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Code Compliance Monitoring Findings

1. BACKGROUND

In our 2001/2002 Annual Report we were able to report the final results of our ‘Phase One’ round of visits to all the Banking Code subscribers, and the encouraging trends observed between the years ending in March 2001 and March 2002.  The statistics year-on-year showed reductions in the total number of both compliance control weaknesses and specific Code breaches, and an even better picture on a per visit basis, as follows:


2000/01
2001/02

Number of reports
64
68

Compliance control weaknesses
278
262

Average control weaknesses per report
4.3
3.9

Breaches
306
224

Average breaches per report
4.8
3.3

We began our ‘Phase Two’ visiting programme in July 2002.  This has involved the use of a mix of selection criteria:

· High ratings under the BCSB Risk Model, especially under the ‘Probability’ index;

· Themed visits, particularly relating to the handling of financial difficulties;

· Major subscribers to the newly introduced Business Banking Code;

· New subscribers;

· A sample of cases where there has been greater passage of time since the last visit.

While the results of the Phase Two activity are clearly not fully comparable with those of the comprehensive but essentially non-selective coverage of Phase One, we feel subscribers will be interested in the findings, and particularly the types of exception that have been frequently arising.

Overall, we have completed 23 visits as at end-January, of which 57% were assessed ‘Green’ and 43% ‘Amber’.  It is encouraging that there have been no recent ‘Red’ or ‘Black’ assessments, but the drop in the percentage given a ‘Green’, from 68% in 2001/02, may well be attributable to risk-based selection of several recent visits.

The following sections summarise the main exceptions to emerge from the 23 Phase Two visits to date.  The fact that the handling of financial difficulties does not appear in the list, although we have carried out seven themed reviews on the subject, reflects the encouraging finding that those subscribers visited have generally geared themselves up well to follow the additional Guidance on Section 15 of the Banking Code, that came into effect on 31 March 2002.

2. COMPLIANCE MANAGEMENT CONTROLS

Responsibilities, reporting lines and resources

(36% of reviews)

A number of institutions were undergoing change following mergers and internal re-organisation. Some others had no formal terms of reference for the Compliance Manager and / or defined contingency procedures. Another weakness amongst some institutions was the lack of a defined reporting line to the Board or Audit Committee for compliance weaknesses or an audit trail for tracking remedial action.

Planning

(50% of reviews)

In more than half the visits, particularly to smaller institutions, there was not a robust compliance plan that incorporated all of the elements of responsibilities, defined areas of review and specific monitoring plans.

Procedures and practices

(41% of reviews)

Compliance requirements are still frequently found in different operating manuals but have not been specifically identified and collated in one document, or cross-referenced sufficiently to provide an overall guide to Code compliance procedures. Where existing, they are often not formally approved by an appropriate body, for example, Board or Audit Committee.  

Supply of customer information and marketing material
(18% of reviews)

Effective control of stocks of product literature has not always been evidenced.  This has led in some cases to out-of-date and incorrect information being supplied at point of sale in our mystery shopping exercises.

Customer documentation and marketing materials
(41% of reviews)

In these cases, no checklists were in use to ensure that all aspects of the Banking Code and the Code of Conduct for the Advertising of Interest Bearing Accounts were covered in documentation. This was reflected in breaches identified in customer documentation, particularly Terms & Conditions, and in incorrect or insufficient information on websites.  This serves as a reminder that Code requirements must be met in all delivery and information channels that a subscriber uses.

Training and competence

(41% of reviews)

Weaknesses have emerged in two particular respects. Firstly, records were not complete on individual training undertaken and, more particularly, it was unclear what action would be taken in the event of a member of staff failing to reach a sufficient standard. Secondly, we conducted a number of mystery shopping exercises which revealed weaknesses in staff knowledge of the Banking Code, indicating that training, even if given, had not been effective.

Complaints Procedure

(27% of reviews)

Since the assumption of principal responsibility for monitoring complaint handling by the FSA, our review relates to the provision of adequate information to customers at the time of making a complaint, and this has revealed a number of deficiencies. In addition, we found in some cases that branches were not reporting details properly to a centralised unit to identify generic issues, or were treating cases as complaints only where they could not be resolved within 24 hours.

Monitoring and Supervision

(36% of reviews)

In a number of instances monitoring had a tendency to be low on the list of priorities, with the methods used being insufficiently robust or wide-ranging, and reporting of findings did not reach an appropriately high level. In many cases, there appeared to be no mechanism to ensure that resolution of a problem was also reported.

3. BANKING CODE BREACHES

Breaches that have occurred in 15% or more of Phase Two reports are shown below, with references to paragraph numbers in the January 2001 (Green) Banking Code.

3.1: Information before you become a customer
3.2: Information once you have chosen an account
3.3: Joint Accounts - information on rights and responsibilities

(18% of reviews)

These breaches reflected deficiencies in the level of information given to customers at point of sale or in brochures. In several cases, no details were given of the manner of operation of some banking products, particularly as regards direct debits and the clearing cycle.  A number of institutions reviewed gave no information on the wider implications of joint accounts, including the impact of relationship breakdown or disputes between the parties, although what happens in the event of the death of a party to the account was generally addressed.

7.1: Cooling off

(23% of reviews)

Too often, comment had to be made on the absence of timely information for customers on the availability of the 14-day cooling-off period for current and variable-rate savings accounts.

Code of Conduct for the Advertising of Interest Bearing Accounts (CCAIBA)

(27% of reviews)

The CCAIBA stipulates precise requirements in considerable detail.  Our reviews have identified advertisements that did not define ‘Gross’ or ‘AER’, or did not quote both.  Two subscribers did not define clearly the circumstances in which bonuses or penalties would be payable.  However, the most frequent deficiencies were found on websites, where required information was omitted even though it was generally included in the subscribers’ brochures on paper.
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