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In September 2006 it was widely reported that, Sir Callum McCarthy,
chairman of the Financial Services Authority, delivered a damning
speech on the state of retail financial distribution in the UK. Variously
and indirectly likening distributors to convict shippers in the 18th
century and door-to-door utilities salesmen in the 1990s, the message
was clear: either work out a business model that encourages best
practice or weÕll do it for you.

For many independent financial advisers,the speech may have felt like the final nail
in the coffin for their professional credibilit y, their standing with the regulator and
their chosen business model. With new regulatory pressures in the shape of MiFID,
Treating Customers Fairly and the Retail Distribution Review Ð not to mention the
proliferation of do-it-yourself fund supermarkets Ð now might seem to be a good
time to shut up shop.

Yet, a dispassionate observer would assume that independent investment advice
should be in its zenith. The need among UK consumers for truly independent,
robust and trustworthy financial guidance has never been more intense.The levels
of income and capital that certain sectors of the population have available for
investing are at record levels.

For those firms that are able to weather the current challenge of new regulation,
public crit icism,technological and cultural change Ð and that are able to align
themselves to a sustainable business model Ð there may be a golden opportunity
to be grasped.

In this report, JPMorgan Asset Management aims to assess the main challenges that
are facing and shaping the investment advisory sector in the UK.We have listened
at length to independent advisory firms of every revenue level, to determine where
IFAs themselves believe their future lies and what they intend to do in response to
the current assault of commercial and regulatory change.

In particular we have been interested to find out what IFAs can do not simply to
survive,but in order to actively thrive and prosper. To this end, we have looked to
summarise the attributes of firms that are likely to succeed in the future.We have
also attempted to outline what we and our peers in the investment industry can
do to help assure a future for the independent investment advisory sector.

We firmly believe that a truly independent advisory sector is essential to the health,
diversity and credibilit y of investment manufacturers Ð and to the financial
wellbeing of consumers.

At one place removed, it may seem facile for an asset management firm to suggest
that now may be a good time to be an independent financial adviser. But we hope
this report wil l persuade a wider audience of the value that visionary, tenacious
and commercial-minded advisory firms can bring to our industry.

We would like to thank all the advisory firms that took the time to participate in
our research, and the various bodies and institutions that provided the figures and
statistics credited throughout this report.

Jasper Berens
Head of UK Retail, JPMorgan Asset Management

Foreword

ÒIn the middle of
difficulty lies
opportunityÓ
Albert Einstein



Introduction02

Throughout this report, we refer to opinion-based research conducted on behalf of
JPMorgan Asset Management among independent advisory firms.

This research was conducted in February-April 2007 by Cydonia.Overall we sought the
viewpoints of more than 200 advisory firms,primarily via telephone-based interview. All of
the firms included derive at least 75% of their revenue from investment-related business.

As part of this research we looked to canvass views from both large and small advisory
firms.The profiles of the firms interviewed were as follows:

Firm by revenue
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Note
As an investment manager, we have focused this report on the provision of
independent advice for savings and investments. We have not touched on areas such
as protection, mortgages or debt management apart from passing reference. Many of
the trends and principles we outline here, however, could as well apply to these vital
areas of financial planning.
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Executive Summary A nation in need of advice
While savings overall in the UK are reaching a 50-year low, there are strong
signs that savings levels remain robust among wealthier segments of the UK
population. Income potentially available for savings and investment among
higher-earning groups is at record levels.

These segments of the population offer the most feasible prospects of
profitable business for investment advisory firms.Demand for independent Ð
as opposed to tied Ð financial advice is holding firm and is on a tentatively
rising trend for some financial-planning issues.Given the growing complexity
of opportunities in the investment market, it may be that latent demand for
independent advice is outstripping supply Ð presenting a potentially powerful
opportunity for forward-thinking IFAs.

Drivers of change in the advisory sector
The investment advisory landscape is being reshaped by a broad range of
commercial and regulatory factors.Drawing on the views of advisory firms,
five factors are deemed to be particularly significant.

Regulatory and media pressure to move from upfront commission to
recurring remuneration Ð and fees in particular Ð is probably the biggest
threat facing the current business model of many advisory firms.An industry-
wide move to fees is seen as inevitable by many IFAs.But while fees may
improve the professional standing of IFAs,it is the consumer who should
choose how they pay for advice.

Principle-based regulation is intended to revolutionise the culture and
priorit ies of advisory firms,with greater onus on senior management to prove
they are focused on delivering the best outcome for their clients.In our survey,
many advisers commented that they believe initiatives such as TCF could
herald a better quality of advice in the future.It should prove advantageous
to those advisory firms that are already well managed and client focused.

The European-wide Markets in Financial Instruments Directive (MiFID) is
making its presence felt among UK IFAs,with an overhaul of the Conduct of
Business (COB) book and the scrapping of the Payment Menu. However,
MiFID is unlikely to threaten IFA firms massively in terms of increased
competition, given that few other European markets have a developed
independent advice sector. While it may facilitate the spread of bancassurance,
the unique proposition offered by the relationship-driven IFA sector should
remain intact. Indeed, ambitious UK IFAs may even find new opportunities to
export their services overseas.

The composition of the advice market wil l undergo its biggest shake-up for 20
years if the proposals in the Retail Distribution Review discussion paper are
adopted.Whether it does or not, there are radical moves ahead to lift
professional standards among advisory firms.While the proposed
stratification of advice into primary, general and professional groups could
ultimately deal a fatal blow to transaction-driven IFAs,there is a clear desire
to recognise,reward and support relationship-focused advisers who strive for
the highest level of professionalism.

ÒFor those firms that
are able to weather
the current assault
there may be a golden
opportunity to be
graspedÓ



Finally, wrap technology is promising to transform how IFAs conduct
business Ð ultimately allowing them to manage every stage of the client
relationship on a single electronic platform. While the perfect wrap may not
yet exist,the technology offers massive opportunities to improve business
efficiency and ÔembedÕclients into a firm. But it also means advisory firms will
have to work harder to differentiate themselves.The distinction between firms
that can add real value through the quality of their advice Ð and those who
canÕt Ð may become increasingly apparent.

Assuring a future for the advisory sector
Given the regulatory and commercial pressures detailed above,the UK
investment advisory sector is expected to undergo huge changes in the next
five to ten years Ð as has happened in the US.To survive this transformation,
firms will need to determine how they can build a distinct client proposition
and sustainable business model.

Companies will preferably need to focus on a business model based around
recurring revenue,not upfront commission Ð which means they will need to
focus on cultivating long-term client relationships rather than priorit ising
product sales.Firms will need to maximise operational efficiency and see how
they can focus more time on value-added, revenue-generating activit ies.
Technology and outsourcing will be essential in this respect Ð as will effective
use of brand and marketing.

Most of all, advisory firms will have to be able to demonstrate genuine
investment expertise that can be shown to add real value and superior results
for their clients.Firms that can demonstrate all these attributes will see their
market value rise.

In this more demanding landscape,there will be pressure for advisory firms to
be scale players.Nonetheless,demand will stil l remain for small advisory firms
that can offer niche,specialist services and very close client relationships.

It is therefore incumbent on all investment manufacturers to support and
partner with advisory firms to ensure that visionary, forward-thinking and
client-focused IFAs continue to thrive,because the continued diversity of the
independent advisory sector is crucial to the wellbeing of the whole retail
investment industry in the UK.

Executive Summary05

ÒWe believe advisory
firms have a great
opportunity to build
stronger,more
profitable and
sustainable businessesÓ
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It is not the job of this report to determine if people are saving
enough (more than enough surveys conclude they do not) or
whether they need independent financial advice (we can safely
assume that impartial financial guidance is highly desirable).

But we do want to take a moment init ially to ascertain whether the future of
the IFA sector can be supported by a genuine widespread desire to save and
invest more Ð and whether consumers show any preference for conducting
their investment activit ies through an IFA.

One of the fundamental arguments against the sustainabilit y and profitabilit y
of the investment advisory sector, is that people are choosing to save and
invest less,focusing instead on more immediate demands on their cash such
as home purchase.

The Savings Ratio, which expresses the percentage of disposable income that
UK households choose to save rather than spend, has been on a declining
trend since the early 1990s.In Q1 2007,the Savings Ratio reached its lowest
level since 1960 Ð just 2.1% Ð as Diagram 1 shows below.

Savings levels hit their lowest level for almost half a century
The UK Savings Ratio Ð 1955 Ð Q1 2007

Source: Office for National Statistics (ONS)

This sounds like grim news for anyone involved in the savings and investment
industry Ð but the trends shown above can be interpreted more positively in a
number of ways.

First,the Savings Ratio has through its history hit sharp lows only to rise
sharply once more Ð the period between 1989 and 1994 being a good
example.The latest trough may indicate that the Savings Ratio is bottoming
out and is soon due for recovery.

It is also important to remember that the Savings Ratio tends to rise in
periods of economic difficulty (when people are more cautious about
spending money) and falls when the economy is booming. In Diagram 2,we
can even see signs of an inverse correlation between the Savings Ratio and the
stock market. This suggests that at times when savings overall appear to be
falling, volumes of cash being invested in equities are actually rising. Indeed,
as we show later, gross sales into OEICs and ISAs are at a five-year high (see
Diagram 6 on page 11).
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Also, while the percentage of income that people are choosing to save and
invest may have fallen overall Ð gross incomes are rising. Therefore the
absolute amounts being saved and invested are not necessarily in decline.

While ÔsavingsÕare falling, investments are rising
FTSE All-Share Index v Savings Ratio 1990 Ð Q1 2007

Source: JPMAM, Datastream, Office for National Statistics

Figures from the Social Trends Survey conducted by the Office for National
Statistics indicate that people have more money available to save and invest in
real terms than at any other time in the last 30 years:income among UK
households has risen almost two and a halftimes from its level in the early
1970s in real,post-inflation terms Ð see Diagram 3 below.

