About personal financial advice and the people who dispenseit...

Did you realise...?

That most advisers need formal qualifications? There are more then 80 qualifications in total? Or
that some advisers are ‘directly regulated’ by the FSA and some aren't? That the term ‘financial
adviser’ (in the eyes of the FSA at least) applies onlyto advisers offering investment-related
advice? And that mortgage advisers and insurance brokers can also call themselves independent
financial advisers?

What financial advisers do

When it comes to personal financial planning one of the biggest challenges most people face is
‘choice’. there appears to be too much of it. While it’s true to say that at first glance one investment,
mortgage or insurance policy can look very much like another, the fact is they're all different. And
that's w here professional personal financial advice comes in.

Depending on his or her area of expertise, an adviser is able to i) identify the differences betw een
each product and more importantly, ii) understand how significant those differences are. It's that
ability — coupled w ith a thorough know ledge of their client’s needs, circumstances and
expectations — w hich enables a qualified adviser to recommend one seemingly identical product in
preference to another.

How ever, being able to find one particular financial product out of perhaps thousands that best
meets aclient’s needs is really nothing more than the tip of the advisory iceberg. A grow ing number
of advisers are capable of preparing intricate and all-encompassing lifetime financial plans for their
clients: a highly-detailed blueprint w hich takes account of the many variable financial and personal
changes that occur throughout a person’s life. The ultimate aim of such a plan is to enable the client
to achieve his or her personal financial goals.

What's in aname?

Another problem people seeking financial advice face is the w ay advisers describe their services, or
their particular area of expertise. Does an investment adviser offer the same services as afinancial
planner? Are all mortgage advisers also mortgage brokers? And w hat about those w ealth
managers — w here do they fit in?

The Fnancial Services Authority (FSA) identifies three distinct types of adviser and areas of
advice:

e Financial advisers

e Insurance intermediaries
e Mortgage advisers

What exactly isa financial adviser? http://www.finishedarticles.co.uk 1



Not all advisers are the same

Different advisers specialise in different areas of advice, although some individuals are qualified
and able to advise on more than one area. If you're dealing w ith a firm of financial advisers, the firm
may employ people w ho specialise in any of the follow ing areas and indeed other subjects relating
to personal finance.

e Afinancial adviser can (for example) help you make investments in unit trusts and stocks
and shares, establish or transfer a personal pension, or set up atrust or an equity release
scheme on your behalf

e Insurance intermediaries are able to source appropriate life, critical illness, private
medical and home insurances etc., as w ell as provide guidance on income and pay ment
protection products and business and commercial insurances

e Mortgage advisers provide mortgage-related advice including — but not limited to — buy-
to-let mortgages, remortgages, and, if qualified to do so, mortgage payment protection
insurance and equity release schemes

From January 2013, any individual or firm w hich provides financial advice will be required to
spell out the scope of their expertise both interms of the areas of advice they specialise in
(investments, insurance and mortgages) and the scope of their recommendations — derived
from an unrestricted or arestricted range of choices.

What a financial adviser isn’t

Advisers advise, full stop. They do not produce financial products such as mortgages, investments
or insurance policies — that’s w hat ‘product providers’ do. Product providers being the institutions
such as banks, insurance companies, investment managers, building societies etc. that create the
financial products financial advisers advise on. Even w here a product provider such as a bank or
building society employs their ow n advisers, those advisers are not usually involved inthe creation
of their employer’s financial products.
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Becoming authorised

Apart from afew exemptionsl, any firm or individual engaged in a regulated financial service market
activity in the UK must be authorised by the FSA. Once authorised, firms and individuals are
monitored by the FSA on aregular basis — through on site visits and other processes — to ensure
they continue to meet the required standards.

(Since December 2001, the FSA has maintained aregister of all the firms, individuals and other
bodies w hich fall under its jurisdiction. Although all financial advisers are listed by name on the
register, persons providing mortgage advice only need to show the names of the firm's directors or
the person or persons approved by the FSA for particular functions such as compliance. )

When applying for authorisation, firms and individuals must provide the FSA with as much
supporting documentation as the authority asks for, such as:

a business plan;

compliance procedures;

advisers’ personal details;

an opening balance sheet;

aforecast closing balance sheet for the first year of trading;

a monthly profit and loss account for the first year of trading;

a monthly cash flow forecast;

acopy of the latest annual accounts (if trading for more than one year);
a Professional Indemnity Insurance quotation

And once authorised...

