The Chartered Institute of Bankers in Scotland Q000

The Certificate & Diploma in
Financial Services

Sales and
Service

Revision Notes

May 2007



No part of this publication may be reproduced, stored in a retrieval system or
transmitted in any form or by any means i electronic, electrostatic, magnetic
tape, mechanical, photocopying, recording or otherwise, without permission in
writing from the Chartered Institute of Bankers in Scotland (CIOBS). For

enquiries regarding reproduction, please contact:

The Chartered Institute of Bankers in Scotland, Drumsheugh House, 38b Drumsheugh Gardens, Edinburgh, EH3 7SW
Telephone: 0131 473 7777 Email: info@ciobs.org.uk Web: www.ciobs.org.uk

Charitable Body: The Chartered Institute of Bankers in Scotland (CIOBS) ¢ Reg No.: SC013927

Need help?

Distance learning can sometimes be challenging, but if you need study support, please
feel free to contact us as follows:

o support@ciobsacademy.org.uk

( 0845 270 8833

The CIOBS has taken all reasonable measures to ensure the accuracy of the
information contained in this publication and cannot accept responsibility or liability
for errors or omissions from any information given or for any consequences arising.

Please note that these notes are designed to be used in conjunction with the main
textbook issued by the CIOBS. It is not recommended, therefore, that they be
used as a Ostand aloned method of study

Copyright © The Chartered Institute of Bankers in Scotland 2007



Page 4

Page 7

Page 12

Page 18

Page 21

Page 33

Page 40

Page 48

Chapter 1

Chapter 2

Chapter 3

Chapter 4

Chapter 5

Chapter 6

Chapter 7

Chapter 8

Index

Sales and Service in Financial Services
Customer Service

The Selling Process

Telephone Selling

Product Knowledge

The Competitive Environment
Marketing

Legislation and Regulation



1 Sales and Service In
Financial Services

Selling is Part of the Culture

1 Selling is part of the culture in all financial services providers 1 previously banks
reactively sold to customers
1 To remain profitable, providers must increase sales penetration of existing
customers and increase their customer base
TSelling is part and parcel. of an individu

Why do we Need to Sell?

U In a market economy, nothing happens if no products or services are sold
U Ifaproviderdoesnotmeetac ust omer 6s needs by selling t
them, the customer will go to a competitor

U The benefits of selling for the customer are:

(a) Their financial needs are met if they are sold the right products at the right
time

(b) If the organisation finds out about their needs, the customer will feel that there
is an interest being shown in them and will feel more satisfied

(c) They will have financial peace of mind.

U The benefits of selling for the company are:

1. Increased sales means increased profitability T in turn, this means increased
shareholder wealth via higher share prices and higher dividends

The level of customer satisfaction will increase

As customers take more products, customer retention should increase

With more satisfied customers, more referrals should occur increasing the
customer base.

hown

U The benefits of selling for the staff are:

- Good sales performances should equate to good performance appraisals
- With improved job performance comes improved career prospects
- Increased job satisfaction

- Successful selling means more self-confidence and motivation leading to more
sales.

The first things that should be sold are yourself and the company

U Customers must be told your name, your position within the company and what
experience you have

U New customers should also be advised of the company name and any other

relevant information, e.g. other companies within the same group.

:



Are Salespeople Born or are they Trained?

9 Successful salespeople have invested time and effort in learning processes and
techniques of selling i they also have detailed product / service knowledge
1 Some of the reasons why a sale may not be made include:

(a) The wrong product is being sold
(b) Itisthe wrong time to attempt a sale, e.g. the customer has just waited an hour
in the queue
(c) The customer was not being listened to
(d) The product was not properly explained
() Not dealing with a customerdds objection:

1 Good salespeople listen far more than they talk
1 Listening allows us to identify customer needs i we can then tailor our
communication to meet those needs

Buying not Selling

U People prefer to feel that they have bought i it makes them feel they are in control

0 The sal es peuncowenthé aistomendbeeeds and let them see that the
product fits their needs

The Long Term Relationship

1 Long term relationships with customers allow more sales to be made to the

customerii t al so assists the-sdwpt sheompdas It pr
1 Customers feel more confident in recommending the organisation to family,
friends, etc.

{1 Staff who are successful in relationship-selling:
Engage with the Customer

- A customer who is fully engaged in the buying process is more likely to feel in
control and to buy

Question and Listen

- Customers should not be told what they need

- The right questions must be asked T this involves the customer and uncovers
their financial needs

Solve Problems

- Unsatisfied financial needs are problems for the customer i these should be
solved with the company products



Show Empathy

- The interviewer must understand how the customer feels
- By showing we see things from the cust ol
relationship with them

Give Excellent Service

- Excellent service must be provided 1 dissatisfied customers are unlikely to
buy

- Customer complaints should be viewed positively i most unhappy customers
cannot be bothered complaining, but instead complain to family, friends, etc.

- Complaints allow the organisation to do something about the problem

- A complaint well-handled, leads to greater customer satisfaction 1 it can also
lead to a sales opportunity

Under-Promise / Over-Deliver

- Exceeding customer expectations increases satisfaction levels and deepens
relationships

- Managing customer expectations can greatly affect their perception of the
service provided



2 Customer Service

U Excellent customer service is the foundation upon which sales are built
U Customers make decisions on their past experiences and the perceptions of the
organisation

What is Customer Service?

1 A working definition of customer service would cover:

(@ Providing those products and services t|
(b) Giving the customer what they want, when they want it
(c) Providing constant and ongoing backup to customers.

1 As many financial products are similar, it is the staff and service levels that
differentiate financial services organisations
1 Good customer service is important as:

It helps to make sales targets achievable

Satisfied and happy customers make dealings with them much more enjoyable

It is quicker and easier to deal with a satisfied customer

Satisfied customers are a good source of referral business

Satisfied customers retain their business with that company i it can cost four

or five times as much to atdgetfudheet a new
business from an existing customer

agkrownE

1 Poor customer service could include miserable looking staff, untidy premises,
long queues, rude staff, poor sales techniques, etc.

Queue Management

N Cr
U Customers need to wait in queues in branches and when calling St"';-/z ;ﬁ‘( :
call / contact centres N2 )
U Staff should apologise to customers who have to wait in a queue M_‘ N ‘L:\_s

U To reduce queuing:

(a) Staff who normally work in the back office should serve at the counter

(b)) A staff member could O6wal k teleteseequeueod,
if they really need to wait in the queue for that specific transaction

(c) Educate customers re ATM, internet banking facilities, etc.



Greeting the Customer [/ Smile

1 Customer like to feel that the person dealing with them actually wants to do so T a
genuine smile when greeting the customer helps to achieve this

1 Total communication (100%) comprises:

How a person looks 55%

How a person sounds  38%

What a person says 7%

T Using the cus taladimeeduringa comarsateon psrenalises a
transaction for a customer T it is most effectively used at the start and finish of the
conversation

Treating the Customer Courteously
Appear Attentive

U Staff should show they are listening to what is being said i this can be achieved by
summarising what the customer has said

U Maintaining eye contact

U Nodding as the customer is speaking is an encouraging non-verbal sign to the
customer

Give the Customer Your Name

1 Staff should identify themselves to the customer
1 This should be done early in the conversation, especially in telephone calls

1 Itis useful to repeat your own name, making it easier for the customer to
remember it

Donét Chat to Colleagues Unnecessar:i

U When a staff member chats to a colleague, this is infuriating for the customer

U If interrupted by a colleague, the staff member should apologise to and deal with
the interruption as soon as possible

U If the staff member must leave the customer to deal with their enquiry, the
customer should be advised of this and be given an idea of the time it will take

y



U During a telephone conversation, if research requires to be undertake, the customer
should be advised and have the option of a call-back

U Where research takes longer than expected, the customer should be advised of its
progress and the reason for the delay

Ask the Customer if there is Anything Else You can Help them with Today
1 This shows concern for the customers needs and a willingness to help them
Thank the Customer at the End of the Transaction

U Customers should be thanked before they leave the office or at the end of the call T
this must be done in a genuine manner

Providing Privacy and Confidentiality to the Customer

Customer information must be kept confidential

Prior to giving out account infoormat i on at the counter, the ¢
should be checked 7 the balance should be written on a slip of paper and handed

across

1 Ininterview situations, customers should be taken into a private room i this

ensures confidentiality and puts the customers at ease

Confidential data must not be left in view of the public

Customers affairs must not be discussed outwith the officeit he banker s duty
confidentiality

1
T
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Image and Presentation of the Organisation

U The condition, tidiness and cleanlinessofan or gani sati ondés premi se
and lasting impression on customers

External Environment

1 The outside of the office must be clean with no graffiti 7 lit signs should be
working

Internal Environment

Publicity material must be current and smartly presented

The office should be well lit with all light bulbs working

Customer stationery must be adequate and neatly displayed

Signage must be clear

Clocks / calendars must be accurate

ATMs and other machinery must be kept clean

The customer area must be kept clean and tidy and should be checked throughout
the day

U Desks should be kept tidy, with excess papers / files kept out of sight

[ et ent BN ent i et et enH i et



Telephone Technique

T
T

T
T

Calls must be answered quickly
Customers must be greeted with a good morning / afternoon and given the
company and staff member ds name

At the end of the call, the customer should be asked if they require any further help
When transferring a call, the customer should have this explained and be given the

name of the other staff member 1 the other staff member should be given the
relevant customer details

Handling Complaints Effectively

i

i

c:

.

Complaints can be seen as the customer giving the organisation the opportunity to

make amends

Staff should come across as understanding, empathetic, patient, polite and willing

to help

Staff should remain calm and not lose their temper i they should match the
customer6s energy but not their
The customer must allowed to talk in the early stages

Staff should use the cust omeeacdtsct,
nodding, taking notes, etc.

Open questions should be used to gather information

anger

name

Staff should summarise the discussions i this demonstrates that the customer has

been listened to and provides an opportunity to ensure that the facts are correct
Staff should use open body language 7 not defensive, e.g. arms crossed, etc.
Staff should be assertive and communicate positively

How staff come across to the customer depends on the behaviours shown

Staff should not take the complaint personally or blame colleagues / the
organisation but should take ownership of the complaint

Dealing with Complaints

1.

