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How to respond

We are asking for comments
on this Consultation Paper
(CP) by 13 February 2025.

You can send them to
us using the form on our
website.

Or in writing to:

Pensions Policy

Financial Conduct Authority
12 Endeavour Square
London E20 1JN

Email:
cp24-27@fca.org.uk

E:Z

Sign up for our news
and publications alerts

See all our latest press
releases, consultations and
speeches.

Disclaimer

When we make rules, we are required to publish:

e alist of the names of respondents who made
representations where those respondents consented to
the publication of their names,

« anaccount of the representations we receive, and

e anaccount of how we have responded to the
representations.

In your response, please indicate:

« if you consent to the publication of your name. If you
are replying from an organisation, we will assume that
the respondent is the organisation and will publish that
name, unless you indicate that you are responding in an
individual capacity (in which case, we will publish your
name),

« if you wish yourresponse to be treated as confidential.
We will have regard to this indication, but may not be
able to maintain confidentiality where we are subject
to alegal duty to publish or disclose the information in
question.

We may be required to publish or disclose information,
including confidential information, such as your name
and the contents of your response if required to do so
by law, for example under the Freedom of Information
Act 2000, or in the discharge of our functions. Please
note that we will not regard a standard confidentiality
statement in an email message as a request for non-
disclosure.

Irrespective of whether you indicate that your response
should be treated as confidential, we are obliged to
publish an account of all the representations we receive
when we make the rules.

Further information on about the FCA's use of personal
data can be found on the FCA website at: www.fca.org.
uk/privacy.
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Foreword

Decisions about investments and savings, including pensions, can be complex and their
impact is significant and long term. Choices made decades earlier can determine how
comfortable we are in retirement.

We want consumers to be confident making financial decisions, understanding the risks
they are taking and the protections offered. That is why we have been working with the
Government through the Advice Guidance Boundary Review (AGBR) to help consumers
access the guidance and support that they need, when they need it, at a cost they can
afford, to help make informed financial decisions.

The AGBR seeks innovation so people can access affordable support. Greater
investment risk can benefit people through higher returns. But it comes with greater risk
from investments not performing as expected.

While we often talk about investment risk, we speak less about the opportunities lost if
we are too risk averse. We need a broader debate about how much risk is acceptable and
how people can be supported to take views on their own risk appetite.

In this paper, we set out our detailed vision for a new type of 'targeted’ pension support.

We think that a new form of regulated support —targeted support - could help

many consumers get the help they want at a time they need it, so they can make
informed decisions and achieve better outcomes. This paper focuses on how it could
be developed in the context of pensions, but we see a broader application across
investments.

This will fill a gap that currently exists between more bespoke advice and the general
support available. Currently, many people report that they do not have the information
they need to make the decisions they need to take with confidence. For example,
according to our 2024 Financial Lives Survey, 75% did not have a clear plan for how to
take their money out of their pension or didn't know they had to make a choice.

The targeted support proposals are one part of a wider set of proposals designed to
help consumers. Financial advisers continue to have a critical role to play and so we are
continuing to develop our approach to simplified advice. Guidance is also important and
so we are also considering whether we can further help firms to navigate the advice-
guidance boundary. We published an update on all aspects of the AGBR in November.

We are working closely with stakeholders to make sure we get this right and we

will continue to work side-by-side with industry and consumer groups. In this first
consultation, we aim to get views on our detailed vision of how targeted support may
work in practice. We will consult with rules in the first half of 2025, for both pensions and
retail investments.

This is an exciting opportunity. We are keen to hear all views as we want to take this
opportunity of regulatory reform to design outcomes-focused regulation that is fit for
many years to come. We are open minded about how this can be designed and welcome


https://www.fca.org.uk/news/news-stories/advice-guidance-boundary-review-november-2024-update
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views now to help inform our future thinking around targeted support for retail
investing too.

These proposals are part of wider work underway at the FCA to make the requirements
applicable to the investment market more adaptable, with a less prescriptive and more
outcomes-focused approach but keeping consumer needs at its heart. We believe these
proposals will support the competitiveness and growth of the UK economy as well as
encouraging innovation in the market, with appropriate safeguards for consumers.

We welcome your input.

Sarah Pritchard,
Executive Director of Consumers, Competition and International
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Summary

Why we are consulting

Decisions about investments, and particularly pensions, are complex. The shift from
defined benefit to defined contribution means greater individual responsibility for
making sure enough is being saved. Pension freedoms have also resulted in greater
freedom —and more choice —when accessing life savings.

The choices we make about our pensions —how much to save, what we should investin
and how to access them —determine our comfort and security in later life. That is why it
is vital that people have access to the right support to navigate complicated decisions.

We want to see easy to access, trusted and affordable pension support. We believe we
can provide the regulatory framework that enables the market to innovate to meet this
need.

There s currently a gap in the market. At one end, there is regulated, holistic advice,
with a personal recommendation on how to make the most of your money, given your
individual circumstances. Our Financial Lives survey (FLS, 2024) indicates that 9% of
UK consumers took up regulated financial advice in the 12 months to May 2024. At the
other end, there are other sources of support such as generic factual information from
firms or the free, impartial Pension Wise guidance, provided by MoneyHelper. However,
these other sources of support do not provide a recommendation, which can leave
people unsupported with their specific choices.

Last year, with the Treasury, we opened a discussion (DP23/5) under the Advice
Guidance Boundary Review (AGBR) on whether and how we could build a framework that
better supports a range of consumers. The aims of that review are to help consumers
get access to the support that they need, when they need it, at a cost they can afford, to
make informed decisions about their finances.

We are now consulting on how we take forward in pensions some of these new
propositions. We're proposing a new model —targeted support. This would see people
receive suggestions developed for a group of similar consumers rather than based on
the individual's detailed circumstances, as would be the case with holistic advice. That
means suggestions that are not optimised for the individual; a trade-off we think is
required if pension support is going to be scalable. If more people are to receive more
of the support they need, we need the market to provide it. That is why we are also
proposing proportionate standards for firms providing targeted support.

While we see potential in targeted support, holistic advice will continue to play an
important role for consumers who want a personal recommendation tailored to their
individual circumstances. Financial guidance offered by MoneyHelper will also continue
to be animportant fixture on this spectrum of support.


https://www.fca.org.uk/publication/discussion/dp23-5.pdf
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We are not consulting on new rules at this point. Given the significant change our
proposals entail, we are seeking initial feedback on our proposed direction. We expect to
consultin summer 2025 on the rules that would create a new framework.

We are also progressing the other proposals we made in DP23/5, including considering
how targeted support could apply in a retail investments context and proposals for
simplified advice. Your feedback to the proposals in this document will help us shape
that consultation. We are deliberately accelerating our proposals in the context of
pensions first —to inform the longer-term AGBR — as pensions are an important feature
of people's long term financial resilience.

We want your views about any unintended consequences of our proposals, and whether
they would enable the high-quality support needed so people have the confidence to
make important decisions about their pensions.

Who this applies to

This consultation will be particularly relevant to providers of personal pensions as well
as stakeholders with an interest in the pensions and retirement sector. It will also be
relevant to stakeholders interested in our wider work on AGBR for retail investments. In
summary it will be relevant to:

consumers

groups representing consumers' interests

life insurers

all firms that provide pension products (both accumulation and decumulation)
financial advisers

investment platforms

authorised fund managers

retail banks

trustees of DC occupational pension schemes
financial coaches

trade bodies for regulated firms

TS Hho a0 oo

any non-authorised persons providing support to consumers


https://www.fca.org.uk/publication/discussion/dp23-5.pdf
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What we want to change

This CP sets out how we see targeted support working for Defined Contribution (DC)
accumulation and decumulation consumers (illustrated at a high level in the diagram
below) and the conduct standards we are proposing to ensure good consumer

outcomes.

Scenarios

Consumer
segment

Ready-made
solution

Firm has reasonable grounds for believing that the delivery of targeted support
suggestions would deliver a better outcome for their customers than if targeted

support was not provided

Firm pre-defines
scenarios to provide
targeted support

Firm begins targeted
supportintervention

See further detail on
concept and terminology
in Chapter 4

Firm pre-defines relevant
consumer segments
(groups of consumers with
common characteristics)
within scenarios to provide
targeted support

See further detail on
concept and terminology in
Chapter 4 and specific
conduct standards in
Chapter 5

>

Firm provides the same
suggestiontoall
consumers in the same
consumer segment

Firm provides the
suggestion through
establishing a ready-made
solution for each
pre-defined consumer
segmentin the relevant
scenario

See further detail on
concept and terminology in
Chapter 4 and specific
conduct standards in
Chapter 5

1.13  Practical examples of how targeted support could differ from existing guidance-based
services and holistic advice respectively are set out below. These examples are framed
as being provided by pension providers and we explore the provision of targeted support
by other firms in Chapter 9.



Financial Conduct Authority
Consultation Paper

A consumer asks their pension provider (who provides all decumulation options) how to
generate anincome from their pension pot. They may be at risk of making decisions that do
not reflect their risk appetite

gl

O

=

Guidance-based service:

The provider describes the 4 different options available and the factual risks and
benefits of each.

This could include explaining how an annuity gives a certain income throughout
retirement but is irreversible, while drawdown provides flexible income but no
guarantees that it will last, due to investment fluctuations.

- —

Proposed targeted support service

Alongside this guidance-based service, the provider asks the consumer if they want to
answer a limited number of questions so they can suggest an appropriate option for
consumers with these common characteristics and needs.

The provider collects information about the consumer's preferences for the type of
income, and finds out if they need a guaranteed income or can accept a reduced income
from time to time.

This could involve the provider saying: 'We suggest taking drawdown initially but that you
review your position at least once a year. This suggestion is based on this option being
considered appropriate for consumers in similar circumstances with similar needs as you:
income preference and income security need'

A pension provider identifies that a consumer, aged 60, is potentially at risk of running out
of money in retirement as they have determined they are drawing down unsustainably a
rate of 10% for 3 consecutive months.

Proposed targeted support service

The provider uses limited information on the consumer to suggest a potentially more
sustainable withdrawal rate.

This could involve the provider saying: 'We suggest an initial drawdown rate of 3.0% a year
for anincome that could be increased with inflation each year. This suggestion is based
on a rate which is considered appropriate for people in similar circumstances with similar
needs as you: early 60s, who want their pot to last their lifetime, where the potis invested
in a medium-risk fund, with charges in the range of 0.5%-0.75% a year.

- —

Holistic advice

An adviser provides a suitability report, considering the consumer's full financial
circumstances, setting out amongst other things: 'Based on our analysis of your
circumstances, including your income needs over time and considering the other assets
you hold, we recommend that you take an income of £10,000, increasing each year with
inflation, for the first 5 years. As your mortgage payments will end at that point, you

can then then reduce the amount to £5,000 (adjusted for inflation). See the cashflow
modelling in the Appendix which shows how your income needs will be met by each of
your pensions.’

A
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Providing a suggestion as we propose in targeted support would, if given today, likely

be subject to the same regulatory framework as holistic advice. We want targeted
support to be treated differently so as to broaden access but with appropriate consumer
protections in place. We are working jointly with the Treasury to consider changes to the
legislative framework.

We are also considering what new rules should be introduced to support consumer
decision making and give firms the flexibility and ability to innovate to drive good
consumer outcomes.

