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83% of IFAs are placing business with supermarkets: report

Adviser appetite

EY ED MONK

IFAS consider wrag pm.luxls
we Lhe answer Lo growing eost
and fee cooeeros, avconling Lo

100 firms to test the appetite
for wraps among IFAs. The
veseavch showed that 3 per
cent of TFAs were placing
appropriate businass - invest-
ments excluding pensions -
with fund -supermarkets. The
compares with 65 Der oFnt last
FOHL

CWC Research said Lhat the
louneh of s wray progosilion Ly
Ay laxl, wear, the piloling of
wraps from Amex b IKA Gnns
= guch as Thinc and Group 300
- and the interrtions of Narwich
Tnion and FundsDiteet to
finalize their wrap offerings
Tater this year had prompled
new interest in wiaps among
1A,

Clive Waller, senior partner
of CWIC Rescarch, said: “We are
past the point of ne return. If'a
provider does not have a wrap
strategy, they will need 2 clear
non-wrap steatepy or be beft in
the cold,

“T cxpect to sce wrap well
extmhlished in the UTK financial

for wraps rlsmg _

FROPORTION OF A

(1285 ak IFAs).

¥

] 3u% Lgﬁﬁ 1

|FAS WILL

sl

rervicer markst within two to
five yeare."

The CWO research showed
Lhat investnent TEAs already
wee [unad plalfionns - a precue-

sur ke wrap = [or 75 per centl of

their appropriate business,
Crarall, 95 per cenk of LL7As said
that wraps would grow consid-
erahly,

One of the mest persuasive
acgurments in favour of wraps
has been the savings TFAs can

Mr Waller outlined the bene-
fits, peinting out that back
office eosts could be redueced by
up to 50 per cent. He said that
TF4s had expressed frnstration
of the time It is taking to obtain
voluatiens for client portiolics
from scporute poovidess.

Az well 25 the wavings from
wlministration, CWC ssid that
75 per cent of 1A favoured an
aspet-Dased fee madel with
total Wansparency.

DL Waller said: "The latest
atbernpt to drive a final nail inte
the [FiAs coffin is to abolish toal
commission. Labour MP John
McFall, chairman of the
Treasury select committes,
wants to see it abolished where
the TFA canbot demonstrate
that it s earmed.

“Wrap overcomes this prob-
lem. The chient sipns an agres
ment with the adviser wherchy
fees are paid oman anmual hasis
phis initial or time hased. The
plients will rersive comenlidated
reports annually, -qarterly ne
monthly, wheneser required.”
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Advisers ready to
transfer millions

A MAJORITY of IFAs would

10 NEWS Where the industry meets: Expo 2004 - www.financialadviserexpo.com

The Ample survey reveals multiple supermarket usage by intermediaries

IFAs demanding more

services on platforms

ADVISERS are becoming mane
‘ ding of fund sup
kets, socarding toasurvey from

ingly competitive market, a
clear winner is still to emerge.

wiyed said they wused, Skandia at
6.7 per cent and Cofunds at 36
per cent. There s & big gap to
fourth and fifth places, with
Transact at 9 per cent and
Selestin nt 8.7 per cent.

Some 224 per cent did not

fund universe is not available
an one platform, necessitating
a multi-platform route to all
funds on offer.

But ft is also partly explained
by the fact that many advisers
will use research and asset allo-
cathon tools on one SWpermar-
ket, bt transsct on & second,
‘orwhidlﬂmmwfm

Risk profiling, performance
charting and asset allocation
wene listed as the most valuable

Platform users were particu-
lar about what data they want-
el Past performance, comp-
amd eonstruction, all appeared
prominently, as did sector

breakdown and fund manager
(see table).

Nearly two-thinds of advisers
want the entire fund mansge-
ment ofering to be available on
a platform. However, just more
than 20 per cent wanted the
field narrowed, to between 11
and 30 fund providers,

A big demand, from 40 per
cent. of respondents, was for
hedge funds to be svailable on
platforms; no platform pro-
vides this service. The un-reg-
ulsted status of this asset class,
along with such funds’ complex
performance-related charging

structures, militate  against

ook to transfer betwesn £1m
1o £10m of mevets to a platform
that could satisfy all its busi-
e requirements, sooording
to the Ample survey.

