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Chairman’s foreword
John Griffith-Jones

Welcome to our 2016/17 Annual
Report.

Atthe same time as providing a
record of what the FCA has achieved
during thelast year, thisreport
illustrates clearly what a wide remit
we fulfil to deliver our overarching
strategic objective of ensuring that
financial markets work well. Given
the scale andimportance of the
sectorinthe UK, itis arole we must
perform well.

The FCAis now four years old; it
has come alongwayinthattime.
This year has seen Andrew Bailey
take over as Chief Executive. He
has driven the development of our
Mission, supported by our published
sectorviews and an extensive
programme of work. Looking back
over the period since we started,
much has changed—and much has
stayedthe same.

Interms of what has changed, the
single mostimportant achievement
has beentoembedtheimportance
of good conduct at the core of the
UK's financial sector. Helped this
year by the arrival of the Senior
Managers and Certification Regime
in banking and insurance, with the
imminent extension to all other
regulated firms, the industry has
largely realised that our agenda
needstobe acore part ofits own.
Regulatory arbitrage, at leastin the
conductarena, isagamenolonger
worth playing. Some of this is down
tothewaythe FCAhassetoutits
stall. However, to give credit where
itisdue, much of thisis the result

of firms' efforts toimprove their
business models and culture to meet
our expectations. There remains
more for everyone todo, and | fear

there will always be a small minority
of people who seek to abuse the
system. Yet, going forward, the main
challenge will be to make sure that
the focus of firms remains firmly on
the conduct ball, that complacency
doesnotcreepinorthatthe
pendulum of regulationis not allowed
to swing back.

Interms of what has stayed the
same, | refer predominantly to the
risks that are inherentin the financial
sector. Amongthem are over-
indebtedness, the ability to exploit
more vulnerable consumers, the
pace of technological change and
its threats as well asits undoubted
benefits, alack of competitionin
certain sectors and meeting our
long-term savings and pensions
needs. These and other key risks
will be with us for the foreseeable
future, as willthe need for effective
regulation to mitigate them.

We have continued to work onthe
basis that the best form of regulation
is preventative - | callit constructive
deterrence. But this willneverbe
enoughinall circumstances and so,
where necessary, we will take action
where consumers have suffered
harm.Inthisreport we have set
outhow we have sought to tackle
the major risks we identifiedin the
2016/17 Business Plan. Highlights
include our market study on the asset
managementindustry, our work on
PPlleading up to our proposals for
atime-limit on claims, the design
ofrules toimplement the Market
Abuse Regulationand MiFID Il,and a
continued emphasis on encouraging
technologicalinnovation.



Measuring our regulatory
effectivenessis not straightforward.
While we set out ourinputs and
outputs, the all-important outcome
of harm prevented orimprovements
achieved through deterrence cannot
be readily quantified onanannual
basis. With longer-term hindsight,
patterns and trends willbe more
obvious. Inthe meanwhile, surveys
among stakeholders, including firms
and consumers, provide current soft
evidence anditis encouragingto
seethatconfidenceinthe FCAasa
regulator continues toimprove. We
will continue to work with thought
leadersinthis field to develop more
objective measures.

Next year promises to be busy. We
have already published our Business
Plan. We are also committed

to further developing our own
transparency and accountability
through our forthcoming publications
which will explain our ‘approach to' our
main functions. We have a big task
ahead of us to prepare amendments
toour rules to give effect to Brexit and
we standready to provide whatever
additional help may be required by
Government more broadly. Further
ahead we may needtoboostour
capability to design our own policies
independently fromthe EU.
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None of our achievements would

be possible without the skills and
commitment of the people who work
forus. Thereisavery strongpublic
service ethosinourworkforceanda
growinglevel of expertise as we refine
the way we operate. Our work is a big
team effort, but | wouldlike to place
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Regulatory arbitrage, at
leastin the conduct arena,
isagame nolonger worth

onrecord my special thanks to Tracey playmg'
McDermott, who acted as Chief
Executive for the early part of this 17

financial year, and to Andrew Bailey,
who took up thereinsin July, as well as
to the wider leadership team.
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Chief Executive's statement
Andrew Bailey

This Annual Report marks the end of
my first year as FCA Chief Executive.
Ithas been afascinating year. Working
atthe FCA, youcannothelpbutbe
impressed by the breadth ofissues
that the organisation deals with. |
joinedthe FCAon 1 July,justafew
days after the referendum vote for
the UK toleave the European Union. It
was averyinteresting startto my time
atthe FCAandset the scene forthe
range of differentissuesinvolvedin
UK conductregulation.

The UK's vote to leave the EU and the
uncertainty about the consequences
for financial services has shown

the need for a conduct regulator
with clear priorities, whichis able
torespond flexibly to the impact

of external events. Ourwork on

the suspension of property funds
due to unprecedented demand
forredemptionsintheimmediate
aftermath of the vote is an example
of how the FCA continues to ensure
markets work fairly in the face of
future shocks.

The publication of the FCA's Mission
in April 2017, following a wide-ranging
consultation, was a crucialmoment
forthe organisation. The FCA
operates onavery wide landscape

- one measureis that we regulate
56,000 firmsranging from asset
managers and banks to financial
advisers and consumer credit
providers. Inevitably this means

that we have to make choices about
where we focus our resources. We
also have more tools than many
other conductregulatorsand we
should explain how and when we
would use them. The Mission aims to
explain how we make those choices
and use our tools to ensure that we
are serving the publicinterest.

My focus for the first year has been
meeting as many of our stakeholders
as possible, tounderstand their
views onthe FCA and the work

that we do. As part of this, | have
visited firms and consumer groups
across the country, as well as
attending meetings herein London.
A particular highlight has been
visiting the call centres of anumber
of charities and hearing first hand
from frontline personal debt advisers
about theissues that they deal with
onadaily basis. | would like to thank
everyone who has taken the time to
meet and share their thoughts and
experiences withme.

Our focus onvulnerable consumers
canbeseeninmany areas of our
work. InNovember 2016 we launched
our review of high-cost credit, which
includes overdrafts, rent-to-own,
guarantorloans, catalogue credit
andlogbookloans. This follows on
from the introduction of the cap

on paydayloansin 2015. We felt
thatitwasimportanttoreview the
whole landscape rather than picking
products one atatime. This allows
us to better understand the wider
consequences of any potential
action we might take on consumers
and, more specifically, on the supply
of credit. We do not want to push
consumers who need creditinto the
hands of illegalmoneylenders.

Alarge part of our work is day-to-day
supervision of regulated firms and
enforcing against them when we find
wrongdoing. We used our powers
requiring alisted company to pay
compensation for market abuse for
the first time; announcingin March
that Tesco plc will pay around £85m
ininvestor redress for giving a false



impression aboutits expected half-
year profits. We also fined Deutsche
Bank £163m for failing to maintain
an adeqguate anti-money laundering
control framework. This was the
largest financial penalty for anti-
money laundering controls failings
everimposedby the FCA, orits
predecessor.

We also published the interimreport
of our Asset Management Market
Studyin November 2016. This piece
of work is being undertaken using our
competition powers. Asset managers
areresponsible for the savings of
millions of people in the UK, making
decisions which affect their financial
wellbeingboth now and in the future.
In aworld of persistently low interest
rates, we mustdo everything possible
to enable people toaccumulate and
earn areturn on their savings which
canmeet their lifetime needs. To
achieve this, we need to ensure that
competitioninasset management
works effectively to minimise the cost
ofinvestment. We have proposed
anumber of remedies aimed at
bringing greater transparency so
thatinvestors can be clear about
what they are payingand theimpact
charges have on theirreturns.

As part of myrole as Chief
Executive, | sitonthe ESMA Board
of Supervisors and am a permanent
IOSCO Board member. Global
regulatory co-operationis crucial
to achieving financial stability and
ensuring good conduct across
financial services. Our relationship
with other regulatorsin Europe and
internationally allows us to share
information, intelligence and best
practice and these relationships
support consistent and effective
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supervision. Itisimportant that

we continue to be able to share
information and data with our EU
counterparts after the UK leaves the
EU. We are strongly committed to
engagement with our counterparts
around the world.

Thisyear marks the FCA's last at
Canary Wharf, as we prepare for

the next stage of our work with a
new office in Stratford. Our move

to Stratford will give us a quality
building, excellent facilities, the right
infrastructure to meet our future
needs and provides value for money.
We will start movingin May 2018.

This year also marks the last year
when we will have the benefit of John
Griffith-Jones' experience. During
thelast four years, John has steered
the FCAfromthe beginningand has
helpedto ensure that we are well-
positioned for the future. | would

like to thank him personally for his
stewardship.

lwould like to thank allmy FCA
colleagues for their hard work and
enthusiasm and the FCA Board for
their continued engagement and
challenge. lam looking forward to
what my second year will bring.

Mbes Beley

Andrew Bailey
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uncertainty about

the consequences for
financial services has
shown the needfora
conduct regulator with
clear priorities.
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Chapter 1
Overview of the year

Financial markets are essential to every person and business in the
UK and make a significant contribution to our national economy. Our
aimis to ensure the UK financial system works well. By doing this, we
provide benefit to the economy and the public as a whole.

We regulate over 56,000 financial services firms, over 140,000
approved persons working in the industry and the UK's financial
markets. Financial services contribute around 12% of the UK's total
economic output, directly affecting the strength of our economy and
attractinginternational investment. We have an over-riding strategic
objective to ensure that the markets we regulate function well. To do
this, we also have three operational objectives. These are to secure
an appropriate degree of protection for consumers, to protect and
enhance the integrity of the UK's financial system and to promote
competitionin theinterests of consumers.

How we regulate is performing. This approach gives
us both adeeperandanearlier
understanding of emergingrisks and
helps us ensure thatlessons learned
inone sector canbe applied across
others. We use the informationin
our Sector Views to help decide our
Business Plan priorities.

Our regulationimproves the way
financial markets work and how firms
conduct their business. By doing this,
we provide benefit to individuals,
businesses, the economy, and
therefore the public as a whole.

Our objectives are set outinthe
Financial Services and Markets Act
2000 (FSMA). We use a proportionate
approach toregulation, and prioritise
the areas and firms which pose a
higher risk to our objectives and the
areas where we can best serve the
publicinterestrepresented by

our objectives.

QOurregulatoryroleinvolves
identifying and tacklinginstances of
poor conductand marketabuse. We
setthe principles, rules and standards
that firms must meetto ensure
they operate fairly and effectively to
benefit markets and consumers.
We work with a wide range of
stakeholder groups to encourage
best practice, supportinnovation
and encourage competition that
meet consumers' needs.

We look at specific markets and at
issues which cut across sectors.

We examine information from a
variety of sources. We use this
constantly evolvinginformation

to create our Sector Views. These
describe our view of how each sector

Qur Business Plan 2016/17 explained
our work programme and priorities
for the financial year. These were:

11
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1%

of peopleinthe UK
have at least one
consumer credit
product, with

6%

of them having an
outstanding debt
on that product.
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- pensions

« financial crime and anti-money
laundering

« wholesale financial markets

+ advice

+ innovation and technology

+ firms' culture and governance

« treatmentof existing customers

Against each of these priority
themes, the Business Plan provided
indicative measures of success. As
well as reportingwork undertaken
against our operational objectives,
this Annual Report gives details of
how well we have performed against
these measures.

This overview highlights some of our
work to achieve our objectivesinthe
last year.

Securing protectionfor
consumers

We set the rules and standards for
firms, to ensure they can provide

fair outcomes for consumers. While
itis firms'responsibility to treat
customers fairly, we canintervene

if firms fail to do so, including taking
actiontoraise industry practice and
ensuring consumers receive redress.

Abetterdealoninsurance

Many customers automatically
renew their generalinsurance
policies without checking how much
their premiums have gone up or
shopping around for the best value.
Soin 2016 weissued new rules
which generalinsurers must meet at
renewal, including giving customers
details of their previous year's
premium and encouraging themto
shop around.

We have also published final
guidance for life insurance firms

to help ensure they treat their
‘closed-book’ customers fairly,
including keeping them wellinformed

about their policy, including products
and charges.

High-cost credit and overdrafts

Since taking over the regulation of
consumer creditin April 2014, we
have focused on the products that
present the biggestrisk to consumer
protection. We published a call for
input to get evidence for our work
on high-cost credit, including a
review of the payday loan price cap
we introducedin 2015. As well as
areview of the price cap, the call
forinput sought evidence on how
high-cost credit products are used,
by whom and whether consumers
getappropriate protection. We
included overdrafts, to consider the
consumer protectionissues arising
from poor price transparency, and
the nature and level of charges. We
planto report onthe findings of our
callforinput during summer 2017.

We also looked at the impact for
consumers when debt management
firms close.

Customersinarrears

61% of people inthe UK have at least
one consumer credit product, with
26% of them having an outstanding
debt onthat product. We estimate
that two million credit cardholders
have persistentlevels of debtand a
further two million cardholders were
inarrears or defaulted on payments.

We published the results of

our review into how firms treat
customerswho areinearly arrears
forunsecuredlending products, such
as credit cards and personalloans.
We found that some firms failed to
identify and help these customers,
and gave each firminthe review
specific feedback about what they
should be doing.

Separately, we found that some
mortgage firms hadincorrectly
included customers' payment
shortfall balances when calculating
their monthly payments. We told
mortgage firms to stop this practice.
We clarified our rules to improve



understandingamong mortgage
firms and we setup anindustry
working group to develop aremedy
framework that firms can use with
affected customers.

Capping pension exit charges

In 2016, the Treasury announced that
itwould place anew duty onthe FCA

to capearly exit charges forthe over
55swhowanted early access to their
pension policies under the new pension
freedoms. Our new rules meanthat exit
charges are capped at 1% for personal
pensions started before 31 March 2017,
andfirms cannot charge any exit fees
forpersonal pensions started after

this date.

Ensuringredress when things
gowrong

Firms have now paid more than
£26.9bninredressto consumers
affected by the mis-selling of
payment protectioninsurance
(PPI1). We have brought in adeadline
for PPl complaints of 29 August
2019. To encourage consumers

to decide whetherto act, we

will run an extensive consumer
communications campaign to tell
them about the deadline, how to
check whether they had PPland how
to complain. We have worked with
firms handling PPl complaints to
simplify the process for consumers.

We have also made rules and
guidance relating to how firms should
handle PPl complaintsinlight of the
2014 Supreme Courtjudgmentin
Plevinv Paragon Personal Finance
Limited. Our rules and guidance will
reduce the uncertainty following the
judgment, enabling firms to take a
fairand consistentapproach and
ensure the best outcomes for
consumers at the earliest stagein
the complaint process.

An application for judicial review

of our decisiontoimplement a PPI
deadline and our rules and guidance
on handling PPl complaints inlight
of the Supreme Courtjudgment

in Plevinhas been made. We willbe
defending that application.

Financial Conduct Authority
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Unfair treatment of business
customers

We commissioned a 'skilled person'
toreview allegedinappropriate
treatment of small business
customersreferredto the Royal Bank
of Scotland's Global Restructuring
Group (RBS GRG) between 2008 and
2013. The skilled person completed
itsreportonthisreviewin September
2016, andin November 2016 we
announced thereport's summary
findings. We have also committed

to publishing a fuller account of the
review findings as soon as possible.
RBS has now setup acomplaints
review process and agreed to
provide automatic refunds for
complexfeestosome of these small
business customers. We welcome
theinvolvement of anindependent
third party to provide oversight of
the complaints review process. This
independent third party will give us
reports onaregular basis.

Contracts for Difference

Retail Contracts for Difference
(CFDs) are complex financial
instruments offered to retail
customers through online trading
platforms. Our work has shown that
CFDs are high-risk products and
that the vast majority of clients lose
money onthem. We published a
consultation paper explaining our
concerns and proposing measures to
addressthem.

Protecting consumers by
strengthening the UK's
financial system

Following the financial crisisin 2007,
ring-fencing was one of several
reforms the Governmentintroduced
to strengthen the financial system.
As part of ring-fencing, certain

UK banks mustring-fence their
essential retail services fromtherest
of their banking group.

The lead regulator for ring-fencingis
the Prudential Regulation Authority.
Ourroleis to monitorand manage
negative impacts on consumers,
marketintegrity and competition.

Chapter 1
Overview of the year

Lastyear we worked closely with
firms toimprove and finalise their
ring-fencing plans, which must be
implemented by 1 January 2019.

Protectingand enhancing
theintegrity of the UK
financial system

Ouraimistoensure thatthe UK
has a healthy and transparent
financial system.

Ongoing supervision of firms

We aim to deal rapidly with events

in the market that could threaten
marketintegrity or cause harmto
consumers. Thiswork applies to both
our marketintegrity and consumer
protection objectives. We identify
these 'risk events'inanumber of
ways, including our thematic work,
regulatory returns and our regulatory
assessments. Over 2016/17, we
received 24,916 event-driven cases
for 'flexible' firms across all sectors.
Ofthe 24,916 eventsreceivedin
2016/17, we are stillassessing 2,049.
We took supervisory action on 36%
ofthese events, asthey had the
potential to cause most harmto our
objectives.

Equalaccess toIPO information

The UK Initial Public Offering

(IPO) process plays avitalrolein
helping companies raise finance.
Between 2011 and 2015, 460
companies floated onthe London
Stock Exchange, raising around
£53bn. Itisimportant that potential
investors have fair access to timely
informationintherun-uptothe
IPO. We published a consultation
paperin March 2017 which proposes
apackage of policy measures to
improve the range and quality of
information available to investors
during the IPO process. We will
implement changesin 2017.

13
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The impact of volatility on
illiquid assets

We undertook work into property
funds which suspended trading
because of the high level of demand
forredemptions following the UK's
vote toleave the EU. We looked at
whether firms had treated their
customers fairly and communicated
effectively, both when trading

was suspended andresumed. We
published a discussion paper to
gathermore evidenceintothe
problems associated with open-
ended funds which holdilliquid assets
and whether furtherregulatory
intervention could resolve them.
We aim to publish aresponse to the
feedback wereceive later this year.

Countdown to the Marketsin
Financial Instruments Directive
(MiFID 1)

MiFID llis the Directive thatregulates
firms that provide serviceslinked
tofinancialinstruments like shares,
bonds and derivatives. It comesinto
force on 3 January 2018 and will create
new investment services and expand
the definition of whatis considered
afinancialinstrument. Last year we
published four consultation paperson
differentaspects of MiFID II, as well as
anew guide for affected firms. We also
rananumber ofindustry workshops
tohelpthese firms. We openedthe
authorisation processin January 2017
to allow sufficient time for applications
and to minimise potential market
disruptionfromthelarge number

of firms we expectto apply for new
authorisations.

Promoting competition
for consumers

Healthy competition helps empower
consumers as wellas inform them.
Thisencourages firmstotryandwin
custom throughimproved service,
quality, price andinnovation. Our
aimis for successful, competitive,
innovative firms to thrive and for
uncompetitive firms either to change
or to exit the market.

14
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Asset management

Overthree-quarters of UKhouseholds
with workplace or personal pensions
use asset management services and
the UK asset managementindustry
manages nearly £7tnassets. To
understand if competition was working
wellinthe asset management sector,
we undertook a market study and
published ourinterim findings. They
showed weak competitioninanumber
of areas, sustained high profits and
oftenunclear performance reporting.
We have proposed a package of
measures toimprove competition

in this market and will publish our

final feedback later this year. We

also consulted on whether to make
areference tothe Competitionand
Markets Authority onthe investment
consultancy market.

Credit cards

We published the results of

our market study into how well
competition was working for
consumersinthe credit card

market. Our findings showed that
competition was working fairly well
for most of the 30 million consumers
who hold a credit card. Consumers
are generally shopping around

and switching for the best deals.
However, competition tends to focus
on featureslike introductory offers,
andthereisless competitionon
longer-terminterestrates, fees

and charges.

We have significant concerns about
the scale, extent and nature of
problem credit card debt and firms'
limited incentives to reduce this. We
proposed arange of remedies for
consumers, including further action
forfirmsto ensure theyintervene
earlier, before consumers getinto
problem debt.

Greater clarity about insurance
add-ons

Insurance add-ons are products

sold alongside primary insurance
products. But consumers oftendon't
realise they have bought add-ons or
thattheyare buyingadd-on products
which are poor value for money or
aren'tright for their needs.

Following our market study into this
issue, we are running a pilot looking at
publishinginsurance value measures,
including claims frequencies, claims
acceptancerates andaverage claims
pay-outs, for four generalinsurance
products. We published these data to
give consumer groups comparable
measures toimprove market
transparency and encourage firms to
improve the value of their products.

Innovation

We have continued, through our
Innovation Hub, to positively foster
innovation that focuses on offering
better outcomes for consumers.

Theresources to deliver
our objectives

Our staff

Our staffareintegral to achieving
our objectives. We have a wide remit
anditisvitalthat we attract, develop
and retain the right people to deliver
our objectives.

In2016/17 we started our first
apprenticeship programme. We
currently have 104 employees on our
graduate programme. We continued
todevelop our curriculum and
internal Academy programme, and
56% of allemployees have attended at
least one training event this year.

Ourinfrastructure

We continually develop and improve
our information systems to keep
pace with ourregulatory and
operationalrequirements. This year
we invested £58.5 million to deliver



change projectstoimplement EU
and UK legislative changes, improve
our operational capabilities and
maintain our information systems.

In 2018 we willmove from our
existing London offices to the Queen
Elizabeth Olympic Parkin Stratford.
Our new building willbe more
efficientand provide the resilient
infrastructure we need to continue
to help users of financial services.

Our Mission

Throughout 2016/17 we drafted

and consulted extensively onour
Mission. It provides the framework
forthe strategic decisions we take,

the reasoning behind our work and

the way we choose the toolsto doit.

It gives firms and consumers greater
clarity about how and why we prioritise,
protectandinterveneinfinancial
markets. We published the final version
of our Missionin April 2017.

Over 180 consumer groups, firms,
trade associations, academics
andindividuals responded to the
consultation. The breadth and depth
oftheir comments proved invaluable
in helping inform our Mission. It
underlines that ourroleisto serve
the publicinterest through the
objectives Parliament has given us.
Our stakeholders told us they want us
tobemore transparentabout how we
make our regulatory judgements, and
the approach explainedin our Mission
ensures we will better deliver this.

Our Mission explains how we will seek
to use qualitative and quantitative
measures to understand and
evaluate theimpact of our work.
Over the next year, we will publish
further documents to explain how
we carry out our main activities
—authorising and supervising

firms, taking enforcement action,
encouraging competition and
influencing market design—and how
the Mission affects this work.

Financial Conduct Authority
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Brexit

The UK's decision to leave the EU
willhave important implications for
the financial services sector, the
regulatory framework and hence
our work. We are providing impartial
technical advice to the Government
to support the EU withdrawal
negotiations and related legislative
change, particularly where they could
affect our ability to continue to meet
our operational objectives. We are
working with firms to understand
their plans to continue to service
their cross-border operations.

We have begun work with the
Treasury to provide technical input to
work involving the Great Repeal Bill.
Thisis a significant task thatinvolves
aline-by-line analysis of each piece
of EU legislation for which we are
the lead regulator. Our fundamental
objective in this workis to give all
interested parties certainty, so
thatthereis aclearand functioning
regulatory regime on the day that
the UK ceases to be amember of
the EU. We will continue to advance
our statutory objectives and thus
maintain high conduct standards
and robust, proportionate and
sustainable regulation.

We gain significant benefit from our
co-operation with otherregulatorsin
Europe andinternationally. This allows
us to share information, intelligence
and best practice, andthese
relationships support consistent and
effective supervision. Itisimportant
that we continue to be able to share
regulatory information with our EU
counterparts after Brexit.

Chapter 1
Overview of the year

'/

The UK's decision to
leave the EU will have
important implications
for the financial services
sector.
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Chapter 2
Measuring our performance

We want to be an accountable and transparent regulator. Legislation
requires us to assess how we have advanced our objectives every
year. We have measured our performance over the last year using an
outcome-based performance framework.

Takinginto accountboth the
information which the indicators

Our Mission explains how we
willimprove our approach to

(figure 2.1) give us and looking at the
range of activities which are set out
inthisreport, ourjudgementis that
we have acted compatibly with our
strategic objective and advanced
our operational objectives over the

course of the year.

Figure 2.1: Outcome-based performance framework

measuring our impact. It sets out
the 3-tier framework we will use to
measure how we are doing. This
includes measuring our operational
efficiency against our value for
money framework, the impact of

ourinterventions and outcomes

Ensuring that financial services markets function well

Protecting and enhancing
the integrity of the UK financial
system

Promoting effective
competitionin the interests
of consumers

Statutory
objectives

Securing an appropriate degree
of protection for consumers

Outcomes

Outcomes
indicators

Consumers
have access to
fair products
and services,
which deliver
what they
promise

Fair products
and services

Improved
consumer
experience

Consumers
canbe
confident that
firms treat
them fairly and
fix problems
promptly

Building
trustand
engagement

Effective
remedies

Consumers
can trust firms
to be fitand
proper and
for financial
markets to be
clean

Clean
regulated
markets

Low financial
crime

Arespected
regulatory
system that
lets good firms
know where
they stand

Attractiveness
of market

Respected,
joined-up
regulation

Competition
contributes
toimproved
consumer
outcomes

Value for
money
products and
services

Getting better
service

Firms
compete on
clear costs and
consumers
have the
information
they need

Competitive
markets

Clear and
useful
information

This performance framework applies to bothretailand wholesale markets. 'Consumer' here means not only retail consumers but
alsowholesale market participants.
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Figure 2.2: Overall, how satisfied are you with your product provider?
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Source: Financial Lives Survey 2017
on markets as a whole to identify Satisfaction with providers of Y/ J
common root causes. We will different products amongst UK
develop the means by which we adultsis mostly moderate or high Onlv half of
measure against this framework (figure 2.2), with satisfaction scores nly halt of consumers
during 2017/18. of 7-10 (out of 10) recorded by 69% with a savings account
to 90% of consumers. Savings
accounts present an exception: are moderately to

Performance measuresunder  onlyhalf(51%) of consumers with o f .
our statutory objectives asavings account are moderately Completely satisfied with

to completely satisfied with their their provider.
provider, a finding that may reflect
the currentlow levels of interest
We undertake research and monitor  rates available onthese products.
the market to understand what
consumers think about the products
and services they use and how

Consumer protection

'/

Complaints

satisfied they are with them. The Our complaints data come from
selection of metrics below gives an information that firms give in their
indication of changes in consumer returns tothe FCA, and from the
outcomes. Financial Ombudsman Service. We
monitor this information to assess
We mention our Financial Lives the scale ofissuesintheindustry and

Survey 2017 throughout this Annual identify emerging trends.
Report. Itran from December 2016

to April 2017 and around 13,000

consumers participated. We ensured

that we surveyed a full range of

consumers and theresultsrepresent

the UK population. This survey gives

us usefulinsight into how UK adults

aged 18 and over experience the

financial services sector.
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Figure 2.3a: Complaints received
by regulated firms
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Figure 2.3a shows the total number
of complaints received by firmsin
2014 and 2015. Figure 2.3b shows
the number of complaints for 2016.
Rule changes to our complaints data
that cameinto effect during 2016
mean that the datafrom 2016 are
notdirectly comparable with 2014
and 2015.

We made changes to our complaints
rules to enhance our analysis of
complaints and toimprove how firms
handle complaints. Those changes
mean that all complaints made to
firms must be reported to us, rather
than only those still unresolved by
the end of the next business day.
The new rules came into force on 30
June 2016 but not all firms used the
new reporting return from that date
due to their own financial year end
date and differentreporting periods.
For 2017 all firms will have to report
under the newrules.

The newreportingrules have
resultedinanoverallincrease

inthe number of complaints.
However, data from six of the largest
banks show us thatif they had
reported under the old rules their
complaints would have decreased
by approximately 14% within 2016,
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Figure 2.3b: Complaints received

by regulated firms
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indicating that the increase was
principally due to the requirement to
reportall complaints.

While the total number of complaints
reportedtothe FCAhasincreased
significantly, due to theserule
changes, the total number of
reported PPl complaints changed

little when comparing 2016 with 2015.

From all FCA complaints data

from firms, generally 2016 saw an
improvementin the time taken for
firms to close their complaints,
comparedto 2015. More complaints
were closed by firms in eight weeks
orless. However, because of the
reporting changes, more complaints
willnow be reported to the FCA by
firms as being closed within eight
weeks in the second half of 2016.
The overalltrendis encouraging.
However, handling complaints
promptly may be affected by
differentfactors, such as the
emergence of more complexissues.

In 2016, 59% of all complaints to
firms were upheld (where the firm
agreed with the complainant).
Thisisupfrom 54%in 2015,andis
the same percentage asin 2014.
This percentage does not change
materially when PPlis excluded.

The totalamount of redress paid

by firms to consumers inresponse
to complaints has decreased from
£5.2bnin 2014 and £4.1bnin 2015

to £3.9bnin 2016. This was mainly
driven by a decrease in redress paid
for generalinsurance and protection
products, including PPl. We estimate
over 90% of redress paidinthe
generalinsurance and protection
sectoris for PPl. When redress for
generalinsurance and protectionis
excluded, total redress decreased
from £699min 2015 to £564min
2016. Thisis closertothe £551m paid
in2014.



Figure 2.4: How satisfied were you with
how your complaint was handled by your
provider?

Sector Score 7-10
(out of 10)

Retail banking 45%

Consumer credit 40%

Retail investments 41%

Generalinsurance and 33%

protection

Mortgage * 27%

Financial Lives Survey 2017;

*sample size lower than 100

Figure 2.4 shows that firms still

have more work to do toimprove
how well they handle complaints.

All sectors showed thatless than
half of customers (45% being the
maximum) gave arating that they
were moderately to completely
satisfied with a provider's handling of
a complaint.

We will continue to monitor the
effect that our complaints-handling
rule changes have on satisfaction
scoresover 2017/18.

Financial Conduct Authority
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The Financial Ombudsman Service

The Financial Ombudsman Service
received 1,394,379 enquiries over
2016/17, (comparedto 1,631,955in
2015/16and 1,786,973in 2014/15).
Not allenquiries resultinnew cases
beinginitiated.In 2016/17, 321,283 new
cases were setup for investigation
compared to 340,899 new casesin
2015/16 (figure 2.5).

Over 2016/17 the Financial
Ombudsman Service resolved
336,381 cases, with an overall uphold
rate of a complaint of 43% (compared
to 438,802 and 51% respectively for
2015/16).

While complaint numbers have
decreased, we recognise that
complaints data arejust one
indicator of how financial markets are
working. Other factors can positively
or negatively affect complaint
numbers, such as growing consumer
awareness of theirrights.

Figure 2.5: Complaints received by the Financial Ombudsman Service
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Figure 2.6: Market Cleanliness Statistic
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Source: FCAmarket monitoring data
Figure 2.7: Fraud reported to Action Fraud
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31,682
30,000
23,798 24903
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5.234 4406
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976 1,362 1774

Banking and credit
industry fraud

Source: Office for National Statistics,

Insurance fraud

W 2014

M 2015

2016

Financial investment

asrecordedby the National Fraud Intelligence Bureau—

Action Fraud figures
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Protecting and enhancing the
integrity of the UK financial system

We aim to support a healthy and
successfulfinancial system, where
financial markets are fair, efficient
and transparent, firms can thrive and
consumers have trustinopenand
transparent markets. We have many
ways that we monitor integrity and
the market cleanliness statisticin
figure 2.6 isjust one example of the
tools we use.

We analyse the scale of ashare's
price movementsin the two days
ahead of arelevantregulatory
takeover announcement, and
identify movements that are
abnormal. However, the degree of
these abnormal pre-announcement
price movements (APPMs) does not
necessarily show the level of insider
trading. Many other factors could
cause anabnormal price movement
before atakeover announcement.
Forexample, factors such as financial
analysts or the media correctly
assessing which companies are likely
takeover targets or significant, but
normal, trades thatjust happento
fallbefore an announcement. Itis not
possible to determine which of these
factorsis behind each abnormal
price movementand soif any insider
trading has happened.

Forthe four years before 2009,

the market cleanliness statistic for
takeover announcements remained
closeto 30%. However, from 2010
onwards, we saw a sizeable declinein
the measureto 15.2%in 2014.

In 2016, the measure was 19%, the
sameasin 2015. We willcontinue to
monitor the results and gather market
intelligence to enable us to draw robust
conclusions about the underlying
trendininsidertrading activity.

Figure 2.7 shows the number of
reports of fraud fromindividuals and
businesses (coming either directly
or through a police force) made

to Action Fraud (the UK's national
reporting centre for fraud and cyber
crime) onthe phone or online. The
results for 2016 show that reported
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Figure 2.8: Firm perspective Figure 2.9: Firm satisfaction fraud has continued torise for
on how effective the FCA is with relationship with the banking and credit, and insurance
in regulating the financial FCA (%) fraud. However, we are pleased to

services industry (%) seeastrongreductioninreported

fraudinfinancialinvestments, which
6.7 6.7 70 71 72 7.5 Meanscore may indicate that effortsinthis area
by the FCAandarange of partner
agencies, including our ScamSmart
campaign, have helpedto educate

o3 o0 68 69 69 & consumers and deter fraudsters to
reduce the level of fraud occurring.
Firmratings on 'FCA as effective
regulator’
l In 2017, we undertook a survey jointly
2 s > = = - with the FCA's Practitioner Panel,
2015 2016 20l 2015 2016 201 asking firms to provide their views on
Mito3 M4tob [ 7t010 Mito3 M4tob [ 7t010 the FCA, including 'effectiveness of
theregulator'and 'satisfaction with
Note: Figures for 2015 and 2016 are from the FCA Practitioner Panel Survey 2016 report. The 2017 results theregulatory relationship".

are fromthe FCA and Practitioner Panel 2017 Industry Survey.

Inthe mostrecent survey the mean
overall scorerating the effectiveness

Figure 2.10: Agreement that the FCA is achieving each of the tested objectives ofthe FCA (figure 2.8) increased
from 6.7 to 7.0 (ratings out of 10).
78% 79% 759, 76% The meanoverall scorerating

66% ©09% satisfaction with the relationship

52% 55% 520, with the FCA (figure 2.9) continues to
show animprovement and has risen
from7.1in2015t07.2in2016to 7.5in
2017 (ratings out of 10).

Protects consumers Protects and enhances Promotes effective Stakeholders' view of our

market integrity competition .
perrormance

W 2015 M 2016 2017 )
We conductindependent annual

stakeholderresearch, through
BritainThinks, which asks a wide
range of our stakeholders —
including trade bodies, consumer
organisations, parliamentarians and
the media—about their perceptions
ofthe FCA. Thatresearch shows
that the majority of stakeholders
agree thatthe FCAis achievingits
statutory objectives. This remains
consistent with relatively little
change from last year (figure 2.10).

Source: FCA Stakeholder Engagement Research 2017 (BritainThinks)
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Figure 2.11: New bank authorisations and variation of permission
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The BritainThinks survey also shows
that almost three-quarters of
stakeholders agree thatthe FCA'is
clearly establishingits authority over
the UK's financial services industry’
(72%) —anincrease of 6 percentage
points since the last wave of
stakeholderresearch. Stakeholder
perception of the FCAhasreturned
tolevels seenin previous years, after
adropin 2016.

A majority of external stakeholders
feelthat they hear the right amount’
fromthe FCA(67%). Thisisa b
percentage pointincrease fromthe
2016 wave of research.

Promoting effective competitionin
theinterests of consumers

In well-functioning markets,
consumers have arange of choice,
with firms competing on service,
quality, price and innovation.

Itisnot possible to directly determine
whether competitionis workingwellin
aparticular market. Market data that
indicate the likely level of competition
must be gathered and considered as
awhole. Theseindicators caninclude
firms' ability to enter that market,
whether and which firms exititand
the degree of power firmsin that
market hold. This is why we use our
competition tools, particularly market
studies, to take a detailed look at how
competitionis workinginasector.

We give furtherinformation on how
we are meeting our competition
objectivein chapter 5.
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An example of this approach comes
from significant changes we made
to the authorisation processin 2013
toremove barriersto entryinthe
banking market. Between then and
the end of March 2017, we worked
with the Prudential Regulation
Authority (PRA) to supportthemin
the process of authorising 23 banks,
promoting greater market entry
with the intention of raising levels of
competitioninthe market.

For competitiontowork well,
markets should be opentoentryand
innovation. Figure 2.11 shows the
number of bankinglicences (either
viathe authorisation ofanewfirmor
anexistingregulated firmvaryingits
permissions). However, competition

canstillwork better. Following from our

response to the CMA Retail Banking
Market Investigation we are taking
forward anumber of actions (see
"Treatment of existing customers'in
chapter 3 for further details).

Service standards

We monitor and report on other
performance areas, including
whether we are meeting our service
standards.

We track and report on our
performance against our service
standards for our regulatory
functions, and publish them on our
website every sixmonths.

Our service standards include
voluntary commitments and our
statutory obligations under FSMA
and otherlegislation. The standards
apply to arange of our services,
including how we deal with telephone
enquiries, correspondence and
applications.

We have 65 service standards, up
from 54 when the FCA was first
established. Of these 65, during
2016/17 we met the standards for
44 of the applicable 63 standards
(67%).

More information about our service
standards is available on our website.



Financial Conduct Authority
Annual Report and Accounts 2016/17

Chapter 3
Protecting consumers

Chapter 3
Protecting consumers

One of our operational objectivesis to ensure an appropriate degree
of protection for consumers. We encourage all firms to continually

focus on achieving fair outcomes for consumers.

Ouraimistoensure that firms'
policies always consider consumers,
that firms have competent, trained
staff who treat consumers fairly and
that consumers get appropriate
redressifthings gowrong. We
supervise firms to make sure

they are meeting their regulatory
requirements and take actionto
enforce ourrules. We also protect
consumers by tackling criminal
activity and driving up public
awareness about scams.

