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Foreword

Oh the midde o
difficulty lies
opportunityO
Albert Einstein

In September 2006 it was widelyeported that, Sir Callum McCény,
chairman of the Financial Seices Authority delivered a damning
speech on the state ofatail financial distribution in the WK. Variously
and indirectly likening distributors to convict shippers in the 18th
century and doo#to-door utilities salesmen in the 1990s, the message
was clear: either work out a business model that encages best
practice or ve® do it for you.

For mary independent financial a@vises,the sed may have #t like the final nail
in the offin for ther professimal credibility, their standing vith the regulabr and
their chosen business madd. With new regulabry pressires in the shapd MiFID,
Treatng Qusiomers Rirly and the Rail Distribution Revew D not ® mention the
proliferation of do-it-yoursdf fund supemarkets B nav might seem to be a god
time o shut up sha.

Yd, a dispassimate dsever would asame that inegpendent invesient advice
should ke in its enith. The need amag UK @nsumers or truly independent,
robust and tustworthy financial guidane has nex been more intense.The levds
of income and capital thatettain setors d the population have availalde for
investng are at ecod leves.

For those fims that ae alte b weathe the curent challenge d new regulaion,
public criticism,technological and culiral hhange B and that aralbe o align
themsdves b a sistainalte husiness mod B thee my be a glden opportunity
to be gasped.

In this report, JPMorgan Ass¢ Managment aims b assess the maihadlenges that
are facing and shaping thevastnent advisary setor in the UK.We hae lisened
at length © independent advisary firms d evely reveme levd, to detemine where
IFAs thensdves ladieve thar future lies and hat they intend to do in respnse ©
the curent assault bcommercial and egulabry dange.

In patticular we hae been interesed to find ou what IFAs can d not simpy to
survive,but in order to ectively thrive and posper. To this end, we hae laoked to
summarise the atibutes @ firms that ae likely to succeda in the fuure.We hae
also attmpted to outline what we and our pes in the iwvestent industry can
do to hdp assire a fuure r the independent investment advisary setor.

We fimly believe that atuly independent advisory setor is essatial to the health,
diversity and cedibility of invesment marufacturers B andd the financial
welbeing of consumers.

At one plae removed, it may sem fecile or an assgemanagment firm to suggest
that nov may be a god time © be an inédépendent financial avisa. But we hqe
this report will persiade a vider audience d the \alue that vsionary, tenacious
and @mmercial-minded advisory firms can bing to our industry.

We would like b thank al the alvisory firms that bok the tme o patticipate in
our reseath, and the various lodies and instutions that povided the figues and
staistics cedited throughout this repott.

Jasper Berens
Heal of UK Retail, JPMorgan Assé¢ Managment



About the Throughout this repott, we refe to opinion-basel reseath conducted on behalf of
IEA h JPMorgan Assé Managment ammg indepandent advisary firms.
reseaic

This reseagh was onducted in February-April 2007 ly Gydonia. Overall we sougyt the
viewpoints d more than 200dvisoary firms,primarily via telephone-basd interview. All of
the firms induded derive at least 75% their revenue flom investnent-related business.

As pat of this reseath we looked to carvass iews from both large and sméladvisary
firms.The pofiles d the fims ineeniewed were as dllows:

Figure 1.  Firm by levenue
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As an inestment managerwe hawe focused this eport on the povision of
independent advice for savings and iegtments.We hawe not touched on agas such
as potection, mortgages or debt management apafrom passing eference. Many of
the trends and principles w outline hee, howvever, could as vell apply to these vital
areas of financial planning.



Executive Summay A naton in need of advice _
While saings overall in the UK ae reaching a 50-gar lav, there ae stong

signs that seings levds remain robust amang wealthie sgments d the UK
population. Income tentially available for savings and ivestment amag
higher-eaming goups is atecod leves.

These ggments d the population offer the most éasilbe prospeds o
profitable kusinessdr invesment advisary firms.Demand br independent B
as @posal to tied D financial @vice is holding fim and is o a entatively
rising rend for sane financial-planning ises.Given the gowing mmplexity
of opportunities in the inesment market, it may be that lagnt demand br
indepandent advice is oustripping supply B pesating a mtentially powerful
opportunity for forward-thinking IFAs.

Drivers d change in the agisory setor

The investment advisary landscag is leing reshaged by a boad range d
commercial and egulabry factors.Drawing an the vews d advisory firms,
five factors ae ceemed to be paticulardy sigificant.

OFo those fims that Regulabry and melia pressire o move from upfront commission to
recurring remuneration B anddes in paticular b is pbally the liggest
are albe 0 weathe threat faing the curent business mad of many alvisary firms.An industry-
the curent assault wide move D fees is sa as ingitable by mary IFAs.But while fees mg
there may be a @Iden improve the pofessimal standing bIFAs, it is the onsumer who should

_ choose hav they pay for advice.
opportunity to be o o o
Principle-basel regulation is intended to rewlutionise the culire and

graspadO priorities d advisary firms,with greaer onus a saior manag@ment to prove
they are bcusel on ddivering the kst odicome br their clients.In our survey,
mary alvises @mmented that the/ believe initiatives sich as TF ould
herald a letter quality of advice in the faure.It should pove alvantagous
to those dvisary firms that ae alealy well managd and dient focusel.

The Eiropean-wde Markets in Fnancial Instruments Directive (MFID) is
making its pes@ce Ht among UK IFAs,with an ovethaul d the Gnduct of
Business (COB)dwnk and the sapping d the Rayment Menu. However,
MIFID is unlikely to threaen IFA firms massiely in terms d increasd
competition, given that ew othe European makets hae a @vdoped
independent advice setor. While it may fecilitate the spead of bancassrance,
the unique popositon offered by the elationship-driven IFA setor should
remain intact. Indead, ambtious UK IFAs mg even find newv gpportunities b
export ther savices werseas.

The omposition of the alvice maket will undergo its bggest sha&-up or 20
yeas ifthe poposals in théreail Distribution Review discussia paper are
adoptal. Whether it does @ not, there ae radical moves ahed to lift
professimal standals amag alvisory firms.While the poposel
stratification of advice into primary, gaeeral and pofessimal goups ould
ultimately deal a fatal low to transa&tion-driven IFAs,there is a lear desie
to recognise,reward and sipport relationship-focusel advise's who stive or
the hidhest led of professimalism.



OV¢ Ielieve alvisary
firms hae a geat
opportunity to build
stronger, more
profitable and
sustainalbe businessés

Finaly, wrap tecinologyis promising b transbrm how IFAs onduct
business D lhately alowing them to manag every stag d the dient
relationship o a sinde dectronic plaform. While the erfe¢ wrap mg not
ye exist,the dinology dfers massie gportunities b improve kusiness
efficiency andOmbed@lients into a fim. But it also meansdvisary firms will
have © work hader to differentiate thensdves.The disinction between firms
that can dd real \alue thiough the quality of their advice B and thosehw
car®® mg became inceasingy agparent.

Asauring a fuure for the advisory setor

Given the egulabry and ommercial pressires @tailed atove,the UK
invesment advisary setor is expectal to undergo huge danges in the et
five © ten years B as has hagned in the USTo aurvive this tansbrmation,
firms will need to detemine how they can liild a disinct dlient proposition
and sistainalte business maod.

Companies Wl preferady ned to focus m a husiness mdd basd around
recurring reveme,not upfront commission B vihich means thg will need to
focus o cultivating long-term dient relationships athe than gioritising
product salesFirms will need to maximise perational dficiency and se hav
they can bcus mae ime m value-added, reverue-generating activities.
Tedinology and odsourcing wil be essdial in this esged D as W efective
use @& brand and maketing.

Most d all, advisory firms will have © be albe o demonstrate geruine
investment expertise that can é& shevn to add real \alue and gperior resilts
for ther clients.Firms that can emonstrate al these atibutes vill ses ther
market value tise.

In this mae demanding landscamthere will be pressire for advisary firms D
be scale pleers.Nonethelessdemand will stll remain for smal advisory firms
that can dfer niche,specialist sevices and ery dose tient relationships.

It is theefore incumlent on al invesment marufacturers © support and
partner with advisory firms b ensure that vsionary, forward-thinking and
client-focusel IFAs ontinue © thrive,because theantinued diversity o the
indepandent advisary se&tor is cucial © the velbeing o the whole etail
invesment industry in the UK.






Part One:
A naton hungry for advice?
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It is not the job of this eport to determine if people ag saving
enough (moe than enough suveys conclude they do not) or
whether they need independent financial advice @xcan safely
assume that impatial financial guidance is highly desable).

1.1 Savingsemain Butwe c want b take a manent initially to asertain whether the future d
robust D if wu know the IFA setor can ke sipported by a g¢ruine widespeal desie b sae and
invest moe B and thether consumers shev ary preference or conducting

where to look their investment activities though an IFA.

One d the fundamatal argumats a@inst the gstainaliity and pofitability
of the investnent advisary setor, is that pegple ae doosing b sae and
invest lesdpcusing instad on more immeliate demands o ther cash ach
as haone purchase.

The %wings Ratio, which expresses thegpcentage d disposalbe inmme that
UK houséolds tioose o sae rathe than sgnd, has keen on a dedining
trend sine@ the edy 1990sln Q1 2007the Svings Ratio reached its lovest
levd sine 1960 Bupt 2.1% D asi@yam 1 shws Eow.

Diagram 1: Savings le\els hit their lowest level for almost half a centuyy
The WK Savings Btio B 1955 b Q1 2007
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worth showing stongest This sounds li& gim news for anyone involved in the sgings and ivesment

tendency to sae industy B lnt the rends shavn alove can b interpretel more positively in a

, number of ways.
¥ Demand for independent

advice on inestments shaving

S First,the Svings Ratio has though its hisbry hit shap lows aly to rise
tentative signs of gowth

shaply once mae D the @riod between 1989 and 1994elmg a god
example.The laest tough may indicat that the &ings Ratio is ottoming
out and is son due r recovery.

It is also imprtant to remember that the &vings Ratio tends b rise in
periods d ecanomic difficulty (when pegle ae mae catious atout
spending maney) and fals when the @onomy is lboming. In Diagram 2,we
can @en se sigs d an inverse orrelation between the &wvings Ratio and the
stock market. This siggests that atimes vhen saings overall appear b be
falling, volumes & cash leing investd in equities ae atually rising Indeed,
as ve shav latker, gioss sales iotOEICs and IS®\ae at a fre-year hidp (se
Diagam 6 o pag 11).



Alsg while the grecentage d income that pale ae doosing b sae and
invest m& have falen overall B goss inomes ag fising Therefore the
absolte amounts Bing saed and irvesed are not neessaity in dedine.

