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calth management

business Netwealthis |

Jetermined to ry 1o
foree Financial
Services Minister

Panie! Mulino to makeatough chotee =

TS T

spaner rather than later.

Thousands of Australians who hive
Jost closeto $500million by investing
i1y the falled managed investment.
scheme. First Guardian Master Fund,
via APRA-regulated funds will

anxiously await hisanswer.

In a letter last Friday, Netwealth is
effectivelyasking the government o
take responsibility forcompensating
its 1088 fund memberswho lost
$101 million by investing in First
Guardian via financial advisers using
the Netwealth platform.

Other platform trustees caughtup in
the First Guardian failure willnow also
pursue this option with government.

e At onh N

Mutlino will not make any decision
before being extensively briefed and
may prove reluctant to pt the

courts. Butthe requestwillintensify / ;
+demandson him fromanguished 14/ -
_ "2 ¥ Thestand-off is an example of finaneial-
and wealdispiSIcs Lo comrsumers lurking in any weak

ilinks in Australia’s vaSGeompuisory

Netwealth doesn't specify whether &

¥ wictimsof the failed fund for urge!
+helpwhile producing conflicting

- pressures from :Ij‘:;:gipm'
management industry:

compensation should be paid foRbyass

raxpayers or through an additienal levy :
P I 3 %

nbers of all superanntiation

will divide the super industry
ot-for-profitindustry funds
opposed 1o thisstyleof
protection for fraud being

d tocommercial wealth

ment platforms and trustees.
hocking failure of both First
Guardian and Shield Master Fund -
leading to investor losses of about

mang

$1 billion =has focused belated attention

on the adequacy of due diligence done
by research houses, advisers, regulators
and wealth management husinesses
when allowing investment products
onto their platforms.

The myriad investigations and legal
cases under way has certainly
intensified criticism of regulators for
notacting fastenough despite repeated

warnings of suspicious behaviour;
including from Netwealth.
But according to their many critics, <
the idea of a government bailout setsa
dangerous precedentin making up for

Friday

¥l Q. 4

Netwealth delivers a

hot potato to Mulino

' outright fraud ratherthan .

¢ grustees’ lackof approprinte
supervision over the range of products
. available on platforms,

£ According to Netwealth, itwill
E otherwise take too long for consumers
i to receive any compensation when

i theres clearevidence of raud at First

£ Guardian and where theresaquick

¢ alternativeavailable to help thousands
i ofdistranght victims,
¢ Incontrast, Macquarieitselfrepaid
| $32) million to those investors who
i money by investing in Shield Maste
i Fund whenitwason the Macquarie
: platform. Itis now infuriating fund
¢ managersand planners by also.

i preparing todump many other i
¢ investmentoptionsithad previously.
i allowed. Yet Macquarieislikely to

i receive back about80¢ in the dollar

¢ from the remainingassets of Shield

¢ Master Fund after itwas placed into

: liquidation.

¢ Themajority of First Guardians

¥ dssets were sent offshore or lostducto

 incompetence. Netwealth believes.

superannuation.system.

iin;:;mtion ignecessary (0 reinforce

itjust demonstrates the need for,
eleaning up the investment products

i offered on "the wild west" of platforms.

The Financial Services Council was.
reviewing governance issues to enstire
minimum standardsaremaintained
across the industry, That won'thelp
those who've lostoutalgeady.
‘Increasing numbers of high-wealth

i retirees or peopleclosgto retirement
are movingaway [romindustry funds

Y i g
ey,

i paying outwould seta bad legal
¢ precedentand only encourage greater
¢ fraudulentactivity. That argumentis

: unlikelyto persuade its suffering
: individual members. Over to you, Dan,
“While Netwealth’s position remains

i thatitcomplied withall relevantlaws
i inmaking FGMF availableon its

i platform, should a claim against

¢ has the resources to honourany

i resulting legal or monetary
i obligations,” the board said in its letter,

The stand-offis an example of

i financial risks to consumers lurking in
¢ anyweak links in Australia’s vast
{ compulsory superannuation system,
: riskslikely to becompe unded by the
: rise in financial cyberattacks: ltalso
: ralses the question of how farand how
i fast the government shouldgoin

" making up for super logses sulfered by
¢ individuals, -

Platformsargue that government

" g S8 =

¢ Infavourof financial advisers who help
i manageinvestments using platforms.

] S_omew-:ulth management businesses
: like Netwealth retain the trsstee role on
: their platforms, whileotherwealth
{ managers like HUB24 outsource it to
i groups like Equity Trustees,

The Australian Securitiesand

i Investments € iss .
Netwealth be established, the company: | assets of First gll-:}::l:i::lolg‘{m:%:}tt Y
i after blocking investment in Shi.ek'l1 :
i year earlier. Itis taking a range of
actlons targeting those invalved in

| prome ting or managing the schemes
: butall this will take years to resolve. .

So Netwealth wants Mulino to pre-

: emptlegal findings by usingan existing i
i legislative provision to provide j
¢ financial assistance lorlosses by an

g .*\I’H.‘\--_'L-guluml51||!r.-|':||1|1uu(i611 fund
due to fraudulent conduct. That money
¢ would be returned to affected L
individuals immediately,

Those left outwould be those who
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+ logive any assurances
i orwhat the outcome of t !
i determination might be, Butit's jus
i tried to shove him its own financial oS
i potato to juggle.
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for taxpayer
‘super bailout

