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Editorial

In this month’s issue we provide details of the FSA’s final rules in relation to prudential requirements.  Whilst certain areas (i.e. the expenditure based requirement) will require further consultation, Partner Firms are encouraged to take the time to understand the new requirements which will impact over the next few years, starting in 2010 in relation to PII policy exclusions.  

We also provide details of the FSA’s proposals to simplify how regulatory fees are calculated, proposals which could benefit a number of Partner Firms via lower regulatory fees.  
The new FSCS levels of protection are discussed along with how firms will need to update all disclosure documentation by 1st January 2010.  Linked to this is the introduction of a new Paradigm data protection statement which will also take effect from 1st January 2010.
Finally, we have included an article by AEGON which follows on from their recent Paradigm Pensions Reform workshops.

Please contact helpdesk@paradigmgroup.eu should you have any comments in relation to Target.
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FSA announce Final Rules in relation to the review of Prudential Rules for Personal Investment Firms

Earlier this month the FSA published their final rules following their RDR influenced review of prudential requirements for personal investment firms.
The main changes are as follows:

· The FSA are committed to implementing the proposed policy from the original consultation paper in order to simplify the calculation and make it consistent for all firms.

· The FSA are to extend the expenditure-based requirement (EBR) to all firms based on three months of relevant annual expenditure and to increase the minimum capital resources floor to £20,000.

· The current own funds requirement of £10,000 is to be removed

· The FSA are to set out more specific requirements as to the level of additional capital resources needed where firms have any type of exclusion in their PII policy.

· Removal of the net current assets test

· The changes above will impact on D1 and D2 sections of GABRIEL and firms will need to make adjustments for this.  This area will be consulted on further in 2010 with the new reporting requirements being introduced from 2011 
Whilst the FSA intend to implement the rules as set out in the original consultation, during the consultation period the regulator has acknowledged the industry’s comments regarding the implementation of such proposals in the current economic environment and as a result the FSA has extended the full implementation date for these changes to 31st December 2013.

In addition, certain areas discussed in the original consultation paper have yet to be finalised and will be consulted upon further in 2010.  Most importantly, one of the areas requiring further consultation is the application of the expenditure based requirement (EBR) for firms.

The FSA will also be discussing further what the capital resource requirements of pension and third-party administrators should look like.

In relation to leaving resources behind, the FSA has deferred any work on this for 12 months.
A summary of key dates
31st December 2009

Any PI Policy renewed after this date which contains policy exclusions will trigger the requirement for a firm to hold additional capital as is the case currently where a firm has a non-compliant excess.
However, it is important to note that policy exclusions that are not relevant to the business conducted by a firm would not be caught by this requirement, although conversely the rules do state that firms are required to hold amounts in excess of that prescribed in the relevant table if the FSA required amount provides insufficient cover given the firm’s circumstances.
31st December 2011

Firms will be required to hold a minimum of £15,000 or one months EBR (whichever is the higher). Firms subject to a higher requirement at that point will remain subject to that higher requirement.
31st December 2012

Firms will be required to hold a minimum of £15,000 or two months EBR (whichever is the higher). Firms subject to a higher requirement at that point will remain subject to that higher requirement. In addition, at this point firms will be limited to a 400% limit on subordinated debt

31ST December 2013 (FULL IMPLEMENTATION)
Firms will be required to hold a minimum of £20,000 or 3 months EBR (whichever is the higher). In addition, from this point forward, firms will be limited to a 200% limit on subordinated debt

Expenditure Based Requirement (EBR) 
Many respondents to the CP suggested that the EBR calculation favoured the ‘network’ business model or business models with non-salaried staff and advisers (due to the fact that the EBR must include the salary costs of employed advisers).  The FSA have stated that they do not want their rules to create opportunities for regulatory arbitrage amongst various business models and therefore the FSA will be consulting on this issue further in 2010
Use of Subordinated Loans
The proposal to limit the amount to which subordinated loans can contribute to a firm’s capital resources is one to which Partner Firms should pay careful attention.  This proposal could impact significantly on firms who currently hold large amounts of subordinated debt on their balance sheet.  To assist firms in understanding the potential impact of this, the following examples may assist:
Firstly, we need to establish the calculation for the baseline requirement (Proposed New Handbook reference IPRUINV 13.3.11R to 13.3.14R) which can be calculated as follows:
· Share capital (excluding preference shares but including reserves (if applicable)) – Intangible assets = Baseline

