Binary Options Trading for Retail Consumers in the United
Kingdom: Regulatory Status, Risks, and Alternatives

Executive Summary

This report addresses the status and implications of binary options trading for retail
consumers within the United Kingdom. The central finding is unequivocal: the
Financial Conduct Authority (FCA), the UK's financial regulator, has implemented a
permanent prohibition on the sale, marketing, and distribution of binary options to
retail consumers, effective since April 2, 2019." Consequently, any entity offering such
products to UK retail clients is highly likely to be operating unlawfully or engaging in
fraudulent activity.'

The FCA's decision to enact this ban stems from profound concerns regarding the
product's inherent structure, which demonstrably led to significant consumer
detriment through substantial and often unexpected financial losses.' Factors
contributing to the ban include misleading marketing practices, fundamental conflicts
of interest where firms often profited from client losses, the product's complexity
disguised as simplicity, and its strong association with widespread investment fraud.”
The FCA has explicitly characterised binary options as "gambling products dressed up
as financial instruments" ', underscoring their unsuitability for genuine investment
purposes.

This report provides a detailed examination of binary options, explains the rationale
and scope of the FCA's permanent ban, thoroughly outlines the significant risks these
products entail, discusses regulated high-risk alternatives available in the UK (such as
Contracts for Difference and Spread Betting, while emphasizing their own substantial
risks), and offers practical guidance on verifying the authorisation status of financial
firms through the official FCA Register. Furthermore, it directs readers to essential
resources provided by the FCA, including the ScamSmart and InvestSmart campaigns,
designed to enhance investor protection and awareness.
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1. Understanding Binary Options
1.1. Definition and Core Concept (Yes/No Proposition)

Binary options represent a type of financial contract predicated on a straightforward
'yes' or 'no’ outcome concerning the price movement of an underlying asset.” These
assets can encompass a wide range, including individual stocks, currency pairs
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(forex), commodities like gold or oil, or market indices.” The core mechanism involves
a prediction: will the price of the chosen asset be above or below a specific,
predetermined level (the strike price) at a precise future point in time (the expiry
time)?.” The term 'binary' reflects the two possible results: if the trader's prediction
proves correct at expiry ('in the money'), they receive a fixed, predetermined payout;
if incorrect (‘out of the money'), they forfeit their entire initial investment amount.®

Crucially, unlike traditional options (often termed 'vanilla' options), binary options do
not confer upon the holder the right to buy or sell the underlying asset itself.? They
function purely as speculative instruments, essentially wagers on short-term price
direction rather than investments in the asset's intrinsic value or long-term potential.’

1.2. Key Structural Elements

Several key elements define the structure of a binary option contract:

e Expiry Time/Date: Every binary option has a fixed expiry time and date, marking
the exact moment the contract concludes and the outcome is decided.® The
duration leading up to expiry is often very short, frequently measured in minutes
or hours, although daily or weekly expiries also exist.” This characteristic
significantly influences trading behaviour.

e Strike Price: This is the predetermined price level against which the underlying
asset's price is compared at expiry.” The trader's fundamental decision is whether
the asset's price will finish above or below this specific threshold.™

e Fixed Payout/Loss: Before entering the trade, the potential profit if the
prediction is correct, and the amount at risk (the loss if incorrect), are clearly
defined.” The payout is typically presented as a percentage return on the initial
investment, while the loss is almost invariably 100% of the capital staked on that
trade.*

e All-or-Nothing Nature: This is the defining feature. The outcome is strictly one
of two possibilities — receive the fixed payout or lose the entire stake.® There is no
intermediate outcome, nor does the magnitude of the price movement beyond
the strike price affect the result (unlike traditional investments or even other
derivatives like CFDs).

The very structure of binary options, particularly the combination of extremely short
expiry times and the fixed, all-or-nothing payout, fosters an environment conducive to
high-frequency, speculative betting rather than considered investment strategies.’
This structure is a principal factor behind the significant risks identified by regulatory
bodies like the FCA. The short durations often preclude meaningful market analysis,
encouraging impulsive decisions based on momentary price fluctuations.



Furthermore, the fixed payout disconnects the outcome from the actual performance
or volatility of the underlying asset beyond the simple binary condition being met. This
combination has been observed to contribute to addictive trading patterns " and
consistently high loss rates among retail participants *, lending weight to the FCA's
assessment of these products as akin to gambling.’