Lueas Baird

Taxpayers may be on the hook w bail
out thousands of victinis who lost their
superannuation with the collapse of
the allegedly fraudulent First Guardian
scheme. potentially costing $480 mil-
- lion, Superannuation trustees
Netwealth, Diversaand Equity Trustees
haye requested or are considering seek-
Ing assistance from the federal govern-
menlt (o compensate victims under the
Superannuation Industry Act.
ASK-listed wealth management firm
Netwealth has written to federal Finan-
cial Services Minister Daniel Mulino
secking compensation for almost 1100
| Netwealth customers who invested
SI01 million into the defective First
Guardian scheme via its wealth plat-
form. Wealth platformsare used by fin-
ancial planners to facilitate and
-administer investments on behall of
their clients in managed funds and

. Diversa, another platform trustee
that hosted First Guardian, said it was
Ppreparing a similarapplication for over
$285 million pumped into the scheme
through its systems. Equity Trustees is
| also considering a request over its
| exposure to First Guardian, estimated
at 570 million,

Mulino confirmed he had received
the request and that he had sought
advice from the Australian Prudential
Regulation Authority, which has
responsibility for oversight of the bank-
’ Ing, insurance and superannuation
industries.

i “T'll continue to work with Treasury,
APRA, and with consumers who have
been directly affected to understand
the failures that have occurred and to

! find the most appropriate path to resol-

| ution,” he said.

“As there are a number of legal pro-
| ceedings currently under way, it isn'
| appropriate for me to pre-empt those

processes.”

| Netwealth said it believed that First

| Guardian and the funds responsible

| entity, Falcon Capital, had engaged in
| “fraudulent, conduct’, and it had conm-
plied withall its legal obligations when it

| made the scheme avallable (0 members,

"We are continuing to' work co-
operatively with all relevant stakehold
ers, Including the government, the reg-
ulators and the liquidators to pursue
the best possible financial outcomes
for Netwealth members,” it said.

I Mulino decides help is warranted,
it will come out of an industry-wide
levy and consolidated revenue, and he
can place conditions on the money that
would require Nerwealth and poten-
tially other trustees, to repuy the gov

| ‘ermment pecording to the legislation.

Overall, First Guardian siphoned
$480 million from 6000 people before
collapsing early this year amid claims
of fraud and regulatory probes,

Liquidators for Falcon Capital have
suld the scheme probably faked invesg:
ment returns and sald the Austral
Securities and Investments &
sion’s concerns about its o

| well-founded.
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Trustees push

‘The consumer restitution body, the
Compensation Scheme of Last Resort,
has previously warned consuumners that
its abllity to recoup the money from the
adviser Industry would be limired as
managed investment schemes such as
First Guardian anc Shield fell outsicle
its parameters,

"Given the complexity of events sur= y
rounding the First Guardian co_l_hpﬁ..h
the minister’s consideration may take
some time," Netwealth said about its
request for government assistances

“It is premature to provide assur-
ances regarding timing or outcomes.

for losses incurred.”

The Tomago smelter faces an uncertain future with its power supply ¢

o o s s | [V[@jOT TOMAgo inv
off smelter in gloo:

Gilbert + Tobin head of superannu- |
ation Luke Barrett sald there was no
certainty that the government would |
rescue the trustees from paying com- |
pensation out of their own pockets, J

r

I'll continue to work
with Treasury, ‘
APRA, and with

consumers.

Daniel Mulino, financial services
minister

Barreft said there was an “obvious
analogue” with the collapse of Trio Cap- |
ital in 2009. In that instance, 5400 con-
sumers lost $176 million after two funds
controlled by Trio put investor cash into
hedge fundsin the British VirginIslands
that subsequently collapsed. They were
compensated by the government under
the same laws from which Netwealth is
now seeking assistance, However, in
First Guardian’s case, Barrett said trust-
ees still needed to show there was
enough shortfall in their assets that
they could not pay benefits to members,
and that government compensation
was in the public interest.

Netwealth said that even without
government help, it had “the resources
to honourany resulting legal or monet-
ary obligations”,

ASIC ‘reached an agreement with
Macquarie to refund $321 million that
its customers lost in the similarly failed
Shield Master Fund,

ASIC hys also sued Equity Trustees
over the Shield failure and is seeking
compensation orders from the court,

Shares in Netwealth were Steady at
S3L72 In Monday trade, and E&P analyst
Olivier Coulon said the company could
sustain itself ghpough the scandal and
malntained histarge: price of $37.40

“[Our] valuation'af NWL includesia
negative value of  §20 anjllion to
account for the Down 1) thise fit] ulti
mately makeS WhBIE nvestors in the
Firsy Guirdlon Master Fund,” Coulon
sald In.dnote (o elients,

Fq W TustecS which has Exposure
0 WOEVFIrSt Guardlan and Shield, is
consideringimaking a similar request
o the Sovernmeny,

lossesishardmmpnil H 4

| holder,

| PeterKerand Simon Evans

A major shareholder in the Tomago
aluminium’ smelter north of Sydney
has marked down the value of the asset
to zero and declared its operations
challenging pointing to an increasingly

| ungertain future for the plant.

Norsk Hydro told investors that it
had proved difficult to find affordable
renewable energy for the smelter, the
single largest user of power in the
national electricity market and the
employer of 1000 people.

Rio Tinto, the plants largest share-
has been negouating for a
bailout for the plant for months. but
has wamed any .deal must secure a
long-term future for the asset. and not
allow it to “limp" to another crisis.

The move by Norsk Hydro
owns 12.4 per cent of Tor making
it the third-largest shareholder behind
Rioand building materials group CSR
comes amid considerable debate ove
taxpayer support for a string of =
industrial businesses.

Earlier this month, the Albane
emment committed $600 m (U
keep Glencores Mount Isa copper
smelter running for three vears

On Menday, Fortescue exe
chairman Andrew Forrest said g
ments should stop propping up
assets, even as he became a centr
ure fn a News Corpor: 1
paign ol support to
manuiacturing sector and or
new industrial revo
has already inc
keeping Tomago opet

"Pushing
eling or failing, I'm s
underestimating the
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