BEST PRACTICE

A new era of professionalism means a rethink of the old links
between planners and fund managers, says Martin Mulcare. r
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should not berelying on a good year N Ew P LAN N E R : 198
for investment markets to help
you enjoy a good year for your business. h
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of investment advice for real financial 2
advisers, thereality is that you are likely to
work closely with fund managers. Hence, M IG H T L E AVE F U N D
thought it might be timely to consider the
| nature of the relationship between a fund
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‘_ Irecognise that thereis a variety
of business models out there, for both
advisers and fund managers, but [think

that a typicalrelationship in the 20th
century looked like this:
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Inreality, the adviser acted asan
intermediary and behavedlike an agent
of the fund manager. Asanagent,in the
English sense of the word, the adviser
was well treated by the fund manager. The
fund manager provided education and
training and arange of potential services.In
return, the adviser recommended the fund
manager's products to the adviser's clients
and was paid directly by the fund manager.

This was a simple arrangement, well
understood and appreciated by both
advisers and fund managers. And there
1 was nothing wrong with such intermediary
! relationships, aslong as the client also
‘ understood that the adviser was effectively
working for the fund manager.

And therein lay the potential problem.
What if the adviser was claiming to
be aprofessional? Any pretence of
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independence and unconflicted advice was compromised by this
relationship model. The fund managers didn't mind, of course,
as they had some sense of control and influence over their
product sales. However, clients who came to understand the
misrepresentation certainly did mind.

Financial advisers who desire to behave like true professionals
have adopted a different model in the 21st century:
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In this model, the adviser's primary relationship, and primary
obligation, lies with the client. The client can be confident that the
adviseris acting in the client's interests because the adviser isno
longer acting as an agent of the fund manager. Thereis no conflict of
interest and the adviser can genuinely claim independence.
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This modelis similar to a doctor who
is paid by the patient and who may or
may not choose to prescribe medicine
manufactured by adrug company. By
contrast, theintermediary model would see
the doctor paid by the drug company. How
would that make the patient feel?

Sowhere does the new model leave the
fundmanagers? Mighty nervous, [ suspect,
as their sense of control and influence
is eroded. Goodness - the potential
recommendation of the fund manager’s
product by the adviser now depends purely
on the merits and suitability of the product.
No wonder fund managers are fighting so
hard against the implementation of the 21st
century model.

These are the best of times to adopt
thenew model and demonstrate your
professional behaviour. Your clients will
trust your advice and the fund managers
willgetoverit. m

MartinMulcare canbe contacted on martin@scat.com.au
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Put the expert in index funds at the core
of your clients’ portfolios.

Since Vanguard launched the world's first
index mutual fund in 1976, our name has
become synonymous with index investing.
Today, we're one of the world’s largest and
most-recognised specialist index managers,
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Discover why more financial advisers are
taking advantage of Vanguard's low-cost and
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portfolios.
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