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Glossary of Terms

TERM MEANING IN THIS REPORT
Board Board of Directors (of the firm)
CPD Continuing Professional Development
Firm Financial Advice Company

In relation to a licenceholder, means any of its officers, employees and tied
Relevant Persons agents and persons employed by them as defined in the Financial Services
Authority Rule Book 2016

The Authority The Isle of Man Financial Services Authority
The Rule Book Financial Services Rule Book 2016
SME Subject Matter Expert
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2 Background

2.1 Executive Summary

The Authority has undertaken a thematic project involving low impact financial advisory firms supervised by the Portfolio
Supervision Division based in the Isle of Man. The firms that were selected are licenced under the Financial Services Act

2008; the information sought was therefore requested under Schedule 2 of the Act.

The Authority’s work is driven by its three main regulatory objectives:

Securing an appropriate degree of protection for policyholders,
members of retirement benefits schemes and the customers of
persons carrying on a regulated activity

The reduction of financial crime

The maintenance of confidence in the Island’s financial services, insurance
and pensions industries through effective regulation, thereby supporting the
Island’s economy and its development as an international financial centre

Key in achieving these objectives is the
Authority’s oversight and supervisory
functions, which encompass undertak-
ing supervisory inspections and thematic
reviews. Thematic reviews are an impor-
tant part of the Authority’s superviso-
ry approach, offering an efficient and
effective way to identify and inform our
picture of risk at a firm and sector level.

This report presents the key findings
from the thematic project, incorporates
the Authority’s insights on certain data,
and highlights best practice points.

The purpose and aim of the thematic
project, particularly with the first phase
and supplemental information gathering,
was to gain further insight into the finan-
cial advice sector through the collection
of information and data.

The data collected as part of this project
supports the Authority’s understanding
of investment businesses and will be
used to inform potential outreach and
engagements.

The thematic exercise was made
up of three core parts over two
phases:

Phase 1 of the thematic
consisted of a questionnaire
issued to 20 Class 2 licence
holders supervised by the
Portfolio Supervision Division.

This was supplemented by
additional requests for infor-
mation from a small number
of firms to clarify points raised
in the questionnaires. This
was aimed at further under-
standing firms’ approach to
considerations under Part 6
(Conduct of Business) and
Part 8 (Risk Management and
Internal Control) of the Rule
Book, specifically:

O Establishing whether
what happens in practice:

Agrees to the firm’s policies
and procedures etc.

Is effective in being compliant
and in the spirit of the legisla-
tion; and

Is effective in managing the
relevant risk.

O Establishing governance

arrangements in place
(i.e. compliance moni-
toring, Board, Internal
Committees, external
assurance etc.)

O Reviewing Board report-

ing and Board consider-
ations relating to Invest-
ment Advice.

Phase 2 of the project consist-
ed of 4 firms being selected
(on a % sample basis of phase
1) for an onsite inspection.
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2.2 Phase 1 & Supplementary Information Selection and Data Analysis

Prior to the Phase 1 Questionnaire
being issued, existing data held on
all registered financial advisors was
analysed and considered.

Each registered financial advisory
firm was considered by analysis of
the following:

e annual statistical returns.
e full inspection history; and
e any business meetings held.

Following this review, it was deter-

3 Phase 1 Questionnaire and

20

Financial advisory
firms selected for
Phase 1

mined that all 20 financial advice
firms supervised by the Portfolio
Supervision Division would be includ-
ed in Phase 1 of the thematic exer-

cise, to obtain an indicative picture
across the sector and to enhance the
Authority’s understanding and data
of the overall sector.

In the supplemental information
stage, 10 firms were required to
provide supplemental documenta-
tion to help us understand the differ-
ent ways firms consider and evidence
the compliance with Part 6 and Part
8 of the Rule Book, including extracts
from internal policies and proce-
dures and relevant registers.

Supplementary Information; Results,
Key Findings and Observations

The Financial Advice questionnaire
was made up of five main sections,
broken down into a further twelve
sub-sections.

e Extent of Services
O Services provided by the firm

O Split of
advice

retail/non-retail

e Other Advice
O Investment Committee
e Governance
O Procedures
O Suitability Assessments
O Vulnerable clients
O Internal controls
e Client Files
e CPD Records

The first section of the questionnaire

was to determine what percentage
of full advice, limited advice, restrict-
ed advice and execution only services
are provided by each individual firm.

The second section of the ques-
tionnaire required the firm to state
whether the firm retains confirma-
tions on each client file, evidencing,
that the basis of advice has been
confirmed to the client and wheth-

er any possible reduced investor
protection is clearly communicated
to the client.

This second section also request-
ed information regarding the firm’s
management of conflicts of interest
and details regarding the Investment
Committee.

The third section focused on govern-
ance; including the firm’s procedures
relating to conduct of business, client
suitability assessments, the manage-
ment of vulnerable clients and the
firm’s internal controls.

The fourth section related to the
firm’s client fact finding process,
reason why letters and terms of busi-
ness.

The fifth, and final section includ-
ed questions covering the firm’s
management of its advisors CPD
completion and the firms CPD
records.
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3.1 Extent of Services

Question 1
What services does the firm provide to clients?

Of the 20 firms licenced to provide financial advice, managed
by the Portfolio Supervision Division:

Question 2

What type of clients does the firm provide
services to?

Of the 20 firms licenced to provide financial

e 13 undertake Execution Only
e 16 provide Full Advice
e 13 provide Limited Advice

e 5 provide Restricted Advice

Of the 20 licenced financial advisory firms, 1 confirmed that
they do not provide either Limited or Restricted Advice.

3.2 Other Advice

Question 3.1

Where the firm provides advice to
clients does the firm retain confir-
mations on each client file evidenc-
ing that the basis of the advice
has been confirmed to the client?
(excluding execution only)

Of the 20 firms licenced to provide
financial advice under the super-
vision of the Portfolio Supervision
Division, 100% of the responses
confirmed that confirmations to

advice, managed by the Portfolio Supervision
Division:

e 8 provide advice to non-retail clients
e 19 provide advice to retail clients

Of the 20 firms, 1 confirmed that it did not
provide advice to retail clients.

the client regarding the basis of the
advice is held on file.

