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By Lucinda Beaman on 9 June 2011 3 comments 3 retweet
The Australian Securities and Investments Commission (ASIC)
has turned its attention to the inner workings of the investment
research industry, including research houses’ remuneration

relationships with fund managers and the quality of research being produced.

| ASIC canvasses opinions on research

Treasury has confirmed to Money Management that ASIC has recently been in discussions with research
houses and a number of their ‘user groups’, including financial advisers.

Treasury said ASIC had looked into “key issues such as business models, conflicts of interest,
disclosure/transparency and the quality of research”. The regulator is now considering “what measures (if
any) it should put in place as a result of this work”.

ASIC has expressed its concerns about pay-for-ratings research models in the past. During the Ripoll
Inquiry, ASIC recommended the Government consider whether fees paid by product manufacturers to
research houses should be reviewed. This practice “creates an obvious conflict of interest and has the
potential to distort the quality of research reports often used by advisers in making product
recommendations to clients”, ASIC said.

The regulator suggested a “user-pays model for research house remuneration might help improve the
quality of the research used by advisers”.

ASIC is likely to have encountered a wide range of opinions on this topic during its recent investigations. At
one end of the spectrum are research clients such as DKN chief executive Phil Butterworth (pictured) and
Professional Investment Holdings (PIH) managing director Grahame Evans, who firmly believe any conflicts
of interest in a pay-for-ratings model can and are being adequately managed — at least by the now-market-
leading research house Lonsec.

Neither Butterworth nor Evans would like to see fund manager subsidisation of the research process
legislated against. Evans believes this would unnecessarily place more financial pressure on advisers’
businesses and, ultimately, consumers. Butterworth argued that product manufacturers should share the
cost of the research process with advisers.

“From a commercial point of view, fund managers are as much a user of research as a dealer group, so
they have a responsibility for paying for their role in that,” Butterworth said.

At the other end of the spectrum are those including Matrix Planning Solutions managing director Rick Di
Cristoforo and Australian Unity head of financial planning Craig Meldrum. They believe it's time for the
industry to move to a purely subscriber-pays model, a move which would remove any real or perceived
conflict of interest and increase the confidence of both advisers and clients.

Both Di Cristoforo and Meldrum believe advisers should be willing to pay for a service their
recommendations lean so heavily on.

“Itis intellectual property — if you want it, you should pay for it,” Di Cristoforo said.
RI Advice Group chief executive, Paul Campbell, said while he doesn’t believe the pay-for-ratings model
necessarily leads to conflicts of interest or a poorer quality of research, committing to a subscriber-pays

model removes any question of those concerns.

“| think it does raise questions when you see where the research is being paid from. We've removed that
conflict,” Campbell said.

“l wouldn't stand here and say the research is unequivocally better as a result. But | think advisers need to
know that the researcher is acting in their best interests and not anyone else’s.”
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Easily fixed.....all fund managers should provide standard quarterly
disclosure of holdings, gearing, analysts, inflows, outflows, performance before and after
tax....do we really need this so called independant research (that really isn't) that just repeats the
fund manager mantra? and ratings awards pasted on websites like medals on wine bottles? Let
the researchers focus on micro and macroeconomic themes, asset allocations, portfolio
strategy etc...something worth paying for.

GB | 9 June 2011 at 12:26

ASIC say one thing and do another - nothing! Time and again ASIC show themselves to be all
puff with little substance. Part of their credibility problem stems from who they employ: either
professional academics; public service bureaucrats or junior undergrads. These people have
little to no experience or understanding of financial markets or the financial services
marketplace. Maybe publish an article when ASIC has actually achieved something rather than
another line on what they are going to do. If that was the case however | suspect | will be waiting
awhile....

Dale | 9 June 2011 at 11:29

Finally. There is no doubt that the quality of information is affected by payments. This is not
the case just in this part of the financial services industry. One just has to look at the ratings on
CDOs to see money corrupts the process of ‘independent’ research everywhere. | understand
DKN and PIH's issue - they will actually have to pay for research. Guess what, guys. At the
moment you are getting what you pay for - you pay little or nothing and get junk. PS - | have
worked in a research house for most of my working life.

tick and flick | 9 June 2011 at 10:57
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