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This Policy Statement reports on the main issues arising from Consultation Paper 11/8 (Data
Collection: Retail Mediation Activities Return and complaints data) and publishes final rules.

Please address any comments or enquiries to:

Amarpal Singh (Chapter 2) or Jonathan Bundy (Chapter 3)
Conduct Policy Division

Financial Services Authority

25 The North Colonnade

Canary Wharf

London E14 SHS

Telephone: 020 7066 0348
Fax: 020 7066 0349
Email: cpl1_08@fsa.gov.uk

Copies of this Policy Statement are available to download from our website —

www.fsa.gov.uk. Alternatively, paper copies can be obtained by calling the FSA
order line: 0845 608 2372.
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Overview

Introduction

1.1 In Consultation Paper (CP) 11/8 we addressed data collection issues that arise from the
Retail Distribution Review (RDR) rules on Adviser Charging and Professionalism. We also
set out our proposals for:

® new requirements for collection of data under the Retail Mediation Activities Return
(RMAR), covering Adviser Charging revenue, payment and client numbers, and charging
structure, from all firms that provide advice on retail investment products; and

® new complaints data at individual adviser level, for use in combination with other risk
indicators as an indicator of behaviour that could imply potential consumer detriment.

1.2 We received 52 responses to the CP. Most respondents broadly agreed that there was a need
for the FSA and its successor (the Financial Conduct Authority — FCA) to collect more data in
order to supervise and monitor firms’ compliance with the RDR rules on Adviser and
Consultancy Charging and on professionalism, but some asked for clarification on specific
issues. We contacted again all of the firms that provided our original CP11/8 cost estimates to
ask if their cost estimates would change in the light of us clarifying the points they raised in
Chapters 2 and 3 of this Policy Statement, and their responses are summarised in Chapter 4
on the cost benefit analysis (CBA).

1.3 This Policy Statement contains our final rules in Appendix 1. The instrument does not differ
significantly from the consultative draft, and those changes we have made are explained
throughout this paper, as we present and respond to the feedback we received to CP11/8.

1.4 We highlighted in the recent Financial Conduct Authority (FCA) approach document! that
the delivery of high-quality information-gathering and business analysis would be central to
the success of the FCA. We also noted in CP11/8 that the emerging risk model for the FCA

1 www.fsa.gov.uk/pubs/events/fca_approach.pdf
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1.5

1.6

1.7

1.8

1.9

is one of prioritisation, intensive supervision and early intervention. Collecting RMAR and
complaints data, as outlined in this Policy Statement, will be one of the first steps towards
developing this emerging risk model and FCA data strategy.

Equality and diversity issues

As noted in the CP, we have assessed the equality and diversity impact of our proposals and
do not believe that our proposals will give rise to any equality or diversity issues. We have
also assessed whether the proposals could lead to discriminatory behaviour by firms, and
do not believe that they would lead firms to act in this way. We did not receive any
comments on this.

Structure of this PS
The PS chapters cover:

e Chapter 2 - revised Retail Mediation Activities Return (RMAR);
e Chapter 3 — new complaints data at individual adviser level; and

e Chapter 4 — summary of the revised cost benefit analysis.

Timetable

The rules will come into effect on 31 December 2012.

As noted in the CP, firms will only need to submit data generated from 31 December 2012
onwards, as set out in the transitional rules in Appendix 1.

Who should read this PS?

The changes we have made to the RMAR and complaints data will be of interest to both
advisers and providers active in the retail investment market. In addition, consumers and
consumer bodies will be interested to know how we will use data to help with our
supervision of the new regime and ensure that the new rules are properly implemented.

6 Financial Services Authority November 2011
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Revised Retail Mediation
Activities Return (RMAR)

2.1

2.2

In CP11/8, we said that collecting data would be an important part of our supervisory
approach after 2012, helping us to mitigate the risk of poor consumer outcomes continuing
in the retail investment market. In particular, we said data would allow us to assess firms’
compliance with our RDR rules (such as Adviser and Consultancy Charging); help identify
the firms to which we should allocate supervisory attention; and better understand the
business being undertaken by firms, and whether such business posed any risks to
consumers. We proposed to add new reporting requirements to the Retail Mediation
Activities Return (RMAR) as follows:

e insert a new section (Section K), which will require all firms that advise on retail
investment products to provide data on Adviser Charging revenue, payment and client
numbers, and charging structures;

® insert a new section (Section L), which will require all firms that provide services on
group personal pension schemes (GPPs) to provide data on Consultancy Charging and
fees revenue, payment methods, employer client numbers and charging structures; and

® make minor changes to Section B (Profit and Loss account) and Section G (Training
and Competence) to reflect the new definitions of adviser charge, consultancy charge,
independent advice and restricted advice.

We received 52 responses to the CP. Over 30 responses related to some or all of the nine
questions we posed in the CP in relation to the Adviser and Consultancy Charging data
proposals. Most respondents broadly agreed that there was a need for the FSA/FCA to
collect more data in order to supervise and monitor firms’ compliance with RDR rules on
Adviser and Consultancy Charging. The majority of respondents also accepted the idea of
data collection through the RMAR. However, most stressed that we need to amend the
data requirements and be clearer about what we expect, if reporting is to be accurate.