Diagram 2:  While Gavings(ure falling, investments ae rising
FTE All-Shae Index v Savings &io 1990 b Q1 2007

[ FTE All-Shae —— Savings Rati |

3500 16
3000 : e
B A 12
& 2500 —- — - S
. S TN A 10 2
% 2000 S £
= M V., . e &
wl500 _ -6?
N SN Vo / a0 S
100 </ N7 La &
500 L5
03— 0
O 9 N N M S 1 W ©
£8888838885888535888388¢88
dAipddyImadgandgaygyegygg
oo oooCCooco0oQoQpQ0O0C0O0Q0Q0CQCQ0OC0

Source: PMAM, Datasteam, Office for National &tistics

1.2 Feal income is at Figures fom the $cial Tends $irvey mnducted by the Offie or National
record levels Statstics indicae that paple hare mae mmey availade to sae and iwvest in
real emms than at ay othe time in the last 30eas:income amag UK
housénolds hasisen almost tvo and a halfimes fom its levd in the ealy
1970s in eal,post-inflaon terms B se Dagam 3 lelow.

Diagram 3:  Household income continues to rise ingal terms
Real disposable income and GOger head 1971-2004

RDI adjusted to eal terms using the expenditue deflator for the household sector
GDPadjusted to real terms using the GDBeflator
Source: Office for National @tistics ® Socialrends 37

But althougdh al income sgments haie sen an inceaseit is dear the disprsal
of housénold income is lecaming increasingy disgoportionate,with the op
10% d the ppulation experiencing nmuch greatr accderation in spae
income than lever eaners.On average,the op decile d the eaning



population has sen post-tax inome cuble in real erms b more than
£600 a wek.This @mpares b a eal ise d about 50% br the porest 10%
who now hare an gerage d £159 a ek in dispsalke inmome B se Dagam
4 below.

Diagram 4:  Levels of household income ag becoming inceasingly unequal
Distribution of real disposable household income* 1971-2002

Data adjusted to 2001/02 prices using theefail Price Index less local tees; based on equialised
household disposable income beferhousing costs. Data fm 1993/94 onwads ar for financial yars;
data for 1994/95 onwads exclude Nothern Ireland.

Source: Institute for Fiscal 8idies/ONS SocialTrends 34

Likewise,aveace levds o OrpenditureOm saings and ivestnents \ary
hugely by inadome goup. Diagram 5,for example,shavs the aerage weekly
BGpend@n pensions,invesments and insrance by different income deciles as
ddfined by the mily Sgnding Sirvey mnducted by the Offie

for National Staistics.Here we se that the werage @pend®n saings and
investnents per week ty the bp income cecile is almost 10drhes that &

the lovest inome decile goup.

1.3 Srong advice These leds d invesment and saing siggest that pospeds for profitable
opportunities among advice sevic_es amag loverincome goups ae etremey limited. However
hiah the levds d investnent amang the 6th dcile inmme goup and upvards,as
Igner earmers  shovn in Diagam 5,Jook mare hgeful.

We Wdieve this pesats a siong gportunity for independent advisary firms.
The 6th-8th @cile goup might be wsifficiently seved by high-stred bank
invesment sevices B and the Higst inome eaners will continue ©
graitate bwards givate banking and othepestgeO ealth managment and
family dffice sevices.The@wed spotO folFAs ma well lie in the 9th and
lower 10th deciles inome goup B a ggnent that is sfficiently below highest
net worth not to be agressiely targetad by estalished wealth managment
seviceswhile sill demonstrating a stong @mmitment to investng for
future wealth.

Lowe income goups ae curently the targt market for the govemmentOs
Pesaal Acaounts sheme and wilst we would not wish © exclude then
from full independent advice,we lelieve alvisary firms will need to target at
least sme d their sevices at higer eaners,in order to remain profitable in
the fuure.

*Disposable household income includes all fies of income into the household, principally earnings,
benefits, occupational and priate pensions, and inestments. It is net of tax, emplgees@ational insurance
contributions, council tax, contributions to occupational pension schemes (including additionaluwmtary
contributions), maintenance and child suppopayments, and pagntal contributions to students living away
from home.



Diagram 5:  The highest income-earners hag the most to sae and invest
Weekly expenditue on savings and inestments by income goup

Source: ONs Family Spending Surey 2006

Note: The table abwe combines the OB Suwey® figures for Olife assance and pension contributions®
and €avings and inestmentsO

Please see Appendix for bakdown of income deciles

1.4 FAs still dominate Regrdless 6new entrants,IFAs stil appear b be the most infiential
distribution B ewn distribution channé for invesments in the UKhanding two-thirds d lifeand
. . pensions sales in 200&¢coding to Datamaitor. While depolarisaion has
after depolarlsatlon sen bancasgrane and nulti-tie propositions gin gound in mae simplisic
product areasPatamanitor expeds its maket shae © rise b only alout 10%
b and aly 2% d this is epecteal to be at the xpense @ the IFA market.

Figures @ gross ivestnent sales fsm the hvestnent Managment
Assaiation (IMA) similarly shav that inermediaries @wunt for the lionOs
shae d sales bISAs,PERs,OEICs and unitrusts B seDiagam 6.However,
please nat this data gent also intudes fund spemarkets, which can
operate as a ded channd.

Diagram 6:  Intermediaries dominate fund sales
Gross quaterly UK retail fund sales (OEEs, unit trusts) ly distribution channel

Source: Inestment Management Association



1.5 Demand for Data fom IFA Promotions b the ddy that pomotes and bilds avareness b

independent financial
advice is eal and
growing

Diagram 7:

Diagram 8:

IFAs B indicas @mand br independent financial avice is m the ise B
albeit modesty B se Dagam 7.Enquiries b its website unbasel.co.uk to get
indepandent advice an I1SAs reached a lecod high in Q1 2007During the
same priod in 2006the website reportel a omparabe sirge in requests @
contact an IFA alout pension planning ahea of A-Day.

Diagram 8 gves a beakdwn of the types & enquiry that IFA Promotions
receive in Q1 20071t is interestng that the ast majoity o requests ér
independent advice ove very broad themes Deatirement planning
invesments,and saings and motgages.Rdatively few enquiries ae almut
specific products such as ISA @ investment trusts.This siggests onsumers
are gnerally unavare d the product options @en to them. Most ae sill at
the stag d seeking salitions b basic financial planningprcems and mg
therefore ke mae indined to sek ou independent advise's who can tak a
holistic oveniew of their circumstanes rathe than tied advise's who may be
more intent on simply recanmending individual products.

Demand for inestment advice is on an upwat trend D albeit modestly
The WK&Top Ten Advice Needs, Mah 2007

IFA Romotion figures using consumer seahes onwww.unbiased.couk
NB: more than one poduct ara can be selected

Why are people equesting independent advice?*

Top ten advice driers

Jan B Mar 07* Requests for FAs % of total
1 Rersonal Retirement Planning 48,419 32%
2 Investment & Savings 34,907 23%
3 Mortgages 32,871 22%
4 | ISAs/OHCs/UnitTrusts 16,298 11%
5 Stakeholder Rensions 13,995 9%
6 Taxation Planning 13,005 9%
7 Personal Rotection 9,510 6%
8 Investment Trusts 6,007 4%
9 Equity Release 5,419 3%
10 | Saving for Childen 4,548 3%

*Based on consumer seahes onwww.unbiased.couk Source: IFA RFomotions Q1 2007



1.6 Fost the dotcom
collapse, investors
may be moe reluctant

It is possilbe o argue thatdllowing the ollapse 6the dtcom bubble,
consumes my be leener to sek ou professimal alvice when making
investnent decisians.

to @0 it alone(~) With markets no longer posing consisent double-digit annual returns,

1.7 Hklfilling the

conumers mg recoqnise that thg need to work hader and ke mae skilful
to achieve the prformance © which they became acusbmed during the
19906 bll market. The poliferation in product providers and the
introduction of new assedasses and wesment agproades undr UCITS
Il (eg absalte return strateges) my also hip to encourage ®nsumers o
sek ou expert advice in ader to male the most bthese moe-sghisticated
investnent opportunities.

In shat, savings levds amang the pulaton as a Wole hae dedined as a

C)hidden demand@ercmtage d income,ye levds d invesment remain robust amang hicher-

for advice

income goups.Currently, IFAs siil dominate distibution of life,savings and
insurane poducts in the UKThe omplexity and diversity o the invesment
marketplace,on top of more dallenging investnent conditions,should
continue © encourage invesbrs o sek ou impartial invesment advice.

In fact, the alvisory setor may be in a sitation where tential B o GatentO b
demand br its sevices is otstripping curent supply. IFAs who act now to
market and promote thér expertise amag cagfully targeted income goups,
may be in a pwerful position to cagure maket shae.

But there is a daurimg range d commercial and egulabry changes that theg
must alapt to. In the net setion of our repott, we assessmme d the lkey

commercial and egulabry fectors afécing the avisory setor, and onsider
both the tallenges and pportunities that these drers d change ma dffer.

Only one in three alvisary firms (30%) lelieves the dmand br independent
financial avice is seto increaselarge fims ae most gtimistic in this
resged: ove 40% d firms wth anrnual reverues é more than £5 miion
bdieve gowing demand br advice will be a ley gpportunity for ther industry.

One in five (22%) @ firms kelieves impoved sbdk market performane
will offer opportunities or its businessand mae than a thid believe nav
pension legislaion and the pening up d sdf-invesed persanal pensions
(SIPR) dfer new business pportunities.

Source:JPMAM $irvey of Advisary Fimms 2007/@donia
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Thee are many factors at work B botlegulatory and commaegial B
that are set to eshape the K investment advisory landscape\er
the next five to ten years. Some of these factors psent a huge
challenge to the curent practices of many advisory firms. But they
may also offer new oppdunities to forward-thinking firms.

In this setion, we will examine vihat alvise's hae Id us ae likely to be the
five stongest divers d change in thér industry, assessingolth the theats
and the pportunities eeh may presat to the invesment advisary setor.

These fie divers ae:

2.1 Renuneration and the pessire © move © fees

2.2 Treaing Qustomers Rirly and pinciple-basd regulaion
2.3 MiFID and the dive for a sinde European financial méet
2.4 The Rdail Distribution Review and nev definitions d advice
2.5 The rise d wrap ednology

The FA viewpoint

Diagram 9:

OThe curent practices
of marny alvisary
firms ae pesated
with huge dallenge©

What will be the key drivers of change in the advisoy sector in the next thee years?

Source: PMAM Suwvey of Advisory Firms 2007AgZlonia



2.1 Emuneration and the
pressure to move to fees

TheThreat

Pressure to abolish initial
commission will hit existing
business models

The Oppotunity

The maove to fees will highlight the
value of independent advice, which
the commission-based model has
failed to do

Payment for sevices enderal is the sinlg most ontentious issie br the UK
advisary setor and pobally the ore issie fr its long-term aurvival. How
much an avise receies,in what citumstanes he/sheeceies it and Wwo
pays ae questons that hae teen debated for more than 20 gas.