Some 53.5 per cent would
look to transfer that amount

TRANSACTION CHARGES

‘behaviour if it is to drive effi-
ciencies for that TFA busi-
niess”




Money Marketing

SIM ‘exceeds forecasts’
as it seesin first year

Skandia Investment Management celebrated its first birthday
last month, saying it has £1.25bn under management and that
more than 2,500 [FA firms have placed business with the firm.

SIM, launched by Skandia last year, says it is the sccond-
biggest seller of mult-manager funds and is in the top 10 for
total net sales across the entire UK funds. Last September, SIM
sl up two income funds which it says have more than £70m
assels under management,

Druring the year, SIM secured partnerships with fund man-
agers (Goldman Sachs and T Rowe Price, It has also developed
links with leading UK intermediary groups, including Bates
Iervestment Services, Inter-Alliance and Bradford & Bingley.

Chief executive Jamle MacLeod says: *Our first year has
exceedid even the most ambitious forecasts and [ am delighted
to have been abbe to build a strong team.”

‘Wraps will eliminate
providers from chain’

By Angela Henshall

Wraps could see product pro-
viders climinated from the
IFA distribution chain alte-
gether, according to finan-
cial services software com-

pany Aquera,

Managing director Ed Holt
believes the introduction of
fully functioning wrap plat-
forms will see providers
masle redundant.

He thinks big brands ent-
ering the market and banc-
assurers in the future will

choose to access [FAs, other
distributors and fund man-
agers direct through wrap
patforens,

Holt believes this might be
one of the reasons that some
providers have not embraced
the wrap concept with as
miuch enthusiasm as expected

Companies.

Aquera, which has inves-
ted E7m in s own wrap plat-
form, has worked with three
providers o prodice a study

ferent maodels for the market
= the first would offer aggre-
tions and viluations oaly,
e second a portal service
and the third a new entrant
specialist wrap company.

Halt believes a holistic
industry platform could be
built within two years but
would cost about E18m in
Incremental shared costs
to establish.

He says he sees Sipps as
the natural stepping stone ioa
fuller wrap proposition and
will be an area to scan for
potential new entrants to the
wrap race over the next
couple of years.

Holt says: "When com-
pared to the cost of individual
development of a full wrap
platform. a shared mode] maloes
huge sense, The most radical
of the three options consid-
ered was 3 new Wrap company
as it offers the most complete
offering and lowest cost ser-
vice (o the market while chan-
ging the nature of the financlal
servioes vahee chain.”




THINGS WRAPS

WRAP ADCOUNKTS HAVE T2 EM THE MAGRKET BY 570
THi

OEM 1M THE LIS GHDLALSIH BT W
¥ FROVE AS POFULGH WITH LK EFS AKD THEIR CLEMTSR
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FANTASY PORTFOLIO CHALLENGE:
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The trend towards supermarket-style selling is spreading across the finance industry

ver the past few years, one

of the most striking

changes in the distribution

of retafl funds has been the
rize of the fund supermarket. From a
standing start three years ago, fund
supermarkets now account for over
half of all intermediany I fund trans-
actions,

The |.l'u.'q.'.|:.'~l. B still Skamdia, which
lwanched the whole multi-manager con-
copdt in 19684 within its kifie and pensions
range. It kster introduced ite MultiPep
supermarket for imestment funds, and

v runs L3bn-worth of client assets
ding Multlsa prodiects and direct
% = o the sume platform.
vay behind come Fidelity’s
S i A R

=F

But there are ather t'harug\-ei in the
larsdscape as well, according te Rob
Fisher, head of IFA marketing at
Fide

Mr Fisher said: “Multi-manager
products are shifting from niche to
mainstream  recommendations for
mare [FAs looking 10 outsource fund
research and selection, And there is a
marked concentration in the fumls
and managers attracting retail aasets.
These might boosely be grouped as the
managers who have experience and a
track recard of ling-term delivery. The
underlying caunses are risk-aversion on
the part of investors, and more in-
depth quantitative and gualitative
fund selection prooedures at larger

PEA Aeme®

through the supermarket, instead of
with the separie fond management
hauses,

Saving time
But why has the growth of the fumsd
supermarket been so rpid? Rick
Amdrews, marketing  director  at
Cofunds, said: “The increasingly diffi-
cult n.q;,ﬂ]il‘lm'.\' market has meant
mxch mone complianee work by IFAs
Theey cam save time and energy by using
supeermarkets.”

