Which Platform for which customers, for which
products, for which funds?
If these are the questions, what are the answers?

. Business Improvement
I Propositions

Introduction

Over the past few years, Platforms and Fund Supermarkets have become a key part of the infrastructure
for many IFAs. They aim to provide an efficient means of managing and administering the investments
of the adviser’s business. However, as the Platforms have developed and their roles and influence
widened, increasing concern has been raised about whether
the use of Platforms is as transparent as it should be and
whether it is right to adopt ‘a one solution fits all’ approach
that has been advocated by some in the industry.

As the Platforms have developed
and their roles and influence
widened, increasing concern has
been raised about whether the
use of Platforms is as transparent
as it should be and whether it is
right to adopt ‘a one solution fits
all’ approach that has been
advocated by some in the
industry.

The FSA has recently set out its thinking and ‘direction of
steer’ for the use and regulation of Platforms in Discussion
Paper 10/2. Advisers that have chosen to use one or more
Platform may have to revisit whether or not their due
diligence processes and conclusions were correctly carried
out. Platforms offer many benefits to advisers and
customers, but failing to manage their selection and ongoing
use in respect of each customer could carry a ticking time
bomb of potential claim, litigation and regulatory sanction. Conversely, if managed properly, Platform
use could be a major strategic asset to adviser businesses.

The Platform Market - Background

Against the background of the FSA’s Thematic review and the much-awaited Discussion Paper — DP10/2
—issued at the end of March, the UK Platform market has been growing, both in terms of new Platforms
coming into the market and the functionality that the Platforms are providing. It is an increasingly
competitive market with a growing number now focused on improving transparency, reducing charges
and claiming to be ‘RDR ready’. So why is it that many advisers are looking to include Platforms as part
of their business model? Is it right for them to do so and what is the future for those that ‘Operate’
them (provider owned/independent/adviser consortia) as well as those that use them — the advisers and
their customers?
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Bullet point Summary of FSA Discussion Paper — DP10/2 issued in March 2010

9 The FSA has raised a number of issues that are likely to result in changes to the way Platforms are
regulated under the Retail Distribution Review (RDR). They have re-labelled Platform Providers as
‘Platform Operators’

I They want to look at how Platform Operators are remunerated, how adviser charging should operate
through the Platform and how Independent and Restricted advisers use Platforms in the future

9 They want to improve transparency of charging so that it is clear to the customer what they are paying
and what service and value they get as a result of using a Platform

9 The FSA acknowledges Platforms are a service, but it also says they have product characteristics and
ownership relationships that could cause potential issues and conflicts

I The FSAis proposing to prohibit payments from Product Providers to Platforms in respect of advised retail
investment business

9 Platforms will be expected to obtain and validate instructions from a customer to pay adviser charges

9 The FSA emphasises the importance of the transparency of ‘cash account’ charges and the way in which
cash accounts function and are managed

9 The FSA has proposed to prohibit product providers from deferring, discounting or rebating product
charges in a way that could appear to offset any adviser charges

9 There are mixed views about whether using a single Platform can be independent
9 ‘Vanilla Wrappers’ are necessarily the same as a Provider Product
9  Platforms will not necessarily be expected to offer all Product choices or all funds (though exclusions will

need to be explained and justified)

9 Assessing need, choice and value along with both current and ongoing suitability, as well as best
execution, will create a need for ‘research and review’ software services — a number are in the process of
development, but Capita is at an advanced stage for such service that is supported by the major Platforms

The Australian Experience

The term ‘Platform’ encompasses labels such as Wrap, Funds and Supermarket, with increasingly
‘blurred’ distinctions between them. In many ways, a driving influence has been from the experience of
the Australian Financial Services market where Platforms have been established longer than in the UK.
Indeed, with companies such as FNZ (the technology behind the AXA, Standard Life and Friends
Provident Wraps), Infocomp, Praemium, Maquarie (Coin) and others touting their solutions and
implementation experience gained ‘down-under’. Indeed, we have heard comments in Australia that
they have seen a reduction in resource available to extend the platforms in their home market because
the people were busy focusing on the UK customer opportunities.

