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1 INTRODUCTION 

As a business and technology consultancy specialising solely in financial services, 
Altus has extensive experience working with clients in the UK retail financial services 
market, including investment platform providers, life companies and several UK retail 
banks. With practical involvement in both system and business issues in the 
investment industry and a keen interest in both technology and business innovation 
we welcome this opportunity to respond to the Treasury’s consultation on including 
peer-to-peer loans within the ISA framework. 

The P2P industry has shown impressive growth over the last couple of years and 
provides a different model to matching investors and borrowers compared to the 
traditional banking model. To continue its growth it is important that investors are able 
to access P2P investments in similar ways to “traditional” asset classes, and in 
particular that they are supported in the same tax “wrappers” that investors are used 
to. We therefore welcome the Treasury proposals to include P2P loans within the ISA 
framework. 

The continued growth of P2P will inevitably result in some loss of the pure “peer to 
peer” aspect, with some intermediation being introduced to help customers cope with 
the volume of loans likely to be written and to make it available to a wider pool of 
investors. There are various forms this intermediation could take, with different trade-
offs for investors. At this stage it is difficult to predict which (if any) will predominate. 
We therefore believe it is important that regulation and tax treatment is written in a 
way that works with the market in its current state and doesn’t pre-judge future 
developments unnecessarily. 
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2 ANSWERS TO QUESTIONS 

Q2 Do respondents agree that the government’s proposed approach provides sufficient 
clarity as to which peer-to-peer loans will be eligible for ISA inclusion? 

We believe this supplies sufficient clarity, and by re-using existing definitions will 
minimise the cost of compliance. 

Q3 Do respondents agree that the proposed regulatory requirements strike the correct 
balance between investor protection and a proportionate regulatory regime? 

We believe the government is right to apply a proportionate approach to the 
regulation of a sector that is still quite small and developing quickly, and overall the 
balance appears to be appropriately struck. 

There is a potential for misunderstanding the nature of advice on P2P loans. Most 
financial advisers would be able to give good advice on a client’s broad P2P position 
(e.g. the amount of their P2P lending as a percentage of their overall wealth and 
other investments; diversification between loans, the level of return in relation to the 
level of risk etc.). However where P2P lending platforms allow customers to select 
individual loans on which to lend (rather than automatically being matched to 
available loans) we do not believe a typical financial adviser would be qualified to 
provide advice on this. Indeed it is unlikely to be economic for any adviser to provide 
a client with advice on individual “loan parts” which might only be a few £10s each. 

Q4 Are existing ISA managers considering offering peer-to-peer loans alongside other 
ISA eligible investments? What factors may affect this decision? 

We are not aware of existing ISA managers seeking to offer P2P loans alongside 
other ISA eligible investments. As noted in the consultation paper P2P loans are 
quite different from the bank deposits involved in cash ISAs, with a very different set 
of risks, and it is unlikely that cash-ISA managers would seek to enter this new 
space. 

Existing managers of stocks-and-shares ISAs are generally structured around 
aggregating numerous investors’ investments into a limited set of instruments each 
with fungible “units”, and thereby providing investors with the benefits of economies 
of scale etc. This is quite a different model to the P2P model, where individual 
investors hold individual loan parts (and loan agreements with the borrower) which 
are not fungible, and aggregation is therefore not appropriate. We therefore consider 
it unlikely that many existing ISA managers would seek to offer direct access to P2P 
loans. 

A more likely route for existing ISA managers to offer exposure to P2P loans would 
be through the creation of investment funds that invest in P2P loans. Such an 
investment fund would be regulated and qualify under the existing ISA rules as an 
investment for a stocks-and-shares ISA. 

Q6 Do respondents have any concerns regarding FCA-authorised firms operating peer-
to-peer platforms being allowed to act as ISA managers? If so, what are they? 

Given that to achieve FCA authorisation P2P platforms will have to meet capital 
adequacy requirements and implement the FCA’s client money rules, P2P lenders 
are already subject to significant regulatory complexity. The additional complexity of 
offering ISAs is likely to be relatively small compared to these other obligations and 
therefore we have no concerns in this area. 
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Q7 Do respondents see any risks arising from firms operating peer-to-peer platforms 
approved as ISA managers not being required to have legal ownership of peer-to-
peer loans held within ISAs? 

