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Important Notice

This report was prepared solely for the exclusive use of the Financial Services Authority (FSA) for the purpose of helping the FSA develop policy in the
distribution of retail investments. This report is not to be used for any other purpose and we accept no duty, responsibility or liability to any party
other than the FSA in connection with this report or this engagement.
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Limitations in the report

LIMITATIONS

+ Data relating to the population and contact details of retail investment intermediary and provider firms was provided to Deloitte by the FSA in
January 2009. Deloitte has not verified the accuracy of this data in any way.

+ Deloitte has been provided with information from intermediary and provider firms completing an electronic questionnaire. Intermediaries and
providers, as part of an e-survey conducted in February 2009, have been asked to estimate potential costs they may incur in the future to
comply with the proposals within the Retail Distribution Review (FS08/6). As firms are being asked to anticipate costs in relation to an event
some years in the future, and in relation to proposals where details of these requirements have yet to be confirmed in some areas, firms may
have experienced difficulties providing accurate cost estimates. Deloitte has not verified the data provided, either by the FSA or by those firms
participating in the e-survey, in any way. The analysis in this report is therefore subject to limitations in relation to the quality of information
available, and is subject to limitations in relation to the quantity of information available, which is driven by the number of responses to the
e-survey.

» Certain assumptions and estimates have been made in arriving at the conclusions in this report. The assumptions are not definitive, so actual
amounts may differ from the estimated values. Deloitte has discussed the assumptions and estimates with the FSA. The major assumptions are
set out in the relevant sections of the report and the major assumptions used for modelling purposes are appended to this report.

+ The work undertaken is intended to provide conclusions at intermediary and provider firm level, and may only be used for drawing indicative
conclusions at market level for either retail investment intermediaries or providers.

* In some segments and cost categories, the sample size is small, meaning that the results can not be considered statistically significant.

» The work has also been limited by the time frame made available to Deloitte to undertake this engagement. No follow-up or verification of cost
estimates provided by respondents to the e-survey have been made. Due to these limitations and low response rates in certain categories the
FSA will need to conduct more work to further explore the aggregate impact on the industry, including establishing costs for Appointed
Representative intermediaries.

* We have no responsibility to update our report for events occurring after the report date (14 May 2009) nor to monitor its continuing relevance or
suitability for the FSA's purposes or otherwise.

* The procedures we performed did not constitute a review or an audit of any kind. We did not subject the information contained in our report or
given to us by the FSA and respondents to the e-survey to checking or verification procedures except to the extent expressly stated above. This
is normal practice when carrying out such limited scope procedures, but contrasts significantly with, for example, an audit.
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Definitions

« AC

« AR

- ABI

« CPD

* Commission-based firms
- DA

« DSF

- ETF

* Fee-based firms
» Feedback Statement
« FGP

« FSA

« IFA

- IPSB

T

« IMA

« MIFID

+ QCA

« RDR

« RMAR

* RI

+ WOM

© Deloitte LLP 2009

Adviser Charging

Appointed Representative

Association of British Insurers

Continuing Professional Development

Firms with less than 40% of their total revenue derived from fee-based arrangements
Directly Authorised

Direct Sales Force

Exchange Traded Fund

Firms with at least 40% of their total revenues derived from fee-based arrangements
FSA’s Retail Distribution Review Feedback Statement, published in November 2008
Factory Gate Pricing

The Financial Services Authority

Independent Financial Adviser

Independent Professional Standards Board

Information Technology

Investment Management Association

Markets in Financial Instruments Directive

Qualifications and Curriculum Authority

The Retail Distribution Review

Retail Mediation Activities Return

Registered Individual (those who are permitted to undertake regulated activities in relation to giving financial advice;
referred to as ‘adviser in the text)

Whole of Market
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1. Executive summary

Introduction

The FSA’s Retail Distribution Review was established in June 2006 to
improve outcomes for consumers, intermediaries and product providers by
conducting a comprehensive review of distribution within retail investment
markets. The Feedback Statement (FS08/6), published in November 2008
(the Feedback Statement), proposes a range of market solutions in relation
to the distribution of retail investment products.

Following the Feedback Statement, the FSA wished to carry out research to
analyse the expected impact of the proposed changes on the behaviour of
both intermediary and provider firms participating in the retail investment
market and to estimate the incremental compliance costs (defined as the
additional cost that firms will incur as a result of complying with the
regulations proposed in the Feedback Statement, if they retain their current
business model) arising from the proposed changes.

The objectives of the project were addressed through a programme of
primary research, followed by modelling of data generated by the research.
The primary research consisted of qualitative and quantitative research of
retail investment intermediaries and providers. Thirteen in-depth interviews
were carried out with intermediaries and providers as part of the qualitative
research to support the development of an e-survey. The quantitative
research was conducted online, as an e-survey. Responses were received
from 620 intermediaries (600 Directly Authorised (DA) firms, 14 Appointed
Representative (AR) firms and six which could not be identified) and 68
provider firms, 13 of whom indicated they have Direct Sales Forces (DSF).
A programme of data analysis and modelling of the survey data has been
carried out.

Limitations of work

The data utilised in this report has been provided by the FSA and by
respondents to the e-survey and has not been further validated or verified in
any way. Detailed limitations in connection with the data are provided on
page 2 of this report and within the Statement of Responsibility on page 71.

5
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Retail investment providers

Provider response to the changes proposed by the RDR

Retail investment providers have disparate expectations of the
impact of the RDR on their firm, on a number of dimensions.
Overall, over half of the providers who responded to the survey
expect the RDR proposals to have more than a minimal impact on
their distribution strategy.

Some provider respondents to the survey expect the RDR to
increase their share of retail investments distributed through non-
independent channels and execution-only as a result of these
proposals; the only channel identified by some providers to
potentially receive a reduced share of their distribution was
independent advice. A third of providers who responded to the
survey expect the RDR to increase the share of their sales made
through wraps and platforms as a result of the RDR — this is
particularly the case among larger providers.

The RDR has the potential to change how providers compete
within the retail investment market and to change the nature of
their propositions for intermediary firms and consumers. Adviser
Charging requirements mean providers can offer services such as
calculating and collecting adviser fees and factoring services. Only
a minority of providers appear to have the appetite (or capability)
to offer such services — and these firms are concentrated among
the larger providers of retail investments. Providers are most likely
to believe that the quality of their product propositions and features
and the quality of their service and communications with
intermediaries will give them a competitive advantage in a post-
RDR world.

Deloitte



1. Executive summary

Retail investment providers (cont)

Most provider firms expect the RDR proposals to have a neutral
impact on their financial performance — or have not yet been able
to formulate a view on its financial impact. Levels of profitability in
relation to retail investments are expected to more likely decrease
for the minority who expected a change in their financial
performance. Levels of persistency, on the other hand, also
among the minority of providers that expected change, are thought
more likely to increase.

The majority of providers surveyed do not expect the RDR
proposals, when implemented, to change their firm’s relative focus
on retail investments. No providers expected this to decrease as a
result of the proposals, and a small proportion, particularly firms
with DSF capabilities, expected this focus to increase.

Provider views on incremental compliance costs

Provider firms may need to re-price retail investment products as a
result of the proposed requirement to price products excluding
commission or the cost of advice. A quarter of the providers
surveyed (in particular the larger providers) already offer Factory
Gate Pricing (FGP), a pricing approach which prices the product
without including any costs of commission or costs of advice
provision.

Many providers find it difficult to assess the technology and
systems implications of this pricing requirement at this stage, and
therefore feel unable to provide estimates of additional costs
implied. Where cost estimates were provided for additional IT and
systems costs, most of these estimated costs were under

£0.5 million, although a small minority of providers estimated more
significant costs over £5 million.

© Deloitte LLP 2009

Direct Sales Forces — responses to the changes proposed by the RDR

Thirteen of the providers surveyed indicated they had DSF (DSF is the
label given to the sales forces of product manufacturers) capabilities
within their organisations. Most of these providers indicated that the
RDR proposals would not be likely to lead to a change in status for their
DSF or a change in the way their DSF advisers are remunerated
(although a minority expect to increase the share of total remuneration
accounted for by fixed salary).

Most providers with DSF advisory capabilities expect their focus on retail
investments to either increase or remain the same as a result of the
proposed changes. However, conversely, most expect profitability of
advisory activities in relation to retail investments to fall.

Direct Sales Forces — views on incremental compliance costs

Median costs per adviser are generally lower than for the DA firm
community across cost categories. The major exceptions to this relate to
systems costs, where both one-off and ongoing median costs per
adviser are significantly higher than the comparable figures for DA firms.
This may reflect some ‘double counting’ of these costs (i.e. across the
provider and distribution parts of the business). Also, very few firms
provided estimates for incremental DSF-related systems costs.

Retail investment intermediaries

DA response to the changes proposed by the RDR

The majority of intermediary data and analysis in this report relates to
DA firms, as there was a low response rate from AR firms. DA firms
appear in general to be highly engaged with the RDR programme — a
clear majority of firms feel they know the subject matter at least
reasonably well. The low response rate from AR firms may reflect their
lack of direct engagement with the FSA and a sense within these firms
that their network provider deals with issues such as the RDR.

Deloitte



1. Executive summary

Retail investment intermediaries (cont)

The majority — seven out of ten — DA firms say they do not think it is
likely that the changes proposed by the FSA will lead to a change of
status for their firm. 16% of DA firms feel it is too early to comment
on this. 9% of firms say it is likely they will move to the non-
independent sector, and 4% consider it is likely they will exit the
market altogether. The majority of firms indicating they may move to
non-independent advice say that this is because they believe their
firm’s profitability would decrease if their status remained
unchanged.

Around half of the DA community either already operate Adviser
Charging, the approach proposed by the RDR, or feel their firm
would find it easy to adopt this. Many others — around a third — have
yet to form a view on their firm’s capabilities to adopt the approach.
One in five DA firms think this approach would be difficult for their
firm to adopt — either because they believe their customers would
not pay the charges or that customers would not be willing to pay a
high enough level of charges. Most firms expect to use value-based
up-front and ongoing charges in response to the RDR proposals.

The majority of DA firms expect the RDR proposals to have a
negative impact on the contribution retail investments make to their
business — with around seven out of ten firms expecting the RDR
proposed changes to lead to a reduction in turnover and profitability
in relation to retail investments. Smaller commission-based DA firms
are most likely to expect profits and turnover to decrease.

However, despite the above views on the likely impact of the RDR
on turnover and profitability, most DA firms (seven out of ten) do not
plan to change their firm’s level of focus on retail investments,
although one in ten do say they plan to decrease their relative focus
on this market.

© Deloitte LLP 2009

DA views on incremental compliance costs

Many DA firms surveyed provided estimates of incremental costs of
compliance implied by the proposed changes within the RDR. One-off
and ongoing costs have been presented within the main body of the
report for all DA firms and six key DA segments (using a
segmentation based on revenue approach and firm size) on a number
of key dimensions:

— Consolidated costs for firms providing estimates
— Mean and median costs per firm
— Mean and median costs per adviser.

The summary table overleaf demonstrates the total median one-off
and ongoing costs per adviser, and the distribution of these total costs
per cost category.
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1. Executive summary

Table 1.1 Summary of one-off incremental costs of compliance per adviser

Cost category

Median
one-off

costs per

adviser*1

% of total
costs*2

Professional qualifications — external costs 2,100 46%
Professional qualifications — paid leave 523 11%
IT/systems costs 667 15%
Clarity of services —internal time 168 4%
Clarity of services — external costs 1,000 22%
Remuneration — devise new tariff 66 1%
Remuneration — revise existing tariff 43 1%

Table 1.2 Summary of annual ongoing incremental costs of compliance

per adviser

Cost category

Median
ongoing

costs per

adviser*!

% of total
costs*2

IT/systems costs 500 15%
Process and disclosure — explanation status 448 13%
Remuneration — ongoing revisions 35 1%
Remuneration — explaining charging basis 303 9%
Professional body costs 35 1%
Independence — additional search costs 2,000 60%

Retail investment intermediaries (cont)

One-off incremental costs are dominated by costs
associated with achieving the qualifications required in the
post-RDR regime. As the e-survey shows, a significant
portion of DA firms already have all or some of their
advisers holding qualifications required by the new regime
— therefore, actual costs per adviser are likely to vary
considerably within DA firms, depending on their current
approach and status with regard to adviser qualifications.

DA firm estimates indicate they expect ongoing costs of
complying with new requirements will be led by costs of
additional time required to search the market to meet the
new conditions for independence. Feedback from the
qualitative interviews carried out as part of this project
indicated that some intermediaries had not yet reached a
clear view of what response might be required from their
firm, and what specific activities might be implied, by the
new independence requirements. There was a wide range
of estimates in relation to potential incremental search
costs. Data outliers in all cost categories have generally
been included at the FSA’s request, although a small
number of estimates that were considered to be clearly
erroneous were removed. Some unusually high estimates
of cost and time are therefore included. This report focuses
on medians rather than the means when looking at
average responses.

*1 Estimated medians are only for the firms that would incur the incremental cost; the proportion of firms expected to incur each cost is presented on page 66.
*2 Percentages based on a firm that incurs all the costs shown; most costs are incurred only by a subsection of the population, as shown in the table on page 66.

Source: Deloitte survey of retail investment intermediaries (February 2009)
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1. Executive summary

Retail investment intermediaries (cont)

» This shows that the key one-off cost category per adviser is the cost
of obtaining the professional qualifications required and the highest
ongoing costs are the estimated ongoing whole of market research
costs.

* More detailed analysis of costs within the report show thatin a
number of the cost categories economies of scale are experienced —
with the incremental costs per adviser falling as the size of the firm,
and the number of advisers within the firm, increases. Economies of
scale are particularly relevant to one-off costs (with the exception of
the cost of obtaining the professional qualifications required).

Appointed Representatives

* Insufficient AR firms responded to the survey to allow conclusions to
be drawn, although the report does provide sample outputs for AR
firms (compared with outputs for DA firms).

Conclusions

* The views of the provider community give a mixed picture in terms of
how they perceive the RDR impacting on the market and in terms of
how their organisation might respond to these changes. A significant
group of providers does not expect the RDR to lead to much change
to the financial contribution retail investment business makes to their
firm or to how their organisation distributes these products. Other
providers, and in particular larger firms, do anticipate changes —
including greater shares of their investment products to be distributed
via non-independent and execution-only channels and through wraps
and platforms.

© Deloitte LLP 2009

There is much uncertainty among the provider community in relation
to any incremental costs they may incur through the need to reprice
products. A small number of providers expect significant costs
related to technology and systems requirements.

The majority of DA retail investment intermediaries do not at this
stage believe they will change the status of their business as a result
of the changes proposed within the RDR, although a small minority
expect to move from the independent to the non-independent sector
as they believe that customers will not be prepared to pay for advice
as required within the independent sector. There is no evidence that
the RDR proposals will lead to significant portions of the DA
community shifting their focus away from retail investments.

Within the DA community, smaller, largely commission-based firms
are the most likely to believe the RDR will impact their firm’s retail
investment business — mostly negatively — and to believe that they
will experience difficulties making the changes required by the RDR,
such as adopting Adviser Charging.

DA firms expect to experience economies of scale in relation to their
estimates of many of the incremental costs of compliance implied by
the RDR proposals — making the proposals most cost-efficient for
firms with larger numbers of advisers. However, the most significant
area of potential incremental costs, the costs of obtaining the
qualifications required, is driven by adviser numbers, where
economies of scale cannot be realised.

Deloitte
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2. Introduction

Background
» The FSA specifically wished to assess:
» As part of pursuing its statutory objectives of increasing consumer
confidence and promoting public understanding in the financial
system, the FSA is examining ways in which outcomes for
consumers, providers and intermediaries can be improved by

— The potential for intermediary firms to move from their current
segment — independent advice or non-independent advice — as a
result of the RDR proposals.

increasing the efficiency of the market. This led to Discussion Paper — The drivers that may encourage intermediary firms to move
07/01, ‘A Review of Retail Distribution’, in June 2007 and ‘Retail between the different segments.

Distribution Review — Interim Report’, in April 2008. The FSA then —  The extent to which the RDR proposals may lead to provider and
published its ‘Retail Distribution Review Feedback Statement’ in intermediary firms varying their current focus on markets outside
November 2008 and it proposed a range of market solutions in of retail investment.

relation to the distribution of retail investment products.

« The RDR has the specific aim of identifying and addressing the root * The incremental cost of compliance is defined as the additional cost
causes of problems that continue to emerge in the retail investment that firms will incur as a result of complying with the regulations
market. proposed in the Feedback Statement, if they retain their current

business model in all other aspects. The FSA wished to distinguish

« Following the Feedback Statement, the FSA wished to carry out between one-off and ongoing incremental costs.
research to explore and analyse the expected impact of the changes ) ) )
proposed in the RDR on the behaviour of both intermediary and * Incremental costs were assessed in the following areas as part of this
provider firms participating in the retail investment market and to project (not all cost categories are applicable for all types of survey
estimate the incremental compliance costs arising from those respondents):
changes. — clarity of services;

Project objectives — remuneration;

— information technology/systems costs;
+ The objective of this project is to help the FSA to understand the
potential impact of its proposed changes on the behaviour of
intermediaries and providers, and to improve its understanding of the — independence.
potential incremental cost of compliance that the proposals could
impose on the industry.

—  professionalism; and

© Deloitte LLP 2009 " DeIOitte



2. Introduction

Project approach

» The project consisted of two key activities: primary market research and
modelling and analysis.

Primary market research

Qualitative research

» A preliminary programme of qualitative interviews was carried out,
primarily to facilitate the design of the subsequent quantitative
questionnaire. Thirteen interviews were carried out in total; seven with
providers of retail investment (including a mix in terms of providers of
MiFID and non-MiFID products) and six with retail investment
intermediaries (including a mix in terms of intermediary size and revenue
model). Interviews were either carried out face-to-face or by telephone.

Quantitative research

» A programme of quantitative research followed the qualitative research.
Questionnaires were designed by Deloitte and agreed with the FSA. The
questionnaire included an introduction covering some of the key proposals
within the RDR Feedback Statement. Questionnaires (one each for both
retail investment intermediaries and providers) are shown in Appendices 1
and 2.

* The questionnaire was sent to all retail investment intermediaries directly
authorised by the FSA and to over 400 AR intermediary firms for whom the
FSA provided contact details. A separate questionnaire was also sent to all
providers of retail investment products in the UK for whom the FSA
provided contact details. Data was collected through an e-survey, i.e. with
online completion of questionnaires, using Deloitte’s DEX survey software.
Questionnaires were issued electronically by Deloitte, with firms being
invited to contact Deloitte for clarification if necessary.

© Deloitte LLP 2009 12

Modelling and analysis

Responses were received from:

- 600 Directly Authorised intermediary firms, including wealth
managers;

- 14 Appointed Representative intermediary firms; and

- 68 firms providing retail investment products, including insurers
and fund managers, of whom 13 indicated they had DSFs.

Weighting — responses received for DA firms were weighted in
relation to the profile of the total population of DA firms as provided
by the FSA, using two criteria:

— Revenue basis of firm (fees or commission):

— ‘Fee’ = At least 40% of total revenues of the firm are derived
from fee-based arrangements

— ‘Commission’ = Under 40% of total revenues of the firm are
derived from fee-based arrangements.
— Number of advisers:
— ‘Small’ = 1-3 advisers within the firm
— ‘Medium’ = 4-9 advisers within the firm
— ‘Large’ = 10 or more advisers within the firm.

Further detail on the method used for weighting is given in
Appendix 3. Responses for AR intermediary firms and for provider
firms are un-weighted.

Deloitte



2. Introduction

Modelling and analysis (cont)

* Analysis — survey generated data was analysed by a number of
variables to identify trends among varying segments of providers
and intermediaries.

* Modelling — respondent firms’ views on the incremental costs of
compliance have been calculated using a model. The principal
inputs to the model have been provided by data from the e-surveys.
Data outliers in all cost categories have generally been included at
the FSA’s request, although a small number of estimates that were
considered to be clearly erroneous were removed. Some unusually
high estimates of cost and time are therefore included. There are a
number of other key input assumptions to the model — these are
stated at Appendix 3.

© Deloitte LLP 2009 13 DeIOitte
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3. Retail investment providers

This section assesses providers of retail investments, covering
their views on how their firm might respond to the changes
proposed in the RDR, together with their estimates of incremental
compliance costs implied by the proposals. A wide range of
providers’ views are represented in this section. Respondents
included seven firms in the ABI’s top ten providers. These firms
accounted for over 60% of the life and pensions market in terms of
new business. Respondents also accounted for 15% of total UK
retail funds under management.

Retail investment providers view the RDR from a range of
perspectives, but a significant portion of providers — over half —
expect the RDR’s impact on their distribution strategy to be more
than minimal. Overall, increased focus is expected on non-
independent advice and in some cases on the execution-only
channel. Balancing this expectation of increased focus, some
firms expect distribution of their products through independent
channels to decrease in focus. Many firms, particularly those
distributing larger volumes of investments, see wraps and
platforms playing an increasing role as a result of the changes
proposed by the RDR.

Industry commentators have suggested that providers have used
levels of commissions to create competitive advantage in the past.
The RDR, with the introduction of Adviser Charging, will
potentially change competitive dynamics within the investment
market. Firms see their products and the quality of their service to
intermediaries as being the most important parts of their overall
proposition in a post-RDR world. Pricing was seen as the fourth
most important proposition element of the ten suggested in the
survey. Responses from larger firms indicates they may consider
offering services to adviser firms such as collecting charges and
factoring in the future.

© Deloitte LLP 2009
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Whilst many investment providers anticipate the RDR may lead
them to make strategic changes in relation to their distribution
choices, they do not anticipate these proposals will lead to any
significant impact on their firm in financial terms. Most firms
intend to retain the same level of commitment to the investment
market, and a few (especially firms with DSF capabilities) see
the RDR as bringing additional opportunities, and therefore
expect to increase their organisation’s focus on investment
products.

Although some — mostly larger — investment providers already
offer Factory Gate Pricing in some areas, others do not, and may
need to reprice retail investment products as a result of the
proposed requirement to price products excluding commission or
the cost of advice. Many providers find it difficult to assess the
technology and systems implications of this repricing
requirement at this stage, and therefore were unable to provide
estimates of additional costs implied. Where cost estimates were
provided, these covered a very wide range and include some
significant costs estimates of over £5 million. Providers with
DSFs also tended to anticipate relatively high systems costs.