Australia has many similarities to the UK Financial Services
market and so we both learn well from each other in a
somewhat ‘iterative’ way. Australia has led the way is
developing more modern adviser ‘Practices’ which New
Model Advisers here would relate to. Conversely, the UK
has tended to lead the way with regulation standards and

The original vision in Australia
was that platforms would
become ‘a single holistic, all-
encompassing solution’ - this has

not really happened.
practices, with much of what is proposed in the UK RDR
now also being adopted [voluntarily and legislatively] in
the Australian market.
Platforms — are they a solution or a problem? Page 2 May 2010
Author: Mark Thelwell Version F1.1

This document contains proprietary information of AT8 Group Limited and is not to be disclosed
or used except in accordance with applicable agreements.
© 2010 AT8 Group Limited. All rights reserved



Platforms in Australia are a significant part of the service framework. However, the original vision of
some in Australia was that platforms would become ‘a single holistic all-encompassing solution’ and this
has not really happened.

Platform consolidation has taken place in Australia and is now dominated by three or four mainly bank
owned providers. Concern about the dominance of a particular Platform owner having undue influence
was a factor in the recent acquisition discussions between NAB and AXA AP that resulted in the
Competition Commission refusing permission for the takeover. In the UK, we are still growing the
number, with several more yet to come to market, but this could eventually follow the same pattern of
consolidation in subsequent years.

Platforms in Australia have also moved away from the original vision of being a single source of
technology - holistic, ubiquitous solutions — for advisers. They are now more focused on asset
management and trading, leaving the factfinding, needs analysis and CRM functionality to Adviser
Practice software solutions such as XPlan and Coin that now between them dominate some 60% of the
Australian market (the equivalent of the UK’s IntelliFlo, Focus and 1st Software).

Platforms in the UK

Back in the UK, the FSA’s Factsheet issued in October 2009 and a later presentation by Dan Waters to
McKinsey’s in January 2010, highlighted some of the issues that continued to concern the regulator.
However, it was the Thematic review on the use of Platforms and DP10/2 that has really exposed some
of the serious issues and concerns about how advisers are selecting and using Platforms today. The DP
has set out how attitudes and practices to use Platforms will need to change in the future.

As we said earlier, the number of Platforms is still increasing, although four fund supermarkets —
Cofunds, Fidelity Funds Network, Skandia and Hargreaves Lansdown - dominate the overall Platform
market with 85% of assets under management. The newer Platforms have focused less on the
‘transactional’ nature of Supermarkets and more on the ‘ongoing portfolio advice’ services of Wraps.

Not all Platforms are the same. The FSA made a distinction between what they call Supermarkets and
Wraps and they illustrated this diagrammatically below:
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Fund Supermarket Wrap Platform
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Bundled Charging Unbundled Charging
Fund Manager Charges Fund Manager Charges

Part of the fund management charge is Rebated to Part of the fund management charge is Rebated to
the Fund Supermarket (may also be additional the Wrap Platform. Usually the full rebate is paid to

service/incentive payments) the Client Cash Account
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Wrap Platform — Client
Cash Account

‘Wrap Platform charges and the Adviser Fees are normally
) paid from the cash account (if sufficient funds are available.

_ The client may have to pay more, or encash part of the
to the adviser investment portfolio)
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Adviser Wrap
Firm Platform

Fund Supermarket

Fund Supermarket pays a proportion of the fee it
receives from the Fund Manageras a ‘Ce ission

Adviser Firm

Fund supermarkets typically have no explicit breakdown of charges (bundled price) as the fund
managers and/or Product Provider remunerate the Platform, whereas Wrap Platforms operate either
bundled or unbundled prices, but usually rebate fund manager or provider payments into the Client’s
cash account. They then charge for the adviser’s fees separately — usually deducted from the Client’s
cash account. Wraps also usually offer a wider selection of investment vehicles including non-
commission paying investments such as Exchange-Traded Funds (ETFs).

The labels Platforms use to describe themselves often give
away their origin and operational influence. However,

even then, there are differences in the coverage that they If no single Platform can offer an
have within their labelling stables. If we take Wraps as an ‘unrestricted’ range, will it be
example, despite being more ‘holistic’ than Supermarkets, possible and necessary to look at
not all need areas, product options, or fund choices are more than one Platform - two,
made available. Of those that provide adviser ‘tools’, the three, four, or all - to ensure that
number, range of coverage and sophistication also varies. the current needs of different
Indeed, there is still some debate as to whether Provider customers can be met.

sponsored Platforms will be able to offer software tools
under the ‘inducements’ rules of the RDR proposals.

