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1.  Introduction

Royal London Group is pleased to be able to respond to the Discussion Paper.  We have been involved with the Retail Distribution since its inception.  Our Chief Executive chaired one of the working groups while a senior manager took part in another.

The range of businesses that make up the Royal London Group allows us a broad perspective on the issues raised by the Discussion Paper.  
Our pension brand, Scottish Life, was the first to offer a form of customer agreed remuneration, “Financial Adviser’s Fee” (FAF) which was introduced in 2001.  Initially introduced as a means of improving the quality and persistency of our pension business, FAF found favour with a number of forward-thinking IFAs.  However FAF has continued to grow in popularity and now 80% of individual pension and 50% of group pension is written on this basis.  We have recently seen a number of competitor companies enter the market with products offering their own version of customer agreed remuneration.  

Our specialist protection business, Bright Grey, distributes products through IFAs who advise on every aspect of their clients’ financial affairs as well through specialist mortgage and protection advisers.  

Although all of our products are currently distributed through IFAs, Royal London’s roots lay in the “Home Service” direct sales model.  Royal London, and the Home Service brands that it acquired, United Friendly and Refuge Assurance, has well over 2 million customers, mainly in the mass market sector.  These customers continued to be offered a face-to-face advice service until 2004, when, it was decided that this model would no longer be economically viable.  Customers can continue to purchase a number of long-term and general insurance products through a non-advised contact centre.
About Royal London

Royal London was founded in 1861, initially as a friendly society, and became a mutual life insurance company in 1908. It is now the UK’s largest mutual life and pensions company with funds under management of £32.7 billion. *
Royal London is one of the stronger life and pension companies in the UK and has a particularly strong track record for with profits performance.
Group businesses serve over 3 million customers and employ 2,570 people.*
*(All information as at 30 June 2007)

2. The Future of Retail Distribution

In this section of the response we review the proposals for the future of distribution in the retail financial services industry contained in Chapter 2 of the Discussion Paper (and subsequently developed in Chapters 3 and 4). 
Full Advice

We strongly support the role of Professional Financial Planner (PFP) as described in the Discussion Paper.  The PFP offers a holistic advisory service addressing all a client’s financial planning needs.  
The DP limits the scope of advice that the PFP offers to packaged investment products.  This is far too limited.  In order to meet client needs PFPs will need to advise on a much wider range of regulated products (including products which fall within the scope of ICOB regulation such as life and health insurance) and offer services (such as estate planning) which are outside the scope of FSA regulation. 

We believe that the creation of Professional Financial Planners will engender high levels of consumer confidence and bring demonstrable independence and professional standards to the market for financial advice.  It is wholly consistent with these aims that remuneration of the PFP should be “fee-based” (i.e. meaning (as in the DP) derived in discussion with the customer and not influenced by the product provider).  We refer to this form of remuneration as “CAR” throughout this response.  

With PFPs offering a full, independent planning service we can see no requirement for the General Financial Adviser as an alternative at the full advice end of the market.  The existence of the GFA will serve only to undermine confidence in the wholly independent standing of the Professional Financial Planner.  A market that has both PFP and GFA each offering a purportedly “full advice” service will inevitably lead to greater customer confusion (especially if the GFA’s service is perceived to be free). 

We strongly urge the FSA to drop proposals for a GFA and we recommend that PFP is the only adviser designation at the Full Advice end of the market. 

We strongly believe that PFP should operate on the CAR model (for all types of product on which they advise) and offer Whole of Market (WoM) advice.  Only advisers satisfying both these dual criteria should be able to hold themselves out as “independent”.  We take it as read that price capping of products should not apply in the PFP market.
We do not underestimate the scale of the task in moving the current advisory sector to the CAR remuneration model and to the levels of professionalism, including qualifications levels, implicit in PFP status.  Some adviser firms, of course, are already operating under CAR model for all of their remuneration.  Likewise some advisers and some firms of advisers have achieved Chartered status.  But these attainments are not commonplace.  There is a real risk that by demanding both the Chartered qualification and a fully-CAR remuneration model that the bar will be set too high and advisers will have little choice but to leave the industry.  This would be a very negative outcome.  We have therefore concluded that, while the attainment of a Chartered qualification should be an aspiration for advisers, the minimum qualification for PFP advisers should be Diploma standard.  This is a step up from the current minimum qualification but a level that should be achievable by experienced advisers provided a reasonable transition period is allowed.  
To encourage advisers to aspire to the Chartered designation we suggest that over the medium term it should be a regulatory requirement that, as a minimum, at least one director or principal within a PFP firm should be Chartered.   