The maximum subordinated loan allowed under the new rules is then calculated as follows
· Baseline x 400% w.e.f. 31/12/2012 (200% w.e.f 31/12/2013) = Max Sub Loan
· Max Sub Loan + Y = £15,000 w.e.f. 31/12/2012 (£20,000 w.e.f 31/12/2013)
Therefore…

As at 31/12/2012, a firm with £1,000 share capital and no intangible assets will have a baseline of £1,000
£1,000 x 400% = £4,000

The maximum subordinated loan therefore will be £4,000 + £11,000 = £15,000

As at 31/12/2013, a firm with £1,000 share capital and no intangible assets will have a baseline of £1,000

£1,000 x 200% = £2,000
The maximum subordinated loan therefore will be £2,000 + £18,000 = £20,000

What Should Firms Do Now?
· Make allowance for policy exclusions on PI renewals post 31/12/2009
· Begin to plan ahead to ensure the firm can meet the step up to £15,000 in 2011 and £20,000 in 2013
· Begin to assess what level of subordinated debt makes up the firm’s capital resources and start to think about how to reduce this figure.  Paradigm suggests converting subordinated debt to share capital could be one way of achieving this (subject to the firm’s articles) but ultimately we strongly recommend you speak to your accountant for guidance.
Further Information
Details of the new capital resources calculation can be found in annex 2 of the policy statement

http://www.fsa.gov.uk/pages/Library/Policy/Policy/2009/09_19.shtml 


 

CP09/26 - FSA to simplify FSA Fees calculation

Following a review of its approach for determining the annual fees that firms pay, the FSA is consulting on a number of measures to ensure that fees continue to be set in a fair way, and to make the basis for calculating fees easier for firms to understand, including:

· Setting a standard 'minimum fee' that all firms will have to pay to cover the basic cost of being regulated (this covers firm reporting and the availability of the customer contact centre along with the cost of the FSA conducting authorisation that is not covered by application fees and the general policing of the perimeter.  Early indications suggest £1,000 could be the figure applied to a typical Paradigm Partner Firm in Fee Blocks A12, A13, A18 &/or A19.  Depending on which combination of fee blocks a firm sits within, this could result in a reduction of between 45% and 65% when compared to the current minimum cost level 

· Ensuring that 'variable' fees over and above this basic minimum amount increase in direct relation to a firm’s size (also know as straight line recovery) – with the result that fees for the largest firms reflect the greater regulatory engagement they receive (this approach could also result in lower fees for the vast majority of Paradigm Partner Firms)
· The FSA have published a Fees Calculator which will enable firms to assess what these proposals could mean for them  Strategic Review Calculator 
· The FSA plans to consult on fee levels for 2010/11 using this new fee model with the aim of issuing invoices for 2010/2011 from June 2010 onwards.
· Looking further ahead, new proposals could also see the removal of the ‘headcount’ of advisers used for calculating fees with an income measure being introduced instead (possible 2012/2013 implementation)

Further Information

http://www.fsa.gov.uk/pages/Library/Policy/CP/2009/09_26.shtml  
Mark Norris, the FSA’s chief operating officer, said:

"We are committed to delivering fair and transparent fees to all authorised firms.  This is particularly important given that we are funded entirely by the firms we regulate, so we need to ensure firms can clearly see how we calculate their contribution to the running costs of the FSA."

NEW FSCS Limits Trigger Changes to Disclosure Documentation
Following consultation earlier in the year, the limits applying to the Financial Services Compensation Scheme (FSCS) will change w.e.f. 1st January 2010.  

The changes mean the compensation limit for investments, home finance advice and deposits will be set at £50,000 and all claims for non-compulsory insurance will be paid at 90%, with no upper limit.  The new rates in full are as follows:
Investments: 

Provision and mediation of investments:  protection for 100% of £50,000 (currently 100% of the first £30,000 and 90% of the next £20,000). 