Moreover, the apparent simplicity of the "yes/no" proposition can be deceptive.” While
the concept is easy to grasp superficially, the underlying complexity lies in accurately
assessing the probability of the predicted price movement occurring within the
specified, often minimal, timeframe.* Valuing these options accurately requires
sophisticated modelling, yet they were often marketed to inexperienced investors.’
This difficulty in valuation and the lack of transparency in how payouts were
calculated created a significant information asymmetry, heavily favouring the
providers (who often acted as counterparties profiting from client losses) and
contributing to poor outcomes for consumers.* Predicting very short-term market
movements with the consistency required to overcome the provider's edge is
exceptionally challenging, even for seasoned professionals.™

2. The Regulatory Landscape in the UK
2.1. The Financial Conduct Authority (FCA) Oversight

The Financial Conduct Authority (FCA) serves as the primary regulator for the
financial services industry in the United Kingdom.? Its mandate includes authorising
and supervising financial firms, ensuring market integrity, and protecting consumers
engaging with financial products and services.?”

Historically, the regulatory classification of binary options in the UK was ambiguous.
Due to their structural similarities to fixed-odds betting, they were sometimes
considered gambling products under the purview of the UK Gambling Commission.”
However, the implementation of the second Markets in Financial Instruments Directive
(MIFID Il) across Europe clarified their status, bringing binary options firmly within the
scope of financial regulation and thus under the FCA's authority prior to the eventual
ban.?’ Consequently, from January 3, 2018, any firm involved in offering binary options
services either within the UK or from the UK to other jurisdictions was legally required
to be authorised by the FCA.?® Operating without this authorisation became a breach
of UK financial services law.”

2.2. The Permanent Ban on Binary Options for Retail Clients

Following a period of temporary restrictions aligned with European measures, the FCA



took decisive action. Effective from April 2, 2019, the FCA implemented a permanent
ban that prohibits all firms operating in or from the UK from selling, marketing, or
distributing binary options to retail consumers.'

This UK-specific permanent ban followed, and ultimately superseded for the UK
market, temporary product intervention measures initially imposed by the European
Securities and Markets Authority (ESMA) starting in July 2018." The FCA conducted its
own consultation process (under Consultation Paper CP18/37) before solidifying its
permanent prohibition.*

The implication of this permanent ban is critical for UK residents: any firm currently
soliciting retail consumers in the UK with offers of binary options trading services is
almost certainly operating illegally and without FCA authorisation, and should be
regarded as a potential scam.’

2.3. Scope: Including Securitised Binary Options

Notably, the FCA's permanent ban adopted a broader scope than the temporary
ESMA measures it replaced.” The UK prohibition explicitly includes a category known
as 'securitised binary options'.? These are typically defined as binary options that
might be listed on a formal trading venue, potentially subject to a prospectus, and
often having longer minimum contract periods compared to typical over-the-counter
binaries.*

ESMA's temporary restrictions had, at one point, excluded these securitised forms.'
However, the FCA concluded that these products, despite minor structural
differences, posed the same fundamental risks of harm to retail investors due to their
comparable binary pay-off structure and the inherent difficulty consumers face in
accurately valuing them.' The FCA extended the ban to cover securitised binary
options proactively, even though they were not actively sold in the UK at the time,
explicitly to prevent the development of a market for these products as a potential
circumvention of the ban on standard binary options.’

This decision to implement a permanent ban, and to make it broader than the
preceding European temporary measures by pre-emptively including securitised
binary options, underscores the FCA's strong and definitive regulatory stance.’ It
signals a deep-seated conviction within the UK regulator that the entire product class,
regardless of slight variations in structure or delivery mechanism, presents inherent
and unacceptable flaws making it fundamentally unsuitable for the retail market." This
proactive approach aimed to close potential loopholes and ensure comprehensive



consumer protection within the UK.®

Furthermore, the regulatory journey of binary options—from potential oversight by the
Gambling Commission to FCA regulation and subsequent prohibition—highlights a
crucial recognition.?® While possessing characteristics strongly resembling gambling
"%, these products were aggressively marketed and positioned as financial
investments.” This positioning brought them squarely into the financial regulator's
domain, compelling the FCA to act under its mandate to protect consumers from harm
within the financial services and investment sphere.' The FCA's own description of
them as "gambling products dressed up as financial instruments" ' perfectly
encapsulates this duality and justifies the regulatory intervention within the financial
sector.