Rule 6.18 (Limited Advice) and
6.19 (Restricted Advice) state that
‘a copy of this confirmation must
be retained on the client file, or
the transaction(s) will be consid-

ered to result from full advice and
the Authority would expect all of
the requirements relating to full
advice to be met.’

100% of firms retain confirmation of advice provided to each client

Question 3.2

Where the firm provides advice
to the clients is reduced investor
protection clearly communicated to
the client?

Out of the 20 firms selected to take
part in the Financial Advice Themat-
ic, 18 of those confirmed that
reduced investor protection is clearly
communicated to the client. 1 firm
replied ‘N/A’ to this question, and
it was later determined that as the
firm only provides advice to its own
funds, this is not a requirement that
fits within the firm’s business opera-

tions. 1 firm replied ‘No’ to this ques-
tion, although it undertakes execu-
tion only instructions.

Rule 6.17(1) of the Rule Book
states that A licenceholder must
not undertake regulated activities
on an execution only basis for a
client unless the client has request-
ed to be treated as an execution
only client in respect of a particular
transaction; or for the purposes of
all transactions, and the licence-
holder has confirmed the execution
only status in writing, pointing out

the consequent reduction in inves-
tor protection to the client.’
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Question 3.3

Where the firm provides advice to
the clients, does the firm retain a
full documented Conflicts of Interest
Register?

Out of the 20 firms selected to take
part in the Financial Advice Themat-
ic, all confirmed that a fully docu-
mented Conflicts of Interest Register
is held.

Rule 8.10(1) of the Rule Book
states that ‘a licenceholder must

maintain a Register of Conflicts of
Interest.”

Through supplemental informa-
tion gathering, it was noted by the

Authority that in some cases poten-
tial Conflicts of Interest were not
always recorded on the Conflicts of
Interest Register. It is a requirement
that the circumstances which consti-
tute or may give rise to a conflict
of interest (per Rule 8.9(4)(a)) are
documented. The Authority does not
consider it to be sufficient to purely
note conflicts that have already
taken place as that is not in the spirit
of risk management, a risk-based
approach or protecting the business
from potential or actual harm.

A Conflicts of Interest Register
allows the firm to log potential and
actual conflicts and further acts as
the evidence of how the firm has
managed and mitigated any associ-

ated risks. It was further noted that
some Conflicts of Interest Registers
did not record sufficient informa-
tion in line with Rule 8.10(2)(b) of
the Rule Book, which outlines the
requirements of the Register.

Question 3.4

Where the firm provides advice
to the client, who within the firm
reviews the Conflicts of Interest
Register?

Out of the 20 firms selected to partic-
ipate in the Financial Advice Themat-
ic, the following advised that the
review of the Conflicts of Interest
Register is designated to:

e Board-11 firms

e Head of Compliance — 8 firms

e Director/Compliance Officer — 1
firm

The Authority believes it would be in
the best interest of the Board, and
is considered good governance, to
maintain oversight of the Conflicts
of Interest which impact, or may
impact, the firm, its staff and its
customers.

Board, 11

The Authority considers it best practice to review
the Conflicts of Interest Register at least annually to
ensure it remains up-to-date and effective

Question 3.5

How often is the Conflicts of Interest
Register reviewed by the Board?

Out of the 20 firms selected for the
Financial Advice Thematic, 10 of
those review the Conflicts of Interest
Register annually.

1 of the 20 review the Register bian-
nually. 9 firms selected the ‘Other’

option and used a notes field to
confirm that the Conflicts of Interest
Register is reviewed quarterly or at
each Board meeting.

The Authority considers it best prac-
tice to review the Conflicts of Interest
Register at least annually to ensure it
remains up-to-date and effective in
identifying and managing conflicts of
interest.

Annually

, 10
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Question 3.6

Does the firm retain documentation
evidencing the consideration and
review of the Conflicts of Interest
Register?

19 of the 20 firms selected for the
Financial Advice Thematic confirmed
they retain documentation evidenc-
ing the consideration and review of
the Conflicts of Interest Register. 1
firm selected ‘N/A’ on the question-
naire, but it was later determined
that the firm does have this in place.

Rules 8.9 and 8.10 go into specific

detail regarding the requirements
surrounding the Conflicts of Interest
Policy and Register, including that a
Policy and Register must be estab-
lished and maintained.

The Authority’s website offers a
proforma Conflicts of Interest Regis-
ter and a Conflicts of Interest Policy
guidance note.

It is recommended that firms review
this to ensure their Register aligns
with the minimum requirements.
Firms may wish to expand their
Register with additional information
dependent on their Board (and where

relevant to the size of the firm), any
committee reporting requirements.

Question 3.7

Where a conflict exists, is this clearly
communicated to the client?

18 firms confirmed that when a
conflict exists it is communicated

Rule 6.11(1) states: ‘Where a
Conflict of Interest arises between
the licenceholder or any relevant
person and its clients; or between
one client and another, in the course
of carrying on regulated activities
the licenceholder must promptly
notify each of the clients concerned
of that fact.’

with the client. 2 firms that selected
N/A stated that they do not current-
ly have any conflicts of interest that
involve a client but if the situation
were to arise, they would ensure the
client was notified.

Rule 6.40(2) goes into further
detail to say ‘where the Conflicts
of Interest Policy referred to in Rule
8.9 is not sufficient to ensure, with
reasonable confidence, that risks
of damage to the interests of its
clients will be prevented, a licence-
holder must clearly disclose the
general nature or sources, or both,

of Conflicts of Interest to the client
before carrying on any activity on
its behalf.’

Question 4.1

Does the firm have an internal
Investment Committee?

15 of the 20 firms selected for the
thematic project confirmed that
they do have an internal Investment
Committee.

The 5 firms that responded ‘No’
provided further information in
a comment field to confirm that
Advisors attend group Investment
Committee meetings or, due to the
size of the firm, the investment strat-
egy is discussed and documented

during Board meetings.

The Authority has created guidance
regarding Corporate Governance
including considerations surrounding
Board composition and Investment
Committees. It was noted in the
supplemental information gathered
during the thematic exercise that
some members of the Investment
Committees were not vetted by the
Authority.