Home finance mediation: 

Advising on or arranging house purchase finance:  protection for 100% of £50,000 (currently 100% of the first £30,000 and 90% of the next £20,000). 

Insurance:

Non-compulsory insurance provision (both general and life insurance – including pensions and investment bonds): protection for 90% of the claim, with no upper limit (currently 100% of the first £2,000 and 90% of the remainder, with no upper limit).

Mediation of non-compulsory general insurance and pure protection contracts (term, critical illness and income protection insurance): protection for 90% of the claim, with no upper limit (currently 100% of the first £2,000 and 90% of the remainder, with no upper limit). 

There will be no change to compulsory insurance, such as motor third party and employers' liability insurance, including mediation.  This will remain at 100% protection with no upper limit.

Jon Pain, managing director of retail markets at the FSA, said:

"The changes will help consumers understand and have confidence in the protection provided by the FSCS.  In particular it removes the current potentially confusing provisions under which some parts of a claim can be paid out at 100% and other parts at 90%."

How Will The Changes Impact on Paradigm Partner Firms?

The above changes will mean that all firms will need to amend their existing disclosure documentation accordingly w.e.f. 1st January 2010 (Client Agreement / SCDD / CIDD / IDD).
Because of this change, Paradigm have also taken the opportunity to revisit the data protection statement currently provided to Partner Firms and, following feedback from our legal advisers, we will be issuing a revised data protection statement in December in time for you to implement this as part of your disclosure alongside the FSCS changes w.e.f. 1st January 2010.
PARADIGM WILL BE ISSUING A NEW CLIENT AGREEMENT IN DECEMBER WHICH INCLUDES BOTH OF THE ABOVE

Should you have any queries regarding this subject, please contact your Paradigm Business Consultant or Paradigm Technical Services helpdesk@paradigmgroup.eu 
15 year ‘long-stop’ on bringing complaints against financial services firms

The FSA has recently received further industry feedback regarding their decision not to introduce a 15 year ‘long-stop’ in the Dispute resolution sourcebook (DISP). According to the FSA some IFA firms have indicated that they propose to insert a ‘long-stop’ clause into their Terms of Business. If you are considering this please read on…

The FSA’s position on the “long-stop” was set out very clearly in FS08/6:

“We gave very careful consideration to certain other proposals, including the introduction of a ‘long-stop’ time limit on the period within which complaints must be brought.  We concluded that we should not consult on introducing a ‘long-stop’ because we have been unable to demonstrate that it would bring additional benefits to both consumers and firms, for example an increase in investment in the sector to the benefit of consumers, resulting from reduced uncertainty over liability.”

The FSA state that one of the key functions of the regulatory regime is to protect consumers:  a ‘long-stop’ clause may be inconsistent with that regime if it seeks to exclude or restrict any liability a firm may have to a consumer.  

More specifically such a clause:

· is likely to be contrary to the rule in COBS 2.1.2R , ICOBS 2.5.1R and MCOB 2.6.2R (Exclusion of liability); 

· May also fail to meet Outcome 6 of the Treating Customers Fairly (TCF) initiative: 
“Consumers do not face unreasonable post-sale barriers imposed by firms to change product, switch provider, submit a claim or make a complaint.” 

· may be contrary to the Unfair Terms in Consumer Contracts Regulations 1999, and in that case the term would not be binding on the consumer; 

· Would not be binding on the Financial Ombudsman Service (FOS), which would still have to consider complaints presented to them within the time-limits indicated in DISP. 

The FSA have made it clear that they would not consider acceptable any approach by a firm which purported to exclude or restrict a customer’s right to pursue a complaint against a firm with the FOS or before the courts. Accordingly, the regulator would expect to take follow-up action with any firm adopting this course of action.

Paradigm Training & Website Update
Paradigm Academy Update 

There is growing evidence that advisers are now really settling down and planning their route to achieving diploma status.

Paradigm Academy is all about providing support and guidance to our partner firms, and we have been working to update the services we offer. 

New Member Questionnaire

We will be launching a new survey to find out your training and revision needs on 28th November. Please take the time to complete this survey which will be available from the home page of our website. Once we know who wants what support, we will try to source this using the results from the survey. 