= =4 =4 -4

N

Empathise with the Customer

Is where the staff member shows the customer that they understand how they feel

The complaint should be dealt with in a private interview area
Staff should avoid small talk
Phrases such as nl under st and.

Get all the Relevant Facts
Allow the customer to talk and listen carefully

Use questioning and active listening techniques and summarise so customers
confirm your understanding

10
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. Work to a Solution

If further information is required from other parts of the organisation, the customer
must be advised and be given a firm timescale for further contact

If the original timescale cannot be met, the customer must be updated and be
advised of the new timescale for resolution

Ask the customer what they want, e.g. apology, compensation, etc.

Explain the company position, e.g. complaints procedure, charges refund
authorities, etc. T provide timescales for any further contact as required

Provide alternative solutions if appropriate

Verify that the Customer is Happy with the Outcome

Ensure that the customer knows what will happen next and that they are happy
with the proposed action

If the situation remains unresolved, it may be necessary to revert to the empathy
stage again

The Financial Ombudsman Service

= =4 =

= =

Was set up by the Financial Services and Markets Act 2000 to investigate

unresolved customer complaints

Complaints should have firstly been investigated at a senior level within the firm

Deals with personal customers and businesses which have a turnover of under £1m

Only compl aints where the firm has issued
manager, or where 8 weeks have passed without such a letter being issued can be

investigated

The service is freeto customersit he f i rm must pay the Ombud:
any award made in the customerodés favour
The maximum award is up to £100,000

Organisations within the Service include banks, building societies, friendly

societies, credit unions, investment firms, stockbrokers, mortgage firms and unit

trust companies, etc.

Products covered include banking services, credit cards, endowment policies,

financial advice, life assurance, stocks and shares, personal pensions and

mortgages

Where the Ombudsman decides a firm has acted wrongly, the firm are advised on

how to correct the position i if the customer accepts the position, this is binding on

the firm

Where the Ombudsman can deal with a complaint informally, this is called

conciliation 1 if this is not possible, a formal approach is taken and an adjudicator

fully investigates the complaint

The Ombudsman helps firms in o0compl aints

11



3 The Selling Process

The Stages of the Selling Process

1.

c:

= =

= =

Pre-Sales Preparation

Is an integral part of the selling process
Customers should have infor mat
inform / confirm that pre-preparation was completed

i on

Information which can be gathered pre-interview includes personal information,
existing products, previous cross-selling results and cross-selling opportunities
Gives the salesperson an idea of the sales support material required during the

interview

Allows a picture of the customer to be gained and an impression of the potential
products required T it is unsafe to assume what they require at this stage however

. The Introduction

The aim is to build a rapport with the customeri 6 peopl e buy

The salesperson should:

(a) Greet the customer by name, use eye contact and smile
(b) Shake hands and give the customer their name

(c) Guide the customer to the interview area

(d) Maintain an open body posture

(e) Chati unless the customer does not usually like to do this
(F) Offer tea/ coffee.

At this stage, the salesperson should be selling themselves, not a product

Communication is a two-way process i there must be feedback

We communicate verbally and non-verbally T the latter accounts for two thirds of

total communication
The use of open questions is vital as they gather information and cannot be

answered with a istthreayi gohetg ifiny ewsi 6t ho rii wihnoooo,

Awher eo, Awheno or Ahowo
Open questions allow the customer to tell you about their needs and wants

After a question is asked, the salesperson should keep quiet and allow the customer

to reply
Silence can be used to get the customer to expand on what they have said

12
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A new customer may have to be 6sol dé t
customer about the company itself, the markets it operates in, company structure
and local representation
. Explore and Listen
Only by questioning the customer and listening to the answers can a salesperson
decide if there is a suitable product to satisfy their financial needs
Communi cation can be described as nThe
information by speech, wr i t i ng, or signso (Anderson

peopl ed

he

i w
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c:

c:

Closed questions (the customer can answer
to confirm answers T they can be used to overcome objections or to close a sale,

but have little use at this stage

Having asked the questions, the salesperson mustnow 6 a c t listere | y 6

Non-verbal communication is important and can be:

- By body movement i leaning slightly forward is positive, whilst crossing arms
/ legs are negative signs

- Facial expression i should match the message being conveyed

- Eyesi eye contact should be maintained

- Gestures i open hand gestures indicate confidence and trustworthiness

- Voice T the tone should match the words being said.

Thecus t o me r @nay besoeneapparent during the conversation or they may
remain 6hiddené

. Identify and Agree Needs with the Customer

This stage provides the link between information gathering and the introduction of
possible product solutions

The financial needs should be identified by the salesperson and explained to the
customer 1 the customer should confirm that they have these needs

If the customer sees and agrees the needs, it is easier to gain commitment and close
the sale

If the customer disagrees with the needs outlined, the salesperson must identify
why and continue the conversation until t
. Introduce Product(s) to Meet Needs

Successful sellers only mention those aspects of the product which are of interest
to the customer

The salesperson should link the product to the specific financial needs and talk
about the product benefits rather than features

A feature is what the product provides to the customer, e.g. fixed monthly

payments
A benefit is what a particular feature can do for the customer to meet their needs,
e.g. the customer can more easily budget

so wonodét pay charges

Customers must be abilWl IsFeM (WHWhaattddss ilnn iltt fF
Selling benefits means that each customer conversation can be personalised, e.g.

they do not especially want a mortgage, they want to buy their own home

The relevant features of the product must
statements are provided which means that you can keep track of your spending

andsoyou wi | | not be overdrawn and have to
OPainting pictureso6é in the customerds min
sales

Leaflets can be used to confirm what is being said 1T these can be personalised
Quote illustrations can also be effective visual aids

13
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. Overcoming Objections

Objections can occur at any stage of the sales process and are negative comments
about the product / service which become a reason not to buy if not dealt with
properly

An objection should be viewed positively T it is a sales aid, as:

(a) Itis asignal of interest from the customer

(b) In answering the objection, the salesperson is dealing with an area of specific
interest to the customer i if the fear is allayed, a sale may follow

(c) They allow the salesperson to move swiftly to a sale close.

Objections should never be taken personally i it is the product that is being
objected to
Objections can occur due to:

- The customer not having listened to what was said earlier

- The customer may have misunderstood what was said

- 1t being a O60true objectionlmitng . e. the c!
factor of the product i the salesperson can then explain that this is
compensated by other agreed benefits but may have to choose another product

A

that better suits the customero6s needs.
When dealing with an objection, the salesperson should:

(a) Let the customer finish talking
(b) Show the customer that they are interested in the objection
(c) Take their time in replying 1 this shows that the objection is being considered.

A real objection is a genuine objection, which when overcome, will clear up the

matter for the customer

A hidden objection is where the customer does not want to reveal their real

objection and presents another objectiontoavoi d buying, e.g. A | d
colouro (the real reason may be the high
The salesperson must identify and resolve the real objection if a sale is to be made

The model for overcoming objections is: Empathise T Ask Questions i Overcome

Objection 1 Verify That The Customer Is Happy i Objection Closed Off

Empathise

Uu understan

- Showing the customer that vyo
this....0o and

h
understand that you think
way. .. .o0
- Demonstrates thatthesale s per son sees things from the
though not actually agreeing with the point made
- Shows confidence in the product and that the objection can be overcome
- Shows that the salesperson is on the cu:

14



Ask Questions

- Open questions should be asked to ascertain the a clear description of the
problem

- The problem should then be summarisedit hi s confirms Oacti ve

gives the salesperson time to think and takes the heat out of the situation

- Theobjectioncanthenb e tested, e..g.... willyoub¢ can show

happy to proceed?o0
- If the customer is still unhappy, there is a hidden objection which must be
identified
- Closed questions can be used to test t

Overcome Objection

h
wouldyou be happy to open the account today

- Any misunderstandings on the customer s

- Any productd |imitationsd can be overcol

- The o6Cauti onary T adnseqgdencesafithe cosomeunste d , i
taking the product

- The Lowest Common Denominator, i.e. breaking the cost of the service /
product down to the cost per month / week / day

Verify That The Customer Is Happy

- The customer should be asked if they are happy with the response given

- If unhappy, the reason must be ascertained and the objection resolution model
restarted

- If happy, the objection has been closed off

. Closing the Sale

If the sales process (parts 1 -6) is used, the customer knows they have an
unsatisfied financial need
1 If the sale is not closed, the customer may go to a competitor
1 The sales should be closed at the top of
customerb6s interest in the product is at
1 Customers display involuntaryorvol unt ary Obuying signal so
Il nvoluntary O6ébuying signal sb6 arvebalwher e t
communication, e.g. nodding, sitting further forward, etc.
1 Vol untary O6buying signalsé are more obvi
the product
1 The closing techniques which can be employed are:

(a) Ask for the Business
- The business is simply asked for

- Eye contact must be maintained and the salesperson should be quiet allowing
the customer to respond

15

(¢

h

(O



(b) The Either / Or Close

- The customer is given a choice, including closing
- An example is AiWould you Ili ke a monthly

(c) The Assumptive Close

- Assumes the customer will buy without being asked formally

- Can be effective if completing documentation 7 if they sign when asked, the
sale is closed

- Can be used via the telephone T when the information is given, including
repayment figures, the salesperson could explain that they will now post it out
for signature

(d) The Cautionary Tale

- The downside of not taking the product is emphasised to the customer

(e) Close on an Objection

- Intesting an objection, asale canbeclosed,e . g. Al f | can

you be happyi ft ot lpeg ocleetd®mer says
the business

show .
Afyeso,

HThe AYesd Cl ose

- Uses closed questions to get the customer to agree on a number of aspects of
the product
- The customer is then asked for their agreement to proceed.

(9) Narrowing the Options Close

- Where the customer has been given several solutions, some are removed thus
making the decision-making easier for the customer

0 Customersmay want to figo away and think about
proceed 1 this may be genuine request or it could be because the salesperson has
not fully explained the benefits

U The salesperson should retain control and agree a timescale for further contact i
thereafter, if the customer does not want to buy, the salesperson can:

- Use the objection resolution model to overcome the resistance
- Offer an alternative product

A

- Acceptthecustomer 6 s deci si on.