3. Why the FCA Banned Binary Options
3.1. Historical Context and Lead-up to the Ban

The FCA's permanent ban on binary options was not an abrupt decision but the
culmination of growing regulatory concern and evidence of harm. In the years
preceding the ban, regulators observed a surge in the marketing of binary options to
retail consumers across the European Union, including the UK.* This marketing was
frequently characterised by aggressive sales tactics, often conducted online via social
media and websites, which significantly exaggerated the potential for profits while
downplaying the substantial risks involved.”

Mounting evidence demonstrated that these practices were leading to significant
consumer detriment.' Retail investors were suffering large and often unexpected
losses, exacerbated by the poor conduct of many firms operating in the sector.' The
European Securities and Markets Authority (ESMA) responded to these pan-European
concerns by implementing temporary restrictions on the sale, marketing, and
distribution of binary options to retail clients, effective from July 2018." This action set
a significant precedent across the EU.

Building on ESMA's temporary measures and its own market analysis, the FCA
launched a formal consultation (CP18/37) in December 2018, proposing a permanent
ban for the UK market.> After considering feedback, the FCA confirmed its final rules
and implemented the permanent prohibition in March 2019, taking effect on April 2,
2019."

3.2. Primary Drivers: Consumer Protection, Risk Mitigation, and Market Integrity



The FCA's decision was driven by a confluence of factors, all centred on the need to
protect retail consumers from a product deemed inherently flawed and associated
with harmful practices:

Inherent Product Risks & Consumer Harm: The fundamental "all-or-nothing"
payout structure, combined with short expiry times and underlying complexity,
created a product where the odds were heavily stacked against the retail client.”
FCA analysis and data indicated that a significant majority of consumers trading
binary options lost money.* The FCA estimated that implementing the permanent
ban could save UK retail consumers up to £17 million per year in potential losses.'
Poor Firm Conduct & Misleading Marketing: The industry was plagued by firms
employing aggressive and misleading sales tactics.* This included exaggerating
potential returns, using high-pressure techniques, and even utilising fake celebrity
endorsements to lure investors.*

Conflicts of Interest: A critical structural issue was that most firms offering
binary options acted as the direct counterparty to their clients' trades.” This
meant the firm directly profited when the client lost money, creating a
fundamental conflict of interest that incentivised practices detrimental to the
client.?

Complexity and Lack of Transparency: Despite appearing simple, binary
options involved complex pricing mechanisms that were difficult for retail
consumers to understand or value accurately.” This lack of transparency and
information asymmetry made consumers vulnerable to mis-selling.®

Similarity to Gambling & Addiction: The product's characteristics — short
durations, fixed odds, instant results — were seen as promoting addictive,
gambling-like behaviour among vulnerable consumers.®

Widespread Fraud: The binary options market became a significant conduit for
investment fraud.” Numerous unauthorised firms and outright scams targeted UK
consumers, leading to substantial financial losses."” Reports indicated thousands
of victims losing tens of millions of pounds.?® A key objective of the ban was to
curtail this avenue for fraud.'

The FCA's intervention was not merely a reaction to the product's risky nature in
isolation. It was a response to the entire harmful ecosystem that had developed
around binary options.' The product's inherent structure—particularly the direct
conflict of interest where firms gained from client losses “ and the deceptive simplicity
masking underlying complexity “—appeared to actively enable and incentivize the
observed predatory marketing, poor conduct, and widespread fraud."” This realisation
likely led the regulator to conclude that simply attempting to regulate the conduct of
firms within this ecosystem would be insufficient to protect consumers. The product



itself was facilitating the harm, making a complete ban the most effective measure.

Furthermore, the FCA's quantification of potential consumer savings—up to £17 million
annually '—provides a tangible justification for the ban. This figure, likely derived from
analysing historical client loss data from the few UK firms previously involved %,
frames the decision not just in terms of regulatory principle but also as an
economically sound intervention from a consumer welfare perspective. It highlights
the significant scale of detriment the ban aimed to prevent, outweighing the
commercial impact on the limited number of firms directly affected.”

