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Keeping up
with platforms

It has been an interesting and busy

head of strategy year for the wrap and platform
and business market; there has been the emer-

development, InfoComp  9ence of the new model insurer
to counteract the business model
transformation of the new model adviser; proposed changes
to CGT rules (if implemented) highlighting the potential
benefits of unit trusts over traditional investment bonds;
new entrants from 2006 showing solid signs of growth; and
expectations of a handful of new players due in 2008.

The sector has grown to an impressive ‘platform’ funds
under administration figure of between £45bn to £70bn
(depending on who you ask and how you cut it). There has
been a merged proposition entry from Skandia/Selestia
and, more recently, Royal London’s acquisition of Ascentric
— the first of possibly several acquisitions in the platform
space, looking at trends from other markets. All this and a
constructive discussion paper (DP07/02) from the FSA that
highlighted the concerns and opportunities the industry
will need to address in 2008 and beyond.

Media coverage continues to discuss the UK wrap and
platform market as having only just started, and in terms
of the purported £3.6trn of assets that could be wrapped,
this view appears to be accurate. However, the more posi-
tive of industry commentators and some of the early players
would argue that the UK platform market is already firmly
established. Certainly, asset in-flows on platforms continue
to increase year-on-year (44% CAGR), and although the elu-
sive Datamonitor forecast of £150bn by 2008 seems to be a
stretch, it would appear to be achievable shortly thereafter.
But realistically, where is the UK platform market, and how
far has it come?

By Rob Beverley,

Improved platforms

Included within the recent Retail Distribution Review
process, the FSA's discussion paper, “The role of wraps
and fund supermarkets”, positively acknowledges a plat-
form as a ‘service’, stating that they can be beneficial to
consumers and bring many advantages to adviser firms,
such as supporting the transition away from upfront com-
mission. The paper was a pat on the back for most plat-
forms, and it even proposed relaxing of the ‘packaged
product’ rules through the introduction of the less-detailed
COBS sourcebook. This is all good news and is a reflection
on success to date with scope for innovation in future. The
FSA's next steps and any subsequent outcomes from the
market feedback received are eagerly awaited.

Hopefully, one area of focus will result in an improvement
to the terms used to describe platforms with different char-
acteristics. Although it is important for platforms to evolve
and retain a degree of flexibility, it remains challenging for
advisers (and consumers) to draw fair comparisons accu-
rately. This is partly due to the availability of comparable
information and, of more relevance, where information and
terminology is left to interpretation. Put simply, all plat-
forms now have a core set of functionality, namely a range
of tax wrappers, different available investments, including
collectives, cash and/or shares, and, typically, a suite of dif-
ferent financial planning tools to enhance the advice process.
Some will charge for certain activities like switching, re-reg-
istration and exiting while others will not.

As an industry, these solutions are often categorised as
either a fund platform/supermarket and/or wrap, but as
propositions change, new players enter and the inevitable
re-packaging of traditional products occur on platforms,
it is feasible that more terms and buzz words will emerge.
Perhaps the only sensible divide between platform offer-
ings will revolve around the term ‘service’. If platforms are
truly providing a service, then to a consumer or an adviser,
it should be clear what the cost of that service is. That is
not to argue the case for transparency across the market
(although this may well come in time), but an attempt to

TECHNICAL

The emergence of the new model of insurer was

just the start of the raft of changes faced by the
wrap and platform market.
But how will this ever-growing sector keep up?

help with comparison and

treating customers fairly. Platforms that

share their charging structure and, more importantly,
how/where they make their money can be fairly compared
against the different services they offer to both adviser and
consumer. Then the cost of the adviser/client relationship
can be agreed with the consumer openly and in accord-
ance with the advice being provided.

Certain platform propositions, however, appear to behave
more like traditional packaged products, combining the
cost of investment management with platform administra-
tion. These do provide a credible alternative to the ‘service’
model mentioned above. They have the potential to leverage
enhanced investment terms (by shielding the fund manager
agreement in a commercial sensitive environment) and, pro-
viding this upside is shared with the consumer, then a better
overall cost on a fund-by-fund basis could be achieved.

Wrap propositions

For the life & pensions provider wraps, this also presents an
opportunity to protect legacy assets currently on the same
institutional terms and assets reflected on the balance sheet.
Those who view platforms as a ‘portfolio’ solution may com-
ment here as to what would happen if the fund manager
increased these terms in the future. Could the cost applied
to the investment performance be separated from the pure
administration cost of the platform, and would the platform
absorb any increase in their margin? Similarly, as and when
a more open platform market emerges through re-registra-
tion between platforms — as championed by the Platform
Group and under observation by the FSA — then perhaps
separating the cost of the platform ‘service’ will become a
key factor in determining a move to and from each platform
offering for both new and transfer business?

This is highlighted more significantly in the recent
announcement from the Axa ‘wrap’, which intends to pro-
vide a dual-pricing structure (bundled and unbundled) to
accommodate different adviser business models.

The emergence of propositions that target different busi-
ness models is a trend that has been seen in other markets,

particularly in Australia.

The development trends
for 2008/09 in the UK may also follow
a similar theme. Certainly, tiered service offerings by a
single platform represent a promising opportunity to
meet the needs of different advisers within an adviser
firm and, more appropriately, different client segments
that exist in a firm’'s book of business. Price is likely to
become an important factor as to how this is delivered to
the market, as will the underpinning technology, needless
to say. The Sipp as a tax wrapper has already been called
a ‘wrap’ in its own right and compared to the Australian
baby wrap by some.

A key difference, however, with the baby-wrap concept
is that it focuses on a restricted vanilla set of features and
benefits aimed at a lower affluent segment of the market.
Like the success Sipp has seen in attracting a lower client
net worth in recent years, it is possible that some platform
providers will shape their wrap propositions to attract the
mass affluent consumer through a tiered or limited service
offering. This will bring greater administration efficiency
to the adviser market place, a phase of industrialisation
and scale for platforms, and open new market segments
like the corporate/workplace, direct-to-consumer and even
primary advice market.

The UK platform market continues to be a rapidly
developing environment, perhaps the biggest enabler for
change financial services will ever see. It remains a pop-
ular subject to debate, with constructive comment often
from opposite view-
points. Next year-
will no doubt bring
more of the same, but
hopefully with more - .
providers and users n
raising the argu- =
ments and driving e |
change forward.
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