16



8. Asking for Referrals

T

T
T

©

The salesperson asks a satisfied customer for the names of other people who could
benefit from the service / product

A

l ink with this é6leadd is formed, making

The way in which the referral is to be contacted must be established, i.e. does the
customer position the approach with the person or can the salesperson make direct
contact

. After Sales Service

Major product / service buyerso f t en hav e Oibthethaightthet r e mor se 6
perhaps they made the wrong choice

Reassuring customers can be achieving by making contact post-sale to ensure that

everything went to plan, e.g. credit card arrived on time

The contact can also be personalised, e.g. what type of car was bought with

personal loan?

This type of contact allows the salesperson to:

Demonstrate excellent customer service
Identify and resolve any problems
Cement the relationship, including enhancing future sales, by showing interest.

17



4 Telephone Selling

1 The telephone is used as a sales aid in order to gain new customers and to -
retain existing customers

9 It is cheaper to retain existing customers than to attract new ones

1 The additional costs connected to winning new customers include, advertising,
promotional material, mailings and face-to-face meetings 1 these can be reduced
by telephone selling

1 When developing the existing the customer base, the firm must take the initiative
as:

1. Customer needs are always changing T competitors may step in to satisfy new
needs
2. If no contact is made, the customer may feel aggrieved.

9 Telephone selling can create a negative image due to:

(a) The perception that it is an invasion of privacy

(b) The call may be at an inconvenient time T this is compounded if the
salesperson continues with the call

(c) Aggressive sales technigques being used to bully the customer into buying

(d) Selling a product when it is not required

e)Using 6underhanddé techniqgues to get to
a personal call

(F) The salesperson saying it is not a sales call, when it actually is one.

9 The advantages of telephone selling are:

It makes it easier for the customer to buy i queries can be answered personally
Overall sales performance and profits can be increased

It can help the salesperson to achieve their targets

It can speed up the buying process

It is a cheaper way to sell

It can help establish and deepen customer relationships

I't can increase the customerds knowl edg:
Customer needs can be identified and the right products offered to meet them
The identification and resolution of any problems the customer has

10 The efficient use of sales time, i.e. no travelling time

11. It is easy for the customer, i.e. no travel

CoNR~ LN E

The tone of voice is critical during the call

How the person sounds accounts for 83% of the telephone communication i only
17% is attributed to what is actually said

9 Telephone selling must be planned re who is called, when they are called and how
the call is conducted

= =
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How to Approach the Telephone Selling Call

i

i

The salesperson must have a positive mental attitude, believing that the call
outcome will be successful T a lack of self-belief may cause hesitancy
Telephone success rates are lower than face-to-face i telephone sellers must be
very resilient

Each call must have an objective, e.g. gain a new lead, agree an appointment or to

promote (sell) a specific product
The salesperson must | ook at the
whatoés in it for them

S

An enthusiastic approach is required, this being especially true if making a number

of similar calls i each similar call is to a different customer and needs a fresh,
enthusiastic delivery
During a call, the salesperson must:

(a) Be clear

(b) Be well-paced

(c) Use the right questions and actively listen to the customer

(d) Pause at the right times, allowing the customer to think over what was said
(e) Provide only sufficient information to meet the objective of the call.

The Structure of the Call

i

i

Prior to a call being made, the customer records must be checked to ensure they
have not opted out of telephone selling approaches
At the start of the call, the identity of the customer must be established T are they

tuat.i

the decision-ma k er or si mply a 6gatekeeeper o, e.

The salesperson should introduce themselves (twice is a good idea) and their
company

The purpose of the call should be outlined and the customer must give permission
for the call to proceed 1 if they do not wish this type of call, this must be recorded

The salesperson should ensure that the timing of the call is convenient

The customer must be motivated to continue the call i the salesperson must sound

enthusiastic and genuine

The benefits of the product / service should be explained to the customer i it may

helpful to explain that these benefits have assisted many other customers
After outlining the benefit, the
If the customer advises that they do not have time to enter into a discussion, they

(0]

cust omer

should be asked to nominate a more suitable time i this establishes if the objection

is real or hidden

If there is a hidden objection, this should be established if possible

Some sellers prepare a script for the early part of the call as it may be similar for
most customers

If permission to proceed is granted, the various sales tools / techniques are used
A sales call can be used to demonstrate excellent customer service by:

- ldentifying and resolving problems

- Chatting to the customer about the service they receive
- Being aware of any cross-selling opportunities

- Creating a positive impression of the company.

19



U In order to ensure that the customer has a favourable impression of the call, the
salesperson should:

1. Tell the customer what they will do as a result of the call
2. Thank the customer for their business
3. Agree atime / date for any follow-up call.

20



5 Product Knowledge

Current Accounts

1 The most popular account type and also called a money transmission account

1 Many employees use this account to pay in their salaries 7 they can withdraw via
cheques, standing order, direct debit, switch card or an ATM

1 Are often free to run provided they are kept in credit

1 Service charges, if applicable, are charged on each transaction going through an
account T cheque charges are usually higher than automated payment charges, e.g.
direct debits

1 Most organisations pay interest on any credit balance i this is usually at a low rate

1 Some accounts may have additional features for a fixed fee, e.g. free travel
insurance, interest-free overdraft, etc.

1 Monthly statements are usually provided

Standing Orders (S/Os) & Direct Debits (D/Ds)

U Allow regular, automated payments from the account

U For S/Os, the bank initiates fixed payments and remits the fixed amount to the
beneficiary

U For D/Ds, the beneficiaryd s  Ibequestk payment (amounts may be variable and
the date may be unspecified) from the bank

U An indemnity scheme is available, allowing customers to receive a full refund in
the event of a dispute with a D/D payment

U Although D/D amounts and dates may be changed by the beneficiary, the payer
must be advised of any forthcoming amendments

Basic Accounts

1 Are normally operated by plastic card

1 No overdraft facilities are permitted

1 Money transmission facilities may be available to facilitate regular payments
1 Automated credits may also be received

Overdrafts

U Are negative balances on current accounts

U Can be either authorised or unauthorised

U Lenders charge customers interest on overdrawn balances and arrangement fees for
setting up agreed facilities

U Interest is variable, is linked to the bank base rate and is charged daily on the
overdrawn balance

U Interest rates are agreed in advance for authorised overdrafts T these attract a lower
interest rate than unauthorised borrowings

U Arrangement fees cover the administration of setting up the facility, e.g. interview,
documentation, etc.
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U Are intended for short-term finance i the account should swing into credit from
time to time

Deposit / Savings Accounts

c:

i

i

Are designed to hold medium / long term surpluses of customer funds
May be operated by plastic card or a passbook

Are less volatile accounts for financial institutions to administer T this is important
for organisations when deciding how much of total deposits can be lent
Credit interest is paid on balances i this may be monthly, quarterly, six monthly or
annually and can be paid into a nominated account

The interest paid will be well below the Bank of England base rate
The rate payable depends on the balance and the account terms and conditions, e.g.

the higher the account balance, the higher the rate of interest paid and an account

with a £10,000 minimum balance pays more than one with a £1 minimum
Accounts requiring no notice of withdrawal pay a lower rate of interest than one
requiring say 7, 30 or 90 days i these restrictions again reduce volatility from the
organi sationds viewpoint

Interest is paid net of tax T basic rate taxpayers have no further liability, whilst
lower rate and non-taxpayers can reclaim any overpayment

Non-taxpayers can register to have their interest paid gross

Investment Accounts

1 Pay more attractive rates and are aimed at the regular saver
1 Customers may commit themselves to regular, monthly deposits
1 May be also be lump sum deposits invested for a fixed term, e.g. 2 years

Individual Savings Accounts (ISAS)

U Are tax free savings plan

U Replaced Personal Equity Plans and Tax Exempt Special Savings Accounts in
April 1999

U The basics of these accounts are:

(a)
(b)
(c)
(d)
(e)
(f)
9)
(h)

(i)

ISAs can hold cash, stocks and shares and life assurance in a one-stop account

They are exempt from income tax and capital gains tax
The overall annual limit is £7,000 (2005/06) i this falls to £5,000 thereafter
Savers may invest £7,000 in a Maxi ISA or in three separate Mini ISAs

Mini ISA limits are Cash £3,000, Life Assurance £1,000 and Equities £3,000

There i s no mini mum -indpsriedst me n t
Withdrawals are available on demand without loss of any tax benefits

peri od

Once a saver has paid in the maximum deposit, no more can be added even if

amounts have also been withdrawn
Investors must be ordinarily resident in the UK and must be at least aged 18.
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Loan Accounts

1 Are also called designated accounts and are expressly for lending money
1 The initial transaction is a withdrawal creating the debt, with normally monthly
repayments making the required repayments

Personal Loans

Are used to purchase major assets, e.g. cars, home improvements, etc.

Applications are normally assessed via credit scoring

If agreed, an agreement form is drawn up, with both customer and lender signing

The | oan is then issued, wusually being pa

with a monthly standing order set up to make repayments

U Interest is calculated at a flat rate over the life of the loan with the total interest
added to the capital amount borrowed

U The true interest rate, the annual percentage rate, must be advised to the customer

U Lenders encourage customers to take out payment protection insurance to protect
them against long term illness, redundancy or death

U Some personal loans allow customers to increase their monthly repayments or one-

off lump sum repayments

c-CcCCcCC:

Revolving Credit Accounts

Allows the customer to draw up to a set limit

The credit limit depends upon the agreed monthly repayment amount, e.g. a £150
monthly repayment may mean a limit of thirty times that amount, i.e. £4,500

The application process is similar to personal loans

Monthly repayments are usually by standing order

Interest is charged on a daily basis and is debited to the account from time to time
Lenders encourage customers to take out payment protection insurance as above

= =4

il
il
il
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House Purchase Loans

Are normally called mortgages and are offered by banks and building societies
Are granted for between 15 - 25 years

Security is taken over the purchased property

Loans can be paid off by making regular payments covering capital and
interest or paying interest only, with a lump sum made at the term end to repay
the capital

cC.CcCCcCC

Capital and Interest Loans

1 Borrowers make regular repayments which include both capital and interest

1 At the end of the term, the loan is fully repaid

1 In the early part of the loan, interest makes up the largest element of the total
repayment

9 Lenders expect customers to take out a mortgage protection policy to repay the
loan should they die during the loan period i the initial sum assured equates to the
mortgage amount and reduces in line with the outstanding balance, with no
benefits paid if the insured survives the term
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9 The benefits of this loan type are:

They are easy to understand

The total repayment may be less than an interest only loan
One-off payments may be made to reduce the balance
The loan will be repaid if all repayments are made

1 Monthly repayments rise and fall in with base rate changes
Interest Only Loans

U No capital repayments are made during the loan term T monthly repayments only

cover the accrued interest

Monthly repayments rise and fall in with base rate changes

U Borrowers are responsible for ensuring that they have sufficient savings to repay
the capital at the end of the loan term

U Repayment vehicles, e.g. endowment policies, personal pension plans and ISAs are
often used to amass the required capital to repay the loan i none of these vehicles
provide a guarantee to fully repay the mortgage loan

U Many endowment policies have failed to meet their expected maturity values 1
policyholders have been advised that they can:

c:

1. Increase their premiums

2. Set aside additional funds to meet the shortfall

3. Extend the loan term and / or savings plan

4. Convert the shortfall amount to a capital and interest basis.

ISA Home Loans

1 May be attractive as a repayment vehicle due to the tax advantages
9 The term of ISAs is not guaranteed and they may be removed or replaced by
another product, leaving borrowers with no repayment vehicle

Personal Pension Home Loans

U Can be used by the self employed or those not in an occupational (company)
pension scheme

U Policyholders can withdraw up to 25% of the fund value as a tax free lump sum
when they retire T this may be sufficient to repay the capital

U The lump sum can be withdrawn anytime between the ages of 50 and 75

U Disadvantages of this repayment method are:

(a) The final fund value is not guaranteed 1 there may be insufficient to repay the
loan

(b) It may be an expensive method of repayment

(c) If the person moves job or joins an occupational pension scheme, the personal
pension plan must stop

(d) They may be difficult to understand.
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Variable Rate Loans

1 Is the traditional mortgage loan product

1 The interest rate varies in line with bank of England base rate

9 Suits borrowers when rates are reducing 1 if rates fall and the normal monthly
repayment is maintained, the loan term may be able to be reduced

Fixed Interest Rates

U Loan interest rates are fixed for a limited time, e.g. between 6 months and two
years i after that period, the loan reverts to the variable interest rate

U Arrangement fees are normally payable by the customer

U Customers are able to budget more accurately during the fixed rate period but may
lose out of rates fall

Capped Interest Rates

1 A maximum interest rate is set above which the variable rate cannot rise
9 Below the set rate, interest rates are variable

1 Arrangement fees are normally payable

1 A penalty may be payable if the loan is repaid early

Discounted Interest Rates

U Are variable interest rates which have a specific discount for a certain for a certain
period, e.g. a 1% discount on the variable rate for two years
U Give new borrowers an incentive to chose particular lender

Cash Back Offers

1 Borrowers are given a cash lump sum when the loan has been drawn down

9 The cash sum is usually a percentage of the loan amount, subject to a maximum

9 Penalties for early repayment / transfer are normal

9 Can be attractive to those moving home as the cash may offset some of the expense

Flexible Home Loans

U Provide flexibility to the borrower, e.g. they may be able to temporarily reduce or
even suspend payments for a time

Current Account Home Loans

The home loan account and current account are amalgamated into one account

As the customerds salary is paid in, the
and so the accrued interest is lower i this can produce savings over time, perhaps

even reducing the loan term

The customer normally manages the account, with periodic reviews by the lender

Alternatively, the limit on the account may be reduced each month in line with the

home loan repayments

1
1

= =
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Muslim Home Loans

U Interest-based loans do not conform to Islamic Sharia law T traditional home loans
therefore require Muslims to compromise their faith
U The two Sharia compliant home loan repayment methods are as follows:

ljara

- The financial institution buys the property

- The customer lives in the property and makes repayments, say over 25 years,
which total the purchase price

- During the period, the customer also pays rent

- Atthe term end, the property is transferred to the customer

- The institution makes its profit from the rental income not interest

Murabha

- Theinstitution buys the property from the seller and sell it to the customer at a
higher price
- The higher price is then repaid to the institution over a period of up to 15 years

U A major disadvantage of both schemes is that stamp duty must be paid twice
U Only two financial institutions currently offer these loans, though more will follow

Equity Release Loans

Are also referredtoas 6 ¢ a p i t aor hhomeasset fandsé 6

Are viable when property prices are rising, i.e. as property prices rise, the equity
(the difference between the property value and the mortgage loan amount) rises
Homeowners may be allowed to borrow up to 95% of the value of the equity
The minimum and maximum loan amounts are usually £2,000 and £50,000

Can be used for any purpose

Interest rates fluctuate, with interest applied to the loan account

= =
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Bridging Loans

U Are short term loans (often only days) used to cover situations where a customer
must pay for one major purchase before receiving the proceeds of a major sale

U In the case of the purchase and sale of property, the loan is used to cover the period

from when the customer had to pay for the new house and the date they received

the proceeds of their old house

Interest is charged on a daily basis and applied to the bridging loan account

ULenders require Oirrevodchanbiltdemazmudadatoened Otso
solicitor is instructed to remit the free sale proceeds of the house direct to the
lender

U When the proceeds are received, interest is applied and the loan is repaid

H et
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Term Loans

= =4 =4 -4

Are usually supplied to business customers to allow them to buy a specific asset
over a set period, often up to 15 years or more

Repayments may be monthly, quarterly or annually

Interest may be charged to the loan account or to the business current account

Are not repayable on demand provided the terms and conditions are complied with

Many institutions require some form of security

Electronic Funds Transfer

Is where customers pay for goods / services at the point of sale by plastic card
The card is swiped through a card reader at point of sale by the retailer i the
customer signs an authorisation slip or enters their Personal Identification
Number (PIN) on a keyboard

Transactions are then debited to
electronic purse

A cashback facility is also available, mainly in supermarkets which has
advantages for retailers:

(a) Cash held in tills is reduced

(b) Less physical cash needs to be banked, so there are reduced cash handling
charges

(c) An additional customer service is provided.

Debit cards, which automatically debit the customer6 s account ,
popular method of electronic transfer 1 they have two other functions:

Cheque Guarantee Facility

- Is used along with a cheque book, with cheque payment guaranteed if the
following apply:

The cheque amount must be less than the cheque guarantee amount
The card relates to the account the cheque is drawn on
The signature on the cheque matches that on the card

orwpdPE

Only one cheque per transaction is issued.
An AutomatedTelling Machine (ATM) Withdrawal Card

- Isused in conjunction with a PIN to withdraw cash, with other services
available from many ATMs, e.g.

Balance enquiries
Deposits

Mini statements

Cheque book requests
Changing PINs

Top up of mobile phones.

E R ]

The card number is written on the reverse of the cheque by the retailer
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0O El ectronic purses are pl astitbebenedits ds
of these are:

(&) Only the amount on the card can be spent i no overdrafts can be created
(b) If lost / stolen, the loss is minimised
(c) Thereis no need for a live link to the custome r 6 s b ank

U The three main benefits of electronic funds transfers are:

1. Card based transfers are quicker than cheques or cash

2. Carrying less cash is safer for customers

3. They are cheaper for retailers to process compared to cheques i transaction
costs for customers are also lower

U Electronic funds transfers can be made when the customer is remote from the
retailer, e.g. via order forms sent via the post, by telephone and via the internet

U Chip and Pin is designed to reduce fraud 7 here, the customers their PIN into a
keypad, with a transaction printout provided thereafter

Credit Cards

Allow customers to buy goods and to pay for them at a later date

Visa and Mastercard provide these cards

Are available from financial organisations who offer their own versions of Visa or

Mastercard

9 Organisations operate credit cards as separate parts of their business 1 customers
need not have any other connection other than the credit card

9 Customer applications are credit scored i successful applicants are given a card

and a credit limit which may be increased from time to time

Monthly statements show transactions and any balance owed

Customers may pay off the amount fully or partially T the minimum payment is £5

or 5% of the balance outstanding, whichever is the greater

9 Customers have between 15 and 25 days after the statement date to make a
repayment 7 an interest-free period of up to 56 days may therefore apply

1 Interest is charged on any outstanding monthly balance and applied monthly 1

rates are comparatively high

May be used to buy goods via the post, telephone or internet

Retailers (merchants) worldwide accept the cards, so cards are popular with

holidaymakers or those on business abroad

1 Both the supplier and the credit card company are liable for the quality of goods
bought with a card where the value is £100 or over

9 Customers who pay travel costs with a credit card may receive limited travel

insurance

= =4 =4
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9 The advantages to the retailer of accepting credit cards are:

(a) Payment is guaranteed, with money received immediately

(b) Goods can be offered on credit without the customer requiring specific finance

(c) More customers should be attracted

(d) Security is enhanced and cash handling fees are reduced

(e) There is the support of international credit card networks for advertising /
promotional campaigns

1 The advantages to the financial services organisation of providing credit cards are:

=

Increased automation reduces paperwork and manual handling

Interest rates charged are higher than for loans or overdrafts

3. Additional income is generated via charges on retailers i on average 1% - 2%
of the transaction value

N

1 Affinity cards are credit cards sponsored by a specific organisation, e.g. the
National Trust, who have their name, logo, etc. on the card i they receive a part of
the profits made on the cards

1 Affinity cards are typically more expensive than a mainstream credit card

Charge Cards

U Are similar to credit cards, but when the monthly statement is issued, the full
balance must be settled

U Issuers often charge an enrolment fee on card issue, with an annual fee charged
thereafter

U Credit limits tend to be higher than credit cards, so they are especially attractive to
business travellers

U Issuers charge retailers a fee for accepting the cards as payment

Travel Facilities , :

Foreign Currency

Is simply cash which can be used abroad, e.g. euros, US dollars, etc.
Most travellers take a small amount of the local currency for use on arrival at their
destination
9 Customers can buy and sell foreign currency from their own financial organisation
who will charge them commission for doing so
1 The organisations also make money from the difference between the buying and
selling rates of a currency (the O6turnb)
1 Some countries do not allow their currency to be exported

T
T

Travell ersé Cheques

U Are available in sterling or a variety of currencies

U Sterling cheques can normally be bought at any branch counter, whilst foreign
currency cheques may have to be ordered i a commission is charged

U Are available in a variety of denominations
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U Customers should sign all cheques on receipt and only countersign them when
encashing them

U Identification (usually a passport) may have to be provided when cheques are
encashed and a commission may be payable

U If cheques are lost / stolen, the issuer will refund their value T details surrounding
this are contained on the receipt received at the time of purchase (this should be
kept separate from the cheques)

U Foreign currency cheques which are unused may be encashed on return by the
issuing bank i this will be at a different exchange rate

Travel Insurance

1 Is provided by many financial services organisations via an insurance company

9 Cover can be provided for:

- Cancellation and curtailment

- Delayed departure

- Loss or damage to personal baggage

- Loss of money, documents, passport, etc.