Inour Business Plan 2016/17, we
included three priority themes that
principally fell within this objective —
pensions, advice and the treatment
of existing customers.

Taking action

Fair treatment of mortgage
customersin payment shortfall

We looked at how mortgage firms
calculate contractual monthly
instalments (CMls) for customers
with payment shortfalls, to see
whether they meet ourrules and how
customers have been affected. We
found that some firms automatically
included customers'payment
shortfallbalances and/or arrears
balances within their CMI calculations
without considering customers'

circumstances and agreeing it with
them. We found that approximately
750,000 customers were likely to
have been affected.

This practice lacks transparency,
canleadtoharmandislikely to be
abreachofourrules. It cantake
acustomerlongertorepay their
payment shortfall, maylead to
inappropriate fees being charged
and the customer unknowingly
overpaying towards their
outstanding mortgage balance.

Toresolve the situation
proportionately, practically,

fairly and swiftly, we developed a
remediation framework with input
fromanindustry working group. We
consulted on the framework, which
provides one method that firms can
use when providing remedy to, and
communicating with, their affected
customers. We expect firms to
determine their own approach

and deliver fair outcomes to all
affected customers.

Principals and their appointed
representativesin the general
insurance sector

UK generalinsurers use avariety of
different distributors to sell products
to customers, including over 20,000
'‘appointedrepresentatives’ (ARs).
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Firms have now paid
more than

£26.9bn

inredress to
affected PPI
consumers
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ARs are firms or persons who
conduct regulated activities and
actasanagentforafirmwe directly
authorise. For example, they may
sellinsurance and warranties for
their own products, such as white
goods and holidays, to millions of
consumers eachyear.

There arerelatively few rules
governing ARs; the principal firm
that appointed themis responsible
fortheir oversight and control. We
have found widespread problems in
the way ARs operate. We carried out
athematic review of principals and
their ARs and published the findings
inJuly 2016.

Our review found that many
principals were not supervising their
ARs effectively. As aresult, many
ARs had poor sales processes and
practices, leading to consumer
harm and mis-selling. We took early
actionwhere ourrules had been
breached. This included preventing
some firms from taking on new
ARs, stopping sales activity and
getting the principals to conduct
past business reviews toidentify
affected customers. We have
informed all relevant principal firms
of our expectations and are working
with them to address the specific
issues we have identified. We are
also working with firms who were not
included in our review to ensure they
understand and comply with their
responsibilities.

Implementing the Lifetime ISA

Theintroduction of the Lifetime ISA
(LISA) was announced in the March
2016 Budget, andit was available to
investors from 6 April 2017. Its aim
is to help adults under 40 to save
foradeposit forafirsthome or for
retirement. Our rules regulating
the promotion and distribution of
the LISA came into force on 6 April
2017. We expect theserules to help
investors make informed decisions
and putthemin a position to drive
effective competitioninthe market
forthis new product.

Deliveringredress

Payment protectioninsurance (PPI)

Firms'mis-selling of PPl has been
the biggestissue of financial mis-
sellinginrecentyearsandhas
damaged public trustin financial
institutions. Firms have now paid
more than £26.9bninredress to
affected consumers. However, our
research found that the perceived
open-ended timescale for making
complaints does notincentivise
consumers to consider whether they
wantto act.

Following consultation, in March
2017 we announced a deadline of

29 August 2019 for PPl complaints,
together with an FCA-led consumer
communications campaign to
encourage consumers to decide
whether to act. We have also made
rules and guidance on how firms
should handle PPl complaintsinlight
ofthe Supreme Court's judgment

in Plevin v Paragon Personal Finance
Limited. Inthat case, the courtruled
that the firm's failure to inform

the customer about thelarge
commission payable from their PPI
premium made the relationship
unfair under s140A of the Consumer
Credit Act. Our package should bring
the PPlissue to an orderly conclusion
and bring finality and certainty for
consumers and firms.

An application for judicial review

of our decision toimplement a PPI
deadline and our rules and guidance
on handling PPl complaintsin light
of the Supreme Courtjudgment

in Plevinhas been made. We willbe
defending that application.

Facilitating fair redress

Itis firstand foremostafirm's
responsibility to treat customers
fairly and provide appropriate
redress when things gowrong. When
this happens, we can work with

firms to help them set up voluntary
redress schemes.



In November 2016, a debt purchase
and collection firm, Motormile
Finance UK Limited, enteredinto an
agreementwith usto provide redress
to over half a million customers

for due diligence failings whichled

to unfair customer contracts. It

also agreed to write off £414m of
debt thatitwas unable to show was
correctand properly due. We were
first alerted to this case by a high
number of customer complaints to
our Contact Centre.Inthis case, asin
many others, our subsequent review
resultedinthe firm changingits
processes, systems and controls to
address the problems we identified.

Similarly, in January 2017, HSBC
voluntarily agreed to setup aredress
scheme for customers who had paid
unreasonable debt collection fees
charged by HFC Bank Ltd and John
Lewis Financial Services Ltd, both of
which are now part of HSBC Bank Ltd.
Ourreviewinto theinitial allegations
of unreasonable charges identified
thataround 6,700 customers were
potentially entitled toredress.

Unfair treatment of business
customers

In 2014, we appointed a 'skilled
person'to review Royal Bank of
Scotland's (RBS's) treatment of SME
customers transferredtoits Global
Restructuring Group (GRG) between
2008 and 2013. The skilled person's
report considered the treatment

of smallbusiness customersin
financial difficulty and addressed the
allegations of poor practiceinthe
way such firms were treated by RBS
GRG, assetoutinthereportby Dr
Lawrence Tomlinson and referenced
in Sir Andrew Large's report.

In November, we announced the
summary findings of the skilled
person'sreport. The commercial
lending activities carried out by GRG
and addressed by RBS's proposals
are largely unregulated; therefore,
our powers are limited in this area.
We have carefully considered the
skilled person'sreportand other
additional material, and conducted
further work.

Financial Conduct Authority
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RBS has putinto place acomplaints
review process which should provide
certain SME customers with aroute
to make a formal complaint, should
they wish to do so. Additionally, RBS
has agreed to provide automatic
refunds for complex feesto some
SME customers. In particular,

we noted and welcomed the
involvement of anindependent third
party to provide oversight of the
complaints review process.

Enforcement

We will take the necessary action

to enforce consumer protection,
includinginrelation to unauthorised
investmentbusinesses such as
collective investment schemes,
investment andinsurance frauds,
deposit takingand boiler rooms.

We have a dedicated team who
review all reports of unauthorised
activity against a set of measures to
identify the most serious matters
that pose the greatestrisk to
consumers. Where we decide action
is appropriate, we use avariety of
methods andinvestigative tools to
stop the activity and prevent further
consumer harm. These tools range
from publishing warnings about
unauthorised firms and individuals,
disrupting firmsin arange of ways,
taking down websites and pursuing
criminal or civilaction against
companies and individuals. We
issued a total of 285 consumer alerts
in 2016/17 and published two actions
(one criminal and one civil) related
tolarge-scaleinvestigationsinto
unauthorised activity.

Raising awareness

Helping firms prepare for the
impact ofaninterestrateriseon
financially vulnerable customers

We published the results of our
thematic review of mortgage
lenders' strategies to mitigate the
impact of aninterestraterise on
financially vulnerable customers.

Chapter 3
Protecting consumers

We found that most firms had
considered what characteristics may
make a customer more vulnerable to
ariseininterestrates and analysed
the number of customers who might
be affected.

However, firms were at different
stagesin developing strategies
totreat customers fairly when
interestratesrise, with few firms
able toimplement strategiesif this
happenedinthe near future.

We started this reviewin early 2016,
atatimewhenaninterestraterise
was generally expected. Since then,
interestrates have beencutandwe
recognise that this may not seema
high priority. However, we decided

to share theresults of our review to
assist firms and customersto prepare
forwheninterestratesdorise.

Generalinsurancerenewals

The FCA, consumer groups and some
industry representatives hadlong-
standing concerns about the lack of
competitionand lowlevels of customer
switchingin generalinsurance.

In 2014, we ran alarge-scale
randomised trial with over 300,000
home and motorinsurance
customers to find out which prompts
led them to make more active
choices atrenewal. We subsequently
introduced new rules and guidance
forgeneralinsurance renewals. Our
new rules require general insurance
firms to:

« discloselastyear's premiumat each
renewal

« include wording to encourage
consumersto check their cover and
shoparoundforthebestdealat
eachrenewal

« identify consumerswho have
renewed with them four consecutive
times, and give them an additional
standard message encouraging
themto shop around
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In September 2016,
UK consumers owed

£188.7bn

of consumer
credit lending
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The aim of these requirements,
which cameinto effecton 1

April 2017, is toimprove levels of
consumer engagementininsurance
renewals, as well as the way that
firms treat existing consumers at
renewal. These new rules willmake
price increases atrenewal more
transparent and we expect thisto
prompt more consumers to shop
aroundto getabetterdeal.

Improving how firms deal with
customersin early arrears

In September 2016, UK consumers
owed £188.7 billion of consumer
creditlending. 61% of people inthe
UK have atleast one consumer credit
product, and 26% of them have an
outstandingdebtonit.

We published the results of our
thematic review into how firms
treat customersinearly arrears for
unsecured lending, which includes
credit cards, personalloans and
point-of-sale finance.

We found that not all customers who
pay late have repayment difficulties.
However, most firms missed early
opportunities to identify those

who were showing signs of financial
difficulty and offer appropriate help.

The repayment options firms
offered to customers varied quite
significantly. Afirm's culture clearly
influenced their approachto, and
treatment of, customersin arrears
difficulties.

We have given each firm specific
feedback about the good and poor
practices we found. We may take
furtherregulatory action, depending
onthe seriousness of theissues and
the firms'responses to our findings.

We expect all firms involvedin
collecting consumer credit debts to
consider theirapproachtoarrearsin
light of our findings.

High-cost credit and overdrafts

Since taking over the regulation of
consumer creditin April 2014, we have
focused onthe products we believe
pose the biggestrisk to consumer
protection. In November 2016,

we published a call forinput to get
evidence and views for our work on
high-cost credit, including areview of
the payday loan price cap which was
introduced in January 2015.

The call forinput covered:

» high-cost credit products, including
home-collected credit, some rent-
to-own, catalogue credit, pawn-
broking, guarantor andlogbook
loans

« overdrafts

+ thehigh-costshort-term credit
(payday loan) price cap

» repeatand multiple high-cost short-
term creditborrowing

We plantoreportonthe findings of our
callforinputinthe summer of 2017.

Inline with our approach to high-cost
credit, we also look at the impact for
consumers when debt management
firms wind-up. We actively contact
those affected and pointthemto
free sources of debt advice.

Packaged bank accounts

Following the new rules we
introduced on packaged bank
accounts (PBA)in 2013, we
undertook a thematic review to see
how well they were working and we
published our findings in October
2016. While our findings suggest
the rules have raised standards,
they also show firms have more
todoto ensure they consistently
check customers'eligibility for the
insurancesinaPBA. We also found
firms needed toimprove how they
handled complaints about PBAs.
We have given specific feedback
toallthe firmsinour review, which
includes the actions we expect them
to take to address the weaknesses
we identified.



Following the publication of the
report, we have reviewed a further
sample of more recent PBA
complaints to test the extent to
which firms have raised standards
since our first review. Individual
feedback will be provided to each of
the firmsinthe sample.

Protecting consumers by
strengthening the UK's
financial system

Ring-fencingwas one of several
important reforms the Government
broughtinto strengthenthe financial
system following the financial crisis
thatbeganin 2007.

Ring-fencingrules require UK banks
with a three-year average of more
than £25 billion 'core deposits' to
ring-fence’ or legally separate their
essential retail banking services
fromthe rest of their banking group.
Essential services are the core
services retail banks offer: accepting
deposits, facilities for withdrawing
money or making payments froman
account and overdraft facilities.

Working with the lead regulator
forring-fencing, the Prudential
Regulation Authority (PRA), ourrole
is to monitor and manage potentially
negative impacts on consumers,
market integrity and competition.
During 2016/17, we worked with
firms torefine and finalise their plans
forring-fencing, as they must be
implemented by 1 January 2019.
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Contracts for Difference

Retail Contracts for Difference
(CFDs) are complex, leveraged
derivative financial instruments that
investment firms generally offer to
retail clients through online trading
platforms.

Inthe past six years, our supervisory
work and thematic reviews of

CFD firms have foundincreasing
instances of poor conduct and

risks of consumer detriment

across the sector. Our analysis of a
representative sample of CFD client
accounts found that these products
were increasingly being sold to

retail clients and that 82% of clients
lost money on these products.
Asaresult,in 2016 we published

a consultation paper proposing
apackage of policy measures to
address these risks.

In parallel, we have continued our
supervisory approach looking at
therisks to consumers presented
by these products. Our focus has
included both the risk to retail
customers trading CFDs onanon-
advised basis, where firms may not
have improved the appropriateness

teststheyarerequiredto apply before

takingonnew clients, and therisks
arisingwhere CFDs are traded via
anintermediary onanadvisory or
discretionary basis onacustomer's

behalf. Other national regulators have

alsobeenlooking at these products.

Chapter 3
Protecting consumers

'/ 4

Ring-fencingrules
require UK banks with
athree-year average

of more than £25 billion
‘core deposits’ to
‘ring-fence’ their
essential retail banking
services from therest of
their banking group.

'/

27



Chapter 3
Protecting consumers

Financial Conduct Authority
Annual Report and Accounts 2016/17

28

Our Business Plan commitments -

Pensions policy and legislation have seen major
changesinrecentyears, and was therefore a priority
theme forusin 2016/17. Recent changes tothe
pensions sector have included the introduction and
staging of auto-enrolment into workplace pensions and
theintroduction of the pension freedoms in April 2015.

Growing numbers of consumers have to make
irreversible decisions that will affect their long-term
financial wellbeing. While the marketis changing, our
aims remain consistent. We want consumers to have
access to fair products and services which deliver
what they promise and to have confidence that firms
will treat them fairly and fix problems promptly. We

also want to encourage competition across the sector.

Theregulation of pension schemes is divided between
the FCA and The Pensions Regulator. The FCA s
responsible for the conduct of firms that provide
contract-based pensions, including stakeholder
pensions, individual personal pensions and workplace
personal pensions such as group personal pensions.
We also regulate advice on pensions when given
toindividuals.

Changes to pensionrules

In January 2016, the Treasury decided that early exit
charges on some pension policies were creating
abarrier to the over 55s using the new pension
freedoms. Parliament gave us the power and a duty to
cap early exit charges to reduce this risk. In November
2016 we finalised rules which mean that:

. earlyexitcharges are capped at 1% of the value
of members' contract-based personal pensions,
including workplace personal pensions begun before
31 March 2017

« early exitcharges cannot beincreasedto 1% ifthey are
currently lower than this

 firms cannot apply any early exit charge to personal
pension contracts begun on or after 31 March 2017

In October 2016 the Government announced that it
will not continue with plans to allow people to sell their
annuity incomes without current tax restrictions. As
aresult, we withdrew our consultation onrules for a
secondary annuity market.

Pensions

Increasing competitionandinnovation

This year, we launched our Retirement Outcomes
Review to assess the impact of the pension reforms on
competitionin the retirement income market.

Thereviewlooks at consumers'responses to the
wider range of products and options now available
tothem, and what affects the choices they make.
Additionally, we are examining how firms have adapted
to pension reforms, what business models and
products are emerging and the impact on competition
in this market. We plan to publish the interim report
insummer 2017, setting out our findings and inviting
views on potential interventions.

Better value-for-money products and services
for consumers

Throughout 2016/17, we have been testing the
effectiveness of different variations to firms' ‘wake-
up packs'viarandomised control trials. Pension
providers send these packs to customers approaching
retirement to encourage them to take action on their
pension options.

To help encourage consumers to shop around when
buying an annuity, we have consulted on requiring
annuity providers to provide consumers with an
information prompt. This prompt will show the
difference between the provider's annuity quote and
the highest quote available on the market. We based
this requirement on behavioural testing which showed
this prompt encouraged consumers to shop around
and, if offered a better deal, switch provider.

In December 2016, the Department for Work and
Pensions (DWP) and FCA published ajoint review
ofindustry progress in remedying poor value
workplace pension schemes. Overall, it found that
pension providers had made significant progress
inimplementing the recommendations of the
Independent Project Board (IPB).

As aresult, over one million workplace pensions
customers either have, or soon will have, their charges
reduced to 1% orless. We continue to follow up the
small number of providers which, at the time of our
assessment, had not yet done enough to meet the IPB
recommendations.
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The review was broadly supportive of the
effectiveness ofindependent governance
committees (IGCs)inimplementing the IPB's
recommendations. As such, we have decided to
defer the full IGC review to allow us to focus on other
priorities within our 2017/18 Business Plan.

Information about pensions guidance

Our rules state that firms communicating with

retiring customers about their options (‘non-advised'
customers) should tell them about the availability of
the pensions guidance service, Pension Wise. In July
2016 we completed our review into firms' compliance
with these rules. We found that most of the 20 pension
providersin our sample were, on the whole, meeting
the requirements around signposting customers to
pensions' guidance.

However, we did identify a number of areas where
firms could improve. We have encouraged all firms with
relevant non-advised sales processes to look at the
action they should take based on our review's findings.

Under section 3330 of FSMA we must discharge our
general pensions guidance functions with a view to
securing an appropriate degree of protection for
recipients of pensions guidance from designated
guidance providers. As a result, we have made minor
changes to the standards for retirement guidance
providers to reflect how the Pension Wise service

has changed (i.e. to reflect the change in oversight of
the service from the Treasury to the DWP) and how
consumers wanting to access their pension savings
are using it (i.e. changing the wording so that a Pension
Wise session can cover more than one appointment
and that only relevant’information should be included
inthe record from that session).

Information about annuities for non-advised customers

We carried out a thematic review of non-advised
annuities sales practices. Based on our sample, we
found no evidence of anindustry-wide or systemic
failure to give customers enough information about
enhanced annuities which resultedin actualloss.

However, there was evidence that a small number of
firms may not have given their customers enough
information to understand their options, the benefits
of buying an enhanced annuity and their right to buy
one onthe open market. We have asked these firms to
undertake a past business review of all relevant non-
advised sales from July 2008 to the present time.

Reducing harm to consumers from scams

We undertake a range of co-ordinated activities to
deal with pension-related scams. Specialist teams
have been set up to monitor, quantify and tackle cases
of systemic pension mis-selling and fraud involving
firms we regulate, and those unregulated firms that
introduce business to them.

We work with firms to ensure they take the necessary
steps to protect consumers, and collaborate with
otheragencies to tackle scams. Over the past year, we
haveissuedalerts toindustry warning of the dangers
of working with unregulated introducer firms, setting
out our expectations for firms advising on pension
transfers, and to selfinvested personal pension (SIPP)
operators warning of the risks they face from evolving
pension scams.

We have continued our ScamSmart campaign over
the past year and give more detail on this campaignin
chapter 4 under 'Financial crime and AML.

Measures of success against 2016/17 Business Plan

The Financial Ombudsman Service experienced an
upward trend in the number of complaints it received
relating to personal pensions between 2009/10 and
2016/17 (38% increase). Complaints about personal
pensionsin 2016/17 increased by 20% compared to
2015/16 and totalled 2,377.

We acknowledge that complaints data are an
imperfectindicator of how the financial markets are
performing, but they help us assess the scale of issues
inthe industry and identify emerging trends.

Our Financial Lives survey indicates that 41% of UK
adults with a defined contribution (DC) pension are
moderately to completely satisfied with their pension
provider, or with the provider of the pension they took
out most recently if they have multiple DC pensions.
A similar proportion (43%) of consumers also
moderately to completely trust their current provider.
Consumers aged 45 and over reported the highest
levels of satisfaction and trust.
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Our Business Plan commitments -

Changing consumer needs and pension reforms mean
consumers have to take more responsibility for their
financial future. Their choices are also more complex
and varied—making affordable, professional advice
and guidance services increasingly important. So our
work has concentrated on ensuringthatthereisa
well-functioning market for advice and guidance for
consumers, with clear and transparent costs.

Suitable, affordable and accessible advice

The Treasury and FCA launched the Financial Advice
Market Review (FAMR)in 2015 to address concerns
that the financial advice market in the UK was not
working well for consumers.

Ourwork has focused on encouraging a market that
delivers affordable and accessible financial advice and
guidance to all consumers at every stage of their lives.
We have worked with firms and trade bodies on how we
could best support them, improve the advice market
and make the regulatory framework clearer. We have:

« publishedinformation to help firms understand how to
use the existing flexibility in our adviser-charging rules

« amended our rules for adviser-chargingin firms where
allrelevant services are provided in-house

» consulted onguidance to address four of the FAMR
recommendations - streamlined advice, fact-find
information, the regulated advice 'perimeter’ (activities
where FCA regulation and powers apply) and the
employers'and trustees' factsheet

Thereis moreinformation on the implementation of
the FAMR recommendationsin the joint report that we
published with the Treasury on 6 April 2017.

Assessing suitability review

Over the past year, we have assessed 1,142 individual
pieces of advice from 656 firms against our suitability
anddisclosure requirements. We issued feedback letters
toallfirmsinthe review with our findings from their
specificfiles. We found these firms gave suitable advice
in 93% of cases. These are positive results. We believe
they are aresult of the successful adoption of the Retail
Distribution Review by advisers and reinforced by our
previous supervisory and enforcement activities.

Support to help firms provide appropriate advice

This year we setup an Advice Unit to provide feedback
tofirms thatare developing automated models to give
consumers lower-cost advice. We accepted 18 firmsinto
the Unitand are providing individual regulatory feedback

Advice

ontheir business models. We plan to use the experience
ofindividual firms to publish resources to help all firms
developing automated models.

We supported the Financial Advice Working Group to
provide technical support onimplementing the FAMR
recommendations. The Working Group includes a
selection of consumer andindustry experts fromthe
FAMR Expert Advisory Panel, the Financial Services
Consumer Panel, the FCA Smaller Business Practitioner
Paneland the FCA Practitioner Panel. One of the
group's aims s to help employers to help their staff look
after their financial health and improve 'rules of thumb'
and nudges to increase consumer engagement with
their financial choices.

Measures of success against 2016/17 Business Plan

The Financial Lives Survey 2017 surveyed UK adults who
had receivedregulated financial adviceinthe last 12
months related toinvestments, pension savings and/or
retirement planning. Most (85%) adults who had received
adviceinthelast 12 months reported moderate to
complete satisfaction with the adviser (onascore of 7 or
more out of 10) of their most recent advice session. We
will continue to monitor consumer satisfaction.

The FAMR baseline report, developed with the
Treasury, identifies arange of indicators which will be
used as a benchmark from which to measure changes
in the market for advice and the impact of the FAMR
recommendations.

Complaints about advice

The proportion of consumer complaints made to the
Financial Ombudsman Service about advice continue
to reduce (figure 3.1). While complaints volumes are
affected by many factors, we are encouraged that the
total proportion of complaints on advice has reduced.
We continue to work to improve the quality of advice
that consumers are given.

Figure 3.1: Complaints to the Financial Ombudsman Service
about sale and advice

PPI

Insurance (excl PPI)

Investments and
pensions

Banking and credit

0% 20% 40% 60% 80% 100%
M % of total complaints about sale and advice in 2015/16

71 % of total complaints about sale and advice in 2016/17
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Our Business Plan commitments — Treatment of existing customers

Overthe past year, our work to deliver better outcomes for
existing customers has focused on the information that
firms give their customers at renewal and onimproving
pricing transparency. We alsowantto ensure thatthereis
greater choice and availability of products, and that barriers to
consumers' switching or exiting products are removed.

Making pricing more transparent

Our cash savings market study found that savings
accounts openedyears ago pay lower interest than those
openedmore recently. Despite this, a significant number
of consumers do not move theirmoney to accounts that
might pay more interest—even with the same provider.
Following these findings, we have implemented rules that:

+ require providers to give clearer and more targeted
productinformationto makeit easier for consumers to
shop around

« make the switching process quicker by makingit easier to
switchto another product withinthe same firm

We have proposed remedies infour main areas and trialled
the 'sunlightremedy’. We asked firms to tellus the lowest
possible rate that consumers could earn across all of their
easy access savings accounts and easy access cashISAs. We
then published thisinformationto raise awareness of firms'
strategies towards theirlongstanding consumers, and to
allowacomparison between openand closed accounts.

Encouraging choice, improving availability

The Competition and Markets Authority (CMA) made
recommendations toincrease competitioninretailbanking.
Following theirreport, we developed measures toimprove
the information these firms give about service quality, how
consumers can take action and overdraft measures. We
published our response to the CMA's final report and have
startedactioninanumber of areas:

» Promptingincreased customerengagement. We are
researchingwhich prompts are mostlikely toincrease
consumer awareness and understanding of using
accounts, both forindividual consumers and smalland
medium-sized enterprises (SMEs).

« Improved transparency for overdraft users. We are
researching, testingandimplementing measures to
increase consumers' engagement with their overdraft
use and charges. We also published work on overdrafts
that went beyond the CMA's recommendations (see
'High-cost credit and overdrafts' earlier in this chapter).

« Promotinginnovation. Other CMA recommendations
included actingas an observerinthe steering
group tasked with establishing the open application
programminginterface (API) standard for banking. We
willuse our role inthe group to encourage solutions for a
broader set of accounts thanjust current accounts.

» Improvingservice. We are exploring what information
banks should publish to enable consumers to assess
differencesinthe quality of service they provide. We
have set up an expert group to advise us on additional
information that could help consumers.

We willwork closely with the CMA on these measures and
recommendations. We are also considering the competition
and conductimplications of firms' business models for
currentaccounts and other retail banking products.

We published final guidance that sets out our expectations on
whatlifeinsurance firms should do to treat their closed-book
customersfairly. We want to ensure that firms donot give
closed-book customersless attention than new customers,
andkeepthemwellinformed about products theyare
investedin, including on performance and charges.

This guidance means that firms should identify what
‘treating customersfairly' means for them, the outcomes
fortheir customersthey believe are fair and, where they
identify poor outcomes, take steps to address them.

Measures of success against 2016/17 Business Plan
Our Financial Lives Survey 2017 gave the following results

on customers switching financial product and advisers:

+ 85% of UK adults with an account for day-to-day banking
have held the same account for over three years. Ofthese
customers, 69% have never switched account because:

» 60% said they were happy with their existing provider
» 21%had never considered switching
+ 19% saidit was too much hassle to switch
+ 32% of UK adults who had switched provider or opened a
new account with their existing providerinthelast three
yearsdid so because of a financialincentive, 21% did so on
the recommendation of a friend or colleague and 22%to
getabetterinterestrate
- ofthose that had switched account (including with their

existing provider) or opened anaccount for the first time,
87% said the process was easy

31



Chapter 4

Protecting and enhancing the
integrity of the UK financial
system

Chapter 4

Financial Conduct Authority
Annual Report and Accounts 2016/17

Protecting and enhancing the integrity
of the UK financial system

Ouraimis to ensure that the UK has a healthy and successful financial
system, where financial markets are fair, efficient and transparent,
firms can thrive and consumers have trustin open and transparent
markets. Markets need to have resilientinfrastructure and appropriate
access to meet the needs of their consumers, and corporate and

other wholesale users.
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The focus of our workis on ensuring
we have therightrules and policiesin
place. We identify any necessary need
for structural changes and deliver
theminavariety of ways. These
include improving standards across
financial markets, making sure market
participants play by therules and
taking actionwhenthey donot. These
are some of the main areas of work we
have undertakeninthe pastyearto
enhance marketintegrity.

Taking action

Protectingallinvestorsin
illiquid assets

Following the UK's vote in June 2016
toleave the EU, demand by investors
torealise their assetsin property
funds exceeded many funds' ability
tosellthem. As aresult,anumber of
property funds had to temporarily
suspend trading and we closely
supervisedthe affected funds and
life insurersinvestedinthem during
this time. Since the financial crash of
2007, there has beeninternational
scrutiny of how the actions of
investment funds and fund investors
could affect the stability of financial
systems. Theliquidity of fundsis an
integral part of this and investment
inilliquid assetsis a growing
proportion of the investments held

by institutionalinvestors such as
pension funds.

We decided it was timely to review
our regulatory approach to open-
ended funds thatinvestinilliquid
assets like property. We looked

at firms across the value chain,
including depositaries, authorised
corporate directors, platforms,
wealth managers andindependent
financial advisers. We wanted to
find outif firms had treated all their
customers fairly, understand the
impact on marketintegrity when
firms decided to suspend funds or
apply fair value price adjustments
and examine the quality of
communications made by firms
during this period.

In February 2017, we published a
discussion paper to find out more
about the problemsin open-ended
fundsinvestinginilliquid assets, ask
if the currentrules address them
and if furtherintervention fromus
isneeded. We will analyse feedback
to this paper and the findings of
our supervisory work and publish a
response laterin 2017.



Ensuring providers act with
integrity

Animportant part of our work is
ensuring that only 'fitand proper
persons'are allowed to undertake
regulated activity. Where we have
evidence thatindividuals do not meet
our rules, we remove them from
the market—both to ensure market
integrity and to protect consumers.
We can also take stronger
enforcementaction, including
imposing financial penalties.

Forexample, since 2013, retail
investment advisers have been
requiredto hold a Statement of
Professional Standards (SPS) and
achieve therelevant professional
qualifications. In September 2016,
we banned Elizabeth Parry from
undertaking any regulated activity
and fined her £109,400 for sending
us a fake SPS and lying repeatedly to
us about being qualifiedtoactasa
retailinvestment adviser.
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Taking action against market abuse

We take market abuse extremely
seriously and have powers to
undertake prosecutions when we
find evidence of it.

InJanuary 2017, we brought a
successful prosecution against
Manjeet Mohal, aformer employee
of Logica plc, and his neighbour
Reshim Birk for insider dealing. The
courtalso made a confiscation order
of nearly £163,000 against Mr Birk.
While employed at Logica, Mr Mohal
gave insiderinformation abouta
takeover of the company to Mr Birk,
who traded on the basis of that
information and made over £100,000
in profits.

Tesco

In August 2014, Tesco plc published
atrading update which gave afalse
impression aboutits expected
half-year profits. In Septemberit
announced it had overstated the
amount. This meant that those
who bought Tesco shares and
bonds between the dates of those
announcements paid a higher price
thanthey should have.

Chapter 4
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We estimate Tesco plc
will pay around 10,000
retail and institutional
investors approximately
£85munder theredress
scheme.

1
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In March 2017 we announced

that Tesco had agreed to pay
compensation toinvestors who

had sufferedloss from Tesco's
announcement. We estimate Tesco
plc will pay around 10,000 retail and
institutionalinvestors approximately
£85munder theredress scheme,
plusinterest. Thisis the first time we
have used our powers under FSMA
torequire alisted company to pay
compensation for market abuse.

Investigationinto insider dealing

Insider dealing can seriously damage
theintegrity of markets.In 2016,
after an eight-yearinvestigation
begun by our predecessor the FSA,
our evidence secured convictions
against two people forinsider
dealing. This was one of our largest
and most complexinsider dealing
investigations to date.

Two close friends (Mr Dodgson and
MrHind) agreed to deal secretly,
sometimes on the basis of inside
information. Mr Dodgson sourced
inside information from within
theinvestment banks at which he
worked, either through working on
transactions himself or through
finding out what his colleagues were
working on. He passed on this inside
information to Mr Hind who then
undertook secret dealing for the
benefit of Mr Dodgson and himself.

They putinplace elaborate
strategiesto preventthe
authorities from uncovering

their activities. These included

the use of unregistered mobile
phones, encoded and encrypted
records, safety deposit boxes and
transferring benefits using cash and
paymentsinkind.

In many otherinstances of trading
undertaken by Mr Hind during the
indictment period, Mr Dodgson

or his employer was advising or
connected with the company traded
or with acompany which was party to
arelevant corporate transaction.

The offendingwas highly
sophisticated and took place over
severalyears. Theinvestigation,
conductedin partnership with

the National Crime Agency, was
demanding and time-consuming.
Investigators, forensic accountants,
lawyers, markets experts,
intelligence analysts and digital
forensic specialists pooled their
skills to unravel the conspiracy. They
did so through painstaking

analysis of trading, financialand
communications data, surveillance,
documentary evidence fromthe
investment banks and the material
seized during searches under warrant.

Mr Dodgson and Mr Hind were
sentencedtofourandahalfand
three and a halfyearsimprisonment,
respectively.

Raisingawareness and
increasing transparency

Crowdfunding

Crowdfundingis a way in which
individuals and organisations,
including business start-ups, raise
money online to finance or re-finance
their projects and businesses.
Itisrelatively new but has grown
significantlyinrecentyears.

As part of our post-implementation
review of our crowdfundingrules,
we published a call forinputon
crowdfunding platforms operated
by FCA-authorised firms. We
wanted to better understandrecent
developmentsintheloan-based
crowdfunding market which currently
pose some risks to our objectives,
including regulatory arbitrage and
therisk thatinvestors do not fully
understand the products offered.

We planto consult onchanges to

our rules to ensure the regulatory
framework for crowdfunding remains
proportionate while providing
adequate investor protection and
allowing forinnovation and growth in
the market.
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Improving the UK equity initial
public offering (IPO) process

We published a consultation paper

in March 2017 which proposes a
package of policy measures to
improve the range and quality of
information available to investors
during the IPO process. Thisincluded
aseriesofrulestoensurethata
prospectus or registration document
is published and providers of
‘unconnectedresearch'have access
totheissuer's management before
any connectedresearchisreleased.
The measures alsoincluded new
guidance to clarify our expectations
onanalysts'interactions with the
issuer's managementand their
corporate finance adviserswhen an
IPO mandate and abank's syndicate
positioningis considered. We will take
these discussions forward and make
appropriate rule changes during 2017.

Addressing concerns around
dark pools

'‘Dark pools'are systems for
transacting shares without 'pre-
trade transparency’. Put simply,
'‘pre-trade transparency'is the
requirementtoshowafirm'’s
intention to execute atransaction,
including the price and volume.
Dark poolsinthe UK have some key
differences from other national
markets, including their approach to
best execution obligations. UK dark
pools can operate as either trading
venues or internal matching systems
run by investment firms.

There has been public scrutiny of
dark pools, including concerns about
price transparency, preferential
treatment of some clients and
unfair advantages for more
technologically advanced dark pool
users. We undertook a thematic
review of dark pools tolookinto
theseissues. Our review found that
dark poolclients welcomed the
additionalliquidity and lower risk of

informationleaks that dark pools
offer. We also found that significant
improvements had been made by
dark pool operatorsin the quality
and accuracy of their promotional
materials and management of
conflicts of interests. We did,
however, find that some areas
could beimproved, including more
effective monitoring of activity in
dark pools with particular focus on
operationalintegrity, best execution
and screening for unwanted trading
activity, including market abuse.

Supportingresilient
market infrastructure

Our supervision seeks to ensure that
marketinfrastructureis resilient to
external effects caused by events
such as market volatility and sharp
increases in trading volumes.
Despite periods of significant market
volatility during 2016, we saw no

loss of trading days to operational
incidents in major market
infrastructure.

In May 2014, UK financial
authoritieslaunched CBEST, a
testing framework to help firms,
infrastructure providers and
regulators understand the types of
cyber attack that could undermine
the UK's financial stability. The FCA
have continued CBEST assessments
fortrading venues and major trading
firms and extended our cyber
resilience work to awider group

of firms.

system
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Figure 4.1: Number of whistleblowing cases
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Act 1998 (PIDA), we have a statutory
framework to protect workers

from harmif they blow the whistle
ontheir employer. Our approach
goes beyond PIDA by providing the
same level of confidentiality and
anonymity to anyone who wants to
make disclosures to us where we are
requiredto treat theirinformation
confidentially. In 2016/17 the
splitbetween PIDA/non-PIDA
disclosureswas 73%/27%.

Throughout 2016/17, we have
developedourapproachto
whistleblowing further. We have:

« successfullyimplementeda
new case managementsystem
toimprove our handling of
whistleblowing cases and to provide
us with better analytics

« worked with outside organisations,
including support groups and
charities who spoke ataninternal
whistleblowing eventin May 2016

« engagedwith other bodies which
can formally accept whistleblowing
disclosures to benchmark our own
approach to whistleblowing

- reinforcedstafftrainingto
recognise when an offer of
information from anindividualis, in
fact, whistleblowing andimproved
our approach tointerviewing
whistleblowers

Overall, we have increased
resources to offeranimprovedlevel
of service and continually improve
our response to the whistleblowers
who contactus.

In2016/17 we managed

900 intelligence cases from
whistleblowers (figure 4.1). We
sharedinformation with external
bodies, including the National Crime
Agency, police forces, HM Revenue &
Customs, and other UKand overseas
regulatorsinover 100 cases.

Theintelligence we received from
whistleblowers has helped us to:

« initiate enforcementinvestigations

« trigger FSMA section 166 skilled
persons reviews of firms

« conductyvisitstofirms

« preparefirmassessments, including
onmoney laundering
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Figure 4.2: Classifications issued by recipients of whistleblowing intelligence in 2016/17

Classification 2016/17
Intelligence directly contributed to FCA 7
enforcement activity or the protection of

consumers through other intervention

Intelligence was of significant value to the FCA 159
and contributed to the discharge of its functions

Intelligence was, or may be, of value to the FCA 259
butis not currently actionable or does not meet

current regulatory risk thresholds

Intelligence was of little value and is unlikely to 48
assist the FCAin the discharge of its functions

Not yet assessed 427*
Total 900

Chapter 4
Protectingand enhancing the
integrity of the UK financial
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2015/16 2014/15
13 19
89 235
242 521
39 100
631 465
1,014 1,340

*We assess all whistleblowing disclosures to determine if regulatory actionis necessary. Disclosures can require follow-up work by multiple stakeholders across
the FCA.We expecttoseeanincreaseinthe number of high value whistleblowing cases as we conclude and make a final assessment onthese cases.

