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Unbundling Investment
Administration Fees & Charges

An assessment of the ramifications of greater levels of fee and
charges disclosure in the UK investment administration sector
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Background

CoreData Research UK is the London-based arm of a broader specialist financial services
research and strategy consultancy that operates out of Sydney, Australia.

The UK division is part of the brandmanagement group and has operations in Australia, the
United Kingdom, China and the Philippines.
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With a primary focus on financial services CoreData Research provides clients with both
bespoke and syndicated research services through a variety of data collection strategies and
methodologies.

Clients benefit from a dual offering of business-to-business and business-to-consumer research
and consulting services.

The group provides clients with market intelligence, guidance on strategic positioning, methods for
developing new business, advice on operational marketing and other consulting services.

CoreData Research prides itself in identifying market trends at the earliest opportunity and
formulating insightful quantifiable research that clients can use to help them stay ahead of the market
and better meet the day-to-day challenges facing their businesses.

Our focus is on bringing deep market knowledge to research and strategy development.

The group’s research is not just about information and data but at providing insight so clients can
develop strategies that work.

The team is a complimentary blend of experienced financial services, research, marketing and media
professionals, who together combine their years of industry experience with primary research to
bring perspective to existing market conditions and evolving trends.
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CoreData Research has developed a number of syndicated benchmark proprietary indexes across a
broad range of business areas within the financial services industry.
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About The Research

This paper is borne out of the recent communications from the UK's Financial Services
Authority in relation to its intent to level the playing field and bring clarity to the pricing
procedures of Britain’s investment administration market.

In a discussion paper released in March titled Platforms: Delivering the RDR and which closed
for comment in late May, the FSA is clear in its aim.

It believes “some wrap platforms disclosed their charges so poorly that customers were unlikely
to understand the amount or effect of the charges” they are paying.

Therefore its focus is on bringing what it deems transparency and disclosure to fore.

“The bundled charges model of platform remuneration may hamper the potential growth in
market share for many products which do not or cannot pay fund supermarkets,” the FSA
commented.

This research paper is therefore a study to understand what likely dynamics will be unveiled if
the FSA pushes ahead.

Primary research from both a channel perspective (financial adviser) and consumer (investor)
perspective will attempt to measure the market impact now and into the future of the FSA's
action.

The core issues the FSA received comment on included:

- Agreement or not with the FSA'’s preference to stop payments from product providers to
platforms?

- Agreement or not that any changes to platform remuneration also apply to non-advised
business?

- Agreement or not with the FSA'’s intention to end product charge rebating?

- Issues relating to inducements and the FSA’s approach to dealing with inducements
provided by platforms

- Issues relating to platform use by adviser firms
- Issues relating to re-registration

- Issues relating to the easy transfer of assets away from a given platform

With the onset of full RDR two and a half years away, the dependence advisers have on
platforms (some might say the relationship is symbiotic or a mutual dependence) is only going
to increase.

RDR will set a new benchmark for the advice industry, and with the removal of many previous
remuneration practices (or at the very least their disclosure) that were standard across the
industry, the need for truly efficient businesses and systems that support those businesses is
critical.
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There are clearly challenges on the horizon with the FSA’s response to its discussion paper on
platforms to be eagerly awaited by the industry, with a sense any ruling will be in the current
spirit of RDR — the removal of payment or incentive structures that it deems could impair the
true independence of any advice given.

The industry has lobbied the FSA to be pragmatic in its view and treatment of the administrators
of platforms.

A ruling too heavy handed will only lead to sub-standard technological development and service
delivery in future.

At a time when increasing planning practice efficiency is fundamental to the continued healthy
development of the financial planning industry, draconian measures that put undue downward
pressure on the platform industry could damage the long term health of the sector as a whole.

RDR, some argue, will lead to advice becoming inaccessible to millions of UK consumers
(some go so far as saying it will only be affordable to already affluent consumers) as the market
evolves into a fee-based service industry.

Many consumers either cannot afford to pay for financial advice or prefer for the cost of
delivering the advice to be borne by the product manufacturer — an old argument perhaps, but
still a pertinent one nonetheless.

Therefore any new limited-advice or low-cost advice business models post-RDR will depend on
the ability of the service providers behind the scenes to deliver state of the art cost-effective
administration.