We propose that some of this new framework would build on our existing requirements
including the Consumer Duty. The Duty sets a high standard of care that firms must
give to their retail customers. Its outcomes-based approach allows firms to adapt and
innovate in a way that helps consumers and is responsive to technological change and
market developments.

But we also propose to introduce some new requirements specific to giving targeted
support. These would include requirements that:

e provide a framework within which firms could use information effectively to make a
targeted support suggestion

« define the process that a firm would need to follow to make any suggestions

« setoutthe steps a firm would need to take to monitor the outcomes of its
targeted support

Outcomes we seek

We want to achieve the following outcomes in relation to targeted support in pensions:

« Consumers get the help they need to avoid poor outcomes, such as inadequate
saving levels and poorly informed decumulation decisions, that leave them with
less money in retirement.

« Consumers are actively engaged with their pensions and given the right support
to help them make decisions that meet their needs, providing them with a more
adequate income in retirement.

o Consumers have access to sufficient information to help them make decisions
that reflect their risk appetite.

Overall, we consider our proposed conduct framework provides an appropriate degree
of consumer protection, certainty and flexibility to help ensure non-advised consumers
with DC pensions achieve better outcomes compared to not having received targeted
support. We recognise this means a trade-off whereby an individual consumer may not
achieve the best possible outcome under targeted support. We think this is necessary
to ensure a scalable service can be delivered.

10
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Measuring success

We plan to collect and monitor data to assess the impacts of our proposed changes,
in line with our commitments in the draft Rule Review Framework. We would intend

to measure the success of our proposals by monitoring key outcomes, focusing on
the reduction of harm for consumers, such as through data on consumer take up, and
decision-making in our Financial Lives survey and Retirement Income Market Data.

We would monitor data showing consumer saving levels in accumulation, changes

in how consumers access their pension pots and changes in how consumers feel
supported making decisions with their pensions. We would also aim to get data from a
variety of other sources, including supervision activities, firm management information,
and complaints data, to understand the number of firms providing targeted support and
ensure that those that do provide it do so according to our expectations.

Next steps

We welcome feedback to the proposals by 13 February 2025. Please respond by
completing the form on our website.

We are continuing to work with the Treasury to explore the need for, and feasibility of,
legislative change.

We will engage with stakeholders representing both consumers and industry during
the consultation period. Please contact cp24-27@fca.org.uk if you want to discuss the
consultation with us.

Further consultation

Due to the significant changes needed to put in place a framework for targeted support
and the importance of getting this right, we are not consulting on rules at this time. This
is to gather early feedback on this proposed new form of support, help stakeholders to
understand our thinking, and inform our proposed rules, for both pensions and retail
investments. We propose to consult on detailed requirements with draft rules and
guidance by the end of the first half of 2025 (H1 2025). We will also provide an update on
our work on simplified advice and providing further clarity around the advice guidance
boundary, which we also explored in DP23/5.

11
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Chapter 2

The wider context

Pensions savers have a growing need for support

DC pensions are today the most common accumulation vehicles in the private
workplace pension market. 80% of all employees participate in a workplace pension (22.3
million). Assets under administration in the DC pensions market are now around £1.5trn
(FCA, 2024) while the DB market holds around £1.4trn assets (TPR, 2024).

More consumers are also accessing their DC pensions for income in retirement. In
2023/24, 885,455 DC pension pots were accessed for the first time, a 19.7% increase
from 2022/23. The overall value of money withdrawn from these DC pots increased to
£52.2bn from £43.2bn over the same period (FCA, 2024).

Against this backdrop, there is strong evidence that consumers need more help
throughout their pension journey.

GFJ| Consumers need help @ Consumers need help
# saving for retirement CQ) understanding their

options

12.5._ 75%

(38%) of the working age
population are under-saving
for retirement (DWP)*

of DC pension holders
aged 45+ did not have a
clear plan for how to take
their money or know they

Consumers need support had to make a choice?
I-STLI with decisions at
I decumulation
(Q\ Consumers need support
(0] @ ost-retirement
3 4 /0 a—— P
of those aged 50-69 with a j—— 14 5’04 2

DC pension in accumulation

had never heard of income )
DC pension plans over

drawdown ;
£30,000 were withdrawn at
rates of 8% and above which
a n d is likely to be unsustainable®

%
'DWP analysis of future retirement
incomes (2023)

2Financial Lives survey (2024)

had never heard of
.ad N .e ea d 02 a 3Retirement Income Market Data
single life annuity’ (2023/2024)
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In accumulation, two in 5 (38%) of those currently contributing to a DC pension do not
know how much they or their employer are paying into their pensions. Half (49%) of
those with a DC pension in accumulation have not reviewed their pot value in the past 12
months (FLS, 2024).

Approaching decumulation, we know consumers need help understanding their options
in retirement and to be able to plan, as 32% of DC pension holders aged 45+ say they did
not understand their decumulation options (FLS, 2024).

At decumulation, data from our Retirement Income Market Data shows that 47,389
DC pots worth more than £30k were fully encashed in 2023/24, with likely adverse

tax conseqguences. Further, 56% of those who took money out of a DC pension in the
4 years to May 2024 said that they did not consider the tax implications making their
decision, or did not recall if they did so or not (FLS, 2024). This figure was 32% of those
with a pot of £150k+.

Consumers also need support post-retirement. Data from our Retirement Income
Market Data shows thatin 2023/24 there were 145,042 DC pension plans over £30,000
where the plan holder made regular drawdown or uncrystallised funds pension lump
sums (UFPLS) withdrawals at a rate of 8% and above. This is likely to be unsustainable for
these retirees, highlighting the need for more support.

We give more detail on our evidence and analysis of consumer behaviour and the
potential harms in Annex 1.

Consumers want support

Consumer research conducted in December 2020, found that consumers want support
with their pensions. However, it also found that people who do not currently take advice
would probably not be willing to pay current adviser fees, based on their perceptions of
what they consider a reasonable price.

Data from our Financial Lives surveys have consistently shown just over 8% of
consumers taking financial advice, with 8.6% in 2024 —just 4.6m consumers.

We commissioned consumer research to understand how consumers currently use
guidance and advice services with their pension and to test interest for targeted
support.

The findings show a strong interest in targeted support, particularly for consumers
approaching retirement and accessing their pension.

13
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Firms report barriers to providing the support
consumers need

Firms have told us they want to offer greater support to consumers. They are reluctant
to do so because of fears about inadvertently crossing the advice boundary, concerns
about the economic viability of doing so at scale and being liable if the support goes
wrong.

Authorised firms can currently provide guidance, give non-personal
recommendation advice or, if they hold an Article 53 permission, provide
investment advice with a personal recommendation. Article 53 of the Regulated
Activities Order (RAQO) sets out the definition of advising on investments. Some
pension providers have said they are concerned about providing support that
would require them to get the Article 53 permission. These providers and others
also have concerns about meeting the rules attached to this permission, and
about the uncertainty around the boundary.

This uncertainty about the advice guidance boundary was raised in the original
Financial Advice Market Review (FAMR) work. As a result, the Government
amended the perimeter for providing regulated investment advice in the

RAQ, distinguishing regulated advice between advice that involves a personal
recommendation and that which does not. Authorised persons with permission to
carry on one or more regulated activities (other than advising on investments) only
provide regulated investment advice where it involves a personal recommendation.

We published perimeter guidance to help firms understand the boundary between
these two forms of advice (PERG 8 Annex 1). While we published a summary of existing
guidance clarifying the advice boundary in 2023 with the aim of encouraging more firms
to get closer to the current boundary, itis clear that some concerns remain and that
some firms still find it difficult to develop new services to meet consumers' needs.

The landscape is also evolving with the Consumer Duty. In considering the support they
give, firms must have regard to the requirement under the Duty to act to deliver good
consumer outcomes. The Consumer Duty doesn't change the firm's relationship with
customers —for example, it doesn't require firms to provide advice where they would
not otherwise have done so. However, we have said that taking an unduly conservative
approach to the advice guidance boundary may not deliver good customer outcomes.
We would expect firms not to be hesitant to provide such support simply to avoid
coming closer to the boundary, but we recognise even then a gap remains. We are
proposing targeted support to fill this.

Examples of where firms feel unable to give sufficient support to consumers (or cannot
do so because the firm lacks the requisite permission) include:

14
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Consumers drawing down unsustainably

A pension provider becomes aware that a consumer is drawing down on their pot at
a potentially unsustainable rate.

The provider proactively contacts the consumer to warn them of the risk of running
out of funds. But the provider feels unable to recommmend an alternative withdrawal
rate.

Consumers potentially making uninformed decisions when

accessing their pension

A consumer approaches their pension provider to access their pension to generate
anincome (ie choose a decumulation product).

The provider can explain the decumulation options but feels unable to suggest a
method of access, such as drawdown, or indeed suggest a drawdown rate.

Consumers under-saving for retirement

A pension provider becomes aware that a consumer may be on track for a
potentially inadequate income in retirement based on their contribution rate.

The provider proactively contacts the consumer to warn about their contribution
rate. But the provider feels unable to recommend an alternative contribution rate.

We explore the pensions and advice market, the growing consumer need for support
and the current barriers to firms providing and consumers accessing more supportin
more detail in Annex 1.

The case for a new form of support

There is a clear mismatch between the support consumers require and the current
availability of support under the current legislative and regulatory framework. We need
to find a different approach.

Specifically, we need a type of support that is:

Scalable: so it can be offered to a large number of consumers. We think this could
be achieved by the support being designed for groups of people with shared
common characteristics, as opposed to personalised individual solutions.
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« Attractive to consumers to take up: this means it has to be easy to access and
affordable or free.

« Able to go further than guidance-based services: so that consumers get an
actionable suggestion.

« Trusted and of high quality: for this reason we propose the activity should
be regulated and subject to specific conduct standards. Quality is particularly
important in a mass market proposition, where a poorly designed suggestion could
harm a large number of consumers.

Participants in our consumer research said a service would be most beneficial in cases
where there is a risk of harm, such as unsustainable withdrawal rates, but also saw
value where they were provided with an opportunity to be guided to a better solution.
Participants who had previously sought guidance and had experienced the limitations
of these services saw particular value in the service. Levels of trust in pension providers
and engagement were significant factors in influencing interest in the concept of
targeted support. The research also includes insights into aspects of the service where
consumer attitudes varied, such as data sharing, proactive communications and the
number of suggestions provided.

Our evidence and supporting analysis in Annex 1 provides further detail on our rationale
for intervention with targeted support, including the benefits and impacts we expect
from our new proposed approach.

We have also commissioned consumer research focused on retail investment products
to get further insights on consumers’ experiences when making decisions about their
savings and investments and to test the concept of targeted support for wider retail
investments.

As we have developed these proposals, we have engaged closely with the relevant
statutory panels. We will continue to work closely with them going forward to ensure our
proposals provide consumers with the support they need to make effective decisions.

Links to related interventions

Targeted support would take place in the context of a number of developments in the
requirements applying to pension providers, including the introduction of investment
pathways, wake-up packs, annuity information prompts and retirement risk warnings.

Existing interventions to date either required providing further information to the
consumer or have tried to make consumers' decision-making less complex (for example,
investment pathways). But we know there is more we and industry can do to support
consumers.