Note: the datafor2015/16 and 2014/15 reflects how those figures were reportedin previous annualreports. The numbers have now changed significantly, in
particular for the number of cases 'not yet assessed'but the table above shows how quickly we assess cases year onyear.

« undertakein-depth reviews within
firms

+ carry outthematicreviews.

We do not have a target for the
numbers of whistleblowing cases we
should receive. Ouraimis to ensure
thatthose who prefertoreportto
anindependent body know about
ourrole and that, if they take the
oftendifficult step of reporting on
aprevious or currentemployer, we
will treat them and their information
sensitively and professionally.

We have seenadeclineinthe number
of whistleblowing cases for the
secondyearinarow. We believe that
whistleblowers are more aware of the
reporting mechanismsin their firms,
andsoarereportinginternally first.

Figure 4.3: Whistleblowing disclosures in 2016/17 by sector

N

v

Sector

Asset Management
Building Societies
Commercial Insurance
Consumer Credit

E Money

Financial Advisers
Friendly Societies
Investment Banking
Markets

Mortgage Intermediary
Mutuals & Credit Unions
Other/Not stated
Payments Services
Retail Banking

Retail Insurance

SIPP

Unauthorised Business

Count
24

32
155

119
71
64
29
11

164

60
100

42
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Ouraimis to ensure that wholesale markets are clean,
effective and competitive, and that consumers can
trustthem to be open and transparent.

As wholesale markets continue to evolve with new
technology and practices, we must ensure our rules
proscribing and prohibiting abusive behaviour remain
effective and up to date.

Market abuse

We started applying the new EU Market Abuse
Regulation (MAR), which came into effect on 3 July
2016. MAR strengthens the previous UK market abuse
framework by extending it to cover a wider set of
markets, platforms and behaviours.

Italsorequires firms and trading venues to report
suspicious orders as well as transactions and
attempted market abuse. As aresult, we have
replaced Suspicious Transaction Reports (STRs) with
Suspicious Transaction and Order Reports (STORs).
Although we previously encouraged firms to report
potentially abusive orders, including orders that —had
they been transacted —would have led to market
abuse, MAR now makes this a requirement.

We worked closely with the industry to prepare for the
significant changes of this new regulation to ensure
they were ready for the new regime. The response has
been positive —we received 1,898 STORs in the last six
months of 2016, comparedto 1,110 STRsin H1 2016.
Within these figures, we saw anincrease in the number

Figure 4.4: Total volume of suspicious transaction reports
(STRs) by behaviour type up to 3 July 2016 and total volume
of suspicious transaction and order reports (STORs) by
behaviour type from 3 July 2016 onwards
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of reports containing non-equity financial instruments
andthose reporting instances of market manipulation.

While there has been a significant increase in the
number of reports received under the new STOR
regime, the changesinreporting requirements
mandated by MAR should be taken into account. Itis
not possible to make direct comparisons between the
STOR and STR figures.

The STOR form requires submitters to categorise
the market abuse behaviour type as either market
manipulation or insider dealing. While these
categories are broadly similar to those detailed
against the STRs above, itisimportant to present
the categories separately toreflect the changesin
reporting requirements.

For the purposes of figure 4.4, Manipulation (MAR) still
includes misleading practices and other market abuse,
as well as manipulation of benchmarks; Insider dealing
(MAR) stillincludes misuse of information (including
unlawful disclosure) but only where this resultedin
asuspicious order or transaction. Both categories
alsoinclude any reports received detailing suspicious
orders and/ or attempted market abuse.

Abreakdown of STORs received in each of four principal
asset classes—equities, fixed income, commodities and
foreign exchange is available on our website.

When we receive a STOR (previously STR), in addition
to determining whether to take any action with
respectto market abuse, we also assess the quality
ofthereport submitted to us to establish whether a
reasonable basis of suspicion exists, and whether this
has been clearly articulated within the report.

Where we believe the reasonable suspicion test has
not been met, we will generally provide feedback

to the submitting firm or trading venue to ensure
their understanding and application of the regime is
appropriate.In 2016, 2% of STRs and STORs did not
meet the reasonable suspicion test. Thisis a decrease
from 2015 when 2.5% of STRs did not meet the test,
andin 2014 when 5% of STRs did not meet the test.

Markets in Financial Instruments Directive (MiFID II)

MiFID Il regulates firms that provide services to clients
linked to 'financialinstruments' (shares, bonds, units
in collective investment schemes and derivatives),
and the venues where they are traded. In 2016/17 we
published four consultation papers toimplement the
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Directive. These consultations have coveredissues
including rules for the secondary trading of financial
instruments, systems and controls requirements for
firms providing MiFID investment services, guidance
ontransactionreportingand conduct of business.

MiFID Il comes into force on 3 January 2018 and
introduces a number of new investment services
and financial instruments. We expect to receive
approximately 600 applications, either for anew
authorisation or a variation of permission.

To mitigate the risk of market disruption, we opened
the Authorisation gateway on 30 January 2017 for
early applications. We are communicating with the
affected firms to help them understand the changes
in the authorisation process and to provide them
with the information they need to submit fully
completed applications.

FEMR-proactively regulatingand monitoring

We have been working with the Bank of England, the
Treasury, the CMA and international regulators to
implement the recommendations from the Fair and
Effective Markets Review (FEMR) to look at the way
wholesale Fixed Income, Currencies and Commodities
(FICC) markets operate.

We have continued to implement FEMR's
recommendations over 2016/17, including authorising
the proposed seven major FICC benchmarks, working
with the new FICC Market Standards Board to identify
emergingrisks and raise standards in global FICC
markets, andincorporating the FEMR findings into
our day-to-day supervision of FICC markets and
market participants.

Increasing the efficiency and effectiveness of
primary markets

We have continued toimplement the recommendations
from the UK Debt Market Forumin 2016/17. This work
has included extending our Wholesale Debt Approach
to applyittoalarger population of debtinstruments,
including ABS and Covered Bonds; expanding the

scope of our same-day service for around 90% of
supplementary debt disclosure documents and creating
our Early Engagement team to ensure that the process
for first-time foreign debt issuers to raise capital is clear
and comprehensible.

We have undertaken several pieces of work to help
ensure UK primary markets continue to be effective,
including consultation on a proposed new Prospectus
Regulation—this follows European Commission
plans to replace the Prospectus Directive with a

new regulation from June 2019. The new regulation
aims to make the regime simpler, faster and cheaper
forissuers and give investors more choice and

more accessible information about investment
opportunities. This should allow quicker prospectus
approval for frequentissuers, reduced disclosure
for secondary issuances and create a specific,
proportionate regime for SMEs.

We have also published a Listing Review discussion
paper and consultation paper where we have sought
input on the structure of the UK's primary markets, to
ensure they continue to serve the needs of issuers and
investors. Considering the broader market landscape,
and informed by feedback received, the discussion
paper looks both at the structure of the listing regime,
as well as whether there are areas which are not
properly accommodated by the UK's current primary
market framework. The consultation paper sets out
more developed technical proposals to enhance
certain aspects of the Listing Regime.

Measures of success against 2016/17 Business Plan

We have not seen a material increase or decrease
inthe perception of FCA regulation placing
wholesale firms at a disadvantage compared to their
competitors based abroad, based on 2016 and 2017
Practitioner Panel/Joint Practitioner Paneland FCA
Survey data.

Further feedback fromthe 2017 survey revealed that
when asked whether 'The work of the FCA enhances
the reputation of the UK as a financial centre’, 88%

of wholesale firms provided positive responses while
10% were neutraland 2% negative. We will continue to
monitor this trend.

39



Chapter 4
Protectingand enhancing the

Financial Conduct Authority

integrity of the UK financial

system

I
Our Business Plan commitments -

40

laundering (AML)

We require all authorised firms to have effective
systems and controls, as well as robust governance,
to mitigate the risk that they could be used to commit
financial crime. However, these systems and the

way they are operated must be proportionate to the
financial crime risks of the firm, to ensure they do not
create unnecessary barriers for customers or exclude
them from access to financial services.

This section covers some of the most significant
work we have completedin this area this year. We give
more detail on this aspect of our workin our Annual
anti-money laundering report on our website.

Our AML supervision

We have continued implementing our enhanced AML
supervision strategy. Thisincludes our Systemic

AML Programme which covers 14 major retail and
investment banks operating in the UK, as well as their
mostimportant or high-risk overseas operations.

We also continued our AML reviews of other firms —
mostly smaller banks —that pose a higher financial
crimerisk. Inthe longer term, we will extend the scope
of the programme from 75 to 150 firms.

We have recently extended our proactive AML
supervision by introducing a new programme of
visits to randomly selected lower risk firms. This

new programme will cover approximately 100 firms
ayear, across all the sectors we supervise. We also
contact firms across sectors to ask them about their
understanding of money laundering risk and their
approach to AML compliance.

Making AML requirements proportionate and efficient

Banks and many other financial firms are legally
required to take steps to detect and prevent money
laundering. Thisis crucial to securing the integrity of
the UK's financial system and preventing criminals
abusingit. But these measures have a cost, which

is ultimately borne by the public. We encourage the
industry to explore ways to streamline AML measures
to reduce compliance burdens and make them more
straightforward for ordinary customers. We have
commissioned areview of current sectorinnovations
toimprove understanding of how technology can help
firms manage the risk of financial crime and money
laundering. We will publish the results laterin 2017.

Some firms try to ensure they comply with AML
requirements by refusing or withdrawing banking
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services toindividuals or organisations they believe
are 'suspicious’. Thisis known as 'de-risking'. However,
some customers have complained that they have
services withdrawn without knowing the reason and
the practice canleave individuals excluded from
access tobanking services.

In 2016 we completed our de-riskingimpact
assessment of firms, to help ensure that firms adopt
a proportionate and effective response to de-risking.
We are now working with the banking industry to
encourage them to communicate better with their
customers when they decide to end or reject banking
relationships, and to consider whether their actions
affect consumer protection or competition.

We have also contributed to the Government's efforts
to ensure the UKimplements the requirements of the
EU's latest Anti-Money Laundering Directive. This
includes updating our guidance to reflect the revised
UK Money Laundering Regulations.

We remain a major participantin the Financial Action
Task Force (FATF), which will carry out an evaluation

of the adequacy of the UK's AML regime laterin

2017. Their feedback will help us understand how
international assessors and overseas authorities view
our AML regime. We also continue to participate in
international crime policy forums held by the European
Supervisory Authorities and Basel committees.

Supervising professional bodies

The UK has several different professional bodies
supervising the legal and accountancy professions,
The Government's 2015 National Risk Assessment
of Money Laundering and Terrorist Financing found
that, among otherissues, the number of professional
body AML supervisorsin some sectors risks an
inconsistent approach . In March 2017 the Treasury
announced a new Office for Professional Body Anti-
Money Laundering Supervision (OPBAS) to work with
professional bodies to help, and ensure, compliance
with the regulations. OPBAS will sit within the FCA and
we are currently preparing for this new role.

Using our intelligence and working with others to
prevent financial crime

This year we launched the Financial Crime Annual Data
Return to help us identify inherent financial crime risks
infirms'business. These data will allow us to focus our
supervisory resources more strongly on firms with
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high-risk business models, to assess whether their
control frameworks match their risks.

We are a core member of the Joint Money Laundering
Intelligence Taskforce, a public private partnership
with law enforcement agencies and the financial
sector, to combat money laundering and financial
crime and help ensure the cleanliness of UK financial
markets. In 2016 we were invited to join the Joint
Fraud Taskforce, another public private partnership
set up by the Home Secretary to bring Government,
law enforcement, regulators and the banking sector
together toimprove the UK's response to fraud.

In April 2016 there was widespread reporting of arange
of allegations, including money laundering, in relation
to the dealings of the Panama-based law firm Mossack
Fonseca. We have seconded staff to the Joint
Financial Analysis Centre (JFAC), a task force launched
in April 2016 to analyse information from the Panama
Papers data leak. The task force is investigating
individuals and companies for criminal or serious civil
offences linked to tax fraud and financial wrongdoing.
JFAC has identified multiple opportunities for joint
working with partner agencies and has contributed
toanumber of ongoinginvestigations by identifying
hidden criminal assets.

Deutsche Bank fined £163m for AML failures

InJanuary 2017, we fined Deutsche Bank AG over
£163m for failuresinits AML framework between 2012
and 2015. Deutsche Bank failed to properly oversee
new customer relationships and booking global
businessinthe UK, exposing the UK financial system
to financial crime risks.

Because of its inadequate AML controls, unidentified
customers used Deutsche Bank to transfer around
$10bn of unknown origin from Russia to offshore bank
accounts. This fineis the largest financial penalty for
AML control failings we have imposed so far.

Reducing harm to consumers from scams

Our ScamSmart campaign aims to give at-risk
consumers the knowledge and tools to stop them
falling victim to investment fraud. The campaign
educates consumers about the warning signs of a scam
and promotes our Warning List. This tool provides a
searchable list of firms to avoid and gives information
about the risks of differentinvestment ‘'opportunities’.

Our work to protect consumers from scams
recognises that criminals are opportunists, and that
their targets can change over time. Our research
shows that over one-fifth of over-55s and one-third

of over-75s believe they have been targeted by an
investment scam since 2013.

In 2016 we launched a new phase of the campaign,
including new advertising, PR and social media activity,
and communications through partners. We worked
with arange of partnersincluding banks, pension
providers, consumer groups, other regulators and
crime prevention partners.

Measures of success against 2016/17 Business Plan

Figure 4.5 shows alarge increase in visits to the
ScamSmart site and use of the Warning Listin 2016/17,
peaking during our advertising campaigns. In total,
319,594 users visited the ScamSmart sitein 2016/17
and 26,091 checked aninvestment on the Warning
List, up from 94,543 and 13,795 respectivelyin
2015/16. The number of users visiting the ScamSmart
hubin 2016/17 increased by 238% and the number

of investment checks made on our Warning List
increased by 89%.

Figure 4.5: Number of visits to the FCA ScamSmart Hub and
the Warning List
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Our Business Plan commitments — Firms' culture and governance

Culture and governancein firms and theirimpact on
conductremainan FCA priority. We have therefore
been focusing on the most significant drivers of good
or poor conduct culture that canlead to harm. We want
to seeindividuals within firms embrace accountability
for good conduct. The implementation of the Senior
Managers and Certification Regime (SM&CR) is central
to promoting a culture of accountability.

There are challenges in the systematic measurement
of culture; however, we believe that culture is
manageable. While each firm's culture is their own
responsibility, we have taken steps to understand

and form an awareness of the cultures of the firms we
supervisein order to form judgements as to whether
the drivers of each firm's culture have the potential

to cause harm. We have used a range of supervisory
tools and methods to work with firms on the drivers
of their culture that are of interest to us, such as firms'
messages on purpose and values, tone from the top,
approach to employee incentives and capabilities, and
the effectiveness of management and governance.

We have engaged with external stakeholders through
speeches, roundtables and industry events to explain
our approach to culture and governance, and how this
fits with our objectives. We continue to play an active
partinthe Financial Stability Board's Working Group
on Governance Frameworks.

Developing a culture of accountability within firms

Over the past year, we have undertaken an ongoing
programme of work to implement and embed

the SM&CR for banks, building societies, credit
unions and dual regulated firms to improve firms'
governance arrangements and to promote a culture
of accountability.

By 7 March 2017 all certified individuals should have
been assessed by their firms as fit and proper for
theirroles. Individual conduct rules came into force
to apply directly to all staff (except those individuals
performing a set of specific ancillary, non-financial
services related functions) in firms that currently
fallunder the regime, not just Senior Managers and
Certified Individuals.

We have published new rules and guidance on:
+ Regulatoryreferences—akeytoolthatrequires firms
to share relevant information on individuals to help

other firms assessif potentialnew recruits are 'fit
and proper".

42

« Theduty of responsibility, to clarify how the FCA and
the PRA may take enforcement action against Senior
Managers. This appliesif they are responsible for
managing any activities where their firm contravenes
aregulatoryrequirement, and they do not take
reasonable steps to avoid this happening
or continuing.

« Applying our Code of Conduct sourcebook (COCON)
to standard non-executive directors in banks, building
societies, credit unions, dual-regulatedinvestment
firms andinsurance firms. This will help raise standards
of conduct for these individuals, with the aim of
reducing the risk of future misconduct.

We have also published a discussion paper on whether
the legal functionis captured under the SM&CR.

We undertook a supervisory review of the Statements
of Responsibilities (SoRs) and responsibilities maps
that were provided to us by firms as part of the 7
March 2016 implementation of SM&CR. We published
feedback specific to this review in September 2016.

Akey focus of our supervisory approach with banks
andinsurers since implementing the SM&CR has been
to work with firms to ensure they have understood
andimplemented the regime appropriately and are
able to deliver on the intended outcomes of improved
governance and a culture of accountability.

From 2018, the SM&CR will be extended to apply to
all FSMA-authorised firms, and we will consult on
this extension during 2017. We will ensure that our
proposals are simple, proportionate and clear, and
appropriate for such alarge and diverse population
of firms.

Conductrule breaches underthe SM&CR

Following the implementation of the SM&CR, firms
are required toreport conductrule breaches and
disciplinary actions to us annually.

As of the first reporting date, 31 October 2016, only
Senior Managers and certified staffin banking sector
firms were covered by conduct rules. From that
population, 32 firms have reported 75 conduct rule
breaches and 89 disciplinary actions incurred during
the initial period of 7 March 2016 to 31 October 2016.

The conductrules came into effect for all additional
staff (other than those in ancillary roles) in firms on
7 March 2017. Therefore, the October 2017 report
will be the first to include a full year's data for Senior
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Managers and certified staff, as well as the first set of
data for other staff for the period since 7 March 2017.
The October 2018 report will be the first to have a full
year's data on breaches for all staff who are subject to
conduct rules.

Addressing the drivers of behaviour

Overthe past year, we have continued to develop and
embed our approach to remuneration. We consulted on
and made changes to bring our remuneration provisions
inline with the European Banking Authority (EBA)
Guidelines on sound remuneration policies for firms
under the Capital Requirements Directive (CRD IV) and
to share our expectations of good practice further.

Inducements and conflicts of interest

Since the introduction of the Retail Distribution
Review (RDR), we have focused strongly on
inducements. Thisis to reduce the risk that advisers or
firms are inappropriately incentivised to recommend
products to their clients that are notin the client's best
interest. In April 2016, we published the key findings
from our thematic review into benefits that firms

both provided and received for retail investments, and
emphasised our expectations about the inducements
rules. Our key finding was that hospitality provided

or received did not always improve the quality of the
service to the client. We provided individual feedback
to the firmsin the review about improvements they
should make.

{4

By 7 March 2017 all certified
individuals should have been
assessed by their firms as fit
and proper for theirroles.

'/ 4

Measures of success against 2016/17 Business Plan

Our annual review of the remuneration policies

and practices of 'Level 1 firms' (deposit takers and
investment firms with total balance sheets over
£50bn) found they had undertaken significant work
to embed conduct and culture in their remuneration
policies and practices this year. There were clear
improvements in the sophistication of systems and
processes firms use to set awards, which give greater
weight to the behaviours and conduct of staff. Firms
continued to use tools to adjust awards to reflect
material poor performance and misconduct based
on actualresults. There was adownward trendin the
extent of supervisory feedback neededin this area, as
setoutinfigure 4.6.

Figure 4.6: Category of feedback given to each Level 1 firm
in the annual review in response to their use of tools after an
event
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Promoting competition

Good, healthy competition can be demonstrated by a range of different
measures. When it works well, consumers are empowered as well as
informed. In turn, firms strive to win custom on the basis of service,
guality, price and innovation. This helps generate better outcomes for
consumers. We aim for successful, competitive, innovative firms to
thrive and for uncompetitive firms to change or exit.

There are many ways that
competition can be weakened. For
example, firms may not provide
clearinformation to help consumers
make well-informed choices about
complex services, or they may exploit
customers'lack of understanding

or behavioural biases. Additionally,
barriersto entry for new firms may
mean established firms do not have
towork hard to keep customers.

We have an objective to promote
effective competitioninthe
interests of consumersinthe
markets we regulate. We also have

a competition duty. FSMA states
that we must, so far asis compatible
with advancing our consumer
protection or market integrity

o O ] s
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Effective competition provides
firms with incentives to deliver
what consumers want and provide

value for money as efficiently
and innovatively as possible

objectives, carry out our general
functionsinaway that promotes

effective competitionin consumers'

interests. Together, this mandate
empowers us toidentify and
address competition problems and
requires us to adopta more pro-
competitive approach to regulation.
The mandate alsorecognises the
potential of competition to advance
our operational objectives.

We also have powers (our
‘concurrent functions’) to:

- conduct market studies (under
FSMA andthe Enterprise Act 2002
(EA02))

« enforce the prohibitionsinthe
Competition Act 1998 (CA98) and
Treaty onthe Functioningofthe EU
concurrently with the Competition
and Markets Authority (CMA)

« make marketinvestigation
references tothe CMA withregard
tothe financial services sector.

We consider that our concurrent
functions complement the
powers we already hold (including
those under FSMA) and give us an
additional tool to ensure that the
marketsin financial services work
wellinthe interests of consumers.

Inthis report we outline some of
the work we have done to further

Well informed and engaged
consumers can play a key role in

driving effective competition
between firms




our competition objective and duty.
We give more detailsin our Annual
competitionreport 2016/17 which
we have published on our website.

Market studies

We can conduct market studies
under either EAO2 or FSMA.

We decide which route is most
appropriate on a case-by-case basis.

We have opened and continue to
conductanumber of market studies
using our powers under FSMA. This
work is explained in more detail
below. We have not opened or closed
any market studies under EAO2 inthe
pastyearand no such market studies
are ongoing.

Credit card market study

The final findings of our credit card
market study, publishedin July 2016,
showed that:

« consumers shop around, switch
and value the flexibility offered by
credit cards

« competitionisfocusedon
specific product features such as
introductory promotional offers and
rewards. Thereisless competitive
pressure oninterestrates outside
promotional offersand on other
feesandcharges

« higher-risk consumers have a
more limited choice of products
and providers

+ new analysisincreased our concern
aboutlong-term credit card debt

We have proposed a package of
remedies to enable consumers
to shop around more effectively,
budget more efficiently and repay
debt faster. These included:

« Clearerstandards for
comparison websites and
promoting quotation searches

Financial Conduct Authority
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+ informing customers when
promotional periods are ending

« identifying customersin persistent
debtoratrisk of financial difficulty
and taking appropriate steps

« providingalerts oncreditlimits
beingreached

« controls onincreasing credit
limits, including greater control
for customers

On 3 April 2017 we issued a
consultation paper which proposed
new rules to tackle persistent
credit card debtand encourage
earlierintervention. This included
arequirementonfirmsto take an
escalating set of steps designed to
encourage customers to repay debt
more quickly and avoid gettinginto
persistent debtin the first place.
Where customersin persistent debt
cannot afford to repay their balance
inareasonable period, firms would
be required to take stepsto enable
them to do so, which couldinclude
reducing the interestrate being
charged. We also set out the details
of anindustry voluntary agreement
to give customers more control
over creditlimitincreases. This

will see the industry offer new and
existing customers greater control
overincreases to their credit card
spendinglimits.

We are currently considering

the feedbackreceived fromthe
consultation and, depending on
the nature of responses, we expect
to publishfinalrulesin a policy
statementlaterin 2017.

Investment and corporate banking
market study

Our market study of the investemnt
and corporate banking market
focused on primary markets and
related activities providedin the UK.

We published our final reportin
October 2016.We found that
many clients believe the universal
bankingmodel of cross-sellingand
cross-subsidisation from lending

Chapter 5
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and corporate broking services to
primary market services works well
forthem. This was particularly the
case forlarge corporate clients.

However, we also found that some
practices could have a negative
impact on competition, particularly
for smaller clients. As aresult,

we developed atargeted set of
remedies to address these concerns
and ensure competition takes place
on meritalone. Theseremedies
included abanonrestrictive
contractual clauses, ending league
table misrepresentationin banks’
pitches to clients, removing
incentives forloss-making trades to
climbleague tables, a supervisory
programme for Initial Public Offering
(IPO) allocations and revising the
IPO process.

Asset management market study

The UK's asset management
industry manages nearly £7tn

of institutional and individual

assets. Over three-quarters of

UK households with occupational

or personal pensions use asset
management services.In 2015 we
started a market study to assess how
asset managers compete to offer
value for money.

InNovember 2016 we published our
interim report. We plan to publish
our final reportin 2017. Our interim
findings suggest that there is weak
price competitioninanumber of
areas of the asset management
industry. While the price of passively
managed funds has fallen, prices

for active funds have remained
stable. Despite alarge number of
firms operating in the market, the
asset managementindustry has
seen sustained high profits over
severalyears. We also found that
investors are not always clear what
afund's objectives are and that

fund managers do not always report
performance against an appropriate
benchmark, makingit hard for
investors to meaningfully assess this.

Inourinterimreportwe proposed
apackage of remedies to make
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By publishing pilot data,
we gave consumer
groups, market
commentators and

other users commonly
available indicators of
value to help them assess
products and compare
between firms.

'/
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competition work betterin this
market and protect those leastable
to engage actively with their asset
manager. Theseinclude:

» astrengtheneddutyonasset
managerstoactinthe bestinterests
oftheirclients

« reformstoholdassetmanagersto
greateraccount

« introducinganall-in fee to make
it easy forinvestorsto seewhatis
being taken fromtheir fund

« measures to helpretailinvestors
identify the most appropriate fund.

We also identified widespread
concernsintheinvestment
consultancy sector, involving both
demand-side and supply-side
operations. So we also consulted
onwhether to make a market
investigation reference to the CMA
on this market.

We consulted onboth the findings
and the proposed remedies set
outintheinterimreportand
engaged widely with stakeholders
to seekviews and evidence through
roundtables, following publication.

Complementingthis work, in April

2016 we undertook a thematic review
toassess whether UK-authorised
investment funds and segregated
mandates are operatedinline with
investors' expectations from marketing
anddisclosure materialandinvestment
mandates. Itisimportant this material
isaccurate and clear asinvestors make
decisions aboutinvestingin authorised
investmentfunds based onit. Having
identified weaknessesin current
practice, our reportaimedto achieve:

» productdescriptionsthat are clear
and correct

- effective governance and oversight
throughout the whole of a fund's life,
including for funds thatare nolonger
actively marketed

« identifying trends that mayindicate
inappropriate sales by monitoring

the distribution channels that
product providers select as part of
theirresponsibilities.

Generalinsurance add-ons: market
study remedies

Our market study showed that
competition for generalinsurance
add-ons (products sold alongside,
oronthe back of, 'primary products’)
is often not effective. Consumers
are often unaware they have bought
add-ons or that add-ons are poor
value and do not meet their needs.

In January 2017 we published data

in our generalinsurance value
measures pilot. These include claims
frequencies, claims acceptance
rates and average claims pay-out by
insurers for four generalinsurance
products:

« homeinsurance (combined buildings
and contents)

« home emergencyinsurance

« personalaccidentinsurance
soldas anadd-onto motoror
homeinsurance

+ key coversoldasanadd-onto
motorinsurance

By publishing pilot data, we

gave consumer groups, market
commentators and other users
commonly available indicators of
value to help them assess products
and compare between firms. We
expectthese data willimprove
transparency in these markets,
influence both consumer and

firm behaviour and give firms the
incentives toimprove the value of
their products to consumers. We
planto publish the second dataset
forthe pilotin January 2018.

Mortgages market study

In the market study, which will focus
onfirst charge mortgages, we will
consider two broad questions:

« Ateachstage ofthe consumer
journey, do the available tools



(including advice) help mortgage
consumers make effective
decisions?

« Docommercialarrangements
betweenlenders, brokers and other
playersleadto conflicts of interest
ormisalignedincentives to the
detriment of consumers?

When referring to 'tools’ we mean
any sources of help a consumer

may use when shopping around

or choosing a product, such as
information on products provided
directly by lenders, price comparison
websites or best buy tables and
mortgage calculators, as well as
advice (whether provided by alender
or abroker).

We will also review whether there

are opportunities for better
technological solutions to any
problems we identify, including
where there are any barriers to
efficient delivery of information or
advice through digital channels.

We expect to publishthe interim
report for this market study, with our
analysis and preliminary conclusions,
inlate summer 2017.

New Bank Start-up Unit

The New Bank Start-up Unitis ajoint
initiative from the PRA and the FCA
to give information and support to
newly authorised banks and firms
thinking of setting up a new bankin
the UK.

The aimistoreduce barriers to entry
for prospective banks, to stimulate
competition and drive innovation

to promote better outcomes for
consumers.

Over the past year, eight new banks
have been authorised.

The Payment Services
Directivell (PSD2)
PSD2isthe EU legislation to regulate

firms providing payment services.
It aims to promote innovation and
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competitionin payment services by
improving the level playing field for
payment service providers (PSPs)
through lowering costs, increasing
payment security and consumer
protection, and bringing certain new
payment services within regulation.
PSD2 must beimplementedinto
UKlaw by 13 January 2018. We

will continue to be the competent
authority responsible for authorising
and supervising PSPs under PSD2.
The Payment Systems Regulator will
be responsible for certain aspects
whichrelate to payment systems.

We have been working to promote
our strategic and operational
objectivesin supporting an effective
implementation of PSD2. We have
engaged with awide range of
external stakeholders, including

the Treasury, the European Banking
Authority (EBA), trade associations,
firms and consumer representatives.
We issued a consultation paperin
April 2017 toreflect the Payment
Services Regulations 2017 issued

by the Treasuryin February 2017
whichimplement PSD2. Our
consultationincludes proposals for
guidance inour revised Approach
Document, which combines the
existing Payment Services and
E-Money Approach Documents. Our
authorisation teams are preparing
to acceptauthorisation applications
from firms from 13 October 2017.
Our supervision teams have been
working to update processes to
enable us to assess new notifications
and reporting from firms.

The EBAisresponsible for
implementing some of the
provisions, including developing
regulatory technical standards and
guidelines. The EBAis consulting
separately onthese provisions.

We have engaged with the EBA to
represent the UK'sinterestsinthe
development of these standards and
guidelines.
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Our use of competition
enforcement tools

In2016/17, we continued to progress
our existing investigationinto
anti-competitive agreements and
concerted practices under the
Competition Act 1998. We also
opened anew investigation.

We have used othertoolsto
strengthen compliance under the
Act. Duringthis reporting period we
haveissued 23 'onnotice'lettersto
firms. These letters are different

to 'private warnings'letters which
areissuedunder FSMA. We send

‘'on notice'letters where evidence
suggests there may be a potential
infringement of competition law,

but where we decide not to prioritise
opening aninvestigation. Asaresult of
these letters, the firmsinvolved have
undertakenanumber of initiatives to
strengthen competition compliance.

We have alsoissued six advisory
letters. These letters areintendedto
increase awareness of competition
law to ensure the relevant firms
improve their compliance. The types
of behaviour whichled to both types
of letterincludedinappropriate
exchanges of competitively sensitive
information across arange of
financial services sectors.

Our programme of Competition
Act-related work includes working
closely with external parties,
otherregulators and competition
authorities. Thisincludes an ongoing
and varied programme with trade
bodies, professionals and firms.

For example, we held a competition
law workshop in September 2016

for members of the Council of
Mortgage Lenders, as part of our
follow-onwork from the call forinput
on competitionin the mortgage
sector. The eventaimed toincrease
awareness of competition law and
includedinformationonourroleasa
concurrent competition regulator as
well as the basics of competition law.
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Our Business Plan commitments — Innovation and technology

Technology plays a fundamental and increasingly
pivotal role in deliveringinnovative products and
services. Ouraimis to strike a balance between
supportinginnovation that benefits consumers and
ensuring consumers have adequate protection.

Increasinginnovation and competition for consumers

Our Innovation Hub has continued to support new
and established businesses —both regulated and
non-regulated—to be able to introduce innovative
financial products and services to the market where
these arein consumers'interests. The Hub enables
businesses to understand the regulatory framework
and how it applies to them, as well as providing advice
onthe authorisations process.

Ourregulatory sandbox allows businesses to test
innovative products, services, business models and
delivery methods in alive environment. Tests are
conducted on a short-term and small-scale basis, and
we work with firms to agree the testing parameters
and to build in consumer safeguards.

Throughinternational engagement, our Innovation
Hub aims to encourage innovative firms to enter the
UK, so promotinginnovation and competition in UK
financial services. To achieve this, we have signed
co-operation agreements with a number of overseas
regulators. To date, we have signed agreements with
sevenregulatorsin Australia, Singapore, South Korea,
China, Hong Kong, Canada and Japan.

Big Data

We have improved our understanding of how retail
generalinsurance (Gl) firms are using data and
analytics. Big Datais producing a range of benefits
for consumers in motor and home insurance which,
in turn, encourages more innovation in products
and services. Although we did not find that Big Data
currently limits effective competition, we noted
therisk that it might lead to higher risk customers
being excluded from certain products. It also has the
potential for firms to make pricing decisions based
onreasons other than risk or cost. We will continue
towork with the Information Commissioner's Office
(ICO) onrelevant data protection matters and have
also started work tolook at pricing practices in the
retail Gl market.

Simplifying compliance

We have been working with firms to understand how
we could use technology to help firms to interact with
consumers, what role we can play in the development
and adoption of RegTech in financial services and
what regulatory barriers there are to innovation or the
adoption of RegTechin financial services.

We have run three TechSprint events to bring
participants together over two days to work on
shared challenges to assess and solve problems in
the industry. We will continue to use TechSprints as
one of our regulatory tools to explore solutions to
other challenges, acting as a catalyst to help unlock
the potential benefits of technological innovation and
encouraging the financial services industry to adopt
these changes.

Improving firms’ cyber resilience and infrastructure

Regulated firms continue to face challenges from
the pace of technological change and innovation
needed torespondto changing customer demands
—particularly access to financial services using digital
channels such asinternet and mobile banking. This
places strains upon existing, legacy IT environments
which were designed to meet very different needs.

Inresponse, we are strengthening our approach to
operational resilience. We are working together with
the Bank of England, PRA and the Treasury to improve
the resilience of critical infrastructure that underpins
the financial system.

We work with firms so that I'T failures do not have a
negative impact on customers or the integrity of the
market. Where significant failures occur, we assess
firms' ability to:

« restore servicesreasonably and quickly

» have aclear understanding of the root cause

« communicate to customers and the market clearly
and promptly

« take actiontolimit the risk of similar events happening
inthe future

« compensate consumers, ifappropriate
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The Bank of England, the Treasury, the National Cyber
Security Centre and the FCA have worked together to
develop a collaborative and coordinated strategy for
cyberresilience. This strategy is aligned with the UK
national cyber security strategy, and aims to assess
whether firms that pose the greatestrisk are 'threat
aware', able to defend themselves effectively, and
canrespond proportionately to cyber events. So far,
we have evaluated the cyberresilience arrangements
inplace at 11 high frequency traders and 36 general
insurers and intermediaries. We plan to cover firms
across the spectrum of financial servicesin 2017/18.
We have also actively contributed to international
thinking on cyber resilience, including the G7 Cyber
Fundamentals and the CPMI-IOSCO guidance on
cyber resilience for Financial Market Infrastructures.

In 2016, we launched our Cyber Coordination Group
initiative, bringing together around 150 firms from
across the breadth of the financial sector. The Group
will share intelligence, raise awareness of threats

and effective cyber resilience, discuss and work
collectively on how to structure effective recovery
efforts andraise the overall resilience of the financial
sector. Aligned to this work, we have continued to work
with firms to oversee adequate and proportionate
responses to cyberincidents.

'/

Our aimis to strike

a balance between
supportinginnovation
that benefits consumers
and ensuring consumers
have adequate
protection.

~I”

Measures of success against 2016/17 Business Plan

Over the past year our Innovation Hub has received
371 requests for support from firms seeking to
introduce innovative financial products and services
to the market (compared to 319in 2015/16). Over the
course of the last year we have increased the overall
satisfaction of the firms who have engaged with the
Innovation Hub. Prior to 2016/17, 73% of firms rated
their overall experience of the Innovation Hub as good
or excellent. This has increased to 79% including the
year 2016/17.

Inthe first cohort of the regulatory sandbox, 24
applications (out of 69) were deemed to meet the
sandbox eligibility criteria, with 18 firms undertaking
testing. Inthe second cohort 77 firms applied, with

31 meeting the eligibility criteria. Seventeen firms
from the Innovation Hub have gone on to successfully
become fully authorised firms.
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We are the conduct regulator for the whole of the UK financial
servicesindustry and the prudential regulator for 18,000
authorised firms. With such an extensive remit, we need

to ensure the tools we use to regulate the market are both

proportionate and effective.

Ourregulatory principles and

functions

Under FSMA, we have various
functions, including making
rulesunder FSMA, giving general
guidance, supervisingand
authorising firms.

When exercising our general

functions we have regardto the

following regulatory principles for

good regulation:

« efficiency and economy

+ proportionality

» sustainable growth

« responsibility of consumers

« responsibility of senior management
to comply with the regulatory
framework

+ recognisingthedifferencesin
businesses carried on by different
regulated persons

» opennessanddisclosure

- transparency

Theseregulatory principles underpin
allour work and are all equally
important. As required by FSMA, we
include a compatibility statement

in our consultation papers. This
explains why we believe our
proposals are compatible with our
duty to have regard to the principles,
recognising that not all the principles
will always be relevantin each and
every case and more than one
principle may be involvedin any
specific context.

Certain pieces of workillustrate
this. Forexample, in our work to
implement the Senior Managers
and Certification Regime (SM&CR)
explainedin chapter 4 (under Firms'
culture and governance), when
performing our rule-making function
we gave consideration to the
following principles —responsibility
of senior managementto comply
with the regulatory framework,
proportionality, openness and
disclosure, and transparency.