Household income continues to rise in real terms
Real disposable income and GDPper head 1971-2004

RDI adjusted to real terms using the expenditure deflator for the household sector
GDPadjusted to real terms using the GDPdeflator
Source: Office for National Statistics Ð Social Trends 37

But although all income segments have seen an increase,it is clear the dispersal
of household income is becoming increasingly disproportionate,with the top
10% of the population experiencing much greater acceleration in spare
income than lower earners.On average,the top decile of the earning 

1.2 Real income is at
record levels

Diagram 2:

Diagram 3:
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population has seen post-tax income double in real terms to more than 
£600 a week.This compares to a real rise of about 50% for the poorest 10%
who now have an average of £159 a week in disposable income Ð see Diagram
4 below.

Levels of household income are becoming increasingly unequal
Distribution of real disposable household income* 1971-2002

Data adjusted to 2001/02 prices using the Retail Price Index less local taxes; based on equivalised 
household disposable income before housing costs. Data from 1993/94 onwards are for financial years; 
data for 1994/95 onwards exclude Northern Ireland.
Source: Institute for Fiscal Studies/ONS Social Trends 34

Likewise,average levels of ÔexpenditureÕ on savings and investments vary
hugely by income group. Diagram 5,for example,shows the average weekly
ÔspendÕon pensions,investments and insurance by different income deciles as
defined by the Family Spending Survey conducted by the Office
for National Statistics.Here we see that the average ÔspendÕon savings and
investments per week by the top income decile is almost 10 times that of
the lowest income decile group.

These levels of investment and saving suggest that prospects for profitable
advice services among lower-income groups are extremely limited. However
the levels of investment among the 6th decile income group and upwards,as
shown in Diagram 5,look more hopeful.

We believe this presents a strong opportunity for independent advisory firms.
The 6th-8th decile group might be sufficiently served by high-street bank
investment services Ð and the highest income earners wil l continue to
gravitate towards private banking and other ÔprestigeÕ wealth management and
family office services.The Ôsweet spotÕ for IFAs may well lie in the 9th and
lower 10th deciles income group Ð a segment that is sufficiently below highest
net worth not to be aggressively targeted by established wealth management
services,while stil l demonstrating a strong commitment to investing for
future wealth.

Lower income groups are currently the target market for the governmentÕs
Personal Accounts scheme and whilst we would not wish to exclude them
from full independent advice,we believe advisory firms will need to target at
least some of their services at higher earners,in order to remain profitable in
the future.

*Disposable household income includes all flows of income into the household, principally earnings,
benefits, occupational and private pensions, and investments. It is net of tax, employeesÕnational insurance
contributions, council tax, contributions to occupational pension schemes (including additional voluntary
contributions), maintenance and child support payments, and parental contributions to students living away
from home.

Diagram 4:

1.3 Strong advice
opportunities among

higher earners
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The highest income-earners have the most to save and invest
Weekly expenditure on savings and investments by income group

Source: ONS Family Spending Survey 2006
Note: The table above combines the ONS SurveyÕs figures for Ôlife assurance and pension contributionsÕ
and Ôsavings and investmentsÕ
Please see Appendix for breakdown of income deciles

Regardless of new entrants,IFAs stil l appear to be the most influential
distribution channel for investments in the UK,handling two-thirds of life and
pensions sales in 2006,according to Datamonitor. While depolarisation has
seen bancassurance and multi-t ie propositions gain ground in more simplistic
product areas,Datamonitor expects its market share to rise to only about 10%
Ð and only 2% of this is expected to be at the expense of the IFA market.

Figures of gross investment sales from the Investment Management
Association (IMA) similarly show that intermediaries account for the lionÕs
share of sales of ISAs,PEPs,OEICs and unit trusts Ð see Diagram 6.However,
please note this data segment also includes fund supermarkets,which can
operate as a direct channel.

Intermediaries dominate fund sales
Gross quarterly UK retail fund sales (OEICs, unit trusts) by distribution channel

Source: Investment Management Association

Diagram 5:

1.4 IFAs still dominate
distribution Ð even

after depolarisation

Diagram 6:
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Data from IFA Promotions Ð the body that promotes and builds awareness of
IFAs Ð indicates demand for independent financial advice is on the rise Ð
albeit modestly Ð see Diagram 7.Enquiries to its website unbiased.co.uk to get
independent advice on ISAs reached a record high in Q1 2007.During the
same period in 2006,the website reported a comparable surge in requests to
contact an IFA about pension planning ahead of A-Day.

Diagram 8 gives a breakdown of the types of enquiry that IFA Promotions
received in Q1 2007.It is interesting that the vast majority of requests for
independent advice cover very broad themes Ð retirement planning,
investments,and savings and mortgages.Relatively few enquiries are about
specific products such as ISAs or investment trusts.This suggests consumers
are generally unaware of the product options open to them. Most are stil l at
the stage of seeking solutions to basic financial planning concerns and may
therefore be more inclined to seek out independent advisers who can take a
holistic overview of their circumstances,rather than tied advisers who may be
more intent on simply recommending individual products.

Demand for investment advice is on an upward trend Ð albeit modestly
The UKÕs Top Ten Advice Needs, March 2007

IFA Promotion figures using consumer searches on www.unbiased.co.uk
NB: more than one product area can be selected

Why are people requesting independent advice?*

1.5 Demand for
independent financial

advice is real and
growing

Diagram 7:

Diagram 8:

Top ten advice drivers
Jan Ð Mar 07* Requests for IFAs % of total

1 Personal Retirement Planning 48,419 32%

2 Investment & Savings 34,907 23%

3 Mortgages 32,871 22%

4 ISAs/OEICs/Unit Trusts 16,298 11%

5 Stakeholder Pensions 13,995 9%

6 Taxation Planning 13,005 9%

7 Personal Protection 9,510 6%

8 Investment Trusts 6,007 4%

9 Equity Release 5,419 3%

10 Saving for Children 4,548 3%

*Based on consumer searches on www.unbiased.co.uk Source: IFA Promotions Q1 2007
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It is possible to argue that following the collapse of the dotcom bubble,
consumers may be keener to seek out professional advice when making
investment decisions.

With markets no longer posting consistent double-digit annual returns,
consumers may recognise that they need to work harder and be more skilful
to achieve the performance to which they became accustomed during the
1990sÕ bull market. The proliferation in product providers and the
introduction of new asset classes and investment approaches under UCITS
III (eg absolute return strategies) may also help to encourage consumers to
seek out expert advice in order to make the most of these more-sophisticated
investment opportunities.

In short, savings levels among the population as a whole have declined as a
percentage of income,yet levels of investment remain robust among higher-
income groups.Currently, IFAs stil l dominate distribution of life,savings and
insurance products in the UK.The complexity and diversity of the investment
marketplace,on top of more challenging investment conditions,should
continue to encourage investors to seek out impartial investment advice.

In fact, the advisory sector may be in a situation where potential Ð or ÔlatentÕ Ð
demand for its services is outstripping current supply. IFAs who act now to
market and promote their expertise among carefully targeted income groups,
may be in a powerful position to capture market share.

But there is a daunting range of commercial and regulatory changes that they
must adapt to. In the next section of our report, we assess some of the key
commercial and regulatory factors affecting the advisory sector,and consider
both the challenges and opportunities that these drivers of change may offer.

1.6 Post the dotcom
collapse, investors

may be more reluctant
to Ôgo it aloneÕ

1.7 Fulfilling the
Ôhidden demandÕ

for advice

Only one in three advisory firms (30%) believes the demand for independent
financial advice is set to increase.Large firms are most optimistic in this
respect: over 40% of firms with annual revenues of more than £5 million
believe growing demand for advice will be a key opportunity for their industry.

One in five (22%) of firms believes improved stock market performance
will offer opportunities for its business,and more than a third believe new
pension legislation and the opening up of self-invested personal pensions
(SIPPs) offer new business opportunities.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint
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ÒThe current practices
of many advisory
firms are presented
with huge challengesÓ

There are many factors at work Ð both regulatory and commercial Ð
that are set to reshape the UK investment advisory landscape over
the next five to ten years. Some of these factors present a huge
challenge to the current practices of many advisory firms. But they
may also offer new opportunities to forward-thinking firms.

In this section, we will examine what advisers have told us are likely to be the
five strongest drivers of change in their industry, assessing both the threats
and the opportunities each may present to the investment advisory sector.

These five drivers are:
2.1 Remuneration and the pressure to move to fees
2.2 Treating Customers Fairly and principle-based regulation
2.3 MiFID and the drive for a single European financial market
2.4 The Retail Distribution Review and new definit ions of advice
2.5 The rise of wrap technology

What will be the key drivers of change in the advisory sector in the next three years?

Source: JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

Diagram 9:



Drivers of change in the advisory sector17

Payment for services rendered is the single most contentious issue for the UK
advisory sector and probably the core issue for its long-term survival.How
much an adviser receives,in what circumstances he/she receives it and who
pays are questions that have been debated for more than 20 years.

Currently, the vast majority of advisory revenue is generated as sales-based
commission taken out of the clientÕs investment. Fee-based IFAs are estimated
to make up less than a fifth of the market. But support for limit ing adviser
commission has come from quarters as varied as the Association of British
Insurers,the Financial Services Consumer Panel and leading IFA firms
themselves.There are three main concerns with commission-based
remuneration:

1.Remuneration is based on sales not advice
Transaction-based commission has been accused of leading to inappropriate
product sales,product bias and product churn. In addition it cannot reward
advisers for giving advice where no product is sold.It also perpetuates the
image of IFAs as sales people rather than advice-focused professionals.