- Personal accident (death, loss of limbs, etc)

- Hospital benefit

- Medical expenses

- Personal liability (indemnity against legal liability for accidental injury to third
parties or damage to their property)

- Legal expenses and advice

9 Premium depend on which part of the world the traveller is going to and the length
of trip
9 Cover can be on a trip by trip basis or arranged annually

Delivery Channels
Branch Network

U Main clearing banks still have extensive branch networks allowing customers to go
in and lodge or withdraw monies, etc.
U A branch network is expensive to operate, with premises in prime locations, staff,
etc.
0 To reduce costs and i mprove customer seryv
back office tasks (e.g. standing orders, account opening / closing, etc) from
branches i these are now performed in service centres, usually located out of town
U Recently, many banks have reduced the number of branches, closing some small,
non-profitable outlets or merging them with larger branches
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ATMs

1 The original purpose of automated telling machines was to dispense cash via a
plastic card and a PIN

The machines now have additional functions as outlined earlier

Can now be found in many locations, e.g. retail parks petrol stations, etc.
Customers using ATMs are less likely to visit the branch 1 this makes it more
difficult for the staff to know their customers and to ascertain their financial needs

E R

Drop Boxes / Quick Deposit Boxes

U The financial institution provides a secure box within the branch, allowing
customers to make non-cash deposits and pay bills without queuing

Night Safes

1 Are used by bank business customers who do not want to keep cash on their

premises overnight

After paying a fee, they are issued with a night safe wallet

The deposit and pay in slip are paid in through the night safe located on the

exterior of the bank premises

9 Branch staff may process the deposit the next morning i alternatively, the
customer visits the branch to open the wallet and pays in the cash

1
1

Customer Contact Centres

U Are centralised telephone centres staffed by large teams of operatives

U Are used by institutions to handle routine telephone customer enquiries 1 these will

be redirected to the centre rather than the branch

If the contact centre staff cannot handle the enquiry, it is passed back to the branch

Allow branches to provide a better service level to customers attending the branch

U Institutions may provide an interactive VVoice Response system i after registering,

the customer can telephone in and obtain basic account details, e.g. account

balance, etc.

Also make outbound calls to provide customers with product information

U Customers may apply for certain products by telephone, with the application
completedonscreenit he customer i s gipepbOa HbBCbsBsmamw
conditional and the customer must still sign any agreement forms

I C

r C
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Internet .E

1 Website information includes details about the company, its products,
special offers and internet banking
1 Internet banking allows customers to conduct certain business on-line, e.g.

() Access account balances

(b) View recent transactions

(c) View standing orders / direct debits

(d) Request payments to be made from their account

(e) Apply for products/servicesideci si ons O6in principleb6 ar

1 Due to the increased customer convenience, internet banking is becoming
increasingly popular

Cross Selling

U Occurs where a product is sold and the staff member identifies and sells other
linked services / products to the customer

U A relevant connection between one product and another must be made rather than
adopting a O0scattergundé approach

U Requires selling the benefits of the product to the customer i this may be easier
due to the large amount of information already held about the customer

U Can be achieved face-to-face or over the telephone i it can also be done when
advising the customer of a decision about a product application, e.g. current
account, loan, etc.
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6 The Competitive Environment

Building Societies

q Originated in the late 18" century, wi t h peopl e 6poolingd resc
own homes
9 Used to be called Terminating Societies as the society would close when all the
members of the society were housed T they are now termed permanent societies
1 Were traditionally mutual organisations, i.e. owned by and run for the interests of
the members (those holding an account with the society), with no shareholders and
no dividends to be paid
1 The Building Societies Act 1986 allowed societies to offer many more financial
services in addition to savings and mortgages, e.g.

Current accounts

Conveyancing, surveying and valuation services

Overdrafts, credit cards and unsecured loans

Foreign exchange, insurance, stockbroking, unit trusts and pensions.

9 The 1986 Act also allowed societies to convert from mutual to limited company
status T on conversion, members often received shares in the new company

Ordinary Share Accounts

U Other than deposit accounts, all accounts are share accounts

U Share account holders are members of the society i they have the equivalence of
shareholders in a limited company, but in return for this receive a lower interest
rate than deposit accounts

U Offer instant access

Deposit (Notice) Accounts

1 Restrict access and withdrawals are subject to notice periods 1 from 7 to 90 day or
more

1 Early access may be allowed with an interest penalty
Permanent Interest Bearing Shares

Are similar to government securities

Are undated and pay a fixed interest rate

Minimum and maximum investments are £1,000 and £50,000 respectively
Are bought via a stockbroker

Share prices vary due to supply and demand

Are last to be repaid if the building society fails

| enta et ent B ent S et e
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National Savings

T

Operate out of the Post Office

Easy Access Savings Accounts

i
i
i

i
i

Replaced the Ordinary Account

May be opened on-line, at post offices, by phone or post

A telephone service allows customers to check balances, make deposits, withdraw
funds, update personal information etc.

A plastic card allows withdrawals up to £300 at post offices or ATMs

Interest is paid gross (taxable) and is tiered according to the account balance

Investment Account

1
1
1

T

Requires one monthdéds notice for withdrawa

Minimum and maximum deposits are

£20 and £100,000 respectively

Interest is paid gross (taxable) and is tiered according to the account balance 7

rates are set by the Treasury
Deposits are 100% secure as they are

National Savings Certificates (NSCs)

backed by HM Treasury

U Offer a guaranteed tax free return over 2 or 5 years

Fixed Interest NSCs

9 Earn a lower rate of interest in the early period
1 Can be encashed at any time but earn no interest if encashed in the first year
1 Minimum and maximum deposits are £100 and £15,000 respectively

Index Linked NSCs

U Are similar to fixed interest NSCs but are guaranteed to provide a certain return
above the inflation rate as measured by the Retail Prices Index

Premium Savings Bonds

1 Investors buy bonds which have a unique serial number

9 Bonds are entered into a computer generated draw each month

9 Prizes range from £50 to £1m and are tax free

1 Minimum and maximum deposits are £100 and £30,000 respectively

Income Bonds

.

Provide savers with a regular gross m

onthly income

Interest payable is variable and is taxable, so must be declared

The maximum deposit is £1m
Wit hdrawal are
interest penalty of 6 weeks is charged

p er oai instard atcessvd posdible Butaw e e k s 0
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Government Securities

E R

= =

= =4

The Stock Exchange

c:

Ot her wi s e kbn o wreheelyrallydepignbtd & 6i nvest ment s o
Are felt to carry no risk to capital as they are government-backed

Are long-term loans to the government i funds raised are used to finance

government capital expenditure

An example of a gilt is 6¥% Treasury Stock 2010 i in this example:

- The holder receives £6.25 interest for every £100 of stock held until 2010

- In 2010, the holder receives £100 for every £100 of stock held T repayment at
par

- 2010 is the redemption date

- Theinterest rate is also called the coupon rate.

May be bought on first issue or O6second
transaction must be arranged via a bank or stockbroker

Second hand gilt prices are determined by supply and demand

Investors are willing to pay a price higher than par (£100) for second hand gilts if
there is a compensatory high rate of interest payable on it, e.g. buy a gilt at £140 if
the interest (coupon) rate is 12%

The current rate of interest in the economy affects the price of gilts because interest
rates on gilts are fixed, with most others savings rates variable

If market interest rates are low, gilt prices tend to increase i if market interest rates
increase, gilt prices tend to decrease as they do not represent such a good return
and are likely to be sold

Irredeemable gilts have no fixed redemption date 7 the government repay them at
their option

Gilts may be bought on first issue via the Debt Management Office (DMO)

Most new issues are sold via a Tender Issue, with a minimum tender price set and
the sale advertised T applicants then state how much they are prepared to pay

If insufficient applications are not received, all applicants receive the amount of
stock requested at the minimum tender price, but if the offer is over-subscribed, the
allocation starts with the highest bidders 1 the point at which the last of the stock is
issued is called the Common Issue Price

All applicants who bid the Common Issue Price and above receive their allocation
and pay this price

The London Stock Exchange (LSE) is the sole UK stock exchange

It provides investors with access to stocks and shares worldwide and gives
international companies access to capital

The LSE being in the European time zone, operates in a global financial
triangle with New York and Tokyo
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The Structure of the Market
The New Issues Market

f1s also called the O6Primary Mar ket d

1 Is used by companies wanting to raise capital by issuing new shares

9 Capital may be required to repay debt, fund an expansion programme or to acquire

another company

9 Companies will be guided by an Issuing House when issuing shares, with different
methods used

The Stock Exchange

Uls the O6secondary marketd where the buyin
and shares takes place

U Stocks are fixed interest securities, e.g. gilts

U Shares represent a stake in a limited company, with shareholders benefiting via;

(a) Receiving dividends (part of company profits)
(b) Capital growth 7 if the value of the shares increases over time.

Ordinary Shares

Are issued by all limited companiesiof t en t er med the O6equityd
Have a nominal value when issued, e.g. 25p or £1 1 this figure is used on the
company balance sheet to ascertain the share capital but does not indicate the
current value of the shares
1 If the issue price of the share is more than the nominal value, the share is issued at
a premium 1 if less, it is issued at a discount
9 Shareholders have certain rights under the Companies Act, i.e.

