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Foreword

With the Retail Distribution Review (RDR) now being implemented almost half a year ago, the UK life, pension and
investments markets are now starting to experience the real impact of one of the most significant reforms in the
retail investments market. This document aims, in the form of provocations, to provide stimulus for discussions on
strategic challenges for the different market participants in the post-RDR world.
The document is structured around four different provocations:
• Responding to the emerging advice gap for the mass market consumers.
• Addressing the strategic challenges for the non-advised platform proposition.
• Achieving success in providing advice to the affluent/High Net Worth market.
• Thriving as intermediary focused platforms consolidate.
I hope you find this document useful and welcome your feedback and comments.

Andrew Power
Partner
Financial Services Strategy, Consulting
020 7303 0194
apower@deloitte.co.uk
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Provocation 1: The mass market is an underserved
opportunity requiring innovative solutions
Currently, mass market consumers without access to investment
advice create an opportunity to innovate. Winners will be those that
are able to develop delivery models with lower cost-to-serve without
diminishing the customer experience.
The Financial Services Authority (FSA) official statistics
estimated a 44% reduction in bank advisors, and a
20% reduction in Independent Financial Advisors (IFAs),
tied, multi-tied advisors between December 2011 and
December 2012. The reality is worse. While the FSA’s
figures include the previously announced decisions of
Barclays, Lloyds and HSBC to pull out of mass market
advice, subsequently, in the last few months, Aviva
and AXA have both also announced their decisions
to withdraw from advice, which affected Coventry
Building Society, Co-operative Banking Group and
Clydesdale and Yorkshire Banks.
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Exhibit 1. High level response of wealth management advisors
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Whilst economic and regulatory issues and challenges
on providing guidance or simplified advice remain,
a number of innovative companies are trying to exploit
this opportunity by introducing new advised business
models. Key levers include getting customers to conduct
more fact-finding activities themselves through platforms
such as ‘Advice Made Simple’ or ‘rPlan’, and seek more
automated online advice through platforms such as
‘Money on Toast’. Platforms such as these focus on
increasing the efficiency and effectiveness of the advisor
and thus reducing the ‘breakeven’ level of assets
required to make providing guidance or advice economic.
There are also companies focusing on other levers.
For example, in the non-advised channel, companies
are increasing customers’ awareness by providing
information and guidance (e.g. Hargreaves Lansdown),
or developing alternative distribution channels
(e.g. workplace). Some product manufacturers are
also contributing by developing simpler products or
packaged solutions.

Bank
advisors

Execution only

A number of key issues will arise. Firstly, current
investors who no longer have access to advice may
make inappropriate investment decisions. Secondly,
prospective investors may feel that investment is too
complicated, and hence, do not invest at all, resulting
in an increase of the current ‘savings and retirements
gaps’ in the longer term. Finally, banks will lose their
referral model from their retail to wealth management
arms and the opportunity to build strong relationship
in the early part of the customer lifecycle.

To be successful all these need to be underpinned by
a clear understanding of customer behaviours and
preferences in each part of the customer journey.
The winners will be those who can reduce the cost
of advice through innovation while continuing to be
customer-centric.

Provocation 2: Direct to consumer approaches need
‘embedding’ within two-three years to be successful
The direct market is poised to gain from RDR legislation. Those
already playing will need to tailor their approach to different segments
and develop dynamic pricing capabilities. While those currently with
limited platform capabilities have to act quickly if they want to obtain
a position in this market.
The non-advised market is a sizable and growing
opportunity. Currently, the non-advised market
represents c.20% of the wealth market, with a total
of c. £450 billion Assets under Management. Future
growth is supported in three ways. Firstly, the direct
market will see significant natural growth as consumers
increasingly use and transact on the internet.
Secondly, the advice gap is acting as a further catalyst
representing an additional opportunity to service up
to £125 billion of Assets under Management. And
thirdly, the shifts from advised to non-advised will
likely accelerate as the legacy portfolio will have to
be migrated to ‘clean share classes’ as rebates will be
abolished in 2016.
To capture the direct opportunity and serve the
wide variety of people it represents, existing players
will need to differentiate their offerings to specific
segments and needs (e.g. Barclays offers a simplified
investment platform on Barclays.co.uk with either a
choice of five risk rated funds or 70+ funds specifically
targeting the mass market customers, and a more
comprehensive platform for advanced investors on
BarclaysStockbrokers.co.uk with c. 2,500 funds with
wider investment instruments, targeting the financially
literate investors). In addition, platforms will have to
develop pricing capabilities and implement a pricing
strategy which replaces the lost revenues from the ban
on rebates.

Exhibit 2. Comparison of options to develop a D2C platform
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For both new and existing players, direct platforms
could either be part of a multi-channel strategy or a
direct-only offering. Most providers with an existing
‘captive’ customer base will see this as part of a multichannel strategy; other vertically integrated players, for
example, investment managers, may however see this
as a new route to market or an opportunity to increase
their margin capture across a value chain, which is
subjected to continued downward margin pressure.