In July 2024, we published a Call for Input asking for feedback on whether, where and
how we can simplify our rules, while ensuring we continue to support and protect
consumers. We also want to include appropriate flexibility in our rules to be responsive

16
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to future changes and innovation. The Call for Input closed to responses at the end of
October. We will take account of relevant responses in our ongoing work on targeted
support and, more generally, we will look to futureproof and apply the right level of detail
in any new rules on which we consult following this CP.

As we develop our proposals for targeted support, we will continue to work closely with
the Government to share the feedback from this consultation so that it can inform the
broader Pensions Review as well as the wider AGBR.

The role of the Money and Pensions Service

Targeted support would need to work within the wider system of support

for consumers. We anticipate that MaPS will continue to play a pivotal role in
empowering consumers to understand the next best action and make informed
decisions for their circumstances. Pension Wise is a government-backed service
that offers free, impartial guidance to over 50s on how to take money from their
DC pension pots. The service will continue to play an important role prior to a
consumer accessing their pension by helping them understand their pension
options.

Pension Wise is one of several financial guidance services offered by MoneyHelper
across a range of channels, including web, digital tools, telephone, web chat,

print and face-to-face. Pensions guidance provides support to consumers with
workplace and personal pensions across the UK.

We require firms to refer or signpost consumers to MaPS" MoneyHelper guidance
services throughout our COBS 19 rules, for example wake-up packs, stronger
nudge to Pension Wise, the pension annuity comparison tool and investment
pathways tool. We will consider how our existing COBS 19 rules can best sit
alongside targeted support in a future framework. This includes interaction with
MoneyHelper pensions guidance services, which we explore in Chapter 7 of this
CP, as well as our expectation of firms to signpost to MaPS guidance on shopping
around in their communications to consumers, which we address in Chapter 6.
We will work closely with MaPS as we continue to develop our targeted support
proposals to ensure consumers can access a spectrum of services that meet their
needs, including key hand-off points where appropriate.

How it links to our objectives

Our proposals seek to ensure that relevant markets function well. They have also
been developed with a view to advancing our operational objectives as well as our
competitiveness and growth objective.
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Consumer protection

Our proposals should help more consumers receive the support they need to make
informed decisions around their pensions.

We know there are limits to what a targeted support service could deliver, and we
would need to manage potential risks to consumers from its delivery. We would seek to
reduce these potential risks through a proportionate conduct framework that protects
consumers while enabling effective support to be delivered to the mass-market. We
propose leveraging existing requirements to achieve this, such as the Consumer Duty,
but also introduce new requirements where necessary.

Market integrity

Lack of engagement in pensions decisions and unexpected poor outcomes for
consumers with DC pensions could undermine confidence in UK financial markets.
Enabling consumer understanding and good investment decisions increases trust in the
system, and ultimately encourages further use.

Competition

Consumers currently face barriers in getting appropriate pensions support and advice.
As well as improving consumer outcomes, our targeted support proposal provides a
framework that would enable firms to create an innovative service with new business
models to support consumers in achieving their retirement goals.

By providing this new framework and improving consumer decision making, these
proposals are designed to encourage proactive action by consumers.

We explore the competition impacts and implications of our proposals in Annex 1.
In particular, we invite views on the types of costs incurred, how firms intend to fund
targeted support services, the potential impacts on firms' commercial and business
models as well as any other competition implications.

Secondary international competitiveness and growth objective

These proposals should enable firms to offer more accessible and affordable support
services to consumers, helping them to make better informed pensions decisions. This
should help build consumers' trust and confidence, increase consumer engagementin
UK markets, boost productive investment and support growth.

Environmental, social & governance considerations

In developing this CP, we have considered the environmental, social and governance
(ESG) implications of our proposals and our duty under ss. 1B(5) and 3B(c) of FSMA to
have regard to contributing towards the Secretary of State achieving compliance with
the net-zero emissions target under section 1 of the Climate Change Act 2008. Overall,
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balancing all other factors, we do not think there is any contribution that the proposals
outlined in this CP can make to the Government's net zero and environmental targets.

Our aimis for targeted support to increase levels of consumer engagement and
confidence in the decisions consumers make about their pensions and the wider
pensions system. So, we envisage, if implemented, such benefits could have a positive
overallimpact on wider society. We welcome your feedback on this and will keep it under
review during this consultation.

Equality and diversity considerations

Structural issues within society, such as types of employment, gender, ethnicity and
disability, can influence pensions outcomes. These factors can lead to lower incomes

in retirement, lack of engagement with pensions, and the risk of poor choices when
accessing pensions. We consider that our proposals, if taken forward, could enable
many consumers who do not currently get advice to benefit from greater support being
deliveredin pensions. We particularly think the proposals could have a positive impact
on some groups with protected characteristics under the Equality Act, specifically older
people. Generally, we consider women may benefit more greatly from our proposals, as
we know pension adequacy and engagement amongst women is lower than for men.
Consumers with lower incomes or vulnerable consumers could also benefit. However,
we acknowledge below that some consumers may not benefit from targeted support.

Our proposals are clear that targeted support suggestions are designed for pre-defined

groups of consumers (ie consumer segments) with common characteristics, rather than
being tailored to the individual. By this very nature, providers would be using information

which likely overlaps with protected characteristics (for example, age, gender and marital
status).

Noting the benefits above, we also recognise there are potential risks associated with
our proposals for consumers with certain protected characteristics, including where
these increase the risk of vulnerability. We want to work with stakeholders to understand
these risks further, considering other support available to consumers including holistic
advice and alongside our proposed signposting requirements.

We have identified there may be a specific risk of consumers with certain protected
characteristics not receiving targeted support because of a firm's verification process.
We discuss and invite views on this specific impact in paragraph 5.41.

We also note potential concerns around the delivery channel for targeted support, as
many consumers may access targeted support online. We expect any proposed rules or
guidance would be ‘channel neutral’ to give firms the flexibility to cater for consumers
with different needs (for example, consumers with visual impairments, lack of access

or ability to engage digitally). The proposals in this CP would also operate alongside our
guidance for firms on the fair treatment of vulnerable customers (FG21/1).

We therefore acknowledge the potential implications resulting from our proposals
and will continue to consider how best we could make sure consumers, irrespective
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of their characteristics, have an equal opportunity to access targeted support. We do
not expect our proposals would increase the current structural or negative outcomes
consumers with diverse characteristics may face. Instead, we aim to develop robust
proposals for positive targeted support, including going some way to manage current
identified problems.

This consultationis being conducted without draft rules to gather early feedback on
our targeted support proposals. We will continue to evaluate the equality and diversity
implications of these proposals during the consultation period and again when we
consult on rules and guidance (which we expect to do by the end of H1 2025).

In the meantime, we welcome any feedback on the potential equality and diversity
impacts of our proposals.

Question 1:  Inyour view, do any of the proposals outlined in this CP
adversely affect protected groups or vulnerable consumers
and why?
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Chapter 3

Our approach to setting a targeted
support framework

Our general approach to setting a regulatory framework for targeted supportis to

use existing requirements where possible. We see the Consumer Duty as a critical
underpinning to achieve this, enabling a principally outcomes-based approach. And we
discuss the application of other elements of our existing rule framework in Chapter 7.

But we consider some new requirements would be needed. Where we propose
introducing new requirements, we seek to strike the balance between an outcomes-
based approach while only proposing prescriptive rules where necessary. This reflects
the overarching need for high quality support that is delivered and designed to deliver
good outcomes for consumers.

Our proposed framework would also be channel neutral and take account of the
circumstances in which targeted support is provided, allowing firms to tailor their
targeted support journeys as they know their customers best.

We are also explicit that targeted support would be designed for groups of consumers
with common characteristics, and not bespoke to each customer. As we set outin
Chapter 1, we recognise this means a trade-off where an individual may not achieve the
best possible outcome under targeted support but that we think this is necessary to
ensure a scalable service.

This general approach should enable firms to provide support to the widest market

of consumers. It would allow firms to develop a range of offerings and innovate, while
being responsive to evolving consumer and technological needs. And it would also
ensure firms deliver the support in a way which protects consumers and is in consumers'
interests.
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How a targeted support consumer journey could operate

Flowchart of proposed targeted support consumer journey
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Differentiating between pensions and other retail
investments

In this CP we outline how we propose to enable firms to deliver targeted support

in pensions, building on our general approach above. Our proposals are designed
specifically to allow firms to support the large number of auto-enrolled consumers who
have limited touchpoints with their pensions and pension provider and who need further
support during accumulation, as they approach taking their pensions and when they
decumulate.

But we are also considering how firms could use targeted support to help consumers
with decisions relating to retail investments more generally, and we intend to consult on
this next year.

We believe we can apply the same general approach, and most of the policy framework,
to targeted support for wider retail investments. There may be some necessary areas
of divergence, but we see targeted support working in broadly the same way for both
pensions and wider investments. So we have included a small number of questions in
this consultation to understand how our proposals could apply more widely to retail
investments.

In practice, consumers may not make a hard distinction between pensions and other
savings. For example, a consumer may save into an ISA or make investments with
retirement in mind. Equally, a consumer may open a self-invested personal pension
(SIPP) for tax reasons and simply use that as a vehicle to make investments. Firms also
do not split neatly into pension and investment providers. We know that any final policy
proposals would need to cater for this nuanced landscape and all these products. We
are interested in views on how, and whether we should, differentiate between different
types of consumers. We are also exploring this more widely as part of DP24/3.

Question 2: In the context of SIPPs, do you think we should differentiate
between different types of consumers in the targeted
support framework? If so, how?
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Targeted Support as a regulated activity

In DP23/5, we said targeted support should be provided by authorised persons for
both pensions and retail investments.

We want to ensure that targeted support is understood as being different, and

is provided in a clearly distinct way, from holistic advice. But we also need to
recognise that providing a suggestion of the type we describe in Chapter 4 would,
if given today, likely be subject to the same regulatory framework that currently
applies to holistic advice. The question is where the provision of targeted support
fits in relation to the current regulatory framework, including the regulated activity
perimeter.

In DP23/5, which was published jointly with the Treasury, we set out that the
options to implement targeted support could include (but are not limited to):

» introducing a new regulated activity

« creating a new sub-permission within the current 'advising on investments'
activity in Article 53 of the Regulated Activities Order 2001 (RAQO)

» allowing authorised firms to carry out targeted support where they have certain
existing permissions linked to relevant products (for example, a firm with
permission to operate a personal pension scheme would be able to provide
targeted support for personal pension products)

We will continue to work closely with the Treasury on the options to implement
targeted support. Ultimately changes to the perimeter are a decision for the
Treasury.
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Chapter 4

Proposed parameters of targeted support

In this chapter we set out in detail our overarching expectation that targeted support

is designed to deliver better outcomes for customers. We also propose terminology

to express key parts of the targeted support journey which could later be used in our
rules. We seek feedback on the 'better outcome' concept and its practical application.
We also seek feedback on whether the proposed terminology is adequate to convey the
regulatory intent in the Handbook. We do not propose firms use the terms set out below
in customer-facing communications. Chapter 5 covers the detailed requirements we
are proposing for firms providing targeted support. We anticipate that the key elements
of targeted support discussed in this chapter will be important for framing those
requirements.

Consumers with common characteristics

In this CP, one core concept that we use, is that of ‘consumers with common
characteristics'. In DP23/5 we used the term ‘people like you' as a basis for providing
targeted support. But when carrying out a pilot for our consumer research, participants
did not like the term 'people like you'. They viewed it as condescending with potentially
discriminatory undertones. In the primary research, the term ‘people in your
circumstances' tested better.