This cannot be achieved if the FSA is too heavy handed.

We feel, in respect to the platform industry, that a more acceptable middle ground will be if the
FSA shows an inclination to focus more on transparency — or unbundling — as it is commonly
termed by the industry.

This could potentially over the longer term actually drive a ‘push’ from consumers (direct
investors) to seek advice.

Our research of the direct investor market has revealed that while a proportion of this segment
is loathe to ever engage with or use a financial adviser - partly due to an investor's own
controlling behaviours and partly due to a lack of trust of third parties (in this case advisers) — a
notable proportion could be enticed into the adviser market if the price was right.

At present many direct investors feel they can get a better deal by doing it themselves, however
CoreData analysis reveals that many direct investors could in fact be better off from a costing
point of view by investing via an intermediary and through a platform.

If unbundling becomes a reality, we feel over time that healthy numbers of non-advised
investors could be inclined to seek out an adviser.

Whether the relationship these types of investors will be looking for in the first instance will be
transactional or full service is difficult to predict, but over the longer term it is likely to depend on
the expertise of each adviser they engage with and the skills of the adviser to add-value to the
relationship.
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Platforms can only go so far in enhancing the operational functioning of an adviser’s business,
in a post-RDR world many advisers are likely to face significant pressures in attempting to
demonstrate the value of the advice they provide.

For those who haven't commanded a direct fee from clients in the past, the challenge is to
transition to a business model that facilitates this. Easier said than done.

Yes, a highly efficient and cost effective platform is one component of achieving this, but the
other more important component is the perception of value received by clients.

After all, advice is a service not a tangible product.

For many, perceived value simply manifests through investment returns, but for others it could
be access to products and services that they otherwise cannot access directly themselves.

This is where platforms may be able to assist advisers in adding-value.

At the front end it could be the one-stop-shop nature of the products and services available (not
to mention the sheer range and types of products) while at the other end it could be the web
tools, consolidated reporting, widgets, calculators and modelling tools that enhance the
perception of value for money that clients receive.

In essence thought, the trouble facing the industry is the proverbial conundrum of the chicken
and the egg.

Recent CoreData Research has underlined the pressure on many advisers with large swathes
expecting to leave the industry as a result over the next few years.

Yes, RDR is meant to remove or at least minimise future indiscretions of the industry and
rebuild confidence and trust in the sector but in the process could leave the industry weaker in
being able to deliver on its obligations to UK consumers.

As the country enters one of its more austere periods in living memory, and with an ageing
population requiring specialist advice around planning for and transitioning to retirement, who or
what can fill this void?

Platforms have revolutionised the financial planning industry but they cannot continue to do so
alone.
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Research Construct

The heart of the research undertaken as part of this study consists of first hand data gathered
from a broad perspective of financial advisers (500+) and a large sample of British
consumers/investors (1,000+).

The adviser research component covers a broad breakdown of adviser attitudes towards pricing
within platforms and segments the market to better understand these attitudes and how
behaviour may be shaped as a result of any changes.

The consumer component approaches the issue from two separate perspectives.

Firstly, what pricing triggers and tolerances consumers/investors have in terms of paying for
investment administration?

And, secondly, the potential demand creation as market forces push or pull more or less
investors to/away from advisers and the platforms these use to administer client investments,
as a result of the enhanced information and pricing clarifications.

Quantitative Analysis

From an adviser perspective, the research focuses on getting under the skin of what IFA
attitudes are today and how they behave from a fee and charging perspective.

The following areas are some of the topics covered by the research:

- Attitudes on whether unbundling fees within platforms will be good for the advice
industry

- Whether it is acceptable for platforms to take a share of fund manager rebates if it
keeps costs to the adviser down?

- Whether a platform should pass on all fund manager rebates and have explicit fees for
advisers?

- Whether advisers should charge clients an annual fee for assets under management
and cover their platform costs out of this?

- Whether advisers tend to have one preferred platform for all clients

- Aduviser attitudes on platforms providing greater client accessibility
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This is all in the context of:
- Adviser existing payment and charging structures

- Whether they are planning to change the way they are remunerated for giving advice in
the future? (i.e. within 12 months, 1-2 years, 2-5 years, or in more than 5 years).