Currently, the \ast majoity of advisary revene is gnerated as sales-base
commissia taken out of the dient® investment. Fee-basd IFAs ae esimated
to male up less than a fiftif the maket. But support for limiting alvise
commissio has ome from quarters as aried as theéAssaiaton of British
Inaurers,the Financial &vices @nsumer Pand and leding IFA firms
themsdves.There ae three main oncems with commissian-basel
remuneration:

1.Renuneration is basd on sales not adce

Transa&tion-basel commissian has leen accusel of leading to inapropriate
product salesproduct bias and poduct churn. In addition it cannot eward
advise's for giving advice where no poduct is soldlt also grpetates the
image d IFAs as saleepple rathe than alvice-focusel professimals.

2.Does not ecourage long-term invesment in the dient

Remuneration structures baston high initial payments ae deemed unlikely
to encourage alvisas b devdop long-term relationships vith their clients.
Rathe, their focus hasd be an constantly atracting nev business ochurning
existing dients int different products. High initial @mmissias can also
handicap imesment growth in the \ital eaty yeas d an invesment® life.

3.Blurs marufacturing and distibution costs

Commissim paid b the distibutor by the mamifacturer out of the dientOs
invesment, means that theost d distribution and mamifacture cannot b
searated and the onsumer cannot assesshat is leing paid br each
dement. Mary ciitics argue that financialrsgces is the mly maja industry
where the distibutor@©utOs detemmined by the manifacturer,and ae
pressingdr a move b @ctory cate peing, where the osts d marufacture
and distibution are dealy sgparate and @temined individually.

The drive © fees

There is a Wwlely hdd belief that the IA industry will be talen seiously as a
professimal setor only by moving to chargng fees baston time sgent with
the dient, rathe than groducts sold.

Ye time-basd fees can ha thér own drawbacks.Unlike mmmissia, fees
have D be paid oti of the ®nsumer® eaned income and attad VAT. Time-
base dhargng may male dients reluctant to spend time assessing tine
options in sifficient depth with their advise. It is ezen arguel that seing
costs in back and white ma dete mary wnsumers from sesking alvice
altogeher, althoudh the werall cost over the ©m of the investment may be
no geakr, a even lessthan under a @mmissian structure.Anecdotally, IFAs
are alte to cite mary occasims where,given the doice,clients hare @ted for
commissio over fees.



Remuneration and the Rtail Distribution Review

Adknowledging the difficulies alove,the Financial &vicesAuthority sbpped
shat of explicitly ruling ou commission as a meand advise remuneration
in the initial Retail Distribution Review discussio payer, rdeasd in line
2007 (se setion 2.4).

Howeverijt did suggest that thedmm 'independent’ be resticted to firms that
can cemonstrate 'real fieedan' from potential bias.In addition, advisary
firms that ae paid aly by commission might be sibject to more intense
supenvision and capital dequacy requirements than fims wth remuneration
structures that cay 'lessisk’ for consumers.This al points to a stong
regulabry rewards br firms that bcus a fees.

Howeverthe Retail Distribution Review has also s#ssd the ley importance
that remuneration be ageal with the cusbmer rathe than keing detemined
by the poduct provider. Qustomer ageed remuneration (CAR) - where the
pattem and levd of remuneration is ageal with the dient but then added to
the poduct charges - ould provide a uskil way of moving to a Be-basd
reverue mald while stll alowing mnsumers b speal ther payments.

The Review also sggestd the use bfactoring arangements o assist fims in
making the tansiion to a ecurring reverue mald.

An industry-wide move from commissio to fees is s as ingitable by the
majority of advsary firms we spke . About two thirds d IFAs telieve the
pressire © move from commissia to fees vill be the geaest diver of
change in the dvisary industry in the net three yeass.

A similar percentage (60%) ldieves that meing to a ecurring reverue
stream vill be citical for the fuure siccess bther businessLikewise,when
asled which types @ firm are most lilely to prosper in the fuiture,almost half
(42%) keieved it would be those bsinesses thatealie b generate
austainatte reverue from trail mmissian or fees.

Howeverthe potential impact of the loss binitial mmmissia is kEing felt
across dlsizs d firm. About 40% d firms at direvene levds daim that
moving avay from an initial ommission modd will be ;e d the kiggest
threats o thar business ina@ming yeas.

Partly because bthis, 60% d firms aross dlrevene lesds expect
profitability to drop in the nat three yeas b a figur that ises 6 mare
than 70% amng smadkr firms.

Source:JPMAM Sirvey o Advisary Firs 2007/@donia



JPMAM viewpoint

If the proposals bthe Retail Distribution Review (se $cion 2.4) ome b
fruition, we anicipate that hidply qualified ORvfessimal Financial PlanmeO
will eventually be exclusively fee-basd, while the poposal General Financial
PlannesO Wl continue © work for a tybrid of fees and emmissian. But there
will be massie pessire m advises at dllevds b move © a ecurring rathe
than initial remuneration modd. Our main ©@ncem is that IAs ae gven
realisic timescalesgnd sifficient support by marufacturers and the egulaor,
to male this tansiion.

But we also Hieve thee is no wong a right ansver to theOfes ersis
commissinO deate. Rathe the mehod of remuneration should ke
appropriate © the ype d advice gven. For example,a ime-basd fee ma be
appropriate where a @ient wishes o receie a holist appraisal ¢ their whole
investnent portfolio plus axgoing manitoring. One-df commission may
work where a Gient simply wants ® knov which UK All Companies fund
they should pi& for their ISA before theApril dealine (althoudn a me-df
fee ould also wrk). Given a d¢ear hoice between fees @ commission, mary
invesbrs my sill prefe the later.

Determining remuneration

Choice and tarity ae the cox of the mater. Idealy remuneration nesds b
be cetemined on a caseyscase basifs discusskeatier, principle-basd
regulaion is cusel, quite rightly, on providing the kest odcome for the
client. However,jn this caseamuneration also neds b provide a pofitable
basis fom which an avise can lild his/he businesswith these jomt aims
in mind, sane d the factors talen into mnsideration when deciding the
corred¢ method of payment may indude:

t should ke easit understood and ajproved by the dient

t should ke appropriate © the depth of advice gven

t should not umvittingly handicap thelient® initial or future
investment performane

¥ talows alequate cashfle/liquidity for the alvisory firm

¥ I encourages andewards kest avice

¥ I allows the tient to quantify the \alue d the alvise® sevices

K K K

There is no unguivocal answr in terms d fees @ commission; the @tions
awilade © advise's and ents ®uld even widen to indude performance-
base or asseunder-advice base fees as el. As the inital Retail Distribution
Revew paper has sggesed, the ottom line is that it nost ke the tent who
chooses \wat is apropriate for their circumstanes.

Howeve we welcome aly remuneration stucture that canleaty shav the
real \alue that avises ae poviding. The curent dominant @mmissian-
basel modd has the ffed of devaluing IFAs,as mag onsumers telieve they
are gtting alvice Ofofree.



2.2 Treating Customers The FSA has nia dear its @sie © move from a wles-base regulabry
. .- _regme,to a pinciple-basd agproad that bcuses o the oucome br the
Falrly and prlnc:lple consumer rathe than a lox-ticking exercise ér complianee fundions.
based regulation

The first majo step in this diecion was the fleaing Qustomers Rirly
(TCF) initiative,which requires dlregulaied firms b focus m ddiveling six
consumer outcomes:

i. Conaumers can ke onfident they ale dealing vith firms where the fair
treament of cusbmers is entral to the orporate culure.
TheThreat
ii. Products and sevices maketad and sold in thedtail market are cesigned
to meat the nexds d identified consumer groups and targted accodingly.

Existing compliance activities

will need to be aerhauled iii. Consumers ae provided with clear inbrmation and ae lept appropriately

informed before,during and afér the mint of sale.

The Oppotunlty iv. Where onsumers receie alvice,the alvice is gsitable and taks aoount of

ther circumstanes.
Forward-thinking, client-focused
advisory firms to enjg regulatory

dividends v. Consumers ae povided with products that gerform as fims hae lad

them to exped, and the assoated sevice is ¢ an acepable standadl and
as thg have keen led to exped.

vi. Consumers b not face uneasmalle post-sale barers imposel by firms
to change product, switch provider, sitbmit a daim or make a omplaint.

While the odcomes ae dear @ough, the FSA has notea presciptive almut
how these otcomes should & ahieved. It is very much placing the ous bak
onto regulaed firms © be poactive in cetemining best lusiness gactice.

This approad is inended to be a moe dfective means foregulaion in three
ways:

1. Meeing the six onsumer outcomes equires fims 0 engage &tivel in
detemining best pactce in almost eery alea @ their business.

2. Principles gve fims mae doice and gealr manceuviahility atout how
they meet the FS® requirements D dbwing a ¢tose and mae pragnatic
fit with their business pcesses.

3. Principles plae resmnsihility for key regulabry decisions a sanior
manag@ment, with trickle-down throughout a firm B athe than a fim
working aguinst its evn compliance dgpartment.

Peihaps the most imgrtant asgd of TCF is thedcus @ saior managment
to demonstrate kest pactice.In almost gery document recarding TCF, the
FSA has nuge it dear that it vill look to saior managment for signs d
successful implmentation of TCF B and it W be saior managment who
will be penalisal if a firm is failing © ddliver the appropriate oucomes.



The FSA has also dwit dear that it inends b reward firms that can she
they are taking TF ginciples saously. In its May 2007 TF pogress epott,
the FSA stat that ifa firm can émonstrate that it is teaing its cusbmers
fairly Ove will significantly reduce the lgd of testng we cary ou on the
firm® culure and at theansumer interfaceO.

Among our sirvey goup, the TCF initiative is onsidered one d the stongest
drivers d change in the dvisary setor (mentioned by 62% @ firms sirveyel)
alongside the pessire © move from commissio to fees.

The majoity o firms ae oncemed alout implementing TCF principles
successfuly. Howevera number of firms,notally smaler IFAs,take the vew
that they are alealy treatng cusbmers faity and should not hee © male
significant dhanges o thar approad or business maeds.

On the wole,however, adisoary firms ae pepared for making geater
invesment in thdr business andhangng business gactice.ust und half
(49%) eped to upgrack ednology and platorms,and 45% klieve they will
need to provide a letter levd of savice a quality of advice.About 40% d
firms B notaly those in the ndium-sizd bracke D &ped to tale a moe
team-basg aproad to dient managment.

Overnall, most fims welcome TCFE Only one in bur (27%) fims vewed it as a
threat o its lusiness B aqportion that was tpadly similar &ross dlsizs d
firm. About 45% d firms eped to provide a latter levd of sevice/quality of
advice in the faure.

Source:JPMAM Sirvey o Advisary Firs 2007/@donia

JPMAM viewpoint

The FSA isleatly intending © sbp firms sinking bek into Obsiness as uald
Implementing a pinciple-basd agproad to regulaion will, for same fimms,
involve a fundametal shift in cultre and lshaviours B notd mention an
ovethaul d the ompliane fundion, and sgtems and ontrols.Far same firms,
it could even force hange in seior managment if they cannot émonstrate
the dient-focusel, visionary and hidply engaged top-down quality control that
the FSA is dving for.

