we paid company 
tax on our profits and ploughed them 
back into the business. It was also 
important at this stage to meet the 
liquidity and asset requirements of 
the “Building Authority”, and the 
ploughed back profits provided the 
funds to meet those criteria.

At  present  we have about 
$450,000 equity in the business, 
$150,000 of which is our share-
holding. Ploughed back profits have 
contributed approximately $300,000 
to the business’s working capital. 

“We receive dividends of approximately $30,000 each from the 
company, and these are fully franked. To date the gross value 
of these dividends has been our taxable income and we have 
received a refund from the ATO for the excess tax we have paid. We 
would be very concerned should the Labor Government change 
the rules, and simply take this refund away from us. This is how we 
planned for our retirement, and we see it as an attempt to “steal” 
from us in order to fund a whole range of policies that we don’t 
necessarily agree with.”

GUEST EDITORIAL



p. 6   Stockbrokers And Financial Advisers Monthly | July 2018

ASIC HAS RELEASED a 
Consultation Paper CP302 

setting out proposed changes to 
the Capital Requirements for Market 
Participants. 

ASIC had foreshadowed in a 
number of forums, including at the 
SAFAA 2018 Annual Conference, 
that it intended to review capital 
requirements, given that many of 
these requirements (in particular, the 
minimum Core Capital amount) had 
remained unchanged since 2000.

Key issues to note in CP302:
• For Securities Market Participants, 

ASIC is proposing that Core 
Capital be increased to $500,000 
(from the existing $100,000)

• Rules are proposed requiring ad-
ditional capital for Market Partici-
pants who undertake Underwrit-
ing and Sub-Underwriting activity

• A new sub-underwritten position 
method for Counterparty Risk 
Requirement calculations

• Abolition of a number of risk cal-
culation methods in the Securities 
Capital Rules

• Allowing Market Participants to 
use the non-margined financial 
instruments method to calculate 
counterparty risk for unsettled 
trades in margined equities, debt 
instruments and warrants

• Introduction of a requirement for a 
Market Participant to notify ASIC 
immediately if its net assets fall to 
equal to or less than zero

• Removal of the ability of Market 
Participants to use approved sub-
ordinate debt to meet core capital 
requirements

• For Futures Market Participants, 
replacing the existing net tangible 

assets regime with a risk based 
capital regime, resulting in a single 
capital rule book for futures and 
securities

• Introduction of a commodity 
position risk amount for Futures 
Participants

• For all Market Participants, re-
quirements for preparation of pro-
jected Cash Flow documentation 
including underlying assumptions.

There are also a number of chang-
es to Terminology and Definitions 
proposed.

The proposals could have a sig-
nificant impact on many Market Par-
ticipants, and close consideration of 
CP302 is recommended. 

SAFAA will be lodging a Submis-
sion with ASIC regarding the pro-
posals. n

ASIC Proposals for changes to Market 
Participant Capital Requirements 
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This provides us with security, both 
for ourselves and our long term and 
loyal employees.

Over the last 20 years we contrib-
uted enough to our self-managed 
superannuation fund and the fund 
was able to purchase the premises 
that the business operates out of. 
From the rent received and a bit of 
interest the fund (which is in pen-
sion phase) earns about $70,000 
($35,000 each) annually which is tax 
exempt. We must draw approximately 
$60,000 of this as income, given the 
value of the fund assets.

“We receive dividends of ap-
proximately $30,000 each from the 
company, and these are fully franked. 
To date the gross value of these 
dividends has been our taxable in-
come and we have received a refund 
from the ATO for the excess tax we 
have paid. We would be very con-
cerned should the Labor Government 
change the rules, and simply take this 
refund away from us. This is how we 
planned for our retirement, and we 

see it as an attempt to “steal” from 
us in order to fund a whole range of 
policies that we don’t necessarily 
agree with.”

Clearly we would have been much 
better off withdrawing profits as 
income while working and earning 
a taxable income, and funding the 
working capital of the business 
through a bank. The proposed 
changes mean that we are being 
punished for funding our business 
through equity instead of debt. To 
fund debt (after tax) might have cost 
us 3 to 4%. Equity has cost us the 
company tax rate of 30%, and this 
excess cost has been compounding 
in terms of the earnings that those 
funds could have provided if they 
were invested elsewhere. The dollars 
that we ploughed back into the busi-
ness in the past were more valuable 
than “today’s” dollars, and it cost us a 
lot through company tax to keep them 
there. Had we borrowed, the dollars 
that we owed the bank now would be 

less valuable than the dollars that we 
originally borrowed.

Changing the rules takes away 
any incentive we might have had to 
plough back profits to provide work-
ing capital, and then withdraw those 
profits in retirement.

At least any funds accumulated 
from past ploughed back profits 
should not be affected by the pro-
posed legislation and credits against 
current tax liabilities or refunds 
should continue until those funds 
are exhausted.

If the proposed legislation was 
passed there would be far less incen-
tive to plough back or retain profits, 
particularly in private companies, 
and far greater incentive to borrow in 
order to build working capital.

