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Capital Requirements

Introduction

» This month’s AIFA questions focused on the FSA'’s capital
requirements for small firms

* Questions were placed on November’s IFA Census and fieldwork
was conducted during 6™ to 16" November 2007

» 353 IFAs responded to the survey
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Average capital firm holds

A large majority of firms hold more than the minimal level of capital
required by the FSA

The FSA minimum _ 13%

1to 2t|r_n§s the FSA _ 11%
minimum

Between 2 to 3 times the
FSA minimum _ 10%

Between 3 to 4 times the
0,
FSA minimum - 3%

Between 4 to 5 times the
0,
FSA minimum . 3%
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Base: November 2007 — All Respondents (353) 2
M8W47_AIFA_Q1: On average, how much capital does your firm hold?
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Reasons for holding excess capital

A number of reasons are given for holding additional levels of capital,
generally it is felt to make good business sense

Goodbusiness sense | 71%

Meet unexpected expenditure I 53%
Build reserves for investment in business, e.g. i
et in bus —
new [T, expansion/acquisition
Smooth volatilityinincome [N 30%

Provides a cushion to meet compensation claims 9%

I 3%

Don't know F 8%
I I I I I 1
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Provides security against conducting higher risk
business

Base: November 2007 — Those that hold 1 or more times of FSA minimum (154)
M8WA47_AIFA_Q2: Why do you hold more than the FSA required amount of capital? Tick all that apply.
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Capital requirements

Just 16% of respondents chose the existing flat rate model with most

preferring a more flexible model where firm size and risk impact the
capital requirements

Current flat rate (£10k)

A higher flat rate

Tumowver 28%
Number of advisers 32%
Types of products advised and arranged

Professional standards (qualifications, etc.)
Arisk-based assessment of the above aspects 33%
Membership of a professional body

Don't know 28%
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Base: November 2007 — All Respondents (353)

M8W47_AIFA_QS : What should the capital requirement for firms with up to 26 advisers be based on? Tick all 4
that apply.
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Pll v Capital trade off

Of those who express a preference, the majority prefer no change in
the current balance of PIl and Capital

Happy to keep things as they

0
are 42%

Higher capital, reduced Pl
Less capital higher Pl
Higher capital, no PIl

Don't know
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Base: November 2007 — All Respondents (353)
M8W47_AIFA_Q4: If a PIl and capital trade off was permitted, what would you prefer?
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Benefits of introducing a 15 year long-stop period

The key benefits of introducing a 15 year long-stop period for lodging
complaints would be the certainty over advisers’ potential liability
followed by lower PI costs and reduced impact on FSCS levies

Certainty over extent of adviser's potential iability _ 67%
Reduced impact on FSCS levies _ 42%
Confidence in business expansion - 21%
Easier to attract investment in IFA businesses - 21%
Reduced record keeping - 20%

No benefits . 5%

Don't know - 18%
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Base: November 2007 — All Respondents (353)

M8W47_AIFA_Q5: What would be the benefits of introducing a 15 year long-stop period for the lodging of 6
complaints? Tick all that apply.
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IFA firms to have run-off Pl cover when leaving the
Industry

Almost half felt it should be mandatory for IFA firms to have run-off
Pl cover when leaving the industry

18%

48%

M Yes HENo Don't know

Base: November 2007 — All Respondents (353)
M8WA47_AIFA_Q6 : Should it be mandatory for IFA firms to have run-off Pl cover when leaving the industry?
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Claims IFA firms be required to fund a bond after they
cease trading

Half of the respondents believe that IFA firms should not be required
to fund a bond after they have cease trading

21%

50%

B Yes HNo Don't know

Base: November 2007 — All Respondents (353)
M8W47_AIFA_Q7: Should IFA firms be required to fund a bond, while in business, to cover any claims after
they cease trading?
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Contact

If you have any questions / comments, please contact

David Burns

Telephone 020 7631 3087

Mobile 07771 893 939

Email David.Burns@NMG-Group.com




