SIPP ROUNDTABLE

Helen Morrissey talks to a panel of experts about the challenges and prospects for the SIPP market

going forward.

Helen Morrissey: SIPPs have been
regulated for almost a year. How
has the market adapted to this?

John Moret: Well its adapted in
that we know that there are 150+
operators who are now regulated.
Obviously theres been specula-
tion about consolidation but its
happening more slowly than some
might have anticipated. However,
we havent yet had a year of regu-
lation and there have been signs
that some companies are starting to
move in that particular area.

I'm not convinced that the FSA ac-
tually fully understands the implica-
tions of the new regulatory environ-
ment. | think there are some aspects
of the regulatory framework that
certainly havent become as trans-
parent as they might be. I m think-
ing about some of the regulations
around client money and reconcilia-
tions, and there is a view that there
is now a level playing eld. That
isnt the case. There are different
levels of capital requirement and
different levels of investor protec-
tion, depending on your regulatory
status. | think thats just one exam-
ple of where there s still not a total
understanding of the consequences
of regulating SIPPs as a packaged
product.

lan Price: | d agree with John actu-
ally. | thought it would consolidate,
| think it has to. | m starting to be-
lieve, slowly but surely, that the level
of service we re getting is re ected
by the fees that are being charged
and at some point SIPP providers are
going to have to reassess the fees. It
is clear that because of such things
as regulation and a huge increase in
business that the levels of service
that some SIPP providers are now
providing is not at the level that
clients expect. | am sure that this
continued pressure to reduce fees
has to stop as clients are prepared
to pay for the right level of service.
What they are not prepared to do is
pay a fee that does not provide an
adequate service.

From a distribution point of view,
regulation hasnt made much dif-
ference. When advising a client,
if its regulated or non-regulated,
it shouldnt make any difference
about giving good sound advice.

Elaine Turtle: What was the FSA
trying to achieve by regulating,
because | agree, the good advisers
that were recommending the SIPPs
were doing all the required paper-
work. Regulating us as SIPP provid-
ers didnt make a huge difference
either. So | don t quite see what was

gained. However, | think the market
has adapted to it but | think every-
body will be looking at their costs,
because weve now got to churn
out more bits of paper than we did
before, which costs us more money.
It frustrates clients because some-
thing just cant be done because a
piece of paper has to be completed
and lled in.

Claire Court: We ve always treated
SIPPs and SSASs as regulated prod-
ucts anyway so there was barely a
ripple last April. However, | think
there are some practitioners out
there for whom it was a big change.
| would agree that its causing delay
with clients; they don t understand
why we have to issue these pieces
of paper.

Julie Mulvanny: We re in a slightly
different position in that our SIPP
was always regulated because its
a private fund with Suffolk Life. So
there was no change for us last year,
or very little change. Where we are
seeing an issue is on the illustra-
tions. You re issuing illustrations for
the sake of it because they re fairly
pointless, and were consistently
having advisers coming back to us
and saying What is the point of this,
because in no way does this re ect

whats actually going to happen?,
and we re saying Well we just have
to issue it I m afraid.

lan: | think whats interesting is to
nd out what the consumers think,
and we never do. We sit here very
nicely discussing these matters but
actually if you were a consumer
with a SIPP now, compared to a SIPP
a year ago, what difference does it
really make to you deep down, apart
from more pieces of paper, more
questions to advisers, more ques-
tions to the providers. What has it
actually done for the consumer?

Claire: | think the FSA wants us to
be very clear and concise with our
clients, but actually | think its had
the opposite effect. They don t want
reports bulked out with loads of bits
of paper.

Stuart Russell: | think it would
be useful if you actually could get
feedback from the consumer, be-
cause from our viewpoint theres
minimal change with regulation.
We ran our SIPP before as a regu-
lated product anyway, so there are
very few changes. One point that
ran through our mind when we
were looking at illustrations is that
it seemed like a pointless exercise.
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John Moret: ...there is a view now of a level _pla&ilng eld.

L

You give a raft of paper to a client,
and hes, one, not going to read it,
and two, even if he did would he
actually understand anything that s
in there? | think its a pretty wasted
effort.