The unintended effect could be 
that in the future small startup com-
panies will be induced to fund their 
working capital through debt, and 
many more might fail because it all 
becomes a bit too easy using other 
peoples’ money. n
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AFTER HAVING to negotiate 
the consultation on ASIC’s 

Industry Funding Model, industry 
must now confront consultation on 
the proposed model for funding the 
Australian Financial Complaints Au-
thority (AFCA).

Members would be aware by now 
that AFCA is the single complaints 
body that has been established to 
replace FOS, the CIO and the Su-
perannuation Complaints Tribunal. 

The policy decision taken by the 
Government is that AFCA will oper-
ate on a cost recovery basis. To this 
end, AFCA has released a Consul-
tation Paper on proposals for the 
Industry Funding model to cover 
AFCA’s ongoing funding.

AFCA has already commenced 
operating the existing FOS regime 
on behalf of FOS until 1 November 
2018, from which date all complaints 
will begin to be dealt with under the 
new AFCA regime.

Key features of the Consultation 
Model include:
• The Model proposes 3 phases 

of cost recovery: the Transi-
tion phase, the Interim Funding 
Model, and the Long Term Fund-
ing Model.

• AFCA estimates that transition 
costs will amount to $5.5 million. 
This will be partly funded by FOS 
reserves ($1.4 million) and Gov-
ernment funding ($1.7 million). 
The balance ($2.4 million) will 
be recovered from existing FOS 
and CIO members and by way of 
superannuation levies. 

• The Interim Funding model will 
operate for FY2018-19 (after 1 
November), FY2019-2020, and 
FY2020-2021. AFCA states 
that this model will be based on 
the existing model for funding 
FOS, CIO and Superannuation 
tribunal. Therefore, members can 
expect little change from the way 
in which the present framework is 
funded. (However, query whether 
the amounts that will need to be 
recovered may be higher, given 
the significant increase in the $ 
amount of AFCA’s jurisdiction to 
entertain claims).

• In the Interim Funding Model, for 
firms that were covered by the 
FOS regime, 70% of AFCA’s 
revenue will be derived from 
complaints fees, and 30% from 
membership fees.

• Membership fees will be based 
on the size of the member’s busi-
ness. The complaints fees involve 
a “user charge”, based on the 
number and nature of complaints 
closed in the previous year, and 
a complaints fee, based on the 
complexity of the complaint and 
the stage reached.

• AFCA will provide 2 free com-
plaint decisions per year to “small” 
members, so long as the decision 
is in their favour.

• There is no model proposed for 
the Long Term Funding Model at 
this stage. AFCA proposes to wait 
until it conducts a further review 
down the track, when data and 
information about the operation of 
the single complaints framework 
has been gathered. This will be 
the subject of Consultation early 
in Year 3 of the operation of the 
scheme.

SAFAA is proposing to lodge a 
Submission with AFCA in relation to 
the Consultation Paper. Feedback 
from members about the Models is 
invited. The closing date for Submis-
sions is 27 July 2018. n

AFCA Consults on Industry Funding 
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Getting your review 
and remediation right
This 2 hour workshop to be held in 
Melbourne will add value not just to 
those who have a current need to put a 
remediation/review program in place, but 
also to those who may wish to know how 
the licensee assesses whether a program  
is required.

CLICK HERE for further information
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SAFAA HAS LODGED a Sub-
mission with ASIC in relation to 

its proposed requirements for Code 
Monitoring bodies and Compliance 
Schemes under the new Professional 
Standards framework for retail finan-
cial advisers.

Members will recall that a key 
element of the new Professional 
Standards regime is that all retail 
financial advisers must be subject to 
a Compliance Scheme that will cover 
their compliance with the proposed 
national Code of Ethics. The dead-
line for advisers to nominate which 
Scheme is 15 November 2019, with 
the Code of Ethics and Compliance 
Schemes to commence operation on 
1 January 2020.

SAFAA has stated its intention to 
operate a Compliance scheme for 
retail advisers in the listed securities 
and derivatives sector, subject to 
learning more about the criteria that 
need to be met to obtain approval. 
The starting point is that a Compli-
ance scheme run by an industry 
professional body would be in a 
better position to deliver the higher 
professional and ethical standards 
that the Government is looking for 
as an outcome of its new framework.

Under the legislation, the task of 
approving Compliance schemes has 
been given to ASIC. In May 2018, 
ASIC released CP300 setting out 
the proposed criteria for obtaining 
approval as a Compliance Scheme. 

In SAFAA’s view, there are a num-
ber of elements of ASIC’s criteria 
that are a concern. Firstly, the criteria 
seem to require a level of administra-
tion and resourcing that could be 

prohibitively expensive for most enti-
ties, least of all professional bodies.

Secondly, and of most concern, is a 
proposed requirement for a Compli-
ance scheme to be administered by 
a Board comprising equal numbers 
of consumer and industry members, 
and having an independent Chair. 
This is a requirement that no profes-
sional body can satisfy.

SAFAA’s Submission to ASIC has 
highlighted these concerns to ASIC. 

