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The potential for Wrap Accounts

In 2002 80% of IFAs were unaware of Wrap (source Datamonitor)
Today:

95% of IFAs aware of Wrap
92% believe Wrap relevant to their business
90% believe Wrap will grow considerably 
(source: CWC Research for FundsHub, October 2003)

IFA's want a Wrap Platform to:
Give investment into Equities, Bonds, UTs and OEICs, ITs, Cash, 
Property
Provide tax wrappers for ISA, PEP, SIPP, EPP and Offshore funds 
(almost all IFAs)
Provide mortgage and protection products on the platform (45% of
IFAs)
Economically handle minimum contributions down to the single ISA
investment level (45% of IFAs) 
(source: CWC Research for FundsHub, October 2003)



By 2008, assets held under wrap services will grow 
to £150bn (Source – Datamonitor)
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Agenda

What are wrap accounts ?
Who is going to buy wrap accounts ?
What is the issue for life companies ?
What is the US and Australian experience ?
Who is doing what in the market ?
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What is in it for customers?

Detailed and consolidate investment view available 24 x 7
Increased personal attention from the adviser
Deep relationship with adviser and wrap provider
Holistic portfolio management customised according to view 
of risk
A single transparent charging structure for new retail 
investments
Online statements of an account history, and asset 
performance
Cash management service
Daily investment market news
Risk based portfolio construction tools
Online calculators and illustration tools



What is in it for advisers?

Reduced costs in transactions with life, pensions and fund 
providers:
40-70% of IFA costs are in back office administration

Recurring revenue through commission based on funds under 
management
- a different valuation model to base the sale of their business on?

To get valuations and make other transactions electronically
- without multiple linkages with providers

To review their customer's performance relative to a plan, as 
well as any other holdings and benchmarks, at any time
To facilitate annual reviews of investments and financial needs
To get a source of legislative and tax information
To easily provide information across product and providers to 
establish a financial plan on behalf of their customers



What is in it for the Wrap provider?

Charges are based on assets under management
Transaction charges are based on new money, and 
switches
Customer persistency will be better because of the 
strength of the customer relationship
The acid test is whether there is any cost advantage 
over traditional product wrapper providers through 
new technology
The regulatory costs of operating a mutual funds 
saving scheme gives a price advantage over life 
company product wrappers.
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Customer segments

Hig h ne t w ort h - 4 80 ,000

Mass affluent – 9 .1 m illio n

Mass market - 39 .2m

1%

19%

80%

£35 .5k

£1 ,425k

£2 .4k

Liquid 
asset s

% ’s by 
nu mber

Source: Inland Revenue 2002, Tulip Report, Marketing to the Wealthy 2003



Segment Characteristics

High income – above £35k liquid assets

• Require advice in framing and making investment decisions

• Desire to control their own affairs, constantly measuring themselves against 
personal and financial yardsticks

• Have a growing awareness and confidence in financial matters – they delegate to 
an advisor, but check rationale and keep track of performance, and use trusted 
advisors

• Keep performance largely at arms length

• Most likely to use an IFA for advice

Segment success criteria

• Broad product offering

• Highly skilled IFA based distribution

• Low cost advice less important – but still want access to stakeholder products

Source; ABI 2002, NOP Consumer survey 2001



Distribution landscape - current

IFAs

• Approx 11k firms
• 49% in a network
• Claim 15m clients
• Approx 35k RIs
• 42K incl GI salesmen
• £3.4bn Turnover

Source: Matrix Data 2003

Mono tied

• 12.5k in Bank sales forces

• 20k in direct sales forces

• Appointed Reps 8.5k
55%

45%



Current market share of each distribution 
channel

IFA Direct Private client Tied Source;Matrix 
data 2003



The distribution landscape 2005 ?

Level 
of 
advice

MarginIFA

Multi tie

Tied / non 
regulated

High value holistic wealth 
management

Advice orientated

Service oriented
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Product orientated
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Dist r ibut ion landscape –future ?

IFAs
• Approx 10 – 15 % of I FAs 
on fees
• 50% rem ain in a network
• Advice proposit ion

Source: Mat rix Data / KPMG 2003

Tied /  Non regulated

• I nform at ion prov iders

• Non adv ice

• Product set ex tended 
by gap f ills

• Stakeholder p roduct 
set high ly prescr ibed

Multi tie
• Com m ission on ly

• 3 to 5 prov iders per panel

• May co-ex ist w ith I FA 
business

• Lim it ed adv ice

30 – 50%

20 – 50%

20 – 30%
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Product providers without wraps could be 
marginalised in the value chain

Adviser

Tax WrapAdvice Transaction Reporting Investment

Provider

Post 
Wrap Adviser

Wrap Provider

Tax WrapAdvice Transaction Reporting Investment

Current
Model

Asset Manager



UK Customer charge example for proposed wrap vs 
current mutual fund…

WRAP MODEL
Initial
• 3.5% charge to IFA. 
• 0.5% charge to Wrap 

provider

Subsequent
• 0.5% annual charge to fund 

manager 
• 0.5% annual charge to Wrap 

provider
• 0.5% annual advice charge 

to IFA

CURRENT MODEL
Initial
• 5.25% bid/offer spread

Subsequent
• 1.5% annual management 

charge to fund manager

Jupiter Merlin Worldwide



UK Customer charge example for proposed wrap vs 
current mutual fund…

Customer

IFA

Fund manager

Customer

Wrap IFA

Fund manager

Current Wrap model

1.5%

0.5%

0.5%

0.5%

1.5%



What has changed? 