With the proliferation of direct offerings and the
cancellation of rebates on legacy portfolios by 2016,
direct offerings will need to establish themselves within
the next two-three years. Those who would like to play
have to make up their mind quickly and will have to
choose between building a bespoke platform, buying
an out-of-the-box solution or partnering with an
existing B2B or B2C platform provider. Clearly with time
running out, buying an existing solution or partnering
seem the preferred options.
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Provocation 3: Efficiency improvements and
effective segmentation is the remedy for the
advised channel
Unless advisors can obtain efficiency improvements by more effective
segmentation of their client base, they will only be able to serve
profitably affluent clients, a market too small to support the number
of advisors currently targeting the affluent.
Although advisory pricing schemes remain hard to compare, a comparison based on typical investment cases of
a one-off investment of £50k, £200k, £500k and £1m indicate announced pricing for IFAs to be relatively higher
than banks. Assuming consumers are willing to pay the equivalent of 50-100 bps annually for advice, a reasonable
range in a low-interest environment, advisors will be driven to focus on individuals with over £200k in investments.
However, this route is likely to accelerate the decline of the advisors channel as there will only be place for a
selected few, because the number of clients in this space is limited. Instead advisors could do better by focusing
on tailoring propositions to the different segments and increasing efficiencies throughout the whole sales funnel.
For example, by reducing annual servicing cost per client from £1000 to £500 would allow advisors to profitably
serve clients with less than £100k in investible assets.
Exhibit 3. Advisor charging of high street banks and IFAs
Range of distribution charges for one-off investment
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By tailoring propositions to specific segments, advisors can balance cost levels with the available revenue pools.
People in their mid-30s with limited funds are most likely interested in a simple ISA, while people close to their
retirement require significantly more advice. The advice propositions, processes and associated costs should reflect
these differences.
The other must-do for advisors is to increase efficiency by optimising the sales funnel. Currently the average time
spent per advised sale varies between 7 and 12 hours indicating significant efficiency differences. To close this gap,
distributors will need to develop fully automated sales processes, differentiated by segment and client need and
world-class lead generation skills. In addition, they need to show they are able to retain a highly qualified sales
force to build lasting relationships with clients. Distributors who are not choosing this route are likely to end up in
a highly competitive environment with eroding margins and are contributing to an accelerated decline of the
advisor channel.
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Provocation 4: Intermediary platforms will
consolidate significantly around scale players
and a few niches
Assets under Management on intermediary platforms are estimated
to grow significantly. However, the competitive pressures and
cancellation of rebates are likely to squeeze revenue margins moving the
break-even point to c. £40 billion in Assets under Administration.
As a result, assuming similar levels of industry
concentration, less than 10 intermediary platforms are
likely to be profitable by 2018, indicating a potential
major consolidation wave.
While estimates vary according to different sources,
the Assets under Administration of the UK Intermediary
platform market are estimated to grow from c. £200bn
to £600bn in 2018. This growth is largely driven by
continued demand from intermediaries who see
platforms as an essential part of their RDR compliant,
fee based proposition.
Currently the intermediary platform market is
dominated by a handful of players with Cofunds,
Skandia and FundsNetwork leading the pack. Other
players, notably the vertically integrated providers such
as Standard Life and AXA, are continuing to invest
in improving their service offering. Besides there are
many other smaller niche players resulting in roughly
30 market participants. All these providers seek to gain
market share and to control distribution and back
books in order to grow into a profitable business model.

With pressure on margin across the value chain and
platform rebates being abolished, platform fees might
be squeezed from 30 bps to 20 bps, moving the breakeven point significantly up from c. £20bn of Assets
under Administration to c. £40bn. With only £600bn
to divide, this results in a maximum of 15 companies
breaking even. With the 5 biggest platforms account
for c.70% of the market, it is likely that will be only
8-10 profitable platforms by 2018.
The combination of advisors having signed up to
multiple platforms already, squeezing margins and
limited differentiation between platforms, is likely to
result in consolidation around a few scaled players,
with small number of niche providers remaining.
Winning platforms will be those who are able to
differentiate themselves over and above technical
platform functionalities (e.g. integration with advisors’
back office software, financial planning tools, discretionary
management outsourcing) and are on top of the
consolidation wave. These platforms will also be able to
maintain or improve upon their operational leverage.

Exhibit 4. Increases in breakeven point for a platform
Profit before tax margin
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Conclusions

We set out below the 3 main strategic imperatives for banks, IFAs/wealth managers, platforms and asset
managers/life companies.
For banks, the first strategic imperative appears to be developing an innovative model to continue to serve the
mass market customers, who are now an underserved segment. Secondly, they need to identify the best way of
serving their existing mass affluent and High Net Worth customers. They will need a differentiated proposition
plan to attract and acquire customers, many of whom already have existing advisory relationships with IFAs. Lastly,
banks must ensure their direct to consumer platform is effective and integrates into a broader multi-channel
approach.
For IFAs/wealth managers, the first strategic imperative appears to be developing a credible ongoing service
proposition to justify the current level of advisor charge. IFAs are now competing for a smaller pool of wealthier,
more demanding customers. They will need to have clear value-adding activities (e.g. tax planning, robust risk
profiling). Secondly, they must develop multi-propositions to appeal to the different customer segments. Lastly,
given potentially unsustainable levels of pricing and the huge variance of efficiency between companies, they should
focus on improving operational efficiency.
For platforms, the first strategic imperative appears to be developing a clear strategy to be one of remaining
profitable platforms, whether that is a niche or scaled player. Secondly, in an increasingly competitive environment,
they need to be creative in developing capabilities to position themselves as the solution partners for advisor firms.
Lastly, operational leverage must be improved, to make sure the costs do not escalate uncontrollably.
For asset managers/life companies, the first strategic imperative appears to be determining their balance on
direct to consumer vs. intermediated retail vs. workplace distribution. Secondly, different products need to be
developed to target at the different customer segments – e.g. developing simpler, packaged, outcome oriented
products, tapping into the mass market advice gap opportunity and wider customer trends. Lastly, with the
squeeze on margin, asset managers and life companies will need to continue to improve their focus on
operational efficiency, ensuring a greater link between performance/fees and cost level.
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