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JOHN MORET: From a provider per-
spective, it has had a slightly detri-
mental impact on advisers, in that it
imposed an extra burden on those
operating in the selfinvested per-
sonal pensions (Sipp) world.

Effectively, the Financial Services
Authority (FSA) has asked about 4,500
firms to review their advice on pen-
sion transfers, with a specific focus on
Sipps since Sipps were regulated.

I do wonder whether the FSA has
gone a little over the top in what it is
asking advisers to do. My hope is that
it won’t have a long-term negative
impact. Pension transfers are a diffi-
cult area for a lot of advisers anyway,
and this is making things slightly
worse.

Having said that, many profes-
sional advisers experienced in this
marketplace are of the view thatwhat
they have been asked to do is nothing
more than what they have been doing
for the last few years anyway.

DENNIS HALL: I have got to disa-
gree slightly with what John says, in
that when we look at the results of
the review, 25% of the advisers were
effectively given a clean bill of health.
They had no cases of mis-selling of
pensions, whereas 25% of them had a
third or more of their cases that were
questionable. So it is right that those
advisers should be asked to go and
look back through the advice that
they have given.

Those people should have been
doing the job properly in the first
place, yet either through lack of con-
trols or lack of experience, they were
unable to demonstrate the advice
they have given is correct. I would
rather we were doing this now than
be faced with a similar situation to
the previous pensions review that

took forever to get through.

PADRAIG FLOYD: Do you think
the fact that the FSA has found struc-
tural weaknesses in some providers’
processes means we need to tie down
whata Sipp actually is, so that regula-
tion can be applied to it properly?

MORET: It is difficult. We do now
have a definition of a Sipp primarily
from the FSA, but I personally think
theirwhole approach toregulation to
Sipps was flawed.

It started from the premise of try-
ing to put Sipps into the packaged
product regime. The difficulty is that
while some Sipps sit in there very
comfortably, others don’t. Does it
reallymatterhowthesearedescribed?
Yes it does, if the consumer is con-
fused by the terminology. There is
scope for confusion if the client has
ended upwithwhatitthinksisa Sipp,
whereas in fact what they have got is
effectively what they had before, but
just called something different.

But whether we can come up with
an alternative definition that avoids
that confusion,lam notsure. The FSA
has attempted it using the terminol-
ogy, ‘low functionality, high function-
ality’, but I don’t know that that
would mean a lot to those outside of
the Sipp world.

HALL: A lot of financial services
terminology leads to confusion in the
minds of the consumer. We need a
very clear understanding about what
a Sipp is, because everybody is com-
ing out with their own version. You
have platforms coming out with
Sipps, and then life companies devel-
oping personal pension mark II that
they call a Sipp, and you also have the
original true Sipp providers offering
full functionality.

Because the charging structure
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across these things is so very differ-
ent, we have got to have a clear differ-
entiation between whata Sipp is, and
what a personal pension is - some-
thing that is very easy for the con-
sumer to understand.

FLOYD: Do you expect the regula-
torwill do that?

HALL: Idon’t.Ithink the regulator
has got other problems to contend
with. It has not been very good on this
kind of thing, and it is very easy for a
provider to develop something that
sounds like it might be a Sipp, and
again create more confusion.

It could be that the Sipp is the
administration function of the pen-
sion and you might separate this
aspect of the Sipp from the invest-
ment management side. Currently
within the life company, this is very
difficult to do because they want con-
trol all of those functions.

MORET: The FSA is very keen on
getting some clarity around both the
way a Sipp is described and to find a
way for different Sipp charging struc-
tures to be compared more easily. The
difficulty the trade bodies have found
is trying to get one consistent
approach to either terminology or,
indeed, charging. The latter is partic-
ularly difficult because comparing an
insurance company deferred Sipp
and a fully bespoke Sipp is a bit like
comparing chalk and cheese. One
possible solution is to strip out the
components and look at the opera-
tors’ costs, which can be compared
reasonably readily, and then deal
with the investment management
charges separately. But as Dennis
rightly points out, the problem with
that is when you get into a bundled
Sipp or personal pension, splitting
those two components is difficult.

However, I think we are going to see

Regulatory
actionon
Sipps will have
far greater
consequences
than originally intended

Thereislittle doubt the Financial
Services Authority’s (FSA) review
into the (mis-) selling of Sipps has
already had some impact upon
the advisory market.

Too bad, some would say. It's all

the FSA pushing quite hard on this
over the next few months.

HALL: This industry continues to
dig a hole for itself through the lack
of transparency in many of the things
thatitdoes - particularly over charges
—and there are anumber of providers
operating on rebates.

As an adviser, I would like to know
exactlywhatwe are paying for, so that
we can decide whether we want to
pay that amount of money for the
administration. Then we can decide
what we want to pay for the invest-
ment.

Idon’treallywant myhands bound
by having to buy from a preselected
panel of investments purely to get a
cost-effective Sipp wrapper. If that
means that one or more of the mod-
els out there don’t stack up ifyou take
the rebates out, so be it.

MORET: One of the selling points
for Sipps over the years has been
greater transparency, but as different
organisations — particularly life com-
panies — have got a handle on Sipps,
they have feared seeing an attack on
their personal pension legacy book,
so we are in a situation where new-
look Sipps have emerged with the
same issues of lack of explicitness of
charges as we had on personal pen-
sions 10 or 15 years ago. If we could
get to a situation where there is a
clearer understanding of what the
charges are and what they are for,
thatwould be a great step forward.

FLOYD: Despite rapid growth, that
is not sustainable, particularly at the
lower end of the market during these
turbulent markets?