2.Does not encourage long-term investment in the client
Remuneration structures based on high initial payments are deemed unlikely
to encourage advisers to develop long-term relationships with their clients.
Rather, their focus has to be on constantly attracting new business or churning
existing clients into different products.High initial commissions can also
handicap investment growth in the vital early years of an investmentÕs life.

3.Blurs manufacturing and distribution costs
Commission paid to the distributor by the manufacturer out of the clientÕs
investment, means that the cost of distribution and manufacture cannot be
separated and the consumer cannot assess what is being paid for each
element. Many crit ics argue that financial services is the only major industry
where the distributorÕs ÔcutÕis determined by the manufacturer,and are
pressing for a move to Ôfactory gateÕ pricing, where the costs of manufacture
and distribution are clearly separate and determined individually.

The drive to fees
There is a widely held belief that the IFA industry wil l be taken seriously as a
professional sector only by moving to charging fees based on time spent with
the client, rather than products sold.

Yet time-based fees can have their own drawbacks.Unlike commission, fees
have to be paid out of the consumerÕs earned income and attract VAT. Time-
based charging may make clients reluctant to spend time assessing their
options in sufficient depth with their adviser. It is even argued that seeing
costs in black and white may deter many consumers from seeking advice
altogether, although the overall cost over the term of the investment may be
no greater, or even less,than under a commission structure.Anecdotally, IFAs
are able to cite many occasions where,given the choice,clients have opted for
commission over fees.

The Threat

Pressure to abolish initial 
commission will hit existing 
business models

The Opportunity

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

2.1 Remuneration and the
pressure to move to fees
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An industry-wide move from commission to fees is seen as inevitable by the
majority of advisory firms we spoke to. About two thirds of IFAs believe the
pressure to move from commission to fees will be the greatest driver of
change in the advisory industry in the next three years.

A similar percentage (60%) believes that moving to a recurring revenue
stream will be crit ical for the future success of their business.Likewise,when
asked which types of firm are most likely to prosper in the future,almost half
(42%) believed it would be those businesses that are able to generate
sustainable revenue from trail commission or fees.

However,the potential impact of the loss of init ial commission is being felt
across all sizes of firm. About 40% of firms at all revenue levels claim that
moving away from an initial commission model wil l be one of the biggest
threats to their business in coming years.

Partly because of this,60% of firms across all revenue levels expect
profitabilit y to drop in the next three years Ð a figure that rises to more
than 70% among smaller firms.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

Remuneration and the Retail Distribution Review
Acknowledging the difficulties above,the Financial Services Authority stopped
short of explicitly ruling out commission as a means of adviser remuneration
in the initial Retail Distribution Review discussion paper, released in June
2007 (see section 2.4).

However,it did suggest that the term 'independent' be restricted to firms that
can demonstrate 'real freedom' from potential bias.In addition, advisory
firms that are paid only by commission might be subject to more intense
supervision and capital adequacy requirements than firms with remuneration
structures that carry 'less risk' for consumers.This all points to a strong
regulatory rewards for firms that focus on fees.

However,the Retail Distribution Review has also stressed the key importance
that remuneration be agreed with the customer rather than being determined
by the product provider. Customer agreed remuneration (CAR) - where the
pattern and level of remuneration is agreed with the client but then added to
the product charges - could provide a useful way of moving to a fee-based
revenue model while stil l allowing consumers to spread their payments.

The Review also suggested the use of factoring arrangements to assist firms in
making the transition to a recurring revenue model.
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If the proposals of the Retail Distribution Review (see Section 2.4) come to
fruition, we anticipate that highly qualified ÔProfessional Financial PlannersÕ
will eventually be exclusively fee-based, while the proposed ÔGeneral Financial
PlannersÕ will continue to work for a hybrid of fees and commission. But there
will be massive pressure on advisers at all levels to move to a recurring rather
than initial remuneration model. Our main concern is that IFAs are given
realistic timescales,and sufficient support by manufacturers and the regulator,
to make this transition.

But we also believe there is no wrong or right answer to the Ôfees versus
commissionÕ debate.Rather the method of remuneration should be
appropriate to the type of advice given. For example,a time-based fee may be
appropriate where a client wishes to receive a holistic appraisal of their whole
investment portfolio plus ongoing monitoring. One-off commission may
work where a client simply wants to know which UK All Companies fund
they should pick for their ISA before the April deadline (although a one-off
fee could also work). Given a clear choice between fees or commission, many
investors may stil l prefer the latter.

Determining remuneration
Choice and clarity are the crux of the matter. Ideally remuneration needs to
be determined on a case-by-case basis.As discussed earlier, principle-based
regulation is focused, quite rightly, on providing the best outcome for the
client. However,in this case remuneration also needs to provide a profitable
basis from which an adviser can build his/her business.With these joint aims
in mind, some of the factors taken into consideration when deciding the
correct method of payment may include:

¥ It should be easily understood and approved by the client
¥ It should be appropriate to the depth of advice given
¥ It should not unwitt ingly handicap the clientÕs initial or future

investment performance
¥ It allows adequate cashflow/liquidity for the advisory firm
¥ It encourages and rewards best advice
¥ It allows the client to quantify the value of the adviserÕs services

There is no unequivocal answer in terms of fees or commission; the options
available to advisers and clients could even widen to include performance-
based or asset-under-advice based fees as well. As the initial Retail Distribution
Review paper has suggested, the bottom line is that it must be the client who
chooses what is appropriate for their circumstances.

However we welcome any remuneration structure that can clearly show the
real value that advisers are providing. The current dominant commission-
based model has the effect of devaluing IFAs,as many consumers believe they
are getting advice Ôfor freeÕ.

JPMAM viewpoint
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The FSA has made clear its desire to move from a rules-based regulatory
regime,to a principle-based approach that focuses on the outcome for the
consumer rather than a box-ticking exercise for compliance functions.

The first major step in this direction was the Treating Customers Fairly
(TCF) initiative,which requires all regulated firms to focus on delivering six
consumer outcomes:

i. Consumers can be confident they are dealing with firms where the fair
treatment of customers is central to the corporate culture.

ii. Products and services marketed and sold in the retail market are designed
to meet the needs of identified consumer groups and targeted accordingly.

iii. Consumers are provided with clear information and are kept appropriately
informed before,during and after the point of sale.

iv. Where consumers receive advice,the advice is suitable and takes account of
their circumstances.

v. Consumers are provided with products that perform as firms have led
them to expect, and the associated service is of an acceptable standard and
as they have been led to expect.

vi. Consumers do not face unreasonable post-sale barriers imposed by firms
to change product, switch provider, submit a claim or make a complaint.

While the outcomes are clear enough, the FSA has not been prescriptive about
how these outcomes should be achieved. It is very much placing the onus back
onto regulated firms to be proactive in determining best business practice.

This approach is intended to be a more effective means of regulation in three
ways:

1. Meeting the six consumer outcomes requires firms to engage actively in
determining best practice in almost every area of their business.

2. Principles give firms more choice and greater manoeuvrabilit y about how
they meet the FSAÕs requirements Ð allowing a closer and more pragmatic
fit with their business processes.

3. Principles place responsibilit y for key regulatory decisions on senior
management, with trickle-down throughout a firm Ð rather than a firm
working against its own compliance department.

Perhaps the most important aspect of TCF is the focus on senior management
to demonstrate best practice.In almost every document regarding TCF, the
FSA has made it clear that it wil l look to senior management for signs of
successful implementation of TCF Ð and it wil l be senior management who
will be penalised if a firm is failing to deliver the appropriate outcomes.

Existing compliance activities 
will need to be overhauled

The Opportunity

Forward-thinking, client-focused
advisory firms to enjoy regulatory
dividends

The Threat

2.2 Treating Customers
Fairly and principle-

based regulation
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Among our survey group, the TCF initiative is considered one of the strongest
drivers of change in the advisory sector (mentioned by 62% of firms surveyed)
alongside the pressure to move from commission to fees.

The majority of firms are concerned about implementing TCF principles
successfully. However,a number of firms,notably smaller IFAs,take the view
that they are already treating customers fairly and should not have to make
significant changes to their approach or business models.

On the whole,however, advisory firms are prepared for making greater
investment in their business and changing business practice.Just under half
(49%) expect to upgrade technology and platforms,and 45% believe they will
need to provide a better level of service or quality of advice.About 40% of
firms Ð notably those in the medium-sized bracket Ð expect to take a more
team-based approach to client management.

Overall, most firms welcome TCF. Only one in four (27%) firms viewed it as a
threat to its business Ð a proportion that was broadly similar across all sizes of
firm. About 45% of firms expect to provide a better level of service/quality of
advice in the future.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

The FSA is clearly intending to stop firms sinking back into Ôbusiness as usualÕ.
Implementing a principle-based approach to regulation will, for some firms,
involve a fundamental shift in culture and behaviours Ð not to mention an
overhaul of the compliance function, and systems and controls.For some firms,
it could even force change in senior management if they cannot demonstrate
the client-focused, visionary and highly engaged top-down quality control that
the FSA is driving for.

But for those advisory firms that are already well managed and client-focused,
a move to more principle-based regulation, such as TCF, should involve little
change and put such firms in a highly advantageous position, with the promise
of lighter-touch supervision. And for those firms that want to improve their
business activities,the TCF principles offer a useful and sensible blueprint
for action.

Overall we agree with the advisory firms we surveyed, that principle-based
regulation and TCF will help to lift the quality of advice.We are committed to
doing all we can to help advisory firms of all sizes meet the TCF requirements
and achieve the best possible outcome for their clients.