If an individual is contributing to
investment advice for retail or non-re-
tail clients, they should be vetted and

approved by the Authority to ensure
they are suitable as per the Training
and Competence Framework.

Firms are encouraged to read the guidance on Corporate Governance
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-	https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
-	https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
-	https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf
https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf
https://www.iomfsa.im/media/1543/corporategovernancenonbanksfinal.pdf
https://www.iomfsa.im/media/1543/corporategovernancenonbanksfinal.pdf
https://www.iomfsa.im/media/1521/tandc0406.pdf
https://www.iomfsa.im/media/1521/tandc0406.pdf
https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf
https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf

Question 4.2

How often does the Investment
Committee meet?

Out of the 20 firms selected for
the Financial Advice thematic the
responses to this question were as
follows:

e Monthly—1firm

e Annually — 14 firms

e Bi-annually — 2 firms
e Other—2firms
e Never—1firm

The Authority considers it best prac-
tice for meetings to be held at least
quarterly. Regular meetings help
ensure that the committee can effec-
tively oversee investment strategies,
monitor performance, and make
timely decisions.

Bi-

Annually,
2

practice for

held at least
quarterly

The Authority
considers it best

meetings to be

Question 4.3

Does the firm retain documented
minutes of the Investment Commit-
tee meetings?

Out of the 20 firms selected for the
thematic project the responses to
this question were as follows:

e  Yes—14firms

e No-3firms

e N/A-3firms

The Authority considers retaining
documented minutes of Investment
Committee meetings to be best prac-
tice for maintaining transparency,
accountability, and compliance with
regulatory requirements.

Documented minutes provide a clear
record of the discussions, decisions
and actions taken during the meet-
ings.

Question 4.4

Does the firm consider top up trans-
actions to be part of a series of trans-
actions or as isolated transactions?

Out of the 20 firms selected, 16 of
those confirmed they consider top
up transactions to be isolated trans-
actions. The remaining 4 consider
top up transactions to be part of a
series of transactions.

Top up transactions fall under subse-
guent business transactions and as

Rule 6.30(3) explains that “the
fact-find must be updated prior to
a licenceholder undertaking new
business for a retail client and the

steps in paragraph 6.30(2)(a-c)
must be repeated during subse-
quent business transactions.”

such the Authority would expect
firms to therefore have this docu-
mented in the client file for any top
up transactions.

Isolated, 16

Part of
Series,
4
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3.3 Governance

Question 5.1

Does the firm have documented
procedures in relation to Conduct of
Business?

This question asks the firms selected
for the thematic exercise whether
they have documented procedures
in place relating to Part 6 of the Rule
Book — ‘Conduct of Business’ and all
firms answered ‘Yes'.

The Authority has guidance on its
website that is intended to assist
licenceholders in meeting the stand-

ards required by the Authority in Part
6 of the Rule Book.

It was noted during the supplemental
information gathering that although
policies and procedures may appear
of sufficient detail in relation to the
size of the firm, they may not be
practical when put into operation
by the employees of the firm on a
day-to-day basis. The firm’s Conduct
of Business procedures should be
practical and concise as well as being
appropriate to the nature and scale
of the business.

Conduct of Business procedures should be practical and concise

Question 6.1

Does the firm’s Conduct of Busi-
ness Procedure include the different
types of services provided?

All firms included in Phase 1 of the
thematic exercise confirmed that
their Conduct of Business Proce-
dures include the different types of
services provided, as per question 1

of this report.

During the supplemental information
phase of the thematic exercise, it
was noted that although all Conduct
of Business Procedures defined the
different types of advice offered, the
procedures for conducting each type
of advice could contain more practi-
cal detail.

Question 6.2

Does the firm’s Conduct of Busi-
ness Procedure include the expec-
tations on how to prevent Conflicts
of Interest between the firm and its
customers, or between one custom-
er and another?

Rule 6.11(1) states that: ‘Where a
conflict of interest arises between a
licenceholder or any relevant person
and its clients; or between one
client and another, in the course of
carrying on any regulated activities,
the licenceholder must promptly
notify each of the clients concerned
of that fact.’

Further to this Rule 8.9(1) states

19 out of the 20 firms taking part
in the Financial Advice Thematic
confirmed that its Conduct of Busi-
ness Procedure includes the expec-
tations on how to prevent Conflicts
of Interest between the firm and its
customers, or between one custom-
er and another.

that ‘a licenceholder must establish,
implement and maintain an effec-
tive Confilicts of Interest Policy which
must be in writing and appropriate
to its size and organisation and the
nature, scale and complexity of its
business. (4) The Policy must iden-
tify, with reference to the specific
activities of the licenceholder, the
circumstances which constitute or
may give rise to a Conflict of Interest

entailing a material risk of damage
to the interests of one or more of
its clients; and specify procedures
to be followed and measures to be
adopted in order to manage such
conflicts.”
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https://www.iomfsa.im/media/1577/financialadviserssalesandadvisor.pdf
https://www.iomfsa.im/media/1577/financialadviserssalesandadvisor.pdf
https://www.iomfsa.im/media/1577/financialadviserssalesandadvisor.pdf

Question 6.3

Does the firm’s Conduct of Business
Procedure include the maintenance
of a Conflicts of Interest Register?

All firms taking part in the Finan-
cial Advice Thematic confirmed that
their Conduct of Business Proce-
dure includes the maintenance of a
Conflicts of Interest Register.

Rule 8.10(1) states that ‘a licence-
holder must maintain a register of
conflicts of interest’ and provides

further detail regarding the format
of the Register.

The Authority provides a proforma
Register on its website to record
Conflicts of Interest along with a
guidance note.

Question 6.4

Does the firm’s Conduct of Busi-
ness Procedure include the expec-
tations regarding gifts or hospitality
employees may give or receive from
their clients or related parties?

All firms taking part in the Finan-
cial Advice Thematic confirmed that
its Conduct of Business Procedure
include the expectations regarding
gifts or hospitality.

The Authority’s Rule Book guidance
states that licenceholders should set
their own limits and procedures to
demonstrate compliance with Rule
6.9 (Gifts and other benefits) which
should be covered in the internal
Policy. The Authority deems it to be
best practice to establish a register or

other record of gifts received.

