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Background to the FCA’s Consumer Duty
Strategy and Deloitte Survey
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FCA’s 2022-2025 strategy

= The FCA's Consumer Duty stands at the heart of the FCA's commitments in its focus areas and it is clear this will form a significant part of its
efforts in the year ahead.

= FCA's 2022-2025 strategy emphasises a focus on Consumer Duty, whereby “firms will need to understand and evidence whether those
outcomes are being met. The FCA will integrate the new Consumer Duty in our supervision and enforcement to focus on the outcomes
consumers experience.”

Deloitte Survey

For a better understanding of the impact that the FCA’s new Consumer Duty will bring about specifically, Deloitte have conducted a survey which
aims to capture the elements of the Duty propositions that may concern the firms the most.

The survey also explored which outcomes may present the biggest challenges for firms in the sector to achieve and implement.

Deloitte Survey Responses and Thought Leadership

= FCA Finalises Final Consumer Duty Rules — Blog

= Results of our Investment and Wealth Management Survey on the impacts of the FCA's Consumer Duty

= The Extra Territorial Scope of the Consumer Duty



https://emearegulatorystrategy.deloitte.com/post/102htr1/fca-finalises-consumer-duty-rules
https://ukfinancialservicesinsights.deloitte.com/post/102hqka/results-of-our-investment-and-wealth-management-survey-on-the-impacts-of-the-fca
https://ukfinancialservicesinsights.deloitte.com/post/102i3de/the-extra-territorial-scope-of-the-consumer-duty

The FCA’s new Consumer Duty
A package of measures setting higher expectations of firms

Structure of the Consumer Duty

New Consumer Principle (Principle 12)
A firm must act to deliver good outcomes for retail customers.

Consumer
Principle

I Overarching Cross-cutting Rules

l'1. Actin good faith towards retail customers
| 2. Avoid foreseeable harm to retail customers Cross-cutting Rules

I
| 3. Enable and support retail customers to pursue
: their financial objectives

I
| Four Outcomes for the key elements of the
| firm-consumer relationship:

| 1. Products and services
I :

| 2. Price and value Four Outcomes
| 3. Consumer understanding

I 4. Consumer support




Implementation Planning
Key Milestones

The FCA’s Consumer Duty implementation deadline of 31 July 2023 requires firms to work at pace to ensure they are prepared for this paradigm shift in

regulation. The below sets out the five-stage journey the FCA expect firms to follow as the requirements are implemented:

Firm implementation Duty applies to new First annual Board report due for new and
plan— Bo%rd sign off and existing existing yroducts

products

05

31 July 23

31 July 24

31 July 24

& &

Manufacturers to comply Duty goes live for closed products
with Duty and share

information down the chain
with distributors



Scope and Proportionality

Determining the scope of the Duty application

The Consumer Duty is underpinned by the concept of reasonableness. Firms should take this into account when determining their distribution strategy, and
materiality in the distribution chain.

“The Duty applies to firms that
can determine or materially
influence retail customer
outcomes”

FCA— PS 22/9 (s2.14)

Products and Services
=  Wholesale investors
. Professional clients

= Investment trusts

= Territorial application



Industry Insights — Key Challenges
We explored with firms the areas of their concerns around Consumer Duty implementation

Evidentiary burden and data quality
Survey R85ponse = Data will play a fundamental role in supporting firms to fulfil their obligations

to monitor, assess, evidence whether they are delivering good outcomes.
In order of greatest challenge, rank the | o .
= Firms should identify the relevant sources of data, consider the type of
fol IOWing . information, and how frequently it is collected.
L ]
= Firms should prioritise identifying gaps in the data required to produce the

annual report to the Board, as well as to monitor the ongoing adherence to

size and scale of Consumer Duty requirements.

programme

1st

2nd 3\;ig]entidrv burden/ = The type of information collected and recorded will differ across various firms

depending on their size, business model, products, target market and
distribution strategy. Obtaining information from distributors still represents a
challenge in the industry.

concept of
foreseeable harm

3rd

commercial impact

4th

) Foreseeable harm concept
embedding the new

5th conduct rule = Consumer Duty narrows down the concept of harm to consumers and
individual emphasises that the firms are responsible for addressing harm when it is

6th accountability reasonably foreseeable at the time. Key aspects of the concept include:

7th annual sign off = Collecting enough information to ensure the products are realising the

financial objectives for the consumers and aligned to the disclosed
investment strategy to avoid any harm, e.g. unfair value or a risk of
greenwashing

= Consideration of behavioural features, such as ‘inertia’ that might lead
to the cause of foreseeable harm (for example remaining in the
expensive share classes when cheaper share classes are available within
the fund range).




Assessment of value has been a hot
topic in the industry and a focus of
the FCA over last few years, however
majority of the firms shared their
biggest concern that remained with
the Price and Value outcome.

Similarly, our survey shows that
another outcome that the companies
consider will take the resources is
Customer Understanding.

Consumer Duty outcomes

We asked firms which outcomes they perceived to be most challenging

/\/ Price and Value

+¢ Consumers experience harm where they do not get value for money. A lack of fair value therefore causes harm and is

unlikely to be consistent with customer realising their financial objectives.

¢ Firm’s will be required to practically demonstrate that fair value is considered across the customer base across all
products and services.