It was clear from discussions 
with Government that it was their 
expectation that professional bodies 

would be coming forward to operate 
Compliance Schemes under the new 
legislation. If professional bodies are 
not in a position to meet the criteria 
for approval, or if they determined 
that doing so would be too costly in 
resource terms, it remains to be seen 
who, if anyone, will come forward to 
operate compliance schemes under 
the new framework. n

SAFAA Submission on ASIC Proposals for 
Professional Standards Compliance Schemes  

SUBMISSIONS | Members can view submissions at www.stockbrokers.org.au

POLICY ENQUIRIES | Peter Stepek, Policy Executive, pstepek@stockbrokers.org.au

Members will recall that a key element of the new Professional 
Standards regime is that all retail financial advisers must be 
subject to a Compliance Scheme that will cover their compliance 
with the proposed national Code of Ethics.
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A NEW EXTERNAL body to 
hear complaints from your re-

tail clients will start on 1 November 
2018. The Australian Financial Com-
plaints Authority (AFCA) will replace 
the existing dispute resolution bod-
ies, including the Financial Ombuds-
man Scheme (FOS), which currently 
handles retail client complaints about 
stockbrokers and financial advisers. 

What do you need to do 
to prepare for AFCA?
Many financial firms required to have 
a dispute resolution system to deal 
with consumer complaints, including 
stockbroking and financial advisory 
firms, will have already transitioned 
their FOS membership to AFCA. 
Other financial firms will need to join 
AFCA by 21 September 2018. 

Consumers can lodge complaints 
with FOS and the other bodies up 
to and including 31 October 2018. 
Complaints can only be lodged 
with AFCA from 1 November 2018. 
Those already lodged with FOS but 
unresolved by 1 November will be 
transferred to AFCA and dealt with 
under the relevant scheme’s terms 
of reference and rules that applied 
when the complaint was made.

Existing complaints relating to 
superannuation products will con-
tinue to be resolved by the statutory 
Superannuation Complaints Tribu-
nal (SCT) after 1 November 2018. 
Questions about the ongoing man-
agement of open complaints should 
be directed to your current dispute 
resolution scheme, which for most 
stockbroking and financial advisory 
firms is FOS. 

Licensees and credit representa-
tives must continue to maintain their 
external dispute resolution (EDR) 
membership through the transitional 

period, including paying member-
ship and other scheme fees in full 
as required.

Firms will need to update their 
customer disclosure documents and 
periodic statements with AFCA’s 
contact details. We expect this to 
occur as soon as possible but have 
allowed a transition period until 1 
July 2019. 

What’s different about 
AFCA?
AFCA will be the single EDR scheme 
for the financial services sector. It will 
handle consumer and small business 
complaints about stockbrokers and 
financial advisers, general and life in-
surance, superannuation, consumer 
and small business lending including 
lending to primary producers, mort-
gage broking, banking and finance. 

AFCA will operate with an ex-
panded jurisdiction and significantly 
higher monetary limits and compen-
sation caps for consumer and small 
business complainants. For most 
complaints relating to stockbrokers 
and financial advisers, AFCA will ac-
cept claims up to $1,000,000, with 
compensation capped at $500,000. 
This is an increase from the monetary 

limits which currently apply at FOS 
of $500,000, with compensation 
capped at $323,500. Monetary 
limits and compensation caps for 
complaints about general insurance 
broking (excluding complaints where 
the claim solely concerns conduct in 
relation to a life insurance policy) will 
also increase with the scheme able to 
accept claims up to $1,000,000 with 
a compensation cap of $250,000.

ASIC retains its oversight role 
of the financial services dispute 
resolution framework and will receive 
reports from AFCA about systemic 
issues and serious contraventions 
by financial firms. 

AFCA is currently consulting on 
the new scheme rules and will shortly 
commence public consultation on its 
interim funding model. See the AFCA 
website for more information. After 
AFCA commences operations, ASIC 
will publicly consult on new internal 
dispute resolution (IDR) standards 
and the mandatory IDR reporting 
requirements. n

POLICY & REGULATORY ISSUES

New external dispute resolution 
scheme to start in November 

http://www.afc.org.au/
http://www.afc.org.au/
http://www.afc.org.au/apply-for-membership/
http://www.afc.org.au/apply-for-membership/
https://asic.gov.au/about-asic/media-centre/find-a-media-release/2018-releases/18-158mr-asic-gives-disclosure-relief-during-transition-to-afca/
https://asic.gov.au/about-asic/media-centre/find-a-media-release/2018-releases/18-158mr-asic-gives-disclosure-relief-during-transition-to-afca/
https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-267-oversight-of-the-australian-financial-complaints-authority/
http://www.afc.org.au/
http://www.afc.org.au/
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Front office. Back office. 
Your clients only walk into one office.

Your clients need your office to work seamlessly 
across platforms, devices and timezones. We use 
cognitive technology, integrated workflows and  
an advanced data fabric to integrate your front, 
middle and back offices. So you and your clients  
are ready to grow. From the same office. 

ViJay Mayadas 
Capital Markets

CONNECT WITH US

02 9034 1700

Jake Sweeney, Senior Sales Director

jake.sweeney@broadridge.com

broadridge.com 

Communications
Technology
Data and Analytics
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Retail stockbroking will 
evolve and can thrive

International trends in financial services provide clues to the opportunities available 
to retail stockbrokers in Australia – but success will require the right business and 
technology focus, writes IRESS Chief  Executive Andrew Walsh.

