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© Archer Training Ltd 2000 - 2011 

All Rights Reserved.  No part of this document may be 
photocopied, reproduced, stored in a retrieval system, or 
transmitted, in any form or by any means whether, 
electronic, mechanical, or otherwise without the prior 
written permission of Archer Training Ltd. 

No warranty of accuracy is given concerning the contents 
of the information contained in this publication.  To the 
extent permitted by law no liability (including liability to 
any person by reason of negligence) will be accepted by 
Archer Training Ltd, its subsidiaries or employees for any 
direct or indirect loss or damage caused by omissions 
from or inaccuracies in this document.  

The Revision Guide, as with all our supporting material, 
is complementary to the main ifs School of Finance 
Textbook and will never replace the detail contained 
there.  It was never written to reproduce the same text - 
that would serve no purpose.  It does contain, however, 
bulleted summaries of the syllabus.  These bullets are 
lighter in substance but retain the major points.   

It is, essentially, a Revision Guide. 

Archer Training Ltd reserves the right to change details in 
this publication without notice. 

 

 

 



  The Financial Services Industry 

2011/2012  3 

The Revision Guide’s Contents 
1 The Financia l  Services Industry ................................................................................. 6 

Introduction ........................................................................................................................................................................ 6 
The Bank of England ........................................................................................................................................................ 7 
Proprietary and Mutual Organisations .............................................................................................................................. 8 
Credit Unions..................................................................................................................................................................... 9 
Retail and Wholesale Banking........................................................................................................................................ 10 
The Money Clearing Process ......................................................................................................................................... 11 
Role of Government ........................................................................................................................................................ 12 
Residence and taxation .................................................................................................................................................. 14 
Domicile and taxation...................................................................................................................................................... 16 
Income liable to tax ......................................................................................................................................................... 17 
The UK income tax system ............................................................................................................................................. 18 
Categories of Income tax ................................................................................................................................................ 19 
Benefits in kind ................................................................................................................................................................ 20 
Steps in calculating a tax bill .......................................................................................................................................... 21 
Other Tax Arrangements ................................................................................................................................................ 24 
Capital Gains Tax (CGT) ................................................................................................................................................ 25 
Inheritance tax (IHT) ....................................................................................................................................................... 28 
Value added tax (VAT).................................................................................................................................................... 30 
Insurance Premium tax ................................................................................................................................................... 31 
Stamp Duty Land Tax (SDLT) ........................................................................................................................................ 32 
Corporation Tax .............................................................................................................................................................. 33 
National Insurance Contributions ................................................................................................................................... 34 
Economic and Monetary Policy ...................................................................................................................................... 35 
Inflation ............................................................................................................................................................................ 36 
Government Economic Policy ........................................................................................................................................ 37 
Social Security Benefits .................................................................................................................................................. 38 

2 Financia l  Products ...................................................................................................... 39 
Deposits........................................................................................................................................................................... 39 
National Savings and Investments ................................................................................................................................. 40 
Offshore Deposits ........................................................................................................................................................... 43 
Money Market Instruments ............................................................................................................................................. 44 
Bonds .............................................................................................................................................................................. 45 
Government Gilts ............................................................................................................................................................ 46 
The Need for Gilts ........................................................................................................................................................... 47 
Corporate Bonds ............................................................................................................................................................. 48 
Local Authority Bonds ..................................................................................................................................................... 48 
Permanent Interest Bearing Shares (PIBS) ................................................................................................................... 49 
Child Trust Fund .............................................................................................................................................................. 50 
Annuities .......................................................................................................................................................................... 51 
Shares ............................................................................................................................................................................. 53 
Derivatives ....................................................................................................................................................................... 56 
Stock markets.................................................................................................................................................................. 57 
Real Estate ...................................................................................................................................................................... 58 
Real Estate Investment Trusts ....................................................................................................................................... 59 
Commodities ................................................................................................................................................................... 60 
Foreign Exchange ........................................................................................................................................................... 61 
Unit trusts ........................................................................................................................................................................ 62 
Investment trusts ............................................................................................................................................................. 63 
Open ended investment companies (OEICs) ................................................................................................................ 64 
Individual Savings Accounts ........................................................................................................................................... 65 
Endowment Assurance ................................................................................................................................................... 66 
Qualifying Policies ........................................................................................................................................................... 70 
Investment bonds ............................................................................................................................................................ 71 
Life Assurance Policies ................................................................................................................................................... 73 
Whole of Life assurance policies .................................................................................................................................... 76 
Permanent Health Insurance or Income Protection Insurance ..................................................................................... 79 
Critical Illness Cover ....................................................................................................................................................... 80 