There should be no requirement for all PFP advisers to be qualified in every area of advice.  Some areas of advice (pension transfers for example) require a high degree of specialisation.  Provided a PFP adviser can provide access to appropriate expertise (either within the firm or from an external source) this should not present a barrier to PFP status.  

Whilst we accept that experience has an important role to play in ensuring that advice is of a professional standard we do not think that “grandfathering” advisers into PFP status is acceptable.  Grandfathering could potentially undermine the professional status of the PFP grade in the eyes of the consumer.  

We support calls for a professional body, with a code of conduct, to which all PFPs should belong.  The professional body should be capable of suspending or, in extreme, “striking off” advisers who fail to operate in line with the professional code of conduct.  The professional body should also set minimum standards for continued professional development for PFPs and monitor adherence to these standards.  

Focussed Advice

There are many advisory firms who have built strong customer propositions based on a more limited service than Full Advice.  Most notable is the market for mortgage sourcing and the associated protection covers.  
We strongly advocate that FSA seek to preserve sources of focused advice such as mortgage brokers and protection specialists.  They provide a valuable service for clients who would not normally seek out full advice from a PFP.  Of course focussed advisers may well pass clients across to a PFP - often within the same firm - when they uncover needs that they cannot satisfy within the constraints of focussed advice.  It follows however that for focussed advice there should be clear disclosure of both the cost of the product and the cost of the advice.  
Primary Advice

Royal London has direct experience of meeting the savings and protection needs of the mass market customer.  Some years ago we reached the conclusion that this was a market sector which could not be effectively served at an acceptable economic cost.  
The move towards higher standards of profesionalism in the market for advice will not do anything to address the economics of mass market distribution.  The position of customers in this category who currently do not have access to advice on long-term financial products would be unchanged by the reforms we have described.  Any move to fill this gap in the mass market is, therefore, to be welcomed.  This is why we are broadly supportive of the Primary Advice concept although we have some strong reservations about the description given to this service in the DP.  

In our view the service described in the DP as “Primary Advice” is perhaps more properly described as “Assisted Sales”.  We envisage that this model will permit the distribution of a limited range of savings, investment and protection products by means of a short sales process.  
The opportunity to access the mass market will, in our view, be taken up by advisory (currently IFA) firms, bancassurers and other providers.  There should be room for firms which will be able to operate the service on a tied, multi-tied or whole of market basis.  However firms should not be able to call themselves “independent” (as this would undermine PFP proposition).  

As with the PFP model we do not propose that products distributed in this way should be price-capped.  However there can be no relaxation of the “Treating Customers Fairly” principle.  Sales via this route must take place within a framework of very clear and understandable charges and incentive disclosure if it is to be a viable distribution channel.  Indeed we would argue that CAR principles should apply if the perception of bias is to be countered.  The DP seems to anticipate that CAR should only apply in case where a “full advice” service is provided.  If CAR is a mechanism for removing bias it should be applied to sales of financial products as well as full advice.  
In order to optimise consumer outcomes, the regulator, in conjunction with trade bodies, should define some general product standards to ensure only transparent, good value products are offered through this channel.  Trends in sales and persistancy will need to be very closely monitored by the regulator if inappropriate selling is to be avoided.  

Drawing on Royal London’s direct experience of the “Basic Advice” pilots in 2004 we cannot see a role for a pension product in the “Primary Advice” process.  Experience from the Basic Advice pilots demonstrated that suitability of a pension recommendation cannot be achieved satisfactorily within a short sales process.  The problem will be exacerbated with the arrival of “Personal Accounts” from 2012 when most employees will have the option of an employer contribution.  Any advice other than to remain “opted in” will be open to challenge of a mis-sale.
We can however see a role for both “focussed” and “primary” advisers in the corporate market where advisers may used to enrol employees into a company-provided benefits scheme and provide a screening role for those who should not join the benefits schemes available.  We envisage this role could apply to occupational pension, protection and health schemes. 