No. 

Q8 Are there any drawbacks to the proposed withdrawal procedure for peer-to-peer 
loans? If so, what are they? 

This seems broadly appropriate. It does assume that the P2P lending platform is able 
to operate two accounts (one within the scope of the ISA and one outside) for a given 
individual, which may require some development by some lending platforms. 

Q9 If the transfer requirement is applied to peer-to-peer loans – do respondents foresee 
any risks or detriment for consumers resulting from the proposed modification of the 
current ISA requirements? If so, what are these? 

Whilst we agree with the broad aim of these modifications, we believe they may lead 
to considerable consumer detriment as currently written. The requirement that loans 
are converted to cash and transferred to another ISA manager as cash represents a 
sensible approach, given that P2P loans are intimately linked to the platform that 
originated them to handle repayments etc. However by insisting that all loans are 
sold before the ISA can be transferred, it may in practice be impossible for an 
investor to transfer their ISA for a significant period of time. This is likely to reduce 
competition in the market and lead to consumer detriment (e.g. being unable to place 
new investments on a different platform with a better risk/reward ratio). 

The issue arises because realistically not all loans can be sold on a secondary 
market. To our knowledge all current P2P platforms that operate secondary markets 
place some constraints on loans that may be sold. These limitations vary from being 
quite restrictive (if the loan has ever had a late payment) to relatively relaxed (only 
loans where the current payment is late or where the platform has explicitly restricted 
selling due to the loan being “distressed” in some way). These restrictions are 
essential to protect consumers, particularly where “auto-lend” algorithms also 
consider loans on the secondary market. However if a customer is unable to transfer 
their ISA to another platform until all loans have been converted to cash, the transfer 
would effectively be held up until any such loans had either been written off or the 
issue had been resolved. This could take the remaining term of the loan, several 
years in many cases, where platforms don’t allow a loan to be sold once it has 
experienced a problem with a payment. 

We believe it would be more appropriate to allow the ISA to be transferred without 
such loans, transferring any money received from them later as “residual capital or 
income”. This already happens with transfers of equities in stocks and shares ISAs, 
where dividend income from shares (to which the investor had entitlement at the 
point they instructed the transfer) being received by the ceding ISA manager some 
time after the assets have been transferred to the receiving manager1. The industry 
already has market practices for dealing with these transfers that could be used, 
although given the longer timeframes over which residual capital and income may 
received from a P2P loan compared to a typical equity we believe some 
improvements to the market practice may be required. 

                                                
1 ISAs: Guidance Notes for ISA Managers, §11.19. HMRC. 



Consultation Response Unrestricted HM Treasury 

 

HMT/P2PISA/RESP 09/12/2014 1.0 5 
 

Q10 Following the sale of the peer-to-peer loan and transfer instructions from the investor, 
what would be the most appropriate time period within which the cash realised should 
be transferred? 

Once the cash proceeds of the loan have been realised, we believe the ISA manager 
should be obliged to transfer the cash to the receiving ISA manager as quickly as 
possible, to minimise the “hassle factor” and the time consumers are forced to be “out 
of the market”. Currently different market practices exist for cash ISAs (the BBA 
operating a leisurely target of 15 working days to complete the transfer) and stocks 
and shares ISAs. By contrast the TeX process used for stocks and shares ISAs (and 
which also supports cash ISAs) allows 5-6 working days to complete a transfer, 
assuming the assets had already been sold to cash. We believe a similar timescale 
to the TeX SLAs would be appropriate. We also note that the associated standards 
for electronically instructing and confirming transfers may prove useful to P2P 
platforms, particularly if the ISA rules allow transfers between different ISA types (e.g. 
stocks and shares ISA to P2P ISA). 

Q11 Is the proposed modification to transfer requirements likely to present any difficulties 
or administrative obstacles for ISA managers (including those receiving transfers)? If 
so, what are these? 