Overall, the majority of providers think persistency will be
unaffected by the RDR; of those who expect persistency to be
affected, most see the RDR having a positive impact. Nearly half
think the RDR will have no impact on their profitability; of those
that expect the RDR to affect their profitability, most expect it to
have a negative impact.

Deloitte



3. Retail investment providers

This section focuses on providers of retail investments, covering their views on how their firm might respond to the changes proposed in the RDR,
together with their estimates of incremental compliance costs implied by these proposals. The section begins with a profile of the providers
responding to the e-survey.

Key observations

3.1 Levels of retail investment sales in the last financial year, £m e There were 68 providers of retail investment
products who responded to the e-survey (please
35+ note the provider data is unweighted and therefore

may not be representative of the whole market).

® » Data on the characteristics of providers’ in the retail
% investment market was collected to allow analysis
20 ¢ across survey responses by these characteristics.
51 For example, the profile of provider firms who
l responded to the survey according to the value of

Number of firms

last year’s sales of MiFID and non-MiFID products is
shown opposite. For 12 providers this was over

} } £500m, for 11 between £50-500m, for 31 under

No response Up to £50m £51m-£500m >£500m £50m and 14 did not provide these sales figures.

3.2 Percentage of profits from retail investment sales

25 ¢ » Retail investment business is of varying degrees of
importance to the provider respondent firms — the 68
20+ providers reported a range in terms of the relative
contribution of retail investment business to the
. overall profits of their firms.
* Twenty two providers’ businesses were heavily
w0l focused on retail investments (with retail
investments contributing over 80% of profits).
51 » Eleven providers said the comparable figure was
between 20-80%, with 23 providers saying retail
; ; ‘ ‘ investments contributed less than 20% of profits (the
No response <20% 20-80% >80% remaining 12 providers did not estimate the profit
contribution of retail investments).

Number of firms

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers

Key observations

3.3 Distribution channels used - firms distributing retail investments through each

channel * Respondents included seven firms in the ABI's top ten
407 providers, accounting for over 60% of the life and pensions
vl market in terms of new business. Respondents also
w0l accounted for 15% of total UK retail funds under
é ”s management as per the IMA’s company ranking.
g 20 * Providers responding to the questionnaire distribute their
ig 15 1 retail investment products through a range of distribution
Z . channels (note: some firms are multi-channel, therefore
may be represented in more than one bar in 3.3 opposite):
°] . . — 37 providers distribute through independent advisers
IFAs | External Non-Independent | Internal Non-Independent | Execution Only | (IFAS)’
Current distribution channel — 31 providers distribute using the execution-only
channel;
3.4 What products is your firm a provider of? — 13 providers distribute through non-independent
a5 - advisers within their firm (DSF distribution — (Internal
non-independent)); and
0T — 11 providers distribute through non-independent
§ o251 advisers who are outside of their firm (External non-
g independent).
o 20 +
1§ 15T * Providers also represent a spread in terms of whether or
N not the retail investment products they provide are MiFID:
— 30 firms provide MiFID retail investment products only;
°T l - — 20 firms provide non-MiFID investment products only;
| ; ; | — 13 firms provide a mix of MiFID and non-MiFID

MIFID only Non-MFID only Both No response prOdUCtS' and

= My firmis a provider of — 5 firms did not respond to the questions on new
business and therefore could not be categorised.

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers

The information set out below and on the following page was provided at the beginning of the e-survey for investment providers. It was considered
important to give providers relevant information on some of the changes proposed within the RDR prior to their responding to the survey questions.

Professional standards

The FSA wants to achieve consistent and higher standards of
professionalism among advisers, to inspire consumer confidence and
build trust. The FSA proposes to consult on the creation of an
overarching Independent Professional Standards Board (IPSB) to
function initially as a sub-committee of the FSA Board. In time, it may
be launched as a separate body with statutory footing. The IPSB would
provide a common framework for professional standards across all
advice channels, and work with the Financial Services Skills Council to
raise the benchmark qualification for advisers in the independent and
non-independent advice sectors to QCA Level 4 (Scottish equivalent
SCQF level 8). The IPSB would also be responsible for setting,
reviewing and dealing with breaches to codes of ethics for advisers,
and would set consistent minimum standards for Continuing
Professional Development (CPD).

Remuneration

The FSA aims to reduce the potential for commission bias by removing
product provider influence over adviser remuneration. The FSA will
establish the standards that it expects of adviser firms in setting their
own charges, and in disclosing these to consumers. For example, there
is an expectation that adviser charges should not vary by product
provider (and to some extent by product type).

Source: Deloitte survey of retail investment providers (February 2009)

© Deloitte LLP 2009

Conditions for Independence

The FSA wants to change the criteria that adviser firms must meet to
describe their services as ‘independent’, to make sure their services
are truly independent. This would involve demonstrating that the
‘independent’ firm provided unbiased, unrestricted advice based on a
comprehensive and fair analysis of their relevant market. The FSA no
longer intends to restrict its independence standards to firms advising
on packaged products but applying the standards across all forms of
investment products. Further consideration needs to be given to the
finer detail but the FSA would expect some firms to conduct a more
thorough review of the market and be able to demonstrate why a
product was chosen over others. The FSA would expect to see firms
increase their product knowledge in areas where they may not have
recommended before e.g. tracker funds/Exchange Traded Funds
(ETF).

Deloitte



3. Retail investment providers

Information provided to provider respondents (cont)

Landscape (Labels)

The FSA wants to improve clarity for consumers about the services on
offer, including making it clearer for consumers whether or not
investment advice they receive will be independent. Consequently
whichever part of the advice landscape the firm is operating under
(independent advice vs. non-independent (or sales) advice), the firm
will have to make clear to clients whether it is providing independent or
non-independent advice, for example through some form of ‘labelling’,
before providing the service. The proposed landscape is shown below.

Advice

Sales

Sales Advice (‘non-
independent advice’
and ‘advised Guided
Sales’

execution-only
(and non-advised
Guided Sales)

Independent
Advice

Money Guidance

Source: Deloitte survey of retail investment providers (February 2009)

© Deloitte LLP 2009 19

Prudential requirements

The FSA wants to improve the capital holding of personal investment
firms by making requirements consistent for all these types of firms.
This would involve mandating a sliding scale of additional capital
firms should hold as provision against potential liability for any
activities excluded by their professional indemnity insurance policies,
with a minimum of £5,000. It would also look to raise the overall
minimum capital requirement to £20,000 for these firms.

Deloitte



3. Retail investment providers
Response to the RDR proposals: engagement with the RDR

The following slides present an analysis of the provider responses as to how the respondents believe their business may be impacted by the
changes proposed in the RDR

3.5 Extent to which RDR has been discussed within the organisation: firm size Key observations

* More than half (53%) of all providers responding to
the e-survey said that the RDR had been
discussed ‘a great deal or a reasonable amount
within their organisation’.

100% T

80% T

60% T
40% T+
20% | -

0% -

* The RDR proposals relate to the retail investment
markets only. It is therefore not surprising that the
extent to which a firm may have discussed the
RDR proposals is correlated to the level of total

<£50m 51 m. £500m ~£500m ‘ Total retail investment revenues the firm receives in the

Firm size (based on MIFID + non-MIFID sales) market, as shown in Chart 3.5:
= A great deal = A reasonable amount ® Minimally = Not at all = Not answ ered — where these revenues were over £500m, all
firms had discussed the proposals at least ‘a

3.6 Extent to which RDR has been discussed within the organisation: MiFID / Non- reasonable amount,; and

MiFID — only around one-quarter of firms with retail

investment revenues under £50m had

discussed these proposals at least ‘a

reasonable amount’.

% of respondents

100% T
90% T
80% T
70% T
60% +
50% T
40% T
30% T
20% +
10% T

0% -

» Firms providing MiFID products only (many
investment managers fall in this category) are
least likely to have engaged in at least ‘a
reasonable amount’ of internal discussions on the
RDR proposals.

% of respondents

In

i |
FIII

MFID Only Non-MiFID Only Both MiFID and non-MiFID Total
My firmis a provider of

m A great deal = A reasonable amount ® Minimally = Not at all = Not answ ered

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers
Response to the RDR proposals: expected impact of the RDR

Key observations

3.7 Expected level of impact of RDR proposals on firms' distribution strategy for

.. Distribution
retail investments

» Over half of all providers surveyed expect the RDR
proposals to have at least ‘some impact’ on their firm’s
distribution strategy — with around 30% expecting this
impact to be ‘significant’.
Firms distributing through non-independent channels
were most likely to think the impact would be ‘significant’.
Over 60% of firms distributing through non-independent
_— Y T — ony : — channels external to their firm considered the impact
Independent Independent would be ‘significant’. (Note: providers who did not say
which channels they distribute through - and are therefore
not captured in the four ‘channel’ bars on the left of Chart
® A significant impact = Some impact ® Mnimal impact = No impact 3.7 - are still included in the total bar on the rlght)

% of respondents
[=2] ©
L I 2
- RS-
L]

Current distribution channel

3.8 How RDR proposals are likely to impact the share of firms' retail investments
distributed through specific channels

100% Channel choice

* Providers were asked whether the proposals within the

RDR would impact the choice of channels they sought to

distribute retail investments through.

The channels providers most commonly (around 20% of

providers) say they expect to distribute a greater share of

investments through are execution-only and ‘external’

non-independent advice.

* Although 16% said the share going through independent

IFAs | External Non-Independent | Internal Non-Independent } Execution Only adVice WOUId decrease, more prOViderS (18%) eXpeCt the
Current distribution channel share will increase thrOUgh this channel.

u Increase significantly = Increase a litttle ® Remain unchanged = Decrease a little ® Decrease significantly ® Not answ ered

80% T

60% +

40% T+

20% +

Future distribution in current channel

FI-I

0%

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers

3.9 Likelihood of offering the following to advisers

100% T
90% 1
80% T
70% +
60% 1
50% +
40% 1
30% +
20% 1
10% +

0% A

% of respondents

A service collecting and passing on
adviser charges

Factoring services A range of factory gate proces

Services

m Very likely = Quite likely ® Unsure ® Quite unlikely = Very unlikely » Not answ ered

3.10 Likelihood of offering factoring

100% - services

90% +
80% T
70% +

60% +
50% +
40% +
[ |

30% + [ |
20% +
10% +

0% A

MFIDOnly ~ Non-MFID  Both MiFID Total

Only and non-
MFID
= Very likely Quite likely = Unsure
= Quite unlikely Very unlikely

3.11 Likelihood of offering a service
collecting and passing on charges

100% +
90% +
80% +
70% +
60% +
50% +
40% +
30% +
20% +
10% +

0% -

B

MFIDOnly ~ Non-MiFID  Both MiFID Total

ill
H =N

Only and non-
MiFID
= Very likely Quite likely = Unsure
= Quite unlikely Very unlikely

Source: Deloitte survey of retail investment providers (February 2009)

© Deloitte LLP 2009
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Key observations
Provision of propositions / services to adviser firms

Provider firms were asked how likely they would be to offer
a range of propositions or services — namely, facilitation of
Adviser Charging, factoring services and factory gate
pricing — to retail investment intermediaries. Most providers
said they did not think it likely that their firm would offer the
specific propositions or services to advisers.

Around a third of providers expect to offer either ‘a range of
factory gate prices, rather than a single price’ (26 firms) or
‘a service passing on and collecting adviser charges’ (23
firms).

Eleven providers thought it likely that they would offer
‘factoring services’ (advancing the fees that advisers
charge customers to the advisers, in advance of the
customer paying these charges) ‘while these were
permitted’.

For all three services, firms distributing through non-
independent channels external to their organisation said
they were more likely to offer these propositions or
services, compared to providers distributing through other
channels. Providers with higher levels of retail investment
revenues were also more likely to say they would offer
these services.

Providers of non-MiFID products (including those offering
both MiFID and non-MiFID) were more likely to say they
would offer services to advisers in relation to processing
charges and factoring.

Deloitte



3. Retail investment providers
Response to the RDR proposals: expected impact of the RDR

Key observations

3.12 How RDR proposals are likely to impact firms' retail investments distributed Use of wraps and platforms

through wraps and platforms » Wraps and platforms may have a role, when the RDR
proposals are implemented, of collecting charges for advisers.
Thirty-two percent of provider respondents said they expected
the share of their firm’s new investment business distributed
through wraps and platforms to increase as a result of the
changes proposed by the RDR. The proportion of firms
expecting this share to increase varied by levels of retail

100% 1

80% T
60% T
40% +
] —

% of respondents

- investment sales:
—  75% of providers with retail investment sales over £500m
o ] | } -_ expected the share to increase.
<£50m £51 m- £500m >£500m Total —  13% of providers with retail investment sales under £50m,
Firm size (based on MFID + non-MFID sales) expected the share going through wraps to increase a
m |ncrease significantly ® Increase a litttle ® Remain unchanged » Decrease a little ® Decrease significantly » Not answ ered ||tt|e

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers

Key observations

3.13 The most important element of our firm's proposition once the RDR proposals have been
implemented
Number of firms

Basis for competition

‘ ’ ! ° : ? * " ° * Providers were asked to consider what the three
Product propasitions / features: | — most important elements of their firm’s proposition
Quality of service / communications with intermedaries NG in the independent advice sector would be once
Financial strength of provider |NEEEG_— the RDR proposals were implemented.
Level of Factory Gate prices for intermediaries | N * A clear, consensus did not emerge on what the
Historical fund menagement performance N single most important answer would be. Providers
Quality of service / communications with retail customers | N RN gave arange of answers, with the most popular

being ‘product propositions and features’ which

Strength of brand | NN .
reneT o conetmEr R was chosen by around 20% (14 firms).

Facility to collect and pass-on adviser charges / remuneration | N N

Other [N

3.14 The three most important elements of our firm's proposition once the RDR proposals have
been implemented

Points
o 10 20 30 40 50 60 *  When all of the three most important elements
Product propositions / features ‘— ‘- ‘ Chc?sen by prOVIderS W‘ere anal_y_sed’ VIeWS_ 9” ,
Quality of service / communication w ith intermediaries [  RRRRNEGEGE | ] WhICh elements Of the Competltlve prOpOSItlon are
Financial strength of provider | | ] |mportant are Stl” dISpal’ate across the pl"OVIdel"
Level of Factory Gate prices for intermediaries | NN ] fll‘m I‘eSpondentS.
Historical fund management performance | ] ° ‘PrOdUCt prOpOSition and featureS’ aChieveS the
Quality of service / communication w ith retail customers | || hlgheSt score, whilst ‘quality service and
Strength of consumer brand N RN communications to intermediaries’ achieves a clear
Facility to collect and pass on adviser charges / remuneration | NN Second, and iS the element mOSt I|ke|y tO be
Other - " Vst imartant -3 ranked ‘second’ by providers.
Quality of marketing €ss Important - o Th ‘f' . . y ¢
. inancial strength of the provider’ and ‘level of
Willingness to provide factoring services / pay charges in advance I = Least important - 1 € anciai stre g o € p © de a d evelo

FGPs’ are also seen to be important, and come
third and fourth respectively.

Where most important = 3 points, second most important =2 points and third most importance = 1 point

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers
Response to the RDR proposals: expected impact of the RDR

Key observations
3.15 Impact of proposals on the persistency of retail investments
Financial impact — persistency
» Overall, most provider respondents (60%) believe
that levels of persistency will remain unchanged as a
result of the proposed changes. 21% of providers
expect persistency to increase, and 3% to decrease.
Firms distributing through the execution-only
channel (where there is no intermediation) were
least likely to expect any changes in levels of
} } } } } persistency; excluding execution-only, 39% of firms
IFAs External Non- Internal Non- Execution Only Total expected no Change in persistency’ with 34%
Independent Independent . . .
expecting an increase and 23% a decrease. Firms
distributing through non-independent channels,

100% T

80% T

60% T

40% T+

% of respondents

20% T+

0%

Current distribution channel

m |ncrease significantly ~ # Increase a little = Stay the same Decrease a little
= Decrease significantly * Uncertain of the impact = Not answ ered partiCUIarIy Where these are eXternaI to their ﬁrm’
were most likely to believe levels of persistency
3.16 Reasons for increase / decrease in persistency would increase.

8-

71 » Provider firms believing that persistency levels would
ée T change as a result of the changes proposed by the
55" RDR were asked to give the single most important
41 reason why they believed this would happen.
sg 37 » Firms believing persistency would increase were
227 evenly divided between those believing the primary

1 ‘ ‘ - ‘ reason would be adviser-led (‘advisers would not be

Advisers will not be as motivated to ‘ Customers w ill become more aw are of ‘ Competition betw een providers will ‘ as motivated to re-broke business’) and thOSG
oot fushess " ot con ot 28 roguiny . ane prformanon of produciny et e believing the primary reason would be customer-led,
likely to encourage product sw itching with customer awareness of the cost of advice
Reasons deterring customers from switching products as
® Increase = Decrease regu]ar]y_

Base: all providers saying increase/decrease in persistency at figure 3.13

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers
Response to the RDR proposals: expected impact

Key observations

3.17 Extent to which RDR proposals may impact on profitability of current
business model as a provider of retail investments, by size Profitability

100% T * Around half (49%) of firms believe the changes

[ | . .
o proposed by the RDR will not impact on the
g I profitability of their retail investment business. A
g 60% 7 further 18% of firms are uncertain of the impact the
8 sou | proposals may have on profitability.
3 [ * 21% of providers thought the proposals may
20% 1 - reduce the profitability of retail investment
0% 1 | | business and a further 9% expected the changes
< £50m £51 m- £500m >£500m Total . . . ™ . .
to lead to an increase in profitability (with firms
Firms size (based on MIFID + Non-MIFID sales) . . . .
with higher levels of retail investment sales being
m Increase profitability significantly = Increase profitability a little = It will make no difference H H H H HR
= Decrease profitability a little Decrease profitability significantly Uncertain of the impact more Ilkely tO eXpeCt Incréases n prOfItabIIIty)'
= Not answ ered
3.18 Extent to which RDR proposals may impact on profitability of current o . .
business model as a provider of retail investments, by current distribution Exp_ecte}t_lons O.f ImpaCt of _the RDR prgpqsal§ on
channel profitability varied depending on the distribution
T — — cha_nnels being used for retail investment
0%t business:
: oot [ - ] . —  Providers using execution-only channels were
S oamt ] — least likely to anticipate increases in
= 0wt L - profitability.
o —_— . mm s — The views of providers distributing through
IFAs External Non- Internal Non- Execution Only Total non-independent’ external, channels were
Independent Independent . . .
polarised. These firms were both most likely to
Current distribution channel . . . . . e
anticipate an increase in profitability and a
® |ncrease profitability significantly = Increase profitability a little i H ili
= It will make no difference = Decrease profitability a little decrease n prOfItablllty'
Decrease profitability significantly Uncertain of the impact

= Not answ ered

Source: Deloitte survey of retail investment providers (February 2009)
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3. Retail investment providers

Res

3.19 Extent
investment

100% T

% of respondents

0%

80% 1
60% 1
40% 1

20% T+

ponse to the RDR proposals: expected impact

to which RDR proposals may increase / decrease focus on the retail
market

IFAs External Non- Internal Non- Execution Only Total
Independent Independent

Current distribution channel

Not answ ered

= Make no change to our focus on the retail investment market as a result of these proposals
Seek to significantly decrease your focus on the retail investment market

= Seek to modestly decrease your focus on the retail investment market

= Seek to modestly increase your focus on the retail investment market

m Seek to significantly increase your focus on the retail investment market

3.20 Strategic changes firms might consider if RDR proposals are implemented

% of respondents

Partnerships - financial firms | R
Acaquisition of other distributors | I N RN

Setting up/expanding direct sales force | N NN

Offshore or non UK retail investment market | N ERE

Acquisition of other product providers |

Partnerships - non-traditional

Other | N
\gryegottry |
5 10 15 20 25 30 35 40
No. of respondents
Source: Deloitte survey of retail investment providers (February 2009)

© Deloitte LLP

2009

Key observations

Product and market focus

Most provider firms (85%) do not expect the RDR
proposals to change their firm’s level of focus on
retail investments.

Where change is anticipated — 12% expect their
firm’s focus on retail investments to increase —
with firms with DSF capabilities being most likely
to say this. No firms said they expected to reduce
their focus on this market as a result of the
proposals.

Strategic changes

27

Providers were asked to consider a range of
strategic changes they could make to their firm’s
distribution post RDR implementation.

Of the potential strategic responses, the one most
of the providers say they would consider is
establishing further distribution partnerships with
financial institutions.

Eight providers indicated they would consider
increasing their focus on investment markets
outside of the UK as a result of these proposals.

Deloitte.



3. Retail investment providers

The following slides present an analysis of provider estimates of incremental costs relating to pricing of products and systems and technology.

3.21 Does firm offer 'Factory Gate Pricing' to adviser firms?

100% T
90% T
80% T
70% T
60% T
50% T
40% T+
30% T

20% T

0%
<£50m £51 m- £500m >£500m Total

% of respondents

Firm size (based on MIFID + Non-MIFID sales)

Not answ ered

No - w e have never offered Factory Gate Pricing
= No - we have offered Factory Gate Pricing in the past but do not currently offer this
m Yes

3.22 Extent to which implications of proposals for systems and technology have
been discussed

100% T ]
A —
2
g
B 60% T
o
Q.
8
= 40% +
k]
ES
20% T
o ; ; — ;
<£50m £51 m- £500m >£500m Total
Firm size (based on MIFID + Non-MIFID sales)
= Not been discussed/review ed Been discussed/review ed at a reasonably high level
= Been discussed/review ed in detail Don't know /not sure

= Not answ ered

Source: Deloitte survey of retail investment providers (February 2009)
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Key observations

The proposed changes in the RDR in relation to how
advisers earn their revenue have potential implications
for how some product providers will need to price their
products (as they will be required to remove commission
from the price).

‘Factory Gate Pricing’ (FGP) is a label given to the
practice of pricing products without any such payment
for advisers. Twenty-five percent of providers say they
currently offer FGP to adviser firms (and one further firm
has offered FGP previously, but does not currently). The
likelihood of offering FGP appears to be correlated to
size — with providers with higher levels of retail
investment sales being more likely to offer FGP.

The potential impact on a firm's IT/systems with regards
to potential need to price products to not include the cost
of advice/commission has been discussed, at a high
level at least, by just under half of the providers
surveyed. Firms with lower revenues in retail
investments were less likely to have discussed the
implications of providing FGP.