JPMAM viewpoint

The FSA has also made it clear that it intends to reward firms that can show
they are taking TCF principles seriously. In its May 2007 TCF progress report,
the FSA stated that if a firm can demonstrate that it is treating its customers
fairly Òwe will significantly reduce the level of testing we carry out on the
firmÕs culture and at the consumer interfaceÓ.
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In 1999,the EU unveiled its Financial Services Action Plan (FSAP) Ð its ambitious
and visionary ten-year programme to transform 27 national regulatory regimes
into one single,borderless,European financial services market.

The FSAP is a huge undertaking, comprising 42 separate regulatory measures,
with a final implementation date of 2010.But the initiative that is bringing
the concept of European control closest to home is MiFID Ð the Markets in
Financial Instruments Directive.MiFID is designed to ensure a single EU
market in investment services.Its impact is heaviest for investment firms,
brokers and dealers who want to deal cross-border.Final implementation of
MiFID is scheduled for 1 November 2007.

For advisory firms that do not handle client money (who can apply for an
exemption) and who do not transact on behalf of clients overseas,the direct
impact of MiFID may appear slight. However,the FSA has used the directive
as the basis for rewriting its Conduct of Business (COB) rules.As a result,
MiFID stil l stands to have repercussions in the way advice is given, notably:

¥ Suitabilit y and appropriateness of products
¥ Inducements
¥ Client classification
¥ Client reporting

The new COB book Ð also to take effect from 1 November Ð will mirror
MiFID by focusing on key principles of regulation and moving away from
prescriptive rules Ð an approach that many advisory firms focused on best
practice may welcome.

The FSA maintains that the UK has been regulated in the territory occupied
by MiFID for almost 20 years,and therefore financial providers and
distributors here are far more prepared for its requirements than their peers
in other EU member states,many of whom are now experiencing regulation
of many aspects of retail investment services for the first time.However,the
tensions of trying to fit the UKÕs complex retail financial services market into
a homogeneous European approach are already being felt.

To take one example,in mid-June 2007,the FSA unexpectedly announced its
decision to axe the Initial Disclosure Document and Payment Menu Ð an
init iative to allow consumers to determine if an adviserÕs costs were fair,
relative to the market. While few IFAs claimed to find the menu and IDD of
any real value,there is concern that the move resulted from pressure from the
European Commission and a blanket resistance to gold-plate MiFID, rather
than an evidence-based judgement by the FSA.

There are concerns this could be the first in a long line of conflicts between
the regulator and the EC,given the uniquely complex nature of the UK retail
financial services market, and it has raised doubts over the survival of other
UK-specific depolarised practices such as the differentiation between
ÔindependentÕ,Ôwhole of marketÕand multi-t ie advisers.There are also
concerns that MiFID could prevent IFAs giving best advice to clients under
the directiveÕs new suitabilit y tests.However,the FSA claims that any gaps in
MiFIDÕs suitabilit y tests will be filled by its Treating Customers Fairly principles.

The Threat

Regulatory conflict with Europe 
and greater competition

The Opportunity

FSA-regulated firms seen as the
Ôgold standardÕin a single European
financial market

2.3 MiFID and the drive
for a single European

financial market
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Impact of MiFID on IFA costs
Of course,where there is new regulation, there are inevitably more costs to be
borne,and this is where the most direct impact of MiFID is likely to be felt.
For financial firms that fall directly under MiFID, the FSA has estimated that
median costs wil l range from £10,350 for a small firm to £7.2 million for a
large firm. For an advisory firm that has opted out of MiFID, we would
assume that direct costs would be a fraction of these estimates.

Forty-five per cent of the advisory firms we spoke to, mentioned MiFID as a
key driver of change in the advisory market in the next three years.But most
believe European regulation will have significantly less impact than other
factors,such as Treating Customers Fairly (mentioned by 67%) and the
pressure to move from commission to fees (62%).

Smaller firms seem least concerned with European regulation, with only a third
of firms with annual revenues of less than £1 million citing it as a concern.
However,a small number of firms said they were becoming increasingly
nervous about the management of client investments and what they should or
should not be doing to remain compliant.Some firms are looking to outsource
the management of larger,more complex client portfolios.

But few advisory firms appear to be concerned by the prospect of a single
European market in terms of competition: only one in four (28%) firms cites
new market entrants as a key threat to its business.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

A major concern regarding MiFID is that it will create a homogeneous Europe-
wide market in which only large-scale cross-border distributors can thrive.
However, we believe this prospect presents only a faint threat to UK IFAs.

To date,the UK has shown little appetite for adopting European-style
bancassurance on a grand scale (see Bancassurance failing to penetrate UK
distribution, on page 24).Also, the UK advisory sector is highly specialist and
built on one-to-one relationships.MiFID may open up competition for other
large-scale,high-volume distribution models,but it should have marginal
impact on smaller, relationship-driven advice businesses.

If anything, a single,highly regulated European financial market may open up
valuable opportunities to ambitious UK advisory firms looking to export their
brand of independent, holistic advice overseas.Markets such as Spain,which
lacks an independent investment advice industry, could offer huge potential to
highly qualified UK-based IFAs.

In many ways,requirements under MiFID Ð such as product suitabilit y Ð are not
as rigorous as those demanded by the FSA.Post-MiFID, being an FSA-regulated
firm could well be seen as a quality mark for advisers working overseas.

As we mention elsewhere in this report, we also welcome the drive towards a
principle-driven approach to regulation. We believe this wil l give visionary,
forward-thinking advisory firms far greater scope to engage with the regulator
in a thoughtful, individual way and reward them for real innovation.

JPMAM viewpoint



It is highly questionable whether MiFID and a single European
financial market wil l mean significantly greater competition in the
UK investment distribution market, given the muted appetite for
European-style bancassurance post depolarisation in the UK.

Datamonitor has estimated that bancassurers,both single and multi-
tie, in the UK have seen their market share rise only from 12.5% in
2001 to 18% in 2005 Ð and expects that this penetration will see only
a fractional increase to 18.5% by 2010 (see Diagram 10 below).
Conversely, the independent advisory sector stil l accounted for two
thirds of total life and pension sales by 2005 and Datamonitor
anticipated it would retain this proportion of the market until at
least 2010.While multi-t ie market share is expected to increase to
10%,only 2% of this wil l be at the expense of the IFA market,
Datamonitor believes.

This is a marked difference from other European markets such as
Portugal, Italy, France and Spain,where bancassurance is the
prevalent distribution channel. The question is whether the low
penetration is due to a preference among UK consumers to transact
through IFAs,or simply because banks have not yet chosen to target
the UK savings and investments market with any force.

Datamonitor suggests that few banks have put a significant amount
of effort into bancassurance,and this is unlikely to change in the
near future.This is because the model can be profitable only if banks
can sell cheap products in high volume.Very large banking
organisations can do this,but it is difficult for smaller competitors to
follow suit, Datamonitor suggests.

We anticipate that bancassurance opportunities may expand in the
UK, particularly given the Retail Distribution ReviewÕs recent
proposals for Ôprimary adviceÕlinked to a simple palette of low-cost
savings and investment products.Nonetheless,this is stil l unlikely to
present much threat to the more complex financial-planning services
in which independent financial advisers are able to excel, and is
unlikely to target the same market segments.

Bancassurers making marginal impact on the UK advisory market

Source: Datamonitor, November 2006
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ÒBancassurance is stil l
unlikely to present
much threat to the
complex financial-
planning services in
which IFAs can excelÓ.

Bancassurance
failing to penetrate

UK distribution

Diagram 10:



Key Points

¥ New types of adviser classification

¥ Reduction of the cost of

compliance management under

certain classifications - eg Primary

Advice

¥ Introduction of Customer Agreed

Remuneration and factoring

arrangements to assist move to

recurring 'fee-based' model

¥ Improved standards of

professionalism

¥ New mechanisms to identify and

manage liabilities

¥ Access to business-level data to

risk-rate firms
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Not all types of financial advice are the same and not all investors want or can
afford the same level of advice Ð a fact that the regulator is increasingly keen
to acknowledge.

Previously, financial advisers have been defined by the scope of their
relationship to manufacturers Ð tied, multi-t ied or independent. In the future,
it is likely they will be defined by the scope and complexity of their advice and
level of expertise.

To this end, the discussion paper for the Retail Distribution Review (RDR)
released in June 2007,has proposed that financial advice be divided into three
levels of advice to meet different consumer needs:

Professional Financial Planners Ð the highest level of full financial adviser
with the scope to advise across the whole market. PFPs are expected to possess
the highest level of qualification and may be required to attain Chartered or
Certified Status.

It has not been stated outright that PFPs would be required to work for a fee;
instead the proposals suggest PFPs employ remuneration practices that can be
shown to work in the best interests of the customer and are not influenced by
the product provider. Even more surprisingly, the discussion paper has
suggested that PFPs may not need to be whole-of-market basis and could
recommend a limited range of products.However they might stil l be able to
call themselves ÔindependentÕ provided they can demonstrate processes that
ensure real freedom from product bias in their advice.

General Financial Planners Ð the other type of full adviser being proposed.
These would not have the same range and depth of knowledge as Professional
Financial Planners Ð nor would they be required to have the same level of
qualification Ð but they might stil l have to adhere to improved minimum
standards,such as holding a Diploma in Financial Planning. General Financial
Planners could work on a commission basis but would not be able to call
themselves ÔindependentÕas a result. However,a clear career path could exist
for someone wishing to progress from being a ÔGeneralÕto a ÔProfessionalÕ
Financial Planner.