November 2011 Financial Services Authority 7
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2.3

2.4

2.5

2.6

2.7

2.8

2.9

We have set out our response to these views and how we have decided to proceed in the
following sections.

Proposed new RMAR reporting form - Section K

Breakdown of Adviser Charging revenue
In CP11/8 we proposed to collect Adviser Charging revenue, broken down by:

e type of advice (independent or restricted);
e type of service (initial or ongoing advice); and

e payment mechanism (directly from clients, facilitated via product providers
or platforms).

We also stated that most firms would only provide independent or restricted advice and as
such they would only need to complete sections related to either independent or restricted
advice within Section K.

We described initial adviser charges in the draft Handbook Text as:

‘These are all adviser charges received from retail clients during the reporting period for
services related to a personal recommendation that are not ongoing — i.e. the charges are
for a distinct, one-off advice service. These charges may be paid as a one-off lump sum
or as regular contributions over a period of time if the adviser charge relates to a retail
investment product for which an instruction from the retail client for regular payments is
in place and the firm has disclosed that no ongoing personal recommendations or service
will be provided.

We described ongoing adviser charges in the draft Handbook Text as:

‘These are all adviser charges received from retail clients during the reporting period
for an ongoing service.’

We asked:

Q1: Do you expect to have any difficulty in providing the
breakdown of Adviser Charging revenue in the way proposed?
If so, please explain these difficulties.

Responses to consultation

Most respondents said they could provide data on Adviser Charging in the format
proposed, subject to some minor clarifications.

8 Financial Services Authority November 2011
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2.10  Of those firms who anticipated difficulties with reporting, their responses fall broadly into
the categories below.

Investment management

2.11 The Association of Private Client Investment Managers and Stockbrokers (APCIMS), on
behalf of the investment management community, said that it would not be possible for
its members to provide data on Adviser Charging revenue if management charges were
required to be reported as a ‘related service’ in Section K. If APCIMS firms had to report
management charges, they would need to analyse their revenue stream to determine what
came from a personal recommendation on retail investment products. They said that
investment management firms do not calculate management charges by reference to the
proportion of personal recommendations in relation to retail investment products (RIPs)
within a client’s portfolio. Management charges cover a service for the client’s portfolio
as a whole, which usually contains a range of financial instruments, not all of which are
RIPs. Management charges are not determined by the type of financial instrument. So
APCIMS said it would not be possible for its member firms to apportion management
fees to individual personal recommendations.

Other methods for collecting data on adviser and consultancy charges

2.12 Some respondents asked whether this data could be collected from a different source, such
as product providers or back office software administrators.

Accounting practices

2.13 Several respondents raised concerns about recording actual revenue received in the reported
period, as this went against conventional accounting principles of recording income/revenue
on an accrual basis. They said that if revenue data were to be reported on the basis of
actual amounts received, they would have problems reconciling this with data obtained
from third parties such as product providers, and where there were disputes between the
adviser and the client on clawing back adviser charges paid.

2.14  Several respondents also asked whether the revenue data should be reported inclusive or
exclusive of VAT.

Timing of reporting

2.15 Several respondents questioned the timing for implementing our proposals. They were
concerned that firms would not have sufficient lead-in time to make the necessary changes to
their IT systems. One respondent was also concerned with the transitional rule for reporting.
They said this could cause confusion by changing data recording mid-period for some firms
whose RMAR returns began before the rules come into force on 31 December 2012.

November 2011 Financial Services Authority 9
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2.16

2.17

2.18

2.19

2.20

Other issues

A number of respondents also asked for clearer definitions of initial and ongoing
advice charges.

One respondent asked us to confirm that adviser charges received on behalf of clients
from third parties, such as parents or trusts, should be recorded as being from the client.

Several respondents wanted to know how they should report pre-RDR business.

A couple asked us to clarify what data in Section K would need to be reported on a
cumulative basis.

One respondent asked how adviser charges should be recorded when the retail client passed
on money to be invested to a vertically integrated firm’s product manufacturing arm, which
then passed on some of this money in the form of adviser charges to the distribution arm of
the firm. They asked if this would be regarded as facilitation of payment of adviser charges

through the product provider.

Our response

We were pleased with respondents’ level of engagement with this particular
question. We accept that there are some areas of our proposals which we need
to clarify or amend so firms can comply with the requirements.

Investment management

As set out in PS10/6, the rules on Adviser Charging apply only in situations
where a firm makes a personal recommendation to a retail client in respect of a
retail investment product. The scope of the rules excludes recommendations to
professional clients and eligible counterparties.

If investment managers? give personal recommendations relating to retail
investment products to a retail client, they will be captured by our Adviser
Charging rules and data reporting requirements. However, we accept that where

a firm makes a personal recommendation, for example, under the terms of a
non-discretionary agreement, the retail investment product may form only a
portion of a client’s account or portfolio. While we do not consider it would be
appropriate to release firms from their reporting obligations simply because they
sell other types of products alongside retail investment products, or provide other
types of unrelated services, we accept that a pragmatic approach is needed to

2 The Handbook glossary definition of ‘investment manager’ is:
(1) (except in the Listing Rules sourcebook) a person who, acting only on behalf of a client:
(a) manages designated investments in an account or portfolio on a discretionary basis under the terms of a discretionary management
agreement; or
(b) manages designated investments in an account or portfolio on a non-discretionary basis under the terms of a non-discretionary
management agreement.
(2) (in the Listing Rules sourcebook) a person who, on behalf of a client, manages investments and is not a wholly-owned subsidiary
of the client.