PREDICTIONS AT THE end 
of the stockbroking industry 

have not only proved premature, but 
incorrect. And retail stockbroking is 
an industry with a lot to celebrate and 
look forward to. 

But like any industry or com-
pany, retail stockbroking operates 
in a competitive environment. I’m 
reluctant to use the term ‘disruption’ 
because the reality is that today, 
disruption is synonymous with doing 
business. 

According to McKinsey, the life 
span of a company listed on the S&P 
500 in 1935 was 90 years. It’s now 
18 years and falling fast. Business 
models are changing at a much faster 
rate than this. 

I regularly remind the team at IR-
ESS that the companies that will be 
around in the future, won’t be those 
that are the largest. They’ll be the 
ones that can adapt. And even then, 
the ability to adapt will not be a guar-
antee - merely a ticket to the game.

Across all of our markets we are 
seeing the same themes dominating: 
the rise of the consumer, the power 
of geo-politics in financial markets, 
heightened regulatory impact and 
response, and the increased role of 
technology to achieving business 
goals. 

The Australian retail stockbroking 
industry has been adapting in the 
face of this change. It has already 
moved through change including 
shifts in consumer behaviour, emerg-
ing technologies, increased compli-
ance obligations, movements in the 
regulatory environment and new 
execution venues. 

While these challenges will con-

tinue, there are also clear opportuni-
ties. Following sentiment stemming 
from the Royal Commission, the 
opportunity for direct investment and 
transparent access positions retail 
stockbroking well.

In our experience, the United 
Kingdom is a good place to look to 
understand these opportunities.

More than ten years ago, IRESS 
started expanding overseas, includ-
ing into the United Kingdom, and 
also moved into wealth management 
technology. We were self-conscious 
about this. We thought our Australian 
clients and our trading clients would 
feel we were leaving them, focusing 
our interest elsewhere - and, in fact, 
this was some of the feedback we 
received. 

Today we confidently talk about the 
steps we took because it has brought 
with it many insights that can be used 
across markets. For example, along-
side specific Australian research, 
our experience with the private 
wealth management industry in the 
United Kingdom is proving invalu-
able to how we are helping clients in 
Australia, where retail stockbroking 
and financial advice is evolving and 
converging.

In the United Kingdom, brokers 
first evolved by meeting their best 
execution obligations and interna-
tional access through other brokers, 
which in turn simplified their opera-
tions and cost. With a holistic focus 
on clients and revenue growth, these 
same brokers offered discretionary 
services and have now evolved to 
being full service wealth managers, 
offering a wide variety of services. 
These include financial planning, 

estate planning, model portfolios, 
tax advisory and reporting, insurance 
and multi-asset classes. 

These opportunities already exist 
to those in the Australian market who 
wish to pursue them. In the United 
Kingdom, some of the opportunities 
being realised by comprehensive 
wealth management firms are the 
ability to provide a true one-stop-
shop for clients, including being able 
to cater to all stages of someone’s 
life. Offering this increased breadth 
and depth to end-clients leads to 
greater opportunities to increase 
trust and for retail stockbroking busi-
nesses, it assists with diversification 
and revenue growth. 

In all of this, technology enables 
business strategy. Alongside tech-
nology, there sits the broader change 
required, as businesses seek to 
evolve. Our experience in the United 
Kingdom is that many seeking to 
evolve their business model, under-
estimate the investment required 
in the change beyond technology, 
including in culture, people and 
systems.

There is also a danger when focus-
ing on technology trends in isolation 
that humans look ‘sidelined’. Our 
experience - and prediction - is that 
the demands of end-clients will con-
tinue to be both for technology and 
humans. The retail stockbroking in-
dustry is well positioned to continue 
to evolve to meet these demands. n

Front office. Back office. 
Your clients only walk into one office.

Your clients need your office to work seamlessly 
across platforms, devices and timezones. We use 
cognitive technology, integrated workflows and  
an advanced data fabric to integrate your front, 
middle and back offices. So you and your clients  
are ready to grow. From the same office. 

ViJay Mayadas 
Capital Markets

CONNECT WITH US

02 9034 1700

Jake Sweeney, Senior Sales Director

jake.sweeney@broadridge.com

broadridge.com 

Communications
Technology
Data and Analytics
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Your Chief Risk 
Officer: an important 
role

The Hayne Royal 
Commission into misconduct 
in the financial services 
sector and APRA’s recent 
report on the Commonwealth 
Bank have focused attention 
on serious flaws in the 
risk cultures of  our major 
financial institutions.

THIS HAS, in turn, directed 
some inevitable and overdue 

attention on the important role of 
the Chief Risk Officer (CRO). The 
status and authority of your top risk 
executive, and his or her value to your 
business when strategic decisions 
have to be made, should be clear in 
your company. 

Finding the right person to under-
take the CRO role will be one of the 
keys to the success of your business.

What qualities should you 
look for in a CRO?
The following skill set will be essential 
for both aspects of the role:

Experience
• An executive with at least 10 

years’ experience of your sector, 
including its regulatory environ-
ment, relevant industry standards 
and codes and best practices. 
That person should be able to 
speak as a peer to your operation-
al units and report to your board 
with equal facility

• Expertise in the management of 
material risks in your business

Tactical skills
• A trusted adviser with sound busi-

ness judgement and problem-
solving abilities.