During the supplemental informa-
tion phase of the thematic exercise,
it was noted that the recording of
gifts varied firm by firm. The Author-
ity considers it to be best practice
to implement lower limits for gift
recording and reporting to ensure
transparency and integrity within the
firm.

Each firm should have a Gifts Policy
and Procedure that demonstrates
a clear approvals process to ensure
that accepted gifts do not influence
business decisions. Regular training
should be provided to employees of
the firm on the importance of ethical
behaviour.

The Gifts Register should document

the nature of the gift, the giver and
how any potential risks associated to
accepting a gift will be mitigated.

The Gifts Policy, Procedure and Regis-
ter should be reviewed periodically
to ensure they remain effective and
aligned with regulatory require-
ments.

The Authority considers it to be best practice to implement
lower limits for gift recording and reporting to ensure
transparency and integrity within the firm

Question 6.5

Does the firm’s Conduct of Business
Procedure include the expectation
in relation to client records and
documentation?

All firms taking part in the Finan-
cial Advice Thematic confirmed that

their Conduct of Business Procedure
includes the expectation in relation
to client records and documentation.

The Authority’s website provides
a guidance note referencing rules
relating to record keeping and a
breakdown of what is required per
each record keeping rule.

Financial Advice Thematic
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https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
https://www.iomfsa.im/media/1660/proformaconflictsofinterestregi.doc
https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf
https://www.iomfsa.im/media/1720/rule87conflictsofinterestjuly.pdf
https://www.iomfsa.im/media/1519/rulebook2016guidance.pdf
https://www.iomfsa.im/media/1696/824and825recordkeeping.pdf

Question 6.6

Does the firm’s Conduct of Business
Procedure include the expectation
regarding fair treatment of clients
and financial inclusion?

Out of the 20 firms taking part in
the Financial Advice Thematic, 16
of those confirmed they include the
expectation regarding fair treatment
of clients and financial inclusion in
their Conduct of Business Procedure.
2 firms stated ‘No’ due to the small

size of the business and segregation
of duties not being possible and 2
firms stated ‘No’.

Rule 8.3(2)(c) states that ‘the
responsible officers of a licence-
holder must establish and maintain
appropriate internal and opera-
tional controls, systems, policies
and procedures relating to all
aspects of its business to ensure
the fair treatment of clients.”

Question 6.7

Does the firm’s Conduct of Business
Procedure include the expectation
regarding transaction authorisation
and segregation of duties?

All firms taking part in the Finan-
cial Advice Thematic confirmed that
their Conduct of Business Procedure
includes the expectations regarding
fair treatment of clients and financial
inclusion.

It was noted during the supplemen-
tal information phase of the thematic

Rule 8.3 (2) states that ‘the respon-
sible officers of a licenceholder must
establish and maintain appropriate
internal and operational controls,
systems, policies and procedures
relating to all aspects of its business
to ensure (b) appropriate segrega-
tion of key duties and functions.’

that due to the small size of a number
of firms it was difficult to implement
segregation of duties. In these cases,
the Authority considers it to be best
practice to ensure that any material

decisions are recorded along with
an explanation on how any potential
risks are mitigated.

Question 6.8

Does the firm’s Conduct of Business
Procedure include the identification
and management of complaints
where a customer expresses dissat-
isfaction?

All firms taking part in the Finan-
cial Advice Thematic confirmed that
their Conduct of Business Proce-
dure includes the identification and
management of complaints where a
customer expresses dissatisfaction.

For further detail regarding the
identification and management
of complaints firms should refer

Rule 8.32 (1) of the Rule Book
states that ‘a licenceholder must

have documented procedures that
comply with paragraph for dealing
with complaints.’

to Rule 8.32. The Authority also
provides further guidance relat-
ing to complaints and a proforma
complaints register on its website.

It was noted in the supplemental
information phase that although all
firms partaking in the financial advice
thematic have a Policy relating to
the identification and management
of complaints, some procedures

were lacking practical guidance for
employees. It is imperative that both
employees and customers are provid-
ed with clear complaints procedures
to ensure regulatory compliance.

It is imperative that both employees and customers are provided
with clear complaints procedures to ensure regulatory compliance
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https://www.iomfsa.im/media/1519/rulebook2016guidance.pdf
https://www.iomfsa.im/media/1519/rulebook2016guidance.pdf
https://www.iomfsa.im/media/1663/proformacomplaintsregister.doc
https://www.iomfsa.im/media/1663/proformacomplaintsregister.doc

Question 6.9

Have any events occurred (internal
or external) in the last year which
have materially changed the policy
or procedure documents?

17 out of the 20 firms chosen for the
Financial Advice Thematic confirmed
that no internal or external events
occurred in the last year which have
materially changed the Policy or

Procedure documents.

The 3 remaining firms that selected
‘Yes’ provided further information in
a text field to explain that the reason
for a material change in its Policy or
Procedure documents was down to
changes within the business such as
changes in licence permissions or
are currently undergoing a change in
control.

Question 7.1

Does the firm complete suitabili-
ty assessments for all applicable
clients?

19 of the 20 firms chosen for the
Financial Advice Thematic confirmed
that suitability assessments are
completed for all applicable clients.
Only 1 firm stated ‘N/A’ to this ques-
tion as this was not applicable to that
particular firm.

Rule 6.32(2) states that ‘a licence-
holder must ensure that any trans-
action for a client is suitable for
his circumstances (including atti-

tude to risk, time horizon for the
investment, age, state of health
and any vulnerability in terms of
Rule 6.31).”

Further guidance can be found on
the Authority’s website.

Question 7.2

Does the firm complete suitability
assessments at client take on, prior
to conducting new business?

19 of the 20 firms chosen for the
Financial Advice Thematic confirmed
that they complete suitability assess-
ments at client take on, prior to
conducting new business.

As with question 7.1, the 1 firm who
stated ‘N/A’ to this question as it is
not applicable to the firm.