10 Financial Services Authority November 2011
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reporting. We accept that it would impose a disproportionate burden on firms if
they were required to separate out the proportion of their charge that related
to the personal recommendation in respect of the retail investment product

(or related services).

Accordingly, if a management charge covers both adviser charges and charges for
services that do not relate to a personal recommendation on retail investment
products, then firms should report the full amount of the charge received. Firms
should not differentiate between the amounts relevant to the different services.

For example, if a firm makes a management charge for a non-discretionary
management service that predominantly relates to advice on stocks and shares,
but provides personal recommendations on retail investment products as part of
this service, then it should report the whole of this fee in section K.

Other methods for collecting data on adviser and consultancy charges

We have explored options for collecting Adviser Charging data other than
through the RMAR. In particular, we looked at whether collecting data through
product providers or from third party back office administrators would be

viable. In the case of product providers, we were concerned that if we looked to
collect Adviser Charging data through transactional reporting such as Product
Sales Data (PSD), we would only capture adviser charges facilitated by product
providers, missing out on adviser charges paid directly to the intermediary by
retail clients. In terms of collecting Adviser Charging data from third party back
office administrators, we were concerned with how we would access this data.
In addition, no administrator currently covers all the retail investment market
when providing administration services to intermediaries, and is unlikely to do so
in the foreseeable future. However, as stated in CP11/8, we intend to continue
thinking about how transactional data can supplement the firm-level RMAR data
being sought, as we develop the FCA’s strategy on data collection.

Accounting practices

We have clarified on the form and in the guidance for Section K (in SUP 16 Annex
18BG) that Adviser Charging revenue reporting is to be based on standard UK
Generally Accepted Accounting Principles (GAAP) (as is set out in the existing
notes for the completion of the RMAR at paragraph 15 Accounting Principles). It
follows that firms are expected to report adviser charges on an accrual basis in the
reporting period, and not actual payments received in the reporting period. This

is a change from what we had originally proposed in the CP, to make reporting

for firms more straightforward and less time consuming. Furthermore, we expect
Adviser Charging revenue to be reported exclusive of VAT levied on the retail client
(if applicable). Again, this is in line with standard accounting principles.

Timing of reporting
We have amended our transitional rules for implementing data collection. We now
require firms to submit their first report for the new data requirements (Sections

Financial Services Authority 11
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K and L) at their first full reporting date after the date of implementation of
the new rules, i.e. the first full reporting period after 31 December 2012. For
example, if a firm’s reporting period runs from October 2012 to March 2013, the
firm’s first six months of new reporting would then start from April 2013. This
will avoid confusion on what data firms should report and when. It will also
facilitate comparisons between reported data of the same length i.e. six months.

Other issues
We have amended the definitions for initial and ongoing advice in the RMAR
guidance so they are more closely aligned with the rules in COBS 6.1A.

Adviser charges received on behalf of clients from third parties such as parents
or trusts should be recorded as being from the client (see COBS 3.2.3R).

In relation to pre-RDR business, we expect firms to continue to report
commissions within section B of the RMAR - both any new commission relating
to execution-only business, and trail commission relating to products purchased
pre-RDR. We also expect firms to report all adviser charges after the RMAR data
requirements come into force, irrespective of whether the adviser charge relates
to advice on new business or new advice on products purchased pre-RDR.

We stated in the CP that all data in Section K, apart from the data on adviser
charging structures, should be reported on a cumulative basis. We have not
changed our approach on this.

When the adviser charge is not deducted from the product, but is separated from
the client’s payment before investment in the product, and passed on from the
product manufacturing arm to the distribution arm of a vertically integrated
business, this will still be facilitation of payment of adviser charges through the
product provider. Firms should bear in mind payments made to a distribution arm
before investment in a pensions contract might not qualify for tax relief, to the
disadvantage of the customer.

Number of initial adviser charge payments

2.21 In the CP, we proposed to collect the number of initial adviser payments received during
the reporting period. We said firms should report initial adviser charge payments in a
similar way to the Adviser Charging revenue — by type of advice and adviser charge
payment mechanism. Firms would have to report each time a retail client paid the whole
initial adviser charge owing through a single payment (i.e. as a lump-sum payment). They
would then record the total number of payments made in this way in Section K of the
RMAR. Where initial adviser charges were paid in instalments (in the case of a regular
payment product) we proposed to require advisers to record the proportion of the total
initial charge paid off during the reporting period.

12 Financial Services Authority November 2011
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We asked:

02: Do you expect to have any difficulty in providing the number
of initial adviser charge payments? If so, please explain
these difficulties.

Responses to consultation

Most responses were positive. Respondents said they could provide the payment data in the
way proposed, subject to further clarification.