Ourwork on value for money
(explained laterin this chapter), which
isrelevant to the discharge of all our
functions, focuses particularly onthe
principle of efficiency and economy,
as well as proportionality, sustainable
growth andtransparency.
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We play animportant
role as the gatekeeper
for firms that want to
enter the market.
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Ourworkto ensure firms give
prompts onannuity sales (as
highlighted in our Pensionthemein
chapter 3)is another example of how
we perform our rule-making function
and our function to give guidance.

It shows how we trytoencourage
increased responsibility of consumers
to make appropriate decisions about
their retirement options.

Ourrules forauthorising firms, and
the standards firms must uphold,
vary depending onthe nature of
the business carried on by different
regulated persons. We hold firms
that pose a greater systemicrisk to
markets to more stringent standards,
reflecting our proportionate
approachtoregulation. Our work
oninnovation andtheregulatory
sandbox (as discussed in chapter
5)alsoreflects how we recognise
differentbusiness models.

Makingrules to ensure that
markets function well

We use our policy-making powers to
promote and deliver robust, practical
rules and frameworks which support
our objectives. This applies both to
policy we develop ourselves and to
our work with external policy makers.

Our policy work is guided by the
following principles. We:

« prioritise and target our policy
activities where they can make the
most difference

+ make and supportnewrulesand
guidance only if we believe they
willbe effective to address, and
proportionate to, therelevant
problem

« reviewourrules where we believe
theynolonger achieve therightaims

« seektoinfluencethe European
andinternationalagendas and
timetables. Our generalapproach
toimplementing EU legislationis
usually to ‘intelligently copyout’
agreedrequirementsinto our
Handbook, and only to go beyond

whatisrequiredif we consider thisis
proportionate. When we have done
so,ithas generallybeento preserve
existing standards of consumer
protection orto minimise possible
competitive distortions, andis always
accompanied by public consultation
and cost-benefitanalyses

Authorising firms seeking to
enter the market

Firms andindividuals offering
financial services need to compete
effectively, run their businessesin
the bestinterests of consumers and
uphold marketintegrity. We play an
importantrole as the gatekeeper for
firms that want to enter the market.
We assess firms and, where relevant,
individuals to ensure they meet our
standards. Thisincludes examining
the sustainability of firms' business
models and the fitness and propriety
of individuals.

In2016/17 we continued toreceive a
high volume of applications:

» 3,540 applications for consumer
credit firm authorisations

« 1,072 applications for non-consumer
credit firm authorisations

« 2,474 variation of permission
applications

«+ 2,011 notifications of changeincontrol
+ 326relevantwaiver applications

« 15,757 mutual society registrations,
de-registrations and associated cases

« 7,771 passportingcases, consisting of :

« 423 newpassportsinoradding
inbound passports

» 899 passportsoutoradding
outbound passports

« 6,449 notificationstoamend or
cancel existing passports

« 65,282 approved persons
applications



» 8,330 UK payment service agent
registrations

We assess each application and
determine it as either authorised,
refused or withdrawn.

We monitor our performance
against more than 20 statutory
requirements, as wellas a number of
voluntary service standards. We aim
tomeet both statutory and voluntary
service standards and underline
theirimportance through regular
tracking cases, continuous feedback
to staff and prioritising resources.
Occasionally, exceptional factors
mean thatit may not be possible to
determine cases for reason outside
of our controland we therefore
reportonthe percentage of cases
where we met the service timing.

We largely concluded the work

to transfer the authorisation of
consumer credit firms from the
Office of Fair Trading this year, with
99.3% of applications determined.
We will conclude the small number
of outstanding applications from
interim permission consumer credit
firms during 2017. These applications
are more complex cases which take
us longer to determine andinclude
commercial debt management firms
and peer-to-peer platforms.

As figure 6.1 shows, the number
of non-consumer credit related
authorisations has remained
relatively constant. Following the
end of the application period for
consumer credit firms with interim
permissions on 31 March 2016, the
number of new consumer credit-
related applications has fallen
significantly, as expected.

Amodest proportion of firms
withdraw their applications during
the determination phase (figure
6.2). This happens for anumber of
reasons, includingwhere itbecomes
clearthat we are likely to refuseiit.

The average processing time
(figure 6.3) shows the length of time
taken over applications that were
determined during the period butit

Financial Conduct Authority
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Figure 6.1: Number of new authorisations applications
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Figure 6.2: Number of authorisations approved, rejected or withdrawn
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Figure 6.3: Time taken in weeks to process applications
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Figure 6.4: Statutory service standard performance and breaches

2014/15

M Service standard
met in 100% of cases

does not capture cases received and
not determined. Measuring average
processing times only of cases
recognised upon closure canbe
misleading since it tends to under-
reportwhen the age of open cases

is growing and exaggerate when the
average age of open casesis brought
back down. We have made significant
progressin clearingour older and
more complex new authorisation
cases. Average processing times
rose slightly from 22 weeks in
2015/16to 23 weeksin 2016/17.

Figure 6.4 shows the number of
times thatindividual monthly service
standards were met or missed over
the year. Some service standards are
not always applicable each month
(for example, if we don't receive any
relevant cases in that month), so the
totalnumber of standards missed or
met canvary fromyear to year.

Formore information on service
standards, see chapter 2 of this
report.

Although there has been a slight
declinein performance when
comparedto 2015/16, performance
still remains much improved over
the previous low point at the end of
2014/15.
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2015/16

M Service standard
metin 90-99% of cases

2016/17

M Service standard
metin less than
90% of cases

How we supervise firms

Our supervision of firms s forward
looking and strategic, aimingto
mitigate conduct risks before they
cause significant harmto customers
ormarkets. We assess firms'
strategies andbusiness models to
identify emergingrisks and to ensure
our supervisory activity is tailored to
the potential harm each firm presents.

Fixed portfolio groups are a

small population of firms (out of
the total number we regulate).
Based on factors such as size,
market presence and customer
footprint, they could have the
biggestimpact on consumers or
markets and require our highest
level of supervisory attention. We
allocate these firms a supervisor or
supervisory team who proactively
supervise them using a continuous
assessmentapproach.

The vast majority of firms are
classified as 'flexible portfolio'. For
flexible firms, we deal with current
or emergingissues, based on our
risk appetite, seeking to address the
causes of potential or actualharm as
efficiently as possible. These firms
use our Contact Centre as their
first point of contact with us, but we
escalate the most seriousissues to
their portfolio supervision team.

We are moving toward supervising
these firmsin portfolios of similar
firms. Each portfolio of firms will

be the responsibility of a specific
supervisionteam. The team

will conduct analysis across the
portfolio, taking action on high-risk
firms and explaining good practice to
their portfolio.

Figure 6.5: Number of firms in
each sector

Sector No of firms

Wholesale 1,650
Financial

Markets

Investment 3,000
Management

Retail 5,850
Investments

Pensions & 230
Retirement

Income

Retail Banking 1,300
Retail Lending 30,000
General 5,800
Insurance &

Protection

Please note this does notinclude c8,000
EEA Authorised firmswho are not currently
allocated to a specific sector.



The tools we use to supervise firms

Our supervision modelis built on
three pillars of supervision activity:

« Pillarlisaprogramme of proactive,
firm-specific supervision for the
mostimportant firms and groups
within a sector

« Pillarllis event-driven, reactive
supervision, whichis focused
ondealingwith crystallised or
crystallisingrisksinaccordance with
ourrisk appetite

« PillarIllis our thematic approach,
where we focus onrisks andissues
acrossasectorasawhole

Pillar linterventions in the market

While we maintain a minimum set

of supervisory activities for fixed
firms, our approach gives our
supervisors greater flexibility to

use theirjudgement when deciding
the appropriate level of supervisory
activity forindividual firms, including
high-risk flexible firms.

Figure 6.6: Meetings with Pillar | firms by
Sector for Fixed Portfolio Supervision
for 2016/17

Sector Firm meetings

Wholesale 1,724
Financial

Markets

Investment 130
Management

Retail 166
Investments

Pensions & 339
Retirement

Income

Retail Banking 980
Retail Lending 236
General 925
Insurance &

Protection
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We use face-to-face meetings

with senior managementin firms
(figure 6.6) to ensure that we have
an appropriate and up-to-date
understanding of the firm's business
model, operations, key senior
individuals and their responsibilities,
culture and governance
arrangements. Itisimportant that
we remain abreast of developments
inafirm to help us identify risks
promptly, and take swift action to
allow us to minimise potential harm.

Forsome firms (identified by the
PRA asbeingimportant to the
stability of the UK financial system)
itis astatutoryrequirementto

hold an annual meeting with their
externalauditors. The purpose of
these meetingsisto gainadeeper
understanding ofissues at the firm,
andthe themes andtrends arising
from the external auditor's work. 38
ofthese meetings were scheduled
and carried out during the year.

Group supervision

A single teamis accountable for
supervising the activities of groups

- firms that are active in more than
one sector—and for reaching a single
overall view of the whole group. In
reachingthe group view, the group
supervisionteam willdraw on the
expertise of specialist supervisors
fromthe relevant sector supervision
team overseeing the group's
activitiesinthat sector.

Pillar Il interventionsin
the market

Pillar Il supervision deals with current
and emergingissues andrisks. The
purpose of event-driven Pillar Il

work is to deal rapidly and efficiently
with events that may cause harm

to customers or threaten market
integrity. We decide our response to
each eventinaccordance with our
risk appetite and aim to address the
causes of potential or actual harm as
efficiently as possible.

Chapter 6
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We identify risk eventsinanumber
of ways. These could be through
Pillar l assessments, thematic work,
anotification from the firm, Contact
Centre enquiries, a whistle-blower or
regulatory return. We tackle events
with the potential to cause the most
harm to our objectives and where
thereis greaterrisk to consumers

or marketintegrity. Fixed-firm
supervisors assess current risks

and apply ourrisk tolerance in the
context of their knowledge and
understanding of the firmandits
business model. We manage risks
which arise in flexible portfolio firms
by a combination of a risk event
triage team, specialist teams and
sector teams working together to
consistently apply our risk appetite.

Over2016/17, we received 24,916
event-driven cases for flexible firms
across all sectors. Approximately
10,900 of allthese cases were
raised following analysis of firms'
regulatory returns. Ofthe 24,916
eventsreceivedin 2016/17, we

are stillassessing 2,049. We took
supervisory action on 36% of the
eventsreceived where the event had
the potential to cause most harm to
our objectives.

Pillar lll interventionsin
the market

Pillar Il supervision aims to address
our key priorities both for individual
products and for specificissues. Itis
driven by sector risks and allows us
to addressrisks thatare common to
more than one firm, and potentially
across more than one sector.

There are two forms of cross-firm
work that can be carried out under
Pillar 111

Thematic work: we assess a current
oremergingriskaboutanissue or
product across a number of firms
ina sector or market. This work

can focus on finding out whatis
happening and suggesting ways of
tackling the problem.
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We prudentially
regulate around

18,000

firms
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Market-based (or multi-firm)
supervision: thisinvolves short,
focusedinterventions targeting
agroup of firms. They are sector-
based supervisoryinvestigations.
In comparison to thematic reviews,
thesereviews tend torequire fewer
resources and are less likely to
resultinrule changes, guidance or a
published report.

Market-based (or multi-firm)
supervision represents a key part of
our revised approach to supervising
flexible portfolio firms. For example,
inthe asset management market
we have undertaken a number

of projects (including risk-free

box profits, dealing commissions
and fund governance) looking at
how firms operate and used the
conclusions from that work to help
inform our market study work.

We have run an extensive regional

UK programme of events—'Live
&Local'—forinvestment, general
insurance and mortgage firmsto

help them understand how to comply
with ourrules. These eventsincluded
presentations, workshops, roundtables
and one-to-one surgeries with our
supervisors. We also helda Chairman's
lunchineach areathatwe visited. In
total, we spoke tonearly 2,600 firms
andjustunder 3,200 advisers as part of
this programmein 2016/17.

Specialist supervision

To ensure that we continue to
properly regulate markets and the
firms within them we have specialist
teams who focus on supervising
specific activities and issues. These
are Client Assets and Resolution
(CARD), Prudential, Technology and
Resilience, Conduct Specialists and
Financial Crime.

Within CARD, our visit and desk-
based review schedule enables
continued oversight of firms and
increases our regulatory impact
across all categories of firms that
fall within the client assetsregime,
including newer categories such as
debt-based crowdfunding firms. In
2016 we have also focused attention

on firms' outsourced activities to
ensure appropriate oversight of
delegated functions.

InJanuary 2017, the Treasury
published amendments to the special
administration regime regulations.
Atthe same time, we published

a consultation seeking feedback
onanumber of aspects of the
clientassetsregime thatapplyif
aninvestment firm fails. Together,
these proposals aim to ensure better
outcomes for clients and markets if
aninvestment firm fails.

Managing our prudential regulation
responsibilities

While the PRAis the prudential
regulator of deposit-takers, insurers
and majorinvestment firms, we

are responsible for prudentially
regulatingaround 18,000 firms,
including asset managers, investment
firms, platforms andinfrastructure
providers. The aim of our prudential
approachistominimise harmto
consumers, wholesale market
participants and market stability
when firms suffer financial stress or
failin a disorderly way. Our view is
that failing firms of all sizes should be
allowedto failin an orderly way. We
take areactive approach to smaller
firms, as they pose lessrisk to our
objectives and allow for disorderly
failureinthese cases.

Alongside the implementation of
the Markets in Financial Instruments
Directive (MiFID II) which is covered
under our Wholesale priority theme,
our prudential work has focused on:

« continuing toimplement the Capital
Requirements Directive IV

« changestoour Supervisory Review
and Evaluation Processto meet the
European Banking Authority's new
guidelines

« implementing the Recovery and
Resolution Directive and helping
firms toimprove their wind-down
planninginthe event of a firm failure



Continuing oversight
of markets

As part of our work to ensure that
markets work well for all market
participants and support sustainable
economic growth, ourroleisto
maintain the robustregulatory
standards which help underpin

the global reputation of the UK's
capital markets.

Timely and accurate
market disclosures

The UKlistingregime relies on
disclosure and transparency to allow
investors to make fully informed
decisions. To achieve our objective
of ensuring markets work well, itis
critical that market disclosures by
listed companies are both timely
andaccurate. This ensures that
investors canrely onthem when
making decisions to hold, buy or sell
aninvestment.

The UK Listing Authority (UKLA)
focusesontheissuers of securities,
their disclosures and the sponsors
working with issuersin the primary
market.In 2016/17, we reviewed 276
equity transaction documents, 351
debttransaction documents and
162 fund transaction documentsin
addition to approving a further 409
supplementary prospectuses.

Related-party transactions by
premium listed companies

The UKlisting regime gives

investors confidence that premium
listed companies meetarange

of standards on governance and
investor protection. Therelated party
transactionrules protect minority
investorsinlisted companies by
ensuring thatlarge shareholders and
company directors do not unfairly
benefit from their position.

We cover our work on market abuse
and transactionreportingin chapter
4 under 'Wholesale'.
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How we enforce ourrules

Our enforcement work supports

our objectives by makingit clear
there are realand meaningful
conseqguences for firms and
individuals who don't follow the rules.

Our approach to using our powers
focuses on specific deterrence
(deterring the person from offending
again) and general deterrence
(deterring others from offending).
our investigations also help build
public confidence that wrongdoing
is properly identified and dealt with.
Our public sanctions underline

the value and legitimacy of the

rule, requirement or standard our
investigationis upholding. In this
way, investigations draw clear lines
that the rest of the market can
follow, helping everyone comply and
ensuring markets work well.

We work closely with other regulators
andlaw enforcement, both
domestically and internationally,
toidentify and act early when
enforcement actionis necessary.

We use awide range of enforcement
powers—criminal, civiland regulatory
—toprotect consumers and markets
andto take action against firms and
individuals that do not meet our
standards.

We can take action such as:
« withdrawingafirm's authorisation

«+ prohibitingindividuals from
operatingin financial services or
fromundertaking specific activities

« suspendingfirms andindividuals
from undertaking activities

+ censuring firms andindividuals
through public statements

« issuingfines againstfirmsand
individuals who breach our rules or
commitmarket abuse, and against
firms that breach competition laws

« applyingtothe courts forinjunctions
andrestitution orders
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There arereal

and meaningful
consequences for
firms and individuals
who don’t follow
therules.
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Figure 6.7: Total value of financial penalties levied
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Figure 6.8: Financial penalties imposed
2014/15 2015/16 2016/17
Number of financial penalties imposed 43 34 15
Total value of financial penalties £1,409.8m £884.6m £181.0m
Number of financial penalties imposed against firms 23 17 6
Total value of financial penalties imposed against firms £1,403.1m £880.4m £180.1m
Number of financial penalties imposed against individuals 20 17 9
Total value of financial penalties imposed against individuals £6.7m £4.2m £0.9m

« bringing criminal prosecutions to
tackle crimes such asinsider dealing
and firms undertaking regulated
activities without authorisation

Full details of our enforcement work
canbe foundinthe Enforcement
annual performance account
2016/17 on our website.

Improving our enforcement
following the Green Review

In 2014, the Treasury published
areviewintothe FCAand PRA's
decision-making processesin light
ofthe collapse of HBOS. In 2015, the
PRA and FCA published their own
jointreportandareport by Andrew
GreenQC.In2016/17 we continued
toimplement the recommendations
from thesereports, including:

« publishinga summary of our
referral process and framework,
revised referral criteria and case
selectionapproach
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« amending our Enforcement Referral
Documentinline withthe Green
Reportrecommendations

+ updating our Enforcement Guide

+ ensuring FCA and PRAinvestigating
teams keep each otherand their
respective supervisory teams
regularlyinformed, as appropriate,
about the investigation's progress

» abolishingstage 2 and 3 penalty
discounts andimproving the
processand transparency for stage
1 settlements

« providingamore flexible response
and updates duringinvestigations,
improving transparency

In additionto the Green
recommendations we have
introduced a process for 'partly
contested' cases.

We will also publish an annual review
of decisions by the Regulatory
Decisions Committee, inline with the
Review's recommendations.

Outcomes fromour
enforcement work

We delivered strong public outcomes
in2016/17. We issued 180 final notices
(155againstfirmsand 25 against
individuals), secured 209 outcomes
using our enforcement powers (198
regulatory/civiland 11 criminal)
andimposed 15 financial penalties
totalling £181m (figures 6.7 and 6.8).

Figuresfor 2015/16 and 2014/15
include exceptional fines related
to FXand LIBOR misconduct. We
remain committed to investigating
and holding firms and individuals
accountable for misconduct and
ensuringwrongdoers pay for the
costs of remediation. There has
beennochangeinourapproachto
misconduct or financial penalties.



However, we do not publish the
outcomes of all our cases. This may
be because, following investigation,
we find no evidence of misconduct
or we conclude that, given all of the
circumstances of the case, itisnot
appropriate or proportionate to
take disciplinary action. Inthe last
financial year, 62% of the total cases
closed were closed with no action
being taken.

Managing enquiries

Our Contact Centreis thefirst point
of contact for enquiries from both
consumers and flexible portfolio
firms.

Over 2016/17 we handled around
313,000 enquiries from consumers
andfirms. Thisis adecrease fromlast
year, due to the end of the application
periods for consumer credit firms.

We monitor the subject and product
type of consumer enquiries. Credit,

investment andinsurance products
are the most commonissues.

The topreasons that consumers give
for contactingus are:

« Theauthorisation status or
permissions of afirm.

« Theirexperience ofissues and
concerns post-sale about the selling
practices they have encountered or
suitability of the purchased product.
Themainissues raised concern
fees/charges, misleading advice
and the products not meetingthe
consumer's needs.

« Theybelieve the treatmentthey
have received from firmsis not fair,
includingonissues regarding claims
handling, arrears/repossession
queries, difficulty in contacting firms
and unexplained/disproportionate
increasesin premiums.

Firms are most likely to contact us
aboutreportingviathe GABRIEL
system, applications via the
Connect system, and regulation and
Handbook questions.
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This year we have takenamore
proactive approach to contacting
firms and furtherimproved our
service by:

« providing more flexible opening
hoursto help consumers and firms
atpeaktimes

+ usingcommonthemes from
enquiries to improve our processes,
make communications clearer
andtorefer casestointernal
departments

« increasingtraining to enable staff
to dealwithincreasingly complex
calltypes

+ proactively contactingfirmsto
supportthemwithregulatory
requirements andissues

« creatingabetter service for
vulnerable consumers and
improving communication,
including a translation service
and partnerships with consumer
organisations

Value for money

We are committed to achieving
value for money (VFM) in delivering
our statutory objectives, and to
embedding VFMinto our culture and
decision-making.

There arethree mainelementsto
our approach:

Economy: Are operational costs
economicinrelation torelevant
comparators?

Efficiency: Are we doing thingsin
the most efficient way to deliver the
FCA's strategy or change?

Effectiveness: Are we achieving the
right things to deliver our desired
outcomes, ie are we delivering public
value?

We focus on minimising the cost
oftheresources we use while
considering the effect onthe
quality of our work; we must be
able tojustify anyincrease in costs.
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Foractions such as proposedrule
changes, we are required to estimate
compliance costs, alongwith other
costs and benefits, and publish
these as part of our consultation.
The Small Business, Enterprise and
Employment Act 2015, as amended
by the Enterprise Act 2016, gives
regulators, including the FCA new
reportingrequirementstoincrease
our transparency. We have given
more details on our obligations under
this Actin our separate Enterprise
Act Annual Report. We published
this on our website in June 2017. The
report explains the changes we have
made since 8 May 2015 toimpose a
requirement, set standards or give
or amend guidance for business and
ensure these are complied with.

We always try to ensure that our
regulationis fit for purpose,
well-targeted and does notimpose
unnecessary burdens on firms. To
make the most efficient use of our
resources we use our Sector Views
to helpinform our sector strategies
and priorities. We are alsoimproving
how efficiently we deliver our results
throughinitiatives to improve our
authorisation and supervisory work.

We are also examined by the
Comptroller & Auditor General who
looks at how economically, efficiently
and effectively we have used our
resources in our work (value for
money studies). This helps to inform
us of areas where we canimprove.
This year, for example, we assisted
the National Audit Office withits
review of Vulnerable Consumersin
Regulated Industries.
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To deliver our objectives as effectively as possible we:

« encourage diversity

« supportandinvestinour people, infrastructure and systems

. usetheresources available tousinaneconomic, effective and

efficient manner

+ encourage good corporate citizenship and corporate responsibility

+ transparently measure and monitor our performance
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Our people

We aimto attract, develop andretain
the best talent, recognising that

our people are key to our ability to
meet our objectives. We encourage
diversity. We want to create aworking
environment that not only encourages
difference, but one where everyone
feelsvalued andrespected—where our
people canbe themselves and deliver
positive results.

Recruitment

« Number of employees for 2016/17:

« Employeelevelsincreased from
3,285t0 3,422 fromthestartto
theend of the year.

+ Duringtheyearwemade
987 appointmentsintoroles,
througha combination of 560
internalmoves and 427 external
appointments.

« We currently have 104 employees
onour graduate programme, 47
of whom began the programmein
October 2016.In 2017 we hired 48
graduates and 21 summerinterns.

Wereceived 3,417 applications from
267 different universities.

« Wepiloted our first apprenticeship
programmein September 2016,
hiringtenapprentices. Our
programme offersindividuals the
opportunity to combine practical
onthejoblearning with professional
study, achieving a nationally
recognised qualification. We intend
toincrease our apprenticeship
programme to fifteenin 2017.

« Employee turnover:

« Externalturnover hasreduced
thisyearand endedthe year at
10.9%

We continue to focus on direct
recruitment of candidates to reduce
our use of recruitment agencies,
this hasresultedinan estimated
cost saving forthe year of just over
£590,000, with noreductionin
candidate quality.

We have promoted internally where
possible, and with great effect, to
bestuse our existing talent. Where
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the skill set has not existed internally

we have gone to the market to recruit

the best available talent.

We provide a comprehensive range
of wellbeing benefits and aim to treat
employees who are sick with dignity
andrespect, providing support,
counselling, tailored rehabilitation
programmes and (if appropriate)
workplace adjustments that may
help that individual to continue
productive employment with us.
During 2016/17 anaverage of 6.5
days peryear (2016: 5.3 days) was
lost per person due to sickness
absence.

Employee survey

Our annual employee survey helps
us identify and take actionin areas
which areimportant to employee
engagement.

The survey for 2016/17 was based
onanew approach with an updated
set of questions and scoring scale;
forthisreason, we are notable to
provide a proper comparison with
datafrom previous years.

Inthe 2016/17 employee survey,
67% of staff reported favourably
ontheirlevel of engagementin
working at the FCA—-10% above the
Best Places to Work benchmark for
a UKlarge company (500+ staff).

In particular, staff take prideinthe
FCA's accomplishments towards its
objectives and a majority feel they
make a difference in their work here.

Diversity and Corporate Social
Responsibility were the highest
scoring categoriesin 2016/17. Areas
identified for development were
Talent Management and Reward.

Development

Giving our employees access to the
right development opportunitiesis
an essential part of what we offer
asanemployer. The FCA Academy
offers staff high-quality structured
learning.In2016/17 we have:

« Completedthe third year of our
MScinFinancial Regulation. There
arecurrently 26 (25 fromthe FCA)
studentsintheir secondyearand 32
intheir firstyear (28 fromthe FCA).

« Continuedtodevelopthe FCA
curriculumandinternal Academy
programme. We delivered a total
of 5,319 training days over the year.
56% of allemployees have attended
atleastonetraining event this year.

« Arranged 67 secondmentstothe
FCAand91fromthe FCAtopartner
organisations. Theseinclude
authorisedfirms, the European
Securities and Markets Authority
(ESMA), the Treasury, the Bank of
Englandand consumer bodies.
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Our targets:

45%

of our Senior
Leadership Team
(SLT) toidentify as
female by 2020

of our SLT to identify
as BAME by 2020
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Diversity andinclusion

We have a strongcommitment to
diversity andinclusion. Tobe an
effective and efficient regulator, we
need to make sure that we recruit,
develop and keep the most talented,
engaged and diverse workforce. As
part of thiscommitment, in June
2016 we signed the Government's
Womenin Finance Charter which
seeks toincrease the representation
of womenin the financial services
sector, particularly at senior levels.

The Charter requires us to set
andreportongendertargets. Our
targetsare:

+ 45% of our Senior Leadership Team
(SLT) toidentify as female by 2020,
and 50% by 2025. Currently 39% of
the SLT identifies as female.

We have also set targets for Black,
Asian and Minority Ethnic (BAME)
diversity at senior levels, as part of
our continued commitment to BAME
progression. Our targets are:

« 8% of our SLT toidentify as BAME by
2020,and 13% by 2025. Currently,
2% of the SLT identifies as BAME.

Otherinitiatives we have undertaken
inthis areainclude working with our
recruitment suppliers to have more
diverse shortlistsin our recruitment
processes andtheintroduction of our
BAME Reverse Mentoring scheme.

We are encouraged that we have
remainedin the Stonewall Top 100
Workplace Equality Index. We are
also a Living Wage employer.

More information on our diversity
andinclusion work, including an
update on progress against our four
equality objectives and workforce
data, is available in our Annual
diversity report whichis published
onour website. Our public sector
equality duty objectives are also
covered on our website under
‘corporate responsibility”.

Improving our infrastructure

We need to continually develop and
improve our information systems
and capabilities to keep pace with
our regulatory and operational
requirements. This year we invested
£58.5 million to deliver change
projects toimplement legislative
changes and toimprove our
operational capabilities and maintain
ourinformation systems.

Key work delivered over the past year
includesimplementing the SM&CR,
MiFID and MAR (as discussed earlier
inthereport). Other key initiatives
include work to implement the
Capital Requirements Directive and
Regulation (CRD IV), the Mortgage
Credit Directive and the Banking
Recovery and Resolution Directive.

We have investedin operational
improvements to supportour
internal systems and effective
working. Most notably, we have
commissioned a virtual datacentre
inthe public cloud. This cloud-
based data centre will enable us

to produce better quality data
analytics, increase innovation and
provide a more flexible, better value-
for-money service than traditional
physical datacentres.

Moving to Stratford

We are moving our London offices
to the Queen Elizabeth Olympic
Parkin Stratfordin 2018. We plan to
move from our Canary Wharf offices
in stages between May and August
2018.

Our new buildingis ontrackto
receive an excellentrating against
the Building Research Establishment
Environmental Assessment Method
(BREEAM) standard, reflecting our
commitment to good environmental
and corporate responsibility
practices.
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Ourworkin 2016/17 has focused on:

the build and fit-out of the new
building—both of which are ontarget

the buildinglayout andinternal
design—improving the way the FCA
works together

ourworkplace strategy —ensuring
that our new building, technology
and ways of working will help us
toattractandretainthe best
people, and enable themtowork as
efficiently and effectively as possible

working with staffto ensure
continuity of all our services during
the transition

Sustainability

We aim to follow bestindustry
practice for our environmental
impact. We believe sound
environmentalmanagement and
careful use of resourcesis relevant
to one of the principles of good
regulation whichis to make the most
efficient and economic use
ofresources.
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Our environmental principles are laid
downin our Environmental Policy
Statement on our website under
‘Sustainability’. We include a detailed
sustainability report at Appendix 3,
which demonstrates the progress we
have made this year.

Community engagement

Our community engagement
programme encourages our people
tovolunteer with their chosen
registered charity or community
group. We supportand encourage
volunteering by allocating paid time
off foremployeestobe activein

their community. Last year 1,305
people across our Edinburghand
London offices volunteered a total of
14,939 hours. This represents 39% of
employees, against our target of 30%.

Charitable donations

The FCA Charity Committee
supported Shelter UK and Little
Havens Hospice throughout 2016. All
donations have come from staff and
their fundraising efforts. We raised:

+ Shelter UK—£7,881 (excluding gift aid)

« Little Havens Hospice — £8,782
(excluding gift aid)

Through our Payroll Giving scheme,
in 2016, our employees donated
£157,992 to various charities, an
increase of £45,000 from 2015.

Freedom of Information and
Data Protection

Freedom of Information Act

The Freedom of Information Act
2000 (FolA) requires us to respond
torequests forinformation within 20
working days in most circumstances.
During 2016/17, we received 787
requests for information, of which
we treated 597 as formalrequests
—anincrease of around 16% since
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2015/16. We closed 579 formal
requests—80.5% within the statutory
deadline (figures 7.2 and 7.3).

This year the key requests were
forinformation about FCA
complaints-handling, enforcement
investigations, the Alternative
Investment Fund Managers
Directive (AIFMD), redress of
payment protectioninsurance

(PP1), the handling of whistleblowing
notifications, professionalindemnity
insurers' details, contract and
procurementinformation, the
Marketsin Financial Instruments
Directive (MiFID), passportingissues
andrequestsrelating to the changes
in pensionrules. Requests came
fromarange of sources (figure 7.1).

We disclosed materialin
approximately 50% of cases where
we held the information requested,
which remains the same as for
2015/16. We have also added more
information to our disclosure log
where the informationis of wider
publicinterest. Thisis publishedin
our Publication Scheme Guide to
Information, available on our website.

Ifarequestertellsustheyare
unhappy with our response or the
way we have handled their request
thenwe carry outaninternal review
ofthe case. Ifthe requester remains
dissatisfied when ourinternal
review process has been completed
they can ask the Information
Commissioner's Office (ICO) to
investigate. The ICO sets out the
result of theirinvestigationina
Decision Notice, whichiis published
onthe ICO website.

Figure 7.1: top FolA requesters by
sectorin 2016/17

Media 192
Consumers 173
Service providers/ 118
management companies

Legal advisers 49
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Figure 7.2: FolA requests closed during 2016/17

Business as usual* 21
Information accessible by other means 15
Information intended for future publication 2
No information held 55
No information provided 82
No response from requester 29
Over cost limit 88
Over cost limit and some information provided 37
Referred to another authority 1
Request satisfied 141
Request withdrawn 8
Some information provided 99
Data Protection Request 1

*BAU requests are those requests which can be treated as routine correspondence and responded to outside
the scope of FolA, for example where explanations rather than recorded information have been requested.

Figure 7.3: Our performance against meeting the statutory requirements under FolA

in2016/17
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If either we or the requester are
unhappy with the ICO's decision,
both parties can appeal to the First
Tier (Information Rights) Tribunal
and, if still dissatisfied, to the Upper
Tribunal (but only on a point of law
and with permission).

In2016/17 the ICO decidedin

our favourin all sixinvestigations
undertaken (including one where
we provided a limited amount of
information during the course of
the investigation). The FCA was not
apartytoanyappealsto the First
Tier (Information Rights) or Upper
Tribunal during 2016/17.
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DataProtectionAct

We are required to notify the

ICO each year of how we process
personal data. We submitted our
notificationin November 2016,
whichis published onthe ICO's
website. Under the Data Protection
Act (DPA), we must respond within
40 calendar days to 'subject access
requests’, which are requests made
by individuals who want to receive
any information we hold about them.

Over 2016/17 we received 147
subject accessrequests, compared
to71in2015/16. We responded

to 139 (including several carried

% completed within SLA
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Figure 7.4: Number of MPs’ letters received by the FCA
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forward from 2015/16) — 78% within
the statutory deadline.

Complying with FolA and the DPA
costus approximately £998,000in
2016/17 (comparedto £863,000 for
2015/16). Thisincluded processing
requests under both pieces of
legislation, time spent by staffin
differentbusiness areas and the cost
of investigations by the Information
Commissioner. We estimate that
the average cost to process each
requestis £832 comparedto
approximately £860in 2015/16.

We cannotrecover this expenditure
fromrequesters because thereis
very limited scope within FolA and
the DPA to charge forinformation.
We did notincur any costs for
externallawyers oninvestigations
and appeals.

Complaints

The Financial Services Act

2012 requires us to establish
arrangements for the investigation
of complaints against us. We
consider the investigation of
complaints to be a key part of

our accountability. We process
complaintsinaccordance with

the Complaints Scheme whichis
available from www.fca.org.uk/your-
fca/complaints-scheme.

The volume of complaints against
the FCA has remained relatively
static, moving from 590in 2015/16

451

2015/16

2016/17

to577in2016/17. Thereis no new
discernible trendin theissues
involved, aside from complaints
aboutinterestrate hedging
products. However, we continue
toreceive anumber of complaints
from consumer credit firms who
have received an administration fee
because they have not submitted
their GABRIEL returns on time.

Where complainants are dissatisfied
with the outcome of their complaint
they may refer the matter to

the Office of the Complaints
Commissioner. During 2016/17

the Complaints Commissioner
overturnedthe FCA's decisionon
eight cases, two of themin fulland
sixin part. The Commissioner's
Final Reports for complaints

are available from http://fscc.
gov.uk/publications/, as are the
Commissioner's Annual Reports.

Inaddition to business as usual
activities, we have a continuous
improvement programmein
operation designed toimprove
operational efficiency, governance
and control. This consistsof a
20-point action plan covering topics
ranging from developing a knowledge
sharinglibrary to enhancing our
existing quality assurance framework.
Within this programme s a work
streaminrelationto Root Cause
Analysis (RCA).

RCAis amethod of problem solving
used foridentifying the root
causes of faults or problems. A
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factoris considered aroot cause if
removal thereof prevents the final
undesirable event from recurring.

We will use the findings from our
complaintinvestigations to work with
otherdivisionsin the organisation to
helpimprove our performance and
public value.

MPs' letters

In2016/17 we received 451 letters
from parliamentarians (figure 7.4).

We aim torespondto 50% of letters
within 15 working days and more
complex letters within 30 working
days.In2016/17 50.8% of letters
were dealt within 15 working days
and 94.8% in 30 working days.

Duringthe course of the year, we
have reviewed the way we handle
MPs'letters andimproved our
processes. We have voluntarily
amended our SLAs so that, from
February 2017, our aimis torespond
to 80% of lettersin 15 working days
and 100% in 20 working days. So far
we are meeting these new targets.

Some of the mainissues MPs raised
with us on behalf of constituents
were about investments (in particular
investmentlosses), consumer credit
(many relating to the authorisations
process)and a variety of mortgage-
relatedissues.
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Working with our partners

We are anintegral part of the UK's wider financial regulation
framework. Anintrinsic part of our work involves joined-up working
with arange of different partners, from international regulators and
agencies to tackle global regulatory concerns, to close collaboration
and liaison with a range of UK bodies, covering areas such as consumer
awareness, prudential regulation and forming policy on emerging risks

to our objectives.
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We work closely with arange of
public bodies, each with their own
duties and objectives. Theyinclude
the Prudential Regulation Authority,
the Bank of England, the Payment
Systems Regulator, the Competition
and Markets Authority, the Money
Advice Service, The Pensions
Regulator, the Financial Ombudsman
Service, the Financial Services
Compensation Scheme and the
Treasury.

The Bank of England, including the
PRA, has various Memoranda of
Understanding with the FCA and

PSR. Thisincludes a Memorandum of
Understandinginrelation to payment
systemsinthe UK dated March 2015.
InJune 2016, areview of the first

year of co-operationinrelationto

UK payment systems was published,
with the conclusion that co-operation
between all parties with the Bank of
England was working well.

Payment Systems Regulator
(PSR)

The PSR became fully operational
on 1 April 2015 andis a subsidiary
ofthe FCA. Thefirstregulator of its
kindin the world, its purposeis to
make payment systems work well
for the people and organisations
thatuse them. Thisis supported

by its objectives of promoting
competition, innovation and
service-users'interests.

Inourrole as one of the competent
authorities for some of the business
rule provisionsin the Interchange Fee
Regulation, we worked with the PSR
(which alsohas competency for these
rules) to identify how we will cooperate
effectively to monitor compliance.