Some have asked how a platform would be able to offer an independent administration tool without
breaking the inducements or soft commission rules unless it explicitly charged for it. To have truly
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‘holistic’ coverage would be expensive and time consuming and so far it has not been necessary to do
so. However, as RDR states, ‘Independent Advice’ must be ‘unrestricted’ and that will almost certainly
mean that more solutions will need to be considered via the Platform in order to ensure that the right
coverage of product and fund options is available. Indeed, if Platforms are to compete against each
other to be the adviser’s core choice, then Operators are likely to have no choice but to extend their
capability to be more holistic. So, if no single Platform can offer an ‘unrestricted’ range, will it be
possible and necessary to look at more than one Platform — two, three, four, or all- to ensure that the
current needs of different customers can be met?

Given that one of the key objectives of the RDR is to remove Provider influence over adviser
remuneration, the FSA has been keen to ensure that Platforms do not become a means of continuing
the practice of disguising charges in a way that is unclear or unfair to the consumer. They recognise that
the move to Adviser Charging may accelerate the use of Platforms to recover adviser charges through
the cash accounts of Wrap Platforms and the FSA had previously asked the question about whether they
needed to change the way that Platforms were regulated.

Thematic Review - A poor reflection on our industry?

The FSA thematic review carried out at the end of last year initially looked at 33 firms, from which 12
were selected for more detailed investigation. In the statistics on failings, the FSA does make the point
that the sample chosen was felt to be comprised of higher risk firms and so ‘may not’ be representative
of the industry.

Quality of Advice Outcomes

147 case files were reviewed

24 cases were classed as unsuitable — 16%

41 cases were classed as unclear — 28%

82 cases were classed as suitable — 56%

Unsuitable advice was unevenly spread across the sample
Inadequate consideration given to overall ‘solution’ suitability

=A =4 =4 =4 -8 =9

The file reviews into quality of advice looked at three unsuitable outcomes in particular:

9 client incurred additional costs without good reason;

9 investments did not match the client’s attitude to risk (ATR); and

9 for switched investments, the advice led to lost benefits / guarantees or a financial loss with no
good reason.

The review of systems and controls within the Thematic focused on six risk areas where the firm may
have failed to:

1 carry out adequate due diligence or align their platform(s) with the client base;
1 identify and manage conflicts of interest relating to the platform(s);
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1 maintain and enhance advisers’ training and competence in line with new services/products
available on platform;

1 employ processes around the provision of advice to ensure advisers acted in client’s best interests
on platform-based investments and services;

1 offer whole of market advice when recommending packaged products through a platform; and

1 oversee advisers to ensure they acted in client’s best interests on platform-based investments and
services.

The FSA concluded that there was a high incidence of failings at certain firms and poor practice across
most of the key risk areas, though they also acknowledged that there were some that had successfully
integrated Platforms into their business models. Platform supervision will become a priority in the
future and tough action will be taken where there is evidence of unsuitable advice and weak systems
and controls.

The FSA stated that whilst they see Platforms as a service

rather than a product, they were concerned that they did The FSA has been keen to ensure
display ‘product features’ and were, in a number of cases, that Platforms do not become a
owned by or closely associated with Product providers.
They also commented that there were a number of
Advisers that had a share in Operators and that some had
share incentive schemes that could potentially cause a
conflict with the duty of an adviser to act in the customer’s consumer.
best interests.

means of continuing the practice
of disguising charges in a way
that is unclear or unfair to the

One of the issues was whether the payments made by Providers to Platforms was for ‘administration’ or
was a ‘commission’. The FSA view was that it was effectively a commission and that there was a lack of
transparency around the costs and pricing of services as well as what value they delivered and the effect
on the customers’ investments.

The FSA felt that there could also be a ‘restriction’ of choice in using Model Portfolios and ‘guided
architecture offerings’. In addition, there is concern that minimum fees may also restrict competition by
pricing out smaller fund managers from Platforms.