We do not believe the proposed transfer requirements included in the consultation 
paper should pose a particular problem. The definition of which loans can be left as 
“residual” before the transfer proceeds may prove difficult, as each platform currently 
has its own rules on what prevents a loan being eligible for sale on the secondary 
market. Once loans have been sold and cash is available, the transfer process 
should be relatively straightforward and should be compatible with both cash and 
stocks and share ISA transfer processes. 

We would also note that if, in the future, peer to peer loans were held by a third party 
ISA manager on behalf of the investor as beneficial owner, then in-specie transfers of 
loans between ISA managers may become possible, without requiring a change to 
the P2P lending platform on which the loan is administered or the sale of the loan. In 
this case the market could operate very similarly to the stocks & shares ISA transfer 
market, with the potential for the receiving ISA manager to perform discovery on the 
loans the investor holds and then instruct whether they can be transferred in specie 
or not (e.g. based on whether the ISA manager supports the P2P lending platform on 
which they are written). 

Q12 What are respondents’ views on requiring the existence of a secondary market in 
order for a peer-to-peer loan to qualify for ISA eligibility? Would such a requirement 
provide a useful degree of reassurance to investors? 

In the absence of a secondary market (and assuming P2P loans continue to be 
owned directly by the investor rather than by a third party ISA manager), investors 
would be unable to transfer their ISAs before the completion of all their existing 
loans. This would be a significant barrier to competition and compromises the idea 
that ISAs are transferable. Providing a secondary market will potentially increase 
costs, particularly for new entrants. We note the FCA’s interpretation (in CP13/13 and 
PS14/4) that cancellation rights under the EU’s Distance Marketing Directive are not 
required where a secondary market (on which the price of a loan may fluctuate) 
exists. We believe the cancellation rights would be potentially complicated for P2P 
platforms to handle and that therefore new entrants are already likely to factor a 
secondary market into their plans, in which case requiring one for ISA eligibility 
potentially does not require any additional costs. We therefore believe requiring a 
secondary market as a condition for ISA eligibility to be reasonable. 
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The terminology used here may need to be revised: the existence of the secondary 
market should determine whether a P2P platform is eligible to be an ISA manager; a 
P2P loan may be an acceptable ISA investment (e.g. held via a third party nominee) 
in the absence of a secondary market on a particular P2P platform. 

Q13 Would a requirement to offer a secondary market pose any problems or difficulties for 
peer-to-peer platforms and if so, what are these? Could secondary market 
arrangements of this type be easily defined? 

Beyond the obvious development and running costs (estimated by respondents to 
the FCA's consultation as up to £20k development and £30k annual operating cost), 
provision of a secondary market does require some additional consideration by P2P 
lending platforms. 

The rules around eligibility of loans for sale need careful attention; particularly where 
there are payment difficulties or other “distress”, so as to maintain liquidity but protect 
investors who may not be experienced in valuing such. The interaction of the 
secondary market with any automated-bid solution offered by the platform also 
requires careful consideration. However we do not believe these represent a 
significant barrier to P2P platforms. 

Q14 Do respondents think that a guarantee of a sale at market value within a given period 
would be desirable in addition to the proposed requirement of a secondary market? 

As explained below we do not believe that this would be a desirable requirement. We 
also note that ISAs already allow inclusion of funds that may defer redemption for a 
period (e.g. many property funds contain provisions to allow them to defer 
redemptions). 

Q15 Is there merit for investors in requiring that there must be a mechanism by which 
loans can be sold at market value within a given period? What period should this be, 
taking account of the times taken at present to achieve sales on existing secondary 
markets? 

We do not believe that this would be practicable or realistic. Requiring a P2P lending 
platform to buy loans would logically require it to hold capital to meet this obligation. 
This is likely to undermine one of the key benefits of the P2P model, that it does not 
require a third party to hold significant capital. The cost of this capital would inevitably 
be passed on to investors. 