But for those dvisary firms that ae alealy wel managd and dient-focusel,
a move b mare rinciple-basd regulaion, such as TF should involve little
change and ptisuch firms in a higply advantageous position, with the gromise
of lightertouch supervision. And for those fims that wanta improve ther
business etivities,the TCF principles dfer a uséul and sesibde Hueprint

for action.

Overall we agee with the avisary firms we sirveyael, that principle-basd
regulaion and TCF will hdp to lift the quality of advice.We ae @mmitted to
doing al we can® hdp advisary firms d all sizs met the TCF requirements
and ahieve the lest pssille outcome r their clients.



2.3 MIAD and the drive In 1999the EU uneled its Financial &vicesAction Plan (FSAP) D its aitibus
. and vsionary ten-year pogramme o transbrm 27 naional regulabry regmes
for a slngle_ Ejropean into one sinde, bordetessFuropean financial seices maket.
financial market

The FSAP is aulge undertaking, comprising 42 gearate regulabry meaasres,
with a final implenentation daie d 2010.But the initiative that is binging
the oncept of European ontrol dosest® hame is MFID B the Mukets in

Financial hstuments Directive.MiFID is cesighed to ensure a sintg EU
TheThreat market in invesment sevices.Its impatt is heaiest br invesment firms,
brokers and @ales who want b deal coss-lorder.Final implenentation of

MIFID is sbeduled for 1 November 2007.
Regulatory conflict with Erope

and greater competition Far advisary firms that @ not hande dient money (who can aply for an

exemption) and who do not ransat on behalf of dients overseasthe direct
The Oppotunity impact of MiFID may appear slint. Howeverthe FSA has udehe diective
as the basi®f rewiiting its nduct of Business (COB)ules.As a eslt,
_ MiFID stll stands ¢ have repecussims in the wg avice is gven, notaly:
FSA-egulated firms seen as the

@old standad@n a single Eropean

T Sitability and apropriateness bproducts

¥
¥ hducements

¥ dient dassificabn
¥ (ient reporing

The nev COB look D alsoa tale défed from 1 November B wil mirror
MiFID by focusing @ key principles @ regulaion and mwing avay from
presciptive mules B an ggoad that mary advisary firms bcusel on best
pracice my welcome.

The FSA maintains that the UK hasabregulaed in the erritory occupied
by MiFID for almost 20 gars,and theefore financial poviders and
distributors hee ae far mae prepared for its requirements than thé peers
in othe EU manber staes,many o whom are nov experiencing regulaion
of mary asgds d retail investment seavices or the first ime. Howeverthe
tensions d trying to fit the UK®omplex retail financial sevices maket into
a hanogeneous Eiropean aproad are alealy being felt.

To take me xample,in mid-dune 2007the FSA unepectedy announed its
decisian to axe the hitial Disdosure Document and Ryment Meru B an
initiative © alow mnsumers b detemine if an alvise® osts vere fait
relative © the maket. While few IFAs daimed to find the mau and IDD d
ary real \alue,there is oncem that the mee reailted from pressire from the
European @mmission and a kanket resistane © gold-plate MiFID, rathe
than an gidence-basd judgement by the FSA.

There ae oncems this ould be the fist in a lag line d conflicts between
the regulabr and the ECgiven the uniqudy complex naure d the UK etalil
financial sevices maket, and it has ais@ doubts over the sirvival o other
UK-specific depolarised practices sich as the diffrantiation between
Oindperdent@Wwole d market@nd nulti-tie alvise's. There ae also
concems that MFID ocould prevent IFAs gving best alvice © dients uncer
the directive©nev siitability testsHoweverthe FSA laims that ag gaps in
MiFID@suitahility tests Wl be filed by its Teaing Qustomers Fairly principles.



Impact d MiFID on IFA asts

Of course where thee is n&v regulaion, there ae inevitably more @sts b be
borne,andthis is vihere the most ded impact of MiFID is likely to be #t.
Far financial fims that fdldiredly under MiFID, the FSA has estated that
median osts vill range from £10,350dr a smdlfirm to £7.2 milion for a
large firm. Far an alvisory firm that has pted out of MiFID, we would
assime that died costs would be a facion of these eghates.

Forty-five per cent of the alvisary firms we spke b, mentioned MiFID as a
key driver of change in the dvisory maiket in the next three yeass.But most
bdieve Eiropean egulaion will have sigpificantly less impet than othe
factors,such as Teaing Qustomers Rirly (mentioned by 67%) and the
pressire © move from commissian to fees (62%).

Smaller firms sem least oncemed with European egulaion, with only a thid
of firms with annual revenues é less than £1 nlibn citing it as a@ncem.
Howevera smdlnumber of firms said thg were becaming increasinty
nervous alout the managment of client invesments and vhat they should o
should not e ding to remain ompliant. Sane fims ae looking 1 ousource
the managment of larger,more @mplex dient portfolios.

But few advisary firms aear b be ®ncemed by the posped of a sinde
European maket in terms d competition: only ane in bur (28%) fims cies
new maket entrants as ady threat b its husiness.

Source:JPMAM S$irvey of Advisary Fims 2007/@donia

JPMAM viewpoint

A maja concem recarding MiFID is that it wil creae a hanogeneous Eirope-
wide maket in which only large-scale ass-lorder distributors can thive.
However, ve ldlieve this posped presats mly a faint theat b UK IFAs.

To dak,the UK has shan little appetite for adopting Eiropean-syle
bancassrane m a gand scale (geBancassrance failing © penetrate UK
distribution, on pag 24)Also the UK alvisory setor is highly specialist and
built on one-to-one EationshipsMiFID may gpen up ®mpetition for other
large-scalehigh-volume distibution modds, but it should hae margnal
impact on smaler, relationship-driven advice husinesses.

If anything, a sinde, highly regulaed European financial maet may goen up
valuabe goportunities b ambtious UK alvisary firms laking o export ther
brand d independent, holistic advice overseasMarkets sich as Spainyhich
lacks an in@pendent invesment advice industry, could offer huge potential to
highly qualified UK-basd IFAs.

In mary ways,requirements unde MiFID B sich as poduct auitahility B ae not
as fgorous as thoseethanded by the FSARPost-MiFID, bang an FSAegulaed
firm oould wel be sen as a gality mak for advisa's working overseas.

As we meantion dsevhere in this epott, we also \6lcome the dive bwards a
principle-driven agproad to regulaion. We Ielieve this will give vsionary,
forward-thinking advisary firms far geatr sope © engage with the regulabor
in a thoudntful, individual wg and eward them for real innavation.



Bancassuance It is hidhly questonade whether MiFID and a sinlg European
1t financial maket will mean sigificantly greatr compettion in the
failing to _penetrgte UK invesment distribution market, given the nmuted appetite or
UK distribution European-syle bancassane post cepolarisaion in the UK.

Datamaitor has esinated that bancassers,both sinde and nulti-
tie,in the UK hae sen ther market shae rise aly from 12.5% in
2001 b 18% in 2005 b andpeds that this pnetration will see aly
a fracional incrrased 18.5% lg 2010 (se Dagram 10 lglow).
Convesdy, the indepaendent advisory setor still acaounted for two
thirds d total life and nsion sales 2005 and Datanmitor
anticipated it would retain this poportion of the maket until at
least 2010/hile multi-tie maket shae is &pectal to increased
10%,only 2% d this will be at the xpense & the IFA market,
Datamanitor believes.

This is a maeed difference from othe European makets sich as
Oa . it Portugal, Italy, Frane and Spainyhere bancassane is the
ncassranc IS S prevalent distribution channd. The queston is whether the lov
unlikely to presat penetration is due b a peferemce ammg UK onsumers o transat
through IFAs,or simply because banks ki@ not ¥t chosen to tarcget
much threat b the A by s F

the UK saings and ivesments maket with any force.
complex financial- _ o
. . : Datamanitor suggests thatdw banks hee pu a sigificant amount
plannmg SeviCes In of effort into bancasgranae,and this is unlikly to change in the
which IFAs can rcdO near fuure.This is lecause the midl can ke pofitable anly if banks
can sH cheap poducts in high wlume.Very large banking

organisatons can d this,but it is difficult for smaler competitors b
follow suit, Datamanitor suggests.

We anicipate that bancassane qportunities mg expand in the
UK, particularly gven the Rdail Distribution Review® recet
proposals ér Opmary alvice@inked to a simple patee o low-cost
savings and ivestent products. Nonethelessthis is sl unlikely to
presat much threat b the mae @mplex financial-planning seices
in which independent financial @vise's ae albe © excd, and is
unlikely to target the same m&et sgments.

Diagram D: Bancassuers making maginal impact on the UK advisoy market

Source: Datamonitoy November 2006



2.4 The Fetall
Distribution Review and
new definitions of advice

TheThreat

Lowly qualified commission-based
IFAs to face moe competition flom
banks and other tied nationals

The Oppotunity

Highly qualified, fee-based advisory
firms to enjoy new leels of regulatory
support and market ecognition

¥ New types of adviser classification

¥ Reduction of the cost of
compliance management under
certain classifications - eg Pmary
Advice

¥ Introduction of Customer Agred
Remunemation and factoring
arrangements to assist mee to
recurring ‘fee-based' model

¥ Improved standads of
professionalism

¥ New mechanisms to identify and
manage liabilities

¥ Access to business-leal data to
risk-rate firms

Not al types d financial alvice ae the same and notl @avesbrs want o can
afford the same & of advice D a @ that the egulabr is increasinty keen
to acknowledge.

Prevously, financial alvise's hae tee defined by the sope d their
relationship b marufacturers B ied, multi-tied or indepeandent. In the fuure,
it is likely they will be dEfined by the sope and omplexity of their advice and
levd of expertise.

To this end, the discussio pape for the Retail Distribution Review (RDR)
releasd in line 2007has poposel that financial dvice e divided into three
levds d advice © meet different consumer needs:

Professismal Fnancial Plannes D the higest l@d of full financial avise
with the sope b alvise @ross the Wwole maket. PFR ae expectal to possess
the hidhest led of qualificaion and mg be required to attain artered or
Cerified Staus.

It has not leen staed outright that PFB would be recuired to work for a #e;
insteal the poposals gggest PFB enploy remuneration practices that cand
shown to work in the kest inerests 6the cusbmer and ae not infuenced by
the product provider. Eve more sirprisingy, the discussio pager has
suggesed that PFB ma not need to be whole-d-market basis andauld
recanmend a limited range d products. Howeve they might sill be albe to
cal themsdvesOindpadentO proided they can @monstrate pocesses that
ensure real fleedan from product bias in thé advice.