The FSA has identified three options to consider as a way of removing the potential for influence and
bias. The first was ‘no change’, the second was to allow remuneration to continue but with guidance on
what is and isn’t acceptable along with clear disclosure, but it will come as no surprise that the regulator
prefers the third of the choices which is to ‘stop all payments from Product Providers to the platforms’.
Whilst they remain open to feedback, it is difficult to see how the other options would achieve their
aspiration of unbiased and unrestricted advice with clear transparent separation of Provider, Operator
and Adviser costs without compromise and risk of failure.

Platform selection and use - is your PI cover at risk?

The Finance Act 2010 had originally included a provision for American style ‘Class Actions’ to be brought

against banks, providers and other financial services firms, including advisers. Although this was

withdrawn at the last minute in order to obtain support for approval before the election recess, it
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remains an objective in certain quarters as a means of holding the industry to account. Whilst a
collective sigh of relief may be expressed from some, it would be wrong to be complacent. The Act does
still contain a Section (14) that will allow the FSA to be able to draw up rules for a consumer redress
scheme where it concludes there may have been a

‘widespread or regular failure’ by relevant financial services Although they say that they do
firms to comply with the regulator's requirements, where it not expect firms to review the
appears that consumers have suffered (or may suffer) loss platform market for each client,
or damage as a result. they do expect firms to consider
which platform(s) are
Section 14 amends section 404 of the Financial Services and appropriate for their client bank
Markets Act, under which any redress scheme had to be - or segments of their client
authorised on a case by case basis by the Treasury on bank - in general terms and
application from the FSA. Under the new law, the FSA can then ensure the
act on its own authority and whilst the provision still recommendation is suitable for
requires authorisation by the Secretary of State, the recent individual clients

public attitude to the financial sector is likely to result in the
approval being given.

The FSA's rules would include the factors to be taken into account and would specify what acts or
omissions constituted a failure to comply. They would determine what kind of redress would be
suitable and any time limits or cut-off date.

A recent survey carried out by Skandia has revealed that only 48% of financial advisers carried out
formal due diligence when selecting a platform. Whilst 62% of advisers did investigate the Platform
market, the survey revealed that the levels of research that were carried out varied wildly. They found
that 55.1% of the 1,400 advisers surveyed had examined four or more platforms while 44.9% had done
due diligence on three or less.

It is clear from the survey and the Thematic Review that the FSA is right to be very concerned that
advisers are not adopting satisfactory processes or investing sufficient time in the due diligence required
to consider Platform selection. The position is exacerbated when one then considers what
reassessment procedures are in place and how individual customer needs are most suitably met through
different Platforms or through off-Platform solutions.

Adviser firms pay expensive premiums for Pl cover and they could be putting their protection at risk if
they do not adopt proper processes for Platform selection and ongoing management choices.

Platform suitability - meeting clients’ needs

Given that changes will be made to respond to competitive pressure, how will adviser’s review and
choose what is suitable at a given point in time — perhaps on each advice event. The FSA has said that it
expects advisers to assess the suitability of Platforms for each customer and does not expect a ‘blanket’
approach to be applied. Platform use must be justified as delivering greater value to the customer than
in not doing so — Platforms are not just a means of increasing fee income for the adviser.
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Although segmentation is considered to be an acceptable part of the identification of customer’s
suitability for the Platform Proposition, it is still going to be necessary to show that each customer was
presented with and considered the pros and cons before they elected to use a Platform and that the
choice was right for them in comparison to the alternatives. It must be shown that the costs were
suitable to meet their needs and to deliver value at the time of selection and periodically thereafter.
Looking at the FSA Factsheet and Dan Waters’ speech, the FSA is expecting advisers to regularly review
their choice of Platform(s) and their suitability to customers — maybe quarterly, maybe on each new
advice event.