He said a further dover for the
supermarkets was consolidation in the
TEA market, which had seen IFA com-
panics buying each other out, and
groups such as The Money Portal
embarking on a huge acqu

and, in hetwe the consalidator (the
supermarket). This has been brought
about Pﬂﬂ.]_'. b_-. dqnlhmuhl:-u and
partly by cost presuns. Whers a fund
manager is dealing with & supermar-
kst it is operating as a wholesaler, with
the supermarket carrying out the cus-
tomeer care function”

Mr Sannders pointed out one of the
interesting ﬂt".'r|-:|pr.|u~1|1.-i over the past
vear had been the way IFDS - the UKs
largest third-party administrator - kad
taken a stake in Cofunds.

The chief executive added: “This
illustrates the way in which supermar-
keirts are bevoming contrictors of back-
office services as well.”

Mr Andrews sabd: “Individiual banks
and life offices know they have to get

] I

. Supermarkets sweep up

m:lrkvt. there are two dominant
supermarket platﬁ.:rm!. Fidelity
FundsMetwork and Charles Schwab.
Many observers predict that a similar
pattern of two dominant platforms
will emerge in the UK.

The drivers for supermarkets and
multi-manager products appear to be
well-established, whatever happens on
depolarisation. Consumens in nearly all
markets now expoct to be able to tadlor
prodiscts and servioes o ther own needs,
Omnce established, soch propesitions gen-
erally render existing ones oheolete"

Mr Willkams was optimistic about
the fture of TFAS in this emvdronment.

He said: “Markets are much more
transparent than they were, and we
will continue to see increasing pressure
w=ring martimnlarhe oven the -m-
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Providers slam Pannell claims over house prices

By Allson Bone

Providers have hit back at
Durlacher analyst David Pan-
nell after he claimed in Morey
Marketing last week that
house prices are set to fall by
30 per cent in the next two
years and spark a flurry of
missciling claims.

Norwich Union has hit out
at Pannell's comments that
the equity-release market is
bound almost inevitably for a
misselling scandal, saying
that when equity release is
sold properly, it is no more
likely to provoke misselling
clairns than any other product.

Mortgage Express says it

is strongly opposed to Pan-
nell's view that the buy-toslet
bubble is about to burst, siy-
ing the quality of buy-to-let
lending is very good compared
with residential lending and
it is very comfortable with its
position as the country’s bigg-
st BTL lender.

Product development man-

ager Roger Hillier says: “We
would be surprised if house
prices corrected themselves
by 30 per cent In the next two
years. Based on our findings,
we feel that the bubble is not
about to burst and demand for
rental properties is expected
o remain strong.”

NU marketing manager for

equity release Simon MoGuin-
ness says: “This sart of com-
ment does not help the equity-
release market = it is spece
ifically intended to grab head-
lines and equity release is an
easy tanget.”

Panrell says: “The problemn
that all the housing industry
has iz that they never expect

house prices (o fall, They do
nod know and I de not know
what is going o happen but it
will not wark out as rosily as
they expect.

“You never get misselling
claim= untl something hap-
pens and [ think things are
going to change once house
prices start to fall.”

Prudential
is setfor
return to
CI market

By Sonia Speedy

Prudential looks to be taking
fits first tentative steps towards
market in earnest after the
i shrama that left it badly
scathed last year,

Pru incurred IFA wrath
alter it raised premiums and
withdrew Lees on new
and pipeline eritical-illness
bausiness last April.

Bt ing an apalogy to
IFAs by UK chief executive
Mark Wood last September,
Pru s in talks with [FAs witha
view to again becoming a force
in the market.

Prudential spokesman Dar.

Ample to develop wraps as
Carruthers focuses on IFAs

By Chris Duncan

Consumer fund supermarket
Ample will be developed into
an extensive wrap platform and
rolled out to IFAs following its
acquisition by Tomas Carr-
uthers, the former chief exec-
uftive of Interactive Investor,
Carruthers, who helped Int-
eractive Investor through its
1991 acquisition by AMP and

ing up an open architecture

The: move will be a radical
depariure for Ample which,
although it has 1.4 million reg-

says the
brand will remain for the fore-
seeable future but could be

review at the end of March.
The conclusion of the rev-

iew will also mark the start of

an aggressive push into the [FA

The firm, which Carmuthers
founded to acquine Ample, will
use institutional backing to
fund the expansion which will
focus solely on intermediated
servioes as the consumer side
will rermain the same. Bt Car-
ruthers says that, until the out-
come of the review is known,
he does not know whether
the business will be placed in
such as Cofunds.