General Fnancial Plannes b the othetype d full advise being proposel.
These wuld not have the sameange and @pth of knowledge as Rfessimal
Financial Planms B nowould they be required to have the same V& of
gualificaion B lut they might siill have © adhee © improved minimum
standads,such as holding a [ploma in Financial Planningseneral Financial
Plannes ould work on a @mmissia basis bt would not ke atke © cal
themseavesOindpendentCas a esilt. Howevera dear caee path ould exist
for sameone wishing b progress fom being aGeneral® aOmfessimalO
Financial Planne

Primary Advice B poposea as the most basiori of regulaked financial
advice.Primary Advice would alow consumers a low to middle in@mes o
take guidane m actions that ould male a larg difference © thdr financial
situation, and @uld dired them towards a limied range d savings,
investments and potecion products. Structured as a mch-reduced and
therefore less-astly advice processit is hgped Primary Advice would dfer
providers an @portunity to price sich sevices moe attactivey for those
consumers who would othewise eceie no guidane at dl However,
staleholder-style price caping has iniially been regjected.

In addition to these egulaed advice sgments,the Thorese Review has
concurrently been assessing thedd d giving al sestors d the population
acess o free and unegulaked generic financial guidane, which wuld hapen
through Citizens Advice Bireau @ other not-for-profit organisatons.



Diagram 11: Potential structure of the UK advice sector post&ail Distribution Review

Managng liabilities

Alongside making an@visary firm's levd of expertise mae &plicit, the
Revew males tear that pudential requirements should ke nuch more
closdy wrrelated to a fim's pofessimalism and esouces.

This might mean that capital and/fansurane ove is detemined by, for
example turnover, advse numbers,type d advice,levd of complaints,
gualificaions and taining.

A risk rating sytem of individual firms ould also ke introduced where

oveight of smaler firms plaes a geatr rdliance o a wder network of
bodies,including the FSAnetworks,trade assoiatons and pofessioal
bodies.

In shat, risk managment recuirements should moe dosdy reflect the risks
posel by advisary firms.

Customer Agread Remuneration

To achieve geatr darity on costs and sgicesthe Review also poposel that
Cusomer Agreel Remuneration (CAR) should b aplied to as nuch as the
market as son as pssilbe. This would entail factory-gate pricing - where the
cost d advice is atirely sparated out from the ©st d marnufacture.Advise
and dient would then agee the l@d and patem of remuneration, be it
through fees @ commissia. It is hged this would assist fins who want b
move D a Be-basd reverue mald but who ale @ncemed alout the
willingness bcusbmers © pay for sevices in this wa It also stl allows
commissio to be levied but in the ontext of a 'fee-like' discussio between
advise and dient.

Higher standads d professiamalism

Overnall, the Retail Distribution Review has cééd for higher levds o
professimalism,with higher standads d competence and lghaviour in retail
advisary staffat al levds,to bring alvises mae into line wth other
professios sich as mdical stafflawyers and amuntants.

To achieve hidher standads,the review goup has call for an enhaned role
for professimal bodies,encouragng tham to recognise avisary firms that ae
committed to good standads,while dedining membership © poor ones.



We sirveyeal our cioss-setion of advsary firms kefore the gease bthe
Rdail Distribution Review discussio pager. Howeve mary firms were
alrealy anicipating new pressires m advisa professimalism.

About a third of firms telieve they need to have a tear dient proposition and
be sen as spcialists A similar poportion mentioned the imprtance d
se@menting specific dient propositions and écusing o fewe but more
profitable rdationships.Sxty per cent of firms kelieve they will need to
increase @visa productivity, and a similar pportion fed they need to put
greatr focus m training and ecruitment.

Source:JPMAM $irvey of Advisary Firms 2007/@donia

JPMAM viewpoint

The alvice maket is © sé to statify into disinct levds d sevice.However,
we sisped that the thee gadations d regulaied advice cescibed alove ae a
transiional proposal aly.

We sisped the regulabr will ultimately want b push avice into just two
camps D fimary Advice and ofessimal Advice. The inemediate Gaeral
Financial Planrreis,we sisped, just a holding pn for currently qualified
advses;those Vo ae not o a pogressio path b becaning Rofessioal
Financial Plannes,and who possessrdy the minimal FPC wglificaions, will
find life inceasingy difficult and thé professimal statis alvaded yet further.

In addition, given the enphasis i the egulabr on low wst and no
requirements  be whole-d-market, both the pimary and gneral alvice
sectors ae likely to be dominated by bancasgers and li€ @mpaniesThis
will put further pressire an low-reverue-generating independent advisary
firms b mnsolidae a exit the maket.

To aurvive,indepandent advisary firms will need to focus m top-tier
Professimal Financial Planmestatis B the iy advice sgment that will be
abe © cal itsdf OindpandentCand the aly setor where we elieve smalkr
firms can skl compete a@inst scale pjers in emrms d sevice and gpertise.

There ae ontentious issies aisa in the RDR discussigapr B notaly the
proposal thaDindpardentG&hould no lmger have b mean wole-d-market
(reseath has shan the \ast majoity of consumers elieve that incependent
means andvise can ecanmend ary product or provider B and this should
continue).But we welcome proposals that fins attaining the higest led of
professimalism wil enjoy aOrgulabry dividend@n the orm of lighter-touch
regulaion and laver capital @equacy requirements.

This aproad offers eciting gpportunities b forward-thinking advisory
firms,and siggests a gruine @mmitment by the egulaor to support
highly professimal alvise's and gze than the ecogition they deseve in
the maketplace.




2.5 The rise of wap The iise in aline plaform tedinology is seto transbrm the wg that
advise's erate and hav they interad with ther clients. The wap @ncept

teChnO|Ogy has leen in existence or only a &w yeass in the UKput is a natral
progressio from the icka d a fund sipemarket that dfers a limied range
of invesment choices.
In theory,a wap alows an dvise to manag e/ery stag d the dient
The Threat relationship a a singe aline plaform B fom reseashing funds ©
transa&ting, from managng asseallocaion to reporing and maitoring

perfomance.
Fund supermarkets to captu

more market shae

The Oppotunity

¥
¥
Independent firms that can diff@ntiate ¥
¥
¥

It is debatalle whether the perfed wrap et exists,but if it does it should:

+#

Offer all possitke tax wappers (ISA,PERs,SIPR and ivestnent bonds)
Hae no limits m availade investnents

Offer comprehensive rtfolio planning tax planning andeportng tools
Alow full portfolio look-through across dlinvesment wrappers

B acessite by both advise and dient

Offer flexible remuneration options that can é tailaed to eah dient

themseles through the quality of
their advice can quickly achievscale

By moving al administration and eporing onto one plaform, advise's
should in thery harte mae ime and esouces b dewte D value-alded
activities sich as dvising dients, attracing nev prospeds and making asse
alocaion decisians.

A plaform should also P in tbhey D at least makt easyd take ation if a
recanmended fund performs porly or if market conditions cemand a
change in stategy B futher enhancing the lent relationship and hiping the
advse demonstrate alheence b the FS® TCF ginciples.Finaly, a wap
platform alows a fim to enbed capital alue within the firm, thereby
providing a vable it strategy for their business.

Plaform tedinology is alealy dominant in fund distibution in Australia and
the USlInitial predictions that waps veuld quickly acaount for more than
70% d UK retail investnent business no afpear ecessie.Mary advisory
firms ae doosing b hold bak from the more © wrap and this is
understandale for the bllowing reasas:

1. Transitioning legacy lusinessb a wap® \alue is fuly realise only if all
of a dient® asds can ke héd on it B induding &isting investments. Sane
invesment providers ae poving highly ameabe © moving legecy
investnents acnto new plaforms;others ae not.Persiading dients
re-regster asstes may also le an upill task.

2. Operational risk b avisory firms ned to consider the gerational and
potential reputational risk if their chosen platform runs inb problems;or
how easy it isat move if sevice a functionality is simpy found waning
compared to compettors.(In more alvaned wrap makets sich as
Australia,the nam is br advisa's © use tw or three plaforms © capure
a wider range d sevices and diersify risk.)

3. Costb using a vap platorm may increase theast d advice and dvisa's
will need to be sire that the @monstrade Odded valueQ fothe dient is
worth this.



But the @ommercial and egulabry pressires m advisary firms o
demonstrate lusiness fiiciency and ahieve e&onomic scalemeans thatdw
can afbrd to resist wap platorms r long. This is esgcialy true nov that
the FSA hasnelorsal the use bplatform-basel sevices b improve dient
savice and D adt initial cmncem D has@epte that rans&ting most tient
business b one wap plaform does not neessaity conflict with an
advisa® impatiality.

As a eallt, while initial edoption of wrap has ben slov amang IFAs,eaty
adoptes mg quickly reap a ompetitive alvantagp.

About half of the alvisary firms we spke 1, said that dopting a wap
platform will be citical © ther future siccess B adgor second only to
moving to a kecurring reverue steam (60%)About half (49%) eped to
upgrack ther tedinology/move b a wap platorm in the near fture.

Interestngly, it is the smadést fims and largst fims that ae most onvinced
of the value d wrapswhile fewe mid-sizd advisary firms cied them as a
critical siccess fator for their own business.

However, cacem is pevalent over the diability of these ne plaforms.More
than a thid (37%) d advises mantioned wrap/technology faiure as ady
business theat b a figerthat nse 6 mare than 50% ammy smder firms.

Same fims hae stated to move thér high-net-worth dients anto these
plattorms - and these arthe tients they can least aifd to lose.

There is also@peral mncem alout misuse @ portfolio managment and asde
allocaion tools.Wrap platorms ae wecomed by IFAs as a meanerfadvises
to talke cn a mae hands-a role in invesment manag@ment - but only if an
advise has the xpertise and atlnorisaion to do so

Source: JPMAM Sirvey o Advisary Fims 2007/@donia

JPMAM viewpoint

The poliferation of wrap/aipemmarket platforms is alealy creatng scale
players who ae séto dominate the gecution-only investment market. While
there ae almut six © ten plaforms shaing the maket today, we ae likely to
se this educe b perhaps thee dominant players B as has hagned in the
US andAustralia.

Most incependent advisary firms will be unalbe o compete with transa&tion-
basel firms m this scaleThey will therefore hare © work extremely had to
communicae thér added value b consumers.However, adisary firms may
be alte o benefit from theO@so dfect® the nev demand br persmalisel
sevice that is aeaed when large,more impersanal, firms dominate the
market.

Howeverthis doesrtdmean gjecting plaform tedinology. I is likely that
more and moe ed-savvy onsumers wll want the onvenience d platform-
basel invesment managment while stll receiing the aded value d
professimal, persaalisal indepandent advice.We hae dubbed this malel



OTe hvesment Drive-in(and it ©uld potentially be a luge maket for
independent advisary firms b exploit (see 3.3 D Hine Yoursdf. Three
invesment advisary propositions).

Whether or not advisary firms male plaforms a ore @mponent of their
client proposition, we kelieve it will be essatial for firms d all sizs b adopt
platform tecnology to sane etent in order to control operational @sts.
The @portunities that pldbrm technology dfers,to alow firms b
outsource nan-core ativities and dcus maoe m revene-generating
activities,cannot le ighored.

