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Appointing an appointed representative: checklist

This is a checklist outlining the factors in Chapter 12 of the Supervision manual (SUP 12) in the FCA Handbook, which an authorised firm should take into account when considering whether to appoint an appointed representative. 

Scope of this checklist
Firms considering appointing an appointed representative must take certain factors into account before entering into such an arrangement. This checklist sets out the key issues to consider. It does not apply to the appointment of an introducer appointed representative.

 

Factors to consider

When appointing an appointed representative, the firm must take the following factors into account:

 

• Threshold conditions 

• Solvency 

• Suitability 

• Close links 

• Systems and controls 

• Monitoring and enforcing compliance with regulatory requirements

• Other applicable requirements in SUP 12

 

Threshold conditions
	Will the appointment prevent the directly authorised firm from satisfying and continuing to satisfy the threshold conditions (SUP12.4.2R(1))?

 
	Response


Solvency

	Is the firm solvent (SUP12.4.2R(2)(a))?
	 Response


In assessing whether a prospective appointed representative (AR) is solvent, a firm should determine whether the AR is likely to be adversely influenced by its financial position in the conduct of the business that the firm is responsible for. This might arise, for example, if the AR has cash flow problems and is not able to service its debts. When assessing the financial position, a firm should take the following into account:

 

• Accounts 

• Unusual items/recoverability of debts/goodwill 

• Financial stability/cash flows 

• Income/financial pressures 

• Credit checks/HMRC 

• Forecasts 

The information below is based on the guidance in Annex 1 to SUP 12.

 

Accounts

The firm should:

 

• Consider whether the accounts obtained are appropriate (for example have they been prepared by the AR or an accountant).

• Consider whether the accounts have been prepared on a timely basis. Any concerns should be investigated.

• If relevant, obtain the most recent management accounts to assess whether the appointed representative’s financial position has materially changed since the most recent statutory accounts.

Unusual items/recoverability of debts/goodwill

The firm should:

 

• Fully investigate any unusual items, in particular, any outstanding amounts with directors, partners, connected persons or associates (as defined in the FCA Handbook) and any guarantees.

• Consider:

• whether any amounts due to the appointed representative would be recoverable; and

• whether the appointed representative would be in a position to pay any debts if it were required to do so at short notice.

• Ignore any balance for goodwill as this will normally represent a stream of potential future income that may not be forthcoming if the equity interest in the appointed representative were sold.

Financial stability/cash flows

The firm should critically review the accounts to ensure that the appointed representative is financially stable. The review should take into account the overall position of the appointed representative and its cashflow. The review should also consider the nature of the appointed representative’s assets and whether or not they are liquid and readily available to the appointed representative if required.

 

Income/financial pressures

The firm should:

 

• Assess the overall financial pressures on the appointed representative. Account should be taken of the full range of the appointed representative’s activities (and not just those activities in which the appointed representative will be acting for the firm). Careful consideration should be given to any debts arising out of previous activities within the financial services industry.
• If relevant, review the accounts of any associates where there is a possibility that their performance, or any commitments entered into in respect of them, may affect the financial position of the appointed representative.

• Establish whether the appointed representative’s income is sufficient both to service any debts and to provide an acceptable level of income to the proprietors.

Credit checks/dealing with government bodies

The firm should:

 

• Undertake a credit reference check on the appointed representative itself (in the case of a company), on the partners (in the case of a partnership) or on the individual (in the case of a sole trader).

• Establish whether the appointed representative is up to date in its dealings with HMRC (or any other relevant government body).

Forecasts

If relevant, the firm should obtain a forecast of the appointed representative’s next year’s figures and review it, to ensure that the appointed representative is likely to remain in a satisfactory financial position. This is particularly important where a material change is expected in the appointed representative’s operations, or where the appointed representative has only been recently established and so accounts are not available for the previous three financial years.

 

If the firm decides to appoint the appointed representative, it should keep its actual performance under close review so as to assess whether the forecasts were realistic and to enable any problems to be addressed.

Suitability

	Is the firm suitable to act for the firm as an appointed representative (SUP12.4.2R(2(b))?
	   Response


In assessing whether an appointed representative or prospective appointed representative is otherwise suitable to act for the firm in that capacity, the firm should consider:

 

• Whether the person is fit and proper

• The fitness and propriety (including good character and competence) and financial standing of the controllers, directors, partners, proprietors and managers of the appointed representative. Firms should take into account matters such as civil and criminal proceedings, bankruptcy proceedings, judgment debts, outstanding financial obligations, misconduct in connection with any business activity, dismissals or disqualifications from employment or trade, revocation of any licence or permission or censorship or criticism in respect of activities regulated by the FCA or any other regulatory body, and interests that conflict with the performance of controlled functions.

Assessing fitness and propriety

The information below is based on the guidance in Annex 2 to SUP 12.

 

To assess fitness and propriety, the firm should take reasonable steps to obtain and verify the following:

 

• Basic information about the appointed representative (including name, address, full name of every director, senior manager and controller, accounts for the last three complete financial years.

• Information about the appointed representative’s professional reputation (including disciplinary proceedings, criminal or civil proceedings and insolvency, bankruptcy and winding-up actions).

Close links

	Does the firm have any “close links” that are likely to prevent the firm’s effective supervision (SUP12.4.2R(2)(c))?
	  Response


Systems and controls

	Does the firm have adequate controls over the person’s regulated activities for which it has responsibility (SUP 12.4.2R(3)(a)?
	 Response


Monitoring and enforcing compliance with regulatory requirements

	Does the firm have adequate resources to monitor and enforce compliance by the appointed representative with the relevant requirements applying to the regulated activities for which it is responsible, and with which they are required to comply with under their contract with the firm (SUP 12.4.2R(3)(b))?
	 Response
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