 Special CII terms for all Paradigm Partner firms

We are delighted to announce that the CII will provide a 10% discount on all study material (for example course books, online learning, audio CD’s and Key facts booklets) for Paradigm Partner firms across the full range of CII financial services qualifications at Certificate, Diploma and Advanced Diploma levels. 

This discount is in addition to the usual discount that a PFS or CII member would receive.

To take advantage of this discount, simply visit the www.cii.co.uk website, choose the “Financial Services” tab at the top of the page and navigate to “qualifications”. 

Choose what material you want and order on 020 8989 8464 and quote code COLP65. Make sure that you tell the CII that you are a Paradigm Partner firm to receive the 10% discount.

Don’t forget you can obtain a learning statement from this area of their website as well, if you are unsure which exams you need to take. 

New Paradigm Academy Section on our Website

We are delighted to announce that we have revamped and updated our “Training” pages on our website.

The link (from the left hand side of the page) is now called “Paradigm Academy.” Click the link and you will be taken to a short welcome page where we highlight the various Academies and other sources that we work with.

We hope that this new area of the website will provide you with an easy to use support section for those who seek training and support, particularly in relation to CII diploma subjects.

Don’t forget….

Many firms have already registered with the Octopus, Aviva and Zurich Academies to help support them with CII examinations. If you have not already registered then you can do so now, using the new “Paradigm Academy” link from our website.

New Website Search Facility
To further enhance the Paradigm website user experience, we are pleased to announce the introduction of a new ‘search’ facility.

The search facility can be found in the member’s only area, both on the welcome page and via the buttons down the left hand side of the screen.  By simply typing in a key word or phrase, the search facility will provide you with links to the area(s) of the website containing the information you are looking for.

We believe that this facility will help speed up access to information and make locating the various documents contained within the site a much easier task.

If you have any feedback regarding this new facility, please let me know at david.ryder@paradigmgroup.eu
AEGON – Pensions Reform – Let’s Work It Out

October 2012 will see the expected start of new employer duties throughout the UK and the introduction of a national pension scheme, presently called personal accounts. All UK employers (other than single person firms) both those with an existing pension scheme in place and those without, will be affected in one way or another. However they’re affected, one thing is certain - employers’ need for advice will increase substantially.

Employer duties

So what is it that employers will have to do? Their main responsibilities are twofold:

· They are legally obliged to automatically enrol their eligible jobholders into a suitable pension scheme, be it the employer’s own scheme if it satisfies certain requirements, or the personal accounts scheme, and

· they have to pay pension contributions at a minimum agreed level for all those employees who don’t opt out.

Also, they must give other members (those not eligible for auto-enrolment) of the workforce must be given the opportunity to opt in to scheme membership if they meet certain requirements. 

Opportunities for you

As you can see you have a key role to play role in helping your corporate and individual clients understand the new requirements and take appropriate action. Some of the key opportunities that you should start thinking about:

· Those employers with an existing pension scheme who will need to review its suitability for the future, perhaps adjust the scheme basis to meet the qualifying scheme conditions and revise procedures to meet the qualifying scheme requirements, plan ahead for increased membership numbers and costs, and effectively communicate the changes to (existing and prospective) scheme members. 

· Those employers with no existing pension provision who will need advice to identify what type of pension scheme best suits their individual circumstances (employer’s own scheme and/or the personal account scheme) depending on workforce age and salary composition, turnover rates, need for flexibility and so on, and assistance in physically putting the new scheme in place.

· Individual clients who will need advice on what pensions reform means for them specifically and their current pension saving arrangements. 

How can we help?

If you are going to help your clients make the right decisions, you need to be fully informed and keep up to date with further developments. Those who start preparing early for pensions reform will maximise the business opportunities that exist.  

And AEGON has the expertise to guide you through understanding and preparing for the changes. We have a range of information to help guide you through the pensions reform maze including a 3 minute video on pensions reform. 

To access this and other useful information visit our page on the Paradigm extranet.

Alternatively, visit www.pensionsreform.aegon.co.uk for more information on how we can help you or speak to your usual AEGON SE representative.

END