If it transpires that a more formal and frequent assessment of Platforms is going to become part of an
advisers research for suitability — as currently with product choices and fund selection, then advisers are
likely to want to be able to access such information in a reasonably easy, robust and justifiable way.
Capita Financial Software has already identified the probable need for such a service and their
development work is at an advanced stage. Importantly,
Capita decided to work hand in hand with The Platforum
and Platform Operators to ensure they were supportive of
the tool and had the opportunity to validate the
calculations engine. Some ‘comparison’ services seem to
be operating on an informal or undisclosed manner.
However, we believe that accuracy and independent
validation will be critical. Without detailed knowledge of
how each of the charging structures really works it will be
impossible to have accurate RIYs. Capita has some past
experience of the Platform market with PortaVista — albeit
now aborted. They also have experience of delivering
effective research and comparison capability through
Synaptic. We have written about Synaptic as part of our
reviews on Research tools

(see http://www.at8-group.com/library/AT8 ProfessionalAdviser_Synaptic_011009.pdf).

With features and functionality,
along with calculations and
factsheets endorsed by the
Platforms and with service
ratings from the Platforum,
‘Platform Comparator’ may well
be just what the industry needs
as it comes to terms with the
FSA’s expectations of how to
select and manage Platform
choices.

Capita’s product is called ‘Synaptic Comparator’, and AT8 has seen a demonstration of how this would
work. Capita has been openly talking to the FSA about what it is doing and the pilot launch of Synaptic
Comparator is due in May this year to a beta test group and expected to be launched formally to the
market in June. With features, functionality, service ratings from the Platforum, factsheets and
calculations endorsed by the Platforms, Synaptic Comparator may well be just what the industry needs
as it comes to terms with the FSA’s expectations of how to select and manage Platform choices.

Platforms do have an important role to play as one of a range of tools that advisers can use to support
the services they provide to customers. Although it is interesting to look at other markets such as
Australia, the market and regulatory landscape at the point of entry and development here in the UK is
different. Consequently, the way that Platforms develop and adapt to our market may well be taking a
different direction.

The discussion and consultation process about Platforms will run through this year and the FSA is aiming

to issue a Policy Statement by the end of 2010. Platforms cannot be ignored and will have a major part

to play in the post RDR financial services market. Whether advisers choose to be Independent or

Restricted, Platforms should be considered as a potential part of the value chain that they can deliver to
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the customer. Some of the existing and emerging technology support functions that Platforms could
integrate with could extend their solutions to enable some automated and call centre supported
‘Simplified Advice’ functionality as well as the existing adviser led Holistic Planning. Even those firms
that have so far excluded Platforms from their business model will need to keep this decision under
review for their customers’ potential benefit as well as their own.

The process of considering Platform suitability for advisers is one that needs careful, formal and
structured thought and analysis. The FSA has produced a helpful ‘factsheet’ that suggests certain points
to consider.

About your business:

1. Your overall business model and the type of services you want to offer — which might differ
depending on the type of client;

Your typical target market and approach to client segmentation;

3. Your remuneration model — e.g. fees, commission or a combination; and

4. Your existing systems and procedures.

i

About the platforms:

The platform provider (for example, their reputation and financial standing);

Terms and conditions of using the platform;

Charges — including actual cost, charging structure and transparency of charges;

Range of funds, tax wrappers and other products available;

Range of asset classes;

Functionality (for example the. ability to switch or re-register off platform or record legacy assets);
Accessibility;

Additional tools (for example, risk profiling and asset allocation tools); and

Support services (for example, help facilities and training).

©ONDIULAWNR

Developments in the market could mean that your chosen platform provider(s) may not remain the
most appropriate option for your business or clients. Periodic reviews may be required.

One of the challenges with RDR is how the Portals will illustrate ‘products’ in the future. Whilst there
are some that would say that it is probably no more than showing a product with ‘zero’ commission, we
suspect that it will be more complex than that. We certainly see the volume of quotes being higher as
Advisers look at the range of ways that their fees can be ‘offset’ against the product and what effect
these would have on the benefits in the product. With an increasing use of Platforms, it could be that
Portals will focus more on the ‘Protection’ and ‘annuity’ products where comparisons and illustrations of
benefits are easier. With investment products, they may find it more difficult to illustrate charges and
benefits from the range of options with product and tax wrappers along with a construction of model
portfolios that have different asset classes with different charges applied.

Platform selection and management need not be a daunting exercise and if advisers would like help
reviewing their distribution strategy and how Platforms may be of benefit to their business model and
customers service proposition, please contact marketing@at8-group.com.
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