Directly authorised firms and individuals must have sufficient capital and reserves to be able to
meet their financial obligations at all times and must submit areport every six months to the FSA
proving that to be the case.

Financial advisers must have betw een £10,000 and £50,000 of their ow n funds inreserve.
If the firm also advises on mortgage or insurance products — and depending on the
amount of income generated by those activities — the firmw ill also have to set aside 2.5%
- 5% of that income eachyear. Firms holding client monies are required to maintain more
financial reserves than those that don't.

Mortgage advisers and insurance intermediaries must have reserves equivalent to 2.5% -
5% of their annual income.

Firms or individuals that do not have sufficient reserves to meet the FSA’s requirements risk losing
their permission to conduct business.

Insurance —all firms and individuals

All directly authorised firms and individuals are legally required to have Professional

Indemnity Insurance (PII). Pl is intended to cover claims arising as aresult of mistakes made by
the firm itself, or any individual w ho is employed in connection w ith the firm’s business including
partners, directors, self employed individuals and any appointed representatives.

! Sdlicitors, accountants and actuaries which carry on certain regulated activities that are incidental to the firm’'s main business
are exempt, asindeed are local authorities or certain types of housing bodies engaged ininsurance mediation or mortgage
activties.
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Independent, multi-tied or tied?

Independent advisers

Irrespective of w hich of the three areas of advice the individual or the firm specialises in,
when advisers describe themselves as being ‘independent’ then before making any
recommendation to aclient the adviser must have review ed and considered (in theory at
least) every product available on the market. In other w ords, their recommendations are
taken fromthe whole of the market: that's w hat the term independent means inrelation to
the provision of investment, mortgage and insurance-related advice. (Independent
financial advisers are also known as IFAs.)

Multi-tied and tied advisers

Not all advisers are independent: rather than having an unrestricted choice of products to
choose from, some advisers prefer to draw their recommendations from a smaller pool of
products. A ‘multi-tied’ adviser's recommendations w ill be derived from a limited range of
products, w hereas a ‘tied’ adviser is only able to recommend the products of one
company. Multi-tied and tied advisers cannot use the w ord independent w hen describing
the nature of their service. (The exception being w hen a financial adviser draw s from the
whole of the market for investment recommendations, but a limited number of product
providers for mortgage and/or insurance recommendations.)

No matter w hether an adviser is independent, multi-tied or tied, they can only recommend products
which meet the client’s requirements.

Directly authorised or appointed representative?

Advisers — firms and individuals — are either directly authorised or appointed representatives.
Directly authorised entities are directly regulated by, and answ erable to, the FSA: authorised
representatives on the other hand, are members (or agents) of a ‘netw ork’, w hich is authorised by
the FSA. Although appointed representatives are not permitted to perform some of the regulated
activities that directly authorised firms and individuals can, there should be no difference in the
quality of advice either type of adviser offers.

How advisers get paid
Independent and multi-tied advisers can choose how they are to be remunerated. They cancharge

(the client) afee, or take a commission fromthe product provider they w ork for, or a combination of
thetwo. Tied agents are usually paid directly by the product provider. Fee-based advisers can elect
to charge afixed price, by the hour, or on the basis of the value of the portfolio they advise on or
manage. Any commission payments afee-based adviser receives may be rebated to the client or in
the case of afinancial adviser, added to the client’s investment portfolio.

Financial advisers, (as distinct to mortgage advisers and insurance intermediaries) must tell
their clients if they are going to receive any commission from their investment
recommendations.

From January 1 2013, financial advisers — i.e., those firms and individuals that provide
investment-related advice — will not be allow ed to take commissions from product providers
and w ill instead charge afee for their advice. That fee can either be paid outside of the contract
or deducted fromthe contract itself.