Enrolment is a service provided and paid for by the employer and the agreement of remuneration takes place between distributor and employer.  These negotiations should take place on a CAR basis with the employer negotiating the distribution cost on behalf of the members.  There is therefore no need, or, in practical terms, any scope, for enrollers to agree remuneration on a case-by-case basis with each scheme member.  
Generic Advice

The role of “generic advice” should be to improve levels of financial awareness across the population as a whole.  Generic Advice should be wholly independent of providers and regulated advisory firms. 

Provided it is clear that the service is independent it should be possible to deliver “generalised guidance” to the market.  We envisage that this will take the form of guiding principles on key priorities at particular stages of life (e.g. first job, birth of a child) or in particular financial circumstances (e.g. high debts, receiving an inheritance).  Using these general principles, independent counsellors would direct people towards appropriate sources of expert advice which could include solicitors, Citizens Advice Bureaux, banks, focussed advisers or PFPs, dependent on specific need.  In this way the generic service would improve access to the appropriate source of individual advice.  

Non-Advisory Services

We can see a marginal role for purely transactional services in the future distribution landscape.  However it is essential that such services do not hold themselves out as a source of advice and regulatory clarification as to the description of the service may be required.  As with all forms of distribution the cost of the product and the costs of distribution should be separately disclosed.   
3. Incentives

In this section we comment on some of the issues that are raised in the discussion paper around incentives to sell.  

Royal London Group’s pension brand, Scottish Life, has been operating a form of CAR called “Financial Advisers Fee” for several years as the DP acknowledges.  We have drawn on this practical experience in the following section.   

Factory Gate Pricing & Distributor’s Remuneration
The DP suggests that product costs should be wholly separated from the costs of distribution.  Based on our experience, Royal London believes that this “factory gate pricing” model will go a long way to remove the perception of provider bias which flows from confusion of product costs and distributor remuneration, a feature of the current market.  

There is no reason why factory gate prices and distributor’s remuneration should not be disclosed in all distribution models.  There may be practical difficulties decoupling product manufacturing costs from the costs of distribution when distributor and manufacturer are the same regulated firm – however we do not see why distributors should not be able to disclose a “factory gate equivalent” price to their customers.  Profit testing and financial accounting practices in any well-managed company would provide such a basis.  If tied distributors cannot disclose the factory gate equivalent we would question their ability to demonstrate TCF.  There is no need for distributors other than PFP to agree remuneration merely, to disclose it.   
Ultimately distributor remuneration should be an issue for negotiation between adviser and client.  However, the consumer appetite for negotiations over the price of distribution is largely unproven.  We favour the publication of an explicit “factory gate” price for products to which the distributor adds a negotiable remuneration element to arrive at the total price paid by the customer.  

The distributor remuneration must not be fixed by the product provider and any collusion between providers to “fix” or “cap” distributor remuneration would clearly be anti-competitive.  

It will be essential for FSA to define rules on the calculation and disclosure of CAR.  For example payments from product provider to adviser must exactly match the remuneration agreed between adviser and client.  For every £1 taken by way of remuneration there should be a £1 deduction from the product.  
We anticipate that some advisers will prefer to receive their remuneration as a lump sum up-front (rather than a per premium deduction).  In this case it will be necessary for the product provider to apply a discount factor to calculate the lump sum.  In such circumstances the method of determining the discount factor used must also be defined in FSA rules.  This is to avoid the situation where the perception of bias re-enters the advice process as providers could offer competing discount rates on CAR payments.  

Indirect Benefits

Though product-based commission may be a major factor in determining the behaviour of some advisers, it is not the only factor.  Indirect benefits passing from provider to distributor and firm–specific enhancements to remuneration (such as “volume uplifts”) also drive the behaviour of distributor firms.  Similarly “marketing allowances” and direct requests for sponsorship from distributor firms may influence the behaviour of market participants.  At the very least, they damage perceptions of even-handiness. 
FSA must not ignore the market inefficiency produced by indirect, and undisclosed direct, benefits.  The regulator must insist on explicit disclosure of all benefits received by a distributor firm (with the providers explicitly named) at the commencement of any advice process.  