Wrap edinology will lea to larger-scale pigers in the dvisary setor as vell
as the wecution-only setor. We telieve it will also led to more ocus m
marketing, as avisas will have © work much hader to differentiate
themsdves and anvince irvesbrs d ther value-added proposition.

However, mce potential dients hare been convinced, the wap plaform has
the tential to improve retention: invesbrs mg fed less inkined to move
once they have al their invesments in ane,neat,consolidatd portfolio.
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3.1 learning from
the US

A thriving and wholly independent advice sector is essential to
the health and diersity of the etail investment market in the K.
But while some firms hag the potential to thrive D others a set
to fall by the wayside.

In this setion we assess the @iutes @ the fims that ae likely to prosper in
future yeass,given current regulabry and ommercial ressires.To do this,
we hare talen a laok at rends in the USdvisary se&tor, a maket that D wvhile
beang much larger B is most similaotthe UK in erms d commercial
dynamics and ivestnent culture.We hae then assessdethe attibutes that
will hep to embed most alue in UK avisory firms.

We also wanta put forward a rumber of different advisory business madds,
that have the ptential for sustainalle gowth in the etail financial maket
that is curently evolving. We telieve thee is bom in the maket for a wide
variety of advisory firms d different sizs,but their client proposition must
be dear

Finaly, we hae onsideral what the assamanagment industry can @ to
support advisary firms and the clients in what ae likely to be dallenging
yeas ahed.

In 2004/05)PMorgan Assé Manag@ment conducted a majo survey into the
stak d the US dvisay setor, studying the brees that onfront it. The
findings ae interestng, because the ale dfinitive asa the attibutes @ the
advsary firms that vill prosper in the fuure B and those thatlwnot.

While being much, much larger,the US iwvesment advisary mariket offers a
valuade mmparison to the UK maket for a rumber of reasos:

¥ The ned for persmal pension provision due © limited stagé retirement
support means indiiduals hae teen forced to becane ©eatively
sphisticated alout invesment matters.

¥ There is videspeal adoption of equity investnent and quite @mplex
savings poducts.

¥ The oncept of a hichly regulaed indepandent advice setor is well
estalished, with a hisbry stetching back three decades.

We Idieve that mag o the lessps leant from the US candtansmsel to
the UK maket, at leastd sane cegree.

Current drivers afecting the US adisory market

UK IFAs @uld be forgiven for looking enviously at the USdvisary setor
which, for almost tvo decades B vm 1980 ¢ 1999 Brgoyed sanething of a
golden period. Thanks b booming makets, plentiful clients and lev bariers
to entry, the alvisory setor flourishel. The stength o demand meant that
the maket mana@d to remain hichly fragnented, supporting advisary firms
of all sizs.

Howeverthe study identified that,since the mid ¢ late 1990sa number of
forces hae bean at work to aler the @mposition of the US dvisory s&tor
dramaicaly:

1Back to the FEiture: The @ntinuing Evolution of the FinanciaAdvisory Business B JRivgan Ass¢ Managment and
Undisoveral Managrs,uly 2005



OThe brees shaping
the US maket are
commercial rathe
than regulabryO

1.New entrants

Sores & new compettors hae entered the financial dvisary setor in the US
in the lastén yeas. These inlude nev wealth managment sevices @ banks,
insurance firms that ae atempting to cnvet ther @agiveQtied) agnt
networks intob wealth managment firms.Seurities Woking and lav firms ae
also inceasingy looking o offer financial planning anddyvice.

2.Regpadkagng df tr aditional competitors

Wirehouses (napnal trokerage firms) and egonal troker-deal@s hae
re-engineered ther sevice dferings © appear ery similar o those ©
independent financial avisary firms.It has leen had for uninformed
consumers o differentiate the dferings,and thér marketing and averising
capalilities hae alowed them to compete with independent firms \ery
effectively.

3.Technology

As with wrap plaforms in the UKtechnology is héping to increase the
efficiency d larger advisary firms by creaing geatr capaity to focus m
reverue-generating ectivities.

4.End d the hidden subsidy

During the 1990s ragng hull market alowed advise's b look forward to
12-14%increases in awal reverue as lient asses agpreciated in value.As in
the UK, the siddendrop in revemue sine the maket correcton in 2000 ook
mary US avisary firms ty surprise and Bof the first ime D laid ba the
impact of rising erational @sts.

Future addifonal likely pressires m the US adisory market

Alongside the abve Dur forces that hee alealy stated to reshag the
industry, the repott identified three fuure factors that ae likely to further alter
the eonomics and sucture d the US dvisary business wer the malium to
long M. To dake we hae sen little evidence d these in the UKhut they
may wel becane an isge,as pessire gows br greaer professimalism amag
advisary firms:

¥ Rapidy rising epedations d key enployees at larg alvisary businesses
and dcemands or equity owvnership

¥ Pessire m alvise salares,driven by gowing demand br experienced
advice pofessimals

¥ Hgher general gperating asts diven by inflation, salay inflaton, and
greatr regulabry and ompliane osts

Qurvivors and loses
Our US epott suggestd that the fators lised alove hae brutally polarised
US alvisary firms into two groups with very different survival prospeds:

TheOlve<D these arfims that ae pofitable and hee the ptential to gow
and &olve as hsinesseJhey hae stong Ing-tem prospeds and ptentially
great \alue as eterprisesThey male up albut 6% d the US dvisary industy
and indude al firms with more than $3 milon (£5.9 milion) in revemnue.
They also intude most mid-sied firms with annual reverues & $1 milion-
$3 million, plus a smalpercantage d firms with less than $1 niibn in anrual
reverue hut more than $25 miilon in asses under managment (AUM).



O%e is apectal to be a
key fector for survival
in the US D @rhaps o
a far geatr extent
than in the UKO

TheOlwe NotsCD these artusinesses thataunpofitable afer paying
thelr owners a maket-levd salay and hae few resouces b fund ther
growth and eolution. These bsinesses ke little @ no enterprise \alue.
This goup indudes 94% ball industry paticipants and a&lfirms wth less
than $25 miion in AUM.

Given this polarisaion, the report anticipated that the US @vice industry is
likely to rationalise inb a stucture where it is edminated by 25 b 50 scale
competitors.In addition, 500-600 fims will continue © gperate as mid-sied
OpecialisO bsinesses (at least $550lioml in assts), whose ompetitive
adwantage will be ther niche epertise anddcus o syecific dient groups.

Attributes d future siccess

It is interesing to note that dlthe brees cedited with reshaping the US
market are @mmercial B Wereas in the UKdvisary firms hae hal to
contend with massie regulabry chang as wl. Howeve in both markets,
change is brcing firms © reMew how they @nduct and manag ther business.

Cleatly siz is &pectal to be a ley fector for survival in the US @visary setor
D mrhaps b a far geatr extent than in the UKFor although mnsolidaton is
also ineitable in the UKwe kdieve the UK maket will still be albe 0 support
smal, local avisary firms,provided ther client proposition is dear and thg
are qerationally dficient. Where the UK and the US maverdap o a geaer
degre,is in the attibutes that were identified as ky to survival in an
envdronment of rising @sts and geatr competition B namly:

1.Reveme gowth: To keg up with shaed owvnership, rocketng salaies and
higher operating sts firms will be forced to focus m reverue gowth.
Companies that cannoustain everue gowth on a yearon-year basis ar
likely to fal out of the pidure rapidy.

2.Invesiment expertise: The end of the kull market means inestnent
sdection can no loger be an abitrary affair that is likly to siccea whatever
choice is mae.Advisa's nmust nov ddiver/hire real irvesment expertise in
order to mezt dient goals (and inarn hdp maximise evenue through
appreciaton in dient assets).

3.0utsourcing: To maintain pofitability, advsory businessesiit need to
se@ment thear current activities inb two types & function: high reverue and
non-reveme-generating. Non-reverue ativities wil be vewed as gtraneous
and as far asogsille will be ousourcel.

4.Client capure: To maintain leeds d reverue gowth, firms will not only
have © be alte o retain and gow asses for existing dients;they will also
need to maket effectivey and &tensively to capure nev businessThis
will becane mae important as theate d demand br clients stats o
outstrip supply.

While the ¢rnamics andampositon of the maket are sanewhat different,
these attbutes ma be essatial to future gowth in the UK avisary maiket
as vel. In the net setion, we assess the rfiutes that UK dvisory firms
bdieve will be citical © thdr future siccess.



3.2 Attributes for
success in the KK
advisory market

Diagram 2:

As weQw leant from our own reseath, IFAs aross the UK ar leanly avare
that sane ypes @ advsary firm ate séto prosper, while othe's will find life
increasingy difficult.

In this setion we assess the rltiutes that a likely to offer advisary firms in
the UK the lest @portunity for future posperity.

What will be the attributes of advisoly firms that are likely to prosper in the future?

Source: PMAM Suwvey of Advisory Firms 2007Aglonia

1.Recurring reverue (trail or fee)

Upfront initial mmmissian has lecane inceasingy demoniseal by the
regulabr, same tade lodies and the mba B and its ga nav look
numbered. Overwhemingly, adusary firms kelieve ther future siccess dies
on a husiness madd that will support recurring reverue b k it from trail
commissio or fees.

Ultimately,howeverthere is a sbng qinion that e-basd advisary firms
will be the mostabust sirvivors.Firms that ae ontent to remain a the
@iddle ungd of prafssimalism (those &ng dassd asGeeral Financial
Plannes(n the FS® Retail Distribution Review) may be atte © exist as
commissio-basel businessef sane ime.But firms that vish © be viewed
as bp-tier professimals (the Rtail Distribution Review® poposel
Professimal Financial Planme) should assne that the pessire © becane
fee-basd may becane inense in oming yeas.

But as veQw said lsevhere in this epot, there ae likely to be diidends fom
gang fee-basd. Given the nev regulabry focus m dient outcomes firms
that work for a e mg find themsdves sbject to less egulabry scutiny D
and with far less ous b prove they are Oteaing cusbmers faity® than fims
that @ntinue D insist @ commissia.

2.Efficient processes and easttsive use bwrap tecnology

In the fuure,operational dficiency wll be essatial in order to minimise
costs hdp enaure op-flight dient sevicing and b alow firms b focus m
revernue-generating activities.As we meantioned in Scfon 2.5,the gowth in
plattorm and wap ednology will be ess#tial in this esped, evantualy



allowing alvise's true staicht-through processing andmdine integration of
front and bak office ativities.

As in the US (s%cion 3.1),sane alvisary firms mg want b wnsider
outsourcing nan-core ativities b maintain gerational dficiency.

OThe most posperous

firms will be those o _ _ o
3.Long-term financial planning and sbng dient relationships

that can culivate Given the gessire b move © recurring revenue,mary alvise's tkdieve the
Iong-term dient most gosperous plyers in thér sector will be those that can citate lang-

. .z term relationships vith their clients,building up reverue gowth over mary
relatlonsh|p© yeas.The bcus wll shift from sdling one-doff products o preparing dients

for different lifestags.This means thatdvise's ned to have adrade ©
graveOnderstanding @ their clientsO regjrements.