4. Significant Risks Associated with Binary Options

The FCA's ban was predicated on the numerous and severe risks associated with
binary options trading for retail consumers. These risks span financial, operational,
and behavioural dimensions.

4.1. Financial Risks: The "All-or-Nothing” Danger and High Loss Probability

The most immediate financial risk is the potential to lose 100% of the capital invested
in a single trade if the market prediction proves incorrect at expiry.” Unlike traditional
investments where value might decrease but often retains some residual worth, or
even leveraged products like CFDs where losses can exceed the initial margin but are
capped for retail clients by negative balance protection, a losing binary option
typically results in a total loss of the staked amount.®

While potential profits are predetermined and capped, the potential loss on any single
trade is absolute (up to the investment amount).” Compounding this risk is the high
probability of loss. Regulatory analysis and firm data consistently indicated that the
vast majority of retail clients engaging in binary options trading lost money overall.*
Achieving sustained profitability requires consistently predicting short-term market
movements correctly, effectively 'beating the odds' set by the provider, which is
exceptionally difficult given the short timeframes and inherent market
unpredictability.”® Consequently, binary options are widely regarded as high-risk,
purely speculative instruments unsuitable for the investment objectives of most retail
consumers.*

4.2. Operational and Fraud Risks: Scams, Unauthorised Firms, Platform Issues

Beyond the inherent financial risks of the product itself, the binary options market,
particularly online, was notorious for operational risks and outright fraud." The FCA
and international regulators issued numerous warnings about scams specifically



related to binary options.’

Consumers faced risks including:

e Fraudulent firms refusing to pay out on winning trades."

e Theft and misuse of personal and financial information, such as credit card details
or bank account numbers."

e Manipulation of trading software by dishonest platforms to artificially generate
losing trades or distort prices and payouts.”

e Firms simply disappearing with client deposits, cutting off all contact."

Many of these fraudulent operations falsely claimed to be based in the UK or other
reputable jurisdictions, providing fake addresses while actually operating from
overseas locations with little regulatory oversight.” A critical consequence for victims
is that dealing with such unauthorised firms leaves them without recourse to essential
UK consumer protection mechanisms. They cannot access the Financial Ombudsman
Service (FOS) to resolve complaints, nor are they eligible for compensation from the
Financial Services Compensation Scheme (FSCS) if the fraudulent firm collapses or
absconds with funds.”

The prevalence of these operational and fraud risks, often perpetrated by entities
operating outside effective regulatory reach, was arguably as significant a danger to
retail clients as the financial risk inherent in the product itself.” The environment in
which binary options were commonly offered, especially online, was frequently
high-risk due to the concentration of unscrupulous actors attracted to the product's
characteristics and its appeal to less experienced investors.®

4.3. Behavioural Risks: Comparison to Gambling and Potential for Addiction

The design of binary options carries significant behavioural risks. The very short-term
nature of trades (often minutes or even seconds), the fixed-odds feel of the payout
structure, and the potential for rapid results can stimulate impulsive and compulsive
trading behaviour, akin to gambling addiction.> Marketing materials often emphasized
speed and simplicity, appealing more to gambling instincts than to principles of
prudent investment.' This potential for addiction could lead consumers to accumulate
substantial losses quickly.

The convergence of these multi-faceted risks—high probability of financial loss,
pervasive operational and fraud threats, and strong potential for addictive
behaviour—creates a particularly toxic mix for retail consumers.* Each risk factor is
concerning individually, but their combination presents a scenario where consumers



are highly vulnerable to rapid financial depletion, falling victim to scams, and
developing harmful trading habits. This holistic view of interconnected and severe
risks likely solidified the FCA's assessment that the product category was
fundamentally unsuitable and irredeemable for the retail market, ultimately justifying
the comprehensive prohibition as the most effective means of consumer protection.’