The value of a loan is likely to be hard for customers to understand. For example the 
price may drop significantly immediately before each repayment date (because the 
buyer would be paying for accrued interest with no guarantee the next repayment will 
be made). At points the price may be very much less than the face value of the loan. 
We believe this could lead to considerable consumer detriment. One of the reasons 
P2P loans offer significant benefits to consumers in the form of lower spreads is that 
they do not attempt to provide maturity transformation. Adding a “guaranteed 
secondary market buyer” is likely to only partially deliver this whilst adding significant 
costs, and we do not think this is sensible or necessary. 

Q16 Are there other ways in which to facilitate transferability, besides those described 
above? If so, how might these work? 

The arrangements described above are necessary where P2P loan parts are both 
tied to the originating platform (to service repayments etc.) and are held directly by 
investors. Whilst not inconceivable in the future we do not believe it is likely that P2P 
loan parts would become transferable between P2P platforms. It is more likely that a 
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nominee (the legal owner) would hold loans on behalf of the investor (the beneficial 
owner). Although we do not see it as likely in the short term, it is possible to envisage 
such nominees emerging in the future (e.g. if existing wrap platforms decided to 
support P2P loans, or specialist platforms may emerge allowing investors to direct 
their money across various P2P lending platforms). 

In that case an investor would be able to transfer to a different nominee (and ISA 
manager) by transferring their loan parts in-specie. The loan parts would remain 
serviced with the originating platform, with the P2P platform merely having to 
recognise a change in (legal) ownership of the loan part. We believe the Treasury are 
right not to insist on this model for ISA eligibility because the P2P market is still too 
small to be of interest to the platform market, which holds approximately £290bn 
AuA2, compared to total P2P lending of approximately £2bn3. However this model 
may emerge, and we believe the ISA rules with these changes would also support 
that model. 

Q17 Overall, do respondents feel that the benefits to investors from applying transfer 
requirements to peer-to-peer loans held in ISAs outweigh the possible risks of doing 
so? 

Yes, we believe that allowing investors to transfer their P2P ISA investments will be 
key to wider acceptance. Investors are less likely to want to invest a limited tax free 
allowance in an asset class if they have no possibility of later transferring that money 
to a different asset class (whether to a different type of P2P lending, e.g. to 
businesses rather than to consumers, or to equities etc.) 

Q18 Do respondents have suggestions as to how loans held within ISAs could continue to 
be managed by an ISA manager in cases where either a firm operating a peer-to-
peer platform collapses and they were acting as ISA manager, or where such a firm 
becomes ineligible to act as an ISA manager following removal of its FCA 
permissions? 

The FCA requires that P2P lending platforms make provision to ensure that loans will 
continued to be serviced in the event of the P2P lending platform becoming insolvent. 
This servicing is likely to be minimal and is unlikely to include provision of a 
secondary market. If the party conducting the run-off operations had permissions to 
act as an ISA manager then there should be no issue. However, in the more likely 
case where they are not able to act as an ISA manager, the run-off operation should 
still allow investors to eventually receive value for their loans (subject to the normal 
default risk etc.). 

We therefore believe the most appropriate response would be to allow investors to 
make a defaulted subscription (similar to the existing defaulted cash and defaulted 
investment subscription methods) to a new ISA manager equal to the value of the 
outstanding loans at the point of the P2P platform’s insolvency. Any funds then 
received from the run-off operator would be considered outside of an ISA and 
therefore taxable. As P2P ISAs will not be backed by compensation arrangements 
like the FSCS, this will only realistically help investors wealthy enough to make such 
a defaulted subscription from other funds, but we do not see any other feasible 
alternatives. 

Q19 How important is it that investors should be able to mix peer-to-peer loans with other 
eligible investments within their ISA in a single tax year? Do respondents believe 
most investors wishing to place peer-to-peer loans into an ISA account will 

                                                
2 Internal research, Altus Consulting. 
3 3rd Quarter 2014 Market Data, Peer2Peer Finance Association  
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additionally want to invest in other types of non-cash ISA investments within the 
same tax year? 

We believe it is extremely important that investors are able to mix P2P loans with 
other eligible investments within a single tax year, and very likely that many people 
will want to do so. Most investors are best served by a variety of assets. Restricting 
ISA investments in P2P loans to those who are able and willing to use their entire ISA 
investments for the tax year for P2P loans is likely to unnecessarily restrict access by 
smaller investors, who would be best served by holding a mix of assets including 
cash (which is genuinely realisable and benefits from the protection of the FSCS) and 
stocks and shares. 