CeMAP 1 Revision Guide     

4  2011/2012 

Private Medical Insurance ............................................................................................................................................... 81 
General Protection .......................................................................................................................................................... 82 
Business Protection Insurance ....................................................................................................................................... 83 
General Insurance ........................................................................................................................................................... 85 
Mortgages ........................................................................................................................................................................ 88 
Types of Mortgage .......................................................................................................................................................... 89 
Mortgage Payment Vehicles ........................................................................................................................................... 90 
Mortgage Product Types ................................................................................................................................................. 92 
Releasing Equity for Elderly ............................................................................................................................................ 98 
Further Borrowing............................................................................................................................................................ 99 
Pension Products .......................................................................................................................................................... 100 

3 The Financia l  Planning Process ............................................................................. 102 
Financial Life Cycle ....................................................................................................................................................... 102 
Gathering information .................................................................................................................................................... 103 
Contents of a Factfind ................................................................................................................................................... 104 

4 Financia l  Services Legal  Concepts ........................................................................ 105 
Death ............................................................................................................................................................................. 105 
Personal Representatives ............................................................................................................................................. 105 
Wills ............................................................................................................................................................................... 106 
Intestacy ........................................................................................................................................................................ 107 
Intestacy Rules for England and Wales ....................................................................................................................... 107 
Sole Traders, Partnerships and Charities .................................................................................................................... 108 
Contract law ................................................................................................................................................................... 110 
Trusts ............................................................................................................................................................................. 111 
Agency Law ................................................................................................................................................................... 112 
Ownership of Property .................................................................................................................................................. 113 
Bankruptcy and IVAs ..................................................................................................................................................... 115 

5 The Financia l  Services Authori ty ........................................................................... 117 
Financial Services and Markets Act 2000 .................................................................................................................... 117 
The Financial Services Authority .................................................................................................................................. 118 
Four Statutory objectives .............................................................................................................................................. 120 
Tiered Regulation .......................................................................................................................................................... 122 
The FSA Principles for Businesses .............................................................................................................................. 123 
Treating Customers Fairly ............................................................................................................................................. 125 
Regulated Activities ....................................................................................................................................................... 127 
Firms “keeping their own house in order” ..................................................................................................................... 128 
Permissions ................................................................................................................................................................... 130 
Approved persons ......................................................................................................................................................... 131 
Principles for Approved Persons .................................................................................................................................. 132 
Capital Adequacy .......................................................................................................................................................... 133 
Liquidity .......................................................................................................................................................................... 134 
Retail Distribution Review ............................................................................................................................................. 135 

6 The Conduct of Business Sourcebook ................................................................... 136 
Prospecting for business ............................................................................................................................................... 136 
Disclosure with clients ................................................................................................................................................... 137 
Polarisation .................................................................................................................................................................... 139 
Know Your Client ........................................................................................................................................................... 140 
Client Categories ........................................................................................................................................................... 141 
Advertising ..................................................................................................................................................................... 142 
Disclosure ...................................................................................................................................................................... 143 
Cancellation ................................................................................................................................................................... 144 
Executions ..................................................................................................................................................................... 145 
Suitable Recommendation ............................................................................................................................................ 146 
Stakeholder Products .................................................................................................................................................... 147 