Elaine: Well we had one where we
had to do the illustration and it was
based on the transfers that were
coming in. Wed been given a g-
ure, and we based it on that. When
the gure came in it was different,
and the adviser and ourselves had
all sorts of hoo-ha with this client,
because he doesn t understand why
the illustration said one thing while
we tell him another?

Stuart: Were nding that just
about every single quote we do is,
if you like, custom-built to suit that
particular client. It takes a consider-
able amount of time to actually try
and get the information out of the
client to produce the illustration.

Claire: Youve also got the annual
illustration for those in drawdown.
You have to customise those again.

Stuart: Its a very time-consuming
process.

John: | come back to the point
about the level playing eld, and |
dont believe that the majority of
advisers, and certainly the majority
of clients, have any clue, despite the
fact that the SIPP is regulated, just
what the compensation arrange-
ments are, nor what would happen
in the event of, say, a default. Say
you had a SocGen-type situation,
just what would the consequences
be if you were in a SIPP. | think the
problem is the consequences would

be different depending on the legal
structure of your SIPP, and it will
only be when something like that
actually emerges that perhaps the
proverbial will hit the fan. Theres
an education process required. We
looked at this very closely, because
we ve been regulated as a life com-
pany. The capital requirement as a
life company can easily be about
10 times what it is as a trust-based
scheme, and yet how do you get
that across to advisers, and what is
the signi cance of that? So | think
there are some issues there that re-
ally haven t yet had a proper airing.
Linked to that there is this whole
area of responsibility for the action
of the investment managers, its
the extent to which you rely on a
third party for information. If you re
an operator of SIPPs you can elect,
depending on your legal structure,
to rely totally on a third party. Id
question how many companies that
are doing that are doing proper due
diligence on those third party in-
vestment managers?

Elaine: So you re arguing for more
regulation?

John: No, Im not. Im arguing for
consistency. Why should a life com-
pany SIPP actually have a require-
ment, capital-wise, massively great-
er than a non-life company SIPP?
Whats the thinking and thought
process? Its a consequence of the
way the products been regulated,
and a consequence of legal struc-
tures.

Elaine: Because most of the life
company ones are probably invest-
ed Im not saying yours is  but
a lot of the life company ones are

invested in their own funds.
Stuart: Not a proper SIPP.

Elaine: Yes, not a proper SIPP, and
you ve taken a choice, you ve gone
down a route of becoming an in-
surance company or a life com-
pany, and its that knock-on effect.
There s lots of us who never wanted
to do that, and | just think the prob-
lem with a level playing eld isitll
never be that you lot come down to
our levels, itll be asking everybody
else to go up to yours. That will end
with a consolidation in the market,
but it will mean what actually is a
SIPP will stop becoming a SIPP and
people won t get the freedom to do
the things that they want to do.

John: | dont disagree with that at
all, but what Im saying is | dont
think the regulatory framework ac-
tually re ects that at the moment. |
think it s unhealthy to have a situa-
tion where there is ignorance about
the implications of the regulatory
framework.

Elaine: | think again if you asked
most members of SIPPs did they
know if the product was regulated
or not, | dont think they could tell
you. The FSA is meant to be protect-
ing the member, but | don t think its
working. If you take Northern Rock,
the majority of people didn t realise
that their cash on deposit wasn t
protected to the extent that it was.
| don t know about everybody else,

lan Price: wi@t svinteresting is to
consumers think, and we never do.
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but were certainly nding instead
of half a million going into one bank
account, they re wanting to split it
among lots, because the penny has
dropped with a lot of people that
the compensation is not there like
everybody thought. We get asked,
Well how safe is Hornbuckle Mitch-
ell? At the end of the day | say to
them what you ve got to be look-
ing at is how safe is where youre
putting the money, because they re
not actually putting the money in
anything that is Hornbuckle Mitch-
ell.

John: Maybe but Im saying |
dont think that the consequences
of regulation have been properly
thought through. The fact is we
have two regimes depending on
whether you re deemed to hold cli-
ent money or not.

Helen: | was quite interested in
that point you made about relying
on information that you get from
third parties. What kind of steps
can advisers take to mitigate that
kind of risk?

lan: Holding good records them-
selves de nitely helps. | think you ve
just got to make sure you know
where every bit of your clients
money is. Thats where the adviser
adds value as well.

Elaine: We issue an annual valua-
tion and we quite often get the cli-
ents direct phoning us saying they
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