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Sedgwick tells
banks: Act now
or pay the price

James Frost and Alice Uribe

Stephen Sedgwick has warned the
banks to move quickly on scrapping
outdated payment incentives linked to
sales, saying that public trust in banks
has been lost since the GFC and fintech
rivals are looming.

Mr Sedgwick, the former public ser-
vant commissioned by the Australian
Banking Association to review the
industry’s approach to remuneration,
said there was a sense of urgency about
the reforms following their release on
Wednesday.

He said those who delayed making
the reforms would be worse off and
banks needed not just to do the right
thing but be seen doing the right thing.

“Frankly guys, it's in your best
interests to do the right thing by cus-
tomers and shareholders, and that
means adopting these recommenda-
tions regardless of what you perceive
others might do,” Mr Sedgwick said.

“All industries face the risk of disrup-
tion, but when there is already a trust
deficit the public will have far less toler-
ance of mistakes for established play-
ers than they will have for start-ups.
The benefit from moving quickly is
clear.”

The heart of the review is a recom-
mendation for banks to scrap perform-
ance incentives based on meeting sales
targets. It recommends banks immedi-
ately cap the contribution of sales tar-
gets to 50 per cent of any incentive,
falling to 33 per cent by 2020.

It also recommends banning any
form of accelerated commission struc-
ture and a host of payments for mort-
gage brokers in anticipation of a fee for
service model emerging.

The banks were quick to lend sup-
port to the review. NAB and Common-
wealth Bank had previously committed
to supporting the recommendations
and were joined by ANZ and Westpac.

Commonwealth Bank CEO Ian
Narev reiterated the bank’s support for
the reforms and committed to a time
line of introducing all the measures for
frontline banking staff within 14
months.

“We will implement many of the
recommendations by July 1, 2017, and
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Big four banks start falling
into line with sales
commissions reforms.

Industry Super Australia
says bank reforms don’t
go far enough.

will have all changes in place by the fol-
lowing financial year,” he said.

NAB's chief customer officer,
Andrew Hagger, also doubled down on
the bank’s original commitment by
promising to make the changes before
Mr Sedgwick’s deadline.

“Now that we have the final recom-
mendations our focus is to implement
them well ahead of the 2020 deadline,”
he said.

ANZ group executive Fred Ohlsson
said the bank had already introduced
new initiatives for some staff members,
where measures such as meeting sales
targets accounted for only 30 per cent
of the incentive scorecard.

Westpac consumer bank chief exec-
utive George Frazis said the bank wel-
comed the review and pointed out that
it had already reduced sales targets to
account for 50 per cent of any perform-
ance incentive for many staff members.

Some quarters were more critical of
the review, however, with concerns
emerging that removing the focus on
sales targets could harm the bottom
line of the banks at a time when rev-
enue growth is sluggish.

Australian Bankers Association
chairwoman Anna Bligh said sales tar-
gets would continue to exist and at the
end of the day banks are still businesses
and not charities.

“He [Mr Sedgwick] is not saying that
banks are about to abolish sales targets,
but it cannot be an individual sales
target and you can't link someone’s pay
toit,” Ms Bligh said.

“Customers want and need their
banks to be strong commercial organ-
isations. This is not a shift away from
sales or behaving commercially. It is a
shift away from how remuneration is
structured so that inappropriate beha-

Peter Cooper says he fully supports proposed reforms of the home loan market. PHOTO: TAMMY LAW

Mortgage brokers tarred by same brush

Matthew Cranston

Peter Cooperisone mortgagebroker
whohasnotimeforanyperceived
benefits frombankstryingtopushloans
onhomebuyers.

Heisbacking Stephen Sedgwick's
proposed reformsofthenation’s
$1.5 trillionhomeloan marketincluding
ceasing non-transparentsoftdollar
payments, suchastraveland hospitality
incentives paid tobrokerstoencourage
lending.

“lamtotallyinfavourof nosoftdollar
paymentsdirecttobrokers,” MrCooper
of Cooper Financial Connectionssaid.

“Therehavebeen conferencetrips
offeredtotop-performingbrokerswho
haveachieved certainbenchmarks
basedonacriteria, butinmycapacityas
amortgagebrokerlhavealwaysseenit
asapotential conflictofinterestthatldo
notneed tobeexposedtoincompleting
myrole.”

Hisboutique brokingbusinessin
Brisbanehasbuiltareputationofnot
acceptinganysuchinducementsandas
suchhesaidhehadnotbeen offered
anythingascolourfulastripstothe
Bahamas.