¢ A particular challenge is how to demonstrate that the quality of service received by customers commensurate with
the fees charged.

¢ A manufacturer’s assessment of whether or not a product provides fair value must include the expected total pric
be paid by the retail customer or that may become due from the retail customer.

eto

Customer Understanding

+¢ A firm must test communications before communicating them to retail customers.

capabilities to leverage for testing.

+¢ Firms are required to consider whether tailoring customer communications will be required, for example to group
vulnerable customers. This presents challenges from a technological perspective to support tailored cl
communications

¢ Firms should carefully consider the scope of customer understanding testing, including defining the “how, what
when”.

+» This outcome represents a particular challenge to firms who do not have direct customer relationships or existing
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Assessment of value has been a hot
topic in the industry and a focus of
the FCA over last few years, however
majority of the firms shared their
biggest concern that remained with
the Price and Value outcome.

Similarly, our survey shows that
another outcome that the companies
consider will take the resources is
Customer Understanding.

Consumer Duty outcomes (Cont’d)

We asked firms which outcomes they perceived to be most challenging
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Customer Support 4.8%

+»* Firms will need to evidence that their services are fit for purpose and meet their customers needs. Firms often face
challenges where inconsistencies exist across the Group and its suppliers.

+»* Firms should ensure relevant Ml is monitored on customer metrics such as customer engagements with firms, root cause
of consumer complaints, customer retention records and themes coming out of complaints.

+* A key challenge face by many firms is in relation to whether vulnerable clients are accurately identified by systems and
processes to enable effective customer support /

' 0%

Products and Services

+¢» Consumer Duty adds to the existing PROD requirements a requirement to assess the product governance through the
lenses of the harm to the consumers, for example foreseeable outcomes for the different group of consumers.

+ FCA’s MiFiD Il product governance review of asset managers found some opportunities for improvements, for example
when distributors not providing information to asset managers, which hinders asset managers to assess if their
distribution strategy works.

+ A manufacturer must ensure that all relevant risks to the target market, including any relevant risks to retail customers
with characteristics of vulnerability are assessed, as well as monitor whether any group of retail customers for a product
are receiving worse outcomes than another group of retail customers for the same product. /




Key considerations for non-UK firms

Outcomes 1 and 2

Consumer Duty is likely to have some degree of extra-territorial impact, as there is an obligation on distributors to obtain enough information from the manufacturer to understand
the outcome of the value assessment. As a result, non-UK firms should consider the following:

- -

i
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Where the manufacturer is not subject to the
Duty, distributing firms must take “all
reasonable steps” to comply

o

Managers of offshore funds distributed into the UK
should consider producing assessments of value for their
funds, even though previously not required to do so

Non-UK firms will need to evidence that they
have reviewed products for price and value if
these are to be sold into the UK market

O
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Firms should consider providing data quickly and in a
way that can be easily understood and used to
demonstrate value. This could lead to a competitive
advantage for non-UK firms.

There is an incentive to produce an assessment of value in line
with FCA expectations due to the role distributors play in
determining whether a fund meets the Duty requirements.
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Key considerations for non-UK firms

Outcomes 3 and 4

Where offshore and non-UK firms play a direct to consumer role in the distribution chain (client services and administration for example), the UK manufacturer or other
distributors may seek to place reliance on them for all or parts of outcome 3 & 4 activities evidencing compliance with the Duty. When placing such reliance, firms should consider
the following:

i

Non-UK firms providing client services and onboarding based in offshore
jurisdictions should take direction from the UK based manufacturer/other
distributor in the chain regarding their expectations in relation to testing
consumer understanding and providing customer support.

Consideration should be given to documenting roles and
responsibilities around data sharing, data identification, and
data collection between UK firms and non-UK firms to
support outcome activity compliance for the Duty

UK firms will rely on data provided by non-UK firms, to
evidence outcome compliance being undertaken by non:
UK firms.

O

Non-UK distributors should consider leveraging existing Ml/data
sharing frameworks and agreements to share information back
up the chain to UK manufacturers.




Consumer Duty Implementation

What Boards should consider throughout implementation

Board Engagement, Strategic Priorities and Culture

Consider implications of the Duty on business model and strategy. Good outcomes for consumers
should be central to their firm’s purpose, culture, strategy, and business objectives. Consider how the
macro environment may influence the firm’s ability to deliver good outcomes (i.e. cost-of-living crisis).

The scope of the Duty on the firm’s business, products and services

Implementation plans should be robust, ensuring a consistent approach across products and services.
Scrutinise gap analysis, key deliverables and actions. Prioritise time-consuming activities and
remediation of high risk products/services and closing biggest gaps.

Review M, data reporting and testing

Understand what Ml will be presented to the Board and committees to demonstrate good outcomes
and identify any gaps in the data. Prioritise building out processes to collect the necessary information.
Consider setting a risk appetite under each of the four outcomes.

Dependencies on third parties
Consider the need to collaborate with third parties and ensure Ml flow up and down the distribution
chain. Understand how third party dependencies will be managed.

Review governance arrangements, resourcing and training needs

Consumer Duty should be embedded and understood throughout the organisation. It should be
considered in all relevant areas and discussions, including remuneration and other incentives. Consider
training needs for all staff. Customer outcomes should be a key lens for Risk and Audit teams.
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