Increasingly we have seen providers taking minority shareholdings in distributor firms.  In a number of instances providers have acquired firms of advisers or adviser networks.   Whilst this improves the capitalisation of the distributor, there is also the perception that ownership may embed systematic bias in the behaviour of advisers.  To address this perception, distributors must be required to disclose the nature of their ownership structure along with the scope of their advice proposition (whether it is WoM, multi-tied or tied).  These disclosures should take place at the beginning of the advice process.  
Tied Distributors

It has been argued that there can be no provider bias in the tied advice model as there is only one provider to select from, so no consumer detriment can arise.  
However where a tied distributor offers more than one product to fulfil a particular customer need (an investment bond and a Stocks and Shares ISA, for example) there may be a very strong remuneration incentive for advisers or management to encourage the sale of one product over another.  A solution could be for tied distributors to only offer one product in any customer need area.  

In order to ensure that a transparent and competitive market exists for packaged products between independent and tied distributors, we believe that the factory gate price and total price should be disclosed in tied channels.  
Where the tied distributor is selling products sourced from another manufacturer this should be relatively easy to discern.  When distributor and manufacture are within the same regulated firm the factory gate price may be more difficult to determine – though a factory gate equivalent price must be should be capable of being derived through normal accounting procedures.  
We believe tied distributors (and multi-tied distributors) should disclose factory gate or factory gate equivalent prices along with total charges in all cases.  Only through disclosing the manufacturing (or factory gate) cost along with total charges can tied and multi-tied firms actively act in their customers’ best interests.  This, we believe is the essence of TCF.  We do not anticipate that customers of tied or multi-tied investors will be required to agree the remuneration. 

4. Answers to the questions in the Discussion Paper
Q1: How will increased requirements and consequential higher costs of providing full professional financial planning services affect advisory firms? Could the impact be significant enough for them no longer to offer these services, and, if so why?

Under the proposals in the DP, with a full Chartered qualification being a requirement for all PFPs, we would anticipate many IFAs opting for a different form of distribution, or exiting the industry altogether.  We propose that the minimum qualification to become a PFP is Diploma in Financial Planning, which, while a step up from the present minimum qualification, is less of a hurdle. At Diploma level we expect that a critical mass of advisers would be stretched, but not fail, to achieve the transition.  We do not anticipate that advisers will give up providing full advice under this proposal. 
In our experience moving to a CAR model is cost-neutral for distributors so this requirement will not have any significant impact.  
Q2: Is it helpful to re-define the term ‘fee-based’ to mean any advisory remuneration derived in discussion with the customer, and not influenced by the product provider? How would this work in the different market sectors?

Yes we agree with the definition given in the Discussion Paper.  We envisage that other sectors will disclose the “factory gate” price of the product and the distributor’s remuneration separately - although outside the independent sector there is limited scope for agreeing remuneration with customers.  
We would however like to see a clear statement that where the remuneration is contingent on the purchase of a product that the transaction is VAT exempt – in other words a re-statement of the current HMRC position.
Q3: Do you agree with defining ‘independence’ in terms of freedom from bias, even if the adviser only selects products from a limited range? How far should this be taken, if at all? Would an independent label still have value, if these ideas are implemented?

No.  “Independence” implies the ability to select from the whole of the market as well as freedom from bias.  Only PFPs should be able to claim their service is independent.  The adoption of professional standards (including CAR) will invest the “independent” term with greater significance.  
Q4: Should we allow, in principle, the grandfathering of advisers to the new professional financial planner role if they do not have the necessary minimum qualifications or an equivalent? If we did allow this, what might be the consequences and how should we then encourage advisers to secure relevant qualifications? If you think we should not allow grandfathering, why not?
No, grandfathering should not be permitted for PFPs.  We have proposed that the minimum qualification for PFPs should be the Diploma.  We believe that, given a reasonable transition period, current market practitioners should be able to attain this level of qualification.  Grandfathering would undermine the professional status of PFPs.
Q5: Do you agree with the proposed distinction between professional financial planner and general financial adviser? If greater distinction is needed between general financial advisers and professional financial planners, how might this best be achieved?

We do not believe that there is any need for the General Financial Adviser.  The role we envisage for PFP means there is no room in the market for a secondary grade full adviser.  It would create customer confusion and offer an opt out for those unprepared to comply with new standards of professionalism.   
Q6: Is there sufficient incentive for advisers to want to be professional financial planners? What further restrictions should we place on the permitted activities of general financial advisers, if any, and why? Should they have to offer a fee option? 

