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This statement is issued by the Financial Supervision Commission (“the Commission”) in accordance with the powers conferred upon it under Section 13(4) of the Financial Services Act 2008.

Why is the Commission issuing this statement?

The Commission is issuing this statement because it has concerns over the sale of higher risk investment products to retail investors. Higher risk investment products are generally unsuitable for retail investors, whether they are sold or held directly or via indirect methods such as within life policies etc.
In relation to investment business, rule 6.30 of the Financial Services Rule Book 2011 places a requirement on licenceholders to ensure that in advising, arranging deals or exercising discretion on behalf of a retail client, the selected investments are positively suitable for that client. In doing so the licenceholder must take into account the client’s personal circumstances including attitude to risk, age and state of health, along with the risk profile of other investments in the client’s portfolio and how, as a whole, these achieve a balanced investment profile meeting the client’s particular needs.   
What are higher risk investment products?

Higher risk investments include unregulated collective investment schemes, qualifying or specialist funds, securities issued by special purpose vehicles, structured investments and traded life policy investments. 
Why is the Commission concerned? 
Supervisory activities undertaken by the Commission have identified occasions when higher risk investments may have been inappropriately sold to retail investors.  The Commission is concerned that the risks associated with higher risk investments are not always adequately understood or explained by the adviser/ investment manager and that, in some cases, the documented assessment by the licenceholder of their suitability for retail investors has been inadequate.  In addition, some retail investors may have been exposed to these investments indirectly i.e. via pensions or insurance bonds, in circumstances where these may not be in their best interests.   
What is the Commission doing?

The Commission has already used its powers in appropriate cases, and will continue to do so. 

The Commission has a range of powers that it may consider using when it is faced with issues such as inappropriate client advice and similar matters. The choice of power will depend upon the particular circumstances of each case, and the severity of the breach of regulatory requirements. The powers available to the Commission are in the process of being improved under the Financial Services (Miscellaneous Amendments) Bill currently progressing through Tynwald. 
Additionally, the Commission is introducing a minimum qualification standard for financial advisers, which is in line with the standards being introduced in the United Kingdom under its Retail Distribution Review. Advisers will also be required to sign up to a relevant professional body’s code of ethics and to demonstrate that they undertake regular and relevant continuous professional development activities to maintain their competence and remain up to date. These measures build upon existing requirements.

The Commission has published a variety of guidance for advisers on sales practices, including conduct of business step-by-step guidance and recent pensions guidance.  It has also published a number of Frequently Asked Questions on its website for investors. Further guidance and information for advisers and investors will be published as appropriate.

The Commission is considering the need for more detailed requirements relating to investment advice to retail clients (including possible enhanced suitability requirements) in its next review of its Financial Services Rule Book which will take place in 2013.  It is also proposing to introduce a wider range of civil penalties which will enable it to issue a penalty for matters including breaches of suitability rules.  Both of these initiatives will be consulted on in due course.
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This statement concerns the provision of advice, 


arrangement of a deal, or exercise of discretion in relation to 


higher risk investments for retail investors. 
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