
Stricter selling
rules likely to
bring upheaval
Retail distribution
Elaine Moore on the
impact of changes to
the way investment
products can be sold

A long-awaited revamp of the
way in which investment prod-
ucts can be sold in the UK is a
little over a year away, yet there
is still widespread disagreement
in the industry over the
changes.

"Things will not be the same
as they have been over the past
100 years," says one wealth
manager, commenting on the
impact of the new regulations.

But the regulator maintains
that, at a time when investors
are showing interest in ever
more complex investment
options, the need for stricter
rules surrounding their sale is
growing.

A recent fine levied on one of
the UK's most prestigious pri-
vate banks has underscored the
extent to which poor sales prac-
tices permeated the industry
before the financial crisis.

More than 400 wealthy clients
were found to have been sold
investments between 2003-2008
by staff at Courts & Co who
failed to explain the risks
involved - risks that became all
too apparent when market con-
ditions worsened in 2007.

The bank has been fined
£6,3m by the UK's Financial
Services Authority.

This is not a one-off event,
according to the City of London
watchdog, hi its Retail Conduct
Risk Outlook, published in Feb-
ruary, the FSA found that banks
with wealth management arms
were encouraging clients to take
on more risk, promoting unsuit-
able products based on poor risk
profiling.

Explaining risk is a crucial
factor in the FSA's retail distri-
bution review (RDR), due to
come into effect in 2013.

Once in place, the RDR pro-
gramme will ban financial
advisers from accepting com-
missions and will require them
to have more training.

The idea is that every client
sold an investment product is
assessed as having a suitable
risk appetite for it.

The outcome of this change
will be remarkable, say advis-
ers.

Ernst & Young has predicted
that about 10,000 independent
financial advisers will cease
operating, and many more
organisations will need radically
to alter their business models.

Larger companies that already
charge fees rather than accept
commission for sales are
expected to benefit from the
upheaval by acquiring smaller
rivals or poaching staff, and
wealth managers say that the
playing field will become more
even.

"There is obvious bias in the
current practice, which has
been exposed by the FSA and
will ultimately be banned," says
Andrew Fisher, chief executive
of Towry, the independent
financial advisers.

In the future, he says, manag-
ers will be selected on the basis
of performance and investment
management costs, as opposed
to "retrocessions" (kickbacks or
finders fees paid by some banks)
and whether or not they appear
on a platform.

But not everyone appears to
have grasped the significance of

the RDR, according to Jonathan
Chocqueel-Mangan, managing
director of Tyler Mangan, a UK-
based leadership consultancy.

"There is evidence that some
private banks and wealth man-
agement firms have yet to
understand properly the impact
the RDR will have," he says.

The additional training and
supervision required to meet the
new standards increase the pos-
sibility of failure, he adds.

The success or otherwise of
private banking and wealth
management firms will depend
on how well they invest in the
development of their people at a
level possibly not seen before in
the industry.

"The potential rewards for
getting this right are considera-
ble, but failing to adapt in time
could be catastrophic, not only
for the providers but for cus-
tomers," says Mr Chocqueel-
Mangan.

Those left in the field face
challenges in the way that they
sell financial products.

David Scott sold his independ-
ent financial adviser business in
2004 to UBS before founding
Vestra Wealth.

"When I set up Vestra in 2008,
the main aim was to provide a
credible alternative to the big
banks and to highlight the lack
of transparency in the indus-
try," he says. He supports a
review of the way investments
such as structured products are
sold, alongside the changes the
RDR will bring.

"Currently, many firms do not
fully disclose the costs or com-
missions that are received from
these products, meaning that

Many firms do
not disclose
fully their costs
or commissions,
says Vestra
Wealth founder
David Scott

they are often sold to generate
upfront fees in addition to the
normal management fees.

"Firms need to . . . charge
clearly the fee they believe is
appropriate for the service pro-
vided, without relying on kick-
backs to supplement revenue."

Around the world banks face
tough new regulations, from the
global Basel III capital and
liquidity rules, to the UK Vick-
ers report aimed at making the
UK banking sector sounder.

And if and when the moment
comes to split investment and
retail banks, providers will need
to decide on which side of the
fence private banks will be.

Mr Fisher at Towry says: "The
future ringfencing of retail
banks is likely to move the
relationship between the retail
private banker and investment
banking products from one of a
'Chinese wall' to something
more akin to the Great Wall of
China."

He believes that private bank-
ing will fall outside the retail
ringfenced sector, which will
drive up the minimum assets
that private bankers will con-
sider on an individual basis.

A number of private banks
have already raised the mini-
mum requirement for client
assets (see page 4), and the
repercussions of additional
liquidity requirements could
exacerbate this.

Clients who meet the grade
may benefit from an industry
that is more focused on them,
but those with more modest
funds are likely to find them-
selves left out in the cold.