Primary AdviceÐ proposed as the most basic form of regulated financial
advice.Primary Advice would allow consumers on low to middle incomes to
take guidance on actions that could make a large difference to their financial
situation, and could direct them towards a limited range of savings,
investments and protection products.Structured as a much-reduced and
therefore less-costly advice process,it is hoped Primary Advice would offer
providers an opportunity to price such services more attractively for those
consumers who would otherwise receive no guidance at all. However,
stakeholder-style price capping has initially been rejected.

In addition to these regulated advice segments,the Thoresen Review has
concurrently been assessing the idea of giving all sectors of the population
access to free and unregulated generic financial guidance,which could happen
through Citizens Advice Bureau or other not-for-profit organisations.

The Opportunity

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

2.4 The Retail
Distribution Review and

new definitions of advice

The Threat

Lowly qualified commission-based 
IFAs to face more competition from
banks and other tied nationals
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Potential structure of the UK advice sector post Retail Distribution ReviewDiagram 11:

Managing liabilit ies
Alongside making an advisory firm's level of expertise more explicit, the
Review makes clear that prudential requirements should be much more
closely correlated to a firm's professionalism and resources.

This might mean that capital and/or insurance cover is determined by, for
example,turnover, adviser numbers,type of advice,level of complaints,
qualifications and training.

A risk rating system of individual firms could also be introduced where
oversight of smaller firms places a greater reliance on a wider network of
bodies,including the FSA,networks,trade associations and professional
bodies.

In short, risk management requirements should more closely reflect the risks
posed by advisory firms.

Customer Agreed Remuneration
To achieve greater clarity on costs and services,the Review also proposed that
Customer Agreed Remuneration (CAR) should be applied to as much as the
market as soon as possible.This would entail factory-gate pricing - where the
cost of advice is entirely separated out from the cost of manufacture.Adviser
and client would then agree the level and pattern of remuneration, be it
through fees or commission. It is hoped this would assist firms who want to
move to a fee-based revenue model but who are concerned about the
willingness of customers to pay for services in this way. It also stil l allows
commission to be levied but in the context of a 'fee-like' discussion between
adviser and client.

Higher standards of professionalism
Overall, the Retail Distribution Review has called for higher levels of
professionalism,with higher standards of competence and behaviour in retail
advisory staffat all levels,to bring advisers more into line with other
professions such as medical staff,lawyers and accountants.

To achieve higher standards,the review group has called for an enhanced role
for professional bodies,encouraging them to recognise advisory firms that are
committed to good standards,while declining membership to poor ones.
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We surveyed our cross-section of advisory firms before the release of the
Retail Distribution Review discussion paper. However many firms were
already anticipating new pressures on adviser professionalism.

About a third of firms believe they need to have a clear client proposition and
be seen as specialists.A similar proportion mentioned the importance of
segmenting specific client propositions and focusing on fewer but more
profitable relationships.Sixty per cent of firms believe they will need to
increase adviser productivity,and a similar proportion feel they need to put
greater focus on training and recruitment.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

The advice market is to set to stratify into distinct levels of service.However,
we suspect that the three gradations of regulated advice described above are a
transitional proposal only.

We suspect the regulator wil l ultimately want to push advice into just two
camps Ð Primary Advice and Professional Advice.The intermediate General
Financial Planner is,we suspect, just a holding pen for currently qualified
advisers;those who are not on a progression path to becoming Professional
Financial Planners,and who possess only the minimal FPC qualifications,will
find life increasingly difficult and their professional status abraded yet further.

In addition, given the emphasis by the regulator on low cost and no
requirements to be whole-of-market, both the primary and general advice
sectors are likely to be dominated by bancassurers and life companies.This
will put further pressure on low-revenue-generating independent advisory
firms to consolidate or exit the market.

To survive,independent advisory firms will need to focus on top-tier
Professional Financial Planner status Ð the only advice segment that wil l be
able to call itself ÔindependentÕand the only sector where we believe smaller
firms can stil l compete against scale players in terms of service and expertise.

There are contentious issues raised in the RDR discussion paper Ð notably the
proposal that ÔindependentÕshould no longer have to mean whole-of-market
(research has shown the vast majority of consumers believe that independent
means an adviser can recommend any product or provider Ð and this should
continue).But we welcome proposals that firms attaining the highest level of
professionalism will enjoy a Ôregulatory dividendÕin the form of lighter-touch
regulation and lower capital adequacy requirements.

This approach offers exciting opportunities to forward-thinking advisory
firms,and suggests a genuine commitment by the regulator to support
highly professional advisers and give them the recognition they deserve in
the marketplace.

JPMAM viewpoint
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The rise in online platform technology is set to transform the way that
advisers operate and how they interact with their clients.The wrap concept
has been in existence for only a few years in the UK,but is a natural
progression from the idea of a fund supermarket that offers a limited range
of investment choices.

In theory,a wrap allows an adviser to manage every stage of the client
relationship on a single online platform Ð from researching funds to
transacting, from managing asset allocation to reporting and monitoring
performance.

It is debatable whether the perfect wrap yet exists,but if it does it should:

¥ Offer all possible tax wrappers (ISAs,PEPs,SIPPs and investment bonds)
¥ Have no limits on available investments
¥ Offer comprehensive portfolio planning, tax planning and reporting tools
¥ Allow full portfolio look-through across all investment wrappers
¥ Be accessible by both adviser and client
¥ Offer flexible remuneration options that can be tailored to each client

By moving all administration and reporting onto one platform, advisers
should in theory have more time and resources to devote to value-added
activit ies such as advising clients,attracting new prospects and making asset
allocation decisions.

A platform should also Ð in theory Ð at least make it easy to take action if a
recommended fund performs poorly or if market conditions demand a
change in strategy Ð further enhancing the client relationship and helping the
adviser demonstrate adherence to the FSAÕs TCF principles.Finally, a wrap
platform allows a firm to embed capital value within the firm, thereby
providing a viable exit strategy for their business.

Platform technology is already dominant in fund distribution in Australia and
the US.Initial predictions that wraps would quickly account for more than
70% of UK retail investment business now appear excessive.Many advisory
firms are choosing to hold back from the move to wrap, and this is
understandable for the following reasons:

1. Transitioning legacy businessÐ a wrapÕs value is fully realised only if all
of a clientÕs assets can be held on it Ð including existing investments.Some
investment providers are proving highly amenable to moving legacy
investments onto new platforms;others are not.Persuading clients to
re-register assets may also be an uphill task.

2. Operational risk Ð advisory firms need to consider the operational and
potential reputational risk if their chosen platform runs into problems;or
how easy it is to move if service or functionality is simply found wanting
compared to competitors.(In more advanced wrap markets such as
Australia,the norm is for advisers to use two or three platforms to capture
a wider range of services and diversify risk.)

3. Cost Ð using a wrap platform may increase the cost of advice and advisers
will need to be sure that the demonstrable Ôadded valueÕ for the client is
worth this.

The Threat

Fund supermarkets to capture 
more market share

The Opportunity

Independent firms that can differentiate
themselves through the quality of 
their advice can quickly achieve scale

2.5 The rise of wrap
technology
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But the commercial and regulatory pressures on advisory firms to
demonstrate business efficiency and achieve economic scale,means that few
can afford to resist wrap platforms for long. This is especially true now that
the FSA has endorsed the use of platform-based services to improve client
service and Ð after init ial concern Ð has accepted that transacting most client
business on one wrap platform does not necessarily conflict with an
adviserÕs impartiality.

As a result, while initial adoption of wrap has been slow among IFAs,early
adopters may quickly reap a competitive advantage.

About half of the advisory firms we spoke to, said that adopting a wrap
platform will be crit ical to their future success Ð a factor second only to
moving to a recurring revenue stream (60%).About half (49%) expect to
upgrade their technology/move to a wrap platform in the near future.

Interestingly, it is the smallest firms and largest firms that are most convinced
of the value of wraps,while fewer mid-sized advisory firms cited them as a
crit ical success factor for their own business.

However, concern is prevalent over the reliabilit y of these new platforms.More
than a third (37%) of advisers mentioned wrap/technology failure as a key
business threat Ð a figure that rose to more than 50% among smaller firms.

Some firms have started to move their high-net-worth clients onto these
platforms - and these are the clients they can least afford to lose.

There is also general concern about misuse of portfolio management and asset
allocation tools.Wrap platforms are welcomed by IFAs as a means for advisers
to take on a more hands-on role in investment management - but only if an
adviser has the expertise and authorisation to do so.

Source:JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

The proliferation of wrap/supermarket platforms is already creating scale
players who are set to dominate the execution-only investment market. While
there are about six to ten platforms sharing the market today, we are likely to
see this reduce to perhaps three dominant players Ð as has happened in the
US and Australia.

Most independent advisory firms will be unable to compete with transaction-
based firms on this scale.They will therefore have to work extremely hard to
communicate their added value to consumers.However, advisory firms may
be able to benefit from the ÔTesco effectÕÐ the new demand for personalised
service that is created when large,more impersonal,firms dominate the
market.

However,this doesnÕt mean rejecting platform technology. It is likely that
more and more tech-savvy consumers will want the convenience of platform-
based investment management while stil l receiving the added value of
professional,personalised independent advice.We have dubbed this model

JPMAM viewpoint
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ÔThe Investment Drive-inÕand it could potentially be a huge market for
independent advisory firms to exploit (see 3.3 Ð Define Yourself: Three
investment advisory propositions).

Whether or not advisory firms make platforms a core component of their
client proposition, we believe it wil l be essential for firms of all sizes to adopt
platform technology to some extent in order to control operational costs.
The opportunities that platform technology offers,to allow firms to
outsource non-core activit ies and focus more on revenue-generating
activit ies,cannot be ignored.