5. Regulated Alternatives for UK Residents
5.1. Overview: Contracts for Difference (CFDs) and Spread Betting

Given the permanent ban on binary options for retail clients in the UK, individuals
seeking exposure to short-term market movements through derivative products might
consider alternatives such as Contracts for Difference (CFDs) and Spread Betting.’
These products are regulated by the FCA, but it is crucial to understand that they are
also complex, high-risk instruments subject to strict regulatory controls aimed at
mitigating, but not eliminating, potential consumer harm.*

Similar to binary options, CFDs and spread betting allow traders to speculate on the
price fluctuations of underlying assets (like shares, indices, currencies, commodities)
without taking ownership of the asset itself.* In regulatory communications, the FCA
often uses the term 'CFDs' as a generic reference that can encompass spread bets
and similar products like rolling spot forex.*

5.2. Key Characteristics and FCA Regulations

While regulated, CFDs and spread betting carry significant risks, and the FCA has
implemented specific rules for retail clients to address these:

e Leverage: Both products enable trading on margin, meaning a trader only needs
to deposit a fraction of the total trade value to open a position.“® This leverage
magnifies both potential profits and potential losses.*” The FCA imposes strict
leverage limits for retail clients, which vary depending on the volatility of the
underlying asset. For example, major currency pairs typically have a maximum
leverage limit of 30:1, while other assets like commodities or individual equities
have lower limits.

e Negative Balance Protection: A key protection mandated by the FCA for retail
clients is negative balance protection.® This ensures that a retail client cannot lose
more money than the total funds held in their trading account, even if market
movements cause losses exceeding their deposit.”” Professional clients typically
do not receive this protection.*’

e Risk Warnings: Authorised firms offering CFDs and spread betting must display



standardised risk warnings prominently.> These warnings must clearly state the
high-risk nature of the products and disclose the percentage of the firm's retail
client accounts that lose money trading these instruments. This percentage is
often substantial, with the FCA noting figures around 80%.°

e Marketing Restrictions: The FCA prohibits certain marketing practices designed
to aggressively encourage trading, such as offering monetary or non-monetary
bonuses for opening accounts or depositing funds.®

e Suitability/Appropriateness Tests: Before allowing a retail client to trade these
complex products, firms are required to assess the client's relevant knowledge
and experience to determine if the products are appropriate for them.*

e Costs: Trading costs typically include the 'spread’ - the difference between the
buying and selling price offered by the provider.* Additionally, holding positions
open overnight usually incurs financing charges (often called overnight funding
for CFDs or rollover fees for spread bets).** Some providers may also charge
commissions.*®

e Taxation (UK General Guide): A notable difference in the UK context lies in
taxation. Profits from financial spread betting are generally exempt from UK
Capital Gains Tax (CGT) and Stamp Duty.*® Conversely, profits from CFD trading
are typically subject to CGT, requiring traders to report gains and losses to HM
Revenue & Customs (HMRC).* It is essential to note that tax treatment depends
on individual circumstances and tax laws are subject to change; professional tax
advice should always be sought.

e High Risk Persists: Despite these regulatory protections, it must be stressed that
CFDs and spread betting remain complex, high-risk products.*” The FCA confirms
that the majority of retail clients lose money when trading them **, and the
regulator continues to express concerns about potential harm in this sector.*

5.3. Comparison Table: Binary Options (Banned) vs. CFDs vs. Spread Betting (UK
Retail)

The following table provides a comparative overview of key features for these
products within the UK retail context:

Feature Binary Options CFDs (Retail UK) Spread Betting
(Retail UK) (Retail UK)
Regulatory Status Permanently Banned Regulated, with Regulated, with

(FCA) [ restrictions ° restrictions °




Ownership of
Underlying Asset

No &

No 36

No 39

Payout Structure

Fixed Payout or Total

Loss (All-or-Nothing)
8

Profit/Loss varies

with price movement
39

Profit/Loss varies
with price movement

(per point) ¥

Risk per Trade

Limited to Stake

(100% loss possible)
8

Potential loss can
exceed margin, but
capped by account

balance *°

Potential loss can
exceed margin, but
capped by account

balance *°

Leverage Available
(Retail)

Not Applicable (Fixed
Stake/Payout)

Restricted by FCA
(e.g., 30:1 max for

major FX) °

Restricted by FCA
(e.g., 30:1 max for

major FX) 37

Negative Balance
Protection (Retail)

Not Applicable

Yes (Mandated by
FCA) °

Yes (Mandated by
FCA) ¥

Key Costs

Implicit in Payout %
(Often Poor Odds)

Spread, Overnight
Financing,
Commission
(optional) *

Spread, Overnight
Financing/Rollover
Fees ¢

Typical UK Tax N/A (Banned) Subject to Capital Generally exempt

Treatment (General) Gains Tax ¢ from CGT & Stamp
Duty 3

Complexity Level Deceptively Simple High ° High *'

(Complex Pricing) 4

FCA Risk Warning
Required

N/A (Banned)

Yes (Standardised,
shows % losers) °

Yes (Standardised,
shows % losers) °

Disclaimer: Tax treatment depends on individual circumstances and may be subject to
change. Seek professional advice.