GUEST EDITORIAL
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• A senior executive having an abil-
ity to influence material decisions

• Someone whose participation in 
decision making supports risk-
based considerations that are 
consistent with your business’: 
• risk appetite 
• risk management strategy 
• business plan 

• A skill for negotiating (which will 
support the CRO in interactions 
with senior management and 
regulators)

Interpersonal skills
• Verbal and written skills par-

ticularly during interactions with 
senior management and regula-
tors. Your CRO should be able 
to persuade and motivate others 
within your business, some of 
whom may be in more senior 
roles than the CRO.

Process focus
• A strong focus on processes and 

their interface with the core man-
agement activities of your busi-
ness should be a key capability 
of your CRO

• Experience in developing pro-
cesses for identifying, prioritising, 
monitoring, controlling and report-
ing business risks

• Ability to work with your business 
units to break down business 
plans and transactions into com-
ponent risks to your business 

• Ability to present key risks in a way 
which enables senior manage-
ment to analyse and act on risk in 
any given situation.

Crisis management skills 
and experience
A cool temperament under pressure 
is a core quality of an effective CRO. 
Crisis management experience, such 
as leading a management unit or 
team through a crisis will be a key 
component of the CRO’s skill set.

Concise, direct and 
courageous
A successful CRO is concise and 
direct. He or she will have the cour-
age to speak with conviction, to 
effectively challenge decisions and 
not be intimidated by a business hi-
erarchy or by more senior personnel 
in the company. The risk management 
function performed by a CRO will be 
most successful when it strikes the 
proper balance between being too 
close to and too remote from senior 
management.

Independence of your 
CRO
Your Board or where applicable 
Board Risk Committee should en-
sure that the individual appointed as 
CRO is independent from business 
lines, other revenue-generating 
responsibilities and the finance 
function.

The CRO will provide a reporting 
line to the Board which is indepen-
dent of the business line.

Reviewing the CRO’s 
performance

Your review of the performance 
of the CRO will be based on the 
objectives set for the role. The re-
view should be conducted at least 

annually. n

SAFAA ACCREDITED CPD TRAINING

GRC Solutions have developed a CPD 
product that are accredited by the 
Stockbrokers And Financial Advisers 
Association. The e-learning delves into 
the topics mentioned before and gives 
a well-rounded overview, including 
recent cases and FS-related examples. 
It has been developed with Australian 
retail and institutional stockbroking 
firms, and investment banks in mind.

For further information, visit http://
grcsolutions.com.au/CPD or email 
contactus@grcsolutions.com.au

Salt CPD is not a tick-and-flick exercise: it is 
a carefully developed program designed to 
help advisers and brokers grow their skills 
and maintain high levels of competency. 

GUEST EDITORIAL
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should be clear in your company. 
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RESHAPING THE LIC LANDSCAPE 

Defending against the 
LIC discount dilemma 
and captured capital
The perennial issue of  investors in Listed Investment Companies (LICs) is that they do not 
necessarily receive the underlying return delivered by a manager, due to the vagaries of  premiums 
and discounts, listing costs and dilutive capital raisings. A new Listed Investment Company (“LIC”) 
security, known as “PTrackERS”, looks to address this issue and tilt the LIC landscape meaningfully 
in the favour of  investors. 

THE FORMAT of LICs has 
not changed in any meaningful 

way since they first appeared on the 
ASX. The LIC Whitefield was formed 
in 1923 and the Australian Founda-
tion Investment Company (AFIC) in 
1927. Argo was established in 1946. 
Many LICs have a long and proud 
history of providing capital growth 
and dividends. 

In recent years there has been 
a proliferation of LICs. LICs are 
closed-ended, meaning that inves-
tors cannot apply for new shares 
(that is grow the size on the fund) or 
redeem them (that is, shrink the size 
of the fund) on a daily basis. LICs 
offer investors the benefit of:
• Gaining exposure to an invest-

ment manager via shares in a 
closed-ended company;

• The simplicity of being able to be 
trading daily on the ASX;

• The investment manager can fo-

cus on investing for the long term 
without the distraction of daily ap-
plications and redemptions, and

• Receiving franked dividends 
where franking credits are 
available.

Further, arguably, LIC investment 
managers have less motivation to hug 
an index relative to when managing a 
fund in which investors can redeem 
daily, as the manager does not need 
be concerned about redemptions if 
they are underperforming the index 
in the short term. 

However, the traditional LIC struc-
ture poses a number of issues for 
investors. In very brief terms, they are:
• High establishment costs, in the 

order of 3%, are paid for up front 
by the investors and leaving only 
97% of the issue price to be put 
to work (in some cases, this is 
not immediately apparent due to 
the creation of soft receivables 

due from the investment manager 
equal to the approximate set-up 
costs being included in reported 
NTA); 

• Even strongly-performing LICs 
can and do trade away from their 
underlying net tangible asset 
(NTA) value, cycling between 
discounts and premiums. This 
creates uncertainty for investors 
as to whether they can obtain the 
underlying value of their securities;

• Capital markets activity targeted 
at growing LICs, such as rights of-
fers, placements, share purchase 
plans, option issuance, can and 
most often do lead to a dilution of 
NTA per share for existing holders. 
This means shareholder NTA plus 
dividend returns are often very dif-
ferent to that which the investment 
manager delivers, and

• Many LICs are raised by invest-
ment managers seeking to perma-
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nently lock up capital which, in the 
worst-case scenario, can lead to 
reduced manager accountability 
to shareholders and dissipation in 
shareholder engagement, leaving 
shareholders with the only course 
of action being to sell – often at a 
large discount.

