Training and competence

 

Key Messages

· The principal firms should be able to demonstrate that it has rigorous management information (MI) to allow close and continuous supervision and monitoring of the activities of its appointed representatives (ARs).

· The AR must be aware and understand what MI is gathered and that this, along with key performance indicators, is discussed at regular intervals. In July 2007 the FSA published a guide to MI with some case studies to help illustrate the uses and benefits of MI in different sizes of firms.

· The senior management of principal firms should ensure that all the ARs have achieved and are maintaining a level of competence in order to carry out their business. Details of how this is being achieved should be recorded.

· All ARs and the advisers within should be able to demonstrate what training has been completed and that the principal firm is satisfied that its ARs are knowledgeable and competent to sell or arrange the regulated product/activity.

Findings

From the firms visited, we identified a disappointingly high number of firms with poor training and competence procedures in place. Firms had not given due consideration to how they monitor their ARs and assumed that remote monitoring of files is sufficient to ensure their ARs are treating their customers fairly before, during and after a sale.

Firms were found to concentrate on the prescribed documents being on the file without checking to ensure the documents were complete (for example, in fact finds) or that the advice given was suitable (for example, in the demands and needs statement or suitability letter).

Firms were found to have systems in place for monitoring and checking the business written. However, the lack of assessment of competence of the supervisors raised concerns.

Findings for different types of firm

The general insurance sector was found to have the poorest standards of training and competence. Fewer than half adopted a risk-based approach compared to two-thirds of mortgage and investment firms.

In one-third of general Insurance firms, no ongoing competency assessments were carried out and in two-thirds, the supervisors were not assessed. This was only found to be the case in a small number of mortgage and investment firms.

Management information was consistently poor across all three sectors as was the quality of the file checks. 

Examples of good and poor practice

These examples are based on the firms visited during the project, representing the market sectors identified in the introduction. You should consider the relevance of these examples to your own business when reviewing them.

Good Practice 

· One firm used a training matrix which was designed to assess advisers' training needs and was used to risk rate the knowledge and competence of any new AR or individual. The rating they achieve was then used to determine the level of training required.

· A risk-based approach to monitoring the ARs was observed in one firm who considered a number of factors, and did not limited monitoring to volume and type of business written.

· In some firms the reports from compliance or audit visits conducted at an AR would feed into an ongoing development plan. Remedial action was taken where necessary, with an audit trail of the overall process.

· Another firm required its ARs to sit a knowledge test every six months and if the AR failed to attend, then its contract was terminated. 

 Poor Practice 

· Generally there was a poor standard of quality of advice checks carried out on client files by the firms. It was common to see a checklist approach to monitoring, with checks for completeness check as opposed to reviewing how the product had been sold and if it was suitable.

· Some firms were over-reliant on remote monitoring of sales files and a common flaw was incomplete files with pages missing or illegible.

· There were concerns over the level of competence of the supervisors monitoring the ARs. We found instances during the visits of errors found in files previously checked and deemed compliant. There was also no record of remedial action being documented or followed up.

· We found some firms did not apply a risk-based approach to monitoring their ARs and files were selected on an ad hoc basis. In one firm the target was to check 10% of files a year. Little checking was carried out in the first nine months of the year and the majority of checks were made in the last quarter.

· Firms were found to have poor and unreliable systems to record management information. We also found firms with insufficient management information who did not look to spot trends from sales, complaints, claims or business written. Firms either obtained insufficient information or failed to act on the information obtained. This impacted on the ability of the firm to identify training needs of individuals.

· Some firms had failed to formalise a training and competence programme and did not conduct any formalised meetings between supervisors and advisers, observed visits, knowledge tests etc. Some firms did hold meetings but failed to record what was agreed. Some ARs were left to assess their own competence and conduct their own training.