But firms will need to spend resouces @ building up aOapportO \ith dlients
to ean the statis d trusted advise. This means loking beyand the
conventional factfind and guining a @ understanding 6 each dient® life
gaals,ther priorities and thie values.

Admittedly this tales ime and esouces D suething that avisary firms
already fed they have in shot supply. Bu, as mationed alove,advances

in plattorm tedinology should fee up @viseas © sgnd more ime
relationship huilding. Moreover, adisary firms that @ this wel will be
rewarded with a dient relationship that mg be sistainel across famy
generations.Ultimately,more alvisary firms ma becane dose in nature
the family dffice sevices that pvate banks mvide or high-net-worth dients.

4. Segnent specific dient propositions

Echoing the FS@ poposal or different levels o advice,mary avisary firms
are onsidering how they can dfer different dient propositions B fom full
holistic wealth managment to take cae d a dient® btal financial planning
to swft simple guidane when a dient simply wants & knowv which product
or fund to séect.

Segnentation could also mean magng Ehemes of adee r different
types & client B fom saving for retirement, to saing for children or sdool
fees,or investing tax-dficiently. Bu the ae glden rule is that ptential
dients nust dealy understand vhat a fim® poposition is,which brings
us b the nat point.

5. Strong matketing and @ommunication

In our survey of advisary firms,it was arprising hav little importance was
attached to puHic percepion of their businessfFewe than ae in bur firms
beieves that band and eputation are citical © its fuure siccess.
Unsaurprisingy it is the smést avisary firms we spke © that pu the least
emphasis a Otand@nd ompary image. Thirty per cent of large fims bld
us the believed a stongly wrporate culure will be neessay to succed in
the fuure,but this fell to less than 10%f emal IFAs.

It is uncerstandale that smalfirms fd it is inagpropriate or a @mpary o
just a éw peole  talk alout themsdves in erms d a lrand @ corporation
D o perhaps &d that overt branding is at dds wth the Opradssimal statsO
that advisory firms ae laoking © achieve.But a stong identity and tear
client proposition are \ital for firms d any siz2 b and M becane e/en more
important if the alvice maket stratifies inb a omplex aray o Professioal,
General and Pimary Advice dhannds.



drirms ma have © hire
in highly qualified
individuals b be
resmnsikde for client
asseallocaionO

On the pus sia,given that so little imprtane has ben attached to
marketing and anding ly the incependent advisary industry to dag,this is
one setor where onsumers  not et fed overnhemed by competing
marketing messags.lIFA businesses thabdnvest esouces in th& brand
and maketing, may be albe o ben€fit from ealy-mover staus.

6.Focus and gantify quality of advice

IFAs gnerally agee that fims nust ke alte tb demonstrate real @ded value
in their advice B g hav thar recanmended invesment portfolio has
performed aginst ompetitors and the maet; to what extent they have
managd to shiéd dient capital fom market downturns;how successfuly
they hare me a dient® inome targt. With the nav regulabry focus m dient
outcomes,IFAs will need to be ranspaent alout the resilts d their advice.

In addition, the prevalence d wrap ednology is seto creak mae d a level
playing fidd in terms d sevicing; advise's will instead have © differentiate
themsdves though the skils they bring to these n& tools.

The sumbling block hee is vinether advisary firms hae sifficient
invesment expertise in-houseSane fims mg have © nsider hiring in
highly qualified individuals b be respmnsible for client asseallocaion and
portfolio managment; others mg need to outsource investnent expertise
or incorporate third-party modd portfolios into thar recanmendatons.
Howeverfirms that can émonstrate and gantify the \alue d their advice
are likely to enjoy the stongest picing power.

7.Collegiate @mpany culture

One d the higgest isks an dvisary firm faces,is the wtential loss dclients if
an alvise leaves the fim. To limit this risk and impove the eerall depth and
brealth of advice,mary firms B paiculady medium and largr firms b sa
they are looking o place geatr focus o team-base dient managment and
enaure the tient experience is speal throughout the firm. Rermuneration
base on mllective rathe than individual alvise success culd hdp to
promote this aproad.

Firms that ae atte o Ombed@lients, by holding dl ther asses m a singe
platform, are also likly to enjoy improved dient retention.



3.3 Define yurself:
Three investment
advisory propositions

Diagram B3:

Regulabry and ommercial pessires ae diiving towards a ne leve of
stratification in the UK alvisory setor. The FS@ Rdtail Distribution Review
paper has econmended that alvise's ke diided into three goups,basé on
their levd of qualificaion and the beadth and aepth of their advice (se

Secibn 2.4).

But putting regulabry proposals d one siak,we want © focus hee m the
advice madds that can wrk not simpy because thg meet regulabry
approval, but because the doffer a madd of advice that eal sgers and
invesbrs want © use and pafor.

As IFAs hae bld us,the key to an invesment advisary firm® sirvival will
be its allity to doffer a dear, differentiated proposition. Here ae three
indepandent advisory propositions that ould work in the future.

Potential models for successful advisoy firms

1.The Investment
Drive-in

2. The Bespoke
Boutique

3. TheTotal Wealth
Megastore

Target client

Mass affluent

Mass affluent/
high net wotth

High net woth/
Ultra high net woth

USP Technology-led Personalised one-to- Complete vealth
investment selection| one investment guidance| management
and asset allocation| with focused specialism

Client: R ratio (typical) >250:1 <250:1 <100:1

on specialism)

Scope of advice Investments Highly specialist Investments, tax,
only debt and personal
financing
Investment focus Pooled only Securities pooled Securities, pooled,
alternatives (depending | alternatives

Scope of poduct
recommendation

Whole of market/
multi-tie

Whole of market

Whole of market

performance-based

Asset allocation Model portfolio Bespoke Bespoke

Use of platforms/wraps Very high High High

Client interaction Low touch \ery high touch High touch
Branding High Discreet High
Remuneration Transaction-based/ | Time-based Time-based and

AW -based fee




OAdise's working for
Bespke Boutiques
will be inionated
thought lealers in ther
area d specialisnO

1.The Invesiment Drive-in

Designed for the gowing number of savers and iwesbrs who want swit,
simple alvice m the lest-d-breal investment opportunities &ailalde,with
minimal time sgnt on persanal interacton.

We Idieve this mald will appeal b younger, teh-sarvy, time-pressd dients
who want b male informed invesment decisians tut haven@got the ime a
inclination to gathe that information themsdves At its best,the Investnent
Drive-in will offer all the @nvenience d an mline fund sipemarket with the
added value d persmalisal, indepandent invesinent advice.

The hvesment Drive-in will make maxinum use 6 platform tecnology,
giving dients remote kut intuitive a&cessd recanmendations,portfolio
valuations and daijl updages & new investnent opportunities.

Howeverthe Invesment Drive-in will differ from estabshed execution-only
supemarkets, by gving invesbrs the eassranc that the écnology is
undempinned by real uman alvice and guidare The investnent Drive-in
cannot ely on tedinology to do al the work for it: to retain dients,resouces
must ke spnt on persanalisel asseallocaion (althoudh this ma be base on
modd portfolios) and makinglents fd that they ae keing kept one sep
ahea of market devdopments. The motb for the Investnent Drive-in must
be Otdmology with a tuman face.

Stuctured successfuly, the Investment Drive-in will be albe © maintain a
high ratio of clients b Ris.It is likely to fundion on transation-basel
remuneration, with clients gven the @tion to pay an aditional fee or an
annual review of their portfolio.

Key dhallenges
¥ Neds b work had to differentiate its poposition from execution-only
online fund sipemarkets.

¥ Must @mmunicatke the dded value d persaalisal advice and ative asse
allocaion from highly qualified investment professioals.

2.The Bespoke Boutique

This is a hig-touch business mad driven by dose rsaal relationships
between advise's and tent. Its focus o persanal relationships means it is
likely to work principaly for time-basd or fixed monthly fees,not
transation-basel remuneration.

The Bspke Boutigue mg not have © be al things b al pegle.It may
be albe to offer a \ery high levd of specialism that nither of the othe two
modds indicatd hee can ffer. It may even be usd as ly these othe
businesseotousource hidhly specialist investnent activities.

We would exped advisa's working for Bespke Boutiques b be ginionated
thought-leaders in thér area d specialism anda@ use tade and hi@-level
consumer press o huild brand avareness.

To ensure maxinum time is spnt on building up persaal relationships,
the Bespke Boutique neds b male ful use dtechnology and thid-party
providers © ousource nm-reveme-generating activities.However, we
anticipate that most leent interacton would be face © face.



Key dhallenges

¥ Stong persanal rEationships mean that thdient assciates the fim only
with an individual alvise; work needs b be dne b extend the dient
experience b the whole firm to enbed the eationship

¥ Must focus o chosen area ¢ specialism and targ dient base B and not
be Empted to try to capiure every type d potential dient.

3.The Total Wealth Megasbre

The Dtal Wealth Mecasbre nust ke a btal ane-sbp shg for financial
guidane r its dients,but one that manags b retain presige and a sese
of persaal rdationship

Targeting the hidn-net-worth to ultra-nd-worth market, it will compete with
private banks and othdraditional wealth managrs.lts @mpettive elge
acpinst these esthdhad prestgious fims will be its gnamism.The Ttal
Wealth Megasbre is not limied to products from a paent bank,but is alwut
maintaining ful independence and agressiely séecting best-d-class
opportunities fom across the maet. The Otal Wealth Megasbre nmust e
about choice B in hwv dients transat, how they can eceie alvice and hav
they pay for these swices.The Ttal Wealth Megasbre must dfer a levd of
choice and sevice that &éw banks ould afbrd to maintain.

But to maintain this ommitment to choice,these bisinesses ied scale,
extensive dient reach and hidnly integlated RI ttams oveling a lvoad range
of core and sgcialist investment expertise.

We anicipate aly a smdlhandful d firms working on this madd. Sane my
becane natonal krands;othe's ma have a egonal focus.Sane mg ome
about from smaler firms janing forces.But howeve it is formed, the Total
Wealth Megasbre nmust dfer a onsisent brand and bent experience.

Key dhallenges

¥ Neds b differentiate aginst estalshal wealth managment sevices ly
being mare d/namic and agyessiely séecting best-d-breal invesment
opportunities.

¥ Maintaining doice in every asgd of the dient experience.

¥ Reruiting sufficient numbers d invesiment professimals.



What about siz?

IFAs hare managd to retain a 66% shard the UK etall
distribution market and ae epectal to retain this maket shae or
the maium term. Howeverthe rumber and sie d firms ould
change significantly over the net five D ten yeas.

Consolidaton in the alvisary s&tor appears inevitable. More
stringent capital @equacy requirements, higher regulabry wsts and
general pressire m profitability ae likely to put increasd pressire
on very small advisary firms,while factors sich as the dvdopment
of wrap ednology and egulabry sipport for primary avice
channds will facilitate the gowth of larger firms.