Discount/ premiums cycle 
dilemma
Discounts and premiums are not an 
isolated case among LICs. It affects 
the LICs we manage, including the 
PM Capital Global Opportunities 
Fund (ASX: PGF), and a wide range 
of well-known managers investing in 
different market segments. 

History has clearly demonstrated 
that LIC share prices cycle between 
premiums and discounts to NTA, 
with both situations being problem-
atic. For incoming shareholders, it 
is illogical to pay a premium to the 
underlying assets, and for selling 
shareholders, discounts represent 
the inability to obtain the look-though 
value of their investment. The charts 
to the right show what looks similar to 
a “discount to premium to discount” 
sine wave pattern of a sample of well-
known Australian large cap, small/
mid cap and international LICs since 
December 1999.      

Even when LIC shareholders have 
invested for the Investment Man-
ager’s recommended investment 
horizon (seven years, in the case of 
PGF) shareholders are subject to 
the vagaries of the market. This can 
have a significant effect on investor 
returns, depending on where a tra-
ditional LIC’s shares trade relative to 
its NTA in the future. 

PTrackERS Offer a 
Solution
PTrackERS, are ‘Portfolio Tracking 
Exchangeable Redeemable Securi-
ties (Converting Security)’. They 
represent a first of its kind innovation 
in the LIC space, and have been de-
veloped specifically to improve LIC 
investor outcomes and choice. 

PTrackERS are an innovation of 

PM Capital and the PM Capital 
Global Companies Funds Limited 
(ASX: PGF). They are currently the 
subject of an Offer by PGF and its 
wholly owned subsidiary, PM Capital 
GO 2025 Limited (“GO 2025”), 
which opens Tuesday 10 July 2018 
and closes Tuesday 10 August 2018.

At PM Capital we are proud of the 
difference we’ve been able to make 
for our investors. We are now in the 
20th year of running our Global Com-
panies Fund, which has delivered 
double the returns of MSCI World 
Net Total Return Index (AUD) since 
inception, after all fees and expenses. 

Our investment performance has 
been ranked #1 in our Morningstar 
peer group. To end December 2017 
we were ranked #1 out of over 130 
funds offering global investments 
to Australians, over 5, 6, 7, 8, & 9 
year returns. Given the high calibre 
field of finalists, we were pleased to 
be recognised with the prestigious 
2018 Money Management/ Lonsec 
Fund Manager of the Year Award in 
the Long/Short category. 

PTrackERS are effectively redeem-
able LIC equity exposure. They have 
the economic outcome of a LIC but 
importantly, further enhancements via 
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The discount/ premium cycle dilemma – an industry wide experience
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Australian Foundation Investment Company Ltd
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WAM Capital Limited
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redemption and exchange options, 
and have been designed to address 
investor concerns. 

Apart from giving investors access 
to PM Capital, PTrackERS give in-
vestors three options to realise their 
investments:
1. Convert into fully paid ordinary 

PGF shares without triggering 
a CGT event (An ATO Product 
Ruling has been obtained by GO 
2025 and PGF); 

2. Sell at any time on the ASX at 
prevailing market prices, or

3. Redeem in the future based on 
NTA in June 2025, meaning even 
if PTrackERS are trading at a 
discount to NTA, investors can 
still obtain NTA.

Additional benefits include: 
• PM Capital is paying all Offer 

costs. On day 1, PTrackERS 
investable assets will equal the 
Issue Price (NTA will not include 
any soft intangible receivables 
from the investment manager. This 
is extremely rare with LICs);

• The redemption feature should 
act as a catalyst for PTrackERS 
to trade closer to NTA due to the 
arbitrage opportunity in seven 
years’ time. This should also act to 
facilitate liquidity and exert pres-
sure on both PTrackERS and PGF 
to trade toward NTA, particularly 
when approaching June 2025;

• PTrackERS’ and PGF’s underlying 
portfolios will be the same, so if 
the two were to trade at different 
premium/discount to NTA relative 
to each other, then an arbitrage 
would exist between the two se-
curities, again acting to improve 
stability around NTA; 

• PTrackERS are non-dilutive to 
NTA before tax plus franking cred-
its for both PGF and GO2025, 
because PTrackERS issued to-
day, convert into PGF shares 
based on the ratio of NTAs in the 
future;

• Other LICs lock-up capital, 
whereas the choice to redeem or 
stay makes the investment man-
ager truly aligned and accountable 
for investment performance and 
communication;

• Increased scale for PGF and thus 

liquidity and breadth of aware-
ness, and

• A clear dividend policy that in-
tends to target a distribution 
yield of between 3% and 4% per 
annum.