  The Financial Services Industry 

2011/2012  5 

7 Other Regulations ..................................................................................................... 148 
Training and Competence ............................................................................................................................................ 148 
Complaints and Disputes .............................................................................................................................................. 151 
The Financial Ombudsman Service ............................................................................................................................. 152 
Ombudsman’s Rules ..................................................................................................................................................... 153 
The Hunt Report ............................................................................................................................................................ 154 
Financial Services Compensation Scheme ................................................................................................................. 155 
Regulation of Mortgage Advice .................................................................................................................................... 156 
Regulation of General Insurance .................................................................................................................................. 159 
Money Laundering ........................................................................................................................................................ 160 
Data Protection Act 1998 .............................................................................................................................................. 163 
Consumer Credit Legislation ........................................................................................................................................ 165 
Unfair Contract Terms................................................................................................................................................... 167 
Advertising Codes and Guidelines ............................................................................................................................... 168 
Competition Commission .............................................................................................................................................. 169 
CAT Standards .............................................................................................................................................................. 170 
The Pensions Act 2004 ................................................................................................................................................. 171 
The Code of Banking Practice ...................................................................................................................................... 172 
European Union Directives ........................................................................................................................................... 174 

8 Specimen Exam ......................................................................................................... 176 
 



CeMAP 1 Revision Guide     

6  2011/2012 

1 The 
Financial 
Services 
Industry 

Introduction 
�x The Functions of the Industry 

�¾ Allows money to be a medium of exchange for 
goods and services 

�¾ Money acts as a measure of wealth, is portable 
and acceptable by all.   

Intermediation 
�x A financial intermediary  is a firm such as a bank 

which takes money from those that have it in surplus 
and lend it to those that need it. 

�x Like a middleman that benefits both parties by being 
able to attract depositors from all over the country, 
pulling together smaller sums to provide large enough 
borrowings for people, balancing their deposits so long 
term borrowing can be granted. 

�x Product Sale Intermediaries  are brokers who bring 
customers to the banks, building societies and 
insurance companies. 

Disintermediation 
�x Is the opposite and where providers deal direct with 

the public without the need for a middleman. 
�x Many products which have been commoditised over 

the years are sold on this basis. 
�x Providers use branches, the internet and telephone 

based channels to deal direct with the public. 
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The Bank of 
England 

�x The Bank of England has a number of roles within the 
UK economy. 

�¾ Issuer of banknotes 

�¾ Banker to the Government 

�¾ Banker to the Banks 

�¾ Adviser to the Government 

�¾ Lender of the Last Resort – e.g. Northern Rock 
in 2007 

�x Controlling interest rates – the responsibility for 
setting interest rates rests with the Monetary Policy 
Committee (MPC). 

�x The MPC has to achieve a target of inflation set by 
the government and it uses interest rates to meet 
this target. 

�x Foreign exchange market – manages the UK’s 
reserves of gold and foreign currencies 
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Proprietary and 
Mutual 

Organisations 
�x Proprietary organisations are limited companies 

owned by shareholders.  These form the bulk of the 
UK financial services market.  Shareholders received 
dividends according to profits and control the 
companies. 

�x Mutual organisations are owned by their members and 
do not have shareholders.  Most building societies and 
friendly societies remain mutual along with a few 
insurance companies. 

�x The trend in recent years has been for mutuals to 
convert to proprietary companies with the previous 
members becoming shareholders and receiving a 
windfall of shares. 
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Credit Unions 
�x These are not-for-profit financial co-operatives that are 

licensed to take deposits and grant loans.  
�x They are mutual societies owned and controlled by 

their members, who must share a common bond.  
�x For example, members could be linked because they 

live or work in a particular area, work for the same 
employer or follow the same occupation. 

�x Credit unions are run by elected volunteers and, 
because they are member-owned, almost all profits are 
distributed to members in the form of a savings 
dividend.  

�x Some credit unions pay interest rates of up to 8% to 
savers, but most pay 2-3%. Savers also benefit from 
free life insurance. 