Wrap technology will lead to larger-scale players in the advisory sector as well
as the execution-only sector. We believe it wil l also lead to more focus on
marketing, as advisers wil l have to work much harder to differentiate
themselves and convince investors of their value-added proposition.

However, once potential clients have been convinced, the wrap platform has
the potential to improve retention: investors may feel less inclined to move
once they have all their investments in one,neat,consolidated portfolio.
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A thriving and wholly independent advice sector is essential to
the health and diversity of the retail investment market in the UK.
But while some firms have the potential to thrive Ð others are set
to fall by the wayside.

In this section we assess the attributes of the firms that are likely to prosper in
future years,given current regulatory and commercial pressures.To do this,
we have taken a look at trends in the US advisory sector,a market that Ð while
being much larger Ð is most similar to the UK in terms of commercial
dynamics and investment culture.We have then assessed the attributes that
will help to embed most value in UK advisory firms.

We also want to put forward a number of different advisory business models,
that have the potential for sustainable growth in the retail financial market
that is currently evolving. We believe there is room in the market for a wide
variety of advisory firms of different sizes,but their client proposition must
be clear.

Finally, we have considered what the asset management industry can do to
support advisory firms and their clients in what are likely to be challenging
years ahead.

In 2004/05,JPMorgan Asset Management conducted a major survey into the
state of the US advisory sector, studying the forces that confront it1. The
findings are interesting, because they are definit ive as to the attributes of the
advisory firms that wil l prosper in the future Ð and those that wil l not.

While being much, much larger,the US investment advisory market offers a
valuable comparison to the UK market for a number of reasons:

¥ The need for personal pension provision due to limited state retirement
support means individuals have been forced to become relatively
sophisticated about investment matters.

¥ There is widespread adoption of equity investment and quite complex
savings products.

¥ The concept of a highly regulated independent advice sector is well
established, with a history stretching back three decades.

We believe that many of the lessons learnt from the US can be transposed to
the UK market, at least to some degree.

Current drivers affecting the US advisory market
UK IFAs could be forgiven for looking enviously at the US advisory sector
which, for almost two decades Ð from 1980 to 1999 Ð enjoyed something of a
golden period. Thanks to booming markets,plentiful clients and low barriers
to entry, the advisory sector flourished. The strength of demand meant that
the market managed to remain highly fragmented, supporting advisory firms
of all sizes.

However,the study identified that,since the mid to late 1990s,a number of
forces have been at work to alter the composition of the US advisory sector
dramatically:

1Back to the Future:The Continuing Evolution of the Financial Advisory Business Ð JPMorgan Asset Management and
Undiscovered Managers,July 2005

3.1 Learning from
the US
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1.New entrants
Scores of new competitors have entered the financial advisory sector in the US
in the last ten years.These include new wealth management services of banks,
insurance firms that are attempting to convert their ÔcaptiveÕ(tied) agent
networks into wealth management firms.Securities broking and law firms are
also increasingly looking to offer financial planning and advice.

2.Repackaging of tr aditional competitors
Wirehouses (national brokerage firms) and regional broker-dealers have
re-engineered their service offerings to appear very similar to those of
independent financial advisory firms.It has been hard for uninformed
consumers to differentiate the offerings,and their marketing and advertising
capabilit ies have allowed them to compete with independent firms very
effectively.

3.Technology
As with wrap platforms in the UK,technology is helping to increase the
efficiency of larger advisory firms by creating greater capacity to focus on
revenue-generating activit ies.

4.End of the hidden subsidy
During the 1990s,a raging bull market allowed advisers to look forward to
12-14% increases in annual revenue as client assets appreciated in value.As in
the UK,the suddendrop in revenue since the market correction in 2000 took
many US advisory firms by surprise and Ð for the first time Ð laid bare the
impact of rising operational costs.

Future additional likely pressures on the US advisory market
Alongside the above four forces that have already started to reshape the
industry, the report identified three future factors that are likely to further alter
the economics and structure of the US advisory business over the medium to
long term. To date we have seen little evidence of these in the UK,but they
may well become an issue,as pressure grows for greater professionalism among
advisory firms:

¥ Rapidly rising expectations of key employees at large advisory businesses
and demands for equity ownership

¥ Pressure on adviser salaries,driven by growing demand for experienced
advice professionals

¥ Higher general operating costs driven by inflation, salary inflation, and
greater regulatory and compliance costs

Survivors and losers
Our US report suggested that the factors listed above have brutally polarised
US advisory firms into two groups with very different survival prospects:

The ÔHavesÕÐ these are firms that are profitable and have the potential to grow
and evolve as businesses.They have strong long-term prospects and potentially
great value as enterprises.They make up about 6% of the US advisory industry
and include all firms with more than $3 million (£5.9 million) in revenue.
They also include most mid-sized firms with annual revenues of $1 million-
$3 million, plus a small percentage of firms with less than $1 million in annual
revenue but more than $25 million in assets under management (AUM).

ÒThe forces shaping
the US market are
commercial rather
than regulatoryÓ
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The ÔHave NotsÕÐ these are businesses that are unprofitable after paying
their owners a market-level salary and have few resources to fund their
growth and evolution. These businesses have little or no enterprise value.
This group includes 94% of all industry participants and all firms with less
than $25 million in AUM.

Given this polarisation, the report anticipated that the US advice industry is
likely to rationalise into a structure where it is dominated by 25 to 50 scale
competitors.In addition, 500-600 firms will continue to operate as mid-sized
ÔspecialistÕ businesses (at least $550 million in assets),whose competitive
advantage will be their niche expertise and focus on specific client groups.

Att ributes of future success
It is interesting to note that all the forces credited with reshaping the US
market are commercial Ð whereas in the UK advisory firms have had to
contend with massive regulatory change as well. However in both markets,
change is forcing firms to review how they conduct and manage their business.

Clearly size is expected to be a key factor for survival in the US advisory sector
Ð perhaps to a far greater extent than in the UK.For although consolidation is
also inevitable in the UK,we believe the UK market will stil l be able to support
small, local advisory firms,provided their client proposition is clear and they
are operationally efficient. Where the UK and the US may overlap to a greater
degree,is in the attributes that were identified as key to survival in an
environment of rising costs and greater competition Ð namely:

1.Revenue growth: To keep up with shared ownership, rocketing salaries and
higher operating costs,firms will be forced to focus on revenue growth.
Companies that cannot sustain revenue growth on a year-on-year basis are
likely to fall out of the picture rapidly.

2.Investment expertise:The end of the bull market means investment
selection can no longer be an arbitrary affair that is likely to succeed whatever
choice is made.Advisers must now deliver/hire real investment expertise in
order to meet client goals (and in turn help maximise revenue through
appreciation in client assets).

3.Outsourcing: To maintain profitabilit y, advisory businesses will need to
segment their current activit ies into two types of function: high revenue and
non-revenue-generating. Non-revenue activit ies wil l be viewed as extraneous
and as far as possible wil l be outsourced.

4.Client capture:To maintain levels of revenue growth, firms wil l not only
have to be able to retain and grow assets for existing clients; they wil l also
need to market effectively and extensively to capture new business.This
wil l become more important as the rate of demand for clients starts to
outstrip supply.

While the dynamics and composition of the market are somewhat different,
these attributes may be essential to future growth in the UK advisory market
as well. In the next section, we assess the attributes that UK advisory firms
believe will be crit ical to their future success.

ÒSize is expected to be a
key factor for survival
in the US Ð perhaps to
a far greater extent
than in the UKÓ
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As weÕve learnt from our own research, IFAs across the UK are keenly aware
that some types of advisory firm are set to prosper, while others wil l find life
increasingly difficult.

In this section we assess the attributes that are likely to offer advisory firms in
the UK the best opportunity for future prosperity.

1.Recurring revenue (trail or fee)
Upfront init ial commission has become increasingly demonised by the
regulator, some trade bodies and the media Ð and its days now look
numbered. Overwhelmingly, advisory firms believe their future success relies
on a business model that wil l support recurring revenue Ð be it from trail
commission or fees.

Ultimately,however,there is a strong opinion that fee-based advisory firms
will be the most robust survivors.Firms that are content to remain on the
Ômiddle rungÕ of professionalism (those being classed as ÔGeneral Financial
PlannersÕin the FSAÕs Retail Distribution Review) may be able to exist as
commission-based businesses for some time.But firms that wish to be viewed
as top-tier professionals (the Retail Distribution ReviewÕs proposed
Professional Financial Planners) should assume that the pressure to become
fee-based may become intense in coming years.

But as weÕve said elsewhere in this report, there are likely to be dividends from
going fee-based. Given the new regulatory focus on client outcomes,firms
that work for a fee may find themselves subject to less regulatory scrutiny Ð
and with far less onus to prove they are Ôtreating customers fairlyÕÐ than firms
that continue to insist on commission.

2.Efficient processes and extensive use of wrap technology
In the future,operational efficiency will be essential in order to minimise
costs,help ensure top-flight client servicing and to allow firms to focus on
revenue-generating activit ies.As we mentioned in Section 2.5,the growth in
platform and wrap technology will be essential in this respect, eventually

3.2 Attributes for
success in the UK

advisory market

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

Source: JPMAM Survey of Advisory Firms 2007/Cydonia

The IFA viewpoint

Diagram 12:
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allowing advisers true straight-through processing and online integration of
front and back office activit ies.

As in the US (see Section 3.1),some advisory firms may want to consider
outsourcing non-core activit ies to maintain operational efficiency.

3.Long-term financial planning and strong client relationships
Given the pressure to move to recurring revenue,many advisers believe the
most prosperous players in their sector wil l be those that can cultivate long-
term relationships with their clients,building up revenue growth over many
years.The focus will shift from selling one-off products to preparing clients
for different lifestages.This means that advisers need to have a Ôcradle to
graveÕunderstanding of their clientsÕ requirements.