Q20 Would a third ISA type be helpful in alerting investors to the different rules which will 
apply to peer-to-peer loans within ISAs? Overall, would a third ISA type aimed 
specifically at alternative finance products such as peer-to-peer loans be a good 
thing – and if so, why? 

Distinguishing different ISA types is against the grain of recent developments and 
has the potential to confuse customers. However we believe that given the quite 
different nature of the P2P ISAs likely to emerge soon after these rules are 
implemented, it would be best to use a separate third P2P ISA type rather than 
combining this into the general stocks and shares ISA. 

We agree with the Treasury that the properties of a P2P ISA (in particular the lack of 
FSCS protection) are so fundamentally different that would not be appropriate to 
classify it as a cash ISA. Although in some ways a P2P ISA would be quite similar to 
a stocks and shares ISA; the actual market mechanisms are likely to be quite 
different (at least in the short-medium term), and we believe this would be best 
handled by providing a separate ISA type. 

It’s very unlikely that P2P lending platforms will want to add support for customers to 
hold and trade stocks and shares, and believe it unlikely that allowing P2P on 
existing “wrap” platforms will be anything other than niche for several years. This 
means that if a customer was restricted to a single stocks and shares ISA in a year 
and P2P loans had to go into a stocks and shares ISA, customers would have to pick 
between the two asset classes each year, which is undesirable. A separate ISA type 
would avoid this issue. It would always be possible to merge the types later in the 
light of market developments. 

Q21 What potential difficulties or challenges might the creation of a third ISA type present 
for savers, investors, ISA managers or others? 

Creating a separate ISA type will require the differences to be explained to customers 
by ISA managers. However it should minimise the changes that existing ISA 
managers, who are not interested in supporting P2P loans, need to make. Although 
the additional complexity may make it slightly harder for people to understand, and 
may slightly reduce the uptake of P2P loan ISAs, we would expect this to be more 
than offset by the increased uptake that would result if people can freely allocate 
assets between separate S&S and P2P ISAs. 

Q22 If the government decides not to introduce a third ISA type, how can we best ensure 
that customers are clear about the special characteristics associated with peer-to-
peer loans, for example that they are not covered by the FSCS, and that they may be 
difficult to liquidate? 

If a third ISA type is not introduced then we believe it is only practicable to allow P2P 
loans to be held within stocks and shares ISAs. Although S&S ISAs are covered by 
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the FSCS the arrangements are complicated depending on exactly which entity 
becomes insolvent. It’s unclear how this variation in FSCS treatment of different 
aspects of S&S can then be clearly explained, especially if P2P loans add additional 
complication. 

Q23 Do respondents have any concerns about offering a tax advantage where loans 
made by or on behalf of children might be made without knowledge of the intended 
recipient(s) or usage of the loaned funds? If so, what are they? 

Q24 Do respondents agree that if peer-to-peer loans are made eligible for CTFs and 
Junior ISAs, these loans should be in the legal ownership of the ISA manager? If not 
– what alternative approach might be considered? 

We are not convinced that genuine P2P loans are suitable investments for children. 
The legal ownership would need to lie with the ISA manager, but this is an additional 
complexity that is unlikely to be justified by the sums involved. We believe exposure 
to this asset class for children is much more likely to be obtained via investment in a 
fund that invests in P2P loans. 
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3 ABOUT ALTUS 

Altus offers two unique and independent services to the financial services industry: 
Altus Consulting and Altus Business Systems solutions. 

Altus Consulting is a specialist provider of consultancy services to the Financial 
Services sector. We help clients achieve operational excellence and improved 
returns via a combination of proven industry models, technology expertise and 
market insight. 

Altus Business Systems offers a range of industry leading investment automation 
solutions, dedicated to improving operational efficiency of companies within the 
Financial Services sector to keep their business critical processes running smoothly. 

For more details of either of these services please visit our website altus.co.uk or 
contact us on 01225 438000. 
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