Rule 6.32(1) states ‘a licencehold-
er must ensure that when making
recommendations or exercising
discretion for any client, it has
taken reasonable steps to inform
itself of what is available on the
market and any transaction under-
taken is not unsuitable for the
client; and if the client is a retail
client, that it is positively suitable
for him’ and as such it is a require-
ment that suitability assessments
are undertaken at client take on,
prior to conducting new business.

Question 7.3

Does the firm complete suitability
assessments at client take on, after
conducting new business?

e No-13firms
e Yes—4firms
e N/A-3firms (per7.1-7.2)

Of the firms who answered no or N/A

this is because they review at take
on prior to conducting new business
and then thereafter either:

e On a trigger basis and/or
e During review cycles.

The Authority deems this to be
acceptable as the client file has the
suitability assessment on file from
the take on point.

Financial Advice Thematic
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https://www.iomfsa.im/media/1577/financialadviserssalesandadvisor.pdf

Question 7.4

Does the firm update the suitabili-
ty assessment prior to undertaking
additional business/transactions?

19 of the 20 firms chosen for the
Financial Advice Thematic confirmed
that they update the suitability
assessment prior to undertaking
additional business/transactions.

As with questions 7.1 and 7.3, the 1
firm who stated ‘N/A’ to this ques-
tion provides investment advice to
its own funds and therefore this was
not applicable.

Rule 6.32(1) states ‘@ licence-
holder must ensure that when
making recommendations or exer-
cising discretion for any client,
it has taken reasonable steps to
inform itself of what is available
on the market and any transac-
tion undertaken is not unsuitable
for the client; and if the client is
a retail client, that it is positively
suitable for him’ and as such it is a
requirement for firms to reassess
a clients suitability if additional
business/transactions are under-
taken.

Question 7.5

Does the firm review suitability on a
cyclical basis?

e No-2firms
e Yes—17 firms

e N/a—1firm

The Authority considers it to be best
practice to reassess a client’s suita-
bility for a product during the annual
review to ensure that the product
is still aligned with the clients’ goals
and overall situation, or sooner if a
client is wanting to make any materi-
al changes to their product/take out
a new product.

Question 7.6
What is the review cycle?
e Quarterly—1firm

e Annually — 8 firms — in line with
annual reviews

e Trigger—1firm
e Other—-9 firms
e N/A-1firm (per7.1to7.5)

The firms chose whether to provide

further information in a notes field
on the questionnaire to advise that
reviews are usually done depending
on the client’s needs and expecta-
tions i.e. on a trigger event basis.

This additional voluntary informa-
tion was very useful to the Authority
in order to gain an understanding of
how the firms processes work.

As above for question 7.5, the
Authority considers this to be best
practice in terms of cyclical reviews.

= Vol p—{\J J TVIPROVEMEN TS
METRICS 8o 5 20 saes RESULTS
NUMBERS . A YT ENTTLAL ‘ COACHING

' PROGRESS

dy.

IMPORTANT

INDICATOR

PERFORMANCE

Annually, 8
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Question 8

Does the firm’s suitability assessment include the following:

The client’s investment time horizon
The client’s risk appetite? The client’s investment objectives? and liquidity needs?

The risk profile of other investments
in the client’s portfolio (both with
The client’s age? the firm or other providers)? The client’s health circumstances?

The client’s family situation (marital
status, dependents etc.)? The client’s financial situation? The client’s financial acumen?

Rule 6.30(1) states that ‘a licenceholder must find out Further to this, Rule 6.32 (2) states that ‘a licencehold-
enough about a client’s personal and financial circum- er must ensure that any transaction for a client is suita-
stances, investment objectives, attitude to risk and time ble for his circumstances (including attitude to risk, time
horizons to enable it to act properly for him in investment horizon for the investment, age, state of health and any
matters.’ vulnerability in terms of Rule 6.31.”
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Question 8.10

Does the firm include documented
considerations of rejected invest-
ments as well as those recommend-
ed as most suitable, and the ration-
ale?

From the 20 firms selected for the
Financial Advice Thematic, 16 of
those confirmed they document
considerations of rejected invest-
ments as well as those recommend-
ed as most suitable, and a rationale. 2
firms selected N/A and 2 firms select-

Rule 6.32(3) states that ‘when
advising or exercising discretion for
a client, a licenceholder must main-
tain a copy of all research under-
taken, details of the products it has

considered, including those it has
rejected as well as those recom-
mended as being the most suitable,
and the rationale for the recom-
mendation or decision made.’

ed no. The 2 firms that selected ‘no’
do not provide investment advice to
retail clients.

Question 9.1

Does the firm have any vulnerable
clients?

Out of the 20 firms taking part in
the Financial Advice Thematic, 17 of
those confirmed they have vulner-
able clients, while the remaining 3
selected ‘No’.

As defined in the ‘Financial Advice
— Sales and Advisory Guidance’ and
Rule Book, a vulnerable client may
have one or more of the following
characteristics —

e inexperienced, with little under-
standing of financial matters and
financial planning;

¢ |ower income or little disposable
income.

e significantly impaired health.
e mental impairment or disability.

e reduced or limited life expectan-
cy.

e not fluent in English (includ-
ing where English is not a first
language).

e other factors of a similar nature
that make a person more vulner-
able.

Question 9.3

Does the firm have a separate docu-
mented Vulnerable Client Policy
and/or Procedure?

16 of the 20 firms taking part in the
Financial Advice Thematic confirmed
they have both a Policy and Proce-
dure for Vulnerable Clients. 1 firm
advised that it has a Policy only and
the remaining 3 advised they do not
have a Policy. After further discussion
with the 3 firms that responded no
to this question, it was determined
that 1 does indeed have a Policy and
Procedure for Vulnerable Clients and

Rule 6.31 states that ‘@ licence-
holder must establish and imple-
ment a Policy in relation to the

provision of advice to, or exer-
cise of discretion for, Vulnerable
Clients.’

the final 2 do not provide investment
advice to retail clients.

The Authority considers it to be best
practice for a firm to implement a
Procedure for its staff to follow when
communicating with a Vulnerable
Client during the initial period of
client contact and when reassessing

Yes to
both, 16

a client’s vulnerability throughout
the period of the client’s relationship
with the firm.