5.4. Critical Note: High Risks Persist with Alternatives

It cannot be overemphasized that while CFDs and spread betting are regulated
alternatives, they remain highly speculative and carry substantial risks.* The FCA's



regulations aim to provide a safety net (like negative balance protection and leverage
limits) and ensure transparency (risk warnings), but they do not guarantee profits or
prevent losses.*” The documented fact that most retail clients lose money trading
these products underscores the inherent dangers.®

Furthermore, the FCA remains vigilant regarding ongoing risks in the CFD and spread
betting sector. This includes concerns about market abuse, such as insider dealing or
market manipulation facilitated through these products.* Another significant concern
is the potential for firms to inappropriately persuade retail clients to 'opt-up' to be
classified as 'elective professional’ clients.” Such a reclassification means the client
loses crucial retail protections, including leverage limits and negative balance
protection, exposing them to potentially far greater risks.*” This practice remains an
area of active supervisory focus for the FCA.**

The FCA's parallel actions—banning binary options entirely while simultaneously
imposing strict restrictions on CFDs and spread betting—reflect a broader regulatory
strategy.® This indicates a concerted effort to significantly reduce the risks associated
with the highly speculative end of the retail investment market. The focus was not just
on eliminating one particularly problematic product (binary options) but on
establishing much tighter controls over all high-leverage derivative products offered
to retail clients, addressing systemic concerns about consumer harm driven by
excessive leverage and product complexity.®

6. How to Verify a Financial Firm's Authorisation
6.1. The Importance of Dealing with FCA-Authorised Firms

Engaging with financial services firms in the UK necessitates careful verification of
their regulatory status. Almost all firms undertaking regulated financial activities
within the UK are legally required to be authorised or registered by the FCA.?? Dealing
exclusively with FCA-authorised firms is paramount for consumer protection.*

Authorisation signifies that a firm meets the FCA's standards regarding conduct,
financial soundness, and competence.? Crucially, it grants consumers access to vital
safety nets if things go wrong:

e Financial Ombudsman Service (FOS): An independent body that resolves
disputes between consumers and authorised financial firms.?

e Financial Services Compensation Scheme (FSCS): A scheme that can provide
compensation to consumers if an authorised firm fails and is unable to meet its
financial obligations to clients.?



Conversely, if a consumer deals with an unauthorised firm, these protections are
unavailable.” Given the permanent ban on binary options for retail clients, any firm
currently promoting these products to UK retail investors should be presumed to be
unauthorised and potentially fraudulent.’

6.2. Using the FCA Financial Services Register (Step-by-Step)

The FCA Financial Services Register (FS Register) is the definitive public record for
checking the status of firms and individuals involved in regulated financial activities in
the UK.? Utilizing this tool effectively involves several key steps:

Step 1: Search: Access the FS Register online (register.fca.org.uk). Search for the
firm using its registered name or, if known, its unique Firm Reference Number
(FRN).%

Step 2: Check Authorisation Status: Once the firm's record is located, verify its
current status. It should clearly state 'Authorised'.? Be wary of firms listed with
statuses such as '‘No longer authorised' or 'Revoked’, as these firms cannot legally
conduct regulated activities.” Also, check if any warnings are associated with the
firm on the Register.”

Step 3: Check Permissions: Authorisation alone is insufficient. It is vital to check
the 'Permissions' section of the firm's Register entry.” This details the specific
regulated activities the firm is permitted to undertake. Ensure the service or
product being offered to you falls within these authorised permissions.? A firm
might be authorised for advising on mortgages, for example, but not for offering
CFD trading.