1
il

1. Toreceive financial reports and accounts (unless using a CREST nominee
company)

To attend meetings

To vote at meetings

To receive dividends if paid i these are variable

To have first refusal of any new share issue made by the company

To freely transfer their shares.

o UTEwWN

9 Shareholders are last in line to be paid back if the company winds up
Preference Shares

U Receive their capital back in advance of ordinary shareholders if the company
winds up

U Receive their dividends prior to ordinary shareholders

Earn a fixed rate of return

U May have restricted voting rights

H e
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0 May be O6cumul at i vikaprpfarercé divideadcanmt besphiciir e s 6
a particular period, then it will be paid at a later date (when there is sufficient
liquidity)

0 May be i ssued as 0r eidhe @mpanipHawe thegighetd er ence s
buy the shares back in the future

0 May be i ssued as 0 c ointhe kolddr danconeerttpem®f er enc e
ordinary shares at a later date at a price determined at the outset

Partly Paid Shares

1 May be ordinary or preference shares where the payment for them is made to the
company in instalments

T The unpai d par tithismustbelpagd if theuwcompaayigaks intoa | | 6
liquidation prior to the next instalment being due

Bonus and Rights Issues

U Bonus (scrip or capitalisation) shares may be issued free of charge to existing
shareholders i this may be because:

- The company may want to reduce the market price (this may be discouraging
small investors)

- To transfer company reserves into share capital

- Issuing additional shares makes it more difficult for the company to be taken
over.

U Where a company issues additional shares (a rights issue), it must give the existing
shareholders the chance to buy these shares

U Shares are offered in proportion to the existing shareholding, e.g. one share for
every four held

U The price of rights issues shares is normally lower than the market price

Unquoted Shares

1 Are shares of companies not listed on the stock exchange
1 Are difficult to value and may be hard to sell

Unit Trusts

U Operates under a Trust Deed between the trustees (usually a bank / insurance
company) and the management company i they must both be registered in the UK
and be independent of one another

0 The trusteesd role is to safeguard the in
management company adhere to the Trust Deed

U The investment manager has responsibility for:

1. Investing the funds

2. Valuing the fund assets
3. Setting unit prices.
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U An unlimited number of units may be created

U Funds may be invested in the UK, overseas, income bearing or capital growth
investments T investors choose a fund to suit their needs

U Are useful for those willing to take some risk to grow their capital but who have
little investment experience

U Funds are invested in a range of securities thus spreading risk

U As resources are 6pooledbdé together, the

U Investors are buying units in a range of investments i units have equal weighting,
with their value calculated by dividing the total value of all the investments by the
number of units issued

U Are open-ended, i.e. new money invested creates more units without any limit on

the number within a fund

Investments may be made by lump sums and / or monthly contributions

The bid price is the lower price i the price the manager buys back units at

The offer price is the price at which the investor buys unit from the manager

The difference between the two prices is the spread (usually 5%-6%) i this along

with the management fee is how the company make their profits

U Income (distribution) units pay out any income earned after deduction of annual
fees 1 this is usually half yearly but may be quarterly

U Accumulation units are where the income earned is reinvested in more units thus
adding to the number of units in the fund

[ - e e et

Investment Trusts

1 Are limited companies with a fixed share capital and are quoted on the stock

exchange

Invest their funds in the shares of other quoted, unquoted or foreign companies

Shares are bought via brokers

Are closed end funds 1 there is a limit to the amount of shares able to be issued

Shares are priced as any other limited company shares, with shareholders having

the same rights

May borrow to fund their investments

Offer a wide range of worldwide investment options including income and growth

Avre riskier than some investments, though different types of fund are available that

carry differing risk levels

1 Investor access to the funds must be by selling the shares T a gain or a loss may
occur

9 The Net Asset Value (NAV) is the total value of all the investments of the trust
divided by the number of shares issued i this gives the underlying value of each
share which is likely to differ from the share price

9 The share price is what an investor pays for it on the stock market 1 it is
determined by supply and demand

9 If the share price is less than the NAV, the shares are trading at a discount 7 if the
share price exceeds the NAV, they are trading at a premium

= =4 =4 =4

= =4 =4
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Local Authority Fixed Interest Bonds

Local authorities can raise finance by issuing fixed interest bonds

The minimum investment is usually £1,000 and they have a fixed term

Can be purchased by private and institutional investors

Carry an element of risk compared to gilts and so pay a higher rate of return
Interest is paid half yearly

After purchase, the bonds may be bought / sold on the stock market via
stockbrokers T the market is limited compared to gilts

[ et en-N en-iN et ent i e

Hire Purchase Finance Companies

1 Provide specialist finance to individuals and businesses, allowing them to buy

capital assets, e.g. machinery, vehicles and consumer durables

The main lending facilities are hire purchase loans and leasing

Many finance companies are wholly or jointly owned by banks T most are

members of the Finance and Leasing Association

1 Companies obtain funds via bank loans, money market operations and accepting
deposits

1 The ability of the finance company to buy in money is central to their operations i
they must offer customers good rates of interest

1 Most deposits are for fixed term (often with 3 to 6 months notice for withdrawals)
and are for larger amounts

1
1
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7 Marketing

Marketing Financial Services

U In the past, banks would have a limited range of products and would expect the
customers to ask for them for these products

U There is now strong competition and organisations must devise innovative
products to meet market demands and survive

U Marketing consists of 4 basic activities, being:

1. Identifying the most profitable markets 1 now and in the future
2. Assessing customers needs in these markets - now and in the future
3. Designing and producing products to meet these needs
4. Promoting & managing the products to achieve pre-set business development
goals.
U The primary function of a marketing departme nt i s t o meet customer

right time, in the right place and at the right price

U The Chartered Institute of Marketing def.i
to the right people, in the right place, at the right time, with the right level of
communication, profitablybo

U The primary objective of the selling process is to match the needs of the customer
to the right product from the range of products available

Target Markets

U Any market can be broken down into market segment

U The principle is that whilst people have individual tastes, they can still be
categorised into groups, whose behaviour can be predicted.

U When market segments are developed:

- ltis easier to provide products likely to meet their needs

- By accurately and precisely defining a target market, a wider range of
products must be developed to meet the needs of the entire market
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Market Segments

SocicEconomic Groupings

T

One way of segmenting a market is by using socio-economic groupings i these
have been used by social scientists over the years

A | Upper Middle Class Higher managerial, administrative
or professional

B  Middle Class Intermediate managerial,
administrative or professional

C1 | Lower Middle Class Supervisor, clerical or junior

managerial, administrative or
professional

C2 Skilled Working Class Skilled manual workers
D | Working Class Semi & unskilled workers
E  Those at the lowest State pensioners & unemployed

subsistence levels

Categories A & B represent 20% of the population, generally have complex
financial services arrangements and are prime targets for cross-selling

Category C represents 50% of the population, have been the major source of
current account growth and have further growth potential as their affluence grows

Categories D & E represent 30% of the population and have no financial services
provision or perhaps just basic money transmission accounts and savings / deposit
accounts.

Acorn Analysis

i

Divides customers into groups who live in the same neighbourhood, with each
segment more tightly defined than in socio-economic groupings i if you know a
p e r s ostcdiles yoyknow their Acorn category

Life Cycle

T

Segments the market into age ranges and assumes that as people grow older their
financial needs change i typical age ranges are:

Young Unmarried (16-24)
Young Married (20-30)
Families (251 45)
Etc.

Further segmentation can be achieved by combining for example an age range with
a socio-economic group
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Market Research
U Is the next step after market segments have been selected
Market Segments

1 No two markets will be the same as they are defined by the service / range of
services they relate to
91 Market research looks at each segment to identify:

1. Why a particular behaviour pattern is followed and whether it can be modified

2. How this can be achieved

3. If there are factors in the external environment that may lead to spontaneous
change.

1 Market research is also used to investigate how the product relates to the segment
to determine whether:

@ The service satisfies all of the custom
extended
(b)) Competitorsd products are more or | ess

(c) Repeat business is being obtained from satisfied customers.

Sources of Information
Primary Information

U Can be very useful as it can relate directly to the organisation collecting
it 7 the collection costs are higher than for secondary information

U Market researchers must use a sample of people who are representative
of the segment as a whole

U A larger sample increases accuracy i this must be weighed up against the extra
costs

U Sources of primary information are:

Probability Sampling

- Testing the reactions from a random sample of individuals over the whole of
the market segment

Quota Sampling
- Can reduce costs but at the expense of accuracy

- Individuals are selected in proportions which reflect the market segment
make-up, e.g. a fixed proportion of men, women, car owners, etc.
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Internal Records

- Customer information is often used for local marketing campaigns to effect
cross selling opportunities

- This data is difficult to collate centrally as much of it may be held at local
branches

Consumer Research

Is the most direct form of research

- Involves selecting a sample of individuals from the market segment and
testing their responses by questioning or practical tests

- Itis askilled task to formulate a consumer research questionnaire which does
not lead the respondent into a particular response

- Consumer research can be carried out by:

(i) Personal interviews 1 reliable but expensive
(if) Postal questionnaires T have a low response rate
(iii) Telephone interviews T may be restrictive, e.g. availability or unwilling to
respond.
Secondary Information
1 Where information is obtained from outside sources, including:

Government Statistics

- The National Statistics Office and government department provide data re the
population, economy, employment, etc.