Most of the clarification sought was the same as for question 1. For example, several
respondents said that data relating to payments of initial adviser charges should be reported
at the point that a contractual payment is incurred and not at the point payment is received.

Some respondents noted that their ability to provide these data required a systems upgrade,
and, as a consequence, they would look to pass the costs of making the systems changes on
to the investor.

One respondent asked how firms should report initial adviser charges when a proportion of
their initial adviser charges came directly from the retail client, and the remainder was
facilitated by a product provider. The same respondent asked what they were required to
report when the retail client chose to pay a proportion of their initial adviser charge as a
lump sum payment, with the remainder paid by regular instalments.

Our response

We have amended the Section K table and accompanying guidance to clarify
that initial adviser charge payments are to be reported on an accrual basis. This
amendment is in accordance with standard accounting practices.

If an initial charge is not paid in full, we expect it to be recorded under row 5 of
Section K as ‘Reqular instalments as proportion of the total due’.

Number of contracts for one-off advice services

In our consultation, we proposed that firms report the number of new contracts concluded
with clients during the reporting period that included an agreement to pay initial adviser
charges (i.e. agreements for a one-off advice service). This excluded any contracts for advice
that were cancelled with no initial adviser charge paid, or where the initial adviser charge
was returned to the client.

November 2011 Financial Services Authority 13
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2.28 We asked:

03: Do you expect to have any difficulty in providing the number
of contracts for one-off advice services in the way proposed? If
so, please explain these difficulties.

Responses to consultation

2.29 Most respondents said they could provide data in the format proposed, subject to some
further clarification.

2.30 Some responses included a request to clarify what we meant by a ‘contract’.

2.31 A number of respondents asked whether contracts that include elements of both initial and
ongoing advice should be included, or excluded from reporting.

2.32 Some respondents asked us to confirm whether they should include in their reporting:

e contracts for one-off advice services where a personal recommendation was made in
relation to a RIP, but the recommendation was not accepted by the client;

e cases where a personal recommendation was made, but not in relation to a retail
investment product; and

e ad hoc services — whether members of the investment management community should
report these as ‘one-off contracts’.

Our response

In response to requests for clarification on what constitutes a ‘contract’ we have
amended the relevant part of Section K to record the ‘Number of one-off advice
services. If the client agrees to pay for ongoing advice, e.g. an annual review,
and there is a separate charge for ad hoc advice in addition to that service, the
firm should record the additional charge under the heading of one-off advice.

Investment managers should also report on ad hoc services which involve giving
personal recommendations or any related services in respect of retail investment
products, whether or not ongoing advice services are also provided.

When a personal recommendation has been made in relation to a retail
investment product (irrespective of whether or not the recommendation has
been accepted by the client), and an adviser charge is payable, it should also be
reported under ‘Number of one-off advice services. However, we do not expect
firms to record personal recommendations made by an adviser that in no way
relate to a retail investment product.

14 Financial Services Authority November 2011
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Number of retail clients receiving ongoing advice services

2.33 In the CP we proposed to collect information on the number of retail clients paying for an
ongoing advice service in the reporting period.

2.34 We asked:

04: Do you expect to have any difficulty in providing the number
of clients receiving ongoing advice services in the way
proposed? If so, please explain these difficulties.

Responses to consultation

2.35  Most respondents did not expect to have any difficulties providing the data in the
way proposed.

2.36 Some respondents asked for further clarification on the definition of an ‘ongoing service’.
In particular, they asked whether the firm should record numbers of clients who were
receiving ongoing services that could not be related to a personal recommendation. For
example, would a firm providing ongoing services — such as providing facilities to retail
clients to receive up-to-date information on their holdings and in which no ongoing advice
was provided — need to report on retail clients receiving this ongoing service?

2.37 One respondent also questioned what the firm should report when retail clients receiving
an ongoing advice service miss payments in the reporting period.

2.38 One respondent asked whether they should start to record the number of retail clients
paying for ongoing advice services before the rules came into force, or only at the start of
the first reporting period after the rules were implemented.

Our response

Section K records the number of retail clients who have agreed to pay an adviser
charge for an ongoing advice service (where COBS 6.1A.22 R (1) applies) in the
reporting period. Section K does not record charges for services which are not
related to the provision of a personal recommendation (that is, those charges
where COBS 6.1A.22R does not apply).

If a retail client misses payments in the reporting period for the ongoing advice
services they have signed up to, we would expect the firm to record that retail
client as receiving an ongoing advice service in the reporting period. If in a
subsequent reporting period the client cancels their payments for the ongoing
advice service, firms must record this in the data field showing retail clients who
stopped paying for an ongoing advice service during the reporting period.

November 2011 Financial Services Authority 15
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Firms should begin counting retail clients paying for ongoing services in their
first reporting period after the rules come into force. For example, firms that have
a RMAR reporting period that starts on 31 December 2012 should include all the
retail clients in the subsequent six months who have agreed to pay for ongoing
advice services, when they submit their next half-yearly RMAR return in 2013.

