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RDR - platform proposals in CP 10/29

Charges and payments to platforms and rebates
to clients

Accepts that platforms are not
‘intermediaries’ and can
continue to receive payments
from platforms, albeit subject to
greater transparency

Intention to ban rebates from
fund managers to clients in
cash due to risk of
misrepresentation as an offset
for adviser remuneration
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Cash rebates - FSA concerns

Adviser misrepresentation of rebates as an offset for their
fees is in no way widespread

All the major wrap platforms show rebates clearly posted
back to the client’s cash account as separate items from any
agreed adviser payment

Concerns made against a background of funds with AMCs of
1.50% and rebates to wrap platforms of 0.75%
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Cash rebates - FSA concerns

Adviser misrepresentation of rebates as an offset for their
fees is in no way widespread

All the major wrap platforms show rebates clearly posted
back to the client’'s cash account as separate items from any
agreed adviser payment

Concerns made against a background of funds with AMCs of
1.50% and rebates to wrap platforms of 0.75%

In a post-RDR world, with likely fund AMCs of 1.00% the
rebate to wrap platforms only amounts to 0.25%

Any adviser so minded to misrepresent a cash rebate as
offsetting their fees can just as easily make the case that a
unit rebate does the same
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Cash rebates - the implications

Operational implications for wrap platforms are very
messy:
Model 1

The fund managers calculates the due rebate and credits additional units
at the main register level and pushes these back down to the platforms.
Creates a wide range of issues of methodology of calculation and
disaggregation to clients, but above all near overwhelming reconciliation
problems

Model 2

Alternatively, the fund platforms calculate the level of rebate and invoices
as now and the fund managers pays this rebate in cash to the platforms.
The platform then disaggregates this rebate to each client, but instead of
simply crediting to the client's cash account, these small rebates are then
reaggregated as purchase instructions and placed back with the fund
managers as buy instructions at the nominee level and the units
purchased then disaggergate back to the underlying client
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Cash rebates - the implications

Not surprisingly, all the major 200 -
wrap platforms consider the

operational costs and risk -
associated with unit rebates 75 1

simply isn't justified for a 0.25%

rebate and will insist on having a

clean wrap share class 50 7

At this stage the whole platform

reregistration initiative begins to 25 |

unravel

Effectively swapped one 0

theoretical consumer detriment Retall Share Class Wrap Share Class

for a very real and much more
serious one B Fund Manager B Fund Supermarket
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Fund Managers - pricing issues

Most considering retaining the 150
current 150bps share class for 125
legacy business and launching a

‘new’ 100bps retail share class 100 -
for future business 7
Creates an issue of what to do
with direct, un-intermediated 50 1
clients currently on the main 25 -
register in the 150bps share
[+ T i

class
Legacy Retall Share New’ Retall Share

Option.S: . Class Class
Stick it out
Migrate all to new retail SC ¥ Fund Manager M Fund Supermarket
Launch low cost alternatives Trail Commission

Offer own ‘platform’ solution
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Fund Managers - pricing implications

Assuming fund managers move to a new standard 100bp retail share
class:

+  What constitutes new advice and when to migrate clients from old
to new retail share classes

+ Changes to adviser service models and valuations
« Impact on Discretionary Fund Managers

» Impact on discount / execution-only brokers

» Implications for platform reregistration

« Implications for client understanding and perception of value
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