We do not believe that there is any need for the General Financial Adviser.  We believe that the absence of the intermediate GFA grade would provide sufficient incentives for many of today’s IFAs to want to become PFPs (subject to the qualification being set at Diploma level).

Q7: Do you think that this two-tiered approach is desirable and, if so, should this be a

transitional feature of the market or more permanent? Should there be any other

classification of adviser offering full advice services beyond professional financial

planner or general financial adviser?

No we believe the only distinction between distributors should be between those that advise (PFP) and those that sell products.  

Q8: What are the arguments for and against mandating the use (or preventing the use) of particular remuneration methods, for instance requiring the use of fee-based remuneration according to our wider definition by all advisers? What might be the market consequences if we took such action? How else might we encourage firms to adopt particular remuneration methods (or discourage the use of some others, for instance traditional indemnity commission)?
FSA should mandate the use of CAR methods for PFPs and mandate the method of calculation.  

All other distributors should be required to disclose the factory gate price of the product and their remuneration for making the sale.  Market forces will push other distributors towards adopting CAR.  
Q9: Should we allow, in principle, the grandfathering of advisers to the general financial adviser role if they do not have the necessary minimum qualifications or an equivalent? If so, how should we encourage (or require) any up-skilling to the necessary standards?

Not applicable.  We can see no case for having GFA.  

Q10: What are likely to be the characteristics of the target consumer segments for Primary advice?
A broad range of consumer segments could use the Primary Advice channel.  Typically those on middle to low incomes especially those with few, if any, product holdings.  The under 30s where holdings of savings and protection are low would find this channel suitable for their needs.  The Generic Financial Advice service could be a good source of referrals to Primary Advice.
Q11: Do you think there is enough potential benefit suggested by this DP for Primary Advice to become a significant advice channel in the UK? If not, what else might be done to encourage firms to enter such a market?
We perceive no lack of potential providers of the Primary Advice service.

Q12: What should be the conditions for Primary advisers to be called independent?
Primary advisers should not be allowed to call themselves independent. 

Q13: Is Primary Advice the right name? Would use of the term ‘information’ instead of ‘advice’ give consumers more confidence to use these services? What might be the implications of using the term ‘information’?
Elsewhere in this response we have suggested the term “assisted sales”.  We do not envisage this channel offering “advice” in the way consumers understand the term.

Q14: What issues in relation to non-advisory services should the Review consider, and why?
The regulator must ensure that non-advisory channels cannot hold their service out as providing advice.  If consumers do understand this there is a clear risk of detriment.  .

Q15: What are the possible implications for consumers, if the proposed market for advice is introduced?
The proposals we have outlined in this response would greatly simplify the market for advice and assist consumer understanding of the services on offer. The multi-tiered model outlined in the DP risks increasing confusion.  

Q16: Would the ideas put forward help more consumers to access financial advice

relevant to their needs? Do you have other ideas?
We believe the simplified model we have outlined in this response would help consumers access the appropriate service for their needs.  

Q17: Do you think that the view of the future distribution market for investment products set out in this DP can address the current market problems? If not, why and what could?
It goes some way to addressing distorting factors on the supply side.  We have suggested some further supply side reforms in the “Incentives” section of the main response.

None of the proposals in the DP address the lack of consumer demand for long-term savings.  The Primary Advice/Assisted Sales model means products will be more widely distributed but does not, in itself, address consumer demand.  We do, however, see a role for Generic Advice in channelling some of those who are not currently making long-term provision for themselves towards appropriate source of product purchase and advice.  
Q18: Will many firms make significant changes to their business models? If so, why and

how? If not, why not?

Having made the move to a CAR model some years ago we do not underestimate the challenge to provider in adapting their remuneration systems.  However this is not a justifiable reason for not making the change if we wish to improve the market for the consumer.  
Advisers do not need to fundamentally change their business model given the flexibility of CAR remuneration options.  

Q19: We welcome views on what would represent a sensible transition period for the

industry.
The transition period needs to be long enough to permit advisers to attain the relevant qualification.  We envisage that this will be at least three years.  
Q20: In what ways could we help firms to change their business practices and standards to adapt to new requirements that might emerge from this review?
We do not have a view on this.