It would also be possible to use the existing term 'target market' for the purposes of
describing the identification of consumers with common characteristics. However, our
Handbook glossary currently defines this term for the purposes of the Consumer Duty
but not for other rules, such as those in PROD 3 and 4. As such, it could be confusing

to use the term 'target market' in yet another context. Therefore, in this CP, we use

the term 'consumer segment' to refer to the pre-defined groups of consumers with
common characteristics which are central to our proposed concept of targeted support.

Designing and delivering targeted support

We propose that the design and delivery of targeted support by firms will involve internal
firm actions and consumer-facing actions.

We propose that, prior to the delivery of targeted support, firms must take the following
(internal) steps:

o pre-define particular scenarios where customers could achieve better outcomes
which could trigger the delivery of targeted support

« pre-define consumer segments for whom better outcomes could be achieved
in those scenarios and decide what information would be needed to determine
whether a consumer fell within a consumer segment
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« establish ready-made solutions to deliver better outcomes for the consumer
segment in the relevant scenario

During the delivery of targeted support to the customer (consumer-facing actions), we
propose firms:

« identify that a customer falls into in a pre-defined particular scenario
« verifyif the customer can be appropriately placed in a consumer segment and
provided the ready-made solution

Targeted support framework to deliver better outcomes

Targeted support needs to be provided in appropriate circumstances so that consumers
trust it and do not simply see it as a form of marketing. Our consumer research shows
that many consumers are wary of providers' motives for selling products.

We propose that to provide targeted support, firms must consider whether its provision
would achieve better outcomes for their customers. Therefore, we propose thatin
determining whether, and in what circumstances, to provide targeted support, firms
would need to apply the threshold of having reasonable grounds for believing that
the delivery of targeted support suggestions would deliver a better outcome for
their customers than if targeted support was not provided. This seeks to ensure
that targeted supportis delivered in a way that builds consumer trust and is in line with
consumer interests.

Firms will have to use judgement to decide whether the better outcome threshold

has been met. But we think this would also give them flexibility to develop and adapt
their customers'journeys. We want to better understand how firms would make
decisions about whether and when to provide targeted support, and different potential
approaches. For example, whether firms would make this decision by reference to
whether the provision of targeted support would be likely to achieve a 'better outcome’
for the typical customer in the same scenario. As part of this, we would expect firms

to consider that targeted support is designed to enable the consumer to make a

fully informed decision. So while consumers may not act on any targeted support
suggestion, its provision could still lead to a better outcome as it is facilitating a more
informed decision.

Firms will need to consider this threshold when pre-defining the scenarios in which

they wish to give targeted support, pre-defining the relevant consumer segments

within these scenarios, and designing their ready-made solutions for their consumer
segments. In their verification process, firms will also need to consider when it would

be inappropriate to allocate consumers to a consumer segment and provide a ready-
made solution based on the threshold (for example, because they had information about
a customer which indicated that to do so would not deliver a better outcome for that
customer).

In setting this threshold, we recognise that targeted support suggestions will not be
optimised for the individual but instead will be developed for groups of consumers.
Therefore, the application of the threshold should principally be at the level of the
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internal firm design of targeted support rather than in the context of individualised
assessments by firms. But in relation to the delivery of targeted support, if a firm had
reason to believe that the provision of targeted support would not deliver a better
outcome for a particular customer then the firm would not be able to give that customer
targeted support.

We have considered an alternative of whether targeted support should only be provided
when a firm is identifying foreseeable harm or poor outcomes. On balance, we think this
could be too restrictive in the context of pensions, given the range of scenarios in which
consumers may need support. We welcome feedback on this.

We are also considering how the overarching concept of better outcomes could apply
when giving targeted support across pensions and retail investments. Given the more
diverse nature of consumer journeys in relation to wider retail investments, using 'better
outcomes' may be too broad in this context and we may need to apply a different
threshold at which firms could provide targeted support to consumers. We welcome
views on this.

Question 3: Do you agree that there needs to be a threshold in place to
provide targeted support? If so, do you think this should
relate to delivering better outcomes or avoiding poor
outcomes? Please explain your reasoning or alternative
approach.

Question4: How would you make a judgement of when the better
outcome threshold was reached? What steps could the FCA
take to support this judgement?

Question 5:  Considering the more diverse consumer journeys in retail
investments, how could we set the threshold for targeted
support being provided in retail investments?

Pre-defining targeted support scenarios and
consumer segments

When creating a targeted support service, the first steps a firm would be expected to
take are to pre-define relevant scenarios and consumer segments.

We have considered the views of stakeholders and the range of consumer needs which
targeted support has the potential to meet. With these in mind, we do not propose to
prescribe the scenarios in which firms could give targeted support. It is important that
any new framework for providing targeted support gives firms the flexibility to develop
and adapt services which meet their customers' needs both now and in the future. The
framework should also enable targeted support to be distinct from the provision of
holistic advice.

27



Financial Conduct Authority
Consultation Paper

4.16

4.17

4.18

4.19

4.20

4.21

Instead, firms should consider the better outcome threshold (see paragraph 4.8)

when pre-defining scenarios and consumer segments (ie consumers with common
characteristics). An example of how this consideration could work in practice would be
where a firm has considered its customer base and identified low contribution rates as a
scenario in which to provide targeted support with a view to delivering better outcomes.
The firm would then identify relevant consumer segments in this scenario, for example
by reference to age group and specific contribution rates, where better outcomes could
be delivered.

We welcome feedback on whether firms would envisage that these two steps of pre-
defining scenarios and consumer segments to deliver better outcomes would occur
sequentially or whether it would be a fluid process.

Question 6: Do you agree with our proposal not to prescribe specific
scenarios where targeted support could be delivered?

Designing ready-made solutions

After pre-defining relevant scenarios and consumer segments, we expect firms would
then pre-design their ready-made solutions to align with the commmon characteristics

of the consumer segment they are designed for. In doing so, firms should consider in

the design of their solution whether the solution itself would meet the better outcome
threshold (see paragraph 4.8). For example, a firm might develop a ready-made solution
for a particular consumer segment in accumulation to be used where that segment
reaches a certain age and there is an opportunity to deliver a better outcome for that
segment. The firm would then suggest an alternative contribution rate in its ready-made
solution. We cover this further in Chapter 5.

We want to see firms giving targeted support to support consumers throughout their
pensions journey. This could involve suggesting an action in relation to an existing
product or a new product. In either case, we anticipate that this would generally involve a
suggestion related to particular products.

We see targeted support as having the potential to provide more effective help

to consumers than existing guidance-based services by allowing for personalised
suggestions based on consumers' common characteristics. We consider itis important
that targeted support can involve suggestions of particular products and therefore
cover suggestions that would be personal recommendations in the current framework.

Determining whether a suggestion of a generic product type only (eg a drawdown
product or annuity) would involve a personal recommendation at the moment can

be complex. We consider that these can potentially be provided through guidance-
based services. But we understand that firms are not widely providing such support as
guidance (for example, a steer towards an annuity) given they may take a view that such
support could constitute a personal recommendation. We see value in these types of
suggestions being provided as targeted support and so we consider that firms would
be able to benefit from categorising these suggestions as falling under the proposed
targeted support regime and providing them within the framework of targeted support.
But firms may also make suggestions that firms themselves consider are not likely to be
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personal recommendations. We want firms to be able to carry on offering the types of
guidance services they already provide.

We welcome feedback on how best to capture support that provides a suggestion that
does not relate to a particular product within the targeted support framework without
stopping what firms are already doing by way of guidance. For example:

e Should the targeted support requirements apply to certain suggestions that would
not amount to a personal recommendation in order to have a more cohesive
regime?

o Alternatively, should support through guidance (not amounting to a personal
recommendation) that is given as part of a ready-made solution remain subject to
existing regulatory requirements?

« Would firms be more likely to make these kinds of generic product type
suggestions that could be given as guidance if they had greater certainty about
the advice boundary such that these types of suggestions should be facilitated
through further work to clarify the boundary?

In DP23/5 we asked for feedback on the types of suggestions that could be provided

by firms through targeted support. A majority of respondents agreed that targeted
support should include suggestions of particular products as well as actions. We also
said targeted support suggestions should require a less tailored approach than holistic
advice to enable its mass-market delivery. This could build on the example of investment
pathways, where firms offer non-advised drawdown consumers a small range of
investment options via the use of choice architecture. We continue to propose this
model.

Our consumer research indicates that consumers would welcome support throughout
their pensions consumer journey but particularly for decumulation decisions.
Participants exhibited a specific need for support around choosing their decumulation
options, and many found the suggestion to be a useful 'anchor’ to use when further
exploring their options.

Taking this into account, we propose that firms should have flexibility in how they want
to design their ready-made solutions. We explore the conduct standards around this in
Chapter 5.

Question7: Do you agree with our proposal on ready-made solutions
including that firms could suggest a new product? Do you
agree that it should generally only capture support that
constitutes a personal recommendation in the current
framework? Do you have views on whether the targeted
support regime should facilitate suggestions not involving a
personal recommendation, and if so, how?
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Question 8: Do you agree with the three steps of pre-defining
scenarios, consumer segments, and ready-made solutions?
In particular we welcome views on the need to design these
prior to the delivery of targeted support.

Verifying whether a customer can be allocated to a consumer segment
and provided a ready-made solution

We set out above how we propose firms design their targeted support process based on
delivering better outcomes. We also consider that this overarching expectation should
apply to the consumer-facing 'verification' process firms would then undertake. The
verification process captures how a firm would allocate a consumer to a pre-defined
consumer segment and thereby suggest a ready-made solution. The outcome of

this verification process would either be that a customer receives a targeted support
suggestion or they do not.

The verification process is not about conducting an individualised assessment of the
consumer. Instead, we propose that firms will check that customers align with the
common characteristics of the pre-defined consumer segment and that therefore the
ready-made solution is appropriate. In other words, we anticipate that by implication
of aligning with a pre-defined consumer segment and scenario, the associated ready-
made solution would be expected to deliver a better outcome for the customer than if
targeted support was not provided.

But firms should still consider the delivery of better outcomes when undertaking this
process, specifically where they have, or become aware of, information to indicate that
the provision of the relevant suggestion would not in fact achieve a better outcome for
that customer. In this case, a firm could not provide targeted support. However, as noted
below, this should not involve a full fact-find as undertaken in holistic advice.

We expect to impose conduct standards to sit around this verification process, both so
itis conducted appropriately and also to give firms certainty about our expectations.
We cover this in Chapter 5. A firm will not be expected to undertake full checks on

the consumer's individual circumstances as they would if they were providing holistic
advice. Instead, it will be crucial that we express the standards in a way that gives firms
confidence to work with limited data but still ensures consumers receive high quality
suggestions, and we would welcome views or specific drafting suggestions. We also
welcome feedback on the term 'verification' used to describe this process alongside
other terminology set out in this chapter.

Question 9: Do you agree with our proposed approach to the
verification process including the application of the better
outcomes threshold?
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Summary of concepts

Targeted support suggestions: We consider that targeted support would involve
suggestions based on limited information to relevant consumers with common
characteristics where an authorised person considers they could deliver a ‘better
outcome' for their customers.

Better outcomes: Firms should have reasonable grounds for believing that the
delivery of targeted support suggestions would deliver a better outcome for their
customers than if targeted support was not provided.