The FCAand PSR expecttobe
competent authorities for monitoring
and enforcing Regulation 105 of the
Payment Services Regulations 2017.
We have worked closely with the

PSR to develop our draftapproach

to these regulations and continue
towork withthemin preparation
forthe cominginto effect of those
regulationsin January 2018.
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In 2016, the consumer group Which?
submitted a super-complaintto the
PSR about authorised push payment
scams, arguing that victims of this
type of fraud do not have enough
protection. The PSR investigated

the super-complaint and found that
thistype of fraud was a growingissue
and that more needed tobe done
toaddressit. The PSRannounceda
programme of work aimed at reducing
fraudsters' ability to perpetrate scams
and, whenthey do occur, atincreasing
the chance thatvictimsare able
torecover funds. The FCAworked
closely withthe PSRto developits
response. We willwork with firms to
tackle concerns atboth sending and

receiving banks, monitor progress and,

ifthere are unresolved sector-wide
issues, initiate further work.

More information about the activity
ofthe PSR over the last year can be
foundinits own Annual Report.

Prudential Regulation Authority
(PRA)

Much of our co-ordination with

the PRA happens daily through

our jointworking, supplemented

by regular scheduled meetings at
seniorlevel. Our Chief Executive isa
member of the Prudential Regulation
Committee, andthe PRACEQOisa
member of the FCA board.

We have a Memorandum of
Understanding (MoU) with the PRA
whichincludes arrangements for how
we carry out our responsibilities and
how we measure our performance
through detailed quarterly reporting,
and underlines our aim of workingin
anindependentbut co-ordinated way.
Over 2016/17 co-ordination remained
strongand any material failures of
co-ordination were remediated at

the earliest opportunity. The FCA

and PRA continue to recognise

that with differing objectives and
responsibilities, it may sometimes

be appropriate to take divergent
approaches.

The PRA has the power of veto where
it considers that action we are taking

may threaten financial stability or
cause the failure of a PRA-authorised
personinaway that would adversely
affect financial stability. This power
has not been exercised this year.

Theregulators have co-ordinated
effectively on policyissues such

as the Senior Managers and
Certification Regime, remuneration
andring-fencing of banks. In 2016
the PRA and the FCA jointlyissued
a consultation paper which made
anumber of proposals toimprove
the transparency of regulatory
enforcement processes, following
recommendations by the Treasury
(as discussedin chapter 6).

Theregulators work closely together
torespond effectively to specific
incidents through the Authorities'
Response Framework which allows
foraco-ordinatedresponse required
by the FCA, Bank of England and the
Treasury toaneventthatresults

in major disruption to the financial
sector and/or to the authorities.

Bothregulators continue to review
the shared FSAIT legacy systems
to ensure both organisations
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have systems which meet their
individual needs while supporting a
collaborative approach to sharing
information. The strength of this
approach enabled the regulators
to minimise disruption to normal
operations during a brief outage
which affected certain shared
systemsin September 2016.

Theregulators made good progress
onupdating their Memorandum of
Understanding toreflectanumber
of changes, including the FCA's
concurrent competition powers, the
Senior Managers and Certification
Regime, and changes required as
aresult of the Bank of England and
Financial Services Act 2016.

Financial Policy Committee
(FPC)

The FPCis the UK's main body
foridentifying, monitoring and
mitigating financial stability risk.
Our Chief Executive isamember of
the committee and we work closely
with the Bank of England on areas of
interesttothe FPC.In 2016/17, this
work focused primarily on household
finance, investment funds, FinTech,
and cyberrisks.

Financial Ombudsman Service
and the Financial Services
Compensation Scheme (FSCS)

Consumers who are dissatisfied
with regulated firms'response to
their complaints can complain to the
Financial Ombudsman Service, and
we use their complaints data to help
us assess the scale of current and
futureissues. We also work with the
FSCS, theindependent body which
handles claims for compensation
from consumers when regulated
firms become insolvent.

We are currently reviewing the
funding arrangements for the FSCS
and published a consultation paper
onthisinDecember 2016. We are
keento ensure that these funding
arrangements are sustainable from

the perspective of firms that pay
levies, and that consumers continue
toreceive appropriate compensation
when things have gone wrong.

We work closely with the Financial
Ombudsman Service to understand
theissuesthat consumersare
facing. Thisyear, ourengagement
has included arange of ongoing
policyissues, including consumer
credit, pensionredress and PPI.

The Money Advice Service
(MAS)

We work with MAS, anindependent
organisation responsible for
providing free, impartial financial
guidance across the UK, and for
funding and co-ordinating the
provision of free debt advice.

The Government consultedin March
2016 onsettingup a two-body
delivery model for government-
sponsored guidance. This

included replacing MAS with a new,
streamlined money guidance body
and bringing together the Pensions
Advisory Service and Pension

Wise into a new pension guidance
body. However after considering
concerns raised by respondents

to the consultation about how the
two bodies might work effectively
together, the Government
announcedin October 2016 that
asingle body (the Single Finance
Guidance Body) would be better able
torespondto the different financial
guidance needs of consumers.

It consulted onthis approachin
December 2016.

The government anticipates that the
Single Finance Guidance Body will

be launched no earlier than autumn
2018. We continue to work with the
MAS, the Department for Work and
Pensions (DWP) and the Treasury

to provide support throughout the
transition process to ensure that
implementing the new modelis
carried out effectively.



Competitionand Markets
Authority (CMA)

The CMA works to promote
competition for the benefit of
consumers, both within and outside
the UK. Its aimis to make markets
work well for consumers, businesses
andthe economy. Since 1 April 2015,
we and the CMA have had concurrent
competition powers. These

powers give the FCA the power to
enforce againstinfringements of
competition law, additional powers
to conduct market studiesinto how
competitionis workingin markets
and powers to refer marketsto the
CMA forin-depthinvestigation.

For example, we have consulted
onwhetheritis appropriate for us
toreferthe asset management
consultancy sector to the CMA
forinvestigation.

International partners

Over the pastyear, our participation
in European and global bodies and
activities has remained anintegral
aspect of our work, notwithstanding
the outcome of the UK Referendum.
Whatever the eventualterms on
which the UK leaves the EU, the
relationships between, and work we
undertake with, regulators and bodies
bothinthe UK andinternationally
willremain a crucial part of ensuring
markets work wellin the UK.

Globaland Europeanregulatory
standards, rules and guidance
continue to forma central part of

the framework within which we
currently operate. Ouraim has been
toengage with international standard
setters andregulatorstoensure the
regulatory frameworkis aligned with
our objectives and appropriate for the
firms and markets operatingin the UK.

Qur prioritiesininternational
regulatory discussions over the past
year have included ongoing work

on global standards for benchmark
regulation, the asset management
sector, conduct and governancein
firms, data exchange, cyber security
and financial innovation.
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Ourworkininputtingto the
development and implementation
of European legislation has
focused onarange ofinitiatives
affecting our work, such as the
finalisation of the Marketsin
Financial Instruments Directive and
Regulation, Regulations on Market
Abuse, Benchmarks, Prospectuses,
and Packaged Retail and Insurance-
Based Investment Products (PRIIPs),
andthe Insurance Distribution
Directive, together with continuing
input to the EU Capital Markets
Union programme.

We have continued to work closely
with Europeanregulators on broader
policy discussions, developing
regulatory standards, sharing our
regulatory expertise andidentifying
new and emergingissues.In June
2016, for example, we hosted a
regulatory seminar for over 40
Europeanregulators to discuss
models for arisk-based approach

to supervision. We also hosted a
seminar on asset managementand
financial stability issues in April with
participation from international
regulators, industry and academics.
We have remained activein all of the
European Supervisory Authorities —
particularly the European Securities
and Markets Authority (ESMA)
where our Chief Executiveis the

UK member of the ESMA Board of
Supervisors and our staff participate
innearly all ESMA committees.

We are active members of the
International Organisation of
Securities Commissions (I0SCO),
with our Chief Executive a permanent
IOSCO Board member. We are
representedin all Policy Committees
and taskforces of IOSCO. We chairthe
Committee on Asset Management
and vice-chair the Enforcement and
Exchange of Information Committee;
we also chair the Benchmarks task
force and vice-chair the Market
Conducttask force.
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We are a member of the Financial
Stability Board (FSB). Our Chairman
attends the FSB Plenary and the
Standing Committee on Supervisory
and Regulatory Cooperation.In
2016/17 we contributed to the FSB's
work on asset management, conduct
and governance, shadow banking,
andtechnologicalinnovation, in
particular FinTech.

We continue to closely engage
with many other international
organisations, including the:

 International Association of
Insurance Supervisors

« Financial Action Task Force

» Organisationfor Economic
Cooperationand Development
(OECD)—we currently chair the
G20-OECD Task Force on Financial
Consumer Protection

« International Financial Consumer
Protection Network

« European Banking Authority

» Europeaninsuranceand
Occupational Pensions Authority

+ European Systemic Risk Board

In addition to our ongoing
engagementwith arange of
international policy forums, we
continued to work with many other
regulators on abilateral basis. In
2016/17 thisincluded meetings

by our senior executivesinthe US,
Hong Kong, Singapore and China
among others, and we welcomed a
wide range of foreign delegations
fromboth established and emerging
markets to the FCA.

Statutory panels

We arerequired to consult onthe
impact of our work with four statutory
panels. These panelsrepresent the
interests of consumers, practitioners,
smaller regulated firms and markets.
We also consult with the Listing
Authority Advisory Panel.

These panels play animportantrole
in both advising and challenging us,
and bring a depth of experience,
supportand expertise inidentifying
risks to the market and consumers.
We consider their views when
developing our policies and when
deciding andimplementing other
regulatoryinterventions. Each
panel publishes its own annual
report (except the Listing Authority
Advisory Panel).

The Consumer Panel

Thisrepresents theinterests of
consumers, monitors how far we

are fulfilling our statutory objectives
withregard to consumers when
developingrules or policy and
provides us with advice and challenge.

The Practitioner Panel

The panelrepresents theinterests
of practitioners. It provides us with
input fromthe industry as awhole.

The Smaller Business
Practitioner Panel

Thisrepresents smaller regulated
firms, who may otherwise not have a
strongvoicein policy making.

The Markets Practitioner Panel

This panelreflects theinterests of
practitioners who are likely to be
affected by our functionsinvolving
markets.

The Listing Authority
Advisory Panel

This non-statutory panel advises us
on policyissues that affectissuers of
securities, and on policy regulation
proposals from the FCA listings
function.



Consumer organisations

We actively seekinsights from
consumers through a variety of
sourcesincluding consumer bodies,
our Contact Centre and the Financial
Services Consumer Panel. To enable
us to meet our consumer protection
objective, we undertake extensive
research to build our knowledge

of consumers and their needs. We
also carry out behavioural research
and apply insights from behavioural
sciencesin our work, including
contributing to the G20-OECD

Task Force on Financial Consumer
Protection.

We continue to work closely with a
range of consumer organisations
across the UKto ensure our
regulationreflects real-life consumer
experiences, and our workin this area
has beenrecognised as best practice
by the UKRegulators Network.

Our consumer organisation network
includes:

Age UK
AdviceUK
Alzheimer's Society

Citizens Advice (England and Wales,
Scotland, and Northern Ireland)

Christians Against Poverty

The Consumer Council for Northern
Ireland

The Financial Services Consumer Panel
Money Advice Scotland
Money Advice Trust
MoneySavingExpert
Scope

Shelter

StepChange

The Money Charity
Toynbee Hall

Which?

Young Scot

Financial Conduct Authority
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We engage with a growing range of
other groups who work directly with
consumers, to help us spot emerging
issues. We also convene and attend
financial capability forums across
the UK to gain a better picture of
grassroots consumer issues.

This yearwerananinnovative project
toimprove our understanding of

the current practice and prevalence
of unauthorised lending. We would
usually survey firms and consumers
ina market, but thisis not an option
where thelenders are deliberately
avoiding detection and consumers
are hard toreach. Instead, we worked
closely with the Local Government
lllegal Money Lending Teamsin
Britainand the relevant bodiesin
Northern Ireland. We built on their
experience toidentify known areas
of activity and used their contacts

to expand our networks and find
advisers with knowledge of lenders
and the consumers using them.

We used this preliminary work to
develop our series of roundtables
across the UKin known hotspots
of unauthorisedlending activity.
We hosted eight roundtables
around the country with over 70
people from over 50 organisations
dealing with consumers familiar
with unauthorised lenders. We
alsoidentified a wider set of

over 150 contacts with potential
knowledge in this area through our
UK consumer network and referrals
from roundtable participants. We
designed a questionnaire for them,
building on the roundtable findings
to consolidate our understanding.

From this, we built a picture of
consumers' experience and have
useditto strengthen both our
understanding of credit markets and
of any unintended consequences of
our interventions.

We know the resources of many
consumer organisations are
increasingly stretched. Our
partnership team has developed a
range of alternative ways for these
bodies to provide their expertinput
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to our consultation and discussion
papers, market studies and thematic
reviews. For example, weruna
secondment programme which
puts our staff within consumer
organisations. This gives these
organisations additional resources
and ensures our staff bring back
adeeper knowledge of consumer
issues and behaviours. This year,
we have seconded staff to Citizens
Advice, Age UK and the Consumer
Councilfor Northern Ireland.

We have completed significant work to
understand the needs of consumers
invulnerable circumstances andthe
needs of consumers strugglingto
access financial services. Our Mission
highlights these as areas where we will
continue to work with firms to make
sure they treat customers fairly when
they take business decisions that affect
the financially vulnerable or those trying
toaccessfinancial services.
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Chapter 9
Group financial overview

The Financial Conduct Authority's business model

The FCAregulates the financial services industryin the UK, supervising the conduct of over 56,000 firms, including
more than 18,000 firms we regulate prudentially that are not covered by the Prudential Regulation Authority.

Inaccordance with FSMA the FCA seeks to maintain adequate reservesin orderto meetits Ongoing Regulatory
Activity. Over the last two years the FCA has retained its surpluses before pensions toimprove its net liabilities position
from £28.4mto £1.3m (Table 8). The driver for the remaining accumulated deficit is the Final Salary Pension deficit.

Table 1: FCA Surplus for the year

2017 2016

£m £m

Over recovery against budget 18.2 17.4
Additional fees collected 5.5 2.1
Add back management to financial accounting pension adjustment 24.9 15.0
Net Scope Change income/(costs) 8.1 (24.2)
FCA surplus for the year before pensions 56.7 10.3
Net actuarial losses for the year in respect of the final salary pension scheme (65.3) (6.5)
FCA (loss)/surplus for the year (8.6) 3.8

Feesand otherincome

Feeincome: the FCA does not receive funding from the UK government as it funds the cost of deliveringits statutory
objectives by raising fees from the firms it regulates. Itis given the powers toraise fees under FSMA. Fees are raised
to cover the FCA's budgeted Ongoing Regulatory Activity (ORA) which represents the net costs of the FCA's core

operating activities after offsetting Otherincome.

Alsoincludedin feeincome are application fees, other regulatoryincome and scope change (set-up cost) recoveries.
Under certain circumstances, for example when legislationis introduced by Parliament, there may be changes to the
scope of the FCA's regulated activities which caninclude new responsibilities. Material activities resulting from this
scope change are controlled and reported separately from ORA so they are individually identifiable from a cost and
fee perspective. These activities are included as part of the cost of ORA only when the scope change activity has

been fully embedded into ongoing responsibilities.

Otherincome: comprisesincome from publications and training services, recovery of costsincurred by the FCA
for engaging skilled persons to carry out a s166 review, interest on bank deposits, sundry income, andincome for

providinglevying and collection services for other regulatory bodies.
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Penalties: When the FCA levies penalties (on a firm or an individual) following disciplinary action, the amount the FCA
is entitled to retain on behalf of its fee payersis limited to the retained enforcement costs for that financial year as
agreed with the Treasury. This amountis returnedto fee payers through reduced fees in the following financial year.
The extent of the rebateis therefore dependent on the level of penaltiesissued during the previous financial year.
The FCAretained £46.4min penaltiesin 2016/17 (2016: £46.3m) relating to enforcement costs, these penalties will be
rebated to firmsinthe 2017/18 fees.

Penalties collected by the FCA over and above the agreed enforcement costs are not retained by the FCA; rather they
are passed over to the Exchequer.

The Payment Systems Regulator’s (PSR) business model

The PSRisresponsible for regulating the main interbank payment systems: Bacs, CHAPS, Cheque & Credit, Faster
Payments Scheme, LINKand Northern Ireland Cheque Clearing as well as Mastercard and Visa Europe, the two
largest card payment systems in the UK.

The PSRis co-locatedinthe FCA's building at Canary Wharfand is operationally supported by the FCA through a
Provision of Services Agreement (PSA) with the aim of fully maximising value from the FCA's existing resources and

infrastructure thus enabling the PSR to operate efficiently and effectively.

The FCAis given powers to levy fees to recover the PSR's costs under the Financial Services (Banking Reform) Act 2013.

Analysis of performance during the year

The financial statements have been prepared on a consolidated basis and include the PSR.

Results for the year ended 31 March 2017 (Statement of Comprehensive Income)

Table 2: Results for the year

2017 2016 Increase/(decrease)
£m £m £m
Feeincome 5439 517.1 26.8
Otherincome 22.4 36.5 (14.1)
Total Income 566.3 553.6 12.7
Staff costs (321.9) (324.1) (2.2)
Administrative costs (187.7) (219.2) (31.5)
FCA surplus for the year before pension losses 56.7 10.3 46.4
Net actuarial losses for the year in respect of (65.3) (6.5) (58.8)
the defined benefit pension scheme
FCA (loss)/surplus (8.6) 3.8 (12.4)
PSR (loss)/surplus (0.6) 17.5 (18.1)
Group (loss)/surplus (9.2) 21.3 (30.5)

The Group made aloss of £9.2m for the year ended 31 March 2017 (2016: surplus of £21.3m). The movement of

£30.5mwas driven by:

1. Anactuarialloss of £65.3m (2016: loss of £6.5m) principally as a result of the reduced discount rate used to calculate the

defined benefit pension liability.

2. Afl8.1Imvarianceintheresults of the PSR, duetoarebate of £5.0missuedto fee payersin 2017 relating to an operating
surplusin 2016. Prior year alsoincluded the receipt of £12.3mfeesinrelation to set-up costsincurredin 2015.
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Partly offset by:
3. Af33.6mreductionincosts, primarilyinIT and s166 ('skilled person’) professional fee expenses.

4. A£12.7mincreaseinfeeincome predominantly due tothe first year of consumer credit.

Feeincome

Group feeincomeincreased year on year by £8.9m as detailed below (Table 3), with the FCA fees increasing by
£26.8m, and areductionin PSR feeincome of £17.9m.

Table 3: Fee income

2017 2016 | Increase/(decrease)

£m £m £m

Ongoing Regulatory Activity budget 502.9 479.0 239
Recovery of scope change activities 16.4 2.6 13.8
Consumer credit fees - 10.4 (10.4)
Annual Funding Requirement 519.3 492.0 27.3
Additional Ongoing Regulatory Activity fees 5.5 2.1 3.4
Additional scope change recoveries 1.5 0.2 1.3
Application fees 9.4 22.5 (13.1)
Special project fees 8.2 0.3 7.9
FCAfeeincome 543.9 517.1 26.8
PSR feeincome 10.2 28.1 (17.9)
Group fee income 554.1 545.2 8.9

Note: Consumer credit fees of £10.4m are now includedin the ORA budget as part of ongoing responsibilities.
The FCAfeeincomeincreased from £517.1mto £543.9m due to:

1. Af27.3mincreaseinthe Annual Funding Requirement due toa £13.8mincreaseintotal scope change recoveries,
of which £7.7mrelates to the first year recovery of £62m of consumer credit set-up costs, which are to be recovered
overupto 10years. Theremaining scope recoveriesin 2017 relate toimplementation of the Senior managers and
certification regime (SM&CR) in the Banking Sector and the Mortgage Credit Directive. Scope change activities are
absorbedinto the as the additional responsibilities are integrated with existing activities. The remainingincreasein the
Annual Funding Requirement was entirely due to the impact of a full year of consumer credit.

2. Special project feesincreased £7.9m due to the increase of ring fencing activities during the year.
3. Applicationfeesdeclined £13.1m as the majority of consumer credit applications were processedin 2016.

The PSR feeincome declined from £28.1min 2016 to £10.2min 2017 as the prior year feesincluded the recovery of
setup costs forthe PSR and £5mrebateissuedto fee payersin 2017 relating to an operating surplusin 2016.

Otherincome

Group otherincomereduced by £14.1m from £34.8m to £20.8m, the largest contributor to this being a declinein
'income’ from skilled personsreportof £13.3m. This'income’'represents arecovery of costsincurred by the FCA
forengaging skilled persons to carry outasl66review. The costsincurred by the FCA (recognised in administrative
costs as professional fees) are recovered from the firmin question. Overall this has anet zero impact on the profit or
loss of the FCA.
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Total operating costs

Group total operating costs (Table 4) reduced by £33.4m or 6% during the year from £552.2mto £518.8m. This was primarily
driven by areductionin FCA administrative costs, which fell by £31.3m (14%), while staff costs also fellby £2.2m (0.7%).

Table 4: Total operating costs

2017 2016 | Increase/(decrease)

£m £m £m

Staff costs (321.9) (324.1) (2.2)
Administrative costs (187.7) (219.2) (31.5)
FCA operating costs (509.6) (543.3) (33.7)
PSR operating costs (9.2) (8.9) 0.3
Group operating costs (518.8) (552.2) (33.4)

Group staff costs: The average staff numbersincreased during the year by 65 (1.8%) to 3,635. Abusiness drive
toreduce the use of short-termresources (temporary and contractor staff) who typically incur higher costs than
permanentemployees drove down the staff costs for the organisation.

Table 5: Average staff numbers

2017 2016 | Increase/(decrease)
Supervision 1,332 1,294 38
Enforcement & Market Oversight 670 656 14
Strategy & Competition 435 411 24
Operations and Central Services 926 871 55
FCA full-time equivalent employees 3,363 3,232 131
PSR full-time equivalent employees 58 44 14
Group full-time equivalent employees 3,421 3,276 145
Group short termresource 214 294 (80)
Group staff numbers 3,635 3,570 65

Group administrative costs: fell year onyear by £31.7mor 14.3% from £221.5mto £189.8m (Chart 1 below), due to:

« Areductionin FCAIT costs of £20.4m (23.3%), mainly due to underspendin projects together with operational
efficiencies. The IT spendislargely driven by the necessary IT change resulting from legislation.

« Areductionin FCA professional fees of £8.8m (20.7%) driven by a decrease in fees for s166 reviews of £13.3m.

Chart 1: Group Administrative Costs
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Ongoing Regulatory Activity (ORA)

The FCAbudgeted for ORA costs of £502.9minthe yearto 31 March 2017 and levied its fees on this basis. The actual
net ORA expenditure was lower than budget by £18.2m.

Table 6: FCA ORA Budget vs. Actual Expenditure

2017 2016

£m £m

ORAbudget 502.9 479.0
ORAnetactuals 484.7 461.6
Over recovery 18.2 17.4

The £18.2m over-recovery against budget was driven by lower external enforcement case costs, reduced staff costs
together with slower than anticipated recruitment across the organisation, as well as savingsin I'T and project spend.

The over-recovery will be retained to reduce the accumulated deficit and to help meet the move and dual-running
costs anticipatedin 2018/19 when the FCA will re-locate to its new officesin Stratford.

The difference between the accounting surplus (before the actuarial losses of the final salary pension scheme) of
£56.0m andthe ORA overrecovery of £18.2mis due to the financial accounting pension adjustment, the additional
ORA feesrecovered and the net scope change recoveries (as set outin Table 1).

Table 7 reconciles the FCA's actual gross ORA expenditure of £524.7m (£484.7m net of otherincome) toits operating
costs, as setoutin the financial statements, of £509.6m.

Table 7: Operating costs

2017 2016 Increase/(decrease)
£m £m £m
ORA actuals 484.7 461.6 23.1
Add - Otherincome 40.0 46.9 (6.9)
Gross ORA actuals 524.7 508.5 16.2
Financial accounting adjustments:
Pension scheme (24.9) (15.0) (9.9)
Scope change costs:
Consumer credit . 37.4 (37.4)
Markets in Financial Instruments Directive 6.1 7.3 (1.2)
Parliamentary Commission on Banking Standards 1.7 4.0 (2.3)
Other 2.0 1.1 0.9
Total scope change costs 9.8 49.8 (40.0)
FCA operating costs 509.6 543.3 (33.7)
PSR operating costs net of intercompany adjustments 9.2 89 0.3
Group operating costs 518.8 552.2 (33.4)

The key reconciling items between the FCA's ORA and operating costs are:
« Adifference between the accounting charge and the cash costs of £24.9mrelating to the pension scheme

« Scope change costs of £9.8m, primarily relating to Markets in Financial Instruments Directive I (MiFID Il)
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Financial position

Table 8: Movement in the Group Accumulated Deficit

FCA Total Group

ORA Scope FCANet | Pension Accumulated Accumulated

Reserves | Change | Liabilities Deficit Deficit | PSR Deficit

Reserves £m £m £m £m £m £m £m
At 1 April 2015 23.5 (51.9) (28.4) (145.6) (174.0) | (11.5) (185.5)
PSR Recovery - - - - -1 123 12.3
Over recovery against budget 17.4 - 17.4 - 17.4 52 22.6
Additional fees 2.1 - 2.1 - 2.1 - 2.1
Scope change (net costs) - (24.2) (24.2) - (24.2) - (24.2)
Pension movement - - - 8.5 8.5 - 8.5
At 31 March 2016 43.0 (76.1) (33.1) (137.1) (170.2) 6.0 (164.2)
Over/(under) recovery against budget 18.2 - 18.2 - 18.2 | (0.6) 17.6
Additional fees 55 - 55 - 55 - 5.5
Scope change (netincome) - 8.1 8.1 - 8.1 - 8.1
Pension movement - - - (40.4) (40.4) - (40.4)
At 31 March 2017 66.7 (68.0) (1.3) (177.5) (178.8) | 5.4! (173.4)

1.PSR—Reserves balance of £1.0m to be retained with £4.4m returned to fee payers

Chart 2: Group Accumulated Deficit
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Theincrease of £9.2min the accumulated deficit from £164.2mto £173.4m at 31 March 2017 isdriven by the £40.4m
increase in the pension deficit following the current year actuarial loss of £65.3m, in part offset by the current year
contribution of £24.9m. The pension liabilities will not crystallise for many years and the approach to managing and
funding the pension deficitis explained in Note 13 to the financial statements.

This adverse movementis partly mitigated by anincrease in ORAreserves of £23.7mdue toan £18.2m underspend
against budget (Table 6) in the year, together with an over collection of fees of £5.5m (Table 1). Net scope change
recoveries of £8.1malso reduced the overall adverse movementinreserves. The scope change deficitis the
conseqguence of the FCA funding scope change costsin advance of recovery of those costs fromthe relevant firms. As
at 31 March 2017 the FCA hadincurred cumulative scope change costs of £68.0m (2016: £76.1m) the majority of which
relate to the setup of the FCA's Consumer Credit function which are to be recovered over a period of up to 10 years.
Table 9 below details the movements that resulted in the net recovery of £8.1m during the current financial year.

78



Financial Conduct Authority Chapter9

Annual Report and Accounts 2016/17 Group financial overview
Table 9: Reconciliation of scope change costs

Mortgage

Consumer Credit
Credit MIFID* PCBS? Directive SM&CR? Other* Total
Scope Change £m £m £m £m £m £m £m
At 1 April 2015 44.9 1.0 2.6 0.7 - 2.7 51.9
2016 costs 37.4 7.3 4.0 1.1 - 0.1 49.9
2016 recoveries (22.9) - - - - (2.8) (25.7)
At 31 March 2016 59.4 8.3 6.6 1.8 = = 76.1
2017 costs - 6.1 1.7 0.3 0.8 0.9 9.8
2017 recoveries (7.7) - (7.2) (3.0 - - (17.9)
At 31 March 2017 51.7 14.4 1.1 (0.9) 0.8 0.9 68.0

1 Markets in Financial Instruments Directive
2 Parliamentary Commission on Banking Standards
3 Senior Managers and Certification Regime: extension to all FSMA authorised persons

4 This relates to Claims Management (£0.3m), Packaged Retail Investment Product Review (£0.3m) and EU Benchmarks (£0.3m).

Group cash and cash equivalents

Oftheyear end cash position of £196.4m (2016: £232.2m), £13.3m (2016: £7.6m) was cash belonging to the PSR and
£46.4m (2016: £46.3m) relating to penalties collectedin 2016/17 which will be rebated to firmsin 2017/18 fees.

Penalties collected on behalf of the Exchequer

Penalties of £189.2m (2016: £877.2m) were collected, of which £148.7m (2016: £843.1m) were paid to the Exchequer.
No penalties were issued for the PSR.

Principal risks and uncertainties

Forboth the FCAand the PSR, the mostimportant riskis the failure to meet their respective statutory objectives.
Delivery of their statutory objectives relies not only on their ability to influence the culture and conduct of the
industry they regulate but also on their owninternal operational environment and performance.

FCA External Regulatoryrisk: Thisis therisk tothe FCA's three operational objectives arising from the activities

and conduct of the firms and markets the FCA regulates, which could cause markets not to workin the interest of
consumers, harmtheintegrity of the financial system or leave consumers with aninadequate degree of protection.
The FCA's key externalrisks andissues are set outin more detailin the FCA's Business Plan 2017/18, which
incorporates the Risk Outlook. The FCAis focused ontakinga strategic approach to risk, placingemphasis on sector
and market-wide analysis. This puts the FCAin a strong position to prioritise its resources and effortsin order to
mitigate those risks.

The FCA's business plan sets out the mostimportantissuesin each of the sectors as well as six cross-sector
priorities as follows:

« Firms'culture and governance —promoting the right cultures, behaviours and effective governance and effective
governance across theindustry to preventharm

« Financial crime and anti-money laundering —seeking to make the UK financial system a hostile environment for
criminalmoney

« Promoting competition andinnovation—looking to sustain a regulatory environment where consumers and firms can
grasp the opportunities of competition while maintaining consumer protection and marketintegrity

« Technological change and resilience —aiming to ensure that new technologies are safely adopted and existing
technology and systems become more resilient, thus safeguarding consumers and markets, and building confidencein
the effectiveness of financial technology.
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« Treatment of existing customers—pursuing furtherimprovementsin competition and the basic standards afforded to
consumers

« Consumer vulnerability and access to financial services —seeking fair treatment for consumers

PSR External Regulatory risk

The PSR's key externalriskis that payment systems will not work well for the people and organisations that use them.
The PSR's key risks are set out below:

« Payment systemsare not open, transparent and accessible
« Payment systems are not fast, easy to use, secure, reliable and do not provide value for money
« Payment systems are notresponsive to current and future needs and do not promote innovation and competition

« Noimprovementinthe representation of the people and organisations that rely on services provided by payments
systems

« Payments systems do not functioninthe bestinterests of the people and organisations that use themand the services
they support

« Consumers are not satisfied with the quality and outcomes of the PSR's work

FCA and PSR: Key environmental and operational risks

Environmental risks: which include risks associated with the operating environment for the FCAand the PSR —=in
particular, political, legislative or socio-demographic change. Whilstitis set outin statute that both the FCAand the
PSR are operationallyindependent organisations, they remain subject to changes inlegislation and scope by the UK
Governmentthat can ultimately affect the size, activities and complexity of both organisations. The Government's
decisionto trigger Article 50, settingin train the UK leaving the European Union, may impact the scope and scale of
the FCA's activities from April 2019.

Internal operational risks: Like any organisation, the FCA and PSR face significant operational risks which may result
in financialloss, disruption or both. For the FCA and PSR these risks are summarised below:

» Peoplerisks:includingrisks associated with the capacity of our staff to deliver our business plan and the changing
capability needs of the organisation such as cyber security and data analytics expertise, andrisks around staff morale
andengagement. The FCA and PSR continue to mitigate theserisks as part of their People Strategy;

« Governancerisks:includinginadequate dataand managementinformation or failed internal processes and controls.
Theintroduction of the Senior Manager & Certification Regime (SM&CR) internally aims to strengthen governance,
controls and decision making; and

« Systemsrisks: including the availability, resilience, recoverability and security of core IT systems. Cyber risk continues to
be a major focus for both organisations, with a significantincrease ininvestment, as we respond to the rapidly evolving
threatlevel.

Public confidence risk: which includes risks which could constrain the FCA's and PSR's ability to deliver against their
objectives, due to diminished levels of public trust, areduced ability to influence key stakeholders and/or areduction
inthe organisations’ credibility and standing as effective regulators. This could result from inappropriate judgements,
decisions and actions taken (or inaction) which may be perceived by stakeholders as inappropriate; inconsistent or
inaccurate messages being communicated externally; and clearly defining the FCA's and PSR's objectives and remit
sothat public expectations are set and managed appropriately.

Aswe have set outinthe Strategic Report, value for money is also a key area of focus for both organisations and we
will continue to embed our approach toit.
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Going concern and key financial risks

Thedirectors have considered the FCA's Business Plan 2017/18 and the key financial risks and uncertainties in
assessingthe FCA as a going concern as set out below:

1. Liquidityrisk: canbe assessed by looking at the following four key areas:

a. the FCA's currentliquidity positionreflects the fact thatit has been funding (i) cumulative scope change costs for
consumer credit (E51.7m) which are being recovered at circa £6.2m per annum:; and (i) capital expenditure over the
usefuleconomiclives of the assetsrather than whenthe expenditureisincurred. The carryingamount of assets as yet
unrecoveredthroughfeesis £104.5mat 31 March 2017

b. the triennial valuation of the FCA Pension Plan resulted in additional deficit funding costs to the FCA

c. theFCA'sstrongfee covenants are underpinned by the statutory powers grantedtoit toraise feestofunditsandthe
PSR'sregulatory activities. Of the firms on which the FCA currently levies its fees, the top 100 are responsible for 54.8%
ofthose fees (2016: 55.5%);

d. theFCAiscurrently well placed fromaliquidity perspective, with cash deposits of £179.9m at 31 March 2017 and an
available overdraft facility which has beenincreased from £50mto £150mto meet the costs for the move to Stratford.

2. Creditrisk:fallsinto two main categories:

a. thecollectionoffees fromthe financial servicesindustry: the FCAhas a strongrecord in terms of collecting fees with
bad debt experience averagingless than 0.2% of fees receivable over the last three years

b. theplacement of those fees as deposits with various counter-parties: the FCA only invests with financial institutions
that amongother things, meetits minimum credit rating as assigned by credit rating agencies. The FCA also spreadsits
deposits across a number of counter-parties to avoid the concentration of credit risk.

3. Significant Accounting Judgments and Key Sources of Estimate Uncertainty that have been considered by the
directors are the estimated useful economic lives of internally developed software and the assumptions underpinning
the pensiondeficit as set outinNote 13 to the Financial Statements.

Havingregard to the above, itis the directors’ opinion that the FCA is well placed to manage any possible future

funding requirements pertaining toits regulatory activity and has sufficient resources to continue its business for

the foreseeable future.

The directors therefore conclude that using the going concern basis is appropriate in preparingits financial

statements as there are no material uncertainties related to events or conditions that may cast significant doubt
about the FCA's ability to continue as a going concern.

By Order of the Board
S Pearce
Secretary

22 June 2017
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Chapter 10
Directors' report and Corporate
governance statement

Directors' report
The directors present theirreport for the year ended 31 March 2017.

The directors use the Strategic Report to explain how they have performed their duty to promote the success of the
Financial Conduct Authority (FCA) under section 172 of the Companies Act 2006.

Directors’ responsibilities in respect of the Annual Report and Accounts

The directors are responsible for preparing the Annual Report and the financial statementsin accordance with
applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have elected to prepare financial statementsin accordance with International Financial Reporting
Standards, as adopted by the European Union. The financial statements are required by law to give a true and fair
view of the state of affairs of the company and of the profit or loss of the company for that period. In preparing these
financial statements, the directors are required to:

« select suitable accounting policies and then apply them consistently
« makejudgements and estimates that are reasonable and prudent

- state whetherapplicable International Financial Reporting Standards, as adopted by the European Union, have been
followed and any material departures disclosed and explainedin the financial statements

« preparethe financial statements onthe going concernbasis, unlessitisinappropriate to presume that the company will
continueinbusiness

Thedirectors are responsible for keeping proper accounting records that show, with reasonable accuracy, the
company'’s financial position and enable them to ensure that the financial statements comply with the Companies
Act 2006. They are alsoresponsible for safeguarding the assets of the company and for taking reasonable steps to
prevent and detect fraud and otherirregularities.

As far asthe directors are aware:

« thereisnorelevant auditinformation of which the company's auditor is unaware

« thedirectorshave takenallthe steps they ought to make themselves aware of any relevant audit information and
establishthat the auditoris aware of that information

Thedirectors are responsible for maintaining and ensuring the integrity of the corporate and financial information

onthe company's website. UK legislation which applies to preparing and distributing financial statements may differ
from legislationin other jurisdictions.
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Qualifyingindemnity provisions

Qualifying third party indemnity provisions for the purposes of section 234 of the Companies Act 2006 were in force
during the course of the financial year ended 31 March 2017 and remainin force at the date of thisreport.

Auditor

The Financial Services and Markets Act 2000 (FSMA) requires the Company's accounts to be examined, certified and
reported on by the Comptroller and Auditor General. Accordingly the National Audit Office was auditor throughout
the year.

By Order of the Board

S Pearce

Secretary

22 June 2017
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Corporate governance statement for the year ended 31 March 2017

Introduction
This section of the report explains the Board's composition and governance structure. It also explains the Board's

role, its performance, ongoing professional development and succession planning.

We are anindependent public body, funded entirely by fees from the firms that we regulate. We are accountable to
the Treasury, whichis responsible for the UK's financial system, and to Parliament. The Financial Services and Markets
Act 2000 (FSMA), which defines our work and purpose, requires us to meet and consult with various stakeholders. We
work with consumer groups, trade associations and professional bodies, our statutory panels, domestic regulators,
EU legislators and a wide range of other stakeholders.