It is considered best practice to implement a Procedure to follow when
communicating with a Vulnerable Client during initial contact

Financial Advice Thematic
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Question 9.4

Does the firm record a client’s
vulnerability in the systems e.g. as a
flag or marker for awareness?

Out of the 20 firms selected for the
Financial Advice Thematic, 18 of
those confirmed they have a flag
or marker to highlight a Vulnerable
Client.

Question 9.5

Does the firm inform the client of
their vulnerable status?

12 firms confirmed they advise the
client of their vulnerable status, 6
selected ‘No’ and 2 selected ‘N/A’.
The 2 firms that selected N/A do not
provide investment advice to retail
clients.

Question 9.6

How often is the client’s vulnerable
status reviewed?

Out of the 20 firms taking part in the
Financial Advice Thematic:

e 4 of those review a client’s
vulnerable status annually.

e 6 of those review the status at
a trigger event (for example if a
client is taking out a new prod-
uct).

e 8 of those selected the ‘Other’
option and provided further

The 2 firms that responded ‘No’ do
not provide financial advice to retail
clients.

It is deemed best practice to mark
a clients file with a flag or marker
to highlight their Vulnerable Client
status so that a staff member or
Advisor interacting with the client is
made aware of the client’s vulnera-
bility immediately.

While informing clients of their
vulnerability is not a specific require-
ment of the Authority’s, maintaining
open and transparent communica-
tion with a client is crucial to provid-
ing effective support and advice. It is
down to the firm to decide wheth-
er they feel that it is appropriate to
infirm the client and document their
decision to not tell their client with a
rationale.

information in a text field to
advise they review the client’s
status each time they have
contact with the client.

e 2 firms that selected ‘N/A’ do
not provide investment advice to
retail clients.

The Authority considers it to be best
practice that financial advisors review
the vulnerable status at least annu-
ally or whenever there are trigger
changes in the clients’ circumstanc-
es and document this accordingly in
the clients’ records. Regular reviews
help ensure that the advice provided

Regular reviews
help ensure advice
remains suitable

and client’s needs
are appropriately
met

4

Other, 8

remains suitable and that the client’s
needs are appropriately met.
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Question 9.7

Does the firm record any instances
of when transactions may have to
be refused on the grounds of vulner-
ability?

Out of the 20 firms selected for the
Financial Advice Thematic:

e 8ofthose confirmed that they do
record instances of when trans-
actions may have to be refused
on the grounds of vulnerability.

o 3 firms selected ‘No’.

e 9 selected ‘N/A” and used the
provided text field provided to
advise that they have not had

any instances of having to refuse
a transaction on the grounds
of vulnerability or they do not
provide investment advice to
retail clients.

Rule 6.32(3) states that ‘when
advising or exercising discretion
for a client, a licenceholder must
maintain a copy of all research
undertaken, details of the prod-
ucts it has considered, including
those it has rejected as well as
those recommended as being the
most suitable, and the rationale
for the recommendation or deci-
sion made’ and as such, the advi-

sor should provide a rationale for
the decision to reject an investment
on the grounds of vulnerability.

The Advisor should provide a rationale for the decision to
reject an investment on the grounds of vulnerability

Question 10.1

Has the firm identified any control
failures or weaknesses in the past
12 months?

Out of the 20 firms taking part in
the Financial Advice Thematic, 2 of
those confirmed that they had iden-
tified non-material control failures or
weaknesses in the past 12 months
which are now resolved, although
these had not been reported to the
Authority.

Rule 8.20(2) states that ‘a licence-
holder must notify the Authority
as soon as it becomes aware that
any of the following has occurred,
whether within or outside the
Island — the breakdown of admin-
istrative or control procedures
relevant to any of the licencehold-
er’s business (including break-
downs of computer systems or
other accounting problems result-
ing, or likely to result in, failure to
maintain proper records) or other
material failures or weaknesses in
systems and procedures.’

Question 10.2

Who within the firm identified the
control failures or weaknesses?

The 2 firms that confirmed they
had identified control failures or
weaknesses in the last 12 months

confirmed that they were identified
by both the 1st line and 2nd line.

Both firms have confirmed remedi-
ation of failures/weaknesses found
and have implemented controls to
prevent any reoccurrence.

None
Identified,
18
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3.4 Client Files

Question 11.1

Does the firm conduct a Fact Find for
each client?

Out of the 20 financial advice firms
taking part in the Financial Advice
Thematic, 18 of those conduct a fact-
find for each client. The two that
selected ‘N/A’ on the questionnaire
do not provide investment advice to
retail clients.

Rule 6.30 (2) states that ‘where a
licenceholder is providing invest-
ment advice to a retail client, it
must complete a fact-find which
must be signed by the client.
Completing a fact find ensures

compliance with Rule 6.30(1)
which states ‘a licenceholder must
find out enough about a client’s
personal and financial objectives,
attitude to risk and time horizons
to enable it to act properly for him
in investment matters.

Question 11.2

If yes, is a copy of the fact-find main-
tained on the client file (electronic
and paper)?

Out of the 20 firms taking part in
the Financial Advice Thematic, 18 of
those confirmed that a copy of the
fact-find is held on the client file.
The 2 firms that answered ‘N/A’ do

not provide financial advice to retail
clients.

Rule 6.30(c) states that ‘where a
licenceholder is providing invest-
ment advice to a retail client, it
must retain a copy of the signed
fact-find on the client’s file.”

Question 11.3

Does the firm provide the client
with a signed copy of the fact-find?

Out of the 20 firms taking part in
the Financial Advice Thematic, 16 of
those confirmed that they provide
the client with a signed copy of the
fact-find. Of the remaining 4, 2 of
those selected ‘No’ and 2 of those

selected ‘N/A’ as they do not provide
investment advice to retail clients.

Rule 6.30(b) states that ‘where a
licenceholder is providing invest-
ment advice to a retail client, it
must provide a copy of the signed
fact-find to the client.”

Question 11.4

Except for Execution Only, does the
firm update the client’s file with a
‘Reasons Why Letter’?

Out of the 20 firms taking part in
the Financial Advice Thematic, 18 of
those confirmed that a Reasons Why
Letter is kept within the client file.