Steps prior to delivery of targeted support: These suggestions (ready-made
solutions) would be pre-defined by firms for groups of consumers with common
characteristics (consumer segments) in the same scenarios.

We would not expect to require firms to use this precise terminology when
communicating with customers but we welcome feedback on it.

We also invite views on the descriptive label 'targeted support'. Since we
introduced the concept of this service in DP23/5, we have retained the label and
used it as the working description of the new service. But as above, we do not
necessarily expect firms to use this label when describing the service. So we
welcome views on how firms would describe the service to consumers and any
alternative views that stakeholders have on the label ‘targeted support".

Question 10: Do you have any comments on the terminology, including
‘targeted support’ and ‘ready-made solutions’, we are using
in this CP and its potential use in Handbook rules for firms?

Practical examples of targeted support delivering
better outcomes

We have set out above the parameters of our proposed targeted support framework.
We want to understand whether our framework will enable firms to support consumers
throughout the pensions journey. We explore below different potential practical
examples of targeted support.

Since publishing DP23/5, we have talked to firms, particularly pension providers, to
understand the circumstances in which they might provide targeted support, and
whether the threshold we describe above could lead to support being provided in the
right scenarios. Firms suggested the following examples of scenarios in which they
might provide targeted support:
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e inappropriate investments, including cash investors

e low contribution rates

e consumers not maximising employer contributions

e consolidation

o fullencashment

« taking full tax-free cash

e takingincome in a way which is tax inefficient

e uncertainty about how to take a retirementincome

« takingunsustainable levels of income drawdown

e reviewing previous drawdown decisions in response to a change in circumstances

As well as these examples, targeted support could also be used to support investment
choices in accumulation in some cases, recognising the important role default funds play
in the pensions consumer journey. Targeted support could also be used to better tailor
firms' existing investment pathways. There are also potential harms where consumers
transfer out to non-workplace pension providers on the grounds of consolidation and
ease, but subsequently pay a much higher price with reduced investment choice. We
welcome feedback on other scenarios in which stakeholders are considering using
targeted support based on the framework set out above.

In DP23/5, we gave examples of scenarios where targeted support might be provided,
and the majority of respondents agreed with these. However, some responses proposed
scenarios in which support can already be clearly delivered by way of guidance. For
example, it was suggested that a targeted support scenario should be explaining the
benefit of using MaPS guidance services including Pension Wise. As we explained in
paragraph 4.20, itis important that the introduction of targeted support does not
capture the provision of support which is clearly guidance and of the type which firms
should already be providing to support their customers.

Potential scenarios for targeted support in retail investments

As well as the above scenarios, we see several use cases for targeted supportin
retail investments. For example, it could be used to help consumers:

* Notinvesting who potentially could be, such as those with 'excess cash' beyond
an emergency buffer who could benefit from better returns from their money.

« Investinginappropriately for their needs or risk appetite, such as only holding
high-risk investments or no 'traditional’ investments.

« Who are not investing efficiently, such as those who do not review their
arrangements regularly or who remain invested in poorly performing or
expensive funds or in an undiversified asset allocation.

» Investing who potentially should not be, such as those who are invested but may
need this money in the short-term, or who are invested in the wrong type of
product for their objectives and would benefit from saving instead.
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Question 11: Does our proposed framework enable firms to provide
targeted support where there is greatest customer need?
Are there any examples where you would feel unable
to provide targeted support based on the framework
proposed? Would guidance around scenarios where
targeted support could be delivered be helpful?

Question 12: Are there any other scenarios in which you envisage
targeted supporting being provided in retail investments?

Who could receive targeted support

In DP23/5, we suggested consumers would need to make a clear positive choice

to receive targeted support. Most stakeholders have said an opt-in service would
significantly limit its effectiveness as a mass-market support model. We agree that
targeted support should be an opt-out service for consumers where firms choose to
provide it.

We specifically identified that consumers with DC pensions who are currently non-
advised need support.

However, some consumers already get support in the form of holistic advice. Where
consumers are paying for ongoing advice, they already have access to support and have
chosen to pay to receive it. Thereis a risk that targeted support suggestions might
mean the consumer receives mixed messaging where their holistic advice took into
account their detailed circumstances while targeted support did not. While this could be
confusing, it could also encourage a further conversation between a consumer and their
adviser following the targeted support suggestion.

We are seeking feedback on whether consumers getting pensions advice should be
excluded from getting targeted support and how this could work in practice. If we were
to exclude certain consumers we would not require that firms verify this but instead
take reasonable steps to find out if the consumer had received relevant advice or was
receiving ongoing advice. Any requirement around this would need to work in practice
and be proportionate for firms.

The risk of confusion is most clear where a firm already has an advisory relationship with
a specific customer but then also provides that same customer with targeted support.
If so, we propose that specific firm must not offer targeted support to that specific
customer. We welcome feedback on this proposal.

Question 13: Do you agree with our proposals in relation to advised
consumers? Are there different considerations where a
consumer is receiving ongoing advice or where a consumer
has received initial or one-off advice about their pension?
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Chapter 5

Specific conduct standards

If targeted support is not delivered appropriately and to a high quality, this could cause a
number of harms, as consumers could:

» Be provided with inappropriate suggested actions or products (eg due to
inappropriate verification).

e Be mis-sold a product or be subject to biased product selling as a result of conflicts
of interest between the provider and the suggested action.

» Incorrectly see targeted support as holistic advice and misunderstand the nature
of the recommendation they get.

In Chapter 4, we set out proposed requirements for the parameters of targeted support
and the expectation that its provision should deliver better outcomes for consumers. In
this chapter, we set out proposals for applying a combination of existing requirements
and some more specific new standards to manage the potential harms associated with
the provision of targeted support, as we have described it.

Through setting clear rules, we also want to ensure that firms have certainty and are
clear about how our expectations would differ compared to the requirements for
providing holistic advice.

In deciding what standards to set, we will weigh up the costs and benefits of prescriptive
and outcomes-based requirements, and welcome views on how to balance these,
particularly in light of the Consumer Duty.

Requirements for firms designing targeted support

The Consumer Duty and our Product Intervention and Product Governance Sourcebook
(PROD) place requirements on firms around design and governance of products and
services to deliver good outcomes for retail consumers. PROD and the Consumer Duty
in combination could set clear standards for the design of both consumer segments and
ready-made solutions, including that these are tested.

Itis crucial that the ready-made solution provided is well-designed and we already have
product governance standards under the Consumer Duty and PROD that apply in other
areas. Therefore, we consider similar standards should apply to targeted support.

We propose to apply the Consumer Duty to firms offering targeted support and have
set this application out in detail below.

We also consider that elements of PROD would frequently be relevant for firms
delivering targeted support. For example, PROD 4 relates to the manufacture and
distribution of insurance products, and so firms which provide targeted support
in relation to an insurance product they manufacture will need to comply with the
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obligations on manufacturers in relation to those products including how they are
distributed to ensure appropriate consumer outcomes.

We propose that a firm that provides targeted support must take responsibility, and

be accountable, for the intended outcomes of a particular product which is the subject
of aready-made solution. This is particularly important given the long-term nature

of pensions. For example, this could mean that firms making suggestions need to
offer an appropriate investment option as part of the ready-made solution such that
the intended outcome of the ready-made solution has a reasonable chance of being
achieved by the particular product. Therefore, we consider there would need to be
clear requirements to ensure that the firm delivering targeted support had appropriate
competence and oversight in relation to the product that was the subject of the
ready-made solution, both at the point the support is given and on an ongoing basis.
There are various ways that this could be achieved. We could require firms to be able
to demonstrate that they have processes in place concerning their responsibility for
product outcomes. Another option would be to impose obligations on firms offering
targeted support, which could be equivalent to those applicable to manufacturers, in
relation to the particular products which are the subject of their ready-made solutions.
We welcome feedback around the potential routes to achieve this aim and any wider
implications, particularly around who can provide targeted support.

Under our proposals, firms would need to have appropriate processes in place to
consider the needs, characteristics and objectives of consumers with characteristics of
vulnerability. We are particularly interested in how firms may support diverse groups of
consumers through their pre-defined consumer segments and ready-made solutions.
This is especially as it is likely firms would be engaging with consumers who exhibit
characteristics of vulnerability, those who will experience vulnerability over time, as well
as groups with other diverse needs.

A firm may have identified the opportunity to deliver targeted support to groups of
consumers (including where consumers approach the firm for support) but may not
have designed in advance an appropriate consumer segment and ready-made solution
with which they would align. In these cases, the firm can develop further consumer
segments and ready-made solutions. The firm would not be able to do this in real-time
as part of the same process as it would need to pre-define its consumer segments

and ready-made solutions. The ability to adapt and refine segments and solutions as
new scenarios and groups emerge is particularly important for supporting vulnerable
consumers and consumers with protected characteristics. This could be undertaken as
part of the annual reviews proposed in paragraph 5.14.

Application of the Consumer Duty in the targeted support framework

Key components of the Duty that will be particularly relevant for firms to consider
when delivering targeted support include:

o the cross-cutting rule requiring firms to enable and support retail customers to
pursue their financial objectives (PRIN 2A.2.14R)

« requirements for firms to ensure that the design of their products and services
meets the needs, characteristics and objectives of retail customers —including

35



Financial Conduct Authority
Consultation Paper

5.12

5.13

5.14

those with characteristics of vulnerability —in the target market and that
the distribution arrangements are appropriate (PRIN 2A.3); as part of this
requirements for firms to:

— identify the target market at a sufficiently granular level, considering the
characteristics, risk profile, complexity and nature of the product or service

— ensure the design of the service doesn't adversely affect groups of customers
in the target market

— take allreasonable steps to ensure the service is only distributed to the
identified target market

» requirements for firms to ensure their products and services represent fair value
for customers in the target market (PRIN 2A.4)

» requirements for firms to ensure communications meet the information needs
of retail customers, are likely to be understood, and equip the customers to make
effective, timely and properly informed choices. Where appropriate, firms must
test disclosures before communicating them and monitor the impact of the
disclosures after they have been communicated (PRIN 2A.5)

e requirements for firms to design and deliver support that meets the needs of
retail customers, including those with characteristics of vulnerability (PRIN 2A.6)

» reqguirements for firms to monitor retail customer outcomes and to take
appropriate action to address any identified poor customer outcomes

Question 14: What are your views on our proposals for the design
principles? In particular, do you have any comments on
achieving appropriate oversight and competence?

Establishing ready-made solutions for consumer segments

Animportant element of our proposed targeted support framework is that ready-made
solutions would be designed by firms before delivering targeted support to customers.
So we would propose to use rules to require that firms identify their consumer
segments and design their ready-made solutions before delivering targeted support to
their customers. We do not propose to impose requirements on the substance of firms'
ready-made solutions with one exception (see paragraph 5.20). This means firms would
have flexibility to design a variety of ready-made solutions.

These solutions should be aligned with the common characteristics of the consumer
segment for which they are designed. The products should offer fair value and deliver
good outcomes. We propose to set conduct standards to require this and in particular
we propose to draw on the Consumer Duty including PRIN 2A.3. Aspects of PROD
including PROD 4.3 would also be relevant.

The targeted support journey would also need to remain appropriate over time. There
are existing requirements in PROD and PRIN 2A.3 for firms to review their arrangements
for products and services. As an additional guardrail, we propose to require firms to
review their targeted support process including their ready-made solutions at least
annually.
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We have sought to better understand what types of ready-made solutions firms might
offer. We found varying potential approaches in the engagement we have already carried
out.