But firms will need to spend resources on building up a ÔrapportÕ with clients
to earn the status of trusted adviser. This means looking beyond the
conventional factfind and gaining a deep understanding of each clientÕs life
goals,their priorit ies and their values.

Admittedly this takes time and resources Ð something that advisory firms
already feel they have in short supply. But, as mentioned above,advances
in platform technology should free up advisers to spend more time on
relationship building. Moreover, advisory firms that do this well will be
rewarded with a client relationship that may be sustained across family
generations.Ultimately,more advisory firms may become closer in nature to
the family office services that private banks provide for high-net-worth clients.

4.Segment specific client propositions
Echoing the FSAÕs proposal for different levels of advice,many advisory firms
are considering how they can offer different client propositions Ð from full
holistic wealth management to take care of a clientÕs total financial planning,
to swift simple guidance when a client simply wants to know which product
or fund to select.

Segmentation could also mean packaging ÔthemesÕ of advice for different
types of client Ð from saving for retirement, to saving for children or school
fees,or investing tax-efficiently. But the one golden rule is that potential
clients must clearly understand what a firmÕs proposition is,which brings
us to the next point.

5.Strong marketing and communication
In our survey of advisory firms,it was surprising how little importance was
attached to public perception of their business.Fewer than one in four firms
believes that brand and reputation are crit ical to its future success.
Unsurprisingly it is the smallest advisory firms we spoke to that put the least
emphasis on ÔbrandÕand company image.Thirty per cent of large firms told
us they believed a strongly corporate culture wil l be necessary to succeed in
the future,but this fell to less than 10% of small IFAs.

It is understandable that small firms feel it is inappropriate for a company of
just a few people to talk about themselves in terms of a brand or corporation
Ð or perhaps feel that overt branding is at odds with the Ôprofessional statusÕ
that advisory firms are looking to achieve.But a strong identity and clear
client proposition are vital for firms of any size Ð and will become even more
important if the advice market stratifies into a complex array of Professional,
General and Primary Advice channels.

ÒThe most prosperous
firms will be those
that can cultivate
long-term client
relationshipsÓ
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On the plus side,given that so little importance has been attached to
marketing and branding by the independent advisory industry to date,this is
one sector where consumers do not yet feel overwhelmed by competing
marketing messages.IFA businesses that do invest resources in their brand
and marketing, may be able to benefit from early-mover status.

6.Focus and quantify quality of advice
IFAs generally agree that firms must be able to demonstrate real added value
in their advice Ð eg how their recommended investment portfolio has
performed against competitors and the market; to what extent they have
managed to shield client capital from market downturns;how successfully
they have met a clientÕs income target. With the new regulatory focus on client
outcomes,IFAs will need to be transparent about the results of their advice.

In addition, the prevalence of wrap technology is set to create more of a level
playing field in terms of servicing;advisers wil l instead have to differentiate
themselves through the skills they bring to these new tools.

The stumbling block here is whether advisory firms have sufficient
investment expertise in-house.Some firms may have to consider hiring in
highly qualified individuals to be responsible for client asset allocation and
portfolio management; others may need to outsource investment expertise
or incorporate third-party model portfolios into their recommendations.
However,firms that can demonstrate and quantify the value of their advice
are likely to enjoy the strongest pricing power.

7.Collegiate company culture
One of the biggest risks an advisory firm faces,is the potential loss of clients if
an adviser leaves the firm. To limit this risk and improve the overall depth and
breadth of advice,many firms Ð particularly medium and larger firms Ð say
they are looking to place greater focus on team-based client management and
ensure the client experience is spread throughout the firm. Remuneration
based on collective rather than individual adviser success could help to
promote this approach.

Firms that are able to ÔembedÕclients,by holding all their assets on a single
platform, are also likely to enjoy improved client retention.

ÒFirms may have to hire
in highly qualified
individuals to be
responsible for client
asset allocationÓ
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Regulatory and commercial pressures are driving towards a new level of
stratification in the UK advisory sector. The FSAÕs Retail Distribution Review
paper has recommended that advisers be divided into three groups,based on
their level of qualification and the breadth and depth of their advice (see
Section 2.4).

But putting regulatory proposals to one side,we want to focus here on the
advice models that can work not simply because they meet regulatory
approval,but because they offer a model of advice that real savers and
investors want to use and pay for.

As IFAs have told us,the key to an investment advisory firmÕs survival wil l
be its abilit y to offer a clear, differentiated proposition. Here are three
independent advisory propositions that could work in the future.

Potential models for successful advisory firms

3.3 Define yourself:
Three investment

advisory propositions

Diagram 13:

1. The Investment 2. The Bespoke 3. The Total Wealth
Drive-in Boutique Megastore

Target client Mass affluent Mass affluent/ High net worth/
high net worth Ultra high net worth

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

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

Scope of advice Investments Highly specialist Investments, tax,
only debt and personal

financing

Investment focus Pooled only Securities pooled Securities, pooled, 
alternatives (depending alternatives
on specialism)

Scope of product Whole of market/ Whole of market Whole of market
recommendation multi-tie

Asset allocation Model portfolio Bespoke Bespoke

Use of platforms/wraps Very high High High

Client interaction Low touch Very high touch High touch

Branding High Discreet High

Remuneration Transaction-based/ Time-based Time-based and
performance-based AUM-based fee
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1.The Investment Drive-in
Designed for the growing number of savers and investors who want swift,
simple advice on the best-of-breed investment opportunities available,with
minimal time spent on personal interaction.

We believe this model wil l appeal to younger, tech-savvy, time-pressed clients
who want to make informed investment decisions but havenÕt got the time or
inclination to gather that information themselves.At its best,the Investment
Drive-in wil l offer all the convenience of an online fund supermarket with the
added value of personalised, independent investment advice.

The Investment Drive-in wil l make maximum use of platform technology,
giving clients remote but intuitive access to recommendations,portfolio
valuations and daily updates of new investment opportunities.

However,the Investment Drive-in wil l differ from established execution-only
supermarkets,by giving investors the reassurance that the technology is
underpinned by real human advice and guidance.The Investment Drive-in
cannot rely on technology to do all the work for it: to retain clients,resources
must be spent on personalised asset allocation (although this may be based on
model portfolios) and making clients feel that they are being kept one step
ahead of market developments.The motto for the Investment Drive-in must
be Ôtechnology with a human faceÕ.

Structured successfully, the Investment Drive-in wil l be able to maintain a
high ratio of clients to RIs.It is likely to function on transaction-based
remuneration, with clients given the option to pay an additional fee for an
annual review of their portfolio.

Key challenges 
¥ Needs to work hard to differentiate its proposition from execution-only

online fund supermarkets.

¥ Must communicate the added value of personalised advice and active asset
allocation from highly qualified investment professionals.

2.The Bespoke Boutique
This is a high-touch business model driven by close personal relationships
between advisers and client. Its focus on personal relationships means it is
likely to work principally for time-based or fixed monthly fees,not
transaction-based remuneration.

The Bespoke Boutique may not have to be all things to all people.It may
be able to offer a very high level of specialism that neither of the other two
models indicated here can offer. It may even be used as by these other
businesses to outsource highly specialist investment activit ies.

We would expect advisers working for Bespoke Boutiques to be opinionated
thought-leaders in their area of specialism and to use trade and high-level
consumer press to build brand awareness.

To ensure maximum time is spent on building up personal relationships,
the Bespoke Boutique needs to make full use of technology and third-party
providers to outsource non-revenue-generating activit ies.However, we
anticipate that most client interaction would be face to face.

ÒAdvisers working for
Bespoke Boutiques
will be opinionated
thought leaders in their
area of specialismÓ
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Key challenges
¥ Strong personal relationships mean that the client associates the firm only

with an individual adviser; work needs to be done to extend the client
experience to the whole firm to embed the relationship.

¥ Must focus on chosen area of specialism and target client base Ð and not
be tempted to try to capture every type of potential client.

3.The Total Wealth Megastore
The Total Wealth Megastore must be a total one-stop shop for financial
guidance for its clients,but one that manages to retain prestige and a sense
of personal relationship.

Targeting the high-net-worth to ultra-net-worth market, it wil l compete with
private banks and other traditional wealth managers.Its competitive edge
against these established prestigious firms will be its dynamism.The Total
Wealth Megastore is not limited to products from a parent bank,but is about
maintaining full independence and aggressively selecting best-of-class
opportunities from across the market. The Total Wealth Megastore must be
about choice Ð in how clients transact, how they can receive advice and how
they pay for these services.The Total Wealth Megastore must offer a level of
choice and service that few banks could afford to maintain.

But to maintain this commitment to choice,these businesses need scale,
extensive client reach and highly integrated RI teams covering a broad range
of core and specialist investment expertise.

We anticipate only a small handful of firms working on this model. Some may
become national brands;others may have a regional focus.Some may come
about from smaller firms joining forces.But however it is formed, the Total
Wealth Megastore must offer a consistent brand and client experience.

Key challenges
¥ Needs to differentiate against established wealth management services by

being more dynamic and aggressively selecting best-of-breed investment
opportunities.

¥ Maintaining choice in every aspect of the client experience.

¥ Recruiting sufficient numbers of investment professionals.
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What about size?
IFAs have managed to retain a 66% share of the UK retail
distribution market and are expected to retain this market share for
the medium term. However,the number and size of firms could
change significantly over the next five to ten years.

Consolidation in the advisory sector appears inevitable.More
stringent capital adequacy requirements,higher regulatory costs and
general pressure on profitabilit y are likely to put increased pressure
on very small advisory firms,while factors such as the development
of wrap technology and regulatory support for primary advice
channels wil l facilitate the growth of larger firms.