We are open and accountable to the public through our Annual Report and our Annual Public Meeting. We report
annually to the Treasury on how far we have met our regulatory objectives and are also subject to detailed scrutiny by
the Treasury Committee.

FSMArequires us tohaveregardto generally accepted principles of good corporate governance. Our Board is
committed to meeting high standards of corporate governance and this report sets out how we are governedinline

with the principles of the UK Corporate Governance Code (the Code). The Board considers that we comply with the
Code asfarasisappropriate.

The Role of the Board, Board committees and executive committees

The Boardis the FCA's governing body. It sets our strategic aims and ensures that we have the necessary financial
and human resources to allow us to meet our statutory objectives.

The Board'sroleincludes:

a. Decidingwhich mattersit should make decisions on, including exercising our legislative functions and other matters as
setoutinthe Schedule of Matters Reservedto the Board.

b. Makingstrategic decisions about our future operation.

c. Overseeingthe executive management of our day-to-day business.

d. Settingappropriate policies to manage risks to our operations and the achievement of our regulatory objectives.
e. Seekingregularassurance that our system of internal controlis effective in managingrisks.

f. Maintaininga sound system of financial control.

g. Takingspecific decisions thatare notincludedinthe Schedule of Matters Reserved to the Board, which the Board or
executive management consider are novel, contentious or so significant that they should take them.

h. Maintaining high-levelrelationships with other organisations and authorities. These include Government, the
Financial Services Compensation Scheme, the Financial Ombudsman Service, the Money Advice Service, the Bank of
England, the Prudential Regulation Authority, and the Consumer, Practitioner, Smaller Business Practitioner, Markets
Practitionerand Listing Authority Advisory Panels.

i. Establishingand maintaining the accountability for decisions made by committees of the Board and executive
management.

The Boardis supported by its principal committees, showninthe chart onthe next page. Membership of these
committeesis givenin Table 3.
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FCA Board

Remuneration External Risk Audit Nominations
Committee & Strategy Committee Committee Committee

Competition Decisions Regulatory Decisions
Committee Committee

Oversight Committee

Our website gives more details on our governance arrangements under '‘Corporate governance'. We provide details
of the committees' activities laterin thisreport.

Our executive committees play animportantrole in our overall corporate governance. The Executive Committeeis
chaired by the Chief Executive. Itis our most senior executive decision making body and discusses issues from across
the FCA. It oversees our strategy, direction and activity in general, including delivery of our annual Business Plan. It
monitors our direction and performance within the strategic framework set by the Board. The Executive Committee
comprises the Chief Executive, the Executive Director of Supervision —Investment, Wholesale and Specialists, the
Executive Director of Supervision—Retail and Authorisations, the Executive Director of Enforcement and Market
Oversight, the Executive Director of Strategy and Competition and the Chief Operating Officer. General Counsel and
the Director of Risk and Compliance Oversight attend in an advisory capacity.

Beneath the Executive Committee are a series of sub-committees. These include the:
« Executive Diversity Committee - whichleads our diversity and inclusion agenda

» Executive Operations Committee - which monitors our economic and efficient use of resources, operational risk
management, people strategy and culture and operational resilience

« Executive Regulatory Issues Committee - which takes decisions onregulatoryissues, such as firm, sector or product
specificissues

« Policy Steering Committee - which maintains oversight of our policy initiatives
The Senior Managers and Certification Regime (SM&CR), which came into force in March 2016, does not formally
apply tothe FCA. However, as best practice, we have set out a formal description of the core responsibilities of

members of our Board, Executive Committee and those carrying out Senior Management functions. Our website has
more details on how we apply the SM&CR to ourselves under 'About Us".

Members of our Board

FSMA sets out the requirements for the membership of our Board. The Board currently comprises;
+ the Chair and the Chief Executive appointed by the Treasury

» the Bank of England Deputy Governor for prudential regulation

« two non-executive directors appointedjointly by the Secretary of State and the Treasury

« one executive director and five non-executive directors appointed by the Treasury

Allnon-executive appointments adhere to the Code of Practice issued by the Office of the Commissioner for

Public Appointments.
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Table 1 gives the dates of Board members' appointments.

Table 1
Expiry of current term / date
Name Original appointment date membership ceased
Andrew Bailey*
1/07/16 30/06/21
Executive Director — Chief Executive
Catherine Bradley
2/08/14 1/08/17
Non-Executive Director
Amelia Fletcher?
1/04/13 31/03/19
Non-Executive Director
Bradley Fried
] . 1/04/16 31/03/19
Non-Executive Director
John Griffith-Jones
1/04/13 31/3/18
Chair
Baroness Hogg
1/04/16 31/03/19
Non-Executive Director
Ruth Kelly
1/04/16 31/03/19
Non-Executive Director
Tracey McDermott
. . . . . 1/04/13 30/06/16
Executive Director — Acting Chief Executive
Jane Platt?
1/04/13 31/03/19
Non-Executive Director
Nick Stace
1/04/17 31/03/20
Non-Executive Director
Sam Woods
Bank of England Deputy Governor for prudential 1/07/16 Not applicable
regulation
Christopher Woolard
. . . . 1/08/15 31/07/18
Executive Director — Director of Strategy & Competition

1 Andrew Bailey previously served as a non-executive director between 1 April 2013 and 30 June 2016 due to his former position as Bank of England Deputy Governor

for prudential regulation.

2 Reappointed for an additional three-year term from 1 April 2016.

John Griffith-Jones and Andrew Bailey were appointed as Chair and Chief Executive respectively, each for a term of
five years. All other directors were initially appointed for terms of three years. Amelia Fletcher and Jane Platt were
eachre-appointed for a further term of three years with effect from 1 April 2016.

During thereporting period the Board's membership changed as follows:

« Tracey McDermottwas acting Chief Executive untila permanent successor was in post. Ms McDermott left the Board on
30June 2016

« Andrew Bailey was appointed Chief Executive on 1 July 2016

« Sam Woods was appointed to the Board on 1 July 2016 due to his position as the Bank of England Deputy Governor for
prudentialregulation, in accordance with the requirements of FSMA

» Nick Stace was appointed as a non-executive director with effect from 1 April 2017.
A majority of Board members are non-executive directors (NEDs) and bring extensive and varied experience to the
Board and Committees. Baroness Hogg was appointed Senior Independent Director (SID) with effect from

1 April 2016.

The Boardwants to ensureit has a diverse membership. It pays particular attentionin the recruitment process
toensureithas avariety of members with the appropriate balance of relevant skills and experience. Our female
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membershipis above the 33% target figure for the boards of UKFTSE 350 companies as proposed by the Hampton-

Alexander review.

The executive members of the Board have continuous employment contracts with the FCA, subject to the following
notice periods (as set outintable 2):

Table 2
Director Notice period
Andrew Bailey 6 months
Christopher Woolard 6 months

Details of committee membership during the year can be foundin table 3.

Table 3

Audit Committee
Ruth Kelly (Chair)

External Risk and
Strategy Committee
Jane Platt (Chair)

Remuneration
Committee
Baroness Hogg (Chair)

Oversight Committee
John Griffith-Jones
(Chair)

Nominations
Committee

John Griffith-Jones
(Chair)

Catherine Bradley

Amelia Fletcher

John Griffith-Jones

Catherine Bradley

Catherine Bradley

Bradley Fried Ruth Kelly Amelia Fletcher Baroness Hogg Amelia Fletcher

Jane Platt Bradley Fried Christopher Woolard Bradley Fried
Ruth Kelly
Baroness Hogg
Jane Platt

Board meetings and activities of the Board

Thereis acleardivision of responsibility between the running of the Board and the executive running of the
organisation. John Griffith-Jones, as Chair, leads the Board and ensures its effectiveness, while the Chief Executive
isresponsible forimplementing the strategy agreed by the Board, the leadership of the organisation and managing it
within the authorities delegated by the Board.

The Board has aformal schedule of mattersreservedtoit, and meetsregularly in order to discharge its duties
effectively. It held eleven scheduled meetings during the year, including a two-day strategy meeting, and held three

additional meetings to deal with specific matters which required attention between the scheduled meetings.

The Board committees also met frequently during the year.
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Table 4 provides details of allthe Board and committee meetings and attendance.

Table 4
Scheduled | Additional External Risk
Board Board Remuneration | Nominations | Audit and Strategy | Oversight
Name Meetings Meetings' | Committee Committee |Committee |Committee |Committee
Andrew Bailey 11/11 3/3
Catherine Bradley 10/11 3/3 6/6 4/4 6/6
Amelia Fletcher 11/11 1/3 6/6 4/6 4/4
Bradley Fried 11/11 3/3 5/6 5/6 3/4
Baroness Hogg 9/11 2/3 5/6 6/6 6/6
John Griffith-Jones 11/11 3/3 6/6 6/6 6/6
Tracey McDermott 3/3 2/2
Jane Platt 9/11 3/3 5/6 4/4 4/4
Ruth Kelly 8/11 3/3 5/6 4/4 3/4
Sam Woods 7/8 0/1
Christopher Woolard 11/11 3/3 6/6

1 Additional to those scheduled at the start of the year.

During the year, the non-executive directors met privately, both with and without the Chair and without members of
the executive present.

The Chairand Company Secretary ensure that the Board's agendas reflect our priorities and review papers before
they are circulated to members to ensure that information is accurate and clear. Papers for Board and committee
meetings are normally circulated one week before meetings.

Committee chairsreport to the Board after each committee meeting.

Board members rigorously challenge each other on strategy, performance, responsibility and accountability to
ensure that the Board's decisions are robust.

The Board addressed many issues during the year. The principal areas of activity included:

Strategy and Policy
« approvingthe Mission statement

« reviewing market studies and analysis, including Sector Views

« approvingthe strategy and business plan

« approving major policy initiatives, such as the PPl deadline and campaign and capping pension early exit charges
« assessing the potentialimpact of the UK's withdrawal from the EU

« monitoring the progress of the Financial Advice Market Review

« approvingthe FCA's communications strategy

« approvingandissuingrules and guidance

Governance
« reviewingthe application of the Senior Managers and Certification Regime to the FCA

« implementing recommendations of the Board effectiveness review

« reviewingthe governance arrangements of the FCAand the PSR

reviewing the terms of reference of the Board committees

« approving major expenditure
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Monitoring performance
» reviewingthe financial performance of the organisation, the achievement of its statutory objectives and progress
againstits business plan

« approvingits 2017/18 budget and fee allocation
« approvingthe AnnualReportand Accounts

« reviewing the financial performance and approving the budget and business plans of the Payment Systems Regulator,
Financial Ombudsman Service, Money Advice Service and the Financial Services Compensation Scheme.

« assessingthe outcomes of external surveys of the FCA's performance
« consideringthe annualreport of the Complaints Commissioner

Internal controland risk management
« discussing significantand emergingrisks

- reviewingthe effectiveness of internal controland risk management systems
» reviewinglessons-learnedreviews

More detail of the Board's activities during the year can be found in the minutes of Board meetings which are
published on our website.

Company Secretary and independent advice

Eachdirector has access to the advice and services of the Company Secretary, who advises the Board on all
corporate governance matters and ensures the Board follows appropriate procedures. The Company Secretary is
alsoresponsible for providing access to external professional advice for directors, if required.

Ingeneralunder FSMA, the FCA has the benefit of an exemption from liability in damages for anything done or
omittedinrelation to the exercise or purported exercise of its statutory functions, provided that such acts or
omissions are in good faith. Thisis supplemented with indemnities given by the FCA for the protection of
individual employees, including directors. Accordingly, the FCA does not currently purchase Directors and Officers
Liability Insurance.

Succession

The Board considers that all of the non-executive directors bring strongindependent oversight and continue to
demonstrate independence. However, the Board recognises the recommended term within the Code and is mindful
of the need for suitable succession.

Succession planning remains a key agenda item for the Board and through its Nominations Committeeis able to
monitor the skills and experience of Board members and identify where gaps exists to facilitate engagement with the
Treasury on future appointments.

Boardinduction and training

Onjoining the Board, Directors are given background information describing the FCA and our activities. They

are given aninduction pack which includes information on our governance arrangements, the Board's roles and
responsibilities, its committees and officers and other relevant information. We also arrange structured meetings
with arange of key people across the FCA to ensure directors have a thorough induction.

Members of the Board also receive ongoing professional development briefings onrelevantissues. During the year
the Chairman met with the non-executive directors to review their performance.
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The Board programme includes regular briefings from management and informal meetings which increase the
non-executive directors’' understanding of the business and the sector.

Board effectiveness review

Externalreviews of Board effectiveness are commissioned every two years. The last external review was undertaken
inJune 2015 and the findings reportedin the 2015/16 Annual Report. Accordingly in March 2017, the Board agreed to
undertake a further review in the summer of 2017.

Ininterveningyears the Board conductsinternal effectiveness reviews. The lastinternal review was undertakenin 2016.

Conflicts of interests

Alldirectors are required to declare relevantinterests and where any potential conflict of interest arose during the
year the Board took appropriate steps to manage it. The Company Secretary maintains aregister of interests.

Board Committees

Audit Committee

The Audit Committeeis responsible for reviewing and providing assurance to the Board on certain mattersincluding
the effectiveness of ourinternal controls, our operational risk management framework and mitigation strategies, the
integrity of the financial statements in the annual accounts and the statements that relate to financial controls and
operational risk! and for oversight of the external audit process.

The Audit Committee consists entirely of non-executive directors.

During 2016/17, the Audit Committee dischargedits responsibilities and, in doing so, considered the following:

« FCA'sfinancial policies

- identification of operational risks, including financial management risks, information systems risk and people risks and
management's mitigation of these risks

« Internal Audit's three-year plan

« quarterlyreportsfrom Internal Audit

« commissioning anindependent review of the organisation's Internal Audit function
« the NAO's audit strategy for the financial year

- theintegrity of the financial statements

- financial reportingjudgements and disclosure issues

« the Annual Reportand Accounts and the Corporate Governance Statement

« the FCAchair's expenses

« riskand control self-assessments from directors

« annualreportoninternalrisk reviews by the Risk and Compliance Oversight Division
« pensionplanarrangements

1 Further information on the principal risks and uncertainties facing the FCA can be found in the Group financial overview (Chapter 9).
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« keyinformation about technology projects
« potentialandactuallitigation againstthe FCA
« completion of actions arising from the Davis Review

The Audit Committee also oversaw the FCA's relationship with the external auditor. Information on fees paid to the
auditoris given onpage 112;

The Board's statement below gives more information oninternal controls. The Committee has assureditself that the
financial statements give a true and fair view and have been prepared with integrity.

Inadditionto thereportinthe Annual Report on the activities of the Committee, the Audit Committee chair provided
anupdate after each committee meeting to the subsequent board meeting.

The Audit Committee met on four occasions during the year. The Chief Operating Officer and the Executive Director
of Supervision - Investment, Wholesale & Specialists Division, the Executive Director of Strategy and Competition
and the Human Resources Director all attended at least one session. The Director of Internal Audit, the Director of
Risk Compliance and Oversight and the Director —Financial Audit from the National Audit Office (NAO) attended
each of the meetings. The Chair of the Board and the Chief Executive also attended meetings by invitation and
relevant members of staff are also invited to attend for relevantitems.

The Audit Committee held private sessions with the Director of Internal Audit, the Director of Risk and Compliance
Oversight and external auditors during the year without management present. The committee also held private
sessions onits own without management present.

Information on the committee’'s membership can be foundin Table 3 and details of its members' attendance at
meetings can be foundin Table 4.

Internal controls

Theinternal control frameworkis animportant part of our governance arrangements. It is designed to provide
reasonable but not absolute assurance about the effectiveness of the control environment, to manage rather than
eliminate risks to our statutory objectives.

The Boardis satisfied that the internal control framework is broadly appropriate for the business and was assured that
a soundrisk management framework and internal controls have been maintained during the year. However, the Board
recognises that the risks facing the organisation are not static. Throughout the year, the Board observed the internal
control framework adapting accordingly and improving, including the embedding of the risk and control
self-assessment process.

Operationalrisks are overseen by the Audit Committee and externalregulatory risks by the External Risk and Strategy
Committee. The Board's policy oninternal controls and risk managementincludes established processes and
procedures foridentifying, evaluatingand managing significant risks. The Audit Committee reported atleast quarterly
tothe Board oninternal controls and operational risk management. The Audit Committee received regular reports from
managers on financial and operational controls and the risk management systems. It also received and reviewed reports
from the Director of Internal Audit which summarised work undertaken, findings and actions by management.

Key features of the internal control framework included the following:

« Riskreporting that highlighted the key operational and external risks faced. This supported discussion on the best course
of action to mitigate the key risks and helped senior managers make decisions on priorities and resource allocation. The
Executive Committee and the Executive Operations Committee regularly reviewed these reports and their views were
reported to the Audit Committee.

« Areview of the framework of controls to mitigate the key operationaland externalrisks faced.

+ Internal Audit providedindependent assurance about the effectiveness of risk management and controls to the FCA
Boardand management.
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« The Audit Universe, which contained allthe FCA's activities, systems and projects that contribute to managing our risks.
Internal Audit assessed each unit within the Universe to support the prioritisation of reviews. Internal Audit periodically
reviewed the Audit Universe and priorities, considering factors including risk and how business critical and significant
theywere.

« Clearreportinglines and delegated authorities, which were reviewed on aregular basis.

« Theexternalaudit, includinginterim and final audit, which provided assurance about financial controls to the Board and
senior management.

» Clearsegregationbetweenthe FCA'sregulatory functionand the internal treasury function to avoid either endorsing or
criticising any financialinstitution throughinvestment activities.

« Ensuringappropriate policies and procedures were includedin the staff handbook.

Directors and senior managers regularly communicated their commitment to maintaining an appropriate control
culture across the FCAto all staff.

External Risk and Strategy Committee

The External Risk and Strategy Committee has responsibility for the review and oversight of the external risks? to
the FCA achievingits statutory objectives, the executive's appetite for suchrisks and the suitability of the scope and
coverage of the mitigation used to reduce the potentialimpact of such risks.

The Committeeis alsoresponsible for the effective operation of the Regulatory Decisions Committee (RDC). The
External Risk and Strategy Committee consists entirely of non-executive directors.

To meetitsresponsibilities, the Committee received regular reports from the Director of Risk and Compliance
Oversight, Director of Internal Audit and the Chair of the RDC. The Committee sought assurance fromthe FCA

executive and actively pursued open dialogue with the executive to ensure that:

a. themajorexternalrisks tothe FCA's statutory objectives from the financial markets that we regulate were identified
and prioritised appropriately

b. mitigation strategies werein place to address these risks and that the scope and coverage of these strategies
supportedthe delivery ofthe FCA's outcomes

Duringthe year, as part ofits responsibilities, the Committee:
« consideredreviewsinto the following areas:
« theimpact of zero and negative interest rates on consumers and business models
« managingtherisks of some debt management companies failing to get authorisation
+ supervision monitoring of externalrisk
« ringfencing of retail banks
+ organisationalrisk tolerance
» prudentialregulation
» the potentialimpact of the UK's withdrawal from the EU

« reviewedthe development of house and sector views

2 Further information on the principal risks and uncertainties facing the FCA can be found in the Group financial overview (Chapter 9).
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« receivedregularreports fromthe RDC on operational performance, resources andrisk

» engagedwiththe FCA's panelsin a structured way

« considered gaps and cross-cuttingrisks based on the work of the Risk and Compliance Oversight Division

« reviewed progress of the programme to move the FCA's offices to the International Quarter, Londonin Stratford

The Committee also reviewedits report forinclusionin the FCA's Annual Report about risks to the environmentin
whichthe FCAregulates. Aswellas producing areportinthe Annual Report onits activities, the chair of the External
Risk and Strategy Committee provided an update after each meeting to the next Board meeting.

The Committee met onfour occasions during the year. Five meetings have been scheduled for 2017/18 to coincide
with therisk reporting cycle for the year

The Chief Operating Officer and latterly the Acting Chief Operating Officer attended one and two sessions
respectively with the Committee. The Director of Risk and Compliance Oversight attended each of the Committee's
meetings at the Chair's request with the Director of Internal Audit attending all but one.

The Chair of the Board also attended by invitation. Other expert members of staff were also invited to attend
relevantitems.

Private sessions were held with the Director of Risk and Compliance Oversight during the year without management
present. The Committee also held private sessions onits own without management present.

Information on the Committee's membership can be foundin Table 3 andis also available on our website and details
ofits members' attendance at meetings can be foundin Table 4.

Oversight Committee

The Oversight Committee provides support and advice to the Board onits relationship with the Money Advice
Service (MAS) and Financial Ombudsman Service andits obligations for both under FSMA.

During the year, the Committee met on six occasions and met with key individuals from both organisations.

Akey duty of the Committee was to review and challenge the basis of preparation, and underlying assumptions

of each organisation’'s annual budget and business plan. The Committee also sought to ensure that the FCA
maintained good and effective working relationships with both organisations to ensure matters of mutual interest
were identified, discussed and acted on. Therefore, aregular feature of the Committee's discussions with the MAS
included updates on developments regarding the government's announcementin 2016 to create a new single
financial guidance body. The Financial Ombudsman Service reported regularly to the Committee onits complaint
caseloads, includinginrelation to payment protection insurance.

Nominations Committee

The Nominations Committee is responsible for making recommendations for maintaining an appropriate balance of
skills on the Board to ensure we maintain our ability to meet our statutory objectives.

During the year, the committee met on six occasions and, among other things, considered executive membership on
the FCA Board and objectives for the Chairman, Chief Executive and Company Secretary for 2017/18.
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Regulatory Decisions Committee

The Regulatory Decisions Committee (RDC) makes the final decisions on behalf of the FCA on certain regulatory
matters.

The External Risk & Strategy Committee received quarterly reports from the RDC Chair, who also attended the
meetings to discuss significant mattersinthose reports.

The RDCisindependent of the division of the FCA that has conducted an investigation or considered an application
forauthorisation.

The Committee's membersrepresent the publicinterest and are appointed to use their experience and expertisein
financial services to decide how we should use particular authorisation, supervisory and enforcement powers. These
include the power to stop firms or individuals providing regulated financial services and levying fines for breaches of
ourrules andlegal requirements.

The RDC becomesinvolved after the relevant division of the FCA has concluded thatitis appropriate for us to use
particular powers against a firm or individual. The division submits its proposal and the supporting evidence to the
RDC. The RDC willreview the evidence and, in most cases, seek the views of the relevant firm or individual before
comingto adecision.

RDC members are selected for their experience of makingindependent evidence-based decisions, working in senior
and expert positions in financial services, and/or their knowledge and understanding of consumers and other users of
financial services. This range of skills and experience is intended to achieve fairness and enhance the objectivity and
balance of the FCA's decision-making and help improve consistency across sectors and cases.

The RDC's separate annual review of its activities for 2016/17 can be found in Appendix 2 of thisreport.

Competition Decisions Committee

The Competition Decisions Committee (CDC) is acommittee of the Board comprising three persons appointed from
the CDC Panel. The CDC acts as the decision-maker in Competition Act 1998 investigations on behalf of the FCA.
Thisincludes decisions on whether there has been a competition law infringement, whether toimpose a financial
penalty foraninfringement and any directions to be given. No CDC has yet been appointed.

The CDC Panelwas establishedin 2015. Panel members have attended two training sessions during the year.

Remuneration Committee

The Remuneration Committee is responsible for ensuring there is aformal and transparent procedure for developing
policy on executive remuneration and for agreeing the remuneration packages of individual executive board
members and senior executives. The Committeeis alsoresponsible forrecommending to the Board the annual
budget for pay and incentive awards and also the remuneration of members of associated bodies (such as the Money
Advice Service, the Financial Ombudsman Service and the Consumer Panel). During the year, the Committee met on
seven occasions.

The Remuneration Committee consists solely of non-executive directors.

Information on the committee’'s membership can be foundin Table 3 and on our website and details of its members'
attendance at meetings can be foundin Table 4.

The terms of reference for each committee are available on our website at www.fca.org.uk/your-fca/documents/
corporate-governance.
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Remuneration report

Remuneration Principles

The FCA'sremuneration principles are to attract and retain high calibre individuals and to provide them with clear
objectives that are focused on results and behaviours clearly aligned with the FCA's cultural characteristics. Pay and
incentives are differentiated based on performance and moderated across the organisation.

The total remuneration package, whichis common to all FCA employees, comprises:

» basicpensionable salary

eligibility to be considered for performance-related pay

- additional flexible benefits

« anon-contributory defined contribution pension

The Remuneration Committee determined the remuneration of the executive board members and senior
executives. To help with this, the Committee received information on, and assessment of, their individual
performance. Performance was measured against the achievement of the collective objectives by reference to
the Business Plan, the objectives relating to the directors' individual areas of responsibility and assessment of their
leadership abilities.

Duringthe year, as part ofits responsibilities, the Committee:

- agreedthe objectives of executive board members and senior executives (before responsibility for this was passed to
the Nominations Committee)

« reviewedthe disclosure of remunerationinthe Annual Report

- consideredthe fees payable to directors of associated organisations (such as the Money Advice Service) and members
of otherbodies such as the statutory panels

« consideredthe FCA's policy on paymentstoleavingemployees
+ agreedthe pay andincentive award budget for the year and the overall policy onremuneration

« consideredthe FCA's policy inrespect of pension arrangements for employees who have met the lifetime allowance or
the taperedallowance.

Remuneration focus for 2016/17

There were no changes to the remuneration strategy this year. We continued to focus on rewarding those who:
« demonstrate successfuland consistent delivery against objectives
« make a significant overall contribution to the FCA's goals

« demonstrate the values and behaviours that the FCA expects and requires.

2016/17 Remuneration review

Allsalaryincreases andincentive awards for staffin 2016/17 were a matter for management judgement against
the FCA's common set of performance standards. The aim has beento ensure that members of staff, at alllevels,
received appropriate recognition for their performance. Abudget of 1% was made available for salary increases,
supplemented by an additional 0.5% to address anomalies, resulting in 68% of allemployees receiving a pay award.
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The budget forincentive awards was set at 15% of salaries. Of the employees eligible to be considered for an
incentive award, 93% received an incentive award of varyingamounts as detailed in Table 5.

Table 5

Bonus percentage received Percentage of workforce who received a bonus
0% 7%

0.1% - 5% 1%

5.1%-9.9% 8%

10% - 14.9% 41%

15% - 19.9% 21%

20% - 24.9% 18%

25%-29.9% 3%

30% - 34.9% 1%

In considering executive remuneration, the Remuneration Committee took advice from the Director of Human
Resources, otherrelevant staff and market data from Willis Towers Watson, its external consultants.

Basic pensionable salary

During the year, salaries of executive board members and senior executives were reviewed inline with the

policy. When making decisions on base salary, the Remuneration Committee was mindful of the importance of
remuneration packages being sufficient to retain staff while awarding any salary increasesin aresponsible manner,
ensuring careful use of the FCA's resources.

Performance related pay

During the period under review, from 1 April 2016 to 31 March 2017, the executive board members and senior
executives were eligible to be considered for a performance-related award up to a maximum of 35% of average base
salary applying during the previous year. Non-executive directors were not eligible to be considered for an award.

Other benefits

A sumwas available for the Chair and each executive board member which could be spent against a range of benefits.
This sumisincludedin'other benefits'in the remuneration table. While acting as Chief Executive, Tracey McDermott
alsohad accesstoacaranddriverand the value of this benefitisincludedin 'other benefits'in the remuneration
table. The current Chief Executive has elected not to use a car and driver.

Pensions

The FCA Pension Plan (the Plan) has two sections, both of which are non-contributory; a defined benefits section
(closed tonew entrants and any future accruals) and a defined contribution section. John Griffith-Jones and Andrew
Bailey are not members of the Plan but both were entitled to receive a non-pensionable supplementinstead.
Christopher Woolard is a member of the Plan. The sums paid to the Chair and each of the executive directors are
shown inthe remuneration table.

Furtherinformation about the Planis set outin Note 13 to the Financial Statements.
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The table below sets out the remuneration paid or payable to any person that served as a Director during the years
ending 31 March 2017 and 2016. The remuneration figures shown are for the period served as Directors.

Total FCA
Remuneration
Performance- (excluding Total FCA
Basic salary related pay Other benefits pension) Pension Remuneration

2017 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016

£'000 £000| £'000 £000| €000 £000| £'000 £000| €£'000 £'000| €£000 £'000
Chairman
John Griffith- 170 170 = - 3 2 173 172 20 20 193 192
Jones 16
Executive Directors
Andrew Bailey 330 - 65 - 24 - 419 - 30 - 449 -
2,6
Tracey 284 376 11 75 37 74 332 525 35 45 367 570
McDermott?
Christopher 300 200 50 41 29 19 379 260 30 26 409 286
Woolard*®

Group Fee Paid FCA Fee Paid
Non-Executive Directors 2017 2016 2017 2016
£'000 £'000 £'000 £'000

Andrew Bailey® > - = -
Bradley Fried® 42 - 35 -
Amelia Fletcher® 42 35 35 35
Baroness Hogg®”’ 65 - 65 -
Jane Platt>® 45 38 45 38
Catherine Bradley 35 35 35 35
Ruth Kelly** 45 - 45 -
Sam Woods *° = - = -

Notes
Chairman

1. John Griffith-Jonesis not amember of the FCA Pension Plan and received a non-pensionable supplementinlieu of
pension contributions. This amountisincluded under 'Pension’in the table above.

Executive directors of the FCA

2. Andrew Bailey was appointed Chief Executive of the FCAon 1 July 2016 and accordingly ceased to be anon-executive
director. Andrew's full-year salary is £440,000 per annum. Andrew was awarded a performance bonus of £65,000for 2017,
of which £26,000 (40%) was paidin March 2017. The remaining £39,000 (60%) has been held in deferment and will be paid
with the approval of the Remuneration Committeein March 2018. Andrew received a non-pensionable supplementinlieu
of pension contributions of £30,000 paidin cash. Thisamountisincluded under 'Pension’inthe table above.

3. Tracey McDermott was appointed acting Chief Executive on 13 September 2015 and continued until 30 June 2016.
Tracey's full-year equivalent salary increased from £300,000 to £430,000 per annumon 1 September 2015 for a period
of 12 months. Her salary decreased to £300,000in September 2016 whilst Tracey remained on contract withthe FCA
until 31 December 2016. Includedin Tracey's '‘Other benefits'is anamount of £19,822 being the value of the taxable
benefit-in-kind for the provision of a car and driver from 1 April 2016 to 16 May 2016 in her role as acting Chief Executive.
The carwasalso available as a pool car for all FCA directors to use for non-taxable business travel.
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4. Christopher Woolard was appointed to the FCABoard on 1 August 2015. Christopher's full-year salary for year ending
2016 was £300,000 per annum. Christopheris amember of the FCA Pension Plan, he chooses to have £10,000 of
the employer pension contribution paidinto the Pension Plan, the remaining employer contributionis paid as anon-
pensionable cash supplement. The amountisincluded under "Pension’in the table above.

Non-executive directors of the FCA

5. Inaccordance withFSMA, the Treasuryisresponsible for determining the remuneration of non-executive directors. The
fee for non-executive directors remains unchanged at £35,000 per annum for 2017. An additional fee of £10,000 per
annumis payable to any non-executive director who has been appointed to chair acommittee of the Board. An additional
fee of £20,000is payable to the Chair of FCA Pension Plan Trustee Limited, the trustee of the FCA Pension Plan.

6. AmeliaFletcherandBradley Friedreceived a separate fee of £6,875 for their role onthe PSR Board. John Griffith-Jones,
Christopher Woolard and Andrew Bailey, who was appointed as a non-executive director of the PSR on 1 July 2016,

received no separate fee for their respective roles onthe PSR Board.

7. BaronessHoggwas appointedas anon-executive director of the FCA, Chair of the Remuneration Committee and
Chair of FCA Pension Plan Trustee Limited on 1 April 2016.

8. JanePlatt'sfeeswere paidto her primary employer, National Savings and Investments, whilst employed there. From
1 September 2016 Janereceived her fees directly fromthe FCA. Jane was appointed Chair of the External Risk and
Strategy Committee on 1 January 2016.

9. RuthKellywasappointed as a non-executive director and Chair of the Audit Committee on 1 April 2016.

10.Sam Woods was appointed as the Deputy Governor of the Bank of England for prudential regulation on 1 July 2016 and
therefore became a non-executive of the FCAin accordance with FSMA. Sam does not receive afee fromthe FCA.

Fair pay disclosure (audited)

Group Parent Company
2017 2016 2017 2016
Highest-paid Director's total remuneration* £536,553 £598,175 £536,553 £598,175
Median remuneration of total workforce £64,984 £65,014 £64,785 £64,897
Ratio (to total workforce) 8.3 9.2 8.3 9.2
Number of employees paid in excess of highest-paid Director Nil Nil Nil Nil

1 The difference between the total remuneration of the highest-paid director for the purposes of this disclosure and the total remuneration (excluding pension) as set out in
the directors' remuneration table is that the directors' remuneration table includes actual amounts paid, whilst the remuneration ratio is a calculation of full year equivalent
remuneration.

The Accounts Direction from the Treasury, in accordance with Schedule 1ZA, paragraph 14(1) of FSMA, requires
the FCAto disclose the relationship between the remuneration of the highest-paid director and the median
remuneration of the organisation’'s total workforce for 2017 and 2016.

Theremunerationratio represents the difference between the highest-paid director and the median full-time
equivalent annualised remuneration of the total workforce at the reporting period end date (excluding the highest-

paid director) expressed as a multiple. Definitions are below:

« Remunerationis totalremunerationandincludes salary, performance-related pay and benefits, whether monetary or
in-kind. It does notinclude severance payments or employer pension contributions.

« Totalworkforceincludes employees, temporary staff, contractors and other short-termresource.

The median pay calculations reflect the FCA as a stand-alone entity ('FCA Parent Company') and the consolidated
positionincluding the PSR ('Group').
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The Chief Executive of the FCA was the highest-paid director for 2017 and 2016. The reason for the fallin total
remunerationis due to the fact that the previous yearincluded the benefit of car and driver which the current Chief
Executive has elected notto use.

Excluding the highest-paid director, remunerationranged from £19,250to £440,000 (2016: £21,448 to £582,359).

In 2017 no employees (2016, nil) received remuneration in excess of the highest-paid director.
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The Board of the FCA

John Griffith-Jones Andrew Bailey Catherine Bradley
Chair Chief Executive Non-executive Director

Amelia Fletcher OBE Bradley Fried Baroness Sarah Hogg
Non-executive Director Non-executive Director Non-executive Director

Ruth Kelly Jane Platt Nick Stace
Non-executive Director Non-executive Director Non-executive Director

(Appointed with effect from 1 April 2017)

Sam Woods Christopher Woolard Simon Pearce
Non-executive Director Executive Director Company Secretary
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Company Number 01920623

THE CERTIFICATE AND REPORT OF THE COMPTROLLER AND AUDITOR GENERAL TO THE
HOUSES OF PARLIAMENT

| certify that | have audited the financial statements of the Financial Conduct Authority for the year ended 31 March
2017 under the Financial Services and Markets Act 2000. The financial statements comprise: the Group and Parent
Statements of Comprehensive Income, Financial Position, Cash Flows, Changesin Equity; and the related notes. The
financial reporting framework that has been appliedin their preparationis applicable law and International Financial
Reporting Standards as adopted by the European Union. I have also audited the information in the Remuneration
Reportthatis describedinthatreportashavingbeen audited.

Respectiveresponsibilities of the Directors and auditor

As explained more fully in the Statement of Directors’ Responsibilities, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. My responsibility

is to audit, certify and report on the financial statements in accordance with the Financial Services and Markets Act
2000. | conducted my audit in accordance with International Standards on Auditing (UK and Ireland). Those standards
reqguire me and my staff to comply with the Auditing Practices Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

Anauditinvolves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
givereasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error. Thisincludes an assessment of: whether the accounting policies are appropriate to the group's and
the Financial Conduct Authority's circumstances and have been consistently applied and adequately disclosed;
thereasonableness of significant accounting estimates made by the Financial Conduct Authority; and the overall
presentation of the financial statements.

Inaddition | read all the financial and non-financialinformation in the Annual Report to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently materially
incorrect based on, or materially inconsistent with, the knowledge acquired by me in the course of performing the
audit. If Ibecome aware of any apparent material misstatements orinconsistencies | consider the implications for my
certificate.

lam required to obtain evidence sufficient to give reasonable assurance that the expenditure andincome recorded

inthe financial statements have been applied to the purposesintended by Parliament and the financial transactions
recorded in the financial statements conform to the authorities which govern them.
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Opinion onregularity

In my opinion, in allmaterial respects the expenditure and income recorded in the financial statements have been
appliedtothe purposesintended by Parliament and the financial transactions recorded in the financial statements
conform to the authorities which govern them.

Opinion on financial statements
In my opinion:

« thefinancial statements give a true and fair view of the state of the group's and of the Financial Conduct Authority's
affairsasat 31 March 2017 and of the group's and the parent's surplus for the year then ended; and

« thefinancial statements have been properly preparedin accordance with International Financial Reporting Standards as
adopted by European Union;

» thefinancial statements have been properly preparedin accordance with the Companies Act 2006 and HM Treasury
directions made under the Financial Services and Markets Act 2000.

Opinion on other matters
Inmy opinion:

« theparts ofthe Remuneration Report to be audited have been properly preparedin accordance with HM Treasury
directions made under the Financial Services and Markets Act 2000;

» theinformation giveninthe Strategic Report and the Directors' Report for the financial year for which the financial
statements are preparedis consistent with the financial statements and these reports have been preparedin

accordance with the applicable legal requirements; and

- inlight of the knowledge and understanding of the group and the company andits environment obtainedin the course of
the audit, | have notidentified any material misstatementsinthe Strategic Report or the Directors'Report.