MORET: I disagree. One survey
recently indicated some big growth
in the middle segment of the Sipp
market. If you use the broadest possi-
ble definition of Sipp, then across »

about the survival of the fittest and
writing bad business was never the
way to build a sustainable model.

Those who have made a hash of
compliance shouldrightly fear the
long baton of the regulator, but
experience tells meitis unlikely that
only the guilty —and there will be
some — will be punished.

Hector Sants said recently that
the FSA should be feared. | fear
another example of acting before
thinking, whether or not lip service
is paid to consultation.

Itis often said thatan Irishman,

“The FSA
has tried to
shoehorn
Sipps into an
unsuitable
regulatory
category
with
packaged
products”

“My hope is that
it won’t have a
long-term
negative impact.
Pension transfers
are a difficult area
for a lot of
advisers anyway,
and this is making
things slightly
worse”’

JOHN

MORET

“l would rather we
were doing this
now than be faced
with a similar
situation to the
previous pensions
review, which took
forever to get
through”

DENNIS

HALL

ANALYSIS

when asked for directions, will
say: ‘Well, | wouldn't start from
here, if | were you, but from over
there! If Hector asked me about
the direction of regulation, I'd give
him a similar answer.

The FSAhas tried to shoehorn
Sippsinto anunsuitable regula-
tory category with packaged
products.Asit seeks to get heavy
with whatit sees as profligacy
and unbridled greed in the finan-
cial services market, itis evenless
likely tolistento sense and recon-
sider its position.
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the three main segments, the low cost
execution-only market is growing,
the middle ground has grown dra-
matically and the bespoke end is still
growing, although perhaps not quite
asfastasithad done previously.

Looking to the future from an
investment point of view, where do
you invest? But equally, if you look at
it from the point of view of what is
happening in the pensions market-
place generally, it seems to me that
we are just moving into an environ-
ment where people are increasingly
going to be on their own. People are
being left to their own devices. Now,
whether they can afford to do that is
another question, but ignoring the
immediate economic climate, I actu-
ally think the prospects for Sipps over
the next few years are as good as they
have been for along time.

We only need a change on the
annuity compulsion requirement at
age 75 — which I am sure will come
eventually — to give another boost to
the Sipp market.

HALL: We have got to separate
the administration of the Sipp away
from the wunderlying investment
management.

There s still a good case to be made
for giving people more control over
what they do with their pension
funds and a Sipp is the ideal vehicle
for doing that. There is a lot of money
tied up in older-style contracts that
are expensive, as well as protected
rights accounts. People are rightly
worried about their retirement
income situation and are looking for
advice; they are looking for some cer-
tainty around reaching that point of
financial independence and a conver-
sation about pensions and Sipps is
very much at the fore.

I can’t see why we would not want
to be talking about Sipps as a means
of consolidating existing pension
funds that might be more expensive,
and poorly performing pension wrap-
pers and funds.

FLOYD: How important is price?

HALL: Obviously you get what you
pay for, and you have got to be very
clear about what it is you want
from the product. There are some
extremely expensive ones, but when
you look at what they are offering,
the fees are probably justified. They
are clearly not for everybody. If you
had a client who wanted to hold eve-
rything possible in their Sipp you
would go to such a provider. If you
were somebody who wanted a vanilla
Sipp and a limited choice of funds,
you would look elsewhere and aim to

pay as little as possible for it. At the
moment we don’t have clear price
transparency across the marketplace.

FLOYD: That is a concern for advis-
ers, but it must be a concern for pro-
viders as well if their competitors
don’tdisclose their fees.

MORET: That is probably fair com-
ment. For us, who historically have
tended to play at the top or bespoke
end of the market, price has been less
of'a consideration. What people have
been concerned aboutis that the serv-
ice is up to scratch. We are seeing a
narrowing of the gap between propo-
sition that we and others operating in
the bespoke space offer, and those
that operate in the what I will call the
‘vanilla-plus’ part of the Sipp market.
Consequently, price is now becoming
more of a consideration.

But while price is a consideration —
and certainly the opaqueness of some
pricing structures does make com-
aprison difficult - the savvy adviser
can get under the skin of most pricing
structures and knows what is going
on. Linked to price is the whole
adviser remuneration issue. For a
long time I have held the view that
commission structures and commis-
sion incentives, particularly on trans-
ferbusiness, is entirely inappropriate.
I do think we are starting to move
away from that towards remunera-
tion structures that are geared to the
adviser’s time and effort. This may
ultimately clarify some of the pricing
issues.

HALL: Iagree with that, but would
go further. If we could go back to the
original FSA pension transfer review,
I wonder whether the results would
be the same if all pension transfers
were done on a fee-only basis. Thatisa
fee payable for the transfer review
and a separate fee for the actual trans-
fer. All the way along the advice chain
there is an implied bias that some-
thing mustbe switched or transferred
in order for people to be remuner-
ated. In a perfect world you could do
it, but until then there ought to be a
ban on pension transfer commission.

MORET: I would say that Sipps do
seem tobea particularlyresilient part
of the pensions marketplace, and
despite the doom and gloom over the
FSA review, disenchanted Sipp inves-
tors still appear to be few and far
between. That’s encouraging and
indicates that, given everything else
thatisgoingonin the pensionsworld,
there is reason to be optimistic, even
to the point where we should now be
perhaps thinking about the next half
million Sipps. @l

“Linked to price is
the whole adviser
remuneration
issue. For a long
time | have held
the view that
commission
structures and
commission
incentives,
particularly on
transfer business,
is entirely
inappropriate”
JOHN

MORET

“All the way along
the advice chain
there is an implied
bias that
something must
be switched or
transferred in
order for people to
be remunerated.
In a perfect world
you could do it,
but until then,
there ought to be
a ban on pension
transfer
commission”’
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HALL
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