�x Credit unions also grant loans to members at 
reasonable interest rates.  

�x British credit unions are regulated by the FSA and 
covered by the Financial Services Compensation 
Scheme, which also protects all banks and building 
societies.  

�x Also, credit unions are members of the Financial 
Ombudsman Scheme 
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Retail and 
Wholesale 

Banking 
�x Retail banks focus on private and corporate customers 

and provide a branch network to service their needs. 
�x Internet banking is becoming their new branch 

network. 
�x They collect deposits and pay interest and lend this 

money out in the form of loans and charge interest 
�x Wholesale banks, traditionally, borrow large sums 

from the wholesale money markets and lend these out 
to other financial institutions or customers. 

�x Specialist finance houses operate in this way as they 
do not have a branch network. 

�x Retail banks use a combination of retail and wholesale 
methods to obtain deposits. 

�x Building societies also operate on the wholesale 
market but can’t raise more than 50% of their liabilities 
this way. 
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The Money 
Clearing Process 

�x The purpose here is to allow money to transfer from 
one person to another. 

�x Traditionally done via a branch network using cash 
and cheques, but nowadays cards, cash machines and 
the internet dominate the movement of money 

Current Accounts 
�x The basis of money transmission 
�x Majority of UK population now have current accounts 

with banks and building societies 
�x People’s salaries are paid direct to their bank accounts 
�x Simplified current accounts limit withdrawals to cash 

machines, direct debits and the internet. 

Clearing 
�x The process which ensures that banks settle up at the 

end of the working day.   
�x Cheque and Credit Clearing Company oversees the 

clearing of cheques and paper credits.  The influence of 
cheques is dwindling rapidly.  Cheques normally take 
3 working days to clear. 

�x Vocalink Ltd formally BACS operates direct debits, 
internet payments and much of the electronic 
payments. 

�x CHAPS – Clearing House Automated Payment System 
operate same day transfers ideal for sending mortgage 
monies to solicitors but charge for this service. 
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Role of 
Government 

The European Union 
�x UK has been a member since 1973 
�x The UK has not yet adopted the Euro – the European 

wide currency 
�x European laws and directives massively influence UK 

legislation 
�¾ Regulations bind the UK  
�¾ Directives impose an aim and let us decide how 

to achieve it. 
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UK Regulation 
 

1st Level
European Legislation

2nd Level
Acts of Parliament

3rd Level
Regulatory Bodies

4th Level
Compliance Depts

5th Level
Ombudsman's

1st Level
European Legislation

2nd Level
Acts of Parliament

3rd Level
Regulatory Bodies

4th Level
Compliance Depts

5th Level
Ombudsman's

 

Taxation 
�x Governments use taxation to obtain revenue 
�x The taxation treatment of investments influences 

investors’ choices in a number of ways. Relevant 
factors include tax relief on: 

�¾ money going into investments (e.g. pension 
contributions) 

�x Tax-free growth and/or income, for instance: 

�¾ Pension funds 

�¾ ISA’s 

�x Tax-free investment proceeds, for instance: 

�¾ Tax-free cash from pension scheme 

�¾ Qualifying life policies 
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Residence and 
taxation 

�x Income Tax is normally chargeable on all income 
arising in the UK, whether or not the person is resident 
in the UK. 

�x People who are defined as resident in the UK are 
normally liable to tax on their income, including that 
which arises outside the UK. 

Resident 
�x If a person spends 183 or more days of the tax year in 

the UK, he is resident in the UK for income tax 
purposes.  That’s 6 months to you and I. 

�x If he visits the UK for periods averaging three months 
or more per year over four consecutive years, he will 
be treated as a UK resident. 

Ordinarily resident 
�x A person who has been resident in the UK for many 

years but goes abroad for a full tax year will be 
regarded as ordinarily resident even for the year in 
which he is not resident. 