Matters on which I report by exception
I have nothing to reportinrespect of the following matters which I report to youif, in my opinion:

» adequate accountingrecords have notbeen kept or returns adequate for my audit have not been received from
branches notvisited by my staff; or

« thefinancial statements and the part of the Remuneration Report to be audited are notinagreement with the
accountingrecords andreturns; or

« Ihave notreceivedall of the information and explanations | require for my audit; or
+ the Governance Statement does not reflect compliance with relevant guidance.

Report

| have no observations to make on these financial statements.

Sir Amyas C E Morse Date: 27 June 2017
Comptroller and Auditor General

National Audit Office, 157-197 Buckingham Palace Road
Victoria, London, SW1W 9SP
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Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m
Income
Feeincome 4 554.1 545.2 543.9 517.1
Otherincome 20.8 34.8 22.4 36.5
Totalincome 574.9 580.0 566.3 553.6
Operating costs
Staff costs 5 (329.0) (330.7) (321.9) (324.1)
Administrative costs 6 (189.8) (221.5) (187.7) (219.2)
Total operating costs (518.8) (552.2) (509.6) (543.3)
Surplus for the year 56.1 27.8 56.7 10.3
Net actuarial losses for the year 13 (65.3) (6.5) (65.3) (6.5)
inrespect of the defined benefit
pension scheme
Total comprehensive (loss)/ (9.2) 21.3 (8.6) 3.8
surplus for the year
Statement of changesin equity for the year ended 31 March
Accumulated Deficit
Group Parent Company
£m £m
At 1 April 2015 (185.5) (174.0)
Total comprehensive surplus for the year 21.3 3.8
At 31 March 2016 (164.2) (170.2)
Total comprehensive loss for the year (9.2) (8.6)
At 31 March 2017 (173.4) (178.8)
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Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m
Non-current assets
Intangible assets 7 75.7 84.2 75.7 84.2
Property, plant and equipment 8 28.8 25.7 28.8 25.7
104.5 109.9 104.5 109.9
Current assets
Trade and other receivables 22.0 33.7 22.7 34.4
Cash and cash equivalents 196.4 232.2 183.1 224.8
218.4 265.9 205.8 259.2
Total assets 322.9 375.8 310.3 369.1
Current liabilities
Trade and other payables 10 (313.9) (392.8) (306.7) (392.1)
Short-term provisions = (0.1) - (0.1)
(313.9) (392.9) (306.7) (392.2)
Total assets less current 9.0 (17.1) 3.6 (23.1)
liabilities
Non-current liabilities
Trade and other payables 10 (2.4) (7.5) (2.4) (7.5)
Long-term provisions 10 (2.5) (2.5) (2.5) (2.5)
(4.9) (10.0) (4.9) (10.0)
Net liabilities excluding 4.1 (27.1) (1.3) (33.1)
retirement benefit obligation
Retirement benefit obligation 13 (177.5) (137.1) (177.5) (137.1)
Net liabilities including (173.4) (164.2) (178.8) (170.2)
retirement benefit obligations
Accumulated deficit (173.4) (164.2) (178.8) (170.2)

The financial statements were approved by the Board on 22 June 2017, and signed onits behalf by:

John Griffith-Jones, Chairman

Andrew Bailey, Chief Executive
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Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m

Net cash (used)/ generated by 3 (1.2) 251.8 (7.0) 244.4
operations
Investing activities
Interest received on bank 0.6 0.8 0.5 0.8
deposits
Expenditure on software 7 (21.9) (26.4) (21.9) (26.4)
development
Purchases of property, plant and 8 (13.3) (6.1) (13.3) (6.1)
equipment
Net cash usedininvesting (34.6) (31.7) (34.7) (31.7)
activities
Net (decrease)/ increase in cash (35.8) 220.1 (41.7) 212.7
and cash equivalents
Cash and cash equivalents at 232.2 121 224.8 12.1
the start of the year
Cash and cash equivalents at 196.4 232.2 183.1 224.8
the end of the year
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Notes to the financial statements

1. General information

The Financial Conduct Authority Limited (FCA) is a company incorporatedin the United Kingdom under the
Companies Act 2006 andis a company limited by guarantee with no share capital. The directors of the company are
the members and have agreed to contribute £1 each to the assets of the company in the event of it being wound up.
The nature of the FCA's operationsis set outin the Financial Overview.

These accounts have been prepared on a consolidated basis toinclude the Payment Systems Regulator Limited
(PSR), awholly-owned subsidiary of the FCA.

Under the FCA's Accounts Direction from Her Majesty's Treasury (the Treasury) in accordance with Schedule 1ZA,
paragraph 14(1) of the Financial Services and Markets Act 2000 (FSMA), we are required to disclose additional
information this year regarding sickness absence (no comparative data required) and have included thisin the 'Our
resources' section of the Annual Report.

Theregistered officeis 25 The North Colonnade, Canary Wharf, London, E14 5HS.

The financial statements are presentedin pounds sterling because thatis the currency of the primary economic
environmentinwhich the FCA andthe PSR operate.

2. Core accounting policies

a) Basis of preparation

The consolidated financial statements have been prepared on a going concern basis, under the historical cost
conventionin accordance with: International Financial Reporting Standards (IFRS) as adopted by the European Union;
the Treasury's Accounts Directionissued under the Financial Services and Markets Act 2000; and those parts of the
Companies Act 2006 applicable to companies reporting under IFRS. We discuss the reason why the going concern
basisis appropriate in the Financial Overview.

The principal significant accounting policies applied in the preparation of the financial statements are set out below.
We have included the policies with the relevant notes where possible. These policies have been consistently applied
toboth accounting years presented, unless otherwise stated.

Under s.454 of the Companies Act 2006, on a voluntary basis, the directors can amend these financial statements if
they subsequently prove to be defective.

b) Significant judgements

The preparation of financial statements requires management to make estimates and assumptions. Actual results
could differ from estimates. Information about these judgements and estimates is containedin the relevant
accounting policies and notes to the accounts. The key areas of estimation uncertainty are:

« Pension deficit (note 13)—the quantification of the pension deficit is based upon assumptions made by the directors
relatingto the discount rate, retail price inflation (RPI), future pensionincrease and life expectancy.

c) Group financial statements
The PSRis a private company, limited by shares (a single share with a £1 nominal value), andis a wholly owned
subsidiary of the FCA.

d) Changesinaccounting policy
There are nonew or amended IFRSs or International Reporting Interpretations Committee (IFRIC) interpretations
that have been adopted.
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e) Impairment of intangibles and property, plant and equipment

Eachyearthe FCAreviews the carryingamount of its intangible assets, property, plant and equipment to determine
whether thereis anyindication thatits assets have suffered any impairmentinvalue. If any such indication exists, the
recoverable amount of the assetis estimated in order to determine the extent of the impairment. The assets' residual
values and useful lives are reviewed and adjusted if appropriate.

Therecoverable amountis the higher of the fair value less costs to selland the value in use. If the recoverable amount
of anassetis estimatedtobelessthanits carryingamount, the carryingamount of the assetis reduced toits
recoverable amount. Animpairmentisimmediately recognised as an expense.

When animpairment subsequently reverses, the carryingamountisincreased to the revised estimate of its
recoverable amount but so that the increased carryingamount does not exceed the carryingamount that would
have been determinedhad noimpairment beenrecognised for the assetin prior years. Areversal of animpairmentis
immediately recognised asincome.

f) Taxation
As a UKincorporated company, the FCAis subject to the provisions of the UK Taxes Acts, the same corporation tax
rules as any other UK incorporated company.

Onthe basis of the relevant tax legislation and established case law, the results of the FCA's regulatory activities (on
which it does not seek to make a profit) are not subject to corporation tax because the FCA's regulatory activity does
not constitute a 'trade' for corporation tax purposes.

The FCAinvests heavily inits own fixed assets, mainly I'T software, and accounts for these as intangible fixed assets.
It thus has significant levels of amortisation charges. The FCA has applied the intangible fixed asset tax rules to these
assetsandas aresult taxreliefis available for the amortisation.

This amortisationis currently being utilised to offset any corporation tax due on investmentincome, resulting in nil
corporation tax being payable by the FCA at this time.

The application of the corporation tax regime forintangible assets has also led to an unrecognised deferred tax asset
(unrecognisedinthe FCA's balance sheet) inrelation to unused tax losses carried forward as it is not sufficiently
certainthat the FCA will actually have taxable income to set against these losses in future. As at 31 March 2017 this
deferredtax asset equatedto £35.3m (2016: £33.1m).

The FCAis partially exempt for VAT purposes because a significant part of the revenue relates to regulatory activities
which are outside the scope of VAT.

The corporation tax treatment of the PSR's activities is the same as for the FCA, for the same reasons and agreed

with Her Majesty’'s Revenue and Customs. As the FCA wholly owns the PSR, the FCA and the PSR are part of the same
group for corporation taxand VAT.
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3.Notestothe cashflow statement

Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m
Surplus for the year from operations 56.0 27.8 56.6 10.3
Adjustments for:
Interest received on bank deposits 4 (0.6) (0.8) (0.5) (0.8)
Amortisation of other intangible 7 28.6 31.9 28.6 319
assets
Loss ondisposal of intangible assets 0.4 - 0.4
Impairment of intangible assets 7 = 1.1 = 1.1
Depreciation of property, plant and 8 11.6 111 11.6 111
equipment
Impairment of tangible assets 8 = 0.3 = 0.3
Decreasein provisions 10 (0.1) (0.1) (0.1) (0.1)
Difference between pension costs 13 4.3 4.5 4.3 4.5
and normal contributions
Payments made against unfunded 5 0.6 - 0.6 -
pension liability
Additional cash contributions to 13 (29.7) (19.5) (29.7) (19.5)
reduce pension scheme deficit
Operating cash flows before 71.1 56.3 71.8 38.8
movements in working capital
Decrease/(increase) in receivables 9 11.7 (13.7) 11.7 (3.4)
(Decrease)/increase in payables 10 (84.0) 209.2 (90.5) 209.0
Net cash (used)/generated by (1.2) 251.8 (7.0) 244.4
operations
4.Income

FSMA enables the FCAto raise fees and the Financial Services (Banking Reform) Act 2013 enables the FCA toraise fees
onbehalfofthe PSR, to recover the costs of carrying out their statutory functions. Fee income includes the annual
periodic feesreceivable under FSMA for the financial year andis recognisedin the year and measured at fair value.

Fee income
Group Parent Company

Total Total Total Total
2017 2016 2017 2016
£m £m £m £m
Ongoing Regulatory Activity fees* 513.1 507.1 502.9 479.0
Ongoing Regulatory Activity fees - = 10.4 = 10.4

Consumer Credit (CC)?
Additional Ongoing Regulatory Activity fees 5.5 2.1 5.5 2.1
Scope change costs recovered - CC 7.7 - 7.7 -
Scope change costs recovered - non CC 10.2 2.8 10.2 2.8
Application fees and other regulatory income * 9.4 22.5 9.4 22.5
Special project fees 8.2 0.3 8.2 0.3
Total feeincome 554.1 545.2 543.9 517.1

1 Ofthe £502.9m (2016: £479.0m) Ongoing Regulatory Activity fees, £46.3m (2016: £41.9m) related to penalties collected in the previous year for the sum of enforcement
costs and returned to fee payers through reduced fees. See note 11 on Penalties

2 2017: Consumer Credit fees are now part of Ongoing Regulatory Activity.

3 2016 figures for both group (£22.5m) and FCA (£22.5m) now include application fees and other regulatory income, previously disclosed as other income.
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Group Parent Company

Total Total Total Total

2017 2016 2017 2016

£m £m £m £m

Skilled person reports (s.166) income? 6.5 19.8 6.5 19.8

Services provided to other regulatory 9.8 9.8 11.5 11.5
bodies?

Publications and training services 0.6 1.4 0.6 1.4

Interest received on bank deposits 0.6 0.8 0.5 0.8

Other sundryincome 3.3 3.0 3.3 3.0

Total otherincome 20.8 34.8 22.4 36.5

1 Thisincome s arecharge of the costs of the s.166 reports to the firm in question. Overall this has a net zero impact on the statement of comprehensive income for the FCA

as the these charges are included in administrative costs.

2 This relates to services provided to other regulatory bodies as described in note 16.

5. Staffinformation

Staff costs (including executive directors) comprise:

Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m

Gross salaries and taxable benefits 247.0 238.8 242.2 234.7
Employer's national insurance costs 28.6 27.7 28.0 27.2
Employer's defined contribution 22.8 22.5 22.4 22.2
pension costs
Payments made against unfunded 3 0.6 - 0.6 -
pension liability
Netinterest on defined benefit pension 13 4.3 4.5 4.3 4.5
scheme
Permanent staff costs 303.3 293.5 297.5 288.6
Temporary 2.9 8.3 2.9 8.3
Secondees 1.5 2.0 1.5 2.0
Contractors 21.3 26.9 20.0 25.2
Short-termresource costs 25.7 37.2 24.4 35.5
Total staff costs 329.0 330.7 321.9 324.1

Staff costs of £4.9m (2016: £8.1m) were capitalised during the year.
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The average number of full-time equivalent employees (including executive directors and fixed-term contractors) during
the year to 31 March is presented by division below:

Group Parent Company

Total Total Total Total

2017 2016 2017 2016
Supervision - Retail & Authorisation 822 808 822 808
Supervision - Investment, Wholesale and 510 486 510 486
Specialist
Enforcement and Market Oversight 670 656 670 656
Strategy and Competition 435 411 435 411
Sub-total 2,437 2,361 2,437 2,361
Operations 654 619 654 619
Other central services 272 252 272 252
PSR 58 44 = -
Total 3,421 3,276 3,363 3,232

As at 31 March 2017, there were 3,482 (2016: 3,337) full-time equivalent employees of which 3,422 (2016: 3,285) were

FCAand 60 (2016: 52) were PSR.

The average number of short-term resources utilised during the year to 31 March by type was:

Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Temporary 64 104 63 101
Secondees 24 34 24 34
Contractors 126 156 116 147
Total 214 294 203 282

As at 31 March 2017, there were 182 (2016:

(2016:11) were PSR.
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compulsory redundancyis any departure resulting from arestructure or other change leadingto arole ceasing to
exist. Other departures are those mutually agreed with the individual concerned. Long-termill health settlements
are credited back to the FCA by ourinsurers.

Number Number of Number Number of
Number of of other Long-term Number of of other Long-term
Exit compulsory | departures ill health compulsory departures illhealth
package redundancies agreed | settlements Total | redundancies agreed settlements Total
cost band 2017 2017 2017 2017 2016 2016 2016 2016
£0 - = 3 = 3 - 1 - 1
£10,000
£10,001 - 1 2 = 3 - 4 - 4
£25,000
£25,001 - 2 2 = 4 4 5 - 9
£50,000
£50,001 - = 1 1 2 - - - -
£100,000
£100,001 - = 1 1 2 - - 1 1
£150,000
£150,001 - = = = = - - - -
£200,000
£200,001 = = 1 1 - - - -
and above
Total 3 9 3 15 4 10 1 15
number
of exit
packages
Total costs £0.1m £0.3m £0.4m | £0.8m £0.1m £0.3m £0.1m | £0.5m
6. Administrative costs
The administrative costs for the year ending 31 March comprise the following:
Group Parent Company
Total Total Total Total
2017 2016 2017 2016
Notes £m £m £m £m
IT costs 67.1 87.6 67.0 87.4
Professional fees 28.4 23.8 27.2 22.7
Professional fees: s166* 6.5 19.8 6.5 19.8
Accommodation and office 37.5 34.3 37.5 34.3
services
Amortisation of intangible assets 7 28.6 319 28.6 31.9
Travel, training and recruitment 9.3 111 8.6 10.1
Depreciation of property, plant 8 11.6 11.1 11.6 11.1
and equipment
Loss ondisposal of intangible 0.4 - 0.4 -
assets
Impairment loss 7/8 = 1.4 = 1.4
Other non staff costs 0.4 0.5 0.3 0.5
Total 189.8 221.5 187.7 219.2

1 These professional fees are the costs of the s166 ('skilled person’) reports recharged to the firm in question. Overall this has a net zero impact on the statement of compre-

hensive income for the FCA as the recharges for these costs are recognised in other income.
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Auditors

The Comptroller & Auditor General was appointed as auditor on 1 April 2013 under FSMA. The auditor's total
remuneration for audit services is set out below:

Group Parent Company
Total Total Total Total
2017 2016 2017 2016
£'000 £'000 £'000 £'000
Fees payable to the National Audit Office for 98 98 76 76
the audit of the financial statements

7.Intangible assets

Inaccordance with IAS 38: Intangible Assets, costs associated with the development of software forinternal use are
capitalised only where:

i. theFCA candemonstrate the technical feasibility of completing the software

ii. the FCA has adequate technical, financial and other resources available to it as well as the intent to complete
its development

iii. the FCA has the ability to use it upon completion

iv. the asset can be separately identified, it is probable that the asset will generate future economic benefits, and the
development cost of the asset can be measured reliably.

Only costs that are directly attributable to bringing the asset to working condition for its intended use are included
inits measurement. These costsinclude all directly attributable costs necessary to create, produce and prepare the
assettobe capable of operatingina mannerintended by management. Alladditions are initially capitalised as work in
progress during the development stage. When the assetis broughtinto use (immediately once completed)itis then
transferred fromworkin progress to the appropriate asset category.

Intangible assets are amortised on a straight-line basis over their expected useful lives, generally between three and
sevenyears, with the amortisationreported as an administration expensein the statement of comprehensive income.

When software is notanintegral part of the related hardware, it is treated as an intangible asset.
Where nointangible asset can be recognised, research and development expenditure is expensed when incurred.

Internal software development costs of £21.9m (2016: £26.4m) have been capitalised as additions during the year.
Internally developed software is designed to help the FCA carry outits various statutory functions, such as holding
detailsrelating to regulated firms. These functions are particular to the FCA, so this internally developed software
generally has no external market value. Management judgement has been applied in quantifying the benefit expected
toaccrue tothe FCA over the useful life of the relevant assets. Those expected benefits relate to the fact that such
software allows the FCA to carry outits functions more efficiently than by using alternative approaches (for example,
manual processing). Ifthe benefits expected do not accrue to the FCA (for example, if some aspect of its approach to
dischargingits statutory functions changes, perhaps due to the impact ofimplementing a European directive), then
the carryingamount of the asset would require adjustment.

The PSR doesnotholdintangible assets.
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Internally Other software
generated software costs Work in progress Total
£m £m £m £m

Cost
At 1 April 2015 140.4 25.5 39.0 204.9
Additions - - 26.4 26.4
Transfers 47.8 3.3 (52.4) (1.3)
Reclassification - - 2.8 2.8
Impairments - (0.7) (0.4) (1.1)
At 31 March 2016 188.2 28.1 15.4 231.7
Additions = 0.2 21.7 21.9
Transfers 17.7 = (17.7) -
Reclassification = = (1.4) (1.4)
Disposal (23.8) (1.8) = (25.6)
At 31 March 2017 182.1 26.5 18.0 226.6
Amortisation
At 1 April 2015 94.8 20.8 - 115.6
Charge for year 27.7 4.2 - 31.9
At 31 March 2016 122.5 25.0 - 147.5
Charge for year 27.2 1.4 = 28.6
Disposal (23.4) (1.8) = (25.2)
At 31 March 2017 126.3 24.6 = 150.9
Net carrying value
At 31 March 2016 65.7 3.1 15.4 84.2
At 31 March 2017 55.8 1.9 18.0 75.7

Ofthe netcarryingamount of internally generated software of £55.8m and other software of £1.9m:

£22.2mrelates to INTACT, a case management tool for authorising firms and individuals and firms (four years
useful life remaining)

£16.1mrelates to Gabriel, a system for submitting regulatory data online (two years useful life remaining)

£5.6mrelatesto Business Intelligence, areporting tool that allows business users to create and run reports (one
year useful life remaining).

Ofthe netcarryingamount of workin progress of £18.0m:

£1.8mrelates to INTACT systems enhancements, used to gather information on the Senior Managers and
Certification Regime

£4.4mrelates to EMS2 (Evidence Management Systems) an upgrade of EMO's (Enforcement and Market
Oversight) evidence management application

£9.5mrelates to MiFID projects - the Market Abuse Regulation (MAR), Markets in Financial Instruments

Regulation (MiFIR) and Markets in Financial Instruments Directive Il (collectively 'MiFID II') are a major package of
reforms to the regulation of securities, derivatives and investment markets.
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8.Property, plant and equipment

Property, plantand equipment are stated at costless accumulated depreciation and any impairment losses.
Depreciationis calculated to write off the cost less estimated residual value on a straight-line basis over the expected
usefuleconomiclives. The principal useful economic lives used for this purpose are:

Leasehold improvements Tenyears or lease expiry
Furniture and equipment Tenyears
Computer equipment (excluding software) Up to five years
Leasehold Computer Furniture and Work in
improvements equipment equipment progress Total
£m £m £m £m £m

Cost
At 1 April 2015 23.6 42.5 14.6 7.0 87.7
Additions 0.1 0.7 0.3 5.0 6.1
Transfers 0.1 4.8 0.1 (3.7) 1.3
Reclassification - - - (2.8) (2.8)
Impairments - - - (0.3) (0.3)
At 31 March 2016 23.8 48.0 15.0 5.2 92.0
Additions = 0.2 = 13.1 13.3
Transfers 1.8 31 0.1 (5.0) =
Reclassification 0.1 = = 1.3 1.4
Disposal = = (0.1) = (0.1)
At 31 March 2017 25.7 51.3 15.0 14.6 106.6
Depreciation
At 1 April 2015 14.5 32.2 8.5 - 55.2
Charge for year 3.0 6.7 1.4 - 111
At 31 March 2016 17.5 38.9 9.9 - 66.3
Charge for year 4.0 59 1.7 = 11.6
Disposal = = (0.1) = (0.1)
At 31 March 2017 21.5 44.8 11.5 = 77.8

Net book value
At 31 March 2016 6.3 9.1 5.1 5.2 25.7
At 31 March 2017 4.2 6.5 3.5 14.6 28.8

Ofthe netcarryingamount of £14.6minworkin progress, £14.3mrelates to the costsincurred relating to the move to
Stratfordin 2018, see note 14.

The PSR does nothold property, plant and equipment.
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9. Current assets

Trade receivables are recognised initially at fair value. Appropriate allowances for estimated irrecoverable amounts
arerecognisedin the statement of comprehensive income when there is objective evidence that an asset isimpaired.

Cash and cash equivalents comprise cash and short-term fixed-rate bank deposits with a maturity date of 12 months
orless and are subject to aninsignificant risk of changesinvalue. The carryingamount of these assets approximates
to their fair value.

Ofthe £196.3m (2016: £232.2m), £5.1m (2016: £71.8m) related to fees collected on behalf of other financial
regulatory organisations (disclosedin trade creditors, note 10).

The FCA currentlyhasa £150m (2016: £50m) unsecured overdraft facility with Lloyds Banking Group (LBG) available
until further notice and reviewed periodically by LBG. The increase is to meet the costs for the move to Stratford. The
PSR does not have or needits own credit facilities currently.

Intragroup receivable is based on a provision of services agreement between the FCA and PSR which sets out the
services supplied and the respective costs of those services. The costs are based on charges the FCAincurs and
have been eliminatedin the consolidated figures.

Group Parent Company

Total Total Total Total

2017 2016 2017 2016

Notes £m £m £m £m

Feesreceivable 3.6 3.5 3.6 3.5

Net penalties receivable 11 1.4 10.2 1.4 10.2

Otherdebtors 1.4 1.3 1.3 1.3

Prepayments and accrued 15.6 18.7 15.6 18.7
income

Intragroup receivable —PSR = - 0.8 0.7

Trade and other receivables 22.0 33.7 22.7 34.4

Cash deposits 179.9 155.9 176.9 155.9

Cash at bank 16.5 76.3 6.2 68.9

Cash and cash equivalents 196.4 232.2 183.1 224.8

Total current assets 218.4 265.9 205.8 259.2

The average credit periodis 37 days (2016: 36 days).
The directors consider that the carryingamount of trade and other receivables approximates to their fair value.

All of the fees and other receivables have been reviewed for indications of impairment. This provision has been
determined by reference to past default experience:

Group Parent Company

Total Total Total Total

2017 2016 2017 2016

£m £m £m £m

At 1 April 0.8 0.3 0.8 0.3

(Decrease)/ increase in provision for fees (0.2) 0.5 (0.2) 0.5
receivable

Total at 31 March 0.6 0.8 0.6 0.8
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Inaddition, some of the unimpaired fees receivable are past due as at 31 March

but notimpaired, is as follows:

. The age of fee receivables past due,

Group Parent Company
Total Total Total Total
2017 2016 2017 2016
£m £m £m £m
Not more than three months 0.2 0.3 0.2 0.3
Between three and nine months 0.5 0.3 0.5 0.3
Total unimpaired fees receivable 0.7 0.6 0.7 0.6

The FCApolicyistoreviewreceivables systematically for recoverability when they are more than three months past due.

10. Current and non-current liabilities

Currentliabilities

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective

interest method.

Group Parent Company

Total Total Total Total

2017 2016 2017 2016

Notes £m £m £m £m

Trade creditors and accruals 76.7 149.6 75.6 148.9

Other taxation and social 11.4 11.6 11.4 11.6
security

Net penalties payable 11 50.6 68.0 50.6 68.0

Feesreceivedinadvance 175.2 163.6 169.1 163.6

Trade and other payables 313.9 392.8 306.7 392.1

Short-term provisions = 0.1 = 0.1

Total current liabilities 313.9 392.9 306.7 392.2

Trade creditors and accruals principally comprise amounts outstanding for trade purchases and ongoing costs. The
average credit period taken for trade payablesis 27 days (2016: 24 days).

As at 31 March, the group and FCA (parent company) current liabilities have contractual maturities which are

summarised below:

Within 6 months

6to 12 months

2017 2016 2017 2016
£m £m £m £m
Trade creditors and accruals 74.6 147.3 2.1 2.3
Feesreceivedin advance 173.6 162.0 1.6 1.6
Other liabilities 61.8 77.0 0.2 2.6
Total 310.0 386.3 3.9 6.5
Otherliabilities maturing within 6 monthsinclude £1.0m (2016: £0.7m) for the PSR.
Non-current liabilities
As at 31 March, the non-current liabilities measured at amortised cost, have contractual maturities that are
summarised below:
1to5years
2017 2016
£m £m
Lease accrual 2.4 7.5
Long-term provisions 2.5 2.5
Total 4.9 10.0
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Thelease accrual of £2.4m (2016: £7.5m), being the cumulative difference between cash paid and expense recognised on
operatingleases forland and buildings, is recognised as along-termliability. Details of the FCA's operating leases are set

outinnote 15.

11. Penalties

Penaltiesissued and not yet collected as at 31 March are included in both current assets and current liabilities and are

subjectto anassessment of recoverability.

Aliability to the FCA fee payers arises when a penalty is received. This liability is limited to the sum of the enforcement
costs for that year agreed with the Exchequer and these retained penalties are returned to the fee payers through
reduced feesin the following year. Once total penalties collected during the year exceed this amount, aliability to the

Exchequer arises.

Recognition of enforcement expenses: all costs incurred to the end of the year are included in the financial
statements but no provisionis made for the costs of completing current work unless thereis a present obligation.

Inthe course of enforcement activities, indemnities may be given to certain provisional liquidators and trustees.
Provisions are made in the accounts for costsincurred by such liquidators and trustees based on the amounts
estimated to berecoverable under suchindemnities.

Net penalties receivable

Group

Total Total

2017 2016

Notes £m £m

Penalties receivable at 1 April 20.9 20.6
Penalties issued during the year 181.0 879.5
Write-offs during the year (0.4) (2.0)
Penalties collected during the year (189.2) (877.2)
Penalties receivable at 31 March 12.3 20.9
Allowance for bad debts (10.9) (10.7)
Net penalties receivable at 31 March 9 1.4 10.2

Allowance for bad debts

Penalties receivable were also reviewed for impairment and an allowance made as set out below. These allowances

reduce the amountsreceivable.

Total Total

2017 2016

£m £m

At 1 April 10.7 17.3
Increase/ (decrease) in allowance for bad debts 0.2 (6.6)
Totalat 31 March 10.9 10.7

Penalties collected during the year

Total Total

2017 2016

£m £m

Retained penalties to be returned to fee payers 46.4 46.3
Penalties paid to Exchequer during the year 148.7 843.1
Penalties payable to Exchequer 3.2 9.1
Payable to Exchequer from previous years (9.1) (21.3)
Penalties collected during the year 189.2 877.2
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Net penalties payable

Total Total

2017 2016

Notes £m £m

Retained penalties to be returned to fee 46.4 46.3
payers

Penalties (over)/ under-released to fee payers (0.4) 2.4

Penalties payable to Exchequer 3.2 9.1

Net penalties receivable 1.4 10.2

Net penalties payable 10 50.6 68.0

The PSR did notissue any penalties during the year ended 31 March 2017.

12. Losses and Special Payments
The Accounts Direction from the Treasury requires a statement showing losses and special payments by value and by
type where they exceed £300,000 for the year to 31 March 2017 only (no comparative figures required).

There are nolosses and special payments to report for 2016/17

13. Retirement benefit obligation

The FCA operates atax-approved occupational pension scheme, the FCA Pension Plan (the Plan), whichis opento all
employees of the group. The Plan was established on 1 April 1998 and operates on both a defined contribution basis
(the Money Purchase Section) and a defined benefit basis (the Final Salary Section), whichis closed to new members
andto future accruals.

The Money Purchase Section forms part of a wider flexible benefits programme where members can, within limits,
select the amount of their overall benefits allowance thatis directed towards their pension plan.

Payments to the Money Purchase Section of the Plan are recognised in the statement of comprehensive income,
as they fall due. Pre-paid contributions are recognised as an asset to the extent that a cost refund or areductionin
future paymentsis available.

The total expense recognisedin the statement of comprehensive income of £23.4m (2016: £22.5m) represents
contributions payable to the Plan by the FCA at rates specified in the rules of the Plan.

The Final Salary Section has no active members and the benefits of the deferred members are calculated based on
their final pensionable salary as at 31 March 2010, when the Final Salary Section closed to further accrual.

The netliabilities of the Final Salary Section of the Plan are calculated by deducting the fair value of the Plan assets from
the present value of its obligations and they are disclosed as non-current liabilities in the statement of financial position.

The obligation of the Final Salary Section of the Plan represents the present value of future benefits owed to
employeesinrespect of their service in prior periods. The discount rate used to calculate the present value of those
liabilities is the balance sheet date market rate of high quality corporate bonds having maturity dates approximating
tothe average term of those liabilities. The calculationis performed by a qualified actuary using the projected unit
credit method at each reporting date.

Actuarial gains andlosses arisingin the Final Salary Section of the Plan (for example, the difference between
actual and expectedreturn on assets, effects of changesin assumptions and experience losses due to changesin
membership) are fully recognised in other comprehensive income in the periodin which they are incurred.

Past service cost (including unvested past service cost) is recognised immediately in the statement of
comprehensiveincome.

The mostrecent Scheme Specific Valuation (SSV) of the Plan was carried out as at 31 March 2016 by the Scheme
Actuary. Theresults of this valuation have been taken into account for the purpose of the IAS 19 retirement benefit
asat 31 March 2016, in order to allow for any changesin assumptions and movements in liabilities over the period.
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The key assumptions concerning the future uncertainty at the reporting date, which have a significant risk of causing

amaterial adjustment to the assets and liabilities within the next financial year, are:

« pension deficit—the quantification of the pension deficitis based upon assumptions made by the directors relating to
the discountrate, retail price inflation (RPI), future pensionincreases and life expectancy

« generally, the level of annual pensionincreases awarded by the Plan for pensionsin paymentis the annualincreasein RP],
or 5.0% ayeariflower, although some of the pensionrights transferred in from the FCA's predecessor organisations
receive differentlevels of pensionincreases.

The major assumptions and dates used for the purpose of actuarial assumptions were as follows:

At 31 March 2017 2016
Discountrate 2.45% 3.45%
Retail price inflation (RPI) 3.35% 3.05%
Future pensionincreases 3.05% 2.85%
Plan membership census dates 31/03/2016 31/03/2013

The discount rate was chosen with reference to the duration of the Plan's liabilities (around 21 years) and takes into
account the market yields for high-quality corporate bonds of appropriate durations.

Inassessing the value of funded obligations, the mortality assumptions for the Plan are based on current mortality
tables and allow for future improvements inlife expectancy. The mortality assumptions for 2017 are based on CLUB
VITA tables and reflect an update to the CMI mortality improvements from the mortality assumptions from 2016.

The table below illustrates the assumed life expectanciesin years of staff when they retire:

2017 2017 2016 2016

Males Females Males Females

Retiring today aged 60 (years) 27.8 29.4 28.2 30.4
Retiringin 15 years aged 60 (years) 29.0 30.8 29.5 31.9

The results of the pension valuation are sensitive to changes in all of the assumptions referred to above. The table
below provides an estimate of the sensitivity of the present value of pension obligations, and the cost of servicing

those obligations, to smallmovementsin those assumptions.

Increase/ (decrease) in pension

obligation at

31 March 2017
Assumption Sensitivity £m %
Present value of funded obligation Assumptions as above —no change 886.5 =
Discount rate 10 bpsincrease to 2.55% (17.7) (2.0%)
Discountrate 10 bps decrease to 2.35% 18.3 2.1%
Retail Price Inflation 10 bpsincrease to 3.45% 15.4 1.7%

(allowing forimpact on pensionincreases)
Longevity Life expectancy for a 60 year old increases by 1 year 26.0 2.9%
The amounts recognisedin the statements of financial position are:

2017 2016 2015 2014 2013
£m £m £m £m £m
Fair value of Plan assets 712.5 590.1 585.3 487.2 461.9
Less: Present value of funded obligations (886.6) (724.2) (727.9) (610.9) (574.0)
Deficitin the Plan (174.1) (134.1) (142.6) (123.7) (112.1)
Unfunded pension liabilities (3.4) (3.0) (3.0) (2.7) (2.6)
Net liability (177.5) (137.1) (145.6) (126.4) (114.7)
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Amounts recognisedin the statement of comprehensive income in respect of the defined benefit plan are as follows:

2017 2016
Notes £m £m
Netinterest on the net defined benefit liability (4.3) (4.5)
Other net finance costs 5 (4.3) (4.5)
Actuariallosses of £65.3m (2016: £6.5m) are recognised in the period in which they occur as part of other
comprehensive income. Cumulative actuarial losses recognised in other comprehensive income are as follows:
2017 2016
£m £m
Losses at 1 April (223.3) (216.8)
Net actuarial losses recognised in the year (65.3) (6.5)
At 31 March (288.6) (223.3)
Changesinthe present value of the defined benefit obligation are as follows:
2017 2016
£m £m
Opening obligation (724.2) (727.9)
Benefits paid 17.4 15.9
Interest cost on Plan liabilities (24.7) (24.5)
Actuarial (losses)/ gains (155.1) 12.3
Closing obligation (886.6) (724.2)
Changesinthe fair value of the Plan assets are as follows:
2017 2016
£m £m
Openingfair value of plan assets 590.1 585.3
Expectedreturn onplan assets 20.4 20.0
Actuarial gains/ (losses) 89.7 (18.8)
Contributions by the employer 29.7 19.5
Benefits paid (17.4) (15.9)
Closing fair value of Plan assets 712.5 590.1

The fair value of the Plan assets and asset allocation at 31 March were as follows:

Asset allocation Asset allocation

2017 Fair value 2017 2016 Fair value 2016

% £m % £m

UK equity securities 12.2 86.9 10.8 63.7
Overseas equity securities 38.8 276.5 37.3 220.1
Corporate bonds 19.5 138.9 21.5 126.9
Index-linked gilts 11.1 79.1 21.4 126.3
Fixed index gilts 0.1 0.7 0.1 0.6
Real estate/property 7.0 49.9 7.7 45.4
Buy-inasset! 9.3 66.3 - -
Other 2.0 14.2 1.2 7.1
Closing fair value of Plan assets 100 712.5 100 590.1

1 InSeptember 2016, the Trustee of the Plan completed the purchase of aninsurance contractto cover the pension payments for a tranche of the Plan’'s pensioner
members. Under this this policy the insurer makes pension payments to the Plan that match the payments due to the members coveredandis anasset of the Plan.

120



Financial Conduct Authority Chapter 11
Annual Report and Accounts 2016/17 Financial statements

There are no deferred taximplications of the above deficit.

The Plan assets do notinclude any of the FCA's own financial instruments, nor any property occupied by, or other
assets usedbythe FCA.

As the Plan closed to future benefit accrual with effect from 31 March 2010 no accrual funding contributions were
paid after that date. ARecovery Planwas putin place followingthe SSV as at 31 March 2016 and required an annual
deficit contribution of £30.0m (£29.0m for the FCA and £1.0m for the Financial Ombudsman Service) to be paid over
10 years from 1 April 2017 with the aim of removing the Plan deficit.

In order to mitigate the risks of significantly increased future annual pension deficit funding contributions, the FCA
has agreed with the Trustee a set of triggers whereby the level of exposure to equity securities will be reducedin
favour of debt securities (i.e. corporate bonds and index-linked gilts). These triggers have been determined to identify
materialimprovementsin the Plan's funding position, measured relative toits long-term funding target.

14. Capital commitments

On 20 May 2015 the FCA signed an Agreement for Lease with Lendlease to move to The International Quarter (TIQ)
in Stratfordin 2018. Theleaseis for 20 years commencing in April 2018. Building works commencedin July 2015 and
the FCAis committed toincur fit-out costs as part of preparing the building for occupation. Capital commitments for
fit-out costs andrent have beenincludedin note 15.