He says: “We believe the
advice market is the way o go
and we will offer products and
services to it. 18 will be a big
push for ws and we will have a
greal capability but it is too

Ample beingsold off |

(Glelal lvesiory. ot 15




TECHNOLOGY

Money Marketing

1AN McKENMNA

Just because you have a sup-
erior product it does nob pec-
essarily follow that you will be
successiul, The technology
workd is littered with examples,

The solutions that were
adopted were the ones that got
their message across effec.
tively to customers, The last
time: that | wrote about wrap in
this cobumn was in Jumne of kst
year. | then questioned if the
approach being taken by many
wrap providers might resull in
wrap being the nesxdt big thing
that never actually happened in

the UK. Mearly a year later, the
question looks even mone valid.

It is hard to think of a sub-
Ject that has had more expo-
sure in the last 12 months.
Many millions of words must
have been written on the sub-
ject of wrap and all it can
do for IFAs and their clients
but how much impact has
this had on the way that invest-
ments are managed?

‘The answer has to be very
little. Transact recently ran
an advertising campaign
emphasising ils position as the

biggest player in the UK wrap
market with £700m under
management - a respectable
sum for what is a relatively
modest organisation but it is
hardly changing the face of UK
personal finance,

If one looks at potentially
bigger players, Abbey has had
the most high-profile wrap
launch of the last 12 months
bt this hardly seems to have
been a resounding sucoess,

Funids Direct has promised
much and delivered rather
kes=. To be fair, one major IFA

The Exchange

A Marlberough Stieling Company *

.

who saw what Funds Direct
was planning late lasi year
did describe it to me as “the
nearest thing that we are likely
to see to & decent wrap in the
mear future”,

Since then, the company
has announced a major part-
nership with Marlborough
Stirling to provide the Funds
Direct wrap over The Exch-
ange and IEM has been
appointed to rebuild its Fund
Direct system. Clearly, any
judgement on the quality of
what Funds Direct can offer
will have to wait until a service
i= actually delivered.

Tempting though it may be
to fill the: rest of this column
with a long list of the wrap pro-
jects that have talked a good
story bat delivered somewhat
less, let us focus on what can
be done to make a difference.

There are many Efe affice
inspired wrap projects doing
the rounds. Hardly surprising,
since if anyone can get wrap
right there will not be a need
for life insurers as we currently
know them.

Many life offices recog-
nis¢ that getting inte the
wran market s a snrvival issue.

Wrap fails the test

several examgples in action,
This is technology avail-
able today that can deliver
real savings to advisers, More
services are being launched
every month so why are we
not seeing all wrap proposi- |
tions coming to market with

a full range of integrations to |

electronic messaging for all
a client’s existing holdings?
When are we going to see
a wrap proposition come (o
market with integration to all
the leading IFA CRM and
back-office systems and the
various messaging sysiems
already in place?

Sadly, | fear the answer is,
don't hold your breath. Yet
without this, how can any wrap
service be taken sericusly by
any client-focused, advice-ori-
entated adviser? I you canmot
include details of all a con-
sumer’s existing holdings how
can you possibly hope to take
a truly holistic approach to
their investments? If a wrap
can only leok at a subset of
a client’s investments, is it
really any more than a glori-
fied fund supermarket?

Fund supermarkets have,
i Tt fesa vesrs
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IVAN SCHOUKET FIRING LINE

Old contender in the mood to
wrap up a complex UK market

FINANCIAL ADVISER: Amex
biad a previous attempt at the
UK silvisory market in the carly
19905 which was short-Hved.
o will it be mare successful
this time nroamd?®

IVAN SCHOUKET: It would be
inaccurate to say we are ‘'re
entering’ the IFAfwmp market.
Acuma was completely different
bo pur adviser-services basiness
propesitian. [t offered
proprictary products and was not
a wealth-management oriented
huasiness.

That said, Aruma was flawed
because it wis probably too early
for its time and too segmented
fior o market that was not neady.
What we are doing today is not
anather artempt, We are
fodlowing a transformation
accurring in the UK This will
change the r-m:rcummr-dwtn
and m:.ln!'blm;
Mﬂbrmrﬁn;ahudywilh
mzwnpmml.