Q21: Do you agree that these qualifications are at the right level for the roles described?
We propose that PFPs should be required to attain the Diploma in Financial Planning.  A Charted qualification should be every advisors aspiration but it is not necessary to achieve the shift in professional standards that is envisaged.  
Q22: Do you agree that there would be clear benefits for consumers of introducing role

profiles?
Yes this would assist consumers in understanding the service on offer.  

Q23: What role should regulation play in helping to make the necessary changes to

qualifications and behaviours?
Mandating the minimum qualifications and required behaviours of distributors.  

Q24: Do you agree that better labelling of available services would help in building

the professionalism and reputation of the sector and in making services clearer

to consumers?

Yes.

Q25: Do you agree with these proposed measures to enhance the role of professional

bodies and do you think these would make a difference to the professionalism of the

financial advice sector?
Yes.  We believe professional bodies have a vital role to play in the programme of reform.  

Q26: Do you agree with the overall recommendations of the Professionalism and

Reputation Group?
Yes

Q27: Do you have other suggestions for how the overall aim of raising professional

standards and enhancing the reputation of the market could be met?
Q28: What role should we play in raising professionalism as opposed to relying on the

professional bodies? Or can the industry lead the way in delivering improvements?
The industry is already taking the initiative and should be allowed to progress the professionalism agenda.  

There is a potential for confusion over the disciplinary responsibilities of a professional body and the FSA Register.  If a professional body sanctions an adviser, the FSA Register should reflect this (and vice versa)  

Q29: Do you agree with the group’s view that a system of risk-based financial resource

requirements for personal investment firms, with a higher minimum requirement

than at present, and which includes regulatory dividends, will contribute to better

outcomes for consumers and a more sustainable distribution sector?

It is unclear from the DP how a “regulatory dividend” will emerge and how it could modify firms’ behaviours.

Q30: Do you agree that firms that give financial advice should be required to make some

provision or arrangement for liabilities to customers which may come to light after

they have ceased trading?
Yes, it is essential.
Q31: Do you agree that giving small firms incentives to employ compliance service

providers will help increase the quality of their advice? Do you have other ideas on

enhancing supervision of small firms and what are they?
We do not have a view on this.

Q32: Do you agree that we should consider changing the time limits we set for the periods within which cases can be referred to the FOS by introducing a 15-year ‘long-stop’, such as applies in the courts?
There must be a regulatory long stop otherwise firms liabilities are potentially unlimited and unquantifiable for PII purposes.  A 15 year long stop seems sensible.   

Q33: What do you consider to be the risks and benefits of introducing a 15-year

‘long-stop’?
As above. 

Q34: Should this 15-year ‘long-stop’ apply to business undertaken before and after the

introduction of this ‘long-stop’?
Yes.  The 15 year long stop merely restores the position that pertained prior to FSMA. 

Q35: Do you agree that stakeholders should try to identify circumstances that may

prompt valid complaints at an earlier stage, and within a ‘long-stop’ period?
Yes.

Q36: Do you agree that stakeholders should seek ways of ensuring that measures taken by the industry to prompt valid complaints are taken into account when deciding whether a consumer was aware that he or she had grounds for complaint?
Yes.

Q37: If it is not possible to agree on consumer responsibilities, would it help to agree on

a set of ‘sensible consumer actions’ when buying a retail investment product, which

could be made available to customers and taken into account when considering

complaints, even if these are not legal obligations on consumers? Do you have

other suggestions?
Guidance to consumers is always welcome.  This initiative could be within FSA’s responsibilities or it could be introduced as part of the “generic advice” work. 

Q38: Do you agree that preparing a record of good contemporary market practice, by a

group with strong industry and consumer representation and credibility, would lead

to greater certainty about the standards against which advice will be judged?
Yes.  We support AIFAs “Stakes in the Ground” work and broadening the input to include consumer representation will help it gain wider acceptance.  
Q39: What do you think the cost of preparing a record of good contemporary market

practice, and revising it annually, might be?
We do not have sufficient information to make an estimate.   
Q40: What regulatory incentives, in addition to risk-based prudential requirements, do

you think would encourage financial advisory businesses to improve the quality of

their advice?

We do not have a view on this.