Adviser Charging structures

2.39  The CP set out our proposals requiring advisers to provide information on their Adviser
Charging structures through the RMAR. In particular, we said that we wanted to collect
minimum and maximum charges for initial and ongoing advice services, on an hourly
and/or percentage of investment basis. Furthermore, when firms operate both charging
structures, we proposed that firms indicate what charging structures were typically used
for initial and ongoing adviser charges.

2.40 We asked:

05: Do you expect to have any difficulty in providing the
charging structure information proposed? If so, please
explain these difficulties.

Responses to consultation

2.41 Most respondents who responded to this question did not expect to have any difficulty
in providing the charging structure information in the way proposed.

2.42 However, a number queried its usefulness. Other respondents said that the charging
structures would vary significantly, depending on the client, adviser and service provided,
which could make it difficult to work out the minimum and maximum charges.

2.43 A number of respondents, especially those in the investment management community,
said their charging structures do not relate solely to retail investment products (RIPs),
because RIPs are an ancillary part of their core investment management business. The
proportion of RIPs in a client’s portfolio can change regularly, so that it would be very
difficult to isolate RIPs and apportion an element of the management charges to them,
so that the firm could report minimum and maximum adviser charges on them.

2.44  Several respondents said the reportable charging structures did not allow for alternative
charging structures used in place of or in combination with per hour or percentage of
investment charging structures. For example, advisers might offer a flat/fixed fee, as well
as a percentage of investment basis.

16 Financial Services Authority November 2011
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2.45 Some respondents asked whether firms should provide their charging structure information
based on their published tariffs rather than on the range of actual adviser charges received
from clients during the reporting period.

2.46  Two respondents noted that the maximum and minimum adviser charges in their Adviser
Charging structures might never actually be charged, so questioned the usefulness of this data.

Our response

We have noted the comments regarding the structure of charges information
sought and have provided further clarity within the guidance notes that
accompany the RMAR (SUP 16 Annex 18BG). In particular, we have acknowledged
that firms will offer a number of different Adviser Charging structures, some of
which are likely to involve a combined charging structure. Firms will need to
record the charging structures proposed in our original proposals (per hour and
percentage of investment), and also, where appropriate, structures where the
charges are based on a fixed fee or a combined Adviser Charging structure. Under
this revised arrangement, we will still require firms to indicate which charging
structure is typically offered for both initial and ongoing advice charges.

We believe these amendments will also address some of the costing issues some
firms raised on our CP proposals. Our guidance clarifies that Adviser Charging
structures can be based on the intermediary’s published tariff or prices lists for
disclosing the costs of adviser services to retail clients, and will only require
updating as and when the tariffs or price lists are updated. The only exception
to this will be when the firm offers a combined charging structure, such as where
there is a fixed fee and also a percentage of investment charge. Under these
types of combined charging structure arrangements, firms should calculate the
actual maximum and minimum charges in the reporting period so that a cash
amount can be calculated for the combined charging structure. For example, if a
firm offers a charging structure of £150 plus 1.5% of the investment we would
expect that firm to work out the actual maximum and minimum charges for this
charging structure based on the actual amounts invested by their retail clients in
the reporting period.

Following on from our response to Question 1 we expect investment managers to
report on their standard charging structures, such as those represented in rate
cards given to customers, in respect to rows 11-18 of Section K.

November 2011 Financial Services Authority 17
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2.47

2.48

2.49

2.50

2.51

2.52

2.53

Proposed new RMAR reporting form — Section L

Consultancy Charging data

In CP11/8 we set out our proposals to collect data about Consultancy Charging that would
allow us to understand group personal pension (GPP) market dynamics and trends, including
the range and depth of services provided to employers and the charges made for those
services once commission is not allowed on new GPPs. The abbreviation ‘GPPs’ is used to
refer collectively to group personal pensions, group stakeholder pensions and group SIPPs.

We received 30 responses to the CP that included comments and views about one or more
of the three questions posed about data collection on GPPs. Where a view on the general
thrust of the proposals was expressed, a clear majority thought that the proposals were
justified or did not envisage any difficulty in providing the data. A minority of respondents
argued that the proposals were overly bureaucratic or expensive to implement. Other
responses asked us to be clearer about some details of the proposed requirements.

We acknowledge the support given by respondents to our proposals. Consultancy Charging
is the corporate pensions equivalent of Adviser Charging, and it is essential that we are able
to collect data enabling us to monitor developments as the GPP market moves away over
time from being commission-based. We recognise that firms will incur costs, but have
decided that there is a strong case for going ahead as proposed, subject to some minor
amendments to the proposed rules to make them clearer.

An analysis of the responses to each of the three GPP questions is given below, together
with clarification of the rules where appropriate.

Breakdown of Consultancy Charging and fee revenue

We proposed to collect data on Consultancy Charging and fees revenue broken down by the
type of service — initial, ongoing or one-off services — and whether received by fees direct from
employers or as consultancy charges via GPP providers or platform service providers.

We asked:

Q06: Do you expect to have any difficulty in providing the
breakdown of Consultancy Charging and fee revenue in the way
proposed? If so, please explain these difficulties.

Responses to consultation

A relatively small number of responses were made to this question, with most seeking
clarification on detailed aspects of the proposed rules. Some respondents suggested that the
definition of the types of services could be clearer, whilst others asked whether VAT on
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2.54

November 2011

consultancy charges should be included in the figures reported. We were also asked to
confirm the reporting requirements where both Adviser Charging and Consultancy
Charging could apply to GPP members.