The wrap ks a very different
approach - o moch more solid,
lomger-term and mare commited
type. This not a whale heap of
Amiricans taking ever. We really
want b emphagise that. This is &
ururhmumdmu:ppmth

d on [

Ivan Schouket, chief executive of American Express Financial
Services Europe, talks to Ellen Quinn about its history in
the UK adviser sector and its plans for the wrap market

eoaniplexity, but more & phase - 8 making them mose transparent
stage in the development market.  with financial advisers.

FA: What attracted American FA: Abbey currently

Express to Growp 300, Thine presence in the wrap
and M2 Financial as business market, What is different about
152 Group 300 and Thine are intend to challenge their grip oa
organisations that are forward- the market?

looking in reshaping the serics of  15: Actually, Abbey & not the
financial advice firms to being The largest in the UK is
mare segmented and Hstendng to Transact. That sxid, [ believe in
customer needs. SO Ways any increassd

They have very strong competition is grest. And like
prophecies, are highly any increased competition, it s
professional and very heard 1o have the players
management-focussed. differentiste themsehees,

They are geared towards Up until quite recently, many
afffuent chionts, poople were
amd, BOVET, asking: what is
have values that . . a wrap and
fit with We are working  whatis te
American difference
:F_tprm.uﬁld: ﬁ‘.lrthf.‘ ﬁ]lurL “(}t between them?

Sato
ml]“‘:l’:tlmlt.uu the p:-]st aﬂd differentiate us

fromn the others
alersem the future is the & s sy

mﬂwpm = and the fisture is
the g of the |

fior it Nosdlay, but wateh this spaoe
‘because we are working on
having one very soon.

industry, nmmllm-ud!—
invrsted personal pension. That
mwhm-lhefchuuﬂdlhe
Fovernment are moving and we
will follow those movements with

Uar WTap,

competitive?

15: The techeology capability we
have is in itself & business within
American Express that sells its

technology
mumpb'u'luinduu!.h :
is managed like & :
nssimiss.
And this is pot
like a few bundred
s, we e
min;nmhi- 7
million pounds
hete, What we
are doing today

To me, it all depends on what
o] an adviser wants to evalve
huprluiaem mﬂlhemﬁtk

heas b bt part of & reshape of
how

FA:z Can you tell us about your
plans for further integration in
the IFA market?

thinking that we are going 1o
swallow & whale heap of [FAs,

mm:m that live on

commission ane going to be a

thing of the past. Mast of the

players are struggling financially.
Wi are not saving the wrap is
the magic bullet for 1FAs to

but nothing could be further
from the trath.

Financial advisers are the best
at providing advice snd the best
at comtrolling their omm practice.

We wanit to help them be
sucoessful in their business,
pronading quality advice,
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The potential for Wrap Accounts

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

B 95% of IFAs aware of Wrap

B 92% believe Wrap relevant to their business

m 90% believe Wrap will grow considerably
(source: CWC Research for FundsHub, October 2003)

B IFA's want a Wrap Platform to:

B 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)

N
B Provide mortgage and protection products on the platform (45% of
IFAS)

L

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

B What are wrap accounts ?

B Who is going to buy wrap accounts ?

B What is the issue for life companies ?

B What is the US and Australian experience ?
B Who is doing what in the market ?



Example of a wrap company

Adviser

Desktop

Wrap Account
for
transactions

e.g.

Fund analytical tools
Client management
Product research

Fund research

Tax planning database
Fact find

Risk tolerance
assessment

Asset allocation
decision support tools

Transaction capability
with multiple Wraps

Investment

Panel of
mutual
funds

-

Panel of
mutual
funds




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?

B Charges are based on assets under management

B Transaction charges are based on new money, and
switches

B Customer persistency will be better because of the
strength of the customer relationship

B The acid test is whether there Is any cost advantage
over traditional product wrapper providers through
new technology

B 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

%’s by [ Liquid

number _— T assets
High net worth - 480,000

Mass affluent — 9.1 million /m

Mass market - 39.2m

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

BN
*12.5k in Bank sales forces
Mono tied * 20k in direct sales forces —
* Appointed Reps 8.5k
_
« Approx 11k firms
8] 8 —

*49% in a network

e Claim 15m clients

* Approx 35k RIs

* 42K incl Gl salesmen
* £3.4bn Turnover

Source: Matrix Data 2003



Current market share of each distribution
channel

. . . . Source;Matrix
1IFA B Direct BPrivate client B Tied data 2003




The distribution landscape 2005 ?