Step 4: Verify Contact Details: This step is critical to avoid scams, particularly
‘clone firms'. Only use the contact information (telephone number, website
address, physical address) listed on the firm's official FS Register entry to
make contact or verify communications.?”? Do not trust contact details provided
directly by the firm through unsolicited calls, emails, or potentially fake websites.
If in doubt, call the main switchboard number listed on the FS Register.*

Step 5: Check Appointed Representatives (ARs): Some firms operate as
Appointed Representatives (ARs) under the supervision of a directly authorised
‘principal’ firm.” The FS Register will show this relationship. While the principal
firm is responsible for the AR's regulated activities, this responsibility only extends
to the activities the principal has explicitly permitted the AR to conduct.? Verify
both the AR's status and the scope of their permitted activities with the principal
firm if necessary.

Checking the FS Register is therefore not merely a single check for authorisation, but



a multi-faceted verification process.?”” Confirming the firm's status, its specific
permissions for the relevant activity, and crucially, verifying its contact details through
the official Register are all essential steps to protect against fraud, especially
sophisticated clone firm scams where fraudsters impersonate legitimate entities.?

6.3. Identifying Warnings and Clone Firms

The FCA actively uses the FS Register and associated tools to warn the public about
potentially harmful or fraudulent operations:

e Warnings on the Register: The FS Register itself will often display warnings
directly on the record of firms known to be operating without authorisation or
involved in scams.”

e FCA Warning List: The FCA maintains a specific ‘Warning List' accessible via its
website and ScamSmart resources.* This list details firms and individuals known
to be operating without authorisation or targeting UK consumers with scams.*
Searching this list is a recommended step before dealing with any unfamiliar firm.

e Clone Firms: Be particularly alert to the threat of ‘clone firms'.?> These are
fraudulent operations that illegally use the name, FRN, address, and other details
of a genuine, FCA-authorised firm to deceive investors into believing they are
dealing with the legitimate entity.*® The only reliable way to counter this is to
independently verify the firm's contact details via the FS Register and initiate
contact using those details only.”

The provision and active promotion of the FS Register and Warning List constitute a
cornerstone of the FCA's strategy for preventative consumer protection.? By making
this critical regulatory information publicly and readily accessible, the FCA empowers
consumers to conduct their own essential due diligence.*® This approach effectively
shares the responsibility for avoiding scams, providing consumers with the necessary
tools while the regulator focuses on authorisation, supervision, and enforcement.? It
represents a blend of direct regulatory action and consumer empowerment through
education and transparency.

7. Essential Resources for Investor Protection

The FCA provides several resources designed to educate consumers and help them
protect themselves from investment risks and scams. Utilising these resources is
highly recommended before engaging with any investment, particularly high-risk
ones.



7.1. FCA ScamSmart Campaign

ScamSmart is the FCA's flagship initiative focused specifically on helping consumers
recognise, avoid, and report investment and pension scams.' Key features include:

Information and Tools: The ScamSmart website offers guidance on how scams
work, common tactics used by fraudsters (such as unsolicited contact/cold calls,
promises of unrealistically high or guaranteed returns, high-pressure sales
tactics, limited-time offers), and steps to take to protect oneself.* It includes the
ScamSmart Investment Checker tool to help assess potential opportunities.®
FCA Warning List: ScamSmart provides easy access to the FCA Warning List,
which details firms operating without authorisation or known to be involved in
scams.”

Core Advice: The campaign consistently promotes three key actions: 1) Reject
unsolicited investment offers (hang up on cold calls, ignore unexpected
emails/messages). 2) Check the firm is authorised and not on the Warning List
using the FS Register. 3) Get impartial advice before investing.*

7.2. FCA InvestSmart Campaign

Complementing ScamSmart, the InvestSmart campaign targets less experienced
investors, aiming to improve their understanding of investment risks, especially
concerning high-risk products.’’ It provides information on:

Characteristics of High-Risk Investments: Explains features common to
products like cryptoassets, mini-bonds, and CFDs, including the pursuit of high
returns coupled with a high probability of losing invested capital, lower liquidity
(making it harder to access money quickly), and significant price volatility.*’
Suitability: Stresses that high-risk investments are generally unsuitable for the
majority of consumers and should only be considered by experienced individuals
who fully comprehend the risks and possess the financial capacity to absorb
potentially significant losses, including the loss of their entire investment.>’

7.3. Other Support and Reporting Channels

Beyond the FCA's direct campaigns, several other organisations provide valuable
support and avenues for reporting issues:

MoneyHelper: This government-backed service offers free and impartial
guidance on a wide range of money and pension matters.“® It incorporates the
former Pension Wise service and is a recommended source for unbiased
information.>?



e Financial Ombudsman Service (FOS): If a consumer has a complaint against an
FCA-authorised firm that they cannot resolve directly with the firm, they can refer
the dispute to the FOS for an independent review.?” This service is not available
for disputes with unauthorised firms.?

e Financial Services Compensation Scheme (FSCS): Provides a safety net for
consumers of authorised firms. If an authorised firm fails and cannot meet claims
against it, the FSCS may be able to pay compensation, subject to eligibility
limits.* Protection does not extend to losses arising from dealings with
unauthorised firms.?

e Action Fraud: The UK's national centre for reporting fraud and cybercrime. If a
consumer believes they have lost money to an investment scam, they should
report it to Action Fraud.*

e Reporting to the FCA: Consumers are encouraged to report suspected scams,
unauthorised firms, or misleading financial promotions directly to the FCA. This
information helps the regulator identify emerging threats and take action.’

The existence of these distinct educational campaigns (ScamSmart, InvestSmart),
regulatory tools (FS Register, Warning List), and partnerships with external bodies
(MoneyHelper, FOS, FSCS, Action Fraud) demonstrates a comprehensive approach by
UK authorities.* It reflects an understanding that effective consumer protection
requires a combination of robust regulation, active enforcement, accessible redress
mechanisms, and crucially, empowering consumers through education and awareness
to make informed decisions and avoid preventable harm.*®

The consistent emphasis across FCA resources on seeking impartial advice before
investing is particularly noteworthy.* This advice serves as a vital countermeasure to
the high-pressure sales tactics and inherent conflicts of interest often associated with
unsolicited offers of high-risk products.* It implicitly acknowledges that information
or "advice" provided directly by a firm selling a high-risk product, especially when
initiated by the firm, may be biased.* Promoting reliance on genuinely independent
sources of guidance is therefore a key element of the FCA's risk mitigation strategy for
consumers.®

8. Conclusion

The regulatory position regarding binary options trading for retail consumers in the
United Kingdom is definitive and unambiguous: it is permanently prohibited by the
Financial Conduct Authority.' This ban, enacted in April 2019, reflects the regulator's
serious concerns about the inherent risks, widespread consumer harm, misleading
marketing, conflicts of interest, and strong association with fraud that characterised



this product class.' The FCA views binary options fundamentally as gambling products
inappropriately marketed as financial instruments.’

Consequently, any attempt by a UK retail consumer to engage in binary options
trading through currently available channels exposes them to severe risks. Firms
offering these services to UK retail clients are almost certainly operating illegally
outside the FCA's authorisation and regulatory protections.’ Engaging with such
entities carries a high probability of falling victim to scams, resulting in the potential
loss of invested capital and compromised personal data, with no access to UK dispute
resolution (FOS) or compensation (FSCS) schemes."

While regulated alternatives like Contracts for Difference (CFDs) and Spread Betting
exist, they too are complex, high-risk, leveraged products where the majority of retail
clients incur losses.* Although subject to stricter FCA rules including leverage limits
and negative balance protection for retail clients, these products demand significant
understanding and a high tolerance for risk.”

For any UK resident considering trading or investment activities, particularly involving
complex or high-risk products, rigorous due diligence is essential. This must include:

e Verifying any firm's authorisation status, specific permissions, and contact details
meticulously using the official FCA Financial Services Register.?

e Consulting the FCA Warning List for known unauthorised firms or scams.**

e Utilising the educational resources provided by the FCA, such as ScamSmart and
InvestSmart, to understand potential risks and identify warning signs.”’

e Rejecting unsolicited offers and resisting high-pressure sales tactics.*

e Seeking impartial financial advice from a qualified, independent professional
before committing capital, especially when dealing with products that are not fully
understood.®

In summary, binary options are off-limits for UK retail consumers due to a permanent
regulatory ban driven by severe consumer protection concerns. Extreme caution and
thorough verification are mandatory when considering any high-risk financial product,
even those that remain regulated. Prioritising safety, understanding risks, and dealing
only with verifiably authorised firms through official channels are fundamental
principles for navigating the investment landscape.
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