The 2 firms that answered ‘N/A’ to
this question do not provide invest-
ment advice to retail clients.

Rule 6.37(3) states that ‘@ copy

of the reasons why letter must be
retained on the client’s file.”

Financial Advice Thematic
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Question 11.5

Except for Execution Only, does the
firm provide the client with a copy
of the ‘Reasons Why Letter’?

Out of the 20 firms taking part in
the Financial Advice Thematic, 18 of
those confirmed that a copy of the
Reasons Why Letter is provided to
the client.

The 2 firms that answered ‘N/A’ to

Rule 6.37(3) states that ‘where a
licenceholder is providing invest-
ment advice, prior to the arrange-
ment of any deals the client must

be provided with a comprehen-
sive ‘Reasons Why Letter’ which
contains a full explanation of the
benefits and risks of any recom-
mendation.”

this question do not provide invest-
ment advice to retail clients.

Question 11.6

If yes, is the ‘Reasons Why Letter’
tailored to the client and jargon
free?

Out of the 20 firms taking part in
the Financial Advice Thematic, 18 of
those confirmed that the ‘Reasons
Why Letter’ is tailored to the client
and jargon free.

Rule 6.37(3) states that ‘The
reasons why letter must be
tailored to the client’s situation;
be in plain, jargon-free English.’

The 2 firms that answered ‘N/A’ to
this question do not provide invest-
ment advice to retail clients.

Question 11.7

For applicable clients, does the
‘Reasons Why Letter’ identify
all costs for proceeding with the
recommendations, including terms
of charges, fees, early surrender
penalties, market value reduction
factors and commissions and remu-
neration?

Out of the 20 firms taking part in
the Financial Advice Thematic, 18
answered ‘Yes’ to this question. The
2 firms that answered ‘No’ to this
question do not provide investment
advice to retail clients.

Rule 6.37(4) states that ‘where
a licenceholder will receive any
commission or other remunera-
tion, payment or benefit howso-
ever arising as a result or the
transaction being undertaken
or service being provided, the
licenceholder must disclose that
sum (or the formula for its calcu-
lation if the amount is unknown,
together with a clear and simple
example of the calculation) to
the client prior to the transaction
being undertaken or service being
provided.’

A

Reasons Why
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Question 11.8

For retail clients, where applicable,
are contract notes, vouchers, and
transaction data made available to
the client?

Rule 6.44(1) states that ‘@ client
agreement with a retail client
should be easy to understand, not
likely to be misunderstood and

not deprive the client of any rights
which he would have had if the
agreement or terms had not existed.
It must include terms relating to the
following matters, so far as applica-

Out of the 20 firms taking part in
the Financial Advice Thematic, 16
answered ‘Yes’ to this question. 2 of
the firms that answered ‘N/A’ to this
question do not provide investment
advice to retail clients.

ble — (f) the client’s right to inspect
copies of contract notes, vouchers
and entries in books or electron-
ic recording media relating to the
clients’ transactions, together with
a statement that such records will
be maintained for 6 years from the
date of the transaction or indefinite-
ly in the case of pension transfers,

pension opt-outs or free-standing
additional voluntary contributions
(see Rule 8.58(4)).”

Question 11.9

If yes, how long is this retained (in
either paper or electronic format)?

The firms participating in the Finan-
cial Advice Thematic used a free text
field to advise how long contract

notes, vouchers, and transaction data
is retained for and all firms confirmed
that these records are retained for 6
years, in line with record retention
rules or indefinitely if the customer
remains active for longer than this
term.

Rule 8.28 states that ‘(1) a licence-
holder must keep and maintain
proper records to show and explain
transactions effected by it on behalf

of its clients. (2) Those records must
be — (d) kept for at least 6 years
after the transaction.’

All firms

confirmed they
held records in
line with record
retention rules

Question 11.10

Does the firm provide a copy of the
Terms of Business to its clients?

Out of the 20 firms taking part in

Rule 6.41(1) states that ‘subject to
paragraph (2) (please refer to the
Rule Book), a licenceholder must
not carry on any regulated activity

for a client unless either (a) it has
entered into a written agreement (a
“client agreement”) with the client,
a copy of which has been signed by
the client, relating to the services

the Financial Advice Thematic, 18
answered ‘Yes’ to this question. The
2 firms that answered ‘No’ and ‘N/A’
do not provide investment advice to
retail clients.

it provides; or (b) it has provided
the client with a written terms of
business, a copy of which has been
signed by the client. Where the
activities are to be undertaken on
an execution only basis, the written
terms of business must specifically
refer to that type of service.’

Financial Advice Thematic
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Question 11.11

If ‘Yes’, is the Terms of Business
provided adapted to the client’s
needs (clients native tongue and
additional needs)?

15 of the 20 firms taking part in the
Financial Advice Thematic answered
‘No’ to this question, with the
remaining 5 confirming the Terms of
Business are adapted to the client’s
needs. The Authority would consid-
er it best practice and in the spirit of
Rule 6.41 to ensure that their clients
fully understand the terms of busi-
ness that they are signing, including
any potential commissions and or
fees being charged. Further, where
there are any additional needs, that
these are documented in the client
file detailing that the terms have
been explained to the client suffi-
ciently prior to them being signed.

Adapting terms of business to meet
clients’ needs can be highly benefi-
cial for several reasons:

1. Customer Satisfaction: Tailoring
terms to better align with clients’
expectations can enhance their
overall satisfaction and loyalty

2. Competitive Advantage: Busi-
nesses that are flexible and
responsive to client needs often
stand out in the market

3. Long-Term Relationships:
Customising terms can help build
stronger, long-term relationships
with clients, fostering trust and
collaboration

However, it’s important to balance
flexibility with maintaining clear and

Rule 6.42 states ‘a licenceholder
must not carry on any regulated
activity for a client unless either
— (a) it has entered into a written
agreement (a “client agreement”)
with the client, a copy of which has
been signed by the client, relating
to the services it provides; or (b)

consistent policies to ensure fairness
and manageability.

it has provided the client with a
written terms of business, a copy
of which has been signed by the
client. Where the activities are to
be undertaken on an execution only
basis, the written terms of business
must specifically refer to that type
of service.’