The reason for the timing of the 
conversion/redemption right being 
seven years from now, is that this 
reflects PM Capital’s recommended 
investment time frame across all its 
global equities strategies. If inves-
tors commit to the recommended 
time frame, they have the right to 
redeem based on NTA, or continue 
being invested in the strategy. In this 
regard market sentiment impacting 
discounts/premiums at the time of 
redemption is irrelevant to the ability 
to obtain NTA. 

As such, PTrackERS offer a re-
demption ‘safety net’. This is a sig-
nificant enhancement to current LIC 
structures.

PTrackERS further enhance share-
holder alignment - of which we be-
lieve we are market leaders, noting 
our 8.9% holding in PGF – because 
if we do not perform to shareholders’ 
expectations then the shareholders 
can redeem.

Importantly, PTrackERS are the 
subject of an ATO product ruling 
which provides comfort around the 
equity characteristics of the PTrack-
ERS over their life, and if investors 
choose to roll-over into PGF shares, 
CGT relief is available.

In summary, PTrackERS are the 
fairest and most efficient form of LIC 
growth.

The workings of the PTrackERS is 
depicted below. 

A structure such as this provides 
more transparency than other LICS. 
Changes in a traditional LIC’s capital 
adds complexity for investors wishing 
to track and obtain the underlying 
performance of the manager. For 
PTrackERS, performance delivered 
by the manager is relatively simple 
to determine: changes in NTA plus 
dividends equals investment man-
ager performance after LIC operating 
costs.

This is a first of its kind structure 
for an Australia LIC. It is our hope 
that it will give more transparency 
and control to LIC investors, while, 
as a global equities manager, we en-
courage people to consider investing 
outside the concentrated Australian 
equities market with a long-term 
view. n

The Prospectus for PTrackERS is issued 
jointly by PM Capital GO 2025 Limited 
and PM Capital Global Opportunities 
Fund Limited. Investors should consider 
the Prospectus before deciding whether 
to acquire the securities. The Prospectus 
and further information is available at 
www.pmcapital.com.au. Applications for 
securities can only be made in the relevant 
Application Form in or accompanying 
the Prospectus. The securities are not 
bank deposits and may go down as well 
as up due to various market forces. 
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What’s an employee? Well, it’s not 
as simple as it sounds. Apart from 
the normal definition, the Act requires 
people contracted principally for their 
labour and skills to be paid SG.

Who is eligible? The Act requires 
SG be paid if the employee earns 
$450 or more a month but for admin-
istrative simplicity some employers 
pay everyone regardless. Special 
rules apply to employees under age 
18, domestic workers and people 
engaged in sports and the arts. 

How much? The SG is 9.5% of an 
employee’s ordinary time earnings 
(OTE). Importantly overtime is not 
included in OTE. 

Limits. In 2018-19, the SG only 
applies for earnings up to $54,030 
per quarter (equivalent to $216,120 
annually). This is called the SG maxi-
mum contributions super base and it 
is indexed annually.

When is SG payable? The Act re-
quires SG contributions to be made 
quarterly – the deadline is 28 days 
after the end of the quarter. Some 
employers have special arrange-
ments with the super funds they pay 

into that require payments to be paid 
monthly. The intention is to protect 
employee’s entitlements and limit the 
chance of them missing out.

What happens if an employer 
doesn’t pay? Employers who have 
not paid the correct SG or paid it 
late must pay the Superannuation 
Guarantee Charge (SGC). The SGC 
comprises the unpaid contributions, 
interest (currently 10%) and an 
administration fee of $20 for each 
employee per quarter. Normal SG 
payments are tax deductible for the 
employer. However, the SGC is not 
tax deductible.

Failure to pay the SGC can lead 
to scarier penalties. Higher interest 
penalties apply and the ATO can 
serve notices on company directors 
and make them personally liable for 
the SGC. The ATO can access busi-
ness bank accounts to retrieve the 
unpaid superannuation. New rules 
coming in from 1 July 2018, can 
mean the company directors may 
face jail terms.

The Government has just an-
nounced a 12-month amnesty al-

lowing employers to ‘wipe the slate 
clean’ and pay off unpaid super 
without many of the normal penalties. 
Effectively the Government is saying 
‘fess up now’ because we plan to in-
troduce even tougher penalties after 
the amnesty period is over. 

How does an employee know 
what’s been paid? Employers must 
report contributions on payslips. 
Employees can check with the super 
fund that these contributions have 
actually been received.

The SG was introduced in 1992 
and is now seen by many employees 
as deferred wages put aside for their 
retirement. Employers wouldn’t get 
away with underpaying wages and 
underpaying SG is no different. n

Our RG146 Superannuation course is 
highly recommended for anyone who 
advises on securities in self managed or 
other superannuation funds. Each month 
we will be publishing a short article 
covering a current superannuation topic 
written by Peter Grace the author of the 
course. Peter can be contacted on 
wordsandtraining@bigpond.com 

Employer SG 
obligations
By Peter Grace

Contrary to common opinion, the Superannuation Guarantee is not part of  the SIS Act. Payment of  
the SG by employers and employee’s fund choice are regulated by the Superannuation Guarantee 
(Administration) Act. This article just considers paying the SG contribution. Fund choice will be 
addressed in a later article.

Employers have an obligation to pay SG contributions for their employees at least quarterly. It has 
been estimated that unpaid SG may be as high as $2.8 billion a year and the ATO is increasing activity 
to chase down defaulting employees.