Firms with pension products that can be used for accumulation and decumulation were
open to the possibility of suggesting specific products. They thought that without a
suggestion of a specific product, consumers would still face indecision and would not
make a decision.

However, some firms said they would not want to suggest a specific product (as
opposed to a product type) through targeted support. For example, some would be
reluctant to suggest their own drawdown product due to conflicts of interest. We also
observe that some pension providers do not offer products with drawdown and their
customers would have to move into a new product with a new provider to access this.

Some firms have also told us they would not want to provide targeted support to
suggest a specific annuity. For example, to suggest a specific annuity shape such as
level or increasing, single or joint life, or guaranteed periods, including how the benefits
of that annuity would be structured.

As we set out in Chapter 4, firms should be free to design their ready-made solutions.
Specifically, we do not propose imposing requirements around the substance of the
suggestions in firms' ready-made solutions, such as whether it leads to the suggestion
of a specific product or not. Firms would have flexibility in designing these. Although, we
are of the view that targeted support should deliver suggestions that would generally
amount to a personal recommmendation in the current framework, noting the specific
considerations in paragraphs 4.20 to 4.22.

We propose this with one specific exception. It could be difficult to distinguish a targeted
support suggestion to buy a specific annuity from an advised annuity purchase given the
degree of personalisation. Buying an annuity is also anirreversible transaction. For these
reasons, we propose that firms should not be able to give a targeted support suggestion
which goes beyond suggesting an annuity as a method of access. Thereafter, existing
rules that currently apply to annuity sales would apply. We invite comments as to how
the existing annuity process may operate with a targeted support journey in Chapter

7, given the importance of encouraging shopping around and educating customers
about annuities. We are particularly interested in understanding what sort of break in the
consumer journey would drive the best outcomes and effective decision-making by the
consumer.

We recognise that other access decisions may also be considered as irreversible. For
example, we understand that, broadly, taking full tax-free cash triggers a crystallisation
of the rest of the pot into drawdown and prevents partial transfers. But we consider that
providers should be able to give targeted support on these matters more easily.

Question 15: Do you agree with this approach to ready-made solutions,
including the restriction placed on the annuity journey
and the annual review of the process? Are there any other
suggestions you think would not be appropriate due to
targeted support being based on limited information?
Please explain your reasoning.
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Identifying consumer segments

When firms pre-define their consumer segments, they would need to do so in a way
which would not result in either too broad or overly individualised consumer segments.

Consumer segments should not be so broad that the suggestions offered are too
generic so could be inappropriate for many consumers allocated to a segment. PROD
and the Consumer Duty already have the concept of 'sufficiently granular’ target
markets. We could apply a similar concept to defining consumer segments. However,
what would be 'sufficiently granular’ would probably need to be more detailed than

in current product design processes given the greater degree of personalisation for
consumer segments in targeted support.

Targeted support would become indistinguishable from holistic advice if firms used

a level of detail that made a consumer segment so individualised it was effectively
personalised to that single consumer. This would create the risk of consumers believing
they had been given holistic advice.

We do not propose to limit the number of consumer segments defined by firms as
we want firms to develop their own processes and consumer segments. Instead, we
propose we could set more general parameters around the definition of consumer
segments.

These reguirements would be designed to ensure that the way in which firms identify
consumer segments is distinguishable from the full fact-find that occurs for holistic
advice. It would also give firms greater certainty about what is expected while giving
them the flexibility to design a variety of targeted support journeys.

Question 16: Do you agree with our proposal for setting the general
parameters around the definition of consumer segments?
If so, what should this involve and how could it be framed
effectively in light of the existing ‘sufficiently granular’
concept? Please explain your reasoning.

Verification: Using data to allocate a consumer to a consumer
segment

When a firm is taking the steps to pre-define their scenarios and relevant consumer
segments, they will be also be pre-determining the information they need from
consumers. By doing this the firm will be establishing what information is needed to
deliver a better outcome for the consumer segment. This information will guide the
verification process for firms to deliver better outcomes for consumers.

Firms would need to have access to data about the consumer to verify they match the
characteristics of a segment and so allocate the consumer appropriately.
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We would expect firms to use reasonable skill and care to align consumers correctly. If
firms use too little data, they would find it difficult to appropriately identify the common
characteristics needed to allocate a consumer to the right segment. Firms would need
to have enough data to decide a consumer matches a particular segment rather than
multiple segments. On the other hand, if firms have too much data, this may also create
challenges. If the data is gathered actively from the consumer, the consumer may
believe they have received an individualised solution and see it as holistic advice.

The verification process may also result in information being obtained that shows the
consumer would not achieve better outcomes by being given the ready-made solution.
We cover this in detail in paragraphs 5.38 to 5.43.

Accessing and using data is likely to amount to personal data processing. So existing
data protection requirements would apply to firms, for example around fairness,
transparency and accountability. They would also have to consider the ICO's data
minimisation principle where firms should identify the minimum amount of personal
data needed to fulfil the purpose.

We know firms are thinking about data collection in different ways. For example, some
firms are considering using long lists of data that are almost indistinguishable from a full
fact find under holistic advice.

We think we can reduce concerns about how much data is used by using existing data
protection requirements and establishing certain minimum expectations through our
Handbook. When doing this, firms should consider the Consumer Duty, particularly the
cross-cutting rule, to avoid causing foreseeable harm.

We would prefer to take an outcomes-based approach to setting such requirements.
This could involve specifying that firms collect no more data from each consumer than
they need to allocate them into a consumer segment. This would give firms flexibility
and is consistent with our approach to the Duty. We welcome feedback on this and how
this could work in practice.

However, this approach may not give firms enough certainty onits own. We could
supplement it with guidance giving examples of data which may or may not be used. We
welcome feedback from firms on what level of data could lead their customers to think
that they were receiving holistic advice.

Alternatively, we could set out in rules what data firms would need to use in different
scenarios, with different data requirements. However, this option would be inconsistent
with our proposal not to prescribe scenarios. While it could resultin a more consistent
consumer experience, we think it could potentially limit firms from using data in more
innovative ways.

Whichever approach we take, it is important that the data firms would use to allocate

a consumer to a consumer segment is up to date. So we would propose introducing a
requirement that firms must verify that the data they are usingis correct and up to date
before they make a targeted support suggestion.
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Question 17:

Do you agree with our preference to take an outcomes-

based approach to verification, and how do you think this
could work in practice? Would it be helpful if this approach
was supported by rules or guidance on the data to use or
not use? Please explain your views.

Question 18: Ifyoudo not agree, please provide your views on alternative

approaches including whether to prescribe in rules data
firms would need to use.

Question 19: What level of data do you think would be perceived by a

consumer as suggesting the provision of holistic advice?
Please describe these data points and the linked scenarios.

Question 20: Are there any specific considerations for restricting the use

of data for targeted support in retail investments?

Pensions dashboards data used in targeted support

Pensions dashboards will give consumers easy access to information about what
pensions they hold (that are not yet in payment).

This data could also help firms supporting a consumer, for example as part of a
holistic advice process. The dashboard data itself will not be sufficient to provide a
recommendation as it is limited to basic administrative information and two values
- current and projected to retirement. However, easy access to this information in
one place could support the delivery of targeted support.

The Government's Pensions Dashboard Regulations 2022 allows for a consumer to
give delegated access to an adviser to view data on their behalf.

In our rules for pensions dashboard operators (PS24/15), we have set requirements
that limit the use of dashboard data, to ensure that dashboards are not
transactional, something that reflects Government's intent for the dashboard.

We also want to ensure the dashboard is a safe environment for consumers,
focused only on pensions, and to limit the cross selling of other financial or non-
financial products.

Pensions dashboards are underpinned by a central infrastructure built and
managed by the Money and Pensions Service, unlike Open Banking which operates
through direct application programming interfaces (APIs) between open banking
participants. The consents necessary to facilitate the core 'find and view' function
of the dashboard are managed within that central digital architecture.

But we have also said that we are interested in exploring further use of data
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in consumers' interests. We want to understand if and how dashboard data
could be used in the context of targeted support with appropriate data sharing
requirements.

The use of dashboard data in targeted support could be closely linked to helping
consumers consolidate their pension. While we have explored wider views on
consolidation in DP24/3, we want to understand how you see a targeted support
journey working for consolidation. We do not intend to exclude the use of targeted
support for consolidation at this stage.

Question 21: How might firms seek to use pensions dashboard data for
targeted support? In particular, we would welcome views
on how firms may seek to use dashboard data as part of a
consolidation journey in targeted support.

Consumers not offered a targeted support suggestion

A firm might establish that their customer cannot be allocated to a pre-defined
consumer segment.

This could be the case for a range of reasons, but we consider 2 primary ones:

e The firm does not have enough data to allocate a consumer into a consumer
segment.

e« Theconsumeris allocated to a consumer segment but the firm's verification
process had provided additional information that shows the consumer would not
achieve better outcomes by being given the ready-made solution. For example, a
consumer wants a retirement product and shares the common characteristics of a
segment for which a drawdown rate is suggested based on average life expectancy.
But a firm becomes aware when giving targeted support that the consumer has a
significant health issue.

In these instances, the firm would not be able to suggest a ready-made solution. In
some cases, a firm may need to stop the targeted support process at the very start

of the journey. But we expect that any requirements for the verification process would
need to allow for a fluid journey. This should allow a firm to stop the targeted support
journey if they subsequently receive relevant information which indicates it would not be
appropriate to offer a targeted support suggestion. However, it is important for firms to
consider that they can develop further consumer segments and ready-made solutions,
albeit not in real-time with the consumer (see paragraph 5.11).

We want to explore further how the targeted support process would interact with
consumers who share a relevant protected characteristic. We welcome views from
stakeholders on whether consumers who share any specific subsets of relevant
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protected characteristics could be less likely to receive targeted support and the
potential impacts of this.

We know that some firms are concerned that they may 'hear information that cannot
be unheard’ when providing targeted support. Firms may also already hold significant
information about a consumer. We want to make clear that a firm cannot ignore this
when it clearly means the consumer would not achieve a better outcome through the
ready-made solution or that the consumer segment allocated would be inappropriate.
However, such a negative requirement does not imply a firm would have to undertake
a full assessment of the individual consumer's needs. We are interested in receiving
feedback on how we can best explain this.

To be clear, a key aspect of targeted support is firms' use of limited information. We
would not expect firms to undertake 'full fact-finds' to determine whether there is a data
point that means the ready-made solution would not achieve a better outcome for the
consumer. This is a key trade-off set out in Chapters 1 and 3. We welcome feedback on
how we could introduce this requirement proportionately.

Question 22: Do you agree with our proposals with respect to stopping
a targeted support journey above? What do you think is
the best way to deliver requirements that achieve this?
Please also share your views considering how consumers
who share relevant protected characteristics would be
impacted.

Divergence of solutions —in the interest of the consumer?

In the outcomes-based approach we propose, different firms may design quite different
targeted support journeys for pension savings and retirement.

Such variety may be in the interest of the consumer as different firms would give
different suggestions that consumers could then compare. But we also recognise that
consumers may benefit from a level of consistency amongst providers in their targeted
support suggestions.