Q41: What data should be collected, and from whom, to help us to focus our attention on

those firms most likely to be causing consumer detriment when advising consumers

to switch product?

We do not have a view on this.

Q42: Do you agree that greater clarity for consumers on what services are being supplied, how much they are paying for them, and more influence for consumers on

remuneration generally will help to address inappropriate advice risks?

It will help ensure advice in the best interests of the consumer.   

Q43: How, if at all, should we intervene on the issue of consumers’ rights to switch off

trail payments?

Consumers should only be allowed to stop ongoing payments to their adviser if it has been agreed that the payment is for ongoing service and that service ceases to be delivered.  If the payment represents an element of initial payment the consumer should not be able to turn payments off.  The terms of the payment must be agreed (and documented) up front.  
Q44: What do you think is the most appropriate approach under Customer Agreed

Remuneration (CAR) to matching payments (in terms of amounts and timing) from

the consumer to the provider, and payments from the provider to the intermediary,

and why? What role, if any, might there be for regulation, or for guidance from

other parties, to establish uniformity of approaches in the market?
The remuneration agreed between adviser and client and the “commission” deducted from the product by the provider must match.  Ideally a proportion of the charge representing remuneration should be deducted on a “per premium” basis.  However many adviser businesses depend on “up front” commission and to help the transition up front CAR should be permitted.  
Q45: Do you agree with the concept of third party financing, and if so, how might

this operate?
External factoring of commission is already a feature of the market.

Q46: What do you think are the main barriers, including taxation, which would prevent

firms from moving to a CAR model? How might these barriers be addressed?
There is still a lot of misinformation about the treatment of advice and VAT in the market. We have met with HMRC to explain the working of CAR and its dependency on a product sale.  A further clarification from HMRC specifically on the treatment of CAR is required.   

Q47: Do you agree that CAR could assist advisory firms to move towards a fee-based

revenue model (according to the current definition of fees)? Could this help to erode

the perception that advice is a free commodity?
Yes, these are clearly some of the benefits of CAR.  

Q48: What are the main challenges to implementing CAR, and what might be the

implications for consumers, firms (of all types) and the FSA?
From a providers view the main challenge is systems.  Some advisers have already moved to CAR and many more will do so.  It is not quite as straightforward to split the cost of product from the advice charge in a tied model but this must be desirable for market transparency.  Normal planning and budgeting practices, for example, mean that information on selling and manufacturing costs is available.  
Q49: What market mechanisms (if any) do you envisage could contribute to reducing the

risk of advisers exploiting the extra information they might possess on consumers’

willingness to pay? Would the risk of price discrimination be a concern for consumers and how might this risk be mitigated?

We do not have a view on this.

Q50: What should be our role in endorsing the criteria for segmenting consumers for

Primary Advice? What role is there for the industry to provide appropriate standardisation?
It is perfectly possible to map consumers to need by using criteria such as life stage.  Equally significant events (moving house, bereavement) can determine in broad terms a consumers financial product needs. It would be helpful if there was industrywide acceptance of the suitability of products to particular life stages or events.  
Q51: To what extent is there unmet demand for some form of simple advice, bearing in

mind that the wider proposals in this DP and other market developments could alter

the demand in the future?
We believe there is a significant need for greater distribution capability especially among low/middle income groups. We question whether, in the current market, there is significant unmet demand. 
Q52: Do you think that a Primary Advice service would benefit consumers and, at the

same time, provide sufficient consumer protection?
Yes provided the consumer protections outlined in the DP and in this response are implemented and policed.  

Q53: What are your views on the extent to which people with existing debts should be

encouraged or discouraged by financial advice to make investments and to save?

Significant debt repayment (but not mortgage repayment) must take priority over saving.  
Protection insurance should be a priority even for consumers with high levels of debt.  

Q54: Are there any particular exceptions and how should we consider this in the context

of decision processes for Primary Advice?

See answer to Q.53

Q55: What are the tax or benefits issues that could hinder the development and/or success of a Primary Advice service? What are your views on how these might be resolved?

Primary advice cannot take account of an individuals tax or benefit position and this should be made clear to the consumer.  We propose that product that may impact an individual’s benefits position should not be within the Primary Advice product set.  

Q56: Do you think that these standardised and portable fact finds will help with the

provision of advice to a wider range of consumers and help contain costs?