There are key questions an employer must answer.

SUPER SNIPPETS  |  EDUCATION
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EDUCATION

RE EXAM PREPARATION COURSE – 10 CPD (COMPLIANCE)
This 2 x 3-hour intensive workshop (conducted over 2 days) covers The ASIC Market Integrity 
Rules (ASX Markets) 2010 and/or The ASX Clear Operating Rules (Clearing & Settlement) 
Responsible Executive exam syllabuses in detail, ensuring that candidates are well prepared for 
the exam(s) and know what to expect on the day, with sample questions and a practice exam. 

MELB: Mon 30 & Tue 31 Jul |  
9:30am – 12:30pm 
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MARKET MANIPULATION & OTHER PROHIBITED CONDUCT – 4 CPD 
(COMPLIANCE) 
This workshop covers an in-depth examination of what constitutes market manipulation and 
other prohibited conduct. Involving a mix of presentation and scenario-based discussion, it 
is designed to suit market professionals, both front and back office, including: Sales staff/
client representatives; Proprietary Traders; DTRs; Investment banking; Settlement staff; and 
Compliance & legal.  

SYD: Tue 24 Jul | 9:00am – 12:00pm
MELB: Thu 23 Aug | 9:00am – 12:00pm

INSIDER TRADING – 4 CPD (COMPLIANCE) 
This workshop provides a thorough analysis of Insider Trading. Topics include: elements of 
insider trading; statutory defences; insider trading and continuous disclosure; front running; 
dealing with rumours; management of confidential information; how to protect yourself, 
including Chinese walls, internal processes; and consequences of insider trading breaches. 
The Workshop is designed for sales staff/client representatives; proprietary traders; research 
analysts; investment banking; compliance and legal; and regulatory staff. 

SYD: Thu 26 Jul | 9:00am – 12:00pm 
SYD: Thu 09 Aug | 9:00am – 12:00pm
 

REVIEW & REMEDIATION – 2 CPD (COMPLIANCE) 
This 2 hour workshop will cover the key components of review and remediation. The aim of 
review and remediation is to
place the affected client in the position they would have been in had misconduct not occurred. 
This is an important area – to be ready and prepared to address complaints and issues that 
can arise from potential misconduct or deficient advice. The workshop will be of interest to all 
AFS licensees, no matter the size of the licensee. It will have value not just to those who have a 
current need to put a remediation/review program in place, it will also cover how the licensee 
assesses whether a program is required. 

MELB: Tue 14 Aug | 12:00pm – 2:00pm

A DAY IN THE LIFE OF A TRADE – 2 CPD (COMPLIANCE) 
This 2.5 hour short ‘course in operations’ focuses on the evolution of share and derivative 
trades from order placement through to execution to settlement (and later exercise/expiry 
where relevant) and reporting requirements. Designed for new or unfamiliar starters in the 
Industry or Markets, this workshop provides a comprehensive overview of the market and 
operational process. It provides an excellent foundation for retail desk assistants and would suit 
as a refresher for experienced staff as well as those staff in auxiliary and rotating roles: legal, IT, 
HR and other supporting roles associated with stockbroking. There is no assumed knowledge for 
participants of this workshop. 

SYD: Wed 05 Sep| 9:00am – 11:30am
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THE BUSINESS OF STOCKBROKING IN AUSTRALIA – 2.5 CPD
This workshop provides an overview of Australia’s financial markets and the critical role that 
stockbrokers play in both retail and institutional markets. A short history of broking in Australia 
sets the scene for explanation of the current market structure, operations and regulation..

MELB: Wed 08 Aug | 9:30am – 12:30pm

UNDERSTANDING DERIVATIVES: OPTIONS AND WARRANTS – 4 CPD
Derivatives are an established and essential component of global financial markets. Focusing on 
options and warrants, this workshop discusses how and why derivatives are used for leverage 
and/or manage risk. Key concepts are explained through worked examples, under the guidance 
of an experienced practitioner. This half day workshop is also ideal preparation for Accredited 
Derivatives Adviser Level 1 – ADA1 candidates.

MELB: Thu 26 Jul | 9:00am – 1:30pm  

UNDERSTANDING WARRANTS: TYPES, DIFFERENCES AND RISKS – 2 CPD
This 2 hour workshop covers the main types of warrants traded on the ASX with a particular 
focus on equity trading warrants and instalments. Basic warrant pricing will be discussed, 
and the role of the warrant issuer will be explained. Ideal for those who wish to acquire 
fundamental knowledge about the Australian warrants market.

SYD: Tue 04 Sep | 9:00am – 11:00am

UNDERSTANDING OPTIONS: FEATURES, BENEFITS AND RISKS – 2 CPD
This workshop focuses on equity options traded on the Australian Securities Exchange (ASX). 
Equity options offer investors an efficient means of managing the risks of adverse price 
movements in the share market. In addition, they give traders a vehicle by which to gain 
leveraged exposure to individual shares and selected indices. This workshop covers options 
pricing, basic strategies and the mechanics of trading options on the ASX.

SYD: Tue 28 Aug | 9:00am – 11:00am
MELB: Thu 30 Aug | 9:00am – 11:00am
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