Interviews in the qualitative stage indicated that most
major providers expect the costs related to installing and
modifying IT systems to be one of the highest costs for
themselves arising from the RDR, particularly if the
changes result in them having to re-price legacy
business and offer multiple new share classes to satisfy
varying price tariffs agreed between consumers and
intermediaries

Deloitte



3. Retail investment providers
Perceived incremental costs

3.23 Changes that might be required in your firm in relation to systems and IT

100% T

20% | -

< £50m £51 m- £500m >£500m Total
Firm size (based on MIFID + Non-MFID sales)

% of respondents

Not answ ered
= It's too early to say/unsure

Our firmw ould need to purchase/set-up a new IT system
= Our firmw ould probably need to make changes to our existing IT system, but these are likely to be significant
= Our firmw ould probably need to make changes to our existing IT system and these are likely to be moderate
= Our firmw ould probably need to make changes to our existing IT system, but these are likely to be minimal

3.24 Estimated costs for your firms as a result of the need to reprice products

80% | -

< £50m £51 m- £5600m >£500m Total
Firm size (based on MFID + Non-MIFID sales)

= Under £500,000 = £500,000 - £1 million = £1 million - £2 million = £2 million - £3 milion = £3 million - £5 million

£5 million - £10 milion = More than £10 million = Unsure/don’t know Not answ ered

Source: Deloitte survey of retail investment providers (February 2009)

© Deloitte LLP 2009
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Key observations

» Providers were asked what types of changes to their
firm’s IT/systems might be needed as a result of the
proposed changes. Many providers (almost half) felt that
it was ‘too early to say’. Around the same proportion felt
that changes to existing systems would be required
(ranging from minimal to moderate changes).

» Larger firms, in terms of levels of retail investment sales,
are more likely to believe the changes required to their
existing systems will need to be significant.

» A significant portion of providers (44%) feel unable to
estimate the total IT/systems costs that their firm may
need to bear in order to reprice products.

* Where providers did give an estimate of these costs, the
majority of these estimates (from 37%) were for costs of
less than £500,000. A smaller proportion of providers
(12%) estimated signification costs of over £5 million.

» Providers who gave an estimate of the IT/systems cost
implications accounted for over one third of the market
in terms of ABI new business and approximately 13% of
UK retail funds under management as per the IMA’s
company ranking. An analysis of cost estimates by firm
size is set out below.

Average estimated IT/systems costs by firm size category

MiFID and non- No. of Mean Median
MiFID sales respondents

<£50m 20 £250,000 £250,000
£50m-£500m 4 £2,062,500 £2,000,000
>£500m 8 £12,312,500 £7,500,000

Deloitte.




3. Retail investment providers — Direct Sales Forces

The following slides present an analysis of questions in relation to the 13 providers who indicated they had DSFs. For comparative purposes the
responses for DSFs are presented against all responses for DA firms.

Key observations
3.25 How likely are the RDR proposals to make firm seriously consider changing
status? « Provider firms who also have DSFs were asked to
indicate how likely the RDR proposals would be to
make the firm ‘seriously consider’ changing the
existing status of its DSF.

» The maijority of providers either say they are unlikely to
change the status of the their DSF or that it was too
early to say.

One provider said that they would be ‘very likely’ to
move to an execution-only status.

100% 1
90% T+
80% T
70% T
60% T
50% T
40% T+
30% T
20%
10% -

0% -

% of respondents

'I !

|

Direct Sales Force Directly Authorised
m Very likely to consider a change in status Quite likely to consider a change in status

= Quite unlikely to consider a change in status = Very unlikely to consider a change in status
= |t is too early to say at the moment Not answ ered

3.26 What impact, if any, will the proposals have on firm's approach to

remunerating your advisers?

100% T
90% T
80% T
70% +
60% +
50% T
40% +
30% +
20% T
10% T

0% -

» Four providers indicated that the proposals would have
the effect of changing their firm’s approach to
remunerating advisers — with advisers receiving a
greater proportion of their remuneration in fixed salary
compared to the firm’s current approach.

% of respondents

Direct Sales Force Directly Authorised

Not answ ered
= Advisers/RIs will receive a smaller proportion of their remuneration in fixed salary
Advisers/Rls will receive a greater proportion of their remuneration in fixed salary
m There will be no change

Source: Deloitte survey of retail investment providers and intermediaries (February 2009)
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3. Retail investment providers — Direct Sales Forces
Response to the RDR proposals: comparison with Directly Authorised Firms

3.27 What impact are RDR proposals in isolation likely to have on the profitability Key observations
of firm's advisory activities?
fgj I  Providers with DSFs were more likely to believe that
800/: ! the firm’s proposals would impact the profitability of
2 T0% 1 their firm’s advisory activities negatively than
§ 60% | positively.
?, 80% 1 » The distribution of perceptions across provider firms
:é :gj | with DSFs and across the DA community is
0% © reasonably similiar; on balance both are more likely
10% 1 to anticipate a decrease in profitability.
o Direct Sales Force Directly Authorised
m |ncrease profitability significantly = Increase profitability a little = Decrease profitability slightly
= Decrease profitability significantly ® It w ill make no difference Not answ ered
3.28 Considering the RDR proposals, will the firm change the extent to which its « Most providers with DSFs think that the RDR

advisory capabilities focus on the retail investment market? K X K . e,
proposals will either increase their firm’s focus on

retail investments or make no difference in this
respect (this is perhaps surprising, given their views
on its potential impact on profitability, as referred to
above).

» DSFs referred to in this survey appear to be more
likely to increase their focus on retail investments
than DA firms.

100% T
90% T+
80% T
70% T
60% T
50% T+
40% T
30% T
20% T+
10% +

0% -

% of respondents

Direct Sales Force Directly Authorised

Not answ ered
= Make no change to our focus on the retail investment market as a result of these proposals
= Seek to significantly decrease your provision of advice in the retail investment market
= Seek to modestly decrease your provision of advice in the retail investment market
= Seek to modestly increase your provision of advice in the retail investment market
m Seek to significantly increase your provision of advice in the retail investment market

Source: Deloitte survey of retail investment providers and intermediaries (February 2009)
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3. Retail investment providers — Direct Sales Forces

The following slides present an analysis of the incremental costs in relation to DSFs. Thirteen providers indicated they had DSFs, but a number of
questions were only answered by a small number of these. Consequently, responses are presented at a ‘cost per adviser level’ and are compared to
costs per adviser for DA firms.

Key observations

» Providers with DSFs estimated incremental costs across a similar range of costs categories to DA intermediary firms.

» Median costs per adviser were estimated at lower levels for all costs categories, with the exception of:

one-off costs to produce a new tariff;

one-off IT/systems costs (these were £9,677 for DSF, compared with £667 for DA advisers);

ongoing IT systems costs; and

paid leave for training for professional qualifications.

» The high estimated IT costs may reflect an element of ‘double counting’ of those costs (i.e. across the provider and distribution parts of the
business). Also, very few firms provided estimates for incremental DSF-related systems costs.

3.29 Providers with a Direct Sales Force and Directly Authorised Intermediaries - Mean per 3.30 Providers with a Direct Sales Force and Directly Authorised Intermediaries -
RI by Cost Category (Excluding one-off systems costs for DSF which skews the result) Median per RI by Cost Category (Excluding one -off systems costs for DSF which skews
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4. Retail investment intermediaries

» This section focuses on retail investment intermediaries,
covering their views on how their firm might respond to the
changes proposed in the RDR, together with their estimates of
incremental compliance costs implied by these proposals. The
majority of the findings represent views of DA firms, as levels of
responses from AR firms were low.

* Responses from the e-survey indicate that while the majority of
DA firms do not expect to change the status of their business as
a result of the RDR, some firms do expect to move to the non-
independent sector or to exit the market as a result of the
proposals. The main driver for considering moving to the non-
independent advice sector appears to be a commercial one;
firms believe their profitability would fall if their status remained
unchanged.

» Adviser Charging appears to divide the DA community in terms
of how they view their own capabilities to adopt this model of
remuneration. Around half of the DA community either already
operate Adviser Charging, the approach proposed by the RDR,
or feel their firm would find it easy to adopt this. Many others —
around a third — have yet to form a view on their firm’s
capabilities to adopt the approach. Some DA firms think this
approach would be difficult for their firm to adopt.

 If Adviser Charging was introduced, most firms expect to use
value-based up-front and ongoing charges.

© Deloitte LLP 2009
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In contrast to investment providers, a significant number of DA
intermediary firms expect the RDR proposals to impact the
finance of their business negatively. However, the majority of DA
firms do not see these proposals as a catalyst to change their
product and market focus — for example increasing their efforts
to develop business in other product markets such as mortgages
and protection.

DA firms estimate that one-off incremental costs will be
dominated by the costs associated with achieving the
qualifications required in the post-RDR regime. The highest
ongoing costs are the estimated ongoing whole of market search
costs.

The analysis of costs within this section shows that economies of
scale are experienced in a number of cost categories such as
systems and firm literature, with the incremental costs per
adviser falling as the size of the firm, and the number of advisers
within the firm, increases. Economies of scale are particularly
relevant to one-off costs (with the exception of the cost of
obtaining the professional qualifications).
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4. Retail investment intermediaries — Directly Authorised Firms

Profile of respondents

This section focuses on retail investment intermediaries, covering their views on how their firm might respond to the changes proposed in the RDR,
together with their estimates of incremental compliance costs implied by these proposals. This section analyses detailed results for DA firms, with
summary results for AR firms being reviewed at the end of the section. All data for DA firms is weighted (please see page 93 in Appendix 3 for details

of the weighting approach used).

4.1 Share of revenues derived from investment business by firm category

100% 1
80% -

60% -

] I

Proportion of firms

20% -

F-

0% -
Smallcomm  Mediumcomm  Large comm Small f

@

e Medium fee Large fee

m0-1/3 = 1/3-2/3 ®>2/3 = Not answ ered
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.2 Average client income by firm category
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40% +
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Proportion of firms
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m >£75k m £51k-£75k m Up to £50k = Not answ ered

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Profile

* Fee-based DA firms on average tend to be more
orientated to retail investments than commission-based
firms. In fee-based firms revenues from retail
investments accounted for two-thirds or more of total
revenues for over 50% of all firms.

» The correlation of the size of a DA intermediary firm with
the concentration of retail investment revenues is less
clear.

* The average client incomes of DA firms show a
correlation with remuneration approach but limited
correlation with size.

* 48% of commission-based DA firms have customers with
average annual incomes of under £50,000 (small,
medium and large firms have 51%, 45% and 28%
respectively in this category).

» For fee-based firms, the comparable figure is 27% (31%,
10% and 16% respectively for small medium and large
firms).

* Fee-based DA firms are more likely to have customers
with higher average incomes — 33% overall have
customers with average annual incomes of over £75,000
(34%, 35% and 16% of firms in the small, medium and
large segments).
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4. Retail investment intermediaries — Directly Authorised Firms

The information set out below was provided at the beginning of the e-survey for investment intermediaries. It was considered important to give
investment intermediaries relevant information on some of the changes proposed within the RDR prior to their responding to the survey questions.

Professional standards

The FSA wants to achieve consistent and higher standards of
professionalism among advisers, to inspire consumer confidence and
build trust. The FSA proposes to consult on the creation of an
overarching Independent Professional Standards Board (IPSB) to
function initially as a sub-committee of the FSA Board. In time, it may
be launched as a separate body with statutory footing. The IPSB would
provide a common framework for professional standards across all
advice channels, and work with the Financial Services Skills Council to
raise the benchmark qualification for advisers in the independent and
non-independent advice sectors to QCA Level 4 (Scottish equivalent
SCQF level 8). The IPSB would also be responsible for setting,
reviewing and dealing with breaches to codes of ethics for advisers,
and would set consistent minimum standards for continuing
professional development (CPD).

Remuneration

The FSA aims to reduce the potential for commission bias by removing
product provider influence over adviser remuneration. The FSA will
establish the standards that it expects of adviser firms in setting their

own charges, and in disclosing these to consumers. For example, there

is an expectation that adviser charges should not vary by product
provider (and to some extent by product type).

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Conditions for independence

The FSA wants to change the criteria that adviser firms must meet to
describe their services as ‘independent’, to make sure their services are
truly independent. This would involve demonstrating that the
‘independent’ firm provided unbiased, unrestricted advice based on a
comprehensive and fair analysis of their relevant market. The FSA no
longer intends to restrict their independence standards to firms advising
on packaged products but applying the standards across all forms of
investment products. Further consideration needs to be given to the
finer details but the FSA would expect some firms to conduct a more
thorough review of the market and be able to demonstrate why a
product was chosen over others. The FSA would expect to see firms
increase their product knowledge in areas where they may not have
recommended before e.g. tracker funds/ETFs.
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4. Retail investment intermediaries — Directly Authorised Firms

Information provided to retail investment intermediaries in the e-survey (cont)

Landscape (labels)

The FSA wants to improve clarity for consumers about the services on
offer, including making it clearer for consumers whether or not
investment advice they receive will be independent. Consequently,
whichever part of the advice landscape the firm is operating under
(independent advice vs. non-independent (or sales) advice), the firm
will have to make clear to clients whether it is providing independent or
non-independent advice, for example through some form of ‘labelling’,
before providing the service. The proposed landscape is shown below.

Advice Sales

Sales Advice (‘non-
independent advice’
and ‘advised Guided
Sales’

execution-only
(and non-advised
Guided Sales)

Independent
Advice

Money Guidance

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Prudential requirements

The FSA wants to improve the capital holding of personal investment
firms by making requirements consistent for all these types of firms. This
would involve mandating a sliding scale of additional capital firms should
hold as provision against potential liability for any activities excluded by
their professional indemnity insurance policies, with a minimum of
£5,000. It would also look to raise the overall minimum capital
requirement to £20,000 for these firms.
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4. Retall investment intermediaries — Directly Authorised Firms

Key observations
4.3 Extent to which the RDR has been discussed in your firm (by category) .
Engagement with the RDR
. — | * The RDR proposals appear to have been
discussed widely within DA firms — 82% of firms

%7 saying that these had been discussed either ‘a
oo | great deal’ or ‘a reasonable amount’.
* The RDR proposals have been discussed less
ao0% | within fee-based firms — particularly large fee-
based firms where over 56% of these said the
20% + proposals had either been discussed ‘minimally’ or
‘not at all’.

0% - + A significant number of mainly commission-based
DA firms (20%) say the RDR proposals have not
= A great deal or a reasonable amount Minimally or not at all = Not answ ered been discussed in detail interna”y (Some of these
will be sole practioners).

4.4 How closely have you followed RDR personally? (by firm category) + Over 60% of all individuals from DA firms who
completed the e-survey said they had personally
followed RDR developments ‘very closely’ or
‘closely’.

» The level of knowledge of respondents on the RDR

c0% | proposals appears to have some correlation to firm
size, with respondents in larger DA firms being

40% + more likely to have followed the RDR more closely.
In particular, there were a significant number of

20% T respondents from small commission-based firms
(43%) who said they had only followed RDR

0% developments ‘reasonably closely’ or that they had
‘limited knowledge’.

100% -

Proportion of firms

Smallcomm  Mediumcomm  Large comm Small fee Medium fee Large fee Total

100% T m—

80% 1

Proportion of firms

Smallcomm  Mediumcomm  Large comm Small fee Medium fee Large fee Total

® Have follow ed very closely or closely Have follow ed reasonably closely or limited know ledge = Not answ ered

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms

4.5 How likely are the RDR proposals to make your firm seriously consider
changing the status of your business? (by category, size and current status)
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4.6 Likely new firm status (if likely to co
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Likelihood of changing status

DA firms were asked whether they would be likely to
change their firm’s status as a result of the RDR proposals.
The majority of DA firms (71%) say it is unlikely they will
consider changing their status.

13% of DA firms say they are ‘very or quite’ likely to
consider a change in status.

A further 16% of firms responded ‘it is too early to say’
whether they will change their status.

Firms saying they are likely to change status would either
move to the non-independent sector (9%) or that they
would exit the market (4%).

The small, mainly commission-based independent DA firm
is most likely to say that they will exit the market.

Chart 4.7 below shows the possible ‘destination’ of DA
firms saying they are likely to change status.

4.7 Potential future breakdown of current IFA firms based on 'very likely/quite
likely' outcomes

Proportion of firms

100% 1
90% +
80% +
70% +
60% +
50% +
40% T
30% T
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m FAs

389

Current Future
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4. Retail investment intermediaries — Directly Authorised Firms

Key observations
4.8 Reasons for potential status changes by expected future status

Reasons for changing status

100% E— | | | . . . .

90% + * The 14% of DA firms indicating they would

80% consider changing status are most likely to do so
] I I because they believe their firm’s profitability would
50% | decrease as a result of the RDR changes if they

gg; I retained their current status.

o | » Around 33% of firms considering a move to the
10% | independent advice sector expect profitability of
0% their firm to increase by doing so and state this as
their primary reason for a change in status.

Proportion of firms

Independent advisor Non-independent Execution only firm  The firm w ould exit the Total
firm advisor firm market

= Not answ ered
If our firm changed its status, our commercial prospects/profitability w ould increase as a result of the RDR proposals
m [f our firmretained its status, our commercial prospects/profitability w ould decrease as a result of the RDR proposals

4.9 Reasons for exiting the market

80% T Reasons for exiting the market
B %7 * The majority (72%) of firms who say they would
£ g 6% consider leaving the market (4% of all DA firms) if
2 £ 50% ¢ the RDR proposals were implemented say this is
S8 ey because it ‘would not be profitable to remain in the
§ § 30% market’.
= . .
23 M%7 » A further 11% say their firm ‘would have been
o c
T 0%y - - likely to exit the market even if the RDR proposals
0% A : _ : — were not implemented’.
Our firmw ould have been likely to It would not be profitable to remain in Other reason
exit the market even if the changes the market as a result of the RDR
proposed by the RDR did not go- proposals

ahead (e.g. due to market conditions,
retirement etc)

Base: All DA firms saying would exit the market at figure 4.5

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms

4.10 If commissions were no longer to be permitted, do you believe that your
firm would be able to move to an Adviser Charging model?

100% 7 — —
40% +
~ I I I
0% -

Firm category

Proportion of firms

% of turnover from
investment business

u Yes No = Unsure We already Adviser Charging

4.11 What is the single main reason why you do not believe your firm would be
able to move to an Adviser Charging model?
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Adviser charging

28% of DA firm respondents believe that they would be
able to move to an Adviser Charging model — with 17%
responding that they already use an Adviser Charging
model.

21% of the respondents said that they were unlikely to be
able to move to an Adviser Charging model and a
significant portion — 33% were unsure about their ability
to move to an Adviser Charging model.
Commission-based firms were most likely to say that
they thought they would be unable to move to an Adviser
Charging model.

The ability to move to an Adviser Charging model has
some correlation to the importance retail investment
revenue has to the DA firm. The lower the importance of
this revenue to the firm, the more likely the firm was to
say that they would not be able to adopt an Adviser
Charging model.

Barriers to moving to Adviser Charging

Most DA firms (76%) who say that they think they would
not be able to move to an Adviser Charging model
consider the main barrier will be customers as they will
not be prepared to pay for advice explicitly.

A smaller proportion of DA firms who would not move to
Adviser Charging (15%) say that the main barrier would
be that customers would not be prepared to pay enough
for advice for the model to be financially viable.
Operational barriers to moving to an Adviser Charging
model are only anticipated by a small minority (3%) to be
the main barrier.

Deloitte



4. Retail investment intermediaries — Directly Authorised Firms

4.12 Type of charges would expect to use vs. current predominant revenue
model
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Types of charges

DA firms were asked what types of charging
approaches they would use if the RDR proposals.
were implemented (and commission was banned).
The charging approach most (79%) DA firms
anticipate using is a combination of up-front and
ongoing value based fees, followed by hourly fees.
29% also anticipate using hourly fees.

There were not significant differences between mainly
fee-based and mainly commission-based DA firms in
relation to choices of future charging approaches,
although the former were slightly more likely to say
they would use hourly fees (36% compared to 29%
respectively).

Average hourly fees

DA firms believe their current customers who they
deal with on a commission basis would be prepared
to pay £114 per hour on average if they moved to
hourly fees. This finding is broadly consistent with
Deloitte’s ‘Costing Intermediary Services’ report
(2008) which found that firms believed their
commission-paying customers would be willing to pay
£92 per hour in fees if required to do so.

Expected average hourly fees customers would pay
appear to be correlated both to current remuneration
models (with fee-based firms producing a higher
average fee) and to firm size (with predicted fee levels
increasing by firm size).
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4. Retail investment intermediaries — Directly Authorised Firms
Response to the RDR proposals: financial impact of the RDR

4.14 Expected impact of RDR on revenue
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4.15 Expected impact of RDR on profitability
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Turnover

70% of DA firms believe that the RDR proposals, if
implemented, will lead to a decrease in their firm’s
turnover. Commision based firms were more likely to
believe this than fee-based firms. Conversely, 9%
believe their turnover will increase — with small mainly
fee-based firms being more than twice as likely than
average to say this.

A number of IFA firms in the qualitative stage interviews
anticipated that the industry would contract as a result of
the reforms, driving many advisers out of the market.
Some, however, saw the RDR as creating opportunities
for growth for their own firm, as well as an opportunity to
increase fees as the supply of advice shrinks. A number
of advisers said they had pre-emptively increased their
emphasis on service and transparency to clients.

Profitability

The profitability of retail investment business is expected
to decrease as a result of the changes in the RDR
proposals as stated by 73% of DA firm respondents.
Only 10% of DA firm respondents expect profitability to
increase.

The patterns of responses among DA firms on
profitability are similar to their responses on the impact
on turnover, with commission-based firms — who may
have the most changes to make to their business model
— being more likely to believe profitability will decline.
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4. Retail investment intermediaries — Directly Authorised Firms

Key observations
4.16 What impact, if any, will moving to Adviser Charging have on your firm’s

approach to remunerating RIs? * The vast majority of DA firm respondents (80%) do
not think that the changes implied by the RDR will
lead to a change to their firm’s approach to

I
80% T - ] L] = =
remunerating advisers.
80% T + This may reflect an expectation from many
40% T commission-based firms of moving to a revenue
20% 1 model that effectively mirrors their current
‘ ‘ ‘ ‘ ‘ ‘ commission model, albeit with charges agreed by

0% -

100% T

Proportion of firms

Smallcomm | Mediumcomm | Large comm Small fee Medium fee Large fee Total the CUStomer-
Firm category * Where a change in remuneration practices is
Not answ ered expected, most firms expect the change to be a
= Rls w?ll rece?ve a smaller proporti-on of thei-r remunerati-on i-n fi-xed salary redUCtion in the ﬁxed Salary element Of
RIs will receive a greater proportion of their remuneration in fixed salary . . . . .
= There will be no change remuneration. This expectation is most prevalent in

commission-based firms.