Trade Directories
- Are used to target sectors of the commercial community
The Internet

- Much information is available T users must be selective in their search
techniques

Other Sources

- Includes publicly available research from other institutions, trade publications,
Chambers of Commerce, etc.
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Product Development

U Products and services must be kept under review in order that they remain
competitive and mmeodificaticnsicantbeamadetothted need s
products as required

New Products

1 Constant product reviews allow organisations to establish if the changing market
needs can be met by altering existing products or creating new ones

1 Reviews will also highlight if certain products are now obsolete and must be
withdrawn

1 If market research has been thorough, the target market segment should have been
accurately identified, along with the specific product criteria required to sell it to
that segment

1 If the product requirements fit in with policy and the target market is big enough to
deliver sufficient sales / profits, the product can be designed and developed

1 The product should then be validated before going into production T at this stage, a
decision not to proceed may still be taken

Product Review

U In addition to new product development, existing products must be reviewed
U Products may become uncompetitive or unprofitable 1 products may be:

1. Updated and renovated i in order to meet customer needs again

2. Maintained in its present form i it may remain profitable or it is an
important part of the company image

3. Discontinued i as a last resort, if it is unprofitable and outdated.

Place

9 Decisions must be taken about the delivery channels to be used
9 The branch network and / or the internet may be the best option for some products
Pricing
U Price affects profitability and can be fixed by two main methods, being:
(a) Cost plus margin

- Issimply the cost of producing the product, with a margin added on to
cover profit

- Decisions must be taken about how much of the overheads are to be
allocated to individual products

- Takes no account of demand in the marketplace, i.e. is the market willing
to pay the quoted price?
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(b) Demand determined
- The highest price the customer will pay is determined i once established,
the price is set just below that level to maximise profits
- Takes no account of the production costs i in a competitive market, prices
may be so low that losses occur.
Practical Pricing

1 Sellers normally establish a general price band for the product, bearing in mind the
cost of the product and competitords pric

Advertising

U Forms an important part of any marketing campaign
U The company must be clear about what they want to achieve and on the type of
advertising they want to use

Organisational Advertising

1 Most financial services companies advertiset o pr omot e t he organi sa
and raise public awareness

1 Brand image advertising must be undertaken and should make the company more
appealing to the customer than its competitors

9 Brand advertising seeks to create an image that positively differentiates the
organisation from others i this image must be based on reality

Product Awareness

U Aims to raise the general awareness of a range of services, without going into too
much detail

Product Advertising

9 Can be used to either promote a new product or as a response to increased
competition from other market players

The Advertising Message

U Having decided on the campaign objective, a decision must be made about what
message is required to be delivered to potential customers

Product Differentiation
1 The product must be seen to be different from the competition

1 As there is little difference in many financial products, one way is to focus on
pricing
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Target Audience

c:

Campaigns should be aimed at a particular audience

For a specific product, it should be directed at the specific market segment
identified

More general organisational advertising may be directed at those in society who
are seen to influence others, e.g. banks may target stockbrokers, who they hope,
will influence their clients

Media

T
T

Cost-effectiveness is a primary consideration
The range of available media includes:

Television

- Many staff whose organisations do not advertise via TV think that it is
difficult to sell their products

- Is expensive and so only the key points can be made due to cost constraints

- Reaches vast audiences.

Radio

- Commercial radio is mainly on regional basis, so national radio campaigns are
usually covered via several stations i some stations, e.g. Talksport Radio and
Virgin Radio provide national coverage

- Regional campaigns can be easily arranged

- Is abroad-coverage medium and is suited to simple advertisements

Publications

- Newspapers and magazines provide a more selective coverage than TV / radio

- They appeal to specific groups of readers, from large, general groups to small,
specialist groups

- Publishers have profiles of their readership base which allow organisations to
select the most appropriate publications for their target market

Direct Mail

- Direct mail shots can be targeted selectively, i.e. aimed at specific groups of
people who the sender believes are the prime target market, e.g. those who
have credit cards, etc.

- The more accurate the targeting, the more successful the mail shot will be

- Is easily monitored, with success measured by the response rate

- Costs can be expensive and are easy to ignore and put in the bin

Posters

- May be in the form of internal posters or large-scale posters for billboard use
- Isless costly than TV, but can only carry a limited amount of information
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Leaflets / Brochures

- Are point of sale visual aids
- Are also used to support in-branch poster displays and promotions and may be
received with account statements

Advertising Effectiveness

U Itis difficult to quantify success of an advertising campaign 1 this is especially true
if organisational advertising is used

U If an advert specifically asks customers to quote a particular reference number or
call a particular telephone number, success can then be measured

U A well-received advertisement does not guarantee increased sales

Databases

1 Are collections of facts relating to a particular topic
1 Information should be indexed for easy retrieval

1 Computers have revolutionised database usage by speeding up the process of
information access

Database Searches

Specific information can be searched using complex search criteria

U Two or more databases can be combined simultaneously around a common piece

of information, e.g. a voters roll could be combined with telephone numbers and

addresses list to produce a new list showing the names and telephone numbers of

all addresses that matched on both lists

By refining databases, a more accurate picture of the target market is created

The vast amount of customer information held can be used to set up databases

U Many organisations ingather much more customer information than is required to
oper ate t he ciumsstsaseddéorniarketing @ropaignsn t

U Most financial services companies now use customer identifying numbers which

allows all of the information on a particular customer to be viewed

I C

I C
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8 Legislation and Regulation

The Financial Services Authority (FSA)

1 Is an independent body set up by the Financial Services & Markets Act 2000
(FSMA)

1 Is acompany limited by guarantee and is funded by the financial services industry

1 Is the single regulator for the UK financial services industry and is responsible for:

(&) The regulation of a wide range of financial services providers, e.g. investment
and insurance companies, banks, building societies, credit unions, etc.
(b) Introducing statutory regulation, this replacing contractual regulations

The FSA6s Responsibilities
U The FSA board is appointed by the Treasury and is responsible for:

Authorising individuals and corporate bodies to conduct regulated activities
Regulating Recognised Clearing Houses and Investment Exchanges
Setting rules and monitoring their compliance

Supervising the industry

Enforcing compliance with the rules

Setting and imposing penalties for non-compliance

Approving companies who want to list on the London Stock Exchange
Setting and establishing complaints procedures

Investigating complaints against authorised advisers

10. Disqualifying advisers where serious breaches occur

11. Intervening in the activities of persons considered to be unfit

12. Keeping a register of disqualified persons

13. Setting up compensation schemes.

CoNo~WNE

U As the FSA cannot effectively supervise all firms, it concentrates on the areas of
higher risk for consumers and markets

0 A O0themati c06 aipgrtainelamerts aré cencestrdtenl pntate d
different times, e.g. endowment policies, etc.
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General Duties of the FSA
1 Under FSMA 2000, the general duties of the FSA are:

(a) To act in a compatible way with regulatory objectives
(b) In discharging its functions, it must:

- Consider the responsibilities of those managing the affairs of authorised
persons

- Use its resources economically and efficiently

- Set rules that are appropriate to the benefits of imposing them

- Be mindful of the need for innovation in regulated activities

- Maintain UK competitiveness by avoiding overuse of control measures

- Minimise adverse effects on competition

- Facilitate competition

- Prepare and issue Codes of Practice

- Determine general principles and policies.

The Regulatory Objectives of the FSA
1. Market Confidence

- To maintain mar ket finanmahnfarket$ anchegckangeés n
2. Public Awareness

- To promote the awareness of benefits / risks of various investments and to
provide information and advice to consumers

3. Protection of Consumers

- To provide protection for consumers, taking account of the different degrees
of risks and the different experience and expertise levels of consumers

- Only those who meet the criteria, e.g. honesty, competence and financial
soundness can undertake regulated activities

- Authorised persons (individuals or firms) must maintain the standards set 1 if
not, the FSA can investigate, discipline or prosecute

- The FSA has powers to restore funds to consumers.
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4. Reduction of Financial Crime

- The FSA must reduce the possibility of businesses being used for financial
crime T the regulated person must take appropriate measures to prevent, detect
and monitor financial crime

- The FSA focus is on:

(a) Money laundering
(b) Fraud and dishonesty and
(c) Criminal market misconduct, e.g. insider dealing.

- Customers must take responsibility for their investment choices

- In the O6New Millenniumbé doskeement , t he
Prudential Riski companies can collapse due to poor management, etc.

Bad Faith Riski mis-selling, fraud or failure to disclose information, etc.

Complexity or Unsuitability Risk a lack of understanding by the consumer
Performance Risk investments may not perform as well as expected.

- The FSA argue that they cannot accept responsibility for Performance Risk
Authorisation

U Firms must be FSA authorised to carry out a regulated activity or be exempt

U The FSA must ensure that those granted authorisation to carry out regulated
activities or controlled functionsare o6 f i t and 7 pheyoapyoutthis per sons
function by:

(a) Granting permission to carry out regulated activities

(b) Approving people to carry out controlled functions

(c) Advising companies / individuals on whether they require authorisation or not
(d) Ensuring that only authorised firms conduct regulated financial activities

(e) Collecting and maintaining information about authorised firms / individuals.

U Authorisation is via a risk-based approach, so the FSA is consistent when assessing
applications

Market Abuse

The offence was introduced by FSMA 2000

The Code of Market Conduct applies to those dealing in certain investments on the
London Stock Exchange and derivatives markets

9 The FSA can:

= =4

- Require information to be supplied to them
- Require that persons cooperate with their enquiries
- Impose unlimited fines for those found guilty.

1 Is dealt with under civil law 1 the burden of proof is less than criminal law, as the
abusemustonlyhave occurred on the &6bal ance of
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1 Anexample of abuse is knowingly buying shares in a takeover target prior to that
information becoming known to the markets

1 The Code of Market Conduct sets out the behaviour types that come within the
scope of the market abuse regime i these are:

1. Dealing in qualifying investments

2. Dealing in commodities or investments which are the subject matter of, or
whose price or value, is determined by reference to a qualifying investment

3. Arranging deals in qualifying investments

4. Causing or advising others to deal in qualifying investments

5. Communicating information which may be used by others when deciding to
transact in qualifying investments

6. Providing corporate finance advice / activities in qualifying investments

7. Managing qualifying investments belonging to others.

1 Market abuse can occur as a result of action, or failure to act, by a firm or
individual in respect of all of the above

Right of Action by Private Persons

U Private persons can sue for breaches of the Conduct of Business rules where a loss
has occurred due that breach

Other Powers of the FSA

9 To make general rules in order to protect investors

1 To investigate authorised persons

9 To enter premises (with a warrant) of an authorised person

9 Toimpose penaltiessofs i x mont hsé i mpri sonmfernt or a fi
those failing to cooperate with an investigation

T To 6name and shamed authorised persons wh

Enforcement Powers

U Investigation

U Right to vary permission to carry out regulated activities
U Redress for consumers by way of compensation

U Discipline via fines, warnings or censure.

Other Powers in Relation to Market Misconduct
9 The FSA firstly look to the senior management of a firm before going further down
the organisation to find those who acted wrongly

1 The FSA conducts compliance visits to firms who must cooperate
1 Mystery shoppers, e.g. telephone calls and visits, are used to monitor firms
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Money Laundering Regulations T 1993, 2001 & 2003

U Money laundering is the process by which proceeds of crime are
converted into assets that appear to be legitimate i these can then be
retained or recycled into further criminal activities

U The regulations apply to banks, building societies and other deposit accepting
organisations, investment and insurance companies, bureaux de change, cheque
encashment facilities and money transmission facilities

U Financial institutions must:

(@ Obtain proof of a customerdés identity

(b) Check the source of one-off transactions over £10,000(U 1 5, 00 0)

(co Check the source of separate or

(d Retain evidence of the clientds i dentit:
if the account is closed

(e) Maintain internal reporting procedures, with one person being responsible for
receiving suspicious transaction reports and informing / cooperating with the
police

(F) Have training programmes in place to make staff aware of the policies,
procedures and legal requirements.

