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Introduction

Royal London welcomes the proposals in CP166.  We particularly recognise and welcome the improvements which have followed responses, including from Royal London, to the earlier proposals in CP121.

We believe the proposals can be developed into an enhanced framework for the distribution of long term savings products; a framework which incorporates worthwhile improvements but which avoids the serious risk of damaging the many aspects of the existing system which continue to offer considerable value.

There are a number of specific comments in our response which we believe will help ensure that the final regulations will be more effective in achieving the desired outcomes.

About Royal London

Royal London is the UK's second largest mutual life assurer with funds under management of £21 billion (as at 1 January 2003).  

The roots of the company are in its “home service” heritage.  Following the acquisition of the business of United Assurance in 2000, the Royal London home service customer base numbers around 3 million.

Following the acquisition of Scottish Life in July 2001, Royal London now has over 500,000 customers introduced through Independent Financial Advisers (IFAs). Many of these are customers through membership of an employer-sponsored pension scheme.  Royal London, marketing under the Scottish Life brand to IFAs, is a leading player in the pensions market.   Through Bright Grey, Royal London also now aims to become a leading provider of lifestyle protection products.

Royal London is now a very broadly-based financial services company with customers from all walks of life.  The Group encompasses every type of distribution capability.

We would naturally welcome the opportunity to comment further as your thinking develops.  In particular, we intend to respond to the consultation paper on the ‘menu’ approach, once that has been published.     

Royal London’s Response

The objective described in CP166 of helping consumers more and delivering consumer benefits are aims which Royal London wholeheartedly supports, both as a principle and as a means to help secure commercial benefits for our business.

To ensure these objectives can be achieved, we believe it is essential that consumers have a clear and unambiguous understanding of the nature of the relationship they have with their adviser and, in turn, the nature of the relationship between the adviser and the product provider(s) with whom the adviser deals.

If this does not happen, the inevitable result will be customer confusion and, most likely, a worsening of consumers’ trust in the financial services industry; trust which has already been seriously weakened in recent years.

The consequence will be damage to the industry (in terms of business under-performance);  damage to the government’s objective of increasing the level of private savings and protection; and damage to consumers (as they may well suffer the detriment which results from not saving or not having protection cover).

We have therefore based our consideration of CP166 on two main factors:

1.  consumer understanding

2.  the practicality of the proposals, based on our experience as a provider and a distributor.

As regards the introduction of the new rules, we believe this should apply at a designated date.

The actual date should allow sufficient time for firms to make the necessary systems changes, produce new and amended literature and undertake the appropriate training for staff and distributors.

This should also allow for the important task of communicating the changes to consumers and educating them as to the effect of the new rules.

Answers to Questions in CP166

Q1 Do you agree that our proposal to allow firms to have more than one range of products is the most appropriate way of liberalising the arrangements for advice and the sale of packaged products?

Any measure that liberalises the market and improves consumer choice – especially at the lower end of the income scale -- should be welcomed.  While we do not believe that many distributors will adopt multiple ranges of products, the proposed measures will improve competition which in turn will improve product quality. 

However FSA needs to ensure that there are measures in place to avoid customer confusion over the status if their adviser and the type of service/advice that they can expect from them.    

It is essential that consumers cannot infer that they are receiving whole-of-market advice when in fact they are only receiving advice on a limited range of products.  This is a complex area as some advisers will offer a whole -of-market approach range for certain products, or clients, and a limited range for other products.

Q2 Do you agree that the term ‘adviser’ should be allowable for any individual giving advice within the meaning of the Regulatory Activities Order?

Yes.  However, we believe it will be essential to provide greater clarity of status disclosure, to avoid customer confusion (as noted in our response to Q1).

Q3 Do you agree that the proposed rules on suitability will maintain the same comparative standard of advice following liberalisation?

 Yes.  The requirement that “the most suitable product available from the disclosed range must be recommended” is clearly in the best interests of consumers and we therefore support this wholeheartedly.   However we have serious concerns about the principle of  “out of range” products.