+ This finding appears counter-intuitive e.g. Deloitte’s
Costing Intermediary Services study in 2008 found
that predominantly fee-based firms pay a higher
proportion of their advisers’ remuneration in the form
of fixed salary, reflecting the fact that a smaller
proportion of their revenue is contingent and driven
by transactions. This expectation may reflect some
firms’ uncertainty over their revenue prospects under
the proposed model.

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms
Response to the RDR proposals: strategic changes

4.17 Whether expect to offer Guided Sales service
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product areas)
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Provision of Guided Sales

The majority of firms responded that it is ‘too early
to say yet’ whether they will offer Guided Sales.
Less than half the DA firm respondents indicated
that they do not expect to offer the Guided Sales
service which could be a potential (new) customer
proposition put forward by the FSA within the RDR
proposals.

Only a small minority (4%) of DA firms plan to offer
Guided Sales — with the larger firms being more
likley to say they intend to offer Guided Sales
(16% of the large DA firms).

Focus on retail investments

Most DA firms (over 69%) think the changes
proposed by the RDR would make no change to
their firm’s degree of focus on the retail investment
market.

The remaining firms (who believe the changes
implied by the RDR will cause a difference in their
focus on retail investments) are divided
approximately evenly between those believing it
will increase their firm’s focus and those saying it
will decrease their firm’s focus.

Larger firms (34%) were more likely to say the
changes would increase their focus on retail
investments.
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4. Retail investment intermediaries — Directly Authorised Firms

4.19 Main reason for increasing focus on investment market
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4.20 Main reason for reducing focus on investment market
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

ncreased focus
The most common reason for firms to say they
intend to increase their focus on retail investments
is an expectation that consumer demand for
advice will increase (mentioned by 41%).
Other reasons given were:
limited opportunity in other sectors (20%);
more attractive remuneration in investments
(18%); and
limited experience of other sectors (7%).

Decreased focus

The reason a majority of the DA firm respondents
(66%) gave as to why they would decrease their
focus on the retail investment market was that they
anticipate that the consumer demand for advice
would reduce as a result of Adviser Charging and
Disclosure.

A further 17% said that the requirement for
increased professional qualifications would be the
reason for the decreased focus on the investment
market.

Only 10% stated that ‘more attractive opportunities
in other product markets’ was the reason for a
decreased focus on retail investments.

Deloitte



4. Retail investment intermediaries — Directly Authorised Firms

This section focuses on DA firms’ expectations of the incremental compliance costs implied by the RDR proposals. There are six areas where these

costs may be incurred and these are set out in turn in the following pages.

4.21 Will operating under the status in the new regime that is equivalent to your

current status require a change to firm literature and marketing materials?

100% 1
90% T
80% T
70% T
60% T
50% T
40% T
30% T
20% T
10% +

0% -

4.22 Approximately how much time do you estimate would be involved in

Commission-based

®m Yes = No ® No response

Fee-based

amending firm literature and marketing materials in this way? (hours)

Hours (one-off)

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Firm literature

» Overall, 57% of firms expect to have to change their
firm literature, marketing material and disclosure
documents in order to operate under the status in
the new regime which is equivalent to their current
status.

+ Commission-based firms were more likely to believe
they would have to make such changes: 60% of
commission-based firms expected to have to make
these changes compared with 44% of the fee-based
firms.

Time required to amend literature

+ Of firms expecting to have to make changes to such
literature, 92% provided estimates of the internal
staff time requirement to do so.

* The median of those that exceed zero is 30 hours
(the mean is 60 hours). (It should be noted that a
relatively high estimate by a single DA firm in the
large commission segment has produced a high
mean for this segment.)

Small comm
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4. Retail investment intermediaries — Directly Authorised Firms
Perceived incremental costs (1): clarity of services — literature

4.23 Cost of amending firm literature and marketing materials to reflect
operation under equivalent status: Mean and median per firm
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4.24 Cost of amending firm literature and marketing materials to reflect
operation under equivalent status: Mean and median per RI
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Costs of amending firm literature

The cost of the staff time required to amend firm literature
is estimated by applying an hourly rate (see model
assumptions in Appendix 3) to the number of hours
estimated by firms as being required. This provides an
estimate of ‘internal’ costs associated with these
changes.

Where DA firms thought literature would need to be
changed, they were also asked to provide estimates of
any external costs they might expect to incur (for
example, in relation to printing). Of firms who believed
their literature would require amending, 85% provided an
estimate of their expectation of the external cost
implications.

The median internal time cost per adviser for amending
firm literature and marketing materials was estimated by
the DA firms as £168. The median external cost per
adviser was estimated at £1,000.

The median for the large fee-based segment, which
appears high relative to the other segments, is based on
a small number of firms (four) who provided estimates for
this cost category.

Some estimates for the literature costs looked particularly
high — no verification or validation of the estimates was
carried out.

It is possible that not all of this cost category should be
considered to be truly incremental. It may be partially
absorbed as part of the process of regularly updating the
various forms of literature that firms are required to

produce.
Deloitte.



4. Retail investment intermediaries — Directly Authorised Firms

4.25 Do you expect the explanation / disclosure of your firm's status to take
longer under the proposed regime?

100% T — — — —
90% T .
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60% 7
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Small comm Med comm Large comm Small fee Med fee Large fee Total

® Yes = No ® No response

4.26 How much longer do you expect the disclosure of your firm’s status to take
per transaction in the new regime (mins per transaction)
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

52% of DA firms believe it will take them longer to
explain their firm’s status to clients under the proposed
regime than at present (assuming they operate under
the status that is equivalent to their current status);
most fee-based firms believe that it will take no longer
than at present.

Amongst the 52% of firms that believe it will take longer
to explain their status, 92% provided an estimate of
how much longer they expected it to take: the
estimated extra time required was 15 minutes (the
median) or 23 minutes (the mean) per product
transaction undertaken by an adviser.

There was little difference between the fee-based and
commission-based firms. The estimate for large fee-
based firms was lower, although this is based on
estimates from only five firms.

The overall median estimate of 15 minutes of additional
time appears high relative to the total amount of time
currently spent on disclosure, which was estimated at
15 minutes in previous research for the FSA
(‘Estimation of FSA third party administrative burden’ —
research conducted by Real Assurance on behalf of the
FSA, December 2006).
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4. Retail investment intermediaries — Directly Authorised Firms

4.27 Incremental cost of explaining equivalent status: Mean and median per
firm
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4.28 Incremental cost of explaining equivalent status: Mean and median per RI
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Based on the estimates of additional time required to
disclose a firms’ status under the new regime, and
using an assumption of 150 transactions per adviser
per annum, the incremental costs per firm correlate
with the firm size as would be expected.

The incremental costs per adviser vary across the
firm segments and are higher among fee-based
firms. This is not because they expect to spend more
time explaining their status than commission-based
firms, but is driven by the higher hourly cost of their
advisers’ time. This is due to the higher average
adviser salaries in the fee-based segment as well as
a higher fixed element to salaries.

The peak cost is among the medium fee-based firms
estimated at £879 per adviser, compared to a
median estimate of £448 per adviser across all firms.
This would be an annual, ongoing cost to firms.
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4. Retail investment intermediaries — Directly Authorised Firms

4.29 Do you have a price tariff?
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4.30 For those with no price 'tariff: How much management time (planning &
budgeting) to produce one? (hours)
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Key observations

Most of the DA firm respondents (73%) say they have a
price tariff, outside of any commission arrangements they
have, for the services they offer.

DA firms without existing price tariffs (23%) were asked to
estimate the management time (e.g. planning and
budgeting) that would be required to produce a tariff initially
and to update it periodically going forward: 91% provided
estimates of the initial time requirement; 89% provided
estimates of the annual ongoing time requirement.

Median figures among those providing estimates were 10
hours to produce a tariff and five hours annually to update
it. The overall median was higher among commission-
based firms, for whom tariff-based revenues form a smaller
part of revenues. Estimates for individual segments varied
significantly due to small numbers of respondents.

4.31 For those with no price 'tariff: How much management time (planning &
budgeting) to update new tariff annually? (hours)

351

30
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Small comm Medium comm  Large comm Small fee Medium fee Large fee Total
m Mean = Median

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms

4.32 Do you think you will need to change your existing price tariff as a result of
the changes proposed in the RDR?
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4.33 How much management time to revise existing tariff? (hours)
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Proposed changes to remuneration were was cited in
the qualitative stage as one the key factors that may
lead to advisers exiting the market, although some
considered the changes will simply make advisers
more creative in how they maintain levels of
remuneration.

Approximately half of the 73% of DA firm respondents
who already have price tariffs think their existing price
tariffs will need to be changed as a result of the RDR
changes. A further 25% of firms with existing tariffs are
‘unsure’ whether changes in response to the RDR will
be required.

A higher proportion of larger DA firms — both fee and
commission based — think that it is likely that their
existing price tariffs will need to be changed as a result
of the RDR proposals.

Of the firms that believed their price tariff will need to be
revised, 96% provided an estimate of the amount of
time that would be required to do so.

The median number of hours estimated as being
required to revise existing tariffs is 10 hours — the same
as the estimate of the time required to produce a new
tariff by firms who currently not have a price tariff (See
Chart 4.30).

As was the case in relation to devising a new tariff,
larger firms on average expect to spend more time
revising existing tariffs than firms with fewer advisers.

Deloitte



4. Retail investment intermediaries — Directly Authorised Firms
Perceived incremental costs (3): remuneration

Key observations

4.34 One-off cost of devising new price tariff / revising existing tariff: Mean and . . . .
median per firm gnewe ’ ’ * The median one-off incremental cost is estimated by

e-survey respondents to be £66 per adviser to devise
a new price tariff (applies to 23% of DA firms) and £43

Fhoo0 | per adviser for revising an existing price tariff (applies
£800 1 to 36% of all DA firms).
2000 | « Al of the large fee-based firms already have a tariff
gigg 1 and therefore would not incur any incremental cost
£300 | from devising one.
jopedl + Economies of scale impact on the cost per adviser
£0 figure between firms of different sizes; the larger the

Small comm Med comm Large comm Small fee Med fee Large fee TOTAL f".m the IOWGr the average COSt per adviser

M Devise new tariff - Mean M Revise existing tariff - Mean B Devise new tariff - Median B Revise existing tariff - Median

4.35 One-off cost of devising new price tariff / revising existing tariff: Mean and
median per RI

£180 T
£160 +
£140 +
£120 +
£100 +
£80 +
£60 +
£40 +
£20 +
£0

Small comm Med comm Large comm Small fee Med fee Large fee TOTAL

B Devise new tariff - Mean M Revise existing tariff - Mean B Devise new tariff - Median B Revise existing tariff - Median

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms

Key observations

4.36 Ongoing incremental cost of updating price tariff on a regular basis: Mean

& median per firm * The median annual, ongoing incremental cost of
£600 — updating a new price tariff periodically is estimated
by e-survey respondents to be £35 per adviser.
Foo T This would apply to the 23% of firms who
£400 7 anticipate incurring this incremental cost.
£300 | * A small number of high estimates in the medium
fee-based segment has driven the relatively high
B0 T - mean scores for firms and advisers in this
£100 j I I£58 segment.
c0 ; ; . ; | ; ; } } » All of the large fee-based firm respondents already
Small Comm Med Comm Large Comm Small Fee Med Fee Large Fee TOTAL have a tarlff and therefore would not incur this
W Ongoing revisions - Mean m Ongoing revisions - Median incremental COSt-

4.37 Ongoing incremental cost of updating price tariff on a regular basis: Mean

and median per RI
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retall investment intermediaries — Directly Authorised Firms

4.38 How long does it currently take to explain to clients how you earn your
revenue? (minutes per transaction)
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4.39 How long do you expect it will take under Adviser Charging? (minutes per
transaction)
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Key observations

» A further incremental cost of the changes proposed by
the RDR could be manifested through any change in the
time required to disclose to clients how revenue is earnt.

» DA firm respondents provided estimates of minutes per
transaction required both under the current regime and
their expectations under an ‘Adviser Charging’ regime, as
proposed by the RDR.

» Overall, DA firms predicted a significant increase in time
(56% more than current levels) would be needed to
explain how they earned revenue to clients. As might be
expected, estimates of incremental time requirements
were lower across fee-based firms than across their
commission-based firm equivalents.

4.40 Percentage increase in amount of time per transaction to explain how firm
earns revenue (%)
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms
Perceived incremental costs (3): remuneration

Key observations

4.41 How will time taken to explain Adviser Charging revenue basis compare

with current approach?
I
- I— |
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* Overall, 59% of firms expect the disclosure of their
remuneration basis to take longer under the
proposed Adviser Charging regime than it does at
present. This varies across firm categories as
shown in the top chart.

For those firms that expect disclosure to take
longer, the median annual, ongoing incremental
cost per adviser of remuneration disclosure is
broadly consistent across commission-based firms
of different sizes and is estimated at £303 per
adviser per annum.
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4. Retall investment intermediaries — Directly Authorised Firms

4.44 What do you currently use for calculating customer charges and invoicing
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4.45 What do you expect to use for calculating customer charges and invoicing
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Key observations

The research considered the incremental costs which may be
incurred from the impact of the RDR proposals on IT and
systems changes as a result of the move to an Adviser
Charging model.

In the e-survey, DA firms were asked how charges paid by
customers for advice are currently calculated and how they
are expected to be calculated when Adviser Charging is
introduced.

Chart 4.46 compares the expected use of different approaches
to calculating charges now and after Adviser Charging is
introduced.

The key expected trends for the calculation of customer
charges are that there will be a decrease in the role product
providers will play, with an expected increase in the role of
specific software programs in calculating Adviser Charges.

4.46 Change in expected use of different approaches
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4. Retail investment intermediaries — Directly Authorised Firms

Key observations
4.47 Which of the following do you think your firm would need to purchase
specifically to enable your firm to operate Adviser Charging? e The qualitative Stage indicated that few adviser
0% 1 firms had given detailed consideration to the
60% | implications of incremental IT costs, although the

o larger firms believed costs could be significant.

50% -

ol » Approximately half of the DA firms anticipate that
they will need to purchase software or a computer

30% 1 program in order to support their organisation to

20% + 15% operate Adviser Charging.

10% & * A small percentage of DA firms, 15%, expect to

o | | | | | | | } need to purchase computer hardware to support

Small comm Med conmm Large comm Small fee Med fee Large fee Total Adviser Charging. Smaller DA firms — across both
fee and commission-based firms — are more likely
to believe the purchase of hardware specifically to
support Adviser Charging will be necessary.

* In total, 63% of DA firms anticipate having to make
some form of IT/systems purchase in order to
move to Adviser Charging.

Proportion of firms

m Softw are / computer programme = Hardw are

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms
Perceived incremental costs (4): IT / systems costs

4.48 IT / Systems costs: Mean and median per firm
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4.49 IT / Systems costs: Mean and median per Rl
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Key observations

The costs shown are the averages for those firms who
provided an estimate of the expected one-off and annual
ongoing IT/systems related costs. As noted on the
previous page, 63% of all firms expect to have to
purchase either new computer software or computer
hardware in order to move to Adviser Charging; 61% of
firms provided an estimate of one-off IT/systems related
costs and 63% provided an estimate of annual ongoing
IT/systems related costs.

The median anticipated costs per firm are higher for
both one-off and ongoing costs for larger commision-
based firms than for smaller and medium-sized DAs.
Both one-off and ongoing median costs are estimated
£1,000 per firm across all firms that expect to incur this
cost.

Economies of scale are anticipated — the cost per
adviser falls as firm size increases among commission-
based DA firms.

Firms expect to incur almost as much on an ongoing
basis as they do on a one-off basis. It is possible that
firms have included ongoing cost elements that should
not have been factored in to this cost category e.g:

» They may have factored an allocation of staff
time into their cost estimates, such as
administrative time spent in relation to Adviser
Charging.

* They may have anticipated a requirement to
continually update their systems or software.
Such costs may not be incremental, as it is not
clear that the RDR would require firms to do this.
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4. Retail investment intermediaries — Directly Authorised Firms

4.50 Firm policy in relation to adviser qualification level
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Source: Deloitte survey of retail investment intermediaries (February 2009)

Note: Since the report was completed the Qualification and Curriculum Authority (QCA) has been replaced by OfQual, The Office of the Qualifications and Examinations regulator
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Key observations

» A further area for incremental compliance costs to be
incurred relates to the costs that may be associated with
achieving the level of professional qualifications required
(equivalent to QCA Level 4).

» A total of 13% of firms already have 100% of their advisers at
QCA Level 4 and so would not incur any incremental cost as
a result of the proposals; 14% of DA firms say they require
their advisers to attain a QCA Level 4 or higher qualification,
and would also not incur incremental costs even if their
advisers have not all yet reached that level; a further 24% of
DA firms require ‘some’ of their advisers to hold a QCA Level
4 qualification.

* The majority of DA firms (55%) say they expect to pay these
additional costs of training for all advisers where needed; a
further 9% indicate they will pay costs for most of their
advisers. Small commission-based firms were most likely to
expect their employees advisers to pay for the training

4.52 Who will pay for Ris to upskill?
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Key observations

4.53 Will you permit Rls to take paid leave? . . . .
e A further incremental cost DA firms could incur is

the salary paid to advisers during periods when

100% T
o | . ] - . - they are on leave for courses and examinations
o 0% (study leave).
s ;g; I DA firms are divided roughly evenly as to whether
e or not they will offer paid leave to their advisers to
8 0%t study for the professional qualifications required.
£ 0%t » Larger firms — both commission and fee-based —
fg; i are more likely to say they will offer paid leave to
0% | } } } } ‘ their advisers.
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® Yes = No ® Not answ ered

4.54 How much paid leave will you permit your Ris to take?
* The incremental cost will also be driven by the

quantum of paid leave offered at a firm level. The
median level of days paid leave is six — with

T commission-based firms, particularly small and
T medium firms — offering more days on average
i than fee-based firms (although, they are less likely
| to provide paid leave in the first instance).
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Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms
Perceived incremental costs (5): professionalism

Key observations
495 Training costs: Mean and median per firm * The DA firm respondents estimate that the most
£50,000 7 significant incremental costs will be those
Zzzgz associated with their advisers obtaining the
ESS:OOO | professional qualifications required by the RDR
£30.000 | proposals.
£25.000 + The median cost per adviser across all DA firms that
£20,000 | would incur incremental cost (69% of firms for
£15,000 | external costs; 31% for paid leave) is estimated as
£10,000 £2,100 for external costs and £523 for the cost of
£6,000 T paid leave.

» This includes cost that would be borne by the

£0
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individuals themselves rather than the firms, if the
W External - Mean m Paid Leave - Mean m External - Median ® Paid Leave - Median f".m doeS nOt intend tO ﬁnance the training
» This is the estimated cost of training all current
4.56 Training costs: Mean and median per Rl advisers who are not currently at QCA Level 4 up to
£2.500 © the required level, which may be spread over a
£2.100 period of several years.

It excludes the cost of training advisers to QCA
Level 4 if the firm says that it is already its policy to
train advisers to QCA Level 4 (even if they are not
yet at that level).

+ In addition to this ‘one-off’ cost, there would be an
ongoing cost of training to QCA Level 4 the new
advisers that enter the industry. Some of this cost
will be incremental, depending on which firm they

£2,000 +

£1,500 +

£1,000 +

£500 +

£0 i ey . . . S
Small comm Med comm Large comm Small fee Med fee Large fee TOTAL Inltla"y traln Wlth and that flrm S Current approaCh'
This cost element has not been included as it was

M External - Mean M Paid Leave - Mean M External - Median M Paid Leave - Median nOt pOSSible tO mOdel |t ona ﬁrm-by-ﬁrm baSiS Wlth

the information available.
Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009 62 DGIOitte.



4. Retail investment intermediaries — Directly Authorised Firms

Key observations

4.57 Professional body costs: Mean & median per firm

» The working assumptions for the incremental cost
estimates, decided at the outset, were that
professional body membership would be

£500 | compulsory as proposed in the RDR Feedback
Statement.

* The cost estimate per adviser is based on the cost

£600 +

£400 +

£300 +

of being a member of the Chartered Insurance
£200 | £194 Institute. Where advisers are already members of
103 such a professional body, they will not incur
£ J I I additional costs.
* * * * * * » The costs per adviser per firm segment therefore

reflects the proportion of advisers who are already
W Professional body costs - Mean m Professional body costs - Median members of prOfeSSional bodies within that
segment. This is lowest among small commission-
based firms and highest among large commission-
based firms.
£60 T » Overall, only 9% of firms would incur incremental
costs in this category. Across those firms, the
median cost per adviser of the RDR requirment for

£43
I I I I£35 membership of a professional body is £35.

Small comm Med comm Large comm Small fee Med fee Large fee TOTAL

£0 A

SmallComm  Med Comm  Large Comm Small Fee Med Fee Large Fee TOTAL

4.58 Professional body costs: Mean and median per Rl

£50 +
£40 +
£30 T
£20 +

£10 +

£0
B Professional body costs - Mean B Professional body costs - Median

Source: Deloitte survey of retail investment intermediaries (February 2009)

Note: Professional membership was a working assumption established at the start of the research. The current policy under consideration does not propose mandatory membership of a professional
body for advisers.
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4. Retail investment intermediaries — Directly Authorised Firms

Key observations

= The RDR includes proposals for a new definition of
4.59 Do you currently recommend from the whole of market? independence and a new requirement for firms to provide
unrestricted advice based on a comprehensive and fair
100% 1 analysis of the relevant market.

zzj 97% of the DA firm respondents currently recommend

70% 1 products from the whole of the market and of this group,

60% | 58% believe the new requirements to ‘search the market’

50% | will bring incremental costs. Of these, 24% believe the

40% T requirements will be ‘significantly more expensive’.

0% 7 Large fee-based firms were most likely to say they

fgj | anticipated incremental costs, although only six firms in the
; ; ; ; ; . . segment responded to the question.

0% -

Smallcomm  Mediumcomm Large comm Small fee Medium fee Large fee Total n The anticipated additional tlme required tO meet the new
search requirements were estimated across the market to
be five hours (median) and 10 hours (mean) per firm per
week.