Arguably there are only a relatively small number of reasonable propositions for pension
products, and it may be useful to build consensus around normal ranges. This could be
done, for example, through developing guidance or a standard for the design of targeted
support journeys. We would welcome engagement with both industry and consumer
groups around this.
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Question 23:

Question 24:

Question 25:

What is your view on the potential for variability in the
provision of targeted support and do you consider that an
industry standard or guidance may be helpful in providing a
level of consistency?

Would any of these conduct standards not be appropriate
to providing targeted support in retail investments?

Should we consider any other conduct standards which are
specific to targeted support in retail investments?
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Chapter 6

Consumer understanding of service and
disclosure

This chapter sets out our proposed requirements for communications to consumers
about targeted support.

Introduction

Itis essential that consumers understand the service they are receiving, as well as its
scope and limitations. This is also important for firms who would want to ensure that
they are not seen as providing holistic advice. It also supports transparency in firms'
services.

There are a range of existing requirements relating to how firms communicate with
consumers. We also propose to require firms to disclose several pieces of information to
consumers at certain touchpoints of the proposed targeted support consumer journey.

In feedback to DP23/5, most respondents favoured at least some element of
prescription on the information firms should disclose to consumers getting targeted
support. The majority also agreed that while disclosure was crucial so that consumers
understand that targeted support did not constitute holistic advice, disclosures should
not be a barrier to engagement and should be consumer tested. We agree, and our
proposals aim to reflect this position.

We propose to rely principally on the Consumer Duty, with specific additional
requirements only where necessary. We do not propose to prescribe the format
targeted support disclosures take at this stage. We would expect targeted support
communications to be carefully designed and tested at scale for effectiveness, including
pre-designing and pre-testing these before implementation. We would also expect firms
to closely supervise responsible employees who interact with consumers.

Consumer harm and research

Thereis a risk of potential consumer harm if consumers cannot understand the nature,
scope and limitations of targeted support and any ready-made solution that a firm
provides. Specifically, that the consumer thinks they have been given an individually
tailored recommendation when they have actually received targeted support. Our
consumer research showed participants often thought pension providers held more
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information about them than is often the case and so had unrealistic expectations of
how pension providers could use that data. This suggests that firms would need to be
clear about what information any suggestion was based on to help inform consumer
understanding.

We also found many consumers struggle with jargon. Overwhelming amounts of
information can also make it difficult to understand the available choices. Research
participants consistently said they preferred simplification and streamlined language
that they can understand. This applied equally to those with lower and higher financial
confidence.

As we develop our proposals in this area, we will consider undertaking more consumer
research. This could involve determining the most effective disclosures and
communications to consumers during the targeted support journey, including where
standardised disclosure may be necessary.

Proposed requirements

In our view, providing targeted support would require communicating information to the
consumer at 3 touchpoints in the proposed consumer journey. We consider these to be
when:

1. the firm makes first contact with the consumer to provide targeted support
(identifying the potential for a better outcome)

2. gathering any further information from the consumer

3. providing any ready-made solution to the consumer

Interaction with existing requirements

We largely propose to rely on the Consumer Duty to give firms flexibility to tailor

and innovate their communications. Where appropriate, firms may also wish to layer
information in a way that is effective and coherent. Layering refers to key information
being provided upfront with cross-references or links to further detail.

Relying on the Duty means firms must ensure their communications meet the
information needs of consumers, are likely to be understood by consumers, and equip
them to make decisions that are effective, timely and properly informed (PRIN 2A.5.3R).
Communications must be fair, clear and not misleading (PRIN 2A.5.3R(2) and COBS 4.2).

It also means firms must ensure the communication channels used support effective
decision-making and give consumers an opportunity to review the information and
assess options (PRIN 2A.5.6R). Firms must tailor communications, taking account

of factors such as the characteristics of customers, the complexity of the product

or service and the communication channel used (PRIN 2A.5.8R). Finally, firms must
test communications before communicating to consumers and regularly monitor the
impact of communications to identify whether they are supporting good outcomes for
customers, where appropriate (PRIN 2A.5.10R).
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We know that, regardless of the disclosures themselves, some consumers may not be
able to distinguish targeted support from other support services. Nevertheless, our
research demonstrated that participants could often understand the distinctions when
they were clearly explained to them, highlighting the benefits of clear and readable
disclosures.

We consider that written disclosures (including in an electronic format, stored
permanently) are probably necessary in any consumer journey, regardless of
communication channel. This would ensure a tangible record that both firms and
consumers could review. We expect firms would need to emphasise key messages,
including in writing, so that the consumer could refer back to them, particularly where
certain features are crucial for a consumer to consider.

Touchpoint 1: Disclosure about the service

As we set outin paragraph 6.9, where firms provide targeted support, we propose to
require them to communicate information to consumers when either the consumer or
the firm makes the initial first contact. As set out in paragraphs 4.7 to 4.13, this contact
would be made in particular scenarios where the firm has reasonable grounds to believe
a consumer could get a better outcome than if targeted support was not provided.

We have considered other examples of first contact disclosure elsewhere in our
Handbook that are useful starting points. For example in COBS 19.7 which explains the
purpose and nature of pensions guidance, or COBS 9.6 where firms must provide the
basic advice initial disclosure information on first contact with the consumer.

So we propose that, at a minimum, the firm must explain the nature and purpose

of targeted support at first contact. This includes, where relevant, why the firm has
reasonable grounds for believing the customer could get a better outcome than if
targeted support was not provided. The firm should also explain that they would not
consider the consumer's detailed individual circumstances, the suggestion would be
tailored to a consumer segment that shares commmon characteristics with the consumer
and that more personalised support is available, such as holistic advice. We do not
propose to specify wording or the way in which this is delivered.

We also propose that, where firms intend to make an explicit charge for delivering
targeted support, they should disclose the cost to the consumer at this point. Chapter 8
also addresses this point. Firms would also need to comply with the relevant provisions
in COBS 2.2 on information disclosure before providing any services.

There may be specific considerations for firms when they are proactively contacting
consumers about their pension. Proactive communications can be particularly helpful,
for example, where a firm intervenes before a consumer suffers harm. However, when
overseen poorly, they also present potential risks. We would expect firms to ensure that
any proactive communications do not exploit behavioural biases or characteristics of
vulnerability. They should also make sure that appropriate friction is in place to ensure
consumers do not enter a service that is not right for them (see also paragraphs 5.38 to
5.43). Our consumer research also highlighted that consumers may view any proactive
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communications as unsolicited marketing or a scam, particularly if they involve decision
points around contribution levels and consolidation.

We do not currently expect to put additional requirements on firms providing proactive
communications, compared to where they are responding to a consumer’s request or
where the consumer initiates the contact. We consider the existing requirements as set
outin paragraphs 6.10 to 6.14 of this chapter to be sufficient to manage any additional
risk.

Touchpoint 2: Disclosure when collecting information

Once firms have communicated the proposed required information at first contact, they
may need to collect further information to allocate the consumer to a segment, when
they undertake their verification process (see Chapter 5).

In this instance, we propose that firms must at a minimum explain they are collecting
further information from the consumer for the purposes of providing a targeted support
suggestion. This should give the consumer the opportunity to object to providing
further information to the firm. Again, we do not propose to specify the form or nature
of that communication.

When processing personal data, firms need to ensure they comply with all data
protection obligations. In addition, firms need to comply with any obligations in the
Privacy and Electronic Communications (EC Directive) Regulations 2003 (PECR). We
cover existing data protection requirements in paragraph 5.31, and we specifically cover
the interaction with PECR and direct marketing rules in Chapter 11.

Touchpoint 3: Disclosure when providing the suggestion

Our research found that clear and prominent disclosure of the types of data and
information the firm uses to generate the suggestion is important for transparency and
confidence. Participants were generally very receptive to providers replaying the data
points and information used to generate the suggestion. This built credibility, enabled
participants to see the suggestion'’s relevance and reassured them their data was

being used appropriately. So at this touchpoint, we propose prescribing that firms must
prominently highlight the following information when providing a ready-made solution:

« Explaining to the consumer that the suggestion has been made based on limited
information and is not holistic advice.

» Providing the data points and assumptions it has used to give the suggestion.

« Prompting the consumer to carefully consider the suggestion before taking
further action. This includes prompting them to think about whether any relevant
information has not been considered.

47



Financial Conduct Authority
Consultation Paper

6.25

6.26

6.27

6.28

6.29

6.30

In the interest of encouraging a consumer to consider their options, we also propose at
this touchpoint to require firms to:

e Signpost to other forms of support, for example MoneyHelper guidance, or if a
consumer wants a full consideration of their circumstances, signposting them to
holistic advice.

e Explain to the consumer that they may benefit from shopping around, and that
they can receive free, impartial guidance on shopping around from MoneyHelper.

As with touchpoints 1 and 2 above, we do not propose to specify wording or the way in
which this is delivered.

Where relevant, the firm would also need to disclose any product charges and other
information associated with the ready-made solution (see below) at this point.

We expect firms may want to communicate other pieces of information to consumers
at this touchpoint. Where they do so, firms would need to highlight the most prominent
information and not overload consumers with information, as well as comply with the
existing requirements on firms communicating with customers.

We have set out above the three main touchpoints at which we consider that firms
would need to communicate with consumers, and the relevant information at each
point. However, we recognise that these touchpoints could occur in quick successionin
some consumer journeys and that some journeys may not always follow a linear path.

In these cases, we would not expect firms to be limited in precisely when they disclose
each piece of information. However, we expect the firm to communicate the substance
of all the relevant information above during the consumer journey.

Question 26: Do you agree that these 3 touchpoints are the main times
at which firms should disclose information to consumers? If
not, why?

Question 27: Do you agree with the key aspects of the minimum
prescribed level of information required at each
touchpoint? Is there any information that all firms should
disclose in addition to the key pieces of information in 6.24
and 6.25, or any other stage? Should all of this information
be prominently shown and not layered?

Product disclosure

Where a firm provides a ready-made solution that is a specific product, existing product
disclosures would also apply. This means that all the existing information firms must
disclose to consumers during the current pensions consumer journey would also need
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to be provided under targeted support, and on an ongoing basis where applicable. In
particular, this includes the fees and charges on any of the products which are part of
the ready-made solution.

Examples of these documents for pensions products include Key Features Documents
(KFDs), Key Features lllustrations (KFls), Annual Benefit Statements and Statutory
Money Purchase lllustrations (SMPIs). Firms must also give consumers sufficient
information about any variation of a pension product when consumers vary an existing
contract, for example to alter their drawdown withdrawal rate (COBS 14.2.1R(3)). COBS
16 further requires firms to remind consumers to consider reviewing their decisions.

We are proposing changes to product disclosures in our Consumer Composite
Investments (CCI) CP due to be published in December 2024, as well as for tools and
modellersin DP24/3. We will consider any feedback to these alongside feedback to our
proposals in this chapter.
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Chapter 7

Applying existing regulatory requirements

This chapter sets out the wider existing requirements for authorised firms which we
consider will be relevant to the provision of targeted support. We propose only minimal
substantive changes where necessary to apply to the new service.

Principles for businesses (PRIN)

We propose all regulated firms giving targeted support would need to comply with the
Principles for Businesses (in PRIN 2) in designing and delivering their targeted support
service. Principles 2, 3, 8,9 and 12 are particularly relevant for firms designing these
services.