The FCAhadalso enteredinto contracts at 31 March 2017 for future capital expenditure totalling £5.8mrelating to
intangible assets (2016: £1.7m), which is not provided for in the financial statements.

There were no capital commitments for the PSR.

15. Operatinglease arrangements

Atthereporting date, the FCA had outstanding commitments for future minimum lease payments under non-
cancellable operatingleases and commitments (fit-out costs and lease payments) under the Agreement for Lease
with Lendlease for TIQ, which fall due as follows:

2017 2016

£m £m

Within one year 73.9 30.7
Inthe second to fifth years inclusive 31.8 146.0
Greater than five years 293.8 275.4
Total 399.5 452.1

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards
of ownership to the lessee. There are no finance leases in place. All other leases are treated as operating leases.

Under the new IFRS 16, which comes into effect from 1 January 2019, the lease for TIQ will be treated as a finance
lease and the statement of financial position will reflect both an asset and a liability.

Rentals payable under operatingleases are charged to the statement of comprehensive income on a straight-line
basis over the term of the lease. Benefits received and receivable as anincentive to enter into an operating lease are
spread on a straight-line basis over the term of the lease term.

The PSR occupies the FCA's building and has no lease commitments of its own.

16. Related party transactions

Remuneration of key management personnel

The remuneration of key management personnelis set out below in aggregate for each of the categories specifiedin
IAS 24 Related Party Disclosures. Key management personnelinclude the chairman, executive board members and
directors that reportdirectly to the CEO and COOQO. This includes senior management actingin the role of director for
more than three months. Of this group, 16 (2016:15) personnel received remuneration of £100k or more for the year.
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Group Parent Company
2017 2016 2017 2016
£m £m £m £m
Short-term benefits 5.3 4.5 4.8 4.2
Post-employment benefits 0.4 0.4 0.4 0.4
Total 5.7 4.9 5.2 4.6

Otherrelationships

Two non-executive members of the board, Baroness Sarah Hogg and Bradley Fried also held directorships with FCA-
regulated firms during the financial year. Baroness Sarah Hogg was a Chairman/Director of John Lewis Partnership
Plc, part of John Lewis group. Bradley Fried was an executive director of Grovepoint Capital LLP whichis authorised
andregulated by the FCA. Their remuneration from the group and FCAis disclosed in the remuneration table.

There were no other transactions with key management personnelin either year.

Significant transactions with other financial services regulatory organisations

The FCA entersinto transactions with a number of other financial services regulatory organisations. The nature of
the FCA's relationship with these organisationsis set outin FSMA. The FCA considers all of the below organisations to
be related parties.

The FCAisrequired under various statutes to ensure that each of the Financial Services Compensation Scheme
(FSCS), the Financial Ombudsman Service and the Money Advice Service (MAS) can carry out their functions. The
FCAhastherightto appoint and remove the directors of these organisations, with the approval of the Treasury.
However, the appointed directors have to exercise independent judgementin accordance with the Companies Act
2006.1FRS 10 Consolidated Financial Statements defines control as 'the ability to use power to vary returns'. On
the basis of this, the FCA does not control these entities and hence is not required to prepare consolidated financial
statements which includes these organisations.

a) The Financial Services Compensation Scheme Limited

Duringthe year, the FCA provided an agency service to FSCS to collect tariff data, issue levy invoices and collect levy
monies onits behalf. The charge for the service in 2017 was £0.3m (2016: £0.3m). The net amount of fees collected
that remained to be paid over by the FCAto FSCS at 31 March 2017 was £0.9m (2016: £1.2m).

b) The Financial Ombudsman Service Limited

Duringthe year, the FCA provided an agency service to the Financial Ombudsman Service to collect tariff data, issue
levy invoices and collect levy monies onits behalf. The charge for the service in 2017 was £0.1m (2016: £0.1m). The
netamount of fees collected that remained to be paid over by the FCA to the Financial Ombudsman Service at 31
March 2017 was £1.1m (2016: £14.9m).

The FCAis aguarantor to alease agreement for the Financial Ombudsman Service's premises in Exchange Tower,
Harbour Exchange, London, E14. The leaseis fora 15-year term commencing 1 September 2014. The FCA does not
guarantee the short-termleasesin Exchange Tower.

The Financial Ombudsman Service is also a participating employer in the FCA Pension Plan described in note 13 and
makes contributions at the same overallrate as the FCA.

c) Money Advice Service

During the year, the FCA provided an agency service to MAS to collect tariff data, issue levy invoices and collect levy
monies onits behalf. The charge for the service in 2017 was £0.1m (2016: £0.1m). The net amount of fees collected
thatremained to be paid over by the FCA to MAS at 31 March 2017 was £0.6m, (2016: £30.8m).

d) The Prudential Regulation Authority (PRA)

In April 2013, the FCA enteredinto an agreement with the PRA to provide services under a Provision of Service
Agreement (PSA). Thisincludesissuinginvoices and collection of levy monies, the provision of: information systems,
enforcement andintelligence services, contact centre and data migration. The annual charge for these servicesin
2017 was £8.4m (2016: £9.1m).
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The netamount of fees collected that remained to be paid over by the FCA to the PRA at 31 March 2017 was £2.4m,
(2016: £24.8m).

e) The Office of the Complaints Commissioner (OCC)

Following legislative changes which took effect on 1 April 2013, the OCC deals with complaints against the FCA, PRA
andthe Bank of Englandinrespect of its oversight over the recognised clearinghouses and payment schemes. It has
beenagreedthat the FCA will continue to fund the OCC until 31 March 2018.

The FCA funds the activities of the OCC through the periodic feesit raises. During 2016/17, the FCA transferred
£0.5m (2016: £0.5m) to the OCC to cover running costs, which have been expensedin the FCA group financial
statements. At 31 March 2017, the balance owing to the FCA from the OCC was £0.1m (2016: £0.1m).

By virtue of certain provisions contained in FSMA, the FCA (together with the Bank of England and the Treasury) has
theright to appoint the Complaints Commissioner, who is both a member and a director of the company and as such
has the ability to control the OCC. However the OCC activities are immaterial compared to those of the FCA and have
beenaccounted for at fair value through the statement of comprehensive income.

17. Events after the reporting period

There were no material events after the reporting period.
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Section 166 of FSMA (s166) gives us the power to obtain anindependent view of aspects of a firm's activities that
cause us concern or where we require further analysis. Appointment of the skilled person firm(s) can either be by the
regulated firm, or (under the Financial Services Act 2012), directly by the FCA.In each case, we set the scope of the
review and the costs are borne by the regulated firm.

Key activities

In 2016/17, we used the s166 powerin 49 cases' of which four were contracted directly by us.

The aggregate costsincurred by regulated firms for s166 work undertaken in this financial year, including any reviews
that remainin progress since April 2013, was £110.1m?.

Thereviews examined a number of regulatory issues, including:

» pastbusiness and quality of advice

« adequacy of systems and controls, including the effectiveness of control functions

+ corporate governance and senior managementarrangements

« financialcrime

» clientmoneyandclientassetarrangements.

« capitaladequacy

During 2016/17, the following skilled persons firms were appointed to undertake s166 reviews:
« ATEB Consulting

« BDOLLP

Bovills Limited

Clifford Chance LLP

Complyport Limited

Deloitte LLP

Ernst&YoungLLP

Eversheds LLP

1 Thisincludes some reviews where a Requirement Notice has been issued but work has not yet started and so no costs have incurred.

2 Costs quoted are net of VAT except where reviews are directly appointed, where costs are reported as gross. One review constitutes a significant proportion of the total costs
quoted. The Financial Statements (Note 6) give information about costs related to directly appointed s166 reviews.
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« FTIConsultingLLP

« Grant Thornton UKLLP

+ Huntswood CTC Limited

« KPMGLLP

« MacfarlanesLLP

« MazarsLLP

» Moore Stephens LLP

« PA Consulting Services Limited
+ PriceWaterhouseCoopers LLP
+ Telos Consulting

+ The Consulting Consortium Limited

« Willis Towers Watson

Firm classification
Lots Flexible
1 3

Client Assets

4

Governance, Controls & Risk Frameworks 7 3 10
Conduct of Business 3 22 25
Data &IT Infrastructure 1 0 1
Financial Crime 1 4 5
Prudential - Insurance 1 0 1
Prudential - Investment Firms, Intermediaries and 2 1 3
Recognised Investment Exchanges

Total 16 33 49

The table above relates to reviews where we have exercised our powers under s166 for 2016/17. For PRA and Bank of
Englandinformation please refer to their publications.

Notes

1. Lotsisatermusedtodescribe the different subjectareasinwhich a skilled personreview can be carried out and details
of the different Lots can be found at www.fca.org.uk/your-fca/documents/skilled-person-panel-lot-descriptions

2. Definitions of the FCA's firm classifications can be found at www.fca.org.uk/about/supervision; 'Approach to
Supervision for fixed portfolio firms'and '‘Approachto Supervision for flexible portfolio firms'

3. Theupdatedcostsinrelationtothe ongoing 15 reviews of interestrate hedging products statedinthe 2013/14 Annual
Reportnowstandsat £391.5m. These costs are as at 31 March 2017.

4. For2015/16 onereview commissioned shortly before the financial year end was subsequently cancelled, with no costs
beingincurred. The total number of s166 reviews commissioned was therefore reduced to 41.
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Appendix 2
Regulatory Decisions Committee Annual Review
for the year to 31 March 2017

Introduction from Tim Parkes, Chair of the Regulatory Decisions Committee

Welcome to the second annual review published by the Regulatory Decisions Committee
(RDC) of the Financial Conduct Authority (FCA). As last year, we look back at what the RDC
has done andlook forward briefly to some of the things we might expect to see over the next
12 months.

Asisevident fromthe overview section of thisreport, it has been a busy year for the RDC; 445
cases were openedand 431 cases concluded in the period, compared to 204 and just under
200in the previous year. Whatever our case-load, itisimportant that we always aim to make fair and appropriate
decisions onthe FCA's behalf. We also endeavour to do our work efficiently. The RDCis supported by a secretariat
whichincludes our own legal advisers, case-handlers and administrators, and | would like to take this opportunity to
thank them for their hard work, without which it would not be possible for the RDC to meetits objectives.

Ireferredlastyear tothe House of Commons Treasury Committee's concernto see ‘entrenchment' of the RDC's
independence from those inthe FCAwho are responsible forinvestigating cases and makingrecommendations to
us. This point was repeated, in August 2016, when the Treasury Committee published my written response to some
outstanding questions. The Chairman of the Treasury Committee commented at the time:

'‘Decisions made by the RDC must be taken on their merits. So the Committee needs to be independent from the FCA,
anddemonstrably so. Thisis allthe more important if enforcement is to become a credible last line of defence in the
regulatory armoury.’

I hope that our record over the last year demonstrates that this has been the case. We carefully consider the material
put before us both by the relevant division of the FCA (generally the Enforcement and Market Oversight Division
(EMQO)) and by the subject of the regulatory action, before we make a determination. In most cases we dealt with, we
also heard directly from the firm or individual that was the subject of the action as well as from theirlegal advisers. In
some cases, we decided not to adopt the case team's recommendation for regulatory action.

lindicated last year to the Treasury Committee that | wished to look at the RDC's composition, to ensure that we had
members with expertise from the consumer credit sector (as the FCA took over consumer credit regulation from the
Office of Fair Trading in 2014) and with direct experience of consumerissues more generally. lam very pleased to say
thatthe RDC has recently beenjoined by Nick Lord, who has over 30 years' experience representing the consumer
interestin financial services, and by Karen Johnston who also has a specialist interestin consumer services and
consumer protection.

Inlastyear'sreview | said that | wanted to look for opportunities to communicate more directly to those involvedin
financial services about the RDC and what it does. Since then, | have spoken at several conferences and seminars

to explain ourremit and processes. | remain keen to continue with this, since, in my experience, there is much that

practitioners and consumers do not understand about the RDC.

The RDC has considered some interesting and important cases this year. These include the case of Andrew Tinney,
the former Chief Operating Officer of Barclays Wealth and Investment Management. The RDC concluded that Mr
Tinney recklessly made misleading statements and omissions about a report on the culture of Barclays Wealth
Americas. The RDC gave Mr Tinney a decision notice setting out its decision to censure him publicly and prohibit him
from performing any senior management or significantinfluence function; Mr Tinney has referred the decision notice
to the Upper Tribunal.
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We also considered applications by firms in the debt management sector to convert their interim permissions under
the transitional regime for consumer credit firms into full permissions. In some cases, we were not able to ensure that
the firms concerned would satisfy, and continue to satisfy, the threshold conditions for authorisation, and decided
that the applications should, accordingly, be refused. In some other debt management cases, we decided that the
firms should be authorised, as we were satisfied that the firms would meet the threshold conditions.

Aswillbe seen fromlater sections of this review, the nature of the RDC's case-load s likely to change in the light of
the measuresintroduced on 1 March 2017 which enable subjects of regulatory action to opt to contest casesin part,
rather than settle or contest them fully. This should ensure that cases brought to the RDC are more focused and
therefore capable of being dealt with more efficiently.

I summarise below our review of the FCA's enforcement settlement process during the past year, and present our
conclusions and recommendations.

lam very muchlooking forward to the next 12 months as Chair of a committee made up of talented and committed
members, whose collective aimis to ensure that, in each case we deal with, the appropriate regulatory outcomeis
reached.

o R

Tim Parkes

127



Appendix 2 Financial Conduct Authority
Regulatory Decisions Annual Report and Accounts 2016/17
Committee Annual Review

Overview

The RDCisacommittee of the FCA Board and makes certain decisions onits behalf. The Board appoints the RDC's
Chairand members. Apart from the RDC Chair, RDC members are not employees of the FCA. Sothe RDCis a part of
the FCA, butitis operationallyindependent of the executive. Asthe RDC's Terms of Reference make clear, The RDC
is separate from the FCA's executive management structure.”

The RDC Chairreports quarterly to the External Risk and Strategy Committee (ERSC) of the FCA Board on matters
relating to resourcing and performance (for example, on the length of time taken to complete cases). The RDC Chair
does notreport on the basis forindividual decisions made by the RDC.

Casework

The RDC made almost 600 decisions on cases (at either the first or final stage) last year. Many of these relate to
enforcement action against firms for failure to pay regulatory fees or submit regulatory returns.

The committee also makes decisions on:

» contestedenforcementand supervisory actions alleging serious breaches by regulated and unregulated firms and
individuals

« applications by firms and individuals for authorisation or approval which the Authorisations team proposes to refuse, and

« whetherto give authority for the FCA to bring civil or criminal proceedings.

Making decisions

The RDC hasits ownlegal advisers and support staff who work in a separate division from the FCA staffinvolvedin
conductinginvestigations and makingrecommendations to the RDC. The RDC staffreport through the Company
Secretary tothe FCA Chair. The RDC's dedicated legal function advises the RDC Chair and members on the legal and
evidential soundness of cases, which assures an objective and independent approach toissues arising from cases
broughtto the RDC.

The FCA's website includes a detailed description of what the RDC's role isin contested cases and explains the
different notices which the RDC may issue.? The RDC determines whatis an appropriate decision based on

its understanding of the issues before it. In each case, the RDC assesses the evidence and legal basis for any
recommendation for regulatory action.

The process allows the subject of the action or their representative to make both written and oral representations to
the RDC.* Members use their experience and knowledge in their assessment. When appropriate, the RDC will depart
fromthe recommendations made toit, for example:

 tochangethebasis of a case from deliberate to negligent misconduct (or vice versa)

» tochangethe amountof a proposed financial penalty

» toconclude thatnodisciplinary actionis appropriate, or

» todecide thatan applicationfor authorisation of a firm or approval of anindividual should be granted.

As explained further below, the RDC's decision-making remit has been extended to include cases where the firm or
individual concerned wishes to contest only a part of the case against them.

RDC decisions are decisions of the FCA and can, therefore, only be challenged by the subject of the action, who may
refer the matter tothe Upper Tribunal for are-hearing.

1 Paragraph 2(a) of the RDC's Terms of Reference: see www.fca.org.uk/publication/corporate/fca-corporate-governance.pdf
2 www.fca.org.uk/about/committees/regulatory-decisions-committee-rcd
3 The Financial Services Lawyers Association may provide pro-bono legal assistance to a subject: see wwwifsla.org.uk/scheme
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Operational performance

Inputs

Caseinputs during the year have more than doubled since last year. Inrecent years the largestincrease has been

in straightforward enforcement actions against firms that fail to submit returns or pay fees. Thisis due, in part,

to the significantincrease in the size of the population of firms regulated by the FCA.* These actions may result,
ultimately, inafirm's permissions being cancelled. In approximately 21% of cases brought to the RDC last year, the
firms rectified the regulatory breach during the process, thus ending the regulatory action and enabling the firms to
continue trading.

Figure 1: Cases opened during the year by case type®
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Since the RDC's secretariat introduced a new case management system in February 2016, cases are logged at an earlier stage, when the RDC is first
notified of potential cases; a proportion of those cases do not progress, for one reason or another (for example, in straightforward cases the firm
might rectify the breach before the RDC receives the papers). Accordingly, these cases account for some of the increase in case numbers. However,
such cases require preparatory work on the part of the secretariat before they are withdrawn.

Panel—Enforcement/Supervisory: enforcement or supervisory actions, other than straightforward cases, against firms/individuals for regulatory
breaches.

Straightforward—Enforcement: enforcement actions decided by the RDC Chair or a Deputy Chair alone where the use of a panel is not necessary or
appropriate (the majority being for failure to pay regulatory fees or submit regulatory returns).

Straightforward — Supervisory: supervisory matters decided by the Chair or a Deputy Chair alone (for reasons of urgency).

Civil/Criminal: cases where permission is sought from the RDC Chair or a Deputy Chair alone for the FCA to begin proceedings against firms or
individuals in the civil or criminal courts.

Panel - Authorisations: cases where it is proposed to refuse an application by a firm for authorisation or for an individual to be approved.
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Outputs and outcomes

The number of cases completed during the year has also increased compared to the previous year (from almost 200
to over 400).

Figure 2: Cases completed during the year by case type
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The outcomes of the 22 completed Panel - Enforcement/Supervisory cases were that:

- the RDCissued five prohibition orders (preventing anindividual from carrying on certain activities) and in one further
case decided not toissue a decision notice imposing a prohibition order

+ the RDC withdrew approval from three individuals to perform certain functions within authorised firms

« the RDCissued one public censure (i.e. a public statement of misconduct) and two financial penalties

« the RDC cancelled the permissions of two firms

« the RDC granted an application to revoke a prohibition order

« EMO decided not to continue with the cancellation of one firm's listing after other information was provided

» two caseswere case was settled during the process

« EMO withdrew ten cases, either before or after the RDC received the papers.

The 23 completed Authorisations cases had the following outcomes:

+ the RDCrefused four firm authorisation applications

« the RDC decidedto approve the applications for authorisation by firmsin three cases

« the Authorisations team decided to approve two firms after receiving furtherinformation from them

« ineightcases, the RDC stayedits proceedings at the request of the Authorisations team and the firms concerned,
followinganagreement between those parties for a variation of permission with a view to a phased withdrawal from the
market. The applications were withdrawn at the end of this process

« fivefurther caseswere withdrawn by the subject either after they had made representations or without their doing so

« the RDCreferred one case back to the Regulatory Transactions Committee for decision as the firm had not made
representations, despite indicating anintention to do so.
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Timing

The average time taken to complete a Panel - Enforcement case was approximately 6.5 months from the RDC
receiving the case papers untilit gave a Decision Notice or decided not to give anotice. Thisis animprovement on
last year's average. Panel - Authorisations cases were completed on average in 3.7 months. This figure is higher than
last year whichreflects the significantincrease in numbers of this case type being referred to the RDC as well as the
temporary stays agreed as part of the process of these firms withdrawing from the market (as explained above).

Upper Tribunal decisions

Where disagreements arise between the FCA and firms or individuals about the FCA's regulatory decisions, the
RDC's decision can bereferred to the Upper Tribunal (Tax and Chancery Chamber) by the firm or individual, for are-
hearing. The Tribunalis anindependentjudicial body established by the Tribunals, Courts and Enforcement Act 2007.

Tribunal proceedings constitute a full re-hearing of the case (not an appeal), and involve different evidence —most
notably live witness evidence, including cross-examination before the Tribunal. The RDC does not have any rolein
the proceedings, and the FCA's caseis presented by EMO, which can choose to present the case to the Tribunalona
different basis from that before the RDC, forinstance by arguing for a higher financial penalty.

Forthesereasons, the RDC does not (and cannot) directly assess the quality of its decisions, in cases which are
referred, on the basis of whether the Tribunal reaches the same conclusion as the RDC. Nevertheless, Tribunal

decisions are frequently informative andilluminating, and the RDC actively reviews them for any learning points
eitherinrelation to the specific case orto RDC processes and procedures more generally.

During the year, there were substantive Tribunal decisions (i.e. covering liability and sanction, or the outcome of an
authorisation application) inrelation to two parties who had referred decision noticesissued by the RDC. In each of
these cases, the Tribunal reached the same conclusionas the RDC. The Tribunal also made decisions inthree cases
where the RDC had refused permission for firms to carry on consumer credit activities, and the firms applied to suspend
the effect of those decisions (which otherwise take immediate effect). In each such case, the Tribunal refused to
suspendthe effect of the RDC's decision.

Thirteen RDC cases which were referred to the Tribunal during the year were awaiting a decision on the reference at
the year-end (31 March 2017).

Inanother case, Ms Angela Burnsis appealing against the decision of the Tribunal which held that she was in breach
of Statement of Principle 1, whichrelates tointegrity (although it found against the FCAinrespect of certain
allegations). The FCAis appealingagainst a costs order. The Court of Appeal hearingis listed for July this year.

Third party rights

As mentionedinthe RDC's last Annual Review, in May 2015 the Court of Appeal published its decision in Achilles
Macrisv FCA, which related to theissue of third party rights. Following this decision, the RDC adjusted its view on
third-party rights to ensure consistency with the test set out by the Court of Appeal. On 22 March 2017, the Supreme
Courtruledinthe FCA's favour, finding that Mr Macris was not identified by the FCAinits Final Notice against his
employer, JP Morgan Chase Bank NA (issued under the settled notices procedure), and that the test for identification
was more restricted than the lower courts had consideredit to be. Thisislikely to reduce the number of cases with
third party rights which will come before the RDC for decision.

Ongoing case loads

At the end of the period of this review (31 March 2017), the RDC had 71 ongoing cases, comprising:

9 stayed Enforcement Panel cases (stayed following requests by the Serious Fraud Office)
« 18imminentreferrals that had been notified to the RDC (including one Criminal and one Panel —Supervisory case)
+ 35 Straightforward cases

« 1Panel - Authorisations case
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« 8openEnforcementPanelcases.

Membership

The committee now has 19 members. Between 1 April 2016 and 31 March 2017, six new members of the committee
were appointed.® These were chosen particularly for their competition law and/or consumer (including consumer
credit) experience. The terms of office of five existing members’ were extended for a further three years after the
expiry of theirinitial three-year term.

The membership of the RDC comprises current and recently retired financial services industry practitioners and
non-practitioners who are appointed for a fixed term (normally three years, but this can be extended to six). There
are currently nine practitioners® and ten non-practitioners.® Six members of the committee, including the Chair, are
lawyers!®and three are accountants.!’ Further details are set out on the FCA's website.’?

RDC members are selected on the basis of their:

+ experience of makingindependent evidence-based decisions

« workinsenior and expert positionsin financial services, or other relevant sectors

+ knowledge and understanding of consumers and other users of financial services.

Thisrange of skills and experience is intended to enhance the objectivity and balance of the FCA's decision-making
andto help achieve fairness and consistency across cases.

The fullmembership of the RDC meetsregularly. The object of these meetingsis to: enhance the effectiveness of
the Committee by sharinginsight and experience inrelation to decided cases; undertake trainingin relevant technical
aspects of regulation by the FCA; and keep members informed of likely workloads and areas of focus.

The RDCregularly reviews the membership of the committee. The diversity of the committee is considered when
recruitingnew members. Itisimportant that the committee reflects, as far as possible, the different sectors of the
regulated community and consumers.

Resources

The RDCis supported by a secretariat of FCA staff, which comprises case management, legal and administrative
functions. The team supports the Chair, Deputy Chairs and members to deal with cases efficiently and effectively
to a high standard. The team provides legal advice to the RDC, monitors case inputs and timeliness and ensures that
cases are progressed appropriately, takinginto account complexity, the requirements of the subjects of regulatory
action, andresourcing.

The Chairreportstothe FCA Board through the External Risk and Strategy Committee on resource requirements.
The Board fully supports the RDC having enough resources to manage its caseload.

Review of the enforcement settlement process

Inits report on enforcement decision-making at the financial services regulators®?, the Treasury recommended that
the RDC (asthe FCA's decision-maker in contested cases) should regularly review the FCA's processesin settled

6 Karen Johnston, Nick Lord, Philip Marsden, Robin Mason, Stuart McIntosh and Malcolm Nicholson

7 Iraj Amiri, John Callender, Peter Craddock, Elizabeth Neville and Pauline Wallace

8 Iraj Amiri, Niki Beattie, Kevin Brown, John Callender, Peter Craddock, Chris Cummings, Nick Lord, Stuart McIntosh and Caroline Ramsay

9 Tim Parkes, Elizabeth France, Peter Hinchliffe, John Hull, Karen Johnston, Robin Mason, Philip Marsden, Elizabeth Neville , Malcolm Nicholson and Pauline Wallace
10 Tim Parkes, Peter Hinchliffe, John Hull, Karen Johnston, Philip Marsden and Malcolm Nicholson

11 Iraj Amiri, Caroline Ramsay, Pauline Wallace

12 www/fca.org.uk/about/structure/committees/rdc-biographies

13 www.gov.uk/government/uploads/system/uploads/attachment_data/file/389063/enforcement_review_response_final.pdf
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cases. ltrecommended that the review should include seeking comments fromall or a sample of those who have
settled cases and speaking with the relevant EMO staff. It said the RDC should monitor the effectiveness of the
recommended changes to the settlement process, identify whether there may be settlement processlessons to
be learned, and make generic public recommendations. The RDC undertook to do this, and to publishinthe RDC's
Annual Review any recommendations arising out of its review.

Accordingly, the RDCinvited, where appropriate, firms or individuals who had settled a disciplinary or prohibition case
with EMO during the financial year to participate in a survey to provide their views on the settlement process. The
results of the survey are summarised below.

The RDC sent surveys to six firms and eightindividuals, and received responses from two firms and three individuals.
Although this represents aresponse rate of just over one third of recipients (and response rates were broadly

similar for both firms and individuals), the RDC has adopted a cautious approach to drawing conclusions from what
isnevertheless a small data-set. Responses in future years should provide a bigger body of data for analysis. Inthe
meantime, the comments below should be read with that in mind.

Individuals tended to find that the adequacy of the information received about the settlement process was poor.
In contrast, firms said that they had received adequate information, noting: openlines of communication, regular
updates regarding timescales and the clarity of the information received.

Most firms and individuals which had requested extra time were afforded extensions and said that they had enough
time torespond. The firms stated that settlement negotiations progressed quickly; however, the majority of
individuals found that settlement negotiations did not progress quickly enough.

The majority of individuals said that the documentation received as part of the settlement process, in terms of clarity,
fairness and conciseness, was quite poor. In contrast, the firms and one of the individuals stated that the clarity of the
documentation was excellent. One firm and individual also rated its fairness and conciseness as excellent, and the
otherfirmrated the fairness and conciseness as satisfactory and good, respectively.

Mostindividuals did not feel that settlement negotiations were conducted ‘professionally and courteously’. They did
not feelthat FCA staff of the appropriate level were involved. However, the firms and one of the individuals believed
that FCA staff conducted themselves well, and that staff of the right level were involved.

Allresponses were considered in detail. Where the subject agreed, EMO were given an opportunity to respond to

the responses tothe survey. Onreviewing the responses, the RDC did not identify specific concerns that would
require a change to the settlement process. It should be noted, however, that the individuals were more critical of the
settlement process than the firms.

The RDC recommends that case teams which tend to deal more with individuals than with firms should be briefed
onthe settlement process adoptedin relation to firms and reflect upon whether there may be lessons to be learned.
Any briefing should focus on the clarity of correspondence and tone of meetings with the individuals, ensuring the
process follows a clear timetable, that EMO is transparent about who is its decision-maker, and that EMO explains the
reason behind a decision.

The RDC's survey next year willinclude questions on the partly contested case procedure and will have a section
focused on how well this new procedure is beingimplemented. Once the results of next year's survey are available,
this may help the RDC toidentify trends and make recommendations accordingly.

The next 12 months

The FCA hasrecently expanded the RDC's remitin a significant respect, in the policy statement published on 1
February 2017.** With effect from 1 March 2017, the RDC will now receive partly contested cases, where firms
orindividuals underinvestigation may agree certain elements of a case (whether penalty, facts, liability, or a
combination of these aspects) while contesting the other elements before the RDC.

14 www.fca.org.uk/publication/policy/ps17-01.pdf
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The continuing expansion of the FCA's regulatory responsibilities is likely over time to increase the number of cases
seenbythe RDC, asis theimpact of the Senior Managers and Certification Regime. The RDC has recently received
the papersinits first case involving an application under the new regime. Otherwise, the RDC expects to see cases
reflecting the priorities set outin the FCA's Business Plan for 2017/18.

Therecent policy statement also introduced a change relating to the composition of RDC panels. Previously it was
usual forthe RDC panel, in cases where representations were made, to include additional members of the RDC who
had not previously considered the matter. With effect from 31 January 2017, it is now usual for the same panelto
decide whether toissue a warning notice and (where applicable) a decision notice in the same case.

However, thisis notan absolute rule. In particularly complex cases involving novel points of law or practice (as
providedin the applicable guidance in the FCA Handbook), it may be appropriate for alarger panelto consider the
case at both the warning notice and representations stage. And there may stillbe cases whereitis appropriate to
enlarge the paneltoinclude additional RDC members at the decision notice stage.
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Environmentalimpact

We are committed to good environmental practice as part of our overall approach to corporate responsibility; we
seek to followindustry best practicein allthat we do. Effective environmental management and prudent use of
resources also fits within the remit set by FSMA in so far as it supports one of the principles of good regulation —to
make the most efficient and economic use of resources. The key focus this past year has been to:

+ useresources wisely to deliver both environmental and financial benefits

« make allFCA employees aware of their responsibility to understand the environmental management policy

« committomeasuring, reporting and reducing ourimpact on the environment wherever practicable

+ setobjectivesandtargets foreach of ourkeyimpacts and review themregularly to ensure they remain achievable

« engage with our suppliers to ensure that they reflect our commitments to sound environmental practice and good
corporate responsibility

We manage our businessin an environmentally responsible manner with an ongoing focus on sustainability. This
involves careful control over the use of resources and consumables, and minimisation of waste. We have made
progress through a number of initiatives:

« we have encouraged use of black and white printing by making it a default setting

+ in2016/17 we recycled 363kg of waste which saved the equivalent of 2,595 trees and 471,440kg of CO?. We expect these
figures toimprove further as we have introduced more sustainable food packaging options for the staff restaurant

« we have also participatedin activities such as Earth Hour andinstalled LED lighting throughout the lift lobby areas and on
some floors

Performance commentary

Plantand equipment

We have two offices in London and one in Edinburgh: sole occupancy of 25 The North Colonnade (25TNC) which
accounts for the majority of our estate; two floors of 1 Canada Square as atenant; and one floor of Quayside House in
Edinburgh, also as a tenant.

We refurbished our 25TNC headquarters in 2008 (improving the building's infrastructure) which reduced the overall
energy consumption from 18mto 10m kWh pa. Since April 2010 we began reporting under the Carbon Reduction
Commitment and during that time have reduced our carbon emissions by 16%.

During 2015 and 2016, we furthered our commitment to reducing energy consumption by installing a variety of

energy saving initiatives. We have implemented a new lighting control system, significantly reducing energy usage by
automatically activating and deactivatinglights as required during evenings, nights and early mornings.
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While we strive forincreasing efficiency and reducing energy consumption year on year, the opportunities to gain
further significant savingsin our current premises are limited due to previous successfulinitiatives and the FCA's
impending move from our two Canary Wharf offices to a single new office in the Olympic Park during 2018, which
constrains capital investments.

2017 2016 2015
Non-financial Total gross emission for 4,987 4,837 5,452
indicators scope'?
(CO2eintonnes) Total net emissions for scope* 50 56 65
Total net emissions for scope? 4,937 4,781 5,387
Gross emissions scope —business 1,107 1,202 765
travel®
Related energy Electricity: non-renewable 11,222,271 10,866,214 10,900,717
consumption (kWh)  G5¢ 265,436 295,030 348,798
Financial indicators Total expenditure on energy 1,229 1,418 1,372
(£'000 excl. VAT) Total expenditure on electricity 1,221 1,406 1,355
Total expenditure on gas 8 12 17
CRC offsetting payments 109,850 98,400 101,652
Total expenditure on official 1,523 1,327 1,688

business travel (excluding
accommodation and subsistence)

1 Excluding 1 Canada Square asincludedinthe service charge.
2 Excluding 1 Canada Square and Edinburgh asincludedinthe service charge.
3 Emissions forairandrail (domestic, European andinternational).

Business travel

Our staffvisit regulated firms across the UK and globally. To minimise the impact of our business travel, we have a
policy that encourages sustainable travel and prioritising the use of public transport.

Overall, there has been adecrease in UK domestic air travel and a second year decrease inrail travel. There has been
anincreaseinshorthaulair travelin Europe and long-haulinternational air travel from 2016 but the figures remain
lower thanin 2015.

Our taxiservice requires that all vehicles used are no older than two years old. To ensure we are getting value for money
andto help with our commitment to the environment, low emission cars are provided for alljourneys on the account.
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Mode of travel 2017 2016 2015
Rail Business Rail 31,394 31,718 34,908
travel CO%e kg
Air Business Air—Domestic (between UK airports) 451,279 615,042 610,381
travel CO%e kg',? Air — Europe (short haul up to 3,700 km) 105,253 65,242 149,838
Air —International (long haul over 3,700km) 540,744 416,249 764,899
Eurostar Business Eurostar 66,782 N/A N/A
travel’
Taxi Business Taxi 1,725,651 1,814,353 N/A
travel CO?e kg'
Car Hire Business Car Hire 28,500 23,407 68,038
travel CO?e kg’
Mileage Business Mileage 127,685 173,024 193,234
travel CO?e kg',?*
Total 3,077,288 3,139,035 1,821,298

Notes:

1. CO?econversionrates calculated under the class of average passenger as per guidance on the DEFRA's website for

businesstravel.

2. Flightdistance uplift factor—figures donotinclude the 9% uplift factor.

3. Excludestravelbooked and then claimedthrough expense reimbursement except mileage.

4. Approx. 1/3 have been entered using the diesel calculations for CO? output and 45 mpgin the equation, the other 2/3

have used the petrol calculationand 40 mpginan attempt to ascertain an approx. CO? reading.

Waste generation

We follow the waste hierarchy (‘'reduce, reuse, recycle, recover, disposal') in order to lower costs and reduce
environmentalimpacts.

We recycled 80% (2016: 68%) of our general (non-hazardous) waste. Thisincrease of 12% recycledis due to the
introduction of 'Mixed Recycling'.

We still convert organic waste produced in our kitchensinto biogas and liquid fertiliser through aerobic digestion.

We continue to operate a policy of zero waste to landfill.
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Non-financial Total waste 531
indicators (tonnes) Hazardous waste total 1.6 1.0 0.8
Incineration 92.8 170 172

Non-hazardous waste

Recycled 396 360 431
Financial indicators Total disposal cost 141 127 113
(£'000 excl. VAT) Hazardous waste — disposal cost 11 8 6
Non-hazardous waste — Incineration 41 36 38
disposal cost Recycled 89 83 69

Paper consumption

Printing

Our 'Follow Me' print solution across all multi-functional device printers has continued to be more efficientand less
paperintensive. Printers are configured to black and white and double sided by default to ensure the most efficient
use of paper.In 2016/17, we have seen a 7% reduction of overall printing against the previous financial year. All printing
paperisrecyclable and print levels are continuously monitored and reported. All printer equipment and consumables
are disposed of and/or recycledin accordance with best practice print industry guidelines.

Non-financial indicators (sheets of paper) 18,794,456 20,060,516 24,413,459
Financial indicators (£'000 excl. VAT) 94,415 100,775 122,642

*This data does notinclude the reduced energy consumption from having more environmentally friendly printers; however, the reduced energy consumption levels
areincludedinthe kWh calculation disclosed earlier.

Purged printing

'Follow Me' printing has saved us 3,200,129 sheets of paperin 2016/17, the equivalent of 300 trees, from purged print
jobs. These are printjobs that were sent to the printer but never released to print by the user and as such cancelled
for printing.

Deleted Pages Expired pages Water (gallons) CO2 (pounds)

2,696,131 3,332,208 3,200,129 123,525 281,291

Reprographics

Our staffuse thein-house reprographics function for any specialist printing or photocopying over 100 sheets.

2017 2016 2015
Non-financial indicators Paper consumption (A4) 3,658,306 3,128,181 2,820,000
(sheets) Paper consumption (A3) 69,210 51,227 53,000

Reprographics has experienced anincrease in paper consumption during this current period.
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Water usage

The 25TNC headquarters has reduced cistern capacity from 9 litres to 6 litres and uses sensors to reduce the amount
of water usedin thelavatories.

Non-financial indicators (m?) Water consumption 44,922 39,964 40,764
Financial indicators (£'000 excl. VAT) Water supply costs 97 85 85

Sustainable procurement

Our procurement policy requires suppliers to meet our commitment to sound environmental practice. It encourages
them to develop and supply goods and services that help improve both our and their environmental performance.
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