% of firms

m Yes No

4.60 Expectation of cost impact on new independence requirements: it will 4.61 Additional search time (hours per week)

cost...
16 T

100% T
% . . . . 14 1+
80% T 121

60% +

8 &
40% + 6 T 5
44
20% T
. °1
1 | | | | | o - 1 ; ; | | : :

10

% of firms

0%
Smallcomm  Medcomm  Large comm  Smallfee Med fee Large fee Total Smallcomm  Mediumcomm  Large comm Small fee Mediumfee Large fee Total

® Mean = Median
® |t will cost the same A little more expensive = Significantly more expensive

Source: Deloitte survey of retail investment intermediaries (February 2009)
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4. Retail investment intermediaries — Directly Authorised Firms

4.62 Search costs: Mean & median per firm

£25,000 T
£20,000 T
£15,000 T

£10,000 - £7.523

- j I I I I IEB’615
£0 + t t t t t t |

Small Comm Med Comm Large Comm Small Fee Med Fee Large Fee TOTAL

B Search costs (additional time) - Mean ® Search costs (additional time) - Median

4.63 Search costs: Mean & median per RI
£6,000 T
£5,000 T
£4,153
£4,000 +
£3,000 T
£2,000

£2,000 +

£1,000 +

Small Comm Med Comm Large Comm Small Fee Med Fee Large Fee TOTAL

£0

B Search costs (additional time) - Mean ® Search costs (additional time) - Median

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Key observations

Just over half of the total market estimated additional
search costs that would arise from the new market search
requirements. For those firms, the median annual
ongoing cost per adviser of the requirements is estimated
as £2,000. The median cost per firm of the requirements
is estimated as £3,615.

The search costs per adviser decline as the number of
advisers increase, reflecting the fact that a portion of
these costs are likely to be incurred centrally, particularly
for larger firms, rather than by the individual advisers.
Some of the estimates involve small numbers of
respondents: only 10 medium-sized fee-based firms and
three large fee-based firms provided estimates.

In addition to internal search costs, some firms may face
additional incremental costs through payments to external
providers of market search services, and also for training.
A total of 17% of firms felt that they would incur additional
one-off costs to external search service providers and
27% thought there would be additional ongoing costs to
such businesses; 27% also believed that that they would
be likely to incur additional training costs as a result of the
revised definition of independence.

A separate ‘mini-survey’ was issued to a subsection of
the sample to gather indicative information on current
external search costs. The median cost across the non-
representative sample of 26 respondents was 0.3% of a
firm’s revenue per annum.

Deloitte



4. Retail investment intermediaries — Directly Authorised firms

Table 4.1 Summary of one-off incremental costs of compliance per firm

Median Proportion

Cost category one-off [ of DA firms
costs per | expecting to

firm incur

£*1 | incremental

cost*2

Professional qualifications — external costs 4,200 80%
Professional qualifications — paid leave 1,356 35%
IT/systems costs 1,000 63%
Clarity of services —internal time 361 57%
Clarity of services — external costs 2,500 57%
Remuneration — devise new tariff 113 23%
Remuneration — revise existing tariff 96 36%

Table 4.2 Summary of ongoing incremental costs of compliance per firm

Cost category

Median
ongoing
costs per

Proportion
of DA firms
expecting to
incur
incremental
cost*2

IT/systems costs 1,000 63%
Process and disclosure — explanation status 869 52%
Remuneration — ongoing revisions 58 23%
Remuneration — explaining charging basis 579 59%
Professional body costs 103 9%
Independence — additional search costs 3,615 54%

Source: Deloitte survey of retail investment intermediaries (February 2009)
*1 Estimated medians are only for the firms that would incur the incremental cost

*2 The proportion of firms that said that they would need to make the changes that would incur incremental costs
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Key observations

One-off costs
= The most significant of the one-off costs are the costs

associated with professionalism. Other areas of significant cost
are the external costs associated with updating firm literature
and marketing material (‘clarity of services — external costs’), as
well as IT/systems costs.

Ongoing costs

Ongoing costs are dominated by the estimated costs associated
with the additional time required for market searches. There
was a wide range of estimates in relation to this cost category.
Other relatively significant estimates of costs are attached to IT
and systems costs and ongoing disclosure (explaining status to
clients).

Proportion of DA firms expecting to incur incremental cost

The proportion of DA firms expecting to incur incremental costs
reflects the firms that have indicated they will need to make a
change to their current behaviour as a result of the RDR (while
maintaining their equivalent status under the new regime). It
excludes non-respondents to the questions that determine
whether a firm needs to make those changes.

For example, for ‘professional qualifications — external costs’, it
reflects firms in the DA population that indicated that they do not
already have all of their advisers at QCA Level 4 and that did
not say it is their policy to train them to that level. These firms
are the ones that will incur incremental cost; the median is the
median cost for those firms. However, it excludes the 6% of
firms that did not respond to the question on their advisers’
qualification levels.
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4. Retail investment intermediaries — Directly Authorised firms

Table 4.3 Summary of one-off incremental costs of compliance per adviser

Median one-off

Cost category costs per
adviser

£

Professional qualifications — external costs 2,100
Professional qualifications — paid leave 523
IT/systems costs 667
Clarity of services —internal time 168
Clarity of services — external costs 1,000
Remuneration — devise new tariff 66
Remuneration — revise existing tariff 43

Table 4.4 Summary of ongoing incremental costs of compliance per adviser

Median ongoing

Cost category costs per

adviser
IT/systems costs 500
Process and disclosure — explanation status 448
Remuneration — ongoing revisions 35
Remuneration — explaining charging basis 303
Professional body costs 35
Independence — additional search costs 2,000

Source: Deloitte survey of retail investment intermediaries (February 2009)
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on a ‘per adviser’ basis.

Key observations

= Tables 4.3 and 4.4 present the data on the preceding page
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4. Retail investment intermediaries — Appointed Representatives
Response to the RDR proposals: comparison with DAs

4.64 Have you read any of the Feedback Statement on the RDR?

100% T
90% T
80% T
70% T
60% T
50% T
40% T+
30% T
20% T+
10% +

0% -

% of respondents

Directly authorised Appointed representative

® Yes, | have read most of the Feedback Statement = Yes, | have read parts of the Feedback Statement ® No = Not answ ered

4.65 How likely are the RDR proposals to make your firm seriously consider
changing the status of your business
100%
90% T
80% T
70% T
60% T
50% T
40% T
30% T
20% T
10% 1
0% -

% of respondents

Appointed representative

Directly authorised

® Very likely to consider a change in status = Quite likely to consider a change in status
= Quite unlikely to consider a change in status = V ery unlikely to consider a change in status
= tis too early to say at the moment Not answ ered

Source: Deloitte survey of retail investment intermediaries (February 2009)
© Deloitte LLP 2009
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Key observations

Fourteen AR firms responded to the e-survey. This does not
provide a sufficient number of responses from AR firms either to
weight responses or to be considered in any way as
representative of the wider community of AR firms. However, total
AR responses have been compared against DA responses for a
number of questions in the e-survey.

The AR sample was more weighted towards small commission-
based firms than the DA sample, this segment making up 71% of
the AR sample versus 56% of the DA sample. Commission-
based firms overall were 85% of the AR sample versus 75% of
the DA sample.

The small number of AR responses did not differ greatly from DA
responses in terms of their engagement with the RDR and their
plans for a potential change in status of the business as a result
of the RDR.

4.66 What would your firm be likely to change its status to

100% T
90% T
80% T
70% T

% of respondents

30% T
20% T+
10% +
0% -

60% T
50% T
40% T+

Appointed representative

Directly authorised
® Independent advisor firm = Non-independent advisor firm ® Execution only firm = The firm w ould exit the market ® Not answ ered
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4. Retail investment intermediaries — Appointed Representatives
Response to the RDR proposals: comparison with DAs

4.67 What impact do you think the RDR proposals in isolation are likely to have
on the turnover your firm

100% T
90% T
80% T
70% T
60% T
50% T
40% T
30% T
20% T
10% +

0% -

% of respondents

Directly authorised Appointed representative

® |Increase turnover significantly = Increase turnover a little = Decrease turnover slightly
“ Decrease turnover significantly ® It will make no difference Not answ ered

4.68 What impact do you think the RDR proposals in isolation are likely to have
on the profitability of your firm

100% T
90% T
80% T
70% T
60% T
50% T
40% T+
30% T
20% T+
10% +

0% -

% of respondents

Directly authorised Appointed representative

® |ncrease profitability significantly = Increase profitability a little = Decrease profitability slightly
= Decrease profitability significantly ® It will make no difference

Source: Deloitte survey of retail investment intermediaries (February 2009)
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% of respondents

100% T
90% T+
80% T
70% T
60% T
50% T+
40% +
30% T
20% T
10% T

0% -

Key observations

There were few significant differences, particularly given the
small number of AR respondents, between AR and DA views on
the potential impact of the RDR on their firm’s turnover,
profitability and degree of focus on the retail investment market.
The ARs surveyed also tended to think the proposals could lead
to a decrease in their firm’s turnover and profitability, but the
majority also did not expect to change their firm’s degree of focus
on retail investments.

4.69 Considering the RDR proposals, will your firm change the extent to which it
focuses on the retail investment market

Directly authorised Appointed representative

Not answ ered
= Make no change in its business focus on the retail investment market as a result of these proposals.
= Seek to significantly decrease provision of advice in the retail investment markets
= Seek to modestly decrease your provision of advice in the retail investment markets
= Seek to modestly increase your provision of advice in the retail investment markets
® Seek to significantly increase your provision of advice in the retail investment markets
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4. Retail investment intermediaries — Appointed Representatives

Key observations

» Fourteen AR firms responded to the e-survey. This does not provide a sufficient number of responses from AR firms either to weight
responses or to be considered in any way as representative of the wider community of AR firms.

» For illustrative purposes only, mean and median costs per adviser for AR firms have been provided below. These have been presented
together with similar data for DA firms. It is important to recognise that the AR figures are not only based on a small number of responses,
but that in many cost categories not all 14 AR respondents provided data — reducing the sample base still further.

* The mean cost for ‘clarity of service: external costs’ has been excluded as a high estimate skews the results, producing a mean of £31,495
for this category.

» Further research will need to be conducted in order to provide clarity on incremental costs of compliance for AR firms.

4.70 Appointed Representative and Directly Authorised Mean per Rl by Cost Category 4.71 Appointed Representative and Directly Authorised Median per Rl by Cost Category
(Excluding Clarity of Service External cost as the AR Mean skews the results)

4,500 —
4,000 + 2,500 ~
3,500 +
3,000 + 2,000 +
2500 ¢ 1,500
2,000 +
1,500 + 1,000 4
1,000 +
500 + 500
04 " - I
s ° & & & P > @ ) e 0~
@ N & 0 @ & Q ) & & P S & & ® & & 2 @ &
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® Mean - AR = Mean - DA
an an = Median- AR = Median - DA

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Statement of Responsibility

We hereby take responsibility for this report, which is prepared on the basis of the limitations set out on page 2 and below.

Basis of our work

This report (‘the report’) and any related advice we give has been prepared for the sole purpose of assisting and advising the FSA in accordance
with our engagement letter dated 23 January 2009. The information we have used to prepare the report has been provided to us by the FSA, or by
retail investment providers and intermediaries or is derived from our own research of publicly available sources. Our procedures did not include
verification work or constitute an audit in accordance with auditing standards.

Limitation of information and our work

The scope of our work to date has been limited by the information made available to us and by the time frame made available to Deloitte LLP to
undertake this engagement. No follow-up or verification of cost estimates provided by respondents to the e-survey have been made. The analysis
in this report is therefore subject to limitations in relation to the quality of information available, and is subject to limitations in relation to the quantity
of information available which is driven by the number of responses to the e-survey. In the circumstances, our report may not be comprehensive as
we may not have become aware of all facts or information that you may regard as relevant.

Use of report

This report was prepared solely for the exclusive use of the Financial Services Authority (FSA) for the purpose of helping the FSA develop policy in
the distribution of retail investments as agreed with the FSA in in our engagement letter with the FSA dated 23 January 2009. This report is not to
be used for any other purpose and we accept no duty, responsibility or liability to any party other than the FSA in connection with this report or this
engagement.

Post-date events
We have no responsibility to update our report for events occurring after the report date (14 May 2009) nor to monitor its continuing relevance or
suitability for the FSA's purposes or otherwise.

Deloitte LLP

Hill House

1 Little New Street
London

EC4A 3TR

14 May 2009
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Appendix 1

Page 1-10
Retail Distribution Review — Market Response and Compliance Costs

Your Firm

Please input the full name of the firm on behalf of
which you are answering this questionnaire.

Name of Contact:
(This iz optional and iz in case any responses regquire any
clarification; results vill not be attributable):

Section 1: Background to the Retail Distribution Review

This section asks some general questions about the Retail Distribution Review proposals and your familiarity with these
proposals.

Which of the following statements reflects the extent

to which the proposals contained in the Retail (A great deal
Distribution Review Feedback Statement have been () A reasonable amount
discussed within your organisation? Have they been =
discussed... 2 Minimally

) Net at all

Within your broader firm, do you offer consumers
regulated advice on retail investment products © Yes @) No
through a direct sales force?

Do you currently distribute products through the - -
independent advice channel? - -

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Section 2: The Retail Distribution Review; Questions for providers of retail investments

This section asks for your views on how your firm as a provider of retail investments might be impacted by the RDR
proposals and your firm's likely response, together with questions relating your potential approach to the compliance
requirements. To assist vou in completing this questionnaire, a summary of some of the key proposals in relation to both
providers and intermediaries within the Retail Distribution Review is provided in the box below. Detailled proposals {you do
not need to read these to complete the questionnaire) can be found at

http:/fwww.fsa.gov.uk/pages/Library/ Communication/PR/2008/139.shtml.

summary of Select RDR Proposals
Providers
Remuneration
The FS5A aims to ban product providers from paying commission to adviser firms for selling their products:

. Product providers will not be able to influence how much money an adviser firm is paid by the consumer

. The F5A will establish the standards that it expects of adviser firms in setting their own charges — such as
requiring firms to have a price list/tariff, and not allowing adviser charges to vary by product provider
recommended [and to some extent by product type)

- Product providers will be permitted to facilitate payments to advisers through the customer’s product or
investment. However, by the end of 2012, any payment for advisery services made through the customer's
product or investment must be funded directly by matching & deduction from that product or investment
made at the same time as that payment, secmetim. eferred to as ‘perfect matching'.

- Product providers would also be reguired to reprice new products without commission from 2012, on all
retail investment products when sold via adviser firms

intermediaries
Professional Standards
The FSA propose to consult on the creation of an overarching Independent Professional Standards Board (IPSB) to
function initially as a sub-committee of the FSA Board. In time, it may be launched as a separate body with statutory
footing:

- The IPSB would provide a commeon framework for professional standards across all advice channels, and

work with the Financial Services 5kills Council to raise the benchmark gualification for advisers in the

it advice sectors to QCA Level 4 (Scottish equivalent SCOF level 8)
The IPSB would also be responsible for setting, reviewing and dealing with breaches to codes of ethics for
advisers, and would set consistent minimum standards for continuing professional development (CPD).

Conditions for Independence
The F5A want to change the criteria that adviser firms must meet to describe their services as ‘independent’.
. This would involve demonstrating that the ‘independent’ firm provided unbiased, unrestricted advice based
on a comprehensive and fair analysis of the @ant market.
- The FSA no longer intends to restrict their independence standards to firms advising on packaged products
but applying the standards across all forms of investments products
- The F5A would expect some firms to conduct a more thorough review of the market and be able to
demonstrate why a product was chosen over others. For example, the FSA would expect to see firms
increase their product knowledge in areas where they may not have recommended before e.g. tracker
funds/ETFs.

Clarity of Services
. The F5A want to improve clarity for consumers about the services on offer.
. Firms offering investment advice, including adviser firms and private client investment managers will be
required to make clear whether the advice they offer is independent or non-independent before the sernvice
is provided.

Advice _—
" Independent
Advice

Sales

Execution only
(and non-advised
Guided Sales)

F independent advice™
A and “advised Guided
Sales”

- Capital resources: revising the rules to simplify the calculation and make it consistent for all firms

- Extending the expenditure-based reguirement (EBR) to all firms based on the three months of relevant annual
expenditure with a minimum capital resources floor of £20,000 for all firms

. Profi onal Indemnity Insurance: setting out mare specific requirements as to the level of additional capital
resources needed where firms have exclusions in their Pll policy.

*  Lapital resources: revising the rules to simplity the calculation and maks It consistent tor all firms

- Extending the expenditure-based reguirement (EBR) to all firms based on the three months of relevant annual
expenditure with a minimum capital resources floor of £20,000 for all firms

- Professional Indemnity Insurance: setting out more specific reguirements as to the level of additional capital

urces needed where firms have exclusions in their Pll policy.
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Appendix 1

This section asks for your views on how your firm might be impacted by the RDR proposals, and your firm's likely response. i i L i i
When the RDR proposals are implemented, how likely is it that your firm will offer the following to adviser

Overall, what level of impact do you expect the RDR
proposals to have on your strategy to distribute the
investment products you provide .7

MNon independent advice provided outside our
organisation

Ml Execution only

Wraps and Platforms might take on the role of
collecting charges / remuneration for advisers. Do you
expect the RDR proposals to increase or decrease the
share of your firm's new investment business that will
be distributed through wraps and platforms?

Source: Deloitte survey of retail investment intermediaries (February 2009)
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) A significant impact

) Some impact

7 Increase significantly
() Increase a little

(©) Remain unchanged
*) Decrease a little

() Decrease significantly

() Increase significantly
") Increase a little

(&) Remain unchanged
_) Decrease a little

(©) Decrease significantly

() Increase significantly
() Increase = little

*) Stay the same

() Decrease a little

_) Decrease significantly

74

firms...?

W A service collecting and passing on adviser charges

) Minimal impact SN=hy kel
) No impact ") Quite likely
*) Quite unlikely
As a result of these proposals, do you think the share of your firm's retail investments distributed through Sreratnlicly
the following channels is likely to increase or decrease...? ©) Unsure
§ Independent advice () Increase significantly B Factoring services - while permitted (Advancing the ® Very likely
S 1 it fees that advisers charge customers to the advisers,
NOEEEEEE IME in advance of the customers paying those fees) ) Quite likely
Remain unchanged *) Quite unlikely
Decrease a little ) Very unlikely
_) Decrease significantly ® Unsure
. i I ! I i & . e a, I3
gl;ma:,:w‘g:g;:dent aducelprovidedvatisn oo _ Increase significantly =M A range of ‘factory gate prices’ (the product price ® very likely
e1 it without a charge for advice) rather than a single E
- CEr=E==z L= price. E.g. FGPs could vary by such factors as adviser € Quite likely
:- Remain unchanged SIZe Or premium size ® Quite unlikely
Decrease a little “ very unlikely
) Decrease significantly ") Unsure

2.5 Which of the following factors do you think will be the most important elements of your firm’'s
proposition in the independent advice sector once the RDR proposals are implemented...?

Please rank the 3 most important factors in order of importance.

B Level of Factory Gate’ prices for intermediaries

B Quality of marketing

B Strength of consumer brand

B Financial strength of provider

B Product propositions / features

Historical fund management performance

B Quality of service / communications with
intermediaries

W Quality of service / communications with retail
customers

Facility to collect and pass-on adviser charges /
remuneration

Willingness to provide factoring services / pay
anticipated charges in advance

M Other (specify below)

-If you selected "Other" please specify:
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Appendix 1

Page 2-10
Retail Distribution Review — Market Response and Compliance Costs

Your financial performance

To what extent do you think the RDR proposals in
isolation might impact the persistency of retail
investments if you were to continue to operate your
current distribution profile? Will persistency...

) Increase significantly
() Increase a little

() Stay the same

() Decrease a little

(7) Decrease significantly

*) Uncertain of the impact

Why will persistency increase? What is the single _) Advisers will not be as motivated to rebroke business
most important reason -
) Providers will become more focused on retaining

existing business

() Customers will become more aware of the cost of
advice and will not switch between products as regularly

() other (pelase specify below)

If you selected "Other” please specify:

Why will persistency decrease? What is the single

% () Advisers will review customers’ circumstances more
most important reason

regularly and are mare likely to recommend switching out
of inappropriate products

(©) Competition between providers will focus more on
factors (such as the cost and performance of products)
that are likely to encourage product switching

) customers will become more aware of factors (such
as the cost and performance of products) that will
motivate them to switch between products

) other (please specify below)

If you selected "Other” please specify:

What impact do you think the RDR proposals in
isolation (i.e. excluding other influences such as
economic conditions) are likely to have on the
profitability of your firm’s activities in the retail
investment market once implemented, if you were to
continue operating your current business model? will
the impact be to..?

() Increase profitability significantly
) Increase profitability a little

" Decrease profitability slightly

_) Decrease profitability significantly
*) 1t will make no difference

() Uncertain of the impact

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Which of the following major changes might your firm [] Acquisition of other distributors
consider making in relation to your distribution = y . .
strategy in the retail investment market when the DS_Ett'f‘g sy riec e e

RDR proposals are implementad? "We might B Distribution arrangements/partnerships with other
consider...” — Financial firms e.g. Bank and Building societies
Distribution arrangements with other non traditional
distribution partners (e.g. retailers)

] Increasing focus, or entering, the offshore or non UK
" retail investment market

| Acquisition of other product providers

B
@

Other (plea=e specify below)
[[]Mone of these

If you selected "Other” please state:

Your Firm’s Product / Market Focus

Az stated earlier, the FSA's proposals on the Retail Distribution Review apply only to the investment market. The FSA has
stated that they have no plans to apply these proposals to other 'product markets’ such as protection and mortgages.

To what extent do you think the application of these
proposals to the investment market only might
change the 'product focus® of your firm. Will your firm
be likely to?

") Seek to significantly increase your focus on the retail
investment market

) Seek to modestly increase your focus on the retail
investment market
_) Seek to modestly decrease your focus on the retail
investment market
Seek to significantly decrease your focus on the retail
investment market

") Make no change in our focus on the retail investment
market as a result of these proposals

And from which other product market, if any, would
your firm seek to increase revenues in order to
replace the decreased focus on investment advice?

) Mortgages - retail
_ Protection - retail
please choose one market. _) General insurance - retail
| Corporate market

Other (specify below)

None

pIBE-M [ vou selected "Other” please specify:
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Retail Distribution Review — Market Response and Compliance Costs
B. YOUR FIRM'S RESPONSE AS A PROVIDER OF RETAIL INVESTMENTS TO COMPLYING WITH THE
REQUIREMENTS OF THE RDR
Section B asks for your views on whether the RDR proposals imply new activities and processes for your organisation as a

provider of retail investment preducts and whether your firm might need te incur additienal cests in relation te these. The
focus of these questions is your current business model.