Our response

Minor amendments have been made to the rules and guidance to make clear that
the revenue reported under rows 1, 2 and 3 of Section L should be split between
three types of service, in line with the policy intention set out in the CP:

Initial services - the revenue during the reporting period for services provided
at the outset of the GPP, for example advice to the employer on setting up the
scheme and launching it to employees;

Ongoing services - the revenue during the reporting period for ongoing services,
for example, for helping the employer with the annual scheme renewal or
promoting the scheme to new employees; and

One-off services - the revenue during the reporting period for services not
included as initial or ongoing services, for example, one-off advice to an
employer about using an existing GPP to meet the government’s requirements
for auto-enrolment.

We confirm that consultancy charges and fee revenue should be reported
exclusive of VAT.

We confirm that where particular GPP business includes both adviser and
consultancy charges, these should be reported separately under Sections K and L
respectively. Where the employer has pre-arranged advice for his employees paid
for within overall consultancy charges, this should be reported under section

L. Where a GPP member has arranged separate individual personal advice, any
adviser charge for that advice should be reported under Section K.

Number of one-off and ongoing services to employers

We proposed to gather data on the number of adviser firms’ GPP employer clients,
broken down between those employers who receive ongoing services and those who
receive one-off services.
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2.55 We asked:

Q7: Do you expect to have any difficulty in providing information
on the number of employers receiving either one-off services,
ongoing services or both in the way proposed? If so, please
explain these difficulties.

Responses to consultation

2.56  We received a relatively small number of responses to this question. Where a view was
given, most said they would have no difficulty in providing the data. Other respondents
sought clarity on detailed aspects of the rules and guidance. One asked whether those
employer clients with GPPs still on a commission basis should be included.

Our response

We confirm that the data reported under row 7 of Section L (employers starting
to receive ongoing services) should include any employers who have previously
received one-off services reported under the row 5 heading and who have since
established an ongoing service with their adviser firm. We also confirm that the
data reported under row headings 7 and 8 should include any employers who

started and stopped receiving an ongoing service in the same reporting period.

The data under row headings 5 to 8 (numbers of employer clients) relates to
GPP schemes arranged on a Consultancy Charging basis only. This data is not
required for GPPs still on a commission basis: we already gather sufficient data
on commission-based schemes elsewhere in firms’ reporting requirements.

Range of consultancy charges and structures

2.57 We proposed to gather data about the range of an adviser firm’s consultancy charges,
including its highest and lowest charges, as well as the typical amounts it agrees with
employers. The data gathered would represent the consultancy charges in the first year
of a GPP, expressed as a percentage of the total first year’s contributions.

2.58  We also proposed to gather data showing the make-up of a firm’s consultancy charges
for a typical GPP scheme
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2.59 We asked:

08: Do you expect to have any difficulty in providing the range
of consultancy charges and charging structure information
proposed? If so, please explain these difficulties.

Responses to consultation

2.60  This question prompted more responses that the previous two questions. Most supported
our proposals, while others asked us to define a firm’s ‘typical’ scheme more clearly.

Our response

We are seeking information that shows us how a firm is applying the new rules
replacing commission with Consultancy Charging. The data gathered will indicate
whether a firm’s consultancy charges are reasonable or out of line with the market.

Row 9 of Section L gathers data showing the extremes of a firm’s initial Consultancy
Charging scheme structures. It also gathers data about the level of charges that the
firm makes in more normal circumstances on the majority of schemes it arranges -
in other words its ‘typical’ scheme consultancy charges structure.

Amendments to existing sections of the RMAR

Sections B and G

2.61 In the CP we proposed to make amendments to Section B (Profit and Loss) of the RMAR
in order to clarify that adviser charges should also be recorded under the ‘fees’ column
(row 3, column C of Section B), while consultancy charges and fees would not. Consultancy
charges and fees would instead be reported within the new section L of the RMAR.

2.62 We also proposed to amend Section G (Training and Competence) to ensure consistency
with the new service disclosure rules introduced by PS10/6, i.e. that advice on retail
investment products is either independent or restricted. This involved adding a new
category called ‘Independent’ applying to retail investments only; amending existing
categories describing multi-tied and single-tied advice to make clear that these categories
are ‘restricted advice’ firms in relation to retail investment advice from 31 December 2012;
and adding a further new category applying to retail investments for when advice is
restricted because certain types of products are not considered.
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2.63

2.64

2.65

2.66

2.67

2.68

We asked:

Q9: Do you expect to have any difficulty in changing your
systems and/or procedures to accommodate the changes
proposed to Sections B and G of the RMAR? If so, please
explain these difficulties.

Responses to consultation

The vast majority of respondents who responded to this question did not expect to have
any difficulty in providing the revised profit and loss account and training and competence
information in sections B and G respectively in the way proposed.

A number of respondents did, however, ask whether they would need to complete Section B
if they were a BIPRU (Banks, Building Societies and Investment Firms) firm.?