More than 40% bthe alvisory firms we sirveyal beieve smdlfirms
will go out of business as scaledomes maoe important, and 36%
bdieve msts vill increasedr smaler firms.Sevaty per cent of firms
with reverues lglow £1 milion a year ae seking investnent, to sdl
their business oto join a largr firm. This figure dops b less than
30% amag firms with reverues & more than £1 milon. Baween
40-50% @ firms se aganic gowth as th& greaest gportunity to
adiieve scale.

Currently, firms with annual revemues @ less than £1 mibn malke
up 95% @ the UK IFA market. However, ve esitnate the poportion
of firms with annual reverues lglow £500,000 iN drop by alout
15% /e the net five D ten years,leading © an inceasd market
shae for firms with revenues é £1 milion plus b 17%.

Diagram 14: Low-revenue advisoly firms set to exit the market

Source: Curent structure data fom Matrix Data; foecast structue based on BMAM estimates



3.4The OHaas@nd the Fo owners d advsary firms,the ulimate oncem is ther exit strategy and
A =, . how to maximise &lue flom thdr business b lether by sdling to fellow
OHay NOtSQ\/aluatlon directors,to a tade luye or to a financial bye such as a enture capitalist.
of advisoty firms

The curent pressires @ the alvisory setor are likely to reailt in a gowing
dispaity in the \alue d firms.Basel on the likely drivers d change ctailed

in Part Two o this report, we askd Cydonia, a @nsultancy that spcialises in
valuing alvisary firms,to assesshich firms ae likely to increase in &lue and
which ar likely to dedine.

Cydonia identified the ley drivers d valuation as bllows:

¥ Assds under advice D the glue attehed to asses under advice and fims
focusa on long-tem financial planning W continue b gow as
acaquirers/monsolidabrs bcus mae a the levd of assts under advice and
less a a fim® reveie and mmber of regstered individuals.

¥ Assés per dient D the@sses per dientOatio will becane an inceasingy
important deteminant o value as byers sek b build businessesitt
high-quality advise's bcusel on dients d a @rtain nd worth.

¥ Client retention B fims that can eémonstrate siccessio planning and
client relationships héd with individuals &ross the bsiness Wi attract
higher valuations.Given these aluation drivers,the pofiles d Otdve@nd
Olve NotO adsory firms in the UK candsimmarisal as 6llows:

Diagram 15:  Profiles of OHaa(and OHaNot@dvisory firms
The OHagO The OHavNotsO
UK advisory firms set to in@ase UK advisory firms set to decline
in value in value
Normalised pofitability* | 15% or moe 10% or less

At least 50% of evenue derived
from initial commission
Limited ability to povide long-
term financial planning

At least 75% deried on a ecurrent
basis B tail commission or fees
Caefully consideed end-client
propositions with ability to piovide
long-term financial planning
Caefully selected poduct providers
and fund managers with sbing
performance ecord and abae-awerage
intermediary and client sericing
Team-based

Strong focus on taining, competence
and leading-edge compliance

> £175,000pa

Market activity as at Q2 2007

Revenue structue

Client proposition

Supplier market Reliant on pioduct sales fom
providers that pay high ates of

commission

Client management
Regulatory standards

Single advisetbased

Minimal training, competence and
compliance standads

< £100,000pa
The likely alue of these firms is

Productivity per R
Likely valuation

suggests firms of this pofile are
now selling for 6-10 times BT, or
1%-3% of assets under advice.
Firms in total contol of assets
under advice ae achieving een
higher \aluations.

2-4 times BBIT, or 0.5% of assets
under adviceThe best hope of a sal¢
may be to a povider or a platform
offering a puchase of assetsThe
current awverage price for this typeof
buyer is three times tail.

*Based on earnings befa interest and tax (BBIT)

Please netthis anajsis aes not ondude that thee is a dtical sie or
firms.In the UK,we elieve the led of productivity for each advise, how
reverue is @rivad and the led of profitability will be mae important than
the overall siz d the fim.



3.5 FTofiting from The ontinued strength d the indepandent advisory setor is essetial to the
. ongoing health and diersity o the assemanagment industry in the UKAs
partnership: How the  y "FSi hasqinted ot in the Reail Distribution Review, tied advice may be
iInvestment industry  appropriate or simple poduct guidane, but professimal wide-rangng
can he|p the FA advce is essial for more @mplex financial-planning neds.

Without highly qualified independent advise's,it would not e @mmercialy
possilbe for assemanagrs b maiket mary o their non-core investnent
approadies andxplore hidhly specialist investnent opportunities.For
example thanks b the avent of regulaion such as UCIE lll,we ae seing
more @mplex financial edniques l@ing exported from the
institutional/investnent banking aena © the etail spae,such as lmg-shat
strateges,tactical asseallocaion overday and absaite return.

These pweiful but complex ideas cand usd to the tenefit of mary retail
invesbrs,but they require the eersicht of knowledgeable and &perienced
advses if missdling is b be avoided. Without an estalished and thiving IFA
sector, we kelieve regulabry pressires vould force a far moe limited paldte
of investment opportunities m UK mnsumers.

It is theefore incumbent on the asgeanana@ment industry to hdp ensure the
future welbeing o the independent advisary setor. We tdieve the asse
mana@ment industry can apport advisary firms in the éllowing five ley aeas:

1.Flexible and tanspaent pricing

In recent years,the investent industry has spaned an aray of
overcanplicated chargng stucturesWe telieve assemanagrs should &er
invesbrs and inemediaries a lear, consisent and unomplicated pricing
structure an ther fund range,allowing alvise's and thée clients mae doice
in how they agee © be renmunerated.

Clarity can e ahieved by having consisent total expense atios aross dl
funds,and onsidering shae dasses that arexpressy desiged to work with
fee-basd remuneration. More assemanagrs should ewvard large and lmg-
term retail dients by providing shae dasses that ka lover fees depadent
on the sie d invesment. Greatr use @ perfomance-basd fees vould also
align advise interests wth those @ their clients.

2.Education and training

Training and pofessimal devéopment can ke a lig drain an an avisary
firm® resouces We telieve it is incumient on al assemanagrs o hdp
shoulde this burden, by providing training and @vdopment on key
invesment issles.This means not simplproviding product-specific guidane
b hut offering mmprehensive, highly professimal training in al aspeds o
invesments and makets. This training tha needs b be sipported by
comprehensive angoing guidane an market and e€onomic trends.

3.Client education

The FSA has iticisal the inbrmation @synmetry(eween consumers and
advisas D the fd that alvises knav mare alout which products ae siitable
than ther clients.While it is impssilbe b exped consumers © be eualy
educaed (arny mare than ve should gped a patent to be as kneledgealle
as thé doctar), it is in the inerests dall of us b creat informed, interesed
end-invesbrs.



Working @llaboratively with advisary firms b educae curent and
prospective dients in the imprtance d inteligent financial planningshould
be a piority. Education can tak plae in the wrkplace,through evening
seminars at an dvise® pemisespnline and though the pess.

Ultimately, adisary firms should b vewed as altannéd for disseninating
the investment insight built up within an assemanagment firm b as el as
a means fodistributing and avising o its products.

4.Collaborative product devdopment

Advisoary firms should not simpl be usd as altanné to sél products,but as
a \aluabe inpu for shaping lient solutions.A great poportion of products
launched by the asgemanagment industry should te diven and shagd by
the indepandent advisary setor, designed expressy to meet the neds d ther
clients. This in wurn might leal to greaer take-up and Gent persisency.

5.Marketing

As an indistry, assemanagrs sgnd hundreds d millions d pounds a gar
in marketing and avertsing These etivities should & shaed with and
leveraged by advisory firms at gery gpportunity.

Co-marketing with national fund sipemarkets, life @mpanies and
bancassrers is a wl-estaliished practice. Ass¢ managrs should alsoé
looking © se& hav m-marketing can le usd dfectivey with advisory firms
of ary si2 (without, obviously, canpromising an dvisary firm® nuch-
valued independence).

These a anly a Bw meaares that the assmanagment industry should le
taking © hdp aupport and erich the alvisory setor. The lottom line is that
helping to ensure the pofessimalism d IFAs is as mch the esmnsihility of
investment marufacturers as dvisary firms thensdves.



Conclusion: A new er The UK incependent advisary setor is a unigie bree in financial swices b
. . . perhaps vithout its equal arywhere in Eirope. Respnsibde for an esmated
n professmnahsm? two thirds d the investment and life distibution in this ©untry, its eistence
in same brm or othe is assred by the omplexity o the UK investnent
market, the gowth in mass-affient consumers and a gneral resistane
amaog UK sa&ers and ivesbrs © relying wholly on tied distibution
channds for financial guidane.

But the ®mpetitive,cost and egulabry dalenges that dvisory firms nav
face,mean thg hare b enbrace a n& levd of professimalism ifthey ae
urvive in ary sigificant numbers. The god news is that theagulabr is
offering unprecedeted levds d support to firms that can emonstrate they
are rward-looking, innovative and écusel on the kest inerests Hthe dient.
Whether the promises blighter-touch regulaion for these wl-managd
firms will materialise the satiments keing woiced by the egulabr are a

step in the iight direcion.

Given the alvent of principles-base regulaion, and the poposel
sgmentation of advice under the Retail Distribution Review discussio
paper, we ae ulimately likely to s& a ne polarisaion of indepandent
advsary firms:the hichly professimal, marketing-savvy, fee-focusel Otdve
versis the lovly qualified, commissian-driven Otdve NotsO.

But whereas in the USjz is citical o aurvival,this mg be less foan issie
in the UK.There ae factors that will certainly favour scale pigers (nav
tednology,less wole-d-market focus,pan-Eiropean egulaion). But we
steadfasty believe that smdladvisary firms can ontinue b wrvive and
prosper. Howeverthey must ke deverly maketed, operationally dficient
and bcusel on a dear dient proposition.

As in ary industry, smaler advisory firms will have © work harder to survive
than ther larger pees.But if the maket becanes inceasingy dominated by
large-scaleied players,then the pres@ce d relationship-driven, niche
specialists mg be mae hidhly valued than eer before:by consumers,
investment marufacturers b een the egulabr.

It will be D the lendfit of all these pdies b ensure that artuly indepandent
advsary industry remains pbust,diverse and a@minant means fodistribution.



Appendices Income by decile goup

Information used in Diagem 5 'The highest income-earners hathe most to sae and inest' on page 11
of this document.

Income decile| Giss weekly equivalised income*| Goss weekly income
1 Upto £178 Up to £134

2 £179 to £235 £135 to £205
3 £236 to £301 £206 to £280

4 £302 to £373 £281 to £363

5 £374 to £453 £364 to £472
6 £454 to £549 £473 to £595
7 £550 to £651 £596 to £730
8 £652 to £794 £731 to £914

9 £795 to £1,067 £915 to £1,233
10 £1,068 and oer £1,224 and wer

* Equivalised income shavs the weekly income adjusting for differing demands oesources, based on the
size and composition of a household
Source: ONS Family Spending 2006 surey
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