Investment advice and intermediary fees remain the 
same
Investment managers fees are squeezed as they give 
up their distribution margin to the wrap – just as they 
did for fund supermarkets and life company open 
architecture
Investment managers move to institutional charge 
levels
The wrap manager has more work to do therefore he 
should get more charge
Product wrapper costs remain the same!
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The growth of Wrap accounts in the US and 
Australia

1997 1998 1999 2000 2001

1998 1999 2000 2001 2002

US growth of wrap 
(AUM) 

Australian growth of wrap 
(AUM) 

32% pa 
for five years

Top  5 accounted 
for 66% of the 

market

75% of new 
investments 
through wrap

US$
770bn

Aus$
149bn



The Australian experience

Over 75% of new fund inflows currently going into wraps, with total assets 
under administration of £130bn
Advisers sought to stabilise their revenue with movement away from initial 
commission to fees on a renewal basis
Regulation demands e.g. disclosure requirements
IT infrastructure development e.g. industry data feeds became available, 
adviser technology at POS moved on
Rising customer service expectations
The introduction of compulsory superannuation and self invested 
superannuation
Competition differentiator – financial and administrative benefits to 
networks
Wrap positioned to provide adviser back office platforms – and provided 
lower costs to them
The market has consolidated to 5 major wrap players; AMP, Acquire, 
Asgard, AXA, Westpac



The US experience

Emerged in the 1970s as consultant wraps aimed at individuals 
who manage their finances through intermediaries
The wrap is based on the model of a separately managed 
account with several fund managers operating over a collective 
fund which forms part of the wrap service
The minimum investment in these type of funds is typically 
$100k
In the 1990’s mutual fund wrap models emerged similar to the 
proposals for collective fund only wraps in the UK. These wraps 
typically have minimum investments $10k
The US market has grown by around 40% pa since 1996, and 
assets under wrap currently stand at $750bn
The largest players in the US market are; Merrill Lynch, 
Salomon Smith Barney, UBS Paine Webber, Morgan Stanley, 
Prudential Securities, and American Express



Differences between Australia and the UK

Although many market characteristics are similar there are 
some differences
The UK market is much larger, much more diverse and 
culturally much more entrenched
Some components of the wrap proposition are already 
present in the market e.g wealth management services, 
fund supermarkets, adviser tools
Most wealth management offers are focussed on asset 
gathering with limited managing of assets and liabilities 
holistically
The most recent phase of distribution restructuring has 
seen provider owned direct sales almost wiped out, and 
individual advisers move from DSF to IFA distribution



Agenda

What are wrap accounts ?
Who is going to buy wrap accounts ?
What is the issue for life companies ?
What is the US and Australian experience ?
Who is doing what in the market ?



Wrap account offerings in the UK

All funds4001000All funds900Directly held funds

NoNo NoNo NoProtection

YesYesNoYesYesOffshore bond

YesNoNoNoNoOnshore bond

NoNoNoNoNoAnnuities

YesNoNoYesNoPPPs/ Indiv 
stakeholder

YesYesYesNoYesSIPP

YesYesYesYesYesISA/PEP

7 IMSelestiaAMEXTransactAbbeyProduct wrappers



Who is doing what in the market?

Distributors: Lifetime (NU and Millfield); Bankhall and Microsoft ; 
John Scott & Ptnrs ; Hargreaves Lansdown Vantage ; The 
Money Portal ; Raymond James
Fund Supermarkets: cofunds; Ample; FundsNetwork ; 
Fundsdirect
Banks: Barclays (through Barclay’s stockbrokers); HSBC 
(through HSBC Asset Management)
Life companies: Winterthur ; CMG (HBOS) ; Skandia ; L & G 
(with cofunds)
Technology led groups: Marlborough Sterling ;  Capita ; IFDS ; 
Aqera ; Investment Sciences ; DSTi



Business Objectives

• Starting Participants – target 25 IFAs

• Starting Assets – target £1.5bn  

• Critical Mass – approx £5bn of assets to provide

» Profitability of operation

» Funding

» Negotiating Power



Year 1 Year 2+Main System

Licence(s) 0.5M -

Bespoke Dev. (inc Gap) 0.5M 0.25M

Implementation 0.25M -

Interfaces 0.25M 0.25M

Support 0.25M 0.25M

£2.0M £0.9M

Management 0.25M 0.15M



• Designated investment business
• Core details
• Business plan
• Compliance arrangements
• Systems form
• e-commerce form
• Financial resources
• Capital requirements

FSA Application Process



ConclusionsConclusions

• Whole of life SP bond market under threat

• Speed of take up of wrap will be slowed by 
depolarisation and lack of investment capital in 
intermediaries

• Not all of the expressions of interest will lead to firm 
initiatives
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