Several respondents also pointed out a potential for skewing headline profit and loss
(P&L) data recorded in Section B, as under the CP proposals commissions (such as trail
commissions) received in relation to the GPP market would still be recorded in the
headline P&L data, but not consultancy charges and fees income data.

A number of respondents also stated that the success of completing Section B and Section G
of the RMAR would depend on how easy it was to change their administration systems,
which for some firms were contracted out to back office software providers.

One respondent wanted further clarification on what firms should report when they
potentially offered both a ‘restricted/multi-tie’ and ‘restricted-limited number of products’
service to their retail clients.

Our response

Headline P&L data could be skewed if we did not also allow for consultancy
charges and fees to be recorded in the headline figures. So we have amended the
form and guidance for RMAR Section B to reflect this position.

BIPRU firms are not required to complete Section B of the RMAR. BIPRU firms
currently report their profit and loss requirements in FSA002 returns, and

this position is unchanged. We are, however, asking BIPRU firms to complete
Sections K and L of the RMAR (SUP 16.12.22A R) in order to record adviser and
consultancy charges if it is relevant to their business activities.

3 The full definition of a BIPRU firm can be found in BIPRU 1.1.6 R.
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For firms that operate within more than one type of advice, for example, if a firm
offers both a restricted multi-tie and a restricted-limited type of advice service,
the firm should tick both boxes in Section G relevant to these advice descriptions.
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Complaints data at
individual adviser level

3.1

3.2

3.3

3.4

As part of the RDR, we are placing more emphasis on the standards expected of individual
Retail Investment Advisers (RIAs)* and our monitoring of those standards. The complaints
reporting proposals put forward in CP11/8 were designed to supplement our approach to
collecting data on RIAs that was set out as part of PS11/1° in January 2011. RIAs advise
on securities and derivatives for retail clients as well as retail investment products/packaged
products. They work in many different types of firms, such as independent financial
advisers and other intermediaries, banks, building societies, insurance companies,
stockbrokers and wealth managers.

In PS11/1 we confirmed that from end-2012 firms will need to give us certain data about
their RIAs such as the Individual Reference Number (IRN), their qualification status, and
the accredited body that issued their Statement of Professional Standing (SPS). Since the
beginning of July 2011, firms have also been required to notify us, using a dedicated email
address, if they identify competence and ethics issues with their advisers.

In CP11/8, we reiterated that collecting data would be an important part of our supervisory
approach post-2012, helping us to mitigate the risk of poor consumer outcomes continuing
in the retail investment market. In particular, in respect of RDR Professionalism, we said
that data would allow us to develop a risk-based approach to supervising individual RIAs.

We proposed to introduce additional complaints reporting requirements to provide regular
data on complaints relating to individual advisers, and to also provide ongoing alerts in the
event of higher value and/or higher volume of complaints to enable us to analyse trends
and intervene earlier. We also proposed that firms must report complaints received on or
after 31 December 2012.

4 For the purpose of our Professionalism Rules, we use this term to describe all individual advisers who are within scope of RDR
Professionalism as distinct from Adviser Charging. Advisers in scope of RDR Professionalism are those carrying out activities 2, 3, 4,
6,12 and 13 in Appendix 1.1 of our TC sourcebook. These activities are: advising on securities, derivatives, retail investment products
or Friendly Society tax-exempt policies, or advising and dealing in securities and derivatives (see TC Appendix 1.1 for full details).

5 PS11/1: Distribution of retail investments: Delivering the RDR — professionalism: Feedback to CP10/14 and CP10/22 and final rules.
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3.5 When combined with other indicators and alerts, the new rules are designed to help us to
better understand individual advisers’ behaviour and competence through the collection and
analysis of complaints data. These data will feed into an individual adviser scorecard that we
will use as a basis for supervisory interventions. The scorecard was described in CP10/14°,
CP10/227 and more recently in PS11/1. A triage team within the FSA will receive information
about individual advisers, score individuals in terms of their risk level and, in collaboration
with our firm supervision teams, investigate higher-risk individuals. Supervisory or
enforcement action will, where appropriate, be taken against individuals and firms.

3.6 We received 52 responses overall to the CP. Almost all of these related to some or all of the
four questions we posed about complaints data. The majority of, but not all, respondents
who expressed an opinion, broadly agreed that there was a need for the FSA/FCA to collect
complaints data in order to supervise and monitor RIA behaviour and competence. Some
trade body respondents that challenged the principle of collecting data, or that had
concerns about the scope of the requirements, indicated that operationally the information
could be provided fairly easily. Some respondents asked us to clarify or amend our
proposals in certain areas in order to reduce the burden on firms and to reduce the risk of
inconsistent interpretation of our requirements.

3.7 We have set out our response to these views and how we have decided to proceed in the
following sections.

Breakdown of reqgular complaints reporting

3.8 Twice a year, firms must give us a complete report on complaints received from ‘eligible
complainants’ through the Complaints Return Form (DISP 1.10 and DISP 1 Annex 1 R).}
The report includes information about the total number of complaints, grouped by the
products and services complained about, and the subject matter of the complaint (e.g.
advising, arranging, selling, arrears related). The firm must report, among other things,
overall figures on the number of complaints closed within four weeks or less, four to eight
weeks, or more than eight weeks after receipt, and the total number of complaints upheld
or outstanding at the beginning of the reporting period. It must also identify the total
amount of redress paid in respect of complaints during the reporting period.