What exactly isa financial adviser? http://www.finishedarticles.co.uk 4



The qualification maze

In previous times advisers didn't need any formal qualifications to dispense advice. Experience
coupled w ith the ability to listen, relate and communicate w ere the main and only skills required.
Although still useful, if not essential, those interpersonal skills inthemselves are no longer sufficient
for an adviser to do business. Advisers must now prove — in the form of FSA-recognised
qualifications — that they have the technical know ledge to provide financial advice.

Unfortunately for clients (and advisers) the qualification side of things is far from straightforw ard.
There are more than 80 different qualifications and designations, some of w hich replace previous
qualifications and not all of w hich are issued by the same examining body?. To attain the
qualifications they need, advisers have to study (in their ow ntime) and sit classroom-style
examinations. Even w hen qualified, advisers are duty-bound to monitor and keep up w ith industry
changes — w hat's officially referred to as ‘continuous professional development’. Asw ell as
enabling the adviser to practice, attaining the right qualifications makes him or her eligible for
membership of a professional body, obliging the adviser to adhere to a specific code of conduct.

A Levels and B Levels...

To be in business and before providing any form of specific advice, financial advisers, for example,
must hold a Certificate in Financial Planning (Cert FP) previously know n as the Financial Planning
Certificate. If a financial adviser chooses to broaden the scope of their service by providing
mortgage advice for example, then they will require an additional appropriate qualification such as
the Certificate in Mortgage Advice and Practice (CeMAP).

Although the Cert FP and the CeMA P qualifications — w hich are deemed ‘A Level qualifications —
enable advisers to practice and to provide ‘generic’ financial advice on a range of products, they are
no more than base-level qualifications. In order to prove expertise in specialised aspects of
personal financial advice, many advisers elect to acquire ‘B Level’ qualifications, w hich equate to a
university degree.

Financial advisers

Asw ell as holding qualifications w hich relate directly to the provision of investment advice, financial
advisers w how ish to advise on related subjects such as pensions, trusts and inheritance tax
planning for example, w ill need further qualifications to do that. Additional qualifications are required
if financial advisers also provide clients with mortgage and insurance advice. The premier
designation for financial advisers is that of Chartered Financial Planner (CFP) — a title that's
bestow ed by the Personal Finance Society.

By January 2013, all financial advisers will be required to hold an Ofqual accredited level 4
qualification, such as the Chartered Insurance Institute’s Diplomain Financial Planning.

Insurance intermediaries

Insurance intermediaries that deal only with non-investment insurance contracts — i.e., motor,
household or pet insurances for example — do not require any formal qualifications. Whereas firms
or individuals advising on w ith-profits or unit-linked life assurance policies, private medical
insurance, or long term care insurance for example, must hold the relevant qualifications.

Mortgage advisers

Every mortgage adviser must hold one or more of the follow ing qualifications: the Chartered
Insurance Institute (CII) Certificate in Mortgage Advice (Cert MA), the ifs School of

Finance Certificate in Mortgage Advice and Practice (CeMAP) or the Mortgage Advice and Practice
Certificate (MAPC) w hich is issued by the Chartered Institute of Bankers in Scotland (CIOBS).
Additional qualifications are required if the adviser w ants to advise on matters relating to equity
release and/or commercial mortgages.
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The examining bodies are: Chartered Insurance Institute, Personal Finance Society, ifs School of Finance, Chartered Institute
of Bankersin Scotland, CFA Society of the UK, Chartered Institute for Securities & Investment, Institute of Financial Planning
and the Pensions Management Institute.
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Summary

e There are three main areas of financial advice: investm ents, mortgages and insurance

e Everyfirm or individual engaged in a regulated financial service market activity must be authorised
by the FSA

e Some advisers are permitted to advise on all three areas; some advisers specialise in just one area

e Withvery few exceptions, all advisers must hold appropriate qualifications

e Anadviser can be afirm or an individual

e Independent financial advisers derive their recommendations from an unrestricted choice of

product providers

Multi-tied advisers derive their recommendations from a restricted choice of product providers

Tied advisers are only able torecommend one product provider’s products

Product providers create investment, mortgage and insurance products — not advisers

An adviser can be directly authorised by the FSA, or be an appointed representative of a netw ork,

which is directly authorised by the FSA

e Advisers are paid through fees, or commissions or a combination of the tw o
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