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We have been working on our Treating Customer Fairly (TCF) initiative for some time.
Initially we focussed our work on major groups and over the last year have been looking
increasingly at what TCF means for small – medium sized firms.

The aim of the initiative is for firms to put customers at the heart of their business, to
help build consumer confidence in the financial services industry. The principle of TCF
applies to all firms, no matter how large or small they are. It also applies to all firms
regardless of whether they produce, distribute or advise on retail products. 

We have produced a range of materials, available on our website (www.fsa.gov.uk/tcf),
to help firms assess what the principle of TCF means for their business. The material
does not provide specific guidance but identifies examples of good, and in some cases
not so good, practice to help with those assessments. In this way TCF can be applied in
a more flexible way to reflect business size and purpose. There is no standard way for
TCF to be applied as no two firms are the same.

This booklet is intended for smaller firms and contains the points of TCF that are most
relevant to you. Discussions have taken place with representatives of smaller firms to
ensure that it is easy to digest and put into practice, containing information on
practical considerations such as:

• financial promotions;

• advice and sales processes;

• training;

• information issued by product providers;

• accurate and timely record keeping;

• disputes and complaint handling;

• flow of information; and

• risk assessment.

We will continue to develop the principle of TCF and how it applies to smaller firms and
will work closely with trade bodies and industry representatives. In this way we hope to
communicate clearly through good practice what TCF means for smaller organisations.

Stephen Bland
Acting Director, Small Firms Division
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TCF and smaller firms

Customers are entitled to the same degree of protection no matter what size of firm
they do business with. The principle of TCF therefore applies to all firms regardless
of size, and we expect smaller firms to comply with it. 

How firms translate the principle of TCF into practice, and the amount of resource
required, will vary. Smaller firms may have significantly less management resource
to devote to governance arrangements and less financial resource to devote to
systems and controls.

The objective of our programme is to bring about a change to the retail
marketplace that will benefit consumers – we have never intended that TCF should
become an exercise in form filling or an unwelcome distraction for management.
Proportionality is key.

There is no standard way in which TCF should be applied – smaller retail firms’
business models and the range of their activities are too diverse for there to be a
single approach. But we recognise that it is important for us to help the
management of smaller firms work out how the principle of TCF applies to their
business, and our discussions with trade associations representing smaller firms
have been very helpful.

Ways in which smaller firms may differ

We recognise that there are differences between large and small firms. Some of these
differences include:

• Small firms typically have fewer layers of management. In theory, this can make
it easier for management to ensure that their staff adhere to the principle of TCF.
For this reason, some of the wider corporate governance issues, and our
concerns relating to the adequacy of high-level systems and controls and
management information, may seem less relevant. That said, small firms still
need to have adequate controls over their staff and, where relevant, Appointed
Representatives. Furthermore, there are areas where having fewer staff may pose
greater challenges for management who do not have separately resourced
internal control functions.
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• The majority of small firms are not product providers, so the management of
many of those firms may feel that the material about the product design process
may not be directly relevant. But for those small firms that are product
providers, control over the product design process is essential. And even those
firms providing services to clients may want to consider some of the product
design issues as they bring new services to market.

• A frequently-observed feature of small firms is a long-standing client base and 
a high level of knowledge about individual clients and their needs. But our
investigations show that having a small client base does not always mean client
needs are better understood, or TCF better addressed. 

Therefore, while there are some differences in the way small firms operate and how
they go about meeting their TCF obligations, two key requirements remain:

• Management should be fully involved in considering what TCF means for their
business, and establish an appropriate culture for their firm. 

• For firms involved in providing products and/or services to consumers, the
principle of TCF needs to be upheld throughout the process – from designing
services or products, marketing and promotions, and giving advice to selling 
and providing help after the sale, such as handling complaints.

Practical considerations for smaller firms

The Handbook outlines rules and guidance covering many aspects of how we
expect firms to behave and supporting our objective that firms should treat their
customers fairly.

However, TCF is not only about compliance with the detailed requirements set out
in our rules. It is also about firms acting to observe the spirit of what our rules aim
to achieve. Management should consider whether compliance with specific rules is
always sufficient to deliver TCF. Rules cannot cover every possible situation.

Smaller firms should therefore consider and be able to explain how the principle of
TCF applies to their business. Section 4 of Treating Customers Fairly – building on
progress gives a model that some firms find helpful. Essentially, it describes how a
firm can step back and look at its operations, identify areas of potential risk to its
customers, and consider how to remove or mitigate these.
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While Section 4 of Treating Customers Fairly – building on progress describes
processes, we do not necessarily expect smaller firms to undertake an elaborate
review involving consultants. But given the problems across the financial sector in
recent years, we think it is reasonable to expect firms to take an objective look at
the way they do business, to help identify areas where operating standards need to
be strengthened.