More than 40% of the advisory firms we surveyed believe small firms
will go out of business as scale becomes more important,and 36%
believe costs wil l increase for smaller firms.Seventy per cent of firms
with revenues below £1 million a year are seeking investment, to sell
their business or to join a larger firm. This figure drops to less than
30% among firms with revenues of more than £1 million. Between
40-50% of firms see organic growth as their greatest opportunity to
achieve scale.

Currently, firms with annual revenues of less than £1 million make
up 95% of the UK IFA market. However, we estimate the proportion
of firms with annual revenues below £500,000 will drop by about
15% over the next five to ten years,leading to an increased market
share for firms with revenues of £1 million plus to 17%.

Low-revenue advisory firms set to exit the market

Source: Current structure data from Matrix Data; forecast structure based on JPMAM estimates

Diagram 14:
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For owners of advisory firms,the ultimate concern is their exit strategy and
how to maximise value from their business Ð whether by selling to fellow
directors,to a trade buyer or to a financial buyer such as a venture capitalist.

The current pressures on the advisory sector are likely to result in a growing
disparity in the value of firms.Based on the likely drivers of change detailed
in Part Two of this report, we asked Cydonia,a consultancy that specialises in
valuing advisory firms,to assess which firms are likely to increase in value and
which are likely to decline.

Cydonia identified the key drivers of valuation as follows:
¥ Assets under adviceÐ the value attached to assets under advice and firms

focused on long-term financial planning will continue to grow as
acquirers/consolidators focus more on the level of assets under advice and
less on a firmÕs revenue and number of registered individuals.

¥ Assets per client Ð the Ôassets per clientÕ ratio wil l become an increasingly
important determinant of value as buyers seek to build businesses with
high-quality advisers focused on clients of a certain net worth.

¥ Client retention Ð firms that can demonstrate succession planning and
client relationships held with individuals across the business will attract
higher valuations.Given these valuation drivers,the profiles of ÔHaveÕand
ÔHave NotÕ advisory firms in the UK can be summarised as follows:

Profiles of ÔHaveÕand ÔHave NotÕadvisory firms

*Based on earnings before interest and tax (EBIT)

Please note this analysis does not conclude that there is a crit ical size for
firms.In the UK,we believe the level of productivity for each adviser, how
revenue is derived and the level of profitabilit y wil l be more important than
the overall size of the firm.

The ÔHavesÕ The ÔHave NotsÕ
UK advisory firms set to increase UK advisory firms set to decline
in value in value

Normalised profitability* 15% or more 10% or less

Revenue structure At least 75% derived on a recurrent At least 50% of revenue derived
basis Ð trail commission or fees from initial commission

Client proposition Carefully considered end-client Limited ability to provide long-
propositions with ability to provide term financial planning
long-term financial planning

Supplier market Carefully selected product providers Reliant on product sales from
and fund managers with strong providers that pay high rates of
performance record and above-average commission
intermediary and client servicing

Client management Team-based Single adviser-based

Regulatory standards Strong focus on training, competence Minimal training, competence and
and leading-edge compliance compliance standards

Productivity per RI > £175,000pa < £100,000pa

Likely valuation Market activity as at Q2 2007 The likely value of these firms is
suggests firms of this profile are 2-4 times EBIT, or 0.5% of assets
now selling for 6-10 times EBIT, or under advice. The best hope of a sale
1%-3% of assets under advice. may be to a provider or a platform 
Firms in total control of assets offering a purchase of assets. The
under advice are achieving even current average price for this type of
higher valuations. buyer is three times trail.

Diagram 15:

3.4 The ÔHavesÕand the
ÔHave NotsÕ: Valuation

of advisory firms
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3.5 Profiting from
partnership: How the
investment industry

can help the IFA

The continued strength of the independent advisory sector is essential to the
ongoing health and diversity of the asset management industry in the UK.As
the FSA has pointed out in the Retail Distribution Review, tied advice may be
appropriate for simple product guidance,but professional wide-ranging
advice is essential for more complex financial-planning needs.

Without highly qualified independent advisers,it would not be commercially
possible for asset managers to market many of their non-core investment
approaches and explore highly specialist investment opportunities.For
example,thanks to the advent of regulation such as UCITS III,we are seeing
more complex financial techniques being exported from the
institutional/investment banking arena to the retail space,such as long-short
strategies,tactical asset allocation overlay and absolute return.

These powerful but complex ideas can be used to the benefit of many retail
investors,but they require the oversight of knowledgeable and experienced
advisers if misselling is to be avoided.Without an established and thriving IFA
sector, we believe regulatory pressures would force a far more limited palette
of investment opportunities on UK consumers.

It is therefore incumbent on the asset management industry to help ensure the
future wellbeing of the independent advisory sector. We believe the asset
management industry can support advisory firms in the following five key areas:

1.Flexible and transparent pricing 
In recent years,the investment industry has spawned an array of
overcomplicated charging structures.We believe asset managers should offer
investors and intermediaries a clear, consistent and uncomplicated pricing
structure on their fund range,allowing advisers and their clients more choice
in how they agree to be remunerated.

Clarity can be achieved by having consistent total expense ratios across all
funds,and considering share classes that are expressly designed to work with
fee-based remuneration. More asset managers should reward large and long-
term retail clients by providing share classes that have lower fees,dependent
on the size of investment. Greater use of performance-based fees would also
align adviser interests with those of their clients.

2.Education and training
Training and professional development can be a big drain on an advisory
firmÕs resources.We believe it is incumbent on all asset managers to help
shoulder this burden, by providing training and development on key
investment issues.This means not simply providing product-specific guidance
Ð but offering comprehensive,highly professional training in all aspects of
investments and markets.This training then needs to be supported by
comprehensive ongoing guidance on market and economic trends.

3.Client education
The FSA has crit icised the information ÔasymmetryÕbetween consumers and
advisers Ð the fact that advisers know more about which products are suitable
than their clients.While it is impossible to expect consumers to be equally
educated (any more than we should expect a patient to be as knowledgeable
as their doctor), it is in the interests of all of us to create informed, interested
end-investors.
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Working collaboratively with advisory firms to educate current and
prospective clients in the importance of intelligent financial planning, should
be a priority.Education can take place in the workplace,through evening
seminars at an adviserÕs premises,online and through the press.

Ultimately, advisory firms should be viewed as a channel for disseminating
the investment insight built up within an asset management firm Ð as well as
a means of distributing and advising on its products.

4.Collaborative product development
Advisory firms should not simply be used as a channel to sell products,but as
a valuable input for shaping client solutions.A great proportion of products
launched by the asset management industry should be driven and shaped by
the independent advisory sector, designed expressly to meet the needs of their
clients.This in turn might lead to greater take-up and client persistency.

5.Marketing 
As an industry, asset managers spend hundreds of millions of pounds a year
in marketing and advertising. These activit ies should be shared with and
leveraged by advisory firms at every opportunity.

Co-marketing with national fund supermarkets,life companies and
bancassurers is a well-established practice.Asset managers should also be
looking to see how co-marketing can be used effectively with advisory firms
of any size (without, obviously, compromising an advisory firmÕs much-
valued independence).

These are only a few measures that the asset management industry should be
taking to help support and enrich the advisory sector. The bottom line is that
helping to ensure the professionalism of IFAs is as much the responsibilit y of
investment manufacturers as advisory firms themselves.
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The UK independent advisory sector is a unique force in financial services Ð
perhaps without its equal anywhere in Europe.Responsible for an estimated
two thirds of the investment and life distribution in this country, its existence
in some form or other is assured by the complexity of the UK investment
market, the growth in mass-affluent consumers and a general resistance
among UK savers and investors to relying wholly on tied distribution
channels for financial guidance.

But the competitive,cost and regulatory challenges that advisory firms now
face,mean they have to embrace a new level of professionalism ifthey are to
survive in any significant numbers.The good news is that the regulator is
offering unprecedented levels of support to firms that can demonstrate they
are forward-looking, innovative and focused on the best interests of the client.
Whether the promises of lighter-touch regulation for these well-managed
firms will materialise,the sentiments being voiced by the regulator are a
step in the right direction.

Given the advent of principles-based regulation, and the proposed
segmentation of advice under the Retail Distribution Review discussion
paper, we are ultimately likely to see a new polarisation of independent
advisory firms:the highly professional,marketing-savvy, fee-focused ÔHavesÕ
versus the lowly qualified, commission-driven ÔHave NotsÕ.

But whereas in the US,size is crit ical to survival, this may be less of an issue
in the UK.There are factors that wil l certainly favour scale players (new
technology,less whole-of-market focus,pan-European regulation). But we
steadfastly believe that small advisory firms can continue to survive and
prosper. However,they must be cleverly marketed, operationally efficient
and focused on a clear client proposition.

As in any industry, smaller advisory firms will have to work harder to survive
than their larger peers.But if the market becomes increasingly dominated by
large-scale tied players,then the presence of relationship-driven, niche
specialists may be more highly valued than ever before:by consumers,
investment manufacturers Ð even the regulator.

It will be to the benefit of all these parties to ensure that a truly independent
advisory industry remains robust,diverse and a dominant means of distribution.

Conclusion: A new era
in professionalism?



Income decile    Gross weekly equivalised income*    Gross weekly income

1 Up to £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 over £1,224 and over
* Equivalised income shows the weekly income adjusting for differing demands on resources, based on the
size and composition of a household
Source: ONS Family Spending 2006 survey

Appendices Income by decile group
Information used in Diagram 5 'The highest income-earners have the most to save and invest' on page 11
of this document.
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