3.9 In the CP we proposed that certain elements of these data be reported at the individual
adviser level. The proposals were intended to take effect for complaints arising from
31 December 2012, and were for regular, six monthly adviser-level reporting of the
existing firm-level complaints data for the firm’s last reporting period, broken down by:

6  CP10/14 Delivering the RDR — Professionalism, including its applicability to pure protection advice, with feedback to CP09/18 and
CP09/31 (June 2010).

7  Chapter 8 of Consultation Paper 10/22, Quarterly CP, published in October 2010, on the Retail Distribution Review: professionalism
notifications (TC).

8 DISP 1.10.4 R states that the relevant reporting periods are: (1) the six months immediately following a firm’s accounting reference
date; and (2) the six months immediately preceding a firm’s accounting reference date.

November 2011 Financial Services Authority 25


http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G737
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G5
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G5
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G737
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G5

PS11/13

Data Collection: Retail Mediation Activities Return and complaints data

3.10

3.11

3.12

name and FSA Individual Reference Number (IRN) of the RIA;
number of complaints received, closed and upheld; and

total amount of redress paid.

We asked:

Q10: Do you expect to have any difficulty in providing the
breakdown of adviser complaints in the way proposed for
firms’ reqular complaints reporting? If so, please explain these
difficulties.

Responses to consultation

There were 39 responses to this question. Overall, most respondents indicated that they

would be able to provide the breakdown as requested, although a number of comments were

received about the detail of the proposed requirements. In particular, comments were received
in respect of the scope of the requirements and the degree to which the adviser was at fault,
or caused the complaint, or was involved in the activity giving rise to the complaint.

The scope of the proposals was queried or challenged specifically as follows.

Respondents asked how to determine whether an RIA is subject to a complaint, and
some argued that the scope of what should be considered a reportable complaint should
be limited to advising, selling and arranging. Some respondents suggested that reportable
complaints should not include complaints relating to ‘general administration’, even
though this arose in connection with an advised sale by an RIA.

Some respondents argued that activities which did not involve investment advice
but were carried on by an RIA should not be in scope. For example, discretionary
investment management services, where there is no advice given and/or no personal
recommendation is made, or execution-only activities.

Several respondents asked for clarification over the need to report complaints caused by
historic activity, where the advice or service giving rise to the complaint occurred before
31 December 2012. Respondents suggested that asking for reports where the cause of the
complaint (the advice given) was before then would cause difficulties, as record keeping
will be of mixed quality and, in some cases, there will be insufficient data on the advice
or service concerned. In particular, record keeping before December 2001 — when the FSA
gained its statutory powers as a regulator — is likely to be poor.

A number of respondents questioned the need to report complaints received about
retail investment advisers who are no longer employed by the firm.
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3.13 One respondent queried whether it would be appropriate to attribute a complaint to a
RIA without first identifying that the RIA was at fault, or whether the complaint was
the result of internal procedures (i.e. that the RIA was following instructions). The
respondent said that not giving the RIA concerned an opportunity to present their case
could raise human rights issues, especially in the event that the information is reported in
the future, or disclosed for an ancillary purpose (e.g. disclosed to potential employers or
professional indemnity insurance (PII) insurers). Similarly, others were concerned that
ex-advisers would not have the right to contest or appeal such a report, and this could
have an impact on their ability to attain or maintain their authorisation and might
present a restriction of trade.

3.14 A trade body suggested that accredited bodies should be responsible for reporting adviser
complaints as part of their role in issuing the SPS.

3.15 One respondent asked whether these new requirements relating to RIAs are based on the
same definition of complaints as the existing complaints rules for firms. In particular, they
referred to the rule where firms do not have to report complaints that are dealt with within
one working day of receipt.’

Our response

Under the RDR, and indeed prior to this, our main concerns have included that
consumers should receive suitable investment advice and that RIAs behave
competently and ethically.

We have amended the proposals so that the new reporting rules require firms to
provide complaints data about matters related to the retail investment activities
carried out by their RIAs (and not the broader requirement that related to any
activities requlated by the FSA). We require firms that employ RIAs to report
complaints using the IRN of the relevant adviser. Firms must report the IRN as it
appears on the FSA Register. This will allow us to accurately identify the adviser.

We have considered the comments about possible difficulties arising if we
required reporting where the cause of the complaint is before 31 December 2012.
We have taken into account the implications for the aims of the policy as well
as the implications for firms. On balance we believe that consumer interests
will be better protected if we require firms to report complaints irrespective of
the date of the advice that caused the complaint. Practising advisers whose
past behaviour has given rise to complaints may still be exhibiting the same
behaviours, and so may be of interest from a supervisory perspective. We
acknowledge that, in practice, a firm may not have a record of the adviser’s
IRN if the activity complained of took place before 1 December 2001, when the
Financial Services and Markets Act (FSMA) came into force.

9 DISP 1.5.1R states that the complaints reporting rules do not apply to a complaint that is resolved by a respondent by close of
business on the business