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AIFA’s latest thinking on the RDR

Political pressure and regulatory reform

Much press has been given over to future regulatory structures. With the General Election and therefore the potential for a change in government in 2010, the proposals of all three main political parties are clearly of relevance to the RDR.

Perhaps most press coverage has been given to the Conservative proposals to pass regulation of systemically important firms (banks and insurance companies) to the Bank of England, with other firms falling under the auspices of a Consumer Protection Authority (CPA), resulting in the abolition of the FSA are we know it.


However, this raises a number of questions for both the profession and the RDR proposals.  Firstly, the definition of systemically important should be considered. Would this include large IFA firms in their own right?  What about firms that are owned, or partly owned, by systemically important firms, like insurance companies. Could this result in two regulators for IFAs, depending on either their size or ownership?  At best this could lead to additional costs – a college of supervisors would surely be required to ensure consistency, and at worse could result in regulatory arbitrage.

The other aspect of regulatory change that is much commented on is whether the RDR will continue if there is a change of government. A simple but effective comparison could be the election of Labour in 1997, and the evolution of PIA to FSA. As advisers will remember, this initially resulted in a number of the same people, in the same building, carrying on both the objectives and rules of the previous regulator.  Indeed, the period of transition made it more difficult if anything to influence as the PIA’s rules remained in place until FSA was formed in 2001. To assume that a new government would abandon both FSA and its regulation would seem naive.  For this reason, AIFA strongly believes that advisers must engage with the RDR proposal today.

Deadlines

As the current Consultation Paper (CP) highlights, the final deadline for transition remains 31st December 2012.  This date is fixed, and FSA has given no indication of flexibility in this.  However, it would seem dogmatic to stop advisers practicing if at that date they held, for instance, all bar one necessary qualification for instance. However, this has been in no way confirmed.

Qualifications

The RDR proposes that all advisers should be qualified to QCF level 4.  For future entrants to the profession this will mean passing an examination based on the new benchmark syllabus. It is important that the route to qualification for new advisers is economically viable. 

The syllabus will be produced by each examination provider, and will be based on the unit content as under consultation today from the FSSC.

For existing advisers, the situation is a little more complicate. Providers of existing qualifications which are significantly in excess of the current benchmark (such as AFPC or CII’s Diploma) will conduct gap analysis on their old qualifications against the new benchmark standard. This cannot happen until the new benchmark is agreed in 2010 post consultation.


Once the knowledge gaps, if any, are evident, structured CPD requirements will be made clear to advisers, to allow them to ‘top up’ any additional areas required by 2012.


AIFA also strongly believes that a work-based assessment is a crucial approach to be included. FSA’s RDR CP commented on ‘oral assessment’ which is not a work-based assessment. QCF level 4 is a competence assessment, and not an examination requirement.  To allow good advisers, with much valuable industry experience, but who perhaps lack the experience of taking examinations, a true work-based assessment is vital.

Adviser Charging

AIFA believe that adviser charging as a broad concept outlined in the RDR CP will proceed.  Aspects of this work, such as payment through the product, are positive, as is the return of setting of the remuneration to the client and adviser.

However, there are aspects of the CP where AIFA believe that further work – and clarity are needed. Factoring for regular premium business is a necessity; the ending of which is potentially outside of both the scope of FSA’s abilities in FSMA and would be anti-competitive at a European level.

There is also further thoughts required on the practical implications of the proposed tightening up of the inducement rules.

Disclosure and Independence

The ‘new world’ landscape as proposed in the CP looks very different from today. New disclosure requirements, including oral disclosure of status for ‘restricted advisers’ is a positive move.

The revised definition of independence is perhaps more challenging for firms.  Whilst FSA should be applauded their foresight to try and ‘future proof’ the RDR against European developments such as the Packaged Retail Investment Products (PRIPs) work, the resultant definition is very wide.  This could be challenging for small firms to master, but could also be costly for larger firms to adhere to. AIFA also believes that the revised definition could require alternative FSA permissions depending on interpretation.


What AIFA is considering currently is the types of business models that will evolve post 2012, when considering the cumulative impact of all areas of the RDR, and associated work of Prudential Requirements, Mortgage Market Review and so on. It may be that firms find more specialist independent offerings are more sensible, or that the requirements drive further industry consolidation.  

Pure Protection

Pure protection arrangements remain out of scope of RDR. However, as firms appreciate the COBS/ICOBS election means that FSA do have to consider how best to address any potential differences.

AIFA – and the wider industry – do not believe the pure protection market warrants, or would benefit from aspects of the RDR, and our ongoing discussions with FSA echo this.

Professional Standards Board

The proposals for the PSB are becoming more refined, and will be published as a CP later this year. This aspect of the RDR has become ‘unhooked’ but the proposals could have a significant impact on both firms, and individual advisers, and will drive future business models.


Whilst in principle it is difficult to argue against professional standards, the detailed proposals have the potential to be significantly challenging. The interaction between FSA, PSB, professional bodies, FOS, firms and individual advisers is complex and avoiding outcomes such double – or even triple – jeopardy is tough.  A statutory footing for the PSB would require primary legislation, and the complexities of restrictions of trade and human rights law will be an area requiring careful navigation.

Prudential Requirements

The prudential requirements for personal investment firms is also an area which has become ‘unhooked’ from the main RDR proposals. However, the transition for these requirements actually begins with an end of 2010 deadline, and the requirements to hold funds as detailed in the consultation are onerous.

AIFA is working with FSA on this aspect of the work, as we feel that unintended outcomes could cause significant damage to the industry if some of FSA’s interim ideas were implemented. 
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