Specifically, it is not clear how the accountability for the advice on “out of range” products would be made clear to the consumer, especially as regards the relative responsibilities of the product provider; the distributor firm; and the appointed representatives of that firm.

We also believe that the adviser should provide specific information to the consumer about the products they are not able to advise on, as well as those on which they can.  This could be achieved quite simply by means of a standard “tick box” form.

There would be a dual benefit for consumers from this approach.  Firstly, it would explain more clearly than at present precisely what they are, and are not, being advised on.

Secondly, it is likely to encourage distributor firms to fill gaps in their product, or advice, range (either by manufacturing the product themselves or by buying in from others)

Q4 How can the requirement for holdings in or credit to whole-of-market intermediaries to be at arm’s length be relaxed for corporate groups without creating detriment to consumers or an unfair advantage over firms not in groups?

We agree the proposed regime is a satisfactory way of supporting the abolition of the  “better than best” rule.

The critical issue is to ensure that the disclosure of the relationship of the various parties is absolutely clear, otherwise the potential for customer confusion, and hence detriment, is high.

We are particularly concerned as to how disclosure rules will be drawn up to ensure clarity when companies may operate under a variety of different names.

It is essential that, taken together with the proposed rules on suitability, there is no overt or implicit influence from the owners of, or investors in, a distributor firm as to what is sold to consumers.

As regards the level of the trigger for investment in an IFA firm, we believe there is a good case for using the same level as applies under Stock Exchange rules for holdings in quoted IFA firms, namely 3%.

Q5  Do you agree that our proposal to allow appointed representatives to have a different range of products from their principal is the most effective way of liberalising arrangements for advice and the sale of packaged products by appointed representatives?

No.  While there is some superficial appeal in providing greater liberalisation, we believe the result would inevitably be greater customer confusion with a high potential for detriment.

We have no objection to an appointed representative offering a narrower range of products than the principal (as is possible under the current rules) always provided this is made clear to consumers.

However we find it impossible to envisage how the accountability for advice can be clearly explained to consumers if the adviser is offering a broader range of products than the principal.

Q6  Do respondents agree with our approach to apply the IMD disclosure requirements to non-life packaged products in a similar manner to life packaged products?

Yes.

Q7  Does the proposed initial disclosure document meet the key information needs of consumers?

The document is comprehensive.  Our only suggestion for additional content is a section on the types of advice or product which the adviser does not offer (see our earlier comments on Q3).

However the ultimate measure of the proposed document will be its effectiveness in practical use and we would strongly encourage a consumer research study to assess this.  In particular, we would hope that a suitable trial, prior to implementation, would help ensure that the nature of the various possible relationships (as highlighted earlier in this response) is clearly understood by consumers.

Q8  Do you agree that the proposed rules regarding the deferral of complaints implement the intention for complaints to be dealt with as efficiently as possible by facilitating a singe point of entry to the process?

Yes

Q9  Should the guidance on ‘reasonable’ indirect benefits be extended to include other items such as computer facilities or IT support?

This is an important issue which requires to be properly addressed.  If this is not addressed, we believe there is a serious risk of the market being distorted by anti-competitive practices.  This could act against innovation in the market and could cause significant difficulties for new entrants.  This is a particularly important point as it would run counter to one of the FSA’s statutory objectives.

We firmly believe that there must be clear rules as to what is permitted as indirect benefits.  It is difficult to see how that can be achieved in relation to the provision of computer facilities and IT support given the very broad ways in which these terms could be defined or interpreted.

We acknowledge the benefit of allowing such indirect benefits, in helping to develop a more technology-efficient distributor market .    However, in Royal London’s view this is more than outweighed by the benefits of having a more competitive manufacturer market.

We also believe strongly that it is essential to have proper disclosure of fee cost, or value, of the indirect benefits which are made available to the distributor firm.  The current approach, using the GN22 commission equivalence calculations, is badly flawed, because of the significant variation in practice it allows.  A better method of ensuring a level playing field must be found.