Smaller firms may find it helpful to use the framework in Section 4 to structure
management discussions of TCF.

Where applicable we recognise that smaller firms may not have a documented
strategy or detailed files evidencing how they deliver on TCF. But management
should be able to describe their strategy and how TCF fits with it. Where
applicable, management should also ensure that the principle of TCF is understood
by relevant members of staff and that their behaviour takes account of the needs,
risk appetite, level of understanding and rights of their customers.

Issues for consideration
Our rules already set out to some degree how regulated firms should conduct
themselves. Many smaller firms are advisers, so various practical aspects of their
operations will already be shaped by the requirements of our conduct of business
sourcebooks for investment, insurance and mortgages. But sourcebooks do not
cover every aspect of a firm’s operations. Even where firms are subject to those
rules, we would still encourage management to consider if TCF is properly reflected
in their businesses. 

All smaller firms should at least review whether the structure of the firm positively
supports the principle of TCF as well as compliance with detailed rules. A good
example might be whether the remuneration structure encourages the right kinds 
of behaviour. Other areas that firms might like to think about are outlined below.

Financial promotions: During any marketing or sales activity, financial promotions
of any sort, including bespoke material such as suitability letters, must be clear, fair
and not misleading.
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Advice and sales process: Management should ensure that advice is appropriate and
timely for the particular sale, that due account has been taken of the profile of the
customer, and that the customer’s needs, knowledge and attitude to risk have been
adequately assessed and taken into account. Firms must also disclose information to
their customers in ways that comply with our rules and requirements.

Practices clearly resulting in a bad deal for consumers include firms failing to
demonstrate responsible advice. We have seen customers being sold sub-prime
mortgage products when prime products were available to them.

Our priority in relation to mortgage and general insurance firms is focusing on the
standard of disclosures to consumers. While the Key Facts requirements have only
been in place for a few months, standards of disclosure by mortgage intermediaries are
not high and we will be working intensively over coming months to raise standards.

But we also see firms taking steps, beyond the requirements of our detailed conduct
of business rules, to make sure they treat their customers fairly. We have seen a
general insurance intermediary that uses a warning notice to draw attention to
exclusions in policies, rather than embedding them in small print. This is embracing
the spirit of TCF and placing the welfare of the customer at the forefront.

Another firm changed its practices when alerted to the fact that customers might
have been disadvantaged. A sole trader had been recommending his clients to
invest in a bond where he thought capital was guaranteed. On discovering that this
was not the case, he contacted each client affected, explained the situation and
arranged for them to take appropriate action. He paid compensation where
appropriate, and continued to have very good relationships with his clients.

Training: The ability of staff to offer customers the appropriate standard of service
obviously depends on how well they are trained. Few smaller firms have dedicated
training functions, so it is important for management to be satisfied that staff have the
necessary skills and competence. This applies to all staff who may have an impact on
whether customers receive fair treatment, including those involved in sales, marketing,
complaints handling and compliance. Management should also be realistic about the
potential limitations of training offered by product providers.
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Information issued by product providers: It is for product providers to provide clear
and relevant information about their products to distributors. But it is important for
distributors to consider the information they are given. By this we do not mean that
financial advisers have to second guess the actuarial assumptions underlying the
design of a product, but they should be able to form a judgement about, for
example, whether the material is suitable for use by their clients.

Management and staff involved in marketing or selling should understand the
features and risks associated with the products they handle. If they do not, they
should not be selling the products. This is essential if products are to be explained
adequately to customers and advisers are to be certain of their suitability. Advisers
should also be able to make an informed judgement on whether they agree with
opinions expressed in providers’ literature.

Accurate and timely record keeping: This is an area that can suffer at firms with
few staff, especially at one-person operations. It is nevertheless important that firms
maintain adequate records of customer profiles and instructions, and on each stage
of the sales process. This is essential for management to be able to respond fairly
when disputes arise, and will help if they have to provide evidence to the Financial
Ombudsman Service (FOS).

Disputes and complaint handling: Smaller firms need to attach the same importance
to the fair and effective resolution of complaints as larger firms, which may have
dedicated complaint-handling functions. Smaller firms are often closer to their
customers and may be better placed to resolve any complaints; but they need to be
aware of the potential risks when the person handling the complaint could also be
responsible for the advice.