Overseas income 
�x A UK resident working abroad could be liable to 

income tax in that country and in the UK. 
�x UK income tax on the overseas earnings of a UK 

resident is due whether or not that income is remitted 
to the UK (unless he is not also ordinarily resident, in 
which case it is only taxed if remitted to the UK). 
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Double taxation agreements  
�x Double taxation agreements exist with most developed 

countries, under which, normally, the tax: 

�¾ On earned income is collected in that country 
but not in the UK. 

�¾ On unearned income is waived in that country 
but collected in the UK. 
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Domicile and 
taxation 

�x Domicile affects liability to Inheritance Tax 
�x If a person is domiciled (or deemed domiciled) in the 

UK at death, the estate on which IHT is charged 
includes all assets wherever they are situated. If not, 
IHT is charged only on assets situated in the UK.  

�x Domicile can be described as the country in which 
someone treats as their permanent home base, to 
which they would plan to return after every spell 
abroad.  

�x For most people, their own domicile (called domicile 
of origin) is determined at birth as the domicile of their 
father.  

�x It is possible to change to a different domicile 
(domicile of choice) by going to live in a different 
country with the intention of settling there 
permanently and severing all connections with the 
domicile of origin.  

�x Deemed domicile in the UK relates to people who, 
though not UK domiciled, have lived in the UK for at 
least 17 of the last 20 years. 
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Income liable 
to tax 

�x Income assessable for tax includes: 

�¾ Salary/wages from employment 

�¾ Profits from a trade or profession 

�¾ Certain benefits in kind 

�¾ Certain pension/retirement benefits 

�¾ Gratuities 

�¾ Bank/building society interest 

�¾ Dividends 

�¾ Income from gilts 

�¾ Land/property rents 

�x Some income is not assessable for tax, including: 

�¾ The first £30,000 of redundancy payments 

�¾ Interest on National Savings Certificates 

�¾ Income from ISA’s 

�¾ Proceeds of a qualifying life policy 

�¾ Gambling winnings 

�¾ War widows’ pensions 

�¾ Certain social security benefits 
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The UK income 
tax system 

�x The tax year or “fiscal” year in the UK runs from April 
6th to April 5th of the following calendar year. 

�x Income Tax is based on the income received over the 
whole year. 

Employed 
�x Employed persons are taxed on the amount of income 

in the current tax year (current year basis). 
�x Their tax is collected by their employer under PAYE. 
�x Each year they receive a P60 which details the total 

amount of income, tax deducted and NI contributions. 
�x When they leave employment, they have their P45 

which provides the same information for the year to 
the date of leaving. 

Self-employed 
�x Income tax is on a “current year” basis, i.e., their tax is 

based on the profits for their business year that ended 
in the current tax year. 

�x It is payable in two instalments, on January 31st in the 
current tax year, and on the following July 31st. 

�x “Self-employed” includes sole traders and 
partnerships.  
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Categories of 
Income tax 

�x Income Tax Part One 
�¾ Employment income 
�¾ Pensions income 
�¾ Taxable social security benefits 

�x Income Tax Part Two 
�¾ Self employed profits  

�x Income Tax Part Three 
�¾ Property income 

�x Income Tax Part Four 
�¾ Savings and investment income, including 

interest and share dividends 
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Benefits in kind 
�x Employees earning over £8,500 p.a. (including the 

value of any benefits in kind) are normally taxed on 
the value of those benefits in kind. 

�x Employers must submit a form P11D to the Inland 
Revenue in respect of these employees, detailing the 
nature and value of the benefits received. 

�x Most directors are also included in this category even 
if they are under the £8,500 limit. 

�x Employees under the £8,500 limit are not normally 
taxed on benefits in kind unless they can be readily 
converted into cash. 

�x The main taxable benefits are: 

�¾ Company cars and fuel. 

�¾ Private health care (e.g. BUPA): taxed on the 
amount of the employer’s contributions. 

�¾ Living accommodation, unless it is required for 
the employee’s duties (e.g. caretaker). 

�¾ Interest-free loans: taxed on the amount of 
interest waived. 