- If so why? (e.g. Product providers are phasing out upfront commissions, wanting to
move to fees and trail commission in order to create more value in my business, being
forced to change by regulation, e.g. the RDR and TCF, better for clients if paid for
ongoing advice, rather than on a transaction basis, or wanting to segment client base
and charge clients according to the level of advice and service needed).

From a consumer point of view, the following is covered:

For those who currently engage with an adviser what disclosure (or not) pricing trigger
point might lead them to review their situation?

- For those who DO NOT engage with advisers the research attempts to understand
what proportion of these may be enticed into the fold if the price is right — specifically if
the pricing within platforms becomes visible.

- The investment and portfolio sizes that could make investing through a platform and
adviser more attractive — i.e. the cross-over point (if there is one).

- The proportion of the market that would stay away irrespective of the level of
transparency and disclosure provided by investment administration providers.

Methodology

CoreData Research will be in field in June and July 2010 to collect information from UK
independent financial advisers and also a healthy sample of representative consumers and
investors.

In return for completing an online survey, IFAs and also consumers were offered the
opportunity to take part in a prize draw.

The survey is be distributed to IFAs and consumers using CoreData Research’s own
proprietary databases of both of these groups.

It is estimated more than 500 advisers will take part in the research, while an investor sample of
at least 1,000 is expected for the purposes of this project.
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Timing and Pricing

A full written report, presentation and audio file of the executive summary will be available for
purchase in late July 2010.

The cost of this research is £5,000.

Analysis Measures

The following are the common types of analysis we perform on data sets used in this study:-

Descriptive and Bivariate analysis:
- Chi-square,

- Correlation,

- ANOVA,

- t-test

Multivariate Analysis:

Regression Analysis (OLS)

Choice Modeling (e.g. Logistic regression)
Factor Analysis

Cluster Analysis

Structural Equation Modelling (SEM)

Artificial Neural Network

Two main techniques for determining significant differences or associations in the data we
typically deal with are;

Chi-square test - used to test relationships found in crosstabs.

ANOVA test - used to determine whether there is a significant difference in
the averages of two or more groups.

You can use ANOVA to test the difference between two groups and also to test the difference
between periods within 7 point index scales.

Crosstabs and Chi-squares (non-parametric test used for nominal or ordinal data) -can use
collapsed/recoded interval ratio but parametric tests are more powerful as they contain more
detail and are thus more accurate.
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Our analysis is later overlayed in the reporting stage with a separate strategic insight
component.

This involves contextualising the findings for clients, and providing strategic suggestions
relating to the implications of the research for groups individually.

The power or the ability to detect statistically significant differences in data sets is contingent on
three main factors;

1. Alpha level (or confidence level).
This is virtually always set at 0.05 i.e. 95% confidence.
2. Effect size (or meaningful difference).

This is the amount of difference etc. between variables that is required to conceptually
be of importance. For example if you were able to detect a significant difference
between two variables of 1% would this actually be meaningful?

3. Sample size

This is a critical factor in allowing effects to be detected. The larger a sample is, the
smaller the effect that can be accurately detected. However, for efficiency and resource
management ideally the sample size is no bigger than is required for the research
purposes.
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Craig Phillips

Principal

CoreData Research UK
2/105 Hallam Street
London

W1W 5HD

0208 333 2331

07540 986 867

Disclaimer

To ensure the privacy of the individuals conducting this research and to comply with privacy laws, no persons have been mentioned by
name and no personal details are contained within this document.

This document was compiled from primary research and other information at the time of writing.

The information is believed to be accurate however no representation or warranty, express or implied, is made by CoreData Research as to
its completeness, and it does not make any warranty to correct any information subsequently found to be inaccurate.

This document does not constitute investment advice or a business recommendation.
This document may contain the personal views, standards and opinions of the researchers and third party contributors.
The inclusion of this material is not an endorsement by CoreData Research

In all cases, people reading this material should attain appropriate professional advice in evaluating its accuracy, currency, completeness
and relevance for their purposes.

CoreData Research disclaims any direct or indirect liability or costs arising from any reliance on the information contained within this
publication.

The information within this paper remains the express property of CoreData Research. It may not be reproduced in any form without
express permission.
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