Standardised output from a generic advice process could prove useful other advisers provided circumstances remain unchanged.  
Q57: How should we strike the appropriate balance between verification of data and

reliance on that data by other firms when using a portable fact-find?

We do not have a view on this.

Q 58: Do you agree that using product criteria would help firms deliver appropriate products to the target market for Primary Advice?

Yes.  An agreed set of product criteria based around the agreed principles proposed by a trade association and “confirmed” by FSA would be our preferred method of delivery of products to this market.  The confirmed criteria should include principles of clear pricing; ease of access, risk of capital loss or guarantees and in every case be readily understood.  

Ideally FSA should confirm a range of products which should include savings and investments but also simple life and health protection.  We do not believe that any product which cannot be easily unwound or which potentially prejudices access to state-provided benefits can be safely distributed using the Primary Advice model.  We include Pension (including the proposed Personal Accounts) and Equity Release in this category.  It could of course be argued that any form of capital accumulation impacts on an individual’s state benefit entitlements.  However insofar as cash deposits, ISAs and other forms of saving can be unwound, without significant detriment, it is acceptable to include them for distribution in this channel.   .

Q. 59.Do you think having FSA-endorsed products would help?  If so how would it work?  

FSA’s stated reluctance to endorse simple products in any way that would be understood as an endorsement by potential purchasers, suggests that this would not be a valued feature in this distribution channel.  

Q 60:  Do you have any suggestion or options for limiting risks of inappropriate products being sold via Primary Advice?

· Products, the accompanying documentation and the sales process to distribute them must comply with the Treating Customers Fairly principle.  

· The product price and the distributor’s margin (including any volume-based “incentive to sell”) should be disclosed in cash terms.  

· An agreed industry-wide fund risk rating scale should be applied to all products (not just those distributed by Primary Advice).  Any risk scale should encompass no risk products as well as those with equity market exposure and explain, in simple terms the impacts of inflation over time.   

Q61: Do you agree that different suitability standards would encourage delivery of

Primary Advice and what should these be?
The Assisted Sales process envisaged in this response requires a lower suitability standard. 

Q62: Do you think that decision trees would be a useful means of ensuring that

consumers had access to some type of information/advice?
Yes, though evidence from Stakeholder Pensions suggests consumers struggle to understand decision trees. 

Q63: What other ways might be used to standardise the advice process for Primary Advice?
Q64: How should risk-based prudential requirements and risk-based supervision for
personal investment firms that give Primary Advice take account of the risk and

consumer protection issues associated with it?

We do not have a view on this.

Q65: Does the boundary between advice and information need to be clarified? What other regulatory changes might help delivery of non-advised products to consumers in a

clear and meaningful way?

Yes, the polarisation between advice and other distribution in this response is designed to reinforce the difference between “advice” and “information”.
Q66: Do you think that an ‘assisted purchase’ model could work?
Yes that is our preferred model.
Q67: Are there any other models that you think could work?
We do not know of any.  

Q68: Is there an argument for more radical approaches, such as further compulsory

savings (beyond the levels envisaged by Personal Accounts)?
No we do not agree with compulsory savings – even in the context of Personal Accounts.  We do not accept that consumers should be enrolled into a scheme which could adversely impact on future entitlement to means tested benefits. 

Q69: Can you provide material examples of how regulatory uncertainty has created a

barrier for your firm?
Royal London withdrew from direct sales in 2004 when it became clear that regulatory uncertainty and particular retrospective revision to product suitability rules meant potential liability was unlimited.   

Q70: Do the proposals put forward in this DP go far enough to improving the position?

If not, what other measures could we introduce?

We believe our version of the reform package outlined in this response will improve the position of providers, distributors and consumers.  
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Royal London House, Alderley Road, Wilmslow, Cheshire, SK9 1PF, United Kingdom

Royal London Group consists of The Royal London Mutual Insurance Society Limited and its subsidiaries. All of the following companies are authorised and regulated by the Financial Services Authority (FSA). The Royal London Mutual Insurance Society Limited (FSA registration number 117672) provides life and pension products and is a member of the Association of British Insurers. Royal London Savings Limited (FSA registration number 191237) provides the Individual Savings Account. Royal London Unit Trust Managers Limited (FSA registration number 144037) provides unit trusts.
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