Hesupports Sedgwick,aformer
Australian Public Service Commissioner
whohasconductedareviewof
remunerationforthebankers
associationand madewide-ranging
recommendationsaboutabolishing
someformsofremunerationfor
brokers.

Mortgage brokersandbankers have
alreadybroadlyagreedon key ASIC
recommendationsthatlenderscease
payingvolume-basedincentives that
areadditionaltoupfrontandtrail
commissions.

“lamcomfortablewiththeapproach
andrecommendations particularly
aroundrequesting thechiefexecutives
andexecutive teamstoberesponsible
andaccountableformanagingthe
corporatevalues of thecompanywhich

havebeenignoredforsometime,even
byboard members.
“Thevaluesgatherdustinannual
reportsandareneverused tomanage
staff behaviours, which|believeare
requiredtoexecutewhattheyare
proposingand has tobe monitored
downthemanagementline.”
Hethinksbrokersneedan
independentrevieworenterprise
bargainingagreementsotheycanbe
remuneratedbetterbasedonthe
workload they now performon behalf of
thebanks. Thiswillhelp themreduce
costsatatimewhensomeinthebroking
industrysuggestbanksarewielding
pressureonthem.
MrCoopersaidthisisevidenced by the
workloadand additional costsincurred
bybrokerssincethefinancialcrisis,
havingregardtothefacttheirincome
wasloweredduringthattimeandhas
notreturnedtoitsoriginallevels.”
"“Brokerstodaycarryout tasksthat
wereonce performed by thebanks
staff,” hesaid.

viour and mis-selling is not an inad-
vertent outcome of a reward system.”

Industry Super Australia (ISA), the
umbrella group that represents 15
industry super funds, said the reforms
didn’t go far enough.

ISA chief executive David Whiteley
said in a statement that the review
failed to specifically address the cross-
selling of bank superannuation funds,
which have traditionally underper-

formed those run by the industry
funds. “Australians shouldn’t walk out
of a bank branch worse off than when
they walked in,” Mr Whitely said.

“A comprehensive ban on sales
incentives for staff and a ‘better-off test’
is now required to protect the public
from the cross-selling of compulsory
super by banks.”

Mr Sedgwick said those who criti-
cised the scope of the recommenda-

tions may not fully appreciate the
cultural changes the banks face in
implementing reforms that require a
wholesale restructuring of remunera-
tion.

“It's perfectly appropriate that the
banks be held to account for what they
do. I believe they are committing to
quite a significant agenda of reform
with their eyes open and they should be
judged on their merits,” he said.
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Brokers slam ‘radical’
home loan reforms

abolition of soft dollar commissions,
such as luxury holidays for performing
mortgage brokers.

Brokers and regulators are expected
to seek more detail on Mr Sedgwick’s
proposal that banks adopt a remunera-
tion structure “broadly equivalent to
that proposed for the performance
management of equivalent retail bank
staff”.

Mr Sedgwick claims the recom-
mendation is “consistent with ASIC’s
proposals in their report and indicate a
feasible path forward”.

But brokers describe the proposal as
a “radical change” from the ASIC
recommendations and fear it could, if
implemented, result the replacement
of commission payments with a flat fee
for making recommendations.

Mr Russell said: “While the report
makes a brief mention for considera-

Stephen Sedgwick: controversial plan.

tion of a fee for service, to be set and
paid for by the banks, we strongly sup-
port the continuation of the current
upfront and trail structure echoed by
ASIC and subject to the removal of
volume, campaign-based and soft-
dollar incentives.”

ASIC senior executive leader
Michael Saadat, who led the team that
researched and wrote the original
report, said: “I welcome any initiative to
reduce risk and poor consumer out-
comes.”
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Nant's logo

Interested
execute a

G9418896AA-190417

Consulting  as
Managers of Naw Distillery Pty Ltd
(formerly Nant Distillery Pty Ltd), a
globally recognised and award winning
Tasmanian single malt whisky distiller, offer for
sale the business, intellectual property and assets of
the company including:

« Trademarks including ‘Nant, ‘Nant Whisky’ and

- Distilling and bottling plant and equipment

parties
confidentiality agreement prior to
commencing any due diligence. Expressions of
interested are requested by 5.00pm, 3 May 2017.

All enquires in relation to the sale process should be
addressed to Luke Pittorino of our Sydney Office:
Luke Pittorino

+61 2 8247 8000

luke.pittorino@fticonsulting.com
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Tasmanian whisky brand and
associated business assets

Receivers and

NANT

will  be  required to

fticonsulting.com
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