High value holistic wealth

management

Advice orientated Margin
Level _ _
of Service oriented
advice

Low cost / high volume

Product orientated

Mass market model

Tied / non
regulated

Sandler products

No advice

I \/olume of products sold ﬁ




Distribution landscape —future ?

Tied / Non regulated

Source: Matrix Data/ KPMG 2003

Information providers N
*Non advice

* Product set extended >
by gap fills

» Stakeholder product
set highly prescribed Y,

eCommission only

«3to 5 providers per panel

« May co-exist with IFA
business

eLimited advice

« Approx 10 — 15 % of IFAs )
on fees

*50% remain in a network

* Advice proposition
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Product providers without wraps could be
marginalised in the value chain

Adviser Provider
Current
Model
Investment
Wrap Provider >
AdV|ser Asset Manager

,’m Invesun%




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

CURRENT MODEL WRAP MODEL
Initial Initial
5.25% bid/offer spread « 3.5% charge to IFA.
 0.5% charge to Wrap
provider
Subsequent Subsequent
1.5% annual management 0.5% annual charge to fund

charge to fund manager manager

0.5% annual charge to Wrap
provider

Jupiter Merlin Worldwide 05% annual adV|Ce Charge
to IFA




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

Current Wrap model

1.5%

0.5%
Wrap > IFA

1.5% IFA

0.5% 0.5%




What has changed?

B Investment advice and intermediary fees remain the
same

B 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

B Investment managers move to institutional charge
levels

B The wrap manager has more work to do therefore he
should get more charge

B Product wrapper costs remain the same!
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The growth of Wrap accounts in the US and
Australia

US growth of wrap
(AUM)

1997 1998 1999 2000 2001

32% pa
for five years

Top 5 accounted
for 66% of the
market

Australian growth of wrap

(AUM)
75% of new

—— - investments

1998 1999 2000 2001 2002 through wrap




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

B Although many market characteristics are similar there are
some differences

B The UK market is much larger, much more diverse and
culturally much more entrenched

B Some components of the wrap proposition are already
present in the market e.g wealth management services,
fund supermarkets, adviser tools

B Most wealth management offers are focussed on asset
gathering with limited managing of assets and liabilities
holistically

B The most recent phase of distribution restructuring has
seen provider owned direct sales almost wiped out, and
iIndividual advisers move from DSF to IFA distribution
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Wrap account offerings in the UK

Product wrappers Abbey Transact AMEX Selestia 7 M
ISA/PEP Yes Yes Yes Yes Yes
SIPP Yes No Yes Yes Yes
PPPs/ Indiv No Yes No No Yes
stakeholder

Annuities No No No No No
Onshore bond No No No No Yes
Offshore bond Yes Yes No Yes Yes
Protection No No No No No
Directly held funds | 900 All funds 1000 400 All funds




Who is doing what in the market?

B Distributors: Lifetime (NU and Millfield); Bankhall and Microsoft ;
John Scott & Ptnrs ; Hargreaves Lansdown Vantage ; The
Money Portal ; Raymond James

B Fund Supermarkets: cofunds; Ample; FundsNetwork ;
Fundsdirect

B Banks: Barclays (through Barclay’s stockbrokers); HSBC
(through HSBC Asset Management)

B Life companies: Winterthur ; CMG (HBOS) ; Skandia ; L & G
(with cofunds)

B Technology led groups: Marlborough Sterling ; Capita ; IFDS ;
Agera ; Investment Sciences ; DSTi



o Starting Participants — target 25 IFAs
o Starting Assets — target £1.5bn

e Critical Mass — approx £5bn of assets to provide
» Profitability of operation
» Funding
»Negotiating Power



What should it cost ?

Main System Year 1 Year 2+
Licence(s) 0.5M -
Bespoke Dev. (inc Gap) 0.5M 0.25M
Implementation 0.25M i
Interfaces 0.25M 0.25M
Support 0.25M 0.25M
Management 0.25M 0.15M

£2.0M £0.9M



FSA Application Process

Designated investment business
Core detalls

Business plan

Compliance arrangements
Systems form

e-commerce form

Financial resources

Capital requirements



Conclusions

 Whole of life SP bond market under threat

o Speed of take up of wrap will be slowed by

depolarisation and lack of investment capital in
iIntermediaries

* Not all of the expressions of interest will lead to firm
Initiatives
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