A client complained to his financial adviser that he had been charged a surrender
penalty when he cashed in his life policy. He complained that the adviser had not
told him, when he bought the policy, that a penalty could be charged. After
investigating the complaint, the firm accepted that it had given poor advice.

The investigation also revealed that the policy was probably unsuitable for the
client and that he had suffered a much greater loss than the penalty he had first
complained about. But suspecting that the client was unaware of the wider
problems, the firm only offered to reimburse him for the cost of the surrender
penalty. It did not tell him that the original advice had been unsuitable and that the
potential loss to him may have been far greater than the amount they had offered.
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The client was therefore unable to take an informed decision when deciding
whether to accept the offer.

Flow of information between a firm and its clients: A particular feature of many
smaller firms is that they have close and long-standing relationships with their
clients. This may give the customers many benefits, but it can also result in the flow
of information between firm and client becoming less formal, both at the point of
advice or sale and afterwards. It is important that customers remain clear about the
nature of the services being offered by the firm.

Management may want to consider how to keep customers properly informed during
the course of an ongoing relationship. Firms need to ensure that they always act with
integrity in their dealings with customers, regardless of the length of the relationship.

Risk assessment: Although the practical implementation of TCF may be less formal,
the management of smaller firms should still review all aspects of their business and
organisational structures to identify risks that might have an impact on their ability
to treat customers fairly. Management should then act to mitigate any such risks.

A risk that already concerns us is the poor level of control exercised by general
insurance intermediaries over Appointed Representatives. Our supervision work is
targeting the potentially serious consequences for customers.

We also see evidence that some firms are putting themselves into administration to
avoid their liabilities, only to re-incorporate as a separate legal entity (a ‘phoenix
firm’) and carry on trading. We have devised an approach to deal with these
situations, so that any claims arising are dealt with appropriately and customers
are treated fairly.

TCF objectives and management information (MI)

We expect the management of smaller firms to determine what TCF means for their
business and decide what they need to do to deliver that. This need not be complex.
For example, a financial adviser might aim to:

• sell products that are suitable to the needs, wishes and financial sophistication 
of its clients; 

• ensure clients receive all necessary information about the service offered by the
adviser and on any products recommended by the adviser, and that this is
explained in a way that is understandable to clients; and
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• handle complaints fairly.

Having set their objectives, management should decide how the firm will achieve
them and how this will be monitored. 

Our focus on MI and performance measurement is because we consider it
important that management should be able to access MI to assess whether the firm
is successfully meeting its TCF objectives.

The MI that firms gather need not be complex or require expensive systems, but
should be proportionate and sufficient to inform management whether the business
is delivering TCF in the way they have defined it. So, for an advisory firm, relatively
simple data about sales, persistency and complaints (which the firm already has)
could provide many of the answers.

Having the appropriate MI will help management know if they are delivering their
strategies and help them identify gaps where further work is needed. 

Assisting smaller firms in meeting their obligation to TCF

We do not have day-to-day contact with smaller firms and we may not visit them
on a regular basis. Instead, we will generally contact them:

• to give them information which we think they might find useful, about 
good and bad practices we have seen in the industry, or other relevant 
FSA developments;

• when we need to follow up any information we have received about them; and

• to ask them to participate in our thematic work.

However, there are other ways in which we communicate with smaller firms and 
we have initiatives to make us easier for smaller firms to do business with. These
include our Firm Contact Centre and Firms Online, a system that allows firms to
submit returns, make applications and change their details electronically.

We have also begun a series of visits, roadshows and surgeries around the country at
which firms can ask questions. We are running a series of industry training events and
there is a great deal of useful information on our website, including dedicated pages
for mortgage and general insurance business and a tailored version of the Handbook.
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All these channels of communication will help smaller firms to have a good
understanding of their TCF responsibilities and the issues they may wish to 
consider in meeting them.

Next steps

We will continue to develop our thinking about how TCF applies to smaller firms,
and in this we wish to work closely with the relevant trade bodies and industry
representatives. In addition to our work on TCF for smaller firms, we will continue to
consider TCF issues relevant to specific industry sectors, some of which – particularly
in the advisory sector – are closely linked to smaller firms.

We will communicate the results of our supervisory work on smaller firms, most of
which relates to ensuring that their customers receive a fair deal. In this way, we
intend to provide clear statements to help smaller firms consider what TCF might
mean for them.





The Financial Services Authority
25 The North Colonnade  Canary Wharf  London E14 5HS
Telephone: +44 (0)20 7066 1000  Fax: +44 (0)20 7066 1099
Website: http://www.fsa.gov.uk
Registered as a Limited Company in England and Wales No. 1920623. Registered Office as above.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