One of the key proposal relating to provider firms (alse documented earlier in this section) is:

Providers
Remuneration

The FSA aims to ban product providers from paying commission te adviser firms for selling their products:
= Product providers will not be able to influence how much money an adviser firm is paid by the consumer

= The FSA will establish the standards that it expects of adviser firms in setting their own charges — such as requiring
firms to have a price list/tariff, and not allowing adviser charges to vary by product provider recommended (and to
some extent by product type).

= Product providers will be permitted to facilitate payments to advisers through the customer’s product or investment.
However, by the end of 2012, any payment for advisery services made through the customer’s product or investment
must be funded directly by matching a deduction from that product or investment made at the same time as that
payment, sometimes referred to as *perfect matching’.

= Product providers would also be required, from 2012, to redesign all preducts seld via adviser firms to exclude
commission payments and reprice themn to reflect the factory gate price.

Does your firm currently offer "Factory Gate Pricing’ to =
adviser firms (defined as setting a product price that g
does not include any allowance for the costs of
advice / commission)?

| Yes

) Mo - we have offered Factory Gate Pricing in the past
but do not currently offer this

No - we have never offersd Factory Gate Pricing

From 2013 your firm’s products will need to be priced
to not include the cost of advice or commission
payments. To what extent have the implications of
these proposals for your firm’s systems and
information technology been discussed within your
firm? Have the implications .7

) Not been discussed/reviewed
| Been discussed/reviewad at a reasenably “high-level’

) Been discussed/reviewed in detail

Don't know/not sure
IT/systems

As far as you know, which of the following statements
is most likely to reflect the changes that might be
required in your firm in relation to systems and =
information technology as a result of the requirement (' Our firm would probably need to make changes to our
to re-price your products 7 existing IT system - these are likely to be moderate

) Our firm would probably need to make changes to our
exdisting IT system, but these are likely to be minimal

©) our firm would probably need to make changes to our
existing IT systemn — these are likely to be significant

) our firm would need to purchase/set-up @ new IT
system

7) It is too early to say / unsure

If your firm was to purchase / set-up a new IT
system, would your firm be likely to continue to run
the existing IT system - for example for product
administration and payment of trail commission on
existing business - in tandem with the new system?

_) Y¥es — but only as a temporary measure
") ¥es — as a longer term measure

~) No - the new system would replace the existing IT
system

@) 1t is too early to say / unsure

Owverall, if you were to estimate the total IT/systems
costs that might be implied for your firm (excluding 2RI EEEL AT

any costs of non IT staff) as a result of the need to ) £500,000 - £1 million
re-price products only, which of the following ranges e
do you believe the costs are likely to fall into...? =

) £1 million - £2 million
) £2 million - £3 million
) £3 million - £5 million

£5million - £10 million
) More than £10 million

Unsure / don't know

Source: Deloitte survey of retail investment intermediaries (February 2009)
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b \What is the level of costs that you anticipate as a
result of the need to re-price products? (write amount
in millions of pounds)

£ m

Of the total costs you estimate your firm might incur as a result of the need to re-price products only, what
proportion of these cost roughly do you expect to fall into the following categories...?

Please ensure the percentages sum to 100%

pIRF: oW Direct cost of technology/systems o
pIRE: il [T/systems staff ime spent =
Other (specify below) o

-If you selected "Other” please specify:

2.19 Would you incur further additional costs days, aside from IT costs, in any of the other areas of your
business listed below because of the requirement for providers to redesign their products to take into
account changes in remuneration?

Only include these if you would not have incurred these costs without this regulatory requirement. Are these costs likely to
be one-off or on-going?

P LW Project management time -
One-off costs (man days in total)

manufacturing of new products -
Ongoing costs (man days per year)

manufacturing of new products -
One-off costs (man days in total)
Time spent by other staff -
One-off costs (man days in total)
Time spent by other staff -
0Ongoing costs (man days per year)
p 1l Have vou any further comments in relation to the
costs to your business that are implied by the RDR
proposals?
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Retail Distribution Review — Market Response and Compliance Costs

C. YOUR FIRM’S PROFILE AS A PROVIDER OF RETAIL INVESTMENTS

P L Approximately what proportion of your total retail
investment business in the UK is related to -
investments using/through platforms and wraps? 1 10-19%
(Please specify)

@ Under 10%

The part of Section 2 collects some details in relation to the profile of your firm. This will be used to analyse differences in () 20-29%
responses between types of investment providers. _

) 30-39%

P35 B My firm is a provider of: [C]MIFID products ") 40-49%

[7] Nen-MIFID products ) 50-59%

7 60-69%

p 2l For MIFID business, approximately what were the ) £0-£10m ) 70-79%
gross retail sales in the UK for your firm last year? i -

() £10-E50m () 80-89%

~) £50-£100m ) 90-100%
) £100m-£500m ©) Don't know

D) £500-£1bn
() £1bn-£2bn What proportion of your current retail investment business is distributed through the following channels?
2 =B *Please ensure that the figures entered total 100%
For non-MIFID business, approximately what was the = o 000 fl Independent Financial Advisers (including Whole of .
value of the APE (annual premium equivalent) in the - Market Advisers) 2
UK for your firm last year? = EEE M Non-independent Advisers (tied or multi-tied) outside o
(©) £50-£100m of our firm °

Non-independent advisers (tied or multi-tied) within
our firm

B Execution only o

7 £100m-£500m
©) £500-£1bn

Yo

) £1bn-£2bn
J =£2bn

LW Approximately what percentage of last year’s profits
in the UK are derived from your firms activities in the
retail investment market? Please use your best € 10-19%
estimate.

@) Under 10%

) 20-29%
) 30-39%
7 40-49%
0 50-59%
) 60-69%
7 70-79%
) 80-89%
7 90-100%

©) Don't know

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Retail Distribution Review — Market Response and Compliance Costs

Section 3:The Retail Distribution Review; questions for providers with direct sales forces
This section asks for your views on how your firm as a provider of adwvice on retail investments might be impacted by the
RDR proposals and your firm's likely response, together with questions relating your potential approach to the compliance
requirements

A. YOUR FIRM’'S STRATEGIC RESPONSE AS A PROVIDER WITH A DIRECT SALES FORCE
Status and Strategy

How likely are the RDR proposals to make your firm
seriously consider changing the status of yvour direct
sales force, for example, moving to execution only?”

"1 wery likely to consider a change in status
(2 Quite likely to consider a change in status
) Quite unlikely to consider a change in status

) wery unlikely to consider a change in status

) It is too early to say at the moment

What would your direct sales force be likely to @ Bxecution Only
change its status to: -

) Our firm would close or sell its advisory capabilities

Which of the following statements best describes the
reason why your firm would consider changing the
status of its direct sales force if the RDR was to be
implemented? Please select one answer only.

Our firm might change the status of its direct sales
force because..

() If our firm retained its status, our commercial
prospects/profitability would decrease as a result of the
RDR proposals

() If our firm changed its status, our commercial
prospects/profitability would increase as a result of the
RDR proposals

? = . . .
Why not? () Offering advice to our customers is an important part

of our proposition

() The cost or inconvenience of changing our business
model would be too great

© other

Which of the following statements best describes the
main reason why your firm would be likely to close or
sell its direct sales force?

() Qur firm would have been likely to close or sell its
direct sales force even if the changes proposed by the
RDR did not go-ahead (e.g. due to market conditions)

() 1t would not be profitable to remain in the market as a
result of the RDR proposals

() Other reason (please specify below)

If vou selected "Other” please specify:

Do you expect to offer yvour clients a choice of
method of paying for advice?

What method of paying for advice do you think the
majority of yvour customers are likely to choose under
the new remuneration requirements?

() Paid by the customer up front, distinct from any
charges or payments relating to the product

() Paid by the custormner over time, distinct from any
charges or payments relating to the product

) Charged against their products up front
(Z) charged against their products over time

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Which method of payment for advice will your
customers be required to use?

What impact, if any, will the proposals have on your
firm’s approach to remunerating your advisers. Which
of the following is most likely..?

Those advisory firms that are non-independent may
be required to separate the cost of advice and the
cost of manufacturing for the consumer, under the
proposals. How easy will it be for your firm to achieve
this?

What is the single main reason why you do not
believe your firm would be able to move to an
Adviser Charging model?

If you selected "Other” please specify:

What impact do you think the RDR proposals in
isolation (i.e. excluding other influences such as
economic conditions) are likely to have on the
profitability of your firm's advisory activities once
implementad, if you were to maintain your current
business model? Will the impact be to..?

() Paid by the customer up front, distinct from any
charges or payments relating to the product

() Paid by the customer over time, distinct from any
charges or payments relating to the product

() Charged against their products up front
() Charged against their products over time

() There will be no change

() Advisers will receive a greater proportion of their
remuneration in fixed salary

() Advisers will receive a smaller proportion of their
remuneration in fixed salary

[#] Very easy
) Quite easy

") Neither easy nor difficult
() Quite difficult

' Wery difficult

©) Don't know

) Not enough customers would be prepared to explicitly
pay for advice

) The fee customers would be prepared to pay for
advice would not be high enough

() The systems changes would be too complex and/or
costly

(Z) Our business model does not allow for easy separation
of the cost of the product from the cost of advice

() Other (specify below)

) Increase profitability significantly
() Increase profitability a little

" Decrease profitability slightly
() Decrease profitability significanthy

) 1t will make no difference
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Products

As stated earlier, the FSA’s proposals on the Retail Distribution Review apply only to the investment market. The FSA has
stated that they have no plans to apply these proposals to other 'product markets” such as protection and mortgages.

Considering the RDR proposals, do you think your
firm will change the extent to which your advisory
capabilities focus on the retail investment market? As
a result of these proposals, will your firm be likely () Seek to modestly increase your provision of advice in
to..? the retail investment markets

() Seek to significantly increase your provision of advice
in the retail inwvestment markets

() Seek to modestly decrease your provision of advice in
the retail investment markets

(7 Seek to significantly decrease provision of advice in
the retail investment markets

(©) Make no change in its business focus on the retail
investment market as a result of these proposals.

What is the single most important reason why you
think your firm might seek to decrease the provision
of advice in retail investment markets. Is this
because of....

(©) The new level of professional qualifications required

(2) Consumer demand for investment advice will reduce
as a result of Adviser Charging and Disclosure

() More attractive remuneration and greater profitability
in other sectors / product markets

() Other reason (please specify below)

W If vou selected "Other” please specify:

And which other product market, if any, would you
particularly seek to increase revenues from in order
to replace the decreased focus on investment advice.
Please choose one market.

() Mortgages - retail

_) Protection - retail

(©) General insurance - retail
(©) Corporate market

7 other

() None - we will not seek to replace any decreased
revenues from investment markets

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Customers

WLl Listed below are a number of statements in relation to your customers to whom your firm provides advice.
Thinking about your current business model, please indicate the extent to which you agree or disagree with
each statement. When the RDR is implemented

] v 3 4 5
Meither agres o : 5
g Disagres Disagres
Agrea strongly | Agres shighthy ﬁm! 4

1 expect the financial profile / type of customer v

advised by my firm to remain broadly the same B 2 3 5
l 1 expect customers seeking advice will be more likely ) 3

to demand an on-going service from our firm B 2 3 5
B I expect some of the firm's customers will seek to -

negotiate the levels of charges proposed to them B 2 3 5
f | expect most of the firm’s customers will seek to 1 2 3 A 5

negotiate the levels of charges proposed to them

W1 expect the firm will seek to focus on advising
customers with higher incomes or assets than our 1 2 3 4 5
current customer base

M1 expect our advisers will have fewer customers on
average who they will provide more frequent advice 1 2 3 4 5
to

Deloitte
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(2) Remuneration

Page 7 -10

Retail Distribution Review — Market Response and Compllance Costs » Product providers will not be able to influence how much money an adviser firm is paid by the consumer.

B. YOUR FIRM’'S RESPONSE AS A PROVIDER WITH A DIRECT SALES FORCE » The FSA will establish the standards that it expects of adviser firms in setting their own charges - such as requiring

. . i i o . i . i X firms to have a price list/tariff, and not allowing adviser charges to vary by product provider recommended (and to
The following section looks at likely policy changes in fives areas - Clarity of Services; Remuneration; Professionalism; some extent by product type).
Independence; and Prudential Rules - and asks you to consider the likely impact of these changes on your current advisory
business. » Product providers will be permitted to facilitate payments to advisers through the customer’s product or investment.
However, by the end of 2012, any payment for advisery services made through the customer’s product or investment

(1) Clarity of Services must be funded directly by matching a deduction from that product or investment made at the same time as that

payment, sometimes referred to as “perfect matching”.
The new regulatory landscape will distinguish between independent and non-independent advice. Adwviser firms and private i . . o .
client investment manager firms will be required to make clear whether the advice they offer is independent or non- * Product providers would also be required to reprice new products without commission from 2012, on all retail
independent before the service is provided. investment preducts when sold via adviser firms.

Will the RDR proposals require you to make changes
to how you disclose the scope of your service?

Pricing and tariffs

Does your firm currently have a price "tariff’ {i.e.
unrelated to any commissions that the firm may @) Yes ) No
receive) for the advice that it offers?

W_hat _changes will you need to make and how long [C] Firm literature
will this take? How much management time (e.g. planning and budgeting) do you estimate would be required to develop

[jezrieing = a suitable price tariff for the advice services that you offer?

|| Disclosure material

X =W hours (one-off cost - to produce the new tariff)
LR EY Firm literature

hrs T 1M hours (annually, on average - to update the tariff
from time to time)
2 Wil How frequently is your price tariff for advice currently ., .
i 1] Marketing material (i updated? It is not / has not been updated
() Occasionally / less than once a year
Disclosure material hre ") Approximately once a year

) More often than once a year

Sl Do vou expect the explanation / disclosure of your

firm’s status to take longer in the new Post-RDR —_— s

regime than the explanation /disclosure of your firm's
current status?

Approximately how much management time (e.g.
planning and budgeting) time is involved each time
your current priceiff for advice is revised?

How much longer to you expect the disclosure of your
firm’s status to take per transaction in the new

(hours)

regime:
g Do you t_hlnk vou WI” need to change your current D Yes
Minutes per transaction price tariff for advice as a result of the changes -
( P ) proposed in the RDR? @) No
~) Unsure

How much management time do you estimate would
be reguired to revise your advice tariff in this way?

(hours)
Process and disclosure

WL On average, each time you explain to clients how you
earn your revenue how long does this currently take?
Please give your best estimate in minutes.

On average, how long do you think it would take
each time to explain to clients how you earn your
revenue if the RDR proposals were implemented and
you were to move to a pure 'Adviser Charging’ model,
with no revenue from commission? Please give your

Source: Deloitte survey of retail investment intermediaries (February 2009) best estimate in minites.
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Retail Distribution Review — Market Response and Compliance Costs

Systems

3.31 Which of the following do you currently use for a) calculating how much to charge clients and b) for
invoicing clients :

Currently use the following for..

[[alculating hew much t ch T | imvsicing clisnts |

Programmes that are included as standard on my
computer e.g.
Excel

A software package / computer programme designed p =
specificafly for that purpose .

A ‘platform” or "wrap” = -

Product providers =

Other (specify below) & &

None of these —

If you selected "Other” please specify:

3.32 If you were to move to an adviser charging model, which of the f ing do you antici that you
would use a) for calculating how much to charge clients and b) for inveicing clients

If Adviser Charging were introduced ss part of the RDR, would use the following for .

[ 1 I 2 ]

imupicing clients 1

Programmes that are included as standard on my =
computer e.qg. Excel -

A software package / computer programme designed =
specifically for that purpose -

A ‘platform” or "wrap” — =
Product providers = -
Other (specify befow:) p= s
None of these . =
If you selected "Other” please specify:

If Adviser Charging, where the cost of advice Is

separated from the cost of manufacturing, we

introduced as part of the RDR which of the followlng =1 New software package / computer programme to

do you think your firm would need to purchase support Adviser Charging

specifically to enable it to operate Adviser Charging [[] New computer hardware to support Adviser Charging
(in addition to any system changes outlined in

relation to Manufacturing, Section 2)?

OPTIONAL; Flease provide a broad estimate of Say
Information & Technology/systems costs that y:
believe your firm may incur on_a one-off basis fll’!lt\a
costs) as a result of the introduction of Adviser
Charging, for example to calculate charges or to
invoice clients

OPTIONAL; Please provide a broad estimate of any

Information & Technology/systems costs that yvou

believe your firm may incur on an ongoing basis as a £
result of the introduction of Adviser Charging, for

example to calculate charges or to invoice clients

Source: Deloitte survey of retail investment intermediaries (February 2009)
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(3) Professionalism and Training

The FSA intends to

» increase the benchmark qualification requirement for Registered Individuals to QCA level 4, and possibly higher for
designated specialists.

» introduce consistent standards of continuing professional development (CPD), and possibly introduce an "on-the-job™
assessment for existing advisers as an alternative to the examination route.

Professional qualifications

Approximately what proportion of your advisers have the following qualifications:

Please ensure that the percentages total 100%

1. QCA Level 3 (e.qg. CII Certificate of Financial
Planning / Cert CII; IFS Certificate for Financial
Advisors / CeFA; SII's Certificate in Investment and
Financial Advice / CIFA)

%

2. QCA Level 4 (e.g. CII Diploma in Insurance / Dip

CII, 15022222) or higher %

What is your firm's current policy with regard to the

. - b : () All our advisers are required to hold a QCA Level 3
qualification levels required of its advisers: - a QCA Level 3

gualification, but no higher

() All our advisers are required to hold a QCA Level 3
gualification; some are required to hold a QCA level 4
gualification or higher

() All our advisers are required to hold a QCA Level 4
gualification or higher

Which of the following statements is likely to reflect
your firm's policy in relation to paying for any
additional training (i.e. course and exam fees) that ! We will pay related costs for our all of RIs who need to
may be required by RIs in your firm as a result of the upskill

RDR professionalism proposals?

(©) They will have to pay for the training themselves

! ' We will pay related costs for some of our RIs who
need to upskill

Will your firm permit its RIs to take any paid leave in
order to attain the required professional

qualifications (for example to attend courses, to O Yes © No
study and/or to attend examinations?)
Approximately much paid leave would you allow an 5 Up to 1 day

RI to take in total, on average, in order to attain QCA —
Level 4 (for example to attend courses, to study ) 2-3 days
and/or to attend examinations)? -
() 4-5 days

| 5-7 days

! 7-10 days

111-15 days

! More than 15 days
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e of o i

Approximacaly what propartion of vour advisars are mambears of ons

Indicata il that apply.
Chartered Insurance Insttute

P searial Fienar e Scociel y

Instituta of Financial Planning

IFS School of Finance

Securitias and Investment Institute
Other

o hirm pay for adwiscrs to be membears of a
professional body?

=e

==

C. YOUR FIRM S PROFILE AS A PROVIDER WITH A DIRECT SALES FORCE

nto th
SF odwi

Ths Final part of Seotion 3 collects serme dotails in rela
L. Siyse differences in re = e

Is your Gins advisory copobilily, Directly Authorised
By tha Financial Sarvicas AUThority, or ara you
Nppointed Representativas

Acluise s
Adrmiristration statt
Other

WWhat is the sverage tenure/length of service of
adwiser staff in your organisation?

What is the annual advisory staff turnover for vour
fir e

llow many advisers does the firm expect to recruit on
average sach vear over the next three years?

Corporate cients?
“Please ensure that the figures entered toral 10U
Individual clients
Cearpacar Al e Cliesral s

ag= many individual or retail customers,

itk e i ciant o s oF Sy Cormorate
B e e L e e

age, what proportion of an adviser's
Indrvidual custemers weould be new customers cach

= year, what proportion of thess

Source: Deloitte survey of retail investment intermediaries (February 2009)
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profilc of
e

Positio

Directly Authorised

How many of tha following werk for tha main advisery capability of your firm?

Less than 2 vears
S-2 wears
s wears
S 10 years
More than 10 vears

s-s
s-10
More than 10

Approximately what percentaas of vour annual turnover comes from advising individual clients and from

=e

==

' Under SO
' 100-149

1so-1s9

' 200-299

soo0-oss

' S00 or more

~ Unaer 1094

10-19%%

' 20 329
) 40-a%

| S0% or morse

D linder S

~ 20 209

' s0-35%
) A0-asan

So-ssee

709 or more

of the following professional bodias?

Nppointed Reprecentative

82

Please estimate the proportion of your firm’s dients who receive advice with their product purchases that

fall into the following income bands.

=Please ensure that the figures entered total 100%

Under £35,000 per year

£35,000 - £50,000

£50,000 - £75,000 per year

£75,000 - £100,000 per year

£100,000 - £150,000 per year

Over £150,000 per year

=%

%

%

%

e

%

Approximately what percentage of last year's annual turnover for the advisory part of your business comes
from advising individual clients comes from the following broad product markets? A broad estimate of the

split is acceptable.

*Please ensure that the figures entered total 100%

Investments

Mortgages

Life insurance/ Protection

General insurance

other

What proportion of the life insurance products sold
last yvear have both a life insurance element and an
investment element?

And approximately what proportion of your turnover
from advising individual clients on investments is
related teo investments using platforms and wraps?

What was the overall turnover for your firm last
year? A “rounded” or approximate figure would be
acceptable.

Please specify.

%

e

%

%

=

%

%

Can you broadly estimate approximstely what proportion of the total revenue of your firm’s main advisory

capabilities 1ast year was derived from the following types of arrangements?

“Please ensure that the figures entered total 100%

Initial commission

Trail commission

Transaction-related fees

Fund-based fees

Hourly—based fees

Other

=

%

o

=%

%

%
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1041

As stated earlier your responses will be treated in the strictest confidence. No information will be published that will allow the
responses of individual firms to be identified.

If yvou give permission, the responses will be shared with the FSA on an individual firm basis. This will be for analytical
purposes only, which include matching with other FSA data, and will not be shared with FSA supervisors.

3 Do you give permission for the FSA to receive the
results of your responses attributed to your i
organisation? ) ¥es - [ do give permission

) Ne - I do not give permission

This completes the survey. Thank you for your help.
Please add any other comments that you would like
to make that will help us with our analysis.

This is the end of the survey. Please click "Next" and "Finish" to submit your response.

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009 83 DeIOitte



Appendix 2

Page 1

Retail Distribution Review — Market Response and Compliance Costs

Your Firm

Please input the full name of the firm on behalf of
which you are answering this questionnaire.