U Itis an offence to:

1. Fail to disclose knowledge or suspicion of money laundering, even if that
knowledge arises via their place of work

2. Fail to report the knowledge / suspicion to the police or Customs & Excise as
soon as possible.

U Disclosure of customer information does not constitute a breach of confidence in
the above circumstances
U The Money Laundering Reporting Officer (MLRO) is the person in a firm who is
responsible for deciding whether transactions are suspicious or not
U Staff must report any suspicions to the MLRO who make a Suspicious Transaction
Report (STR) to the National Criminal Intelligence Service (NCIS)
O After |l odging an STR, sittte hda&imumpenatiesnot Ot i p
for this offence are:

- Summary conviction (no jury) i six months imprisonment or a fine or both
- Indictment (with a jury) i five years imprisonment or a fine or both.

U The Data Protection Act includes an exemption in respect of individuals subject to
an STR who request access to their personal information where this might
prejudice an enquiry

U Other offences include:

(a) Assisting someone to retain the benefit of criminal conduct
(b) Acquiring, possessing or using the proceeds of criminal conduct
(c) Concealing or transferring the proceeds of criminal conduct.

U Deposits greater than the pre-defined amount must be identified and the sources of
the funds verified

52



U The MLRO is the person who liaises with the law enforcement agencies

The MLRO must report to senior management annually

U The MLRO must be a senior employee of the company and must ensure that the
company is complying with money laundering regulations

U The company must ensure that the MLRO is able to:

r C

- Monitor the daily operations of the anti-money laundering policies
- Respond promptly to information requests from the FSA
- Have the necessary time, resources and staff support to carry out his duties.

U The MLRO is responsible for:

Receiving internal reports

Taking steps to access know your business information

Making external reports to the NCIS

Obtaining and using all information on money laundering activities as
published by the government or the Financial Action Task Force
Ensuring that staff are adequately trained

6. Making annual reports to senior management.

Eall el

o

U If there are breaches of the regulations, company directors may be held personally
liable

0 An i ndi dentitgtis defingdl s hig name, address and date of birth

U Two separate forms of identity verification must be obtained within a reasonable
time

U The name and address may be verified from various documents, e.g. driving
licence, credit / debit cards, passport, recent utility bill, etc.

UA credit reference check is normal as the

U Identity checks must be done whether the application to open an account is in
person, by post, fax, internet or telephone

U Under the 2001 regulations, Customs & Excise can enter premises to inspect
records T they can also impose penalties for non-compliance

The Banking Code of Practice

1 Is avoluntary code of practice which sets standards of good banking practice

1 Is published jointly bytheBr i t i sh Banker 6 Association an
Payment Clearing Services

9 Was introduced in 19917 the latest edition was published in 2005

The Key Commitments

U Give customers a guarantee of a certain standard of service
U Apply to the following products provided to personal customers:

- Current accounts, including basic bank accounts

- Card products and services

- Loans and overdrafts

- Savings and deposit accounts, including mini cash ISAs and TESSA ISAs
- Payment services including foreign exchange services.
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U Subscribers to the Code promise to:
(a) Act fairly and reasonably in all dealings by:

- Meeting all commitments / standards in the Code re products and services
offered and the procedures that staff follow

- Ensuring that all products / services meet the relevant laws and regulations

- having secure, reliable banking and payment systems

- Considering cases of financial hardship sympathetically and positively.

(b) Helping customers to understand how financial products / services work by:

- Providing information about products / services in plain English
- Explaining their financial implications
- Helping them to choose a product / service that meets their needs

(c) Dealing quickly and sympatheticallwhen things go wrong by:

- Correcting mistakes quickly

- Handling complaints quickly

- Telling customers how to complain if they are not satisfied
- Cancelling bank charges if the firm is at fault

(d) Publicising the Code, having copies available and ensuring staff put it into
practice

U Areas covered in the Code are;

Helping the customer to choose products / services to meet their needs
Interest rates

Charges

Terms and conditions
Changing an account
Advertising and marketing
Running the account
Cards and PINs

9. Lending

10. Foreign exchange services
11. Confidentiality

12. Protecting your accounts
13. Financial difficulties

14. Branch closures

15. Complaints

16. Monitoring.

ONoGa~wWdE
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The Business Banking Code

1 Was introduced in 2002 1 the latest edition is March 2003
1 There are many similarities between this Code and the Banking Code of Practice i
the main differences are:

(a) This Code deals with business customers T not personal customers
(b) The scope of services covered, e.g. this Code covers merchant services
(c) The scope of exclusions differs 1 this Code excludes certain business-related
activities
(d) The Banking Code has a specific requirement to provide details on the basic
bank account, but no requirement to advise customers about the options to
help them run it as efficiently as possible
(e) TheBankingCodehas a 14 -dfaff6 6 p ew dustomegsf or n
(f) This Code has additional details on the financial assessment for lending.

The Code of Mortgage Lending Practice

U Isissued by the Council of Mortgage Lenders i it deals with the relationship
between customers and lenders or mortgage intermediaries
U Is avoluntary Code

Part 17 Both Lenders and Mortgage Intermediaries
The Key Commitments
9 Subscribers to the Code promise to:

(a) Act fairly and reasonably

(b) Ensure all products / services comply with the Code even if they have their
own terms and conditions

(c) Give customers information in plain language and offer help f they do not
understand any aspect

(d) Unless the mortgage has been chosen, to help the customer find one that fits
their needs

(e) Help customers understand the financial implications of a mortgage

(f) Help customers understand how a mortgage works

(g) Ensure that the procedures that staff follow reflect the Code commitments

(h) Correct errors and handle complaints speedily

(i) Consider cases of financial difficulty and mortgage arrears sympathetically
and positively

(J) Ensure that that all products / services meet the relevant laws and regulations.

T Areas covered by this section of the Code
6Hel ping You to Choose a Mortgagebd
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Part 21 Lenders Only
U Areas covered by this Section are:

- Lending

- Terms and conditions

- Charges

- Confidentiality

- Financial difficulties

- Complaints

- Monitoring and compliance.

Part 317 Mortgage Intermediaries Only
U Areas covered by this Section are:

(a) Disclosure of status

(b) Fees and charges

(c) Terms and conditions

(d) Confidentiality

(e) Complaints

() Monitoring and compliance.

The Data Protection Act 1998 | "l

1 Replaced the 1984 Act and implements the European Data Protection —
Directive

Definitions

U Datai information recorded in a form that can be processed manually or
automatically by computer or information manually recorded for future computer
processing

U Personal Data T data relating to a living individual (or sole trader, partner, director
or shareholder) who can be identified

U Sensitive Data i data covering race, religion, political issues, health, sex and
criminal offences

U Data Controller 1 a person or company who holds data and determines the
purpose / nature of processing

U Data Subject i the person to whom the data relates

U Processing Data i obtaining, amending, augmenting, deleting, rearranging or
extracting data

Registration

1 All data controllers and computer bureaux must register with the Information
Commissioner
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The Data Protection Principles
U Data must be:

Fairly and lawfully obtained and processed

Processed for limited purposes

Adequate, relevant and not excessive

Accurate and up-to-date

Not kept longer than necessary

Processed in accordance with the indivi:
Secure

Not transferred to countries that have inadequate data protection legislation.

NG~ WNE

Processing

1 Data must be fairly obtainedit he data controll erds ident.if
processing (including disclosure to any third parties) must be advised to the data
subject

T The dat a subj e dreely gvend explisitagreementmoustbe b e
given in respect of sensitive data

1 Itisacriminal offence to unlawfully obtain data

Subject Access Provisions

U Consumers may ask if a data controller holds data about them and can be asked to
provide a copy of information held

U Data subjects may insist that any inaccuracies are corrected

U If a data subject suffers damage due to inaccurately held data or as a result of loss
of data, they are entitled to compensation

U Individuals can request data controllers not to process data if it is for direct
marketing or if the data would cause substantial damage or distress

U If decisions about a customer are made by wholly automated means, e.g. credit
scoring, the customer has a right to be advised of the logic used in making that
decision i if the customer is unhappy about the decision, they can ask for it to
reviewed manually

The Consumer Credit Act 1974

1 Provides consumer protection to those obtaining credit from licensed credit
providers

Credit is where goods / services are sold without immediate payment

The two types of agreement are:

= =4

1. Restricted Usé the loan must be used to purchase specific goods / services
2. Unrestricted Usé the loan amount can be used for any purpose

1 A consumer credit agreement is where the creditor provides the person obtaining
the loan (debtor) with credit

1 A-rregulated agreement is where the credit exceeds £50 and is under £25,000 i
loans outside these limits are exempt from the Act
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The Charge for Credit and Annual Percentage Rates (APRS)

U The total charge for credit is the total amount a debtor requires to pay i this
includes interest and any explicit fees i not insurance

U The APR is the total charge expressed as a percentage and is calculated by a
complex formula laid down in the Act

Entry into Credit Agreements
The Agreement

1 The Act defines the form and content of the agreement, with both debtor and
creditor required to sign it T if not, the loan is unenforceable without a court order

1 Agreements must include all the terms, including any cancellation rights

1 A copy of the executed agreement must be sent to the debtor

Cancellabke Agreemerd

U Debtors have a short time in which thy can cancel an agreementit he o6é<cool i ng
of fé period
U Cooling-off periods do not apply if the unexecuted agreement is signed on
business premises or if oral representations did not take place in the preliminary
negotiations
U Where the cancellation is exercised, any monies received must be repaid to the
creditor
U The Consumer Credit Act 1974 has recently been reviewed in order to provide
consumers with greater protection T amendments to the 1974 legislation are:

(a) Customers must be asked to sign a separate box if they want to take out additional
insurance, e.g. payment protection insurance

(b) If the advertisement includes an APR, it must be more prominent than all other
financial information

(c) There will be a standard method of calculating the APR for credit cards 1 this will
allow easier comparison of different cards by consumers

(d) Early repayment charges will be restricted to one month and 28 days (2 months) 1
previously it was three months.

58