3.5 CPD Records

Question 12.1

Does the firm have Level 6 qualified
Advisors?

12 of the 20 firms taking part in the
Financial Advice Thematic confirmed
that they have level 6 qualified Advi-
sors working for the firm. A free text
field was used to confirm that 24
Level 6 advisors work across the 12

firms that selected ‘Yes’ to this ques-
tion. As per the Authority’s Training
and Competence Framework where
advice is provided to retail clients an
appropriate RDR level 4 qualification
must be held which is relevant to the
role. Where the role is within a stock-
broker and includes oversight then a
Level 6 (or equivalent) qualification is
required.

Question 12.2

Does the firm require Advisors to
undergo an annual competency
assessment in relation to their role?

13 of the 20 firms taking part in the
Financial Advice Thematic confirmed
an annual competency assessment is
undertaken for its financial Advisors.

The 2 firms that answered ‘N/A’ to
this question do not provide financial
advice to retail clients.

The Authority’s Training and Compe-
tence Framework states that ‘a regu-
lated entity should have appropriate
arrangements in place to ensure that
an employee who has been assessed
as competent remains so.”
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Question 12.3

Does the firm ensure Advisors
complete their required CPD?

19 of the 20 firms taking part in the
Financial Advice Thematic selected
‘Yes’ to this question. It was later
determined that the firm that select-

ed ‘N/A’ does in fact ensure its advi-
sors complete their CPD.

Firms are responsible for monitor-
ing and ensuring that their advisors
complete their required CPD. The
Authority’s CPD guidance provides
further information regarding the
recommended structure of CPD.

Question 12.4

Who within the firm maintains CPD
records?

Out of the 20 firms that were select-
ed to complete the Financial Advice
Thematic:

e 13 of those confirmed the Advi-
sor is responsible for maintaining
their own CPD records

e 6 confirmed that the Advisor’s
CPD records are maintained by
the compliance team

e 1 firm that selected ‘other’ used
a free text field to advise that
the CPD records are maintained
by the firm’s Quality Assurance
team.

The Authority considers it to be
best practice for the responsibility
of maintaining CPD records to fall to
the compliance officer or a designat-
ed training and competence officer
within the firm, to ensure that the
Advisor’s CPD records align with the
requirements of the Training and
Competence Framework.

Compliance, 6

The
Advisor, 13

The Authority considers it to be best practice for the responsibility
of maintaining CPD records to fall to the compliance officer or a
designated training and competence officer within the firm

Question 12.5

Who within the firm is responsible
for the review of CPD records?

Out of the 20 firms selected to take
part in the Financial Advice Themat-
ic the responsibility of reviewing the
CPD records falls to the following:

e Governing Body — 8 firms
e HR-3firms

e Both-3firms

e Neither —6 firms

Out of the 6 that responded ‘Neither’

3 of those firms used the comment
box provided to state that the Head
of Compliance reviews the CPD
records, 2 of those did not provide
an explanation and 1 noted that the
review was the responsibility of the
advisor.

Although it is determined by the
governing body whether the advisor
has undertaken sufficient CPD annu-
ally to be issued with a Statement of
Professional Standing, the Authority
considers it to be best practice for
the firm to review the advisor’s CPD
records.

Governing
Body, 8
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Question 12.6

How often are the CPD records
reviewed?

Out of the 20 firms selected to take
part in the Financial Advice Themat-
ic:

e 13 of those confirmed the CPD
records are reviewed annually.

e 1 of those selected ‘Bi-annually’
and

e 6 selected ‘Other’. In a free text

field, the firms that selected
‘Other’ advised that the CPD
records are reviewed either
monthly, quarterly or half yearly.

The Authority considers it to be best
practice to review the CPD records
at least annually, in line with the
Advisor’s appropriate governing
body membership. A Statement of
Professional Standing is provided by
the governing body annually after
reviewing the advisor’s CPD records.
A statement of professional standing
is required in order to provide invest-

4 In Conclusion

The firms’ interactions and submis-
sions were all made within the requi-
site timeframes and the engagement
with the Authority’s Officers through-
out the thematic was positive and in
the spirit of Rule 8.30 of the Isle of
Man Financial Services Rule Book
2016 - Relations with the Regulator.

On a more general note, the Author-
ity supervises a large and diverse
population of firms and undertakes
supervision and oversight of these
firms through four dedicated super-
visory divisions that work closely
together.

As part of our planning across the
Authority, we have grouped our
supervisory priorities into the four
broad themes of: Countering Finan-
cial Crime; Culture, Governance &
Risk Management; Financial & Oper-
ational Resilience; and Quality of
Supervisory Data.

Going forward, firms in the Portfo-
lio Supervision Division will typically
only be the subject of one Pruden-
tial and Conduct thematic review in
any one year. Where heightened risk
is identified through ongoing super-
vision, one-to-one engagement will
continue including full inspections
where necessary.

- &
7

ment advice to retail clients, as per
Rule 8.5(4).

OVERSIGHT

The Portfolio Supervision Division
oversee a large cohort of Isle of Man
regulated entities who are consid-
ered to be low impact, per the Super-
visory Methodology launched in May
2023. In this publication it details
that impact is a cornerstone of the
Authority’s risk-based Framework for
all non-AML/CFT supervision.

For each licenceholder, the Authority
assessed its “impact” as the degree
of disruption that would be caused
to its consumers, and to the financial
system, the economy and the reputa-
tion of the Isle of Man were it to fail
or carry on its business in an unsafe
manner. In general, the higher the
impact rating is for a licenceholder,
the more intensely it is supervised
i.e. through relationship manage-

ment and Enhanced Supervision.

Since this launch, the Portfolio Divi-
sion have been on a significant
growth journey building out a full
complement of SMEs. We have split
the Division into two sub-teams in
order to manage the large volume of
licenced low impact firms.

This means that whilst there is not
a ‘relationship manager’ per Portfo-
lio firm, or regular meetings, each
licenceholder will instead deal with a
small cohort of dedicated people for
their day-to-day queries, excluding
AML/CFT.

We welcome open dialogue with our
licenceholders at all times on aspects
that arise.
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