Name of Contact:
(This is optional and is in case any responses require any
clarification; results will not be attributable):

Section 1: Retail Distribution Review; Background

This section asks some general questions about the Retail Distribution Review propesals and your familiarity with these

proposals.

As you may be aware, the FSA is currently conducting
the Retail Distribution Review (RDR). Which of the
statements below reflects your personal
understanding of the RDR?

Have you read any of the Feedback Statement on the
Retail Distribution Review, published by the FS4 on
MNovember 25th 2008.

Which of the following statements reflects the extent
to which the proposals contained in the Retail
Distribution Review Feedback Statement have been
discussed within your organisation? Have they been
discussed...

() 1 have followed the RDR very closely and have a
strong understanding of most of the issues involved

() 1 have followed the RDR closely and understand many
of the issues involved

()1 have followed the RDR reasonably closely and have
=ome understanding of the key issues involved

()1 am aware of the RDR and have limited knowledge of
the issues involved

(@) 1 am not aware of the RDR

() ¥es, I have read most of the Feedback Statement
(©)Yes, I have read parts of the Feedback Statement
7 Ne

) A great deal

(©) A reasonable amount
~) Minimally

() Net at all

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009
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Section 2: The Retail Distribution Review; Your Firm's Response

To assist you in completing this questionnaire, a summary of some of the key proposals in relation to the Retail Distribution
Review is provided in the box below. Detailed proposals (you do not need to read these to complete the questionnaire) can
be found at http:/fwww.fsa.gov.uk/pages/Library/Communication/PR/2008/139.shtml.

Summary of Select RDR Proposals

Professional Standards

The FSA propose to consult on the creation of an overarching Independent Professional Standards Board (IPSB) to
function initially as a sub-committee of the FSA Board. In time, it may be launched as a separate body with statutory
footing:

»  The IPSB would provide a common framework for professional standards across all advice channels, and
work with the Financial Services Skills Council to raise the benchmark gualification for advisers inthe
indep=ndent and non-independent advice sectors to QCA Level 4 {Scottish equivalent SCOF level 8)

*  The IPSB would also be responsible for setting, reviewing and dealing with breaches to codes of ethics for
advisers, and would set consistent minimum standards for continuing professional development (CPD).

Remuneration/Adviser charging
The FSA aims to ban product providers from paying commission to adviser firms for selling their products:
»  Product providers will not be able to influence how much money an adviser firm is paid by the consumer
=  The F5A will establish the standards that it expects of adviser firms in setting their own charges — such as
requiring firms to have a price list/tariff, and not allowing adviser charges to vary by product provider
recommended (and to 50Me eXent by product Type).

Conditions for Independence
The FSA want to change the criteria that adviser firms must meet to describe their services as ‘independent’.

= This weuld invelve demonstrating that the ‘independent’ firm provided unbiased, unrestricted advice based
on a comprehensive and fair analysis of the relevant market.
=  The F5A no longer intends to restrict their independence standards to firms advising on packaged products

but applying the standards across all forms of investments products

*  The FSA would expect some firms to conduct @ more thorough review of the market and be able to
demonstrate why a product was chosen over others. For example, the FSA would expect to see firms
increase their product knowledge in areas where they may not have recommended before e.g. tracker
funds/ETFs.

Clarity of services
Advice

—~Sales Advice (noE=.
independent advice™
and “advised Guided
Sales”

Execution onlir ~_ Sales

{and non-advized
Guided Sales)

Inde pendent
Advice I,

Money Guidance
Prudential Requirements
Changes will include:
s Capital resources: revising the rules to simplify the calculation and make it consistent for all firms
*  Extending the expenditure-based reguirement (EBR) to all firms based on the three months of relevant annual
expenditure with a minimum capital resources floor of £20,000 for all firms
*  Professional Indemnity Insurance: setting out more specific reguirements as to the level of additional capital
resources needed where firms have exclusions in their PIl policy.
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Status and Strategy

How likely are the RDR proposals to make your firm
seriously consider changing the status of your
business, for example, from providing independent
advice (as currently defined) to non-independent
advice (as defined in the new regime) or vice versa?
Is your firm....7?

I Very likely to consider a change in status
() Quite likely to consider a change in status
() Quite unlikely to consider a change in status

) Wery unlikely to consider a change in status

() 1t is too early to say at the moment

Wohat would your firm be likely to change its status © Independent Advisor Firm

_) Non-Independent Advisor Firm
(©) Execution Only Firm

() The firm would exit the market

Which of the following statements best describes the
reason why your firm would consider changing its
status if the RDR was to be implemented? Please
select one answer only. Our firm might change the
status of its business because...

() If our firm retained its status, our commercial
prospects/profitability would decrease as a result of the
RDR proposals

(©) I our firm changed its status, our commercial

prospects/profitability would increase as a result of the
RDR proposals

Which of the following statements best describes the
main reason why your firm would be likely to exit the
market?

() our firm would have been likely to exit the market
even if the changes proposed by the RDR did not go-
ahead (e.g. due to market conditions, retirement etc)

result of the RDR proposals

() Other reason (please specify below)

If the RDR proposals are implemented, investment
advisers will be required to move to “Adviser
Charging”. The product provider will have no role in
agreeing or setting adviser remuneration. Advisers
will be required to disclose charges for advice to
customers. What types of charges would you be most
likely to set for the majority of your investment
customers? Please select the main types of charges
you may choose.

[ Hourly fees

[7] value based fee - % (upfront plus ongoing)

[7] value based fee - % (upfront anly)

[T1value based fee - % (ongoing only)

[7] Other fee basis (eg. fixed fee for a specific service)

For those clients who you currently deal with on a
commission basis, what level of up-front hourly fee do
you believe they would agree to pay on average for
your services if required?

() <£50 per hour

") £50-75 per hour
() £75-100 per hour
7) £100-150 per hour
(0 £150-200 per hour
©) =£200 per hour

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009

() It would not be profitable to remain in the markst as a
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What impact, if any, will moving to Adviser Charging
have on your firm's approach to remunerating RIs.
Which of the following is most likely._.?

) There will be no change

() RIs will receive a greater proportion of their
remuneration in fixed salary

() RIs will receive a smaller proportion of their
remuneration in fixed =alary

If commissions were no longer to be permitted, do

vou believe that your firm would be able to move to i
an Adviser Charging model, as described at the ) No
beginning of Section 27

@ Yes

&) Unsure

") We already use an Adviser Charging model

What is the single main reason why you do not
believe your firm would be able to move to an Adviser
Charging model?

(2) Not enough customers would be prepared to explicitly
pay for advice

) The fee customers would be prepared to pay for
advice would not be high enough

~) Moving to Adviser Charging would be too difficult to
implement operationally

() Other (specify below)

W If vou selected "Other” please specify:

What impact do you think the RDR proposals in
isolation (i.e. excluding other influences such as
economic conditions) are likely to have on the
turnover of your firm once implemented, assuming
your status under the proposed regime is equivalent
to your current status i.e. IFAs and Whole of Market
Advisers move to Independent Advice status; Multi-
tied and Tied Advisers move to Non-Independent
Advice status. Will the impact be to..?

7 Increase turnover significantly
() Increase turnover a little
") Decrease turnover slightly
Decrease turnover significantly

) 1t will make no difference

What impact do you think the RDR proposals in
isolation (i.e. excluding other influences such as
economic conditions) are likely to have on the
profitability of your firm once implemented, assuming
your status under the proposed regime is equivalent
to your current status i.e. IFAs and Whole of Market
Advisers move to Independent Advice status; Multi-
tied and Tied Advisers move to Non-Independent
Advice status. Will the impact be to_.?

") Increase profitability significantly
() Increase profitability a little

") Decrease profitability slightly

() Decrease profitability significantly

() 1t will make no difference

Do you intend to introduce Guided Sales services, as
proposed in the RDR, as part of your current service ) Yes ) No

. () Too early to say yet
offering?
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Retail Distribution Review — Market Response and Compliance Costs

Products

As stated earlier, the FSA's proposals on the Retail Distribution Review apply only to the investment market. The FSA has
stated that they have no plans to apply these proposals to other "product markets’ such as protection and mortgages.

Considering the RDR proposals, will your firm change
the extent to which it focuses on the retail
investment market, as opposed to other areas of the
financial services market such as mortgages and
protection? As a result of these proposals, will your
firm be likely to...?

What is the single most important reason why you
think your firm might seek to decrease the provision
of advice in retail investment markets. Is this
because of ..

M If vou selected "Other” please state:

And which other product market, if any, would you
particularly seek to increase revenues from in order
to replace the decreased focus on investment advice.
Please choose one market.

What is the single most important reason why you

think your firm will seek to increase or maintain the
provision of advice in the investment market. Is this
because of._..

PRI If vou selected "Other” please state:

() Seek to significantly increase your provision of advice
in the retail investment markets

() Seek to modestly increase your provision of advice in
the retail investment markets

() Make no change in its business focus on the retail
investment market as a result of these proposals.

) Seek to modestly decrease your provision of advice in
the retail investment markets

() Seek to significantly decrease provision of advice in
the retail investment markets

() The new level of professional qualifications required

) Consumer demand for investment advice will reduce
as a result of Adviser Charging and Disclosure

() More attractive remuneration and greater profitability
in other sectors / product markets

() Other reason (please state below)

() Mortgages - retail

| Protection - retail

) General insurance - retail
_ Corporate market
© other

) Mone - we will not seek to replace any decreased
revenues from investment markets

() Limited knowledge/experience of other sectors
() Limited opportunity/demand for advice in other
sectors

(_) More attractive remuneration and greater profitability
in the investment sector

(©) Consumer demand for investment advice will increase
as a result of the RDR (eg. because of Adviser Charging
or new professional standards)

() Other reason (please state below)

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009

Customers

PR Listed below are a number of statements in relation to your firm’s customers. Thinking about your current
business model, please indicate the extent to which you agree or disagree with each statement. When the
RDR is implemented.....

1 2 3 4 5

) Neitheragresor] Disagre=
Agres stronghy | Agree slighthy bt e Disagres iy |

W I expect the financial profile / type of customer

advised by my firm to remain broadly the same i 2 -3 < £

l I expect customers seeking advice will be more likely a 2 ) 3 4 :
to demand an on-going service from our firm -

B 1 expect some of the firm’s customers will seek to a 2 ) 3 4 :
negotiate the levels of charges proposed to them -

M1 expect most of the firm’'s customers will seek to a . 53 4 :

negotiate the levels of charges proposed to them

il I expect the firm will seek to focus on advising : - - - -
customers with higher incomes or assets than our @1 ©2 ©3 ©a ®s
current customer base

1 expect our RIs will have fewer customers on
average who they will provide more frequent advice (1 B2 @3 ©a ®s
to

PIRE: @ Overall, what impact do you expect the FSA RDR proposals as a package to have on the current advice
sectors (i.e. independent and non-independent advice) in the retail investments market?

Will the RDR....
1 2 3 4 5
Lead to some . Lead to some |Lead to a major|
temdtometer | oy | MetRiE ) eeson | contracton
S | vithinthe sef STEEIEEE | yitbinthe | vithinthe
sector g Sector Sector
Independent advice
2.18a. p 1 5 R 3 4 5
Non-independent advice
2.18b. p a . o3 a .
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Section 3: The Retail Distribution Review: Compliance Requirements

1se and C ce Costs

The following section looks at likely policy changes in fives areas - Clarity of Services; Remuneration; Professionalism;
Independence; and Prudential Rules - and asks you to consider the likely impact of these changes on your current business.

(1) Clarity of Services

The new regulatory landscape will distinguish between independent and non-independent advice. Adviser firms and private
client investment manager firms will be required to make clear whether the advice they offer is independent or non-
independent before the service is provided. When considering the impact of the compliance requirements on your business,
please assume that your status under the proposed regime is equivalent to your current status i.e. Independent Financial
Advisers and Whole of Market advisers mowe to Independent Advice status; Multi-tied and Tied advisers move to Non-
Independent Advice status.

Will operating under the status in the new regime
that is equivalent to your current status (as set out
above) require a change to firm literature and
marketing materials?

Approximately how much management time, and
what other costs, do you estimate would be invaolved
in amending firm literature and marketing materials in
this way?

Do you expect the explanation / disclosure of your
firm’s status to take longer in the new Post-RDR
regime than the explanation /disclosure of your firm’s
current status?

T ves ) No

How much longer to you expect the disclosure of your
firm’s status to take per transaction in the new
regime:

(Minutes per transaction)
(2) Remuneration

The new rules will mean the remewval of provider influence over adviser firm remuneration and the intreduction of *Adwviser
Charging’. All adviser firms will set their own charges, and make their clients fully aware of what services supplied to them
will cost. Product providers will not be able to determine how much commission adviser firms receive, or include adviser
commission within their product prices. This will require separate disclosure of the costs of advisery services from product
costs for both independent and non-independent advisory firms. New standards will govern the way that sdviser firms must
design and operate their own charges, and report these to the FSA

Pricing and tariffs

Does your firm currently have a price "tariff” {i.e.
unrelated to any commissions that the firm may ) Yes ) No
receive) for the services that it offers?

How much management time (e.g. planning and budgeting) do you estimate would be required to develop a
suitable price tariff for the services that you offer?
Hours (one-off cost — to produce the new tariff) s,

Hours (annually, on average — to update the tariff

from time to time) b

How frequently is your price tariff currently updated?

) It is not / has not been updated
Oceasionally / less than once a year

Approximately once a year

More often than once a year

Approximately how much management time (e.g.
planning and budgeting) is involved each time your hrs.
current price tariff is revised?

Do you think you will need to change your current
price tariff as a result of the changes proposed in the ) ves
RDR?

' No ) Unsure

How much management time do you estimate would
be required to revise your tariff in this way?

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009
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Process and disclosure

On average, each time you explain to clients how you
earn your revenue how long does this currently take? min.
Please give your best estimate.

On average, how long do you think it would take
each time to explain to clients how you earn your
revenue if the RDR proposals were implemented and
you were to move to a pure 'Adviser Charging” model,
with no revenue from commission? Please give your
best estimate.

Systems

min.

wWhich of the following do you currently use for a) calculating how much to charge clients and b) for invoicing
clients:

Currently use the following for...

Programmes that are included as standard on my
computer e.g. Excel

A software package / computer programme designed
specifically for that purpose

A platform’ or ‘wrap”’

[C] caleulating client charges [l 1nveicing clients

[C] caleulating client charges [l tnveicing clients

[T calculating client charges [ 1nvoicing clients

My network provider

[T] calculating client charges [T 1nveicing clients

Product providers

[C] calculating client charges [l 1nvaicing clients

Other (specify below) [F Calculating client charges [ nvoicing clients

If you selected "Other”, please specify:

If you were to move to an adviser charging model, which of the following do you anticipate that you would
use a) for calculating how much to charge clients and b) for invoicing clients

If Adviser Charging were introduced as part of the RDR, would use the following for...

Programmes that are included as standard on my
computer e.g. Excel

A software package / computer programme designed
specifically for that purpose

A ‘platform’ or ‘wrap”’

[T calculating client charges [ 1nvoicing clients

[7] calculating client charges [ tnveicing clients

[T] caleulating client charges [[] 1nveicing clients

My network provider

[C] calculating client charges [C] 1nveicing clients

Product providers Bl Calculating cliant charges B ienroicing clinnts

Other (specify below)

[T calculating client charges [ 1nvoicing clients

If you selected "Other”, please specify:

If Adviser Charging were introduced as part of the
RDR, which of the following do you think yvour firm
would need to purchase specifically to enable your
firm to operate Adviser Charging?

[7) New software package / computer programme to
support Adviser Charging
[F] Mew computer hardware to support Adviser Charging

Please provide a broad estimate of any Information &
Technology/systems costs that you believe your firm

may incur on a one-off basis (initial costs) as a result £
of the introduction of Adviser Charging, for example

to calculate charges or to invoice clients.

Please provide a broad estimate of any Information &
Technology/systems costs that you believe your firm

may incur annually. on an ongoing basis as a result of £
the introduction of Adviser Charging, for example to

calculate charges or to invoice clients
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Section 3: The Retail Distribution Review; Compliance Requirements (continued)
(3) Professionalism and Training

The FSA intends to

* increase the benchmark qualification requirement for Registered Individuals to QCA level 4, and possibly higher for
designated specialists.

» introduce consistent standards of continuing professional development (CPD), and possibly introduce an "on-job”™
assessment for existing advisers as an alternative to the examination route.

Professional qualifications

Il Approximately what proportion of your RIs have the following qualifications:

Please ensure that the percentages total 100%

1. QCA Level 2 (e.g. CII Certificate of Financial

Planning / Cert CII; IFS Certificate for Financial o
Advisors / CeFA; SII's Certificate in Investment and 5z
Financial Advice / CIFA)

2. QCA Level 4 (e.g. CII Diploma in Insurance / Dip o
ClI, 15022222) or higher 5z

What is your firm's current policy with regard to the

qualification levels required of its advisers: RS TEET e o @S SR

qualification, but no higher

() All our advisers are required to hold a QCA Level 3
qualification; some are required to hold a QCA level 4
qualification or higher

() All our advisers are required to hold a QCA Level 4
qualification or higher

Which of the following statements is likely to reflact
your firm's policy in relation to paying for any -
additional training (i.e. course and exam fees) that () The firm will pay related costs for all our RIs who need
may be required by RIs in your firm as a result of the  to upskill

RDR professionalism proposals?

() RIs will have to pay for any training themselves

() The firm will pay related costs for most of our Rls who
need to upskill

() Qur RIs are self-employed; it is their decision how they
fund their training

() our RIs are unlikely to undertake the required training
and will exit the market

Source: Deloitte survey of retail investment intermediaries (February 2009)

© Deloitte LLP 2009

Will your firm permit its RIs to take any paid leave in
order to attain the required professional qualifications
(for example to attend courses, to study and/or to
attend examinations?)

Approximately much paid leave would you allow an RI
to take in total, on average, in order to attain QCA
Level 4 (for example to attend courses, to study
and/or to attend examinations)?

Membership of professional bodies

Indicate all that apply.

-

. Chartered Insurance Institute
. Personal Finance Society

. Institute of Financial Planning
. IFS Schoaol of Finance

. Securities and Investment Institute

L= T T SR

. Other

Does the firm pay for RIs to be members of 2
professional body?

T Upto 1 day

©) 2-3 days

) 4-5 days

) 5-7 days

©) 7-10 days

) 11-15 days

() More than 15 days

Wl Approximately what proportion of your RIs are members of one of the following professional bodies?

) ves - all of them
I Yes - more than half of them
! Yes - less than half of them

) No

Deloitte



Appendix 2

Page 5
Retail Distribution Review — Market Response and Compliance Costs

Section 3: The Retail Distribution Review; Compliance Requirements (continued)
(4) Independence / Whole of Market Reguirements

The FSA intends to introduce a new definition of “independent” with two high-level principles:

= independent firms must be equipped to give comprehensive and fair analysis of the relevant markets and
= must provide unbiased, unrestricted advice.

The market search requirements may be more onerous than the current ‘whole of market’ definition. For example, it will
apply to all investment products not just packaged products, so firms may need to consider products that they previously
largely ignored e.g. tracker funds, exchange-traded funds and structured products (although firms will still be able to
specialise in a particular market and be independent provided this is made clear to their client).

le®e ol Does vour firm currently make recommendations/
select any products for customers on a “whole of &) Yes ) No
market’ basis?

Which products are selected on a whole of market

4 [7] Packaged products (other than collective investments)
asis?

7] Collective investments (e.g. unit trusts, [SAs)
0

Annuities
] Mortgages
[T] Protection products

Do you use a panel of providers for selecting products

for your customers? L) Yes © No

Approximately how often is your firm’s panel

(Z) More often than once a week
reviewed?

") Every week

“) Every month

_! Every 3 months
_) Every 6 months
] Every year

(7} Less frequently than once a year

Which products do you generally select using a panel  [7] packaged products (other than collective investments)
orproviderss [[] Collective investments (e.g. unit trusts, [SAs)

] Annuities

| Mortgages

[] Protection products

Who selects the panel of providers? [ 1t is done by the firm, internally

[T] A “wrap’ or 'platform’ provider

[T My network

Please select alf that apply.

[[] Another external service provider or software provider

When the RDR is implemented, do you think your firm
will use a panel of providers to fulfil the new & Yes 1 No
independence standards?

Do you believe your current whole of market panel

would comply with the FSA's new requirement that

firms must be equipped to give a "comprehensive and () Yes @ No
fair analysis of relevant markets”, including offering

advice on non-packaged products?

Source: Deloitte survey of retail investment intermediaries (February 2009)
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Is the approach you expect to take to searching the
market, to comply with the FSA's new requirements
on independence / whole of market, likely to be more
or less expensive than your current approach?

*) Significantly more expensive
) A little more expensive

() 1t will cost the same

) A little cheaper

() significantly cheaper

In order to comply with the FSA's new requirements | Staff would have to spend more time on market

on independence / whole of market, what additional searches on an ongoing basis

costs do you believe would have to be incurred. DAddltlonaI ONE-OFF external costs would have to be

incurred (e.g. to panel provider or platform provider)

DAdditionaI ONGOING external costs would have to be
incurred (e.g. to panel provider or platform provider)

DAdditinnaI RI training would be required to enahle them
to advise on a wider range of products

Please select all that apply:

How much additional time do you estimate would
have to be spent on market searches and any new
record keeping practices that may be required? hrs.

Hours per week
(5) Prudential rules

The proposed minimum capital requirement for ALL firms is the higher of £20,000 (increased from £10,000) and an
expenditure-based requirement based on 3 months expenditure.

il Would you need to raise additional capital to comply

with this requirement? = Ehic
How much additional capital do you estimate you =
would need to raise to comply with this requirement?
Would you expect to be able to raise these additional - -
£ Yes ) No

capital resources?

Where would you source the capital from? [] The business's current resources

[Z] My own personal resources
[F] Bank loan or other form of debt

The proposed prudential rules have been streamlined and updated so that the requirements apply to all firms
in a clear, simple and consistent way.

e [y How much additional time and resource cost do you
expect to need to read, understand and implement
the proposed rules? An approximate estimate is
acceptable.

Days

To end the questions in this section, has your firm
already incurred any costs in making changes in
anticipation of the requirements proposed in Retail
Distribution Review being implemented?

) ves @ No

Please provide an estimate of the costs incurred by
your firm to date in anticipation of the requirements
proposed in the Retail Distribution Review being
implemented?

Deloitte



Appendix 2

Page 6

Retail Distribution Review — Market Response and Compliance Costs

Section 4: Firm profile

The final section collects some details in relation to the profile of your firm. This will be used to analyse differences in

responses between types of intermediary firms.

Which status does your firm adopt?

If you selected "Other”, please specify:

Is your firm Directly Authorised by the Financial
Services Authority, or are you an Appointed
Representative? [

How many of the following work for your firm?

Registered individuals (RIs) — emploved
Registered individuals (RIs) — self emploved
Finance/Accounting staff

Marketing staff

Administration staff

Other

wWhat is the average tenure/length of service of RI
staff in your organisation?

wWhat is the annual RI staff turnover for your firm?

How many RIs does the firm expect to recruit on
average each year over the next three years?

! Full IFA status

! Whaole of Market

) Limited range / multi-tie

! Single tie

! Network provider

! Combination of the above

! Other (please specify below)

) Directly Authorised
! Appointed Representative

! Less than 2 years
| 3-4 years

| 5-7 years

! 8-10 years

! More than 10 years

! Less than 5 %
)5 - 9%

)10 - 14%

115 -19%

120 - 29%

) Over 30%

0 3-5
7 6-10
") More than 10

Source: Deloitte survey of retail investment intermediaries (February 2009)
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corporate clients?

*Please ensure that the figures entered total 100%

Individual clients

Corporate Clients

On average, how many individual or retail customers, -,

h fe =l Under 50
including individual employees of any corporate
clients, would each RI in your organisation have? 50-99
7 100 - 149
150 - 199
200 - 299
300 - 399
400 - 499

! Under 10%

On average, what proportion of an RI’'s individual
customers would be new customers each year?
10-19%

20-29%
30-39%

40-49%

Of the prospective new clients RIs in your firm meet,
in an average year, what proportion of these

prospective clients would end up generating revenue ! 20-29%
for your firm, either in terms of fees or commission STz
that year? . -
40-49%
50-59%
60-69%

*Please ensure that the figures entered total 100%

Under £35,000 per year
£35,000 - £50,000

£50,000 - £75,000 per year
£75,000 - £100,000 per year
£100,000 - £150,000 per year

Owver £150,000 per year

*Please ensure that the figures entered total 100%

Investments

Maortgages

Life insurance/ Protection

General insurance

Other

what proportion of the life insurance products sold

last vear have both a life insurance element and an
investment element ?

500 or more

) 50% or more

! Under 20%

70% or more

Approximately what percentage of your annual turnover comes from advising individual dients and from

Please estimate the proportion of your firm’s clients that fall into the following income bands.

Approximately what percentage of last year's annual turnover from advising individual clients comes from
the following broad product markets? A broad estimate of the split is acceptable.

Deloitte
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ER W And approximately what proportion of your turnover
from advising individual clients on investments is
related to investments using platforms and wraps?

What was the overall turnover for your firm last year?
A “rounded” or approximate figure would be
acceptable. (Please specify)

from the following types of arrangements?

*Please ensure that the figures entered total 100%

Initial commission

Trail commission
Transaction-related fees
Fund-based fees
Hourly-based fees

Other

-If vou selected "Other”, please specify:

ES W \What was your firm's total RI remuneration last year,
including fixed salary, any share of commission or
other revenue, plus any other bonuses and dividends
paid to RIs?

Approximately what proportion of this was fixed
salary?

As stated earlier your responses will be treated in the strictest confidence. No information will be published

that will allow the responses of individual firms to be identified.

If you give permi the will be shared with the FSA on an individual firm basis. This will be for
analytical purposes only, whu:h include matching with other FSA data, and will not be shared with FSA

SUpPErvisors.

ES LW Do you give permission for the FSA to receive the
results of your responses attributed to your

This completes the survey - thank you for your time.
Please add any other comments that you would like
to make that will help us with our analysis.

Please click "Next" and then "Finish" to submit your responses.

Source: Deloitte survey of retail investment intermediaries (February 2009)
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) No - I do not give permission
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Appendix 3: DA and AR Model calculation assumptions

Introduction

The following incremental cost assumptions relate principally to the
Intermediary DA Model. As the number of DA respondents (600) is
considered to be sufficiently large to enable us to segment responses and
weight responses according to the total market size, with the assumptions
underlying this analysis detailed below.

With only a small number of AR respondents (14), segmentation and
welighting has not been carried out with results reported on an adviser basis
only.

The sections below indicates if assumptions relate to the DA Model only,
otherwise assumptions are common to both the DA and AR models.

Fee or commission basis

The Investment Intermediary firms are allocated between either fee or
commission basis, as defined by the assumptions below.

If a firm has over 40% fixed fee activity then it is classified as a ‘FEE’ basis
firm. If the firm has less than 40% of its activity charged on a fee basis then it
is classified as a commission-based (‘COMM’) firm. Data used to distinguish
between fee and commission firms is drawn from intermediary responses to
the e-survey.

Business size category — DA Model only

Firms are allocated to size classes based on the number of Registered
Individuals (RIs) as reported in their e-survey response according to the
following criteria.

Firm size category Number of RIs

Small Fewer than 4
Medium 4109
Large 10 or above

Using a combination of the fee or commission basis and business size
category classification all the firms are allocated to one of the following
survey segments.

— Small Commission
— Medium Commission
— Large Commission
— Small Fee
— Medium Fee
Large Fee

© Deloitte LLP 2009

Basis of the cost calculations

Hourly adviser cost/rate = ((Fixed Salary % x adviser remuneration +
adviser remuneration x Mark up assumption (30%)) / (No. of advisers x
Working hrs per year). This is used when the adviser remuneration data is
available (see below when adviser remuneration data is unavailable).
Working hours per year assumes a 52 week year (fixed salary costs will
continue to be paid during holidays)

The Hourly adviser cost/rate used when adviser remuneration data is
unavailable is £22.45 and £11.59 per hour for FEE and COMM respectively,
based on data from the FSA’s ‘Costing Intermediary Services’ project which
studied the economics of both DA and AR firms.

In the DA model these rates have been calculated using weighted average
total adviser remuneration / number of advisers, and then converted to
hourly rate and with a 30% mark-up applied — as applied in "Measuring
Administrative Costs: UK Standard Cost Model Manual" — Better Regulation
Executive, 2005. These rates have also been applied within the AR model.

Weight = Ratio of market population to sampled firms (for a given size
category) (see weighting section for details of how the weight is calculated)

The number of annual transactions per adviser = 150. This figure is a
working assumption based on analysis of data from the 2008 FSA ‘Costing
Intermediary Services’ project and analysis of ABI transaction figures. This
assumption was discussed with the FSA.

For each of the cost categories, the table below shows how the total cost of
the item is calculated using the input data from the e-survey. Where
applicable the following metrics are extracted from the base data or
calculated for each cost category (see below table for details of the cost
drivers).

— One-off cost per firm

— One-off cost per adviser = One-off cost per firm / No. of advisers
— One-off weighted cost = Total cost x weight

— Ongoing cost per firm (calculated from drivers as detailed below)
— Ongoing cost per adviser = Ongoing cost per firm / No. of advisers

— Ongoing Weighted cost = Total cost x weight .
Deloitte



Appendix 3: DA Model calculation assumptions

Weighting categories — DA Model only

* The survey data has been scaled up to approximate the entire market
population of firms using weighting factors. These weighting factors
are calculated by comparing the survey size to the market size. The
total market size is obtained from the FSA RMAR database.

* The market, and the surveyed, firms are divided into categories
according to i) whether they are commission or fee-based and ii) the
number of advisers. For each market size category, inputs have been
used for the number of independent and non independent commission
and fee-based firms.

+ The sample to market weighting is calculated from the sum (within
each market subdivision) of total market population / sum (within each
market subdivision) of surveyed companies.As an example, there are
75 commission-based firms with 7 advisers in the population and 11 in
the sample, so the weighting applied to each firm in the sample was
6.8 (i.e. each firm in the sample represents 6.8 firms in the market).

+ The sample was weighted on the basis of revenue split (fee/comms)
and the number of advisers per firm. Where there were no firms in the
sample to represent a particular firm size in the population, firms were
grouped by size e.g. two commission-based firms with between 18
and 23 advisers represent 27 firms within the same size band in the
sample.

© Deloitte LLP 2009
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Weighting Categories — DA Model (cont)

+ The groupings were set so as to minimise the difference between the
average size of firms within a band in the sample and the population,
while at the same time minimising weighting factors so that no
individual firms in the survey have excessively high weightings (the
highest weighting is 13.5).

+ These weighting factors are then used to scale up the sample data
for each market size category in the total cost estimations

 Note that the same market subsections are used for both commission
and fee-based firms.

Mean, Median, Max, and Min metrics

*  For the purpose of these metrics non-respondents have been
excluded.

« Data outliers in all cost categories have generally been included at
the FSA’s request, although a small number of estimates that were
considered to be clearly erroneous were removed. Some unusually
high estimates of cost and time are therefore included.

+ The mean averages are weighted averages (using the weightings as
described above).
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Appendix 3: DA Model calculation assumptions

The table below identifies for each of the cost categories i) the drivers for estimating cost, ii) whether the cost is one-off or ongoing and iii) any

specific comments.

Drivers

Cost type

(One-off /

Comments

Change literature and
marketing

Time required (hrs)

Hourly adviser rate

(£)

ongoing)

One-off

Status explanations to
take longer

Additional time
required per
transaction (mins)

No of transactions

(#)

Hourly adviser rate (£)

Ongoing

Implement price tariffs

Hours required to
implement (hrs)

Hourly adviser rate

(£)

One-off

Only where no
existing price tariff

Time to update tariff
going forward

Hours required to
update (hr

Hourly adviser rate

(£)

Ongoing

Only where no
existing price tariff

Additional time to
explain charging basis

Current time (mins)

Proposed time
(mins)

Hourly adviser rate (£)

Ongoing

New software package /
computer programs

Input cost (£)

One-off

© Deloitte LLP 2009
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Appendix 3: DA Model calculation assumptions

Drivers Cost type Comments
(One-off /
ongoing)
Annual ongoing IT / Input cost (£) Ongoing
systems costs
Training requirement % of advisers requiring Total number of Assumption Cost of One-off * £2,100 costs taken
costs QCA Level 4 advisers (#) training QCA Level 3 from London
to QCA Level 4 Metropolitan
(£2100%) University costs

Paid leave given to Days of adviser No of advisers Hourly adviser rate (£) One-off Only where the firm

attain the required training required requiring training gives paid leave for

professional (days) (#) No of days paid leave training purposes
qualifications firm prepared to give
advisers
Professional Body Input assumption, Current % Number of advisers in Ongoing
membership costs membership fee employees not the firm (#)
(£101) already qualified in
the main
qualification of the
firm
Additional time on Additional hours Week to year Hourly adviser rate (£) Ongoing
market searches required per week conversion
(hrs)
Additional need to Additional hours Hourly adviser rate One-off

understand
requirements

required (hrs)

(£)

Related costs incurred
firm to date

Input costs (£)

Only where
applicable
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Appendix 3: Provider — Manufacturer & DSF — Model calculation assumptions

Introduction

+ The assumptions underlying the incremental cost estimation for
Providers are provided below. The assumptions, unless otherwise
stated apply to both the Manufacturer and DSF providers.

Segmentation of firms

+ Firms are segmented by revenue generation in relation to last year's
sales of MiFID and non-MiFID retail investment products (data
grolvided by providers in the e-survey), as defined by the criteria

elow:

— Revenue under £50m

— Revenue between £50m and £500m
— Revenue above £500m

— Revenue unknown

DSF; Fee or commission basis

* The Investment Intermediary firms are allocated between either fee or
commission basis, as defined by the assumptions below.

+ If a firm has over 40% fixed fee activity then it is classified as a ‘FEE’
basis firm. If the firm has less than 40% of its activity charged on a fee
basis then it is classified as a commission-based (‘COMM’) firm. Data
used to distinguish between Fee and commission firms is drawn from
intermediary responses to the e-survey.

Basis of the cost calculations

» The Hourly adviser rate used when adviser remuneration data is
unavailable is £22.45 and £11.59 per hour for FEE and COMM
respectively.

* The assumption rates used for Management , Actuarial and Other
Staff time are £26.44, £33.17 and £24.04 per hour respectively (see
driver table for how these costs are applied). Costs for Management
and Actuarial time have been calculated using benchmark data from
Payscale, assuming average annual salaries as follows:

© Deloitte LLP 2009
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*  Project management — £55,000
*  Actuarial — £69,000
«  Other staff — £50,000.

The cost of professional training and membership of the professional
body is assumed to be £2,100 and £101 respectively (see driver
table for how these costs are applied).

For DSF providers, Transactions = No. of advisers x assumption of
annual transactions per adviser (150). 150 transactions per year per
adviser is a working assumption based on analysis of data from the
2008 ‘Costing Intermediary Services’ project and analysis of ABI
transaction figures.

For each of the cost categories, the table below shows how the total
cost of the item is calculated using the input data from the e-survey.
Where applicable the following metrics are extracted from the base
data or calculated for each cost category (see below table for details
of the cost drivers).

— One-off cost per firm (calculated from drivers as detailed below)

— One-off cost per adviser = One-off cost per firm / No. of advisers
(DSF model only)

— Ongoing cost per firm (calculated from drivers as detailed below)

— Ongoing cost per adviser = One-off cost per firm / No. of advisers
(DSF model only)

Mean, Median, Max, and Min metrics

For the purpose of these metrics non-respondents have been
excluded.

As agreed with the FSA, outliers have in general been retained in the
model, other than estimates that were considered to be clearly

erroneous.
Deloitte



Appendix 3: Provider — Manufacturer & DSF — Model calculation assumptions

The table below identifies for each of the cost categories i) the drivers for estimating cost, ii) whether the cost is one-off or ongoing and iii) any

specific comments.

Drivers

Cost type

(One-off /
ongoing)

Comments

update tariff

(£)

Disclosure time costs Time required (hrs) Hourly adviser rate One-off Only where direct
(£) sales force exists
Marketing material Time required (hrs) Hourly adviser rate One-off
costs (£)
Disclosure material Time required (hrs) Hourly adviser rate One-off
costs (£)
Explanation costs Time required to Hourly adviser rate Number of One-off
update (hrs) (£) transactions (#)
New tariff costs Hours required to Hourly adviser rate One-off Only where no
produce (hrs) (£) existing price tariff
exists
New tariff costs Time required to Hourly adviser rate Ongoing Only where no

existing price tariff
exists

© Deloitte LLP 2009
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Appendix 3: Provider — Manufacturer & DSF — Model calculation assumptions

Drivers

Cost type

(One-off /
ongoing)

Comments

reprice products

Revenue explanation Difference in Hourly adviser rates Number of Ongoing
costs explanation time transactions (#)
between old and new
regime (hrs)
IT system costs Input cost (£) One-off and Only if direct sales
ongoing force exists
Training costs Number of advisers Input assumption One-off
requiring training (#) cost of training (£)
Training leave costs Total adviser time Hourly adviser rate One-off
(hrs) (£)
Professional body Input assumption Number of advisers Ongoing
membership costs membership fee (£) not already
members of a
professional body
Anticipated cost to Input cost (£) One-off

© Deloitte LLP 2009
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Appendix 3: Provider — Manufacturer & DSF — Model calculation assumptions

Drivers Cost type Comments
(One-off /
ongoing)
Project management Time required (hrs) Assumed One-off
time costs management hourly
rate (£)
Project management Ongoing time required Assumed Ongoing
costs (hrs) management hourly
rate (£)
Actuarial time costs Actuarial time required | Assumed actuarial One-off
(hrs) hourly rate (£)
Actuarial time costs Ongoing actuarial time | Assumed actuarial Ongoing
required (hrs) hourly rate (£)
Other staff time costs Staff time required Assumed staff One-off
(hrs) hourly rate (£)
Other staff time costs Ongoing staff time Assumed staff Ongoing
required (hrs) hourly rate (£)

© Deloitte LLP 2009
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Appendix 4: Detailed cost estimates — Directly Authorised firms

* The table below is a summary of information provided by DA firms in the e-survey, showing the mean and median cost estimates by cost category
broken down into the six firm categories covered in this report, the proportion of firms that incremental costs apply to and response rates in each

cost category.

Total population

Median

Commission-based

Median

Median

Median

Fee-based

Median

Median

Median

\Weighted number / % of firms needing to make change to firm literature & mkting materials 1889/ 58% 4721 57% 152 162% 101742% 17137% 11/59% 2643 /157%
Time cost to revise literature / disc docs / mkting materials 716 | 346 731 | 386 1457 | 636 R 1008 | 576 2507 | 1442 768 | 361
Response rate (% of those needing to make change who provided estimate) 93% 92% 91% 97% 86% 73% 92%
External cost to revise literature / disc docs / mkting materials 4744 | 2000 7366 | 4400 12819 | 6,000 3641 | 2500 1352 | 2975 15455 | 20,000 5687 | 2500
Response rate (% of those needing to make change who provided estimate) 93% 92% 91% 97% 86% 73% 92%
\Weighted number / % of firms with no existing price tariff 923 /28% 7219% 52/21% 21/9% 8/16% 0/0% 1075/23%
Cost of devising a new pricing tariff 240 | o8 53 | 297 312 | 290 69 | 121 533 | 318 NA [ NA 266 | 113
Response rate (% of those needing to make change who provided estimate) 91% 100% 100% 2% 64% NA 9%
\Weighted number / % (of those with a tariff) who would need to revise / update existing tariff 1117/ 50% 352/ 49% 120 /67% 64 /30% 14 /36% 8152% 1674 /1 49%
Cost of revising / updating existing tariff for RDR 64 | 75 200 [ 116 424 | 289 7 | e 188 | 182 E R 212 | 96
Response rate (% of those needing to make change who provided estimate) 97% 93% 100% 96% 83% 100% 96%
\Weighted number / % of firms needing to purchase either software or hardware 2190/ 67% 500/ 61% 153 /162% 81/34% 13/29% 2/11% 2939 /63%
\Weighted number of firms providing an estimate of one-off IT systems/software costs 2,085 499 157 85 14 2 2,842

IT systems/software - one-off 2221 | 1,000 3938 | 2000 5683 | 5000 2564 | 1,000 3740 | 3,000 20000 | 20,000 2743 | 1,000
Response rate (% of ALL firms who provided an estimate) 64% 60% 64% 35% 32% 1% 61%
\Weighted no. / % of firms needing to train Rls to QCA4 whose current policy is not to do so 2507 1 77% 792/ 96% 211/86% 143/ 59% 33/73% 16 /86% 3701 /80%
Professional qualification — extemal 3103 | 2100 8493 | 8400 44206 | 25,200 2856 | 2100 6306 | 6300 34573 | 23310 6754 | 4,200
\Weighted no. / % of firms offering paid leave, needing to train Ris and policy not currently to do so 969 / 30% 414/ 50% 134 /55% 64/27% 27159% 12/65% 1620/ 35%
Professional qualifications - paid leave 1527 | 956 5280 | 2,769 9076 | 4180 1224 | 826 3178 | 1,631 42771 | 29364 3435 | 1356
Response rate (% of ALL firms who provided estimate of RI qualification levels) 94% 98% 100% 97% 97% 86% 95%
Professional qualification — paid leave 1378 | 480 1,748 | 848 1619 | 705 1636 | 486 1631 | 836 2238 | 849 1477 | 554

Median

Commission-based

Fee-based

Median

Median

Weighted number / % of firms expecting it to take longer to explain status 1823/ 56% 376/ 46% 117 148% 78132% 15/33% 5127% 2414 152%
Explanation of status, disclosure to customer 1288 | 661 3643 | 1738 22701 | 10583 1200 | 769 4954 | 3516 12635 | 13846 2841 | 869
Response rate (% of those needing to make change who provided estimate) 91% 95% 100% 96% 91% 100% 93%
\Weighted number / % of firms with no existing price tariff [as above] 923 /28% 7219% 52/21% 21/9% 8/16% 0/0% 1075/23%
(Ongoing revisions to price tariff 176 | 176 201 | 102 102 | 4 o | 4 40 | 07 0o ] 0 172 | 58
Response rate (% of those needing to make change who provided estimate) 91% 100% 58% 2% 54% NA 89%
\Weighted number / % of firms saying it will take longer to explain charging basis 1985/ 61% 476/ 58% 171170% 84/35% 17137% 5/127% 2738 159%
Time cost of explaining charging basis 719 | 433 3268 | 1563 9699 | 4345 751 | 398 3672 | 2503 12635 | 13,846 1752 | 579
\Weighted number of firms providing an estimate of ongoing IT systems/software costs 2,105 487 191 96 13 2 2,894

IT systems/software - ongoing 1617 | 1,000 2282 | 1200 8063 | 3600 1750 | 1,000 2210 | 1,238 10000 | 10,000 2168 | 1,000
Response rate (% of ALL firms who provided an estimate) 65% 59% 78% 40% 29% 1% 63%
Membership of professional body 1 | o1 20 | 202 400 | 480 132 | 102 2009 | 310 303 | 303 194 | 103
Response rate (% of ALL firms who provided estimate of prof body membership rate) 84% 98% 100% 97% 97% 86% 88%
Weighted number / % of firms expecting to take longer on market searches 1765/ 54% 440/ 53% 123 /50% 122151% 18/40% 12/63% 2480/ 54%
Time cost of additional market search 7106 | 3019 8048 | 6025 9930 | 11,007 8122 | 3350 5863 | 6244 21334 | 5519 7523 | 3615
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Appendix 5: Cost estimates — investment provider DSFs

The table below presents the average cost estimates for DSFs on a ‘per firm’ basis. This data is presented on a ‘per RI’ basis in the charts on

page 32 of this report.

Cost category Mean cost per firm Median cost per firm
Clarity of Serv: Time to revise firm literature 278 243
Clarity of Serv: Time to revise marketing material 10,428 5,793
Clarity of Serv: Time to revise disclosure material 10,428 5,793
Process & Disclosure: Explanation of status 175,240 124,543
Remuneration: Devise new tariff 12,166 12,166
Remuneration: Ongoing revisions 1,159 1,159
Remuneration: Revise existing tariff 1,390 1,390
Remuneration: Explaining charging basis 139,904 50,692
Systems:- Hardware, software (one-off) 7,833,333 7,500,000
Systems: Hardware, software (ongoing) 2,503,333 10,000
Professional Qualification: External 597,542 190,890
Professional Qualification: Paid leave 197,235 18,128
Mem. of Prof. Bodies: Prof. body costs 12,019 1,598
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