While targeted support would not be bespoke, it should nevertheless be of high quality
and delivered appropriately. Firms would also have to comply with Principle 9 because
Principle 9 applies to any advice given by a firm to its customers, not just regulated
investment advice (holistic or otherwise). This is because Principle 9 is concerned with
situations where a customer is placing a degree of trust in a firm and is entitled to rely on
the firm's judgment, such as when making a targeted support suggestion.

Senior Management Arrangements, Systems and Controls
(SYSC) sourcebook

SYSC sets out our rules and guidance about systems and controls. It also explains how
firms should organise and manage their affairs. We consider the following elements of
SYSC would be especially relevant for firms delivering targeted support:

e« SYSC 3,10 - conflicts of interest: Firms would need to consider how they would
manage conflicts of interest when providing targeted support and ensure they
have the appropriate systems and controls to do so. This is particularly significant
where firms may suggest products from their own product range as part of
targeted support. Firms would need to ensure any potential conflicts arising from
suggesting in-house products are properly managed.

e SYSC 3.2,9 —record keeping: Firms must keep orderly records which are sufficient
to enable us to monitor firms' compliance with our rules. This would be particularly
relevant for targeted support in tracking whether it is provided consistently and
compliantly.

e SYSC 19 —-remuneration incentives: To make sure firms do not act in a way which
conflicts with their duty to act in the best interests of their clients, specifically in
relation to renumeration incentives, we expect these requirements to apply.
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« SYSC3.1, 28 —competent employees, minimum knowledge, ability and good
repute: As noted in Chapters 6 and 9, the mass-market nature of targeted support
would require firms to test the effectiveness of their ready-made solutions and the
targeted support journey. Firms would need to ensure employees have appropriate
knowledge and ability to adequately perform their duties when developing and
providing targeted support.

Firms would need to meet systems and controls requirements to ensure they can give
us the information we need to assess the impact of our proposals. We will consider
where itis important to keep good records in delivering targeted support if that would
provide greater certainty to firms. We could consider prescribing this.

Question 28: Do you consider the conflicts of interests (SYSC 3 and 10)
requirements sufficient to manage the risks from firms
providing ready-made solutions which involve a specific
product from their own product range?

Senior Managers and Certification Regime (SM&CR)

The SM&CR aims to ensure individuals take responsibility for their actions, improve
conduct at all levels and make sure firms and staff clearly understand who is responsible
for what.

SM&CR will play a crucial role in accountability and competency across the delivery
of targeted support. We propose SM&CR and associated rules would apply to firms
offering targeted support.

Within SM&CR, our Fit and Proper test (FIT) sourcebook applies. This sourcebook sets
out the factors that firms should look at when assessing people as fit and proper. These
include a person’s honesty, integrity and reputation, their competence and capability
and their financial soundness.

We do not expect to propose changes to the way this chapter currently applies. We
consider these requirements are part of meeting our expectations for providing
targeted support, as discussed above for SYSC.

Code of Conduct (COCON) sourcebook

COCON sets out Individual Conduct Rules which apply to most staff within solo and
dual-regulated firms. It also sets out additional conduct rules that apply to Senior
Managers. The rules are intended to drive minimum standards of behaviour.

We do not expect to propose changes to COCON. We consider COCON, unamended,
would support our expectations for individuals involved in providing targeted support
via the Individual Conduct Rules. Further, Senior Managers with overall accountability for
overseeing this support would be covered by the Senior Manager Conduct Rules.
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Training and Competence (TC) sourcebook

TC sets out rules and guidance on the competence of a firm's employees, continuing
professional development, and associated record keeping requirements.

We do not propose to introduce specific qualification or certification requirements

in relation to targeted support. But firms would need to deliver targeted supportin
compliance with our existing requirements, for example the knowledge and expertise
requirementsin SYSC.

Question 29: Do you agree that the sourcebooks described above do not
require any substantive changes to ensure the effective
delivery of targeted support with appropriate consumer
protection?

Ensuring a coherent regulatory framework

Alongside our consideration of PRIN, SYSC, SM&CR, FIT, COCON and TC, we also
recognise value in existing aspects of COBS in supporting the delivery of targeted
support. We have also considered responses to DP23/5 where many stakeholders raised
certain existing requirements that could restrict the delivery of targeted support.

Additional expectations of firms when communicating with their
customers

Several respondents to DP23/5 suggested our existing cold calling rules (COBS 4.8)
could impede the delivery of targeted support through an unsolicited call. Our cold
calling rules do not stop firms legitimately approaching customers they have an existing
relationship with. When we consult on specific rules for targeted support, we will ensure
we address any potential barriers to firms delivering these communications, including
concerns with the rules in COBS 4.8.

We are also aware of how the direct marketing regulations within PECR may potentially
limit the effective delivery of targeted support. We are speaking with the Information
Commissioner's Office (ICO) on this. We want to ensure the interests of consumers
from both a financial services and data protection perspective are being promoted and
we cover this in greater detail in Chapter 11.

Some respondents to DP23/5 raised a potential interaction between our targeted
support framework, the requirements set out in COBS 10/10A and the potential impact
this could have on delivering targeted support effectively.

While COBS 10 would not apply to the delivery of targeted support by pension
providers, we know this is a wider question for a future framework which includes
retail investments. We will consider this in greater detail when we consult on finalised
proposals.
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Existing COBS 19 requirements to support consumers into retirement

In recent years, we have introduced several requirements for firms to support
consumers approaching and in retirement. Targeted support would also play an
important role here as an additional support mechanism for consumers accessing their
pensions. We want to ensure the different types of support consumers receive interact
positively to ensure an effective consumer journey. We are considering how our existing
COBS 19 rules could best sit alongside targeted supportin a future framework. We are
also considering changes to our wider pensions regime in the accompanying Discussion
Paper (DP24/3) published alongside this CP.

Wake-up packs to make consumers aware of targeted support
(COBS 19.4)

Following our Retirement Outcomes Review (ROR), we introduced additional trigger
points and strengthened messaging for the open-market options statement
(commonly known as the ‘wake-up' pack). This helps consumers understand the options
available by encouraging shopping around and helping them make informed decisions
when accessing their pension by signposting them to MoneyHelper's Pension Wise and
their wider pensions guidance. Where firms provide targeted support on consumers'
decumulation decisions, we would expect them to continue to tell consumers of the
other ways they can access their pension.

We recognise that firms are likely to deliver targeted support proactively to their
consumers to deliver better outcomes (see paragraphs 4.7 to 4.13). However, there
could be benefit in using wake-up packs to make consumers aware of targeted support.
This could involve amending the 'signpost’ requirement in COBS 19.4.16R to include
targeted support, alongside Pension Wise guidance within wake-up packs. We consider
this appropriate even where a firm does not provide targeted support.

Stronger Nudge to Pension Wise guidance (COBS 19.7)

We consider that MoneyHelper guidance alongside its Pension Wise service will continue
to play animportant role in a future support framework that includes targeted support
(see Chapter 2). While targeted support would go further than what is provided by
Pension Wise, the service still helps consumers to make better informed decisions about
their options.

This means stronger nudge should apply unchanged in a future pensions consumer
journey alongside targeted support. We also note that our stronger nudge rules fulfil a
legislative requirement.

Where a consumer approaches their provider to access their pension savings, as
currently structured, the stronger nudge would be delivered before targeted support.
We welcome feedback on how stakeholders would envisage the stronger nudge forming
part of the wider pensions consumer journey alongside targeted supportin a way that
supports consumer decision-making.
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Retirement risk warnings (COBS 19.7)

Our retirement risk warning rules ensure firms flag specific risks to consumers and

give them appropriate warnings about their choices in accessing their pension savings.
Importantly, the warnings do not require firms to tell consumers what to do or imply that
the consumer's decision will be wrong.

We do not propose amending our retirement risk warnings at this stage, given the
distinct role they would play compared to targeted support. However, we welcome
specific feedback on this and its impact on the targeted support journey for consumers
accessing their pension. We also recognise the ongoing review of FCA requirements
following the Consumer Duty's introduction.

Investment pathways (COBS 19.10)

We introduced investment pathways to support non-advised consumers to align their
drawdown investment with their retirement objectives. Our post-implementation review
of investment pathways last year identified that they are working as intended. The
review also noted that the AGBR could affect how firms can present and develop their
investment pathways offering.

Some stakeholders have told us that they find investment pathway requirements
restrictive and would like more flexibility to better align their investment pathways
solutions with consumer needs. We propose that targeted support should allow for
firms to provide greater personalisation and tailoring in delivering investment pathways.
We would consider appropriate amendments to COBS 19.10 to achieve this.

Question 30: Do you agree with our proposals on the existing COBS 19
requirements? Are there any other aspects of our existing
pensions regime we should be considering?

Annuity prompt rules (COBS 19.9)

When a consumer considers buying an annuity, firms must provide an information
prompt which includes a guaranteed income quote, key features of the annuity and how
the consumer can shop around.

As we discuss in paragraph 5.20, we propose that firms should not be able to give
targeted support which goes beyond suggesting an annuity as a method of access.
Given this limitation, we acknowledge consumers would face a break in their journey as
they exit out of the targeted support journey, and into an annuity sales journey.

We recognise the important role our current annuity prompt rules would play within

this journey. We want to ensure consumers continue to have a positive and informed
experience as they continue within an annuity journey. We therefore invite comments
on how targeted support could work alongside our annuity prompt rules and the annuity
sales process for consumers, and what an appropriate break in the consumer journey
could look like.
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Question 31:

How do you consider targeted support and the annuity
prompt rules could operate together to create a positive
consumer experience?
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Chapter 8

Costs and charges

Explicit up-front costs, even if they are nominal, may act as a barrier to consumers
seeking regulated advice on their pensions, even when it may be in their best financial
interests. Our consumer research demonstrated that a support service such as
targeted support being free at the point of use —with no explicit charges —was a
significant pull factor and positively influenced participants’interest in targeted support.
A free up-front service is likely to make targeted support accessible for the maximum
number of consumers and not deter any consumer concerned about up-front costs
from getting support.

In response to DP23/5, most firms agreed that targeted support should not have any
explicit charges, to enable targeted support to reach as many consumers as possible
and encourage consumer engagement. Many firms have told us that they are likely to
provide targeted support without charging an explicit fee. Some also told us they would
absorb the full cost of providing targeted support. But we want to understand whether
firms not charging an explicit fee may try to recover the cost for providing targeted
support from the consumer in other ways.

We do not currently consider there to be a need to prescribe how firms charge, fund
or recover the cost for the service. Our current view is that it would be for firms to
determine the appropriate charging structures.

A firm may seek to recuperate costs from the rest of its business and effectively choose
to cross-subsidise. In this case, we consider the proposed conduct standards in this CP
would effectively manage the potential consumer harms from limited forms of cross-
subsidisation if a firm offered this service free to the consumer. Firms would also need
to consider their obligations under the Consumer Duty. This doesn't prevent the use of
cross-subsidies, but firms must ensure they provide fair value for all different customer
groups.

We explore the consumer and competition implications of this in Annex 1 including
which firms would be better placed to cross-subsidise and how this could affect the
targeted support suggestions provided to consumers.

However, certain charging models may incentivise firm conduct that may not be in
consumers'interests. This could include charging models where a firm receives a fee
only when a consumer takes up a product under targeted support.

We also do not propose to allow remuneration through commission payments. Current
rules in COBS 6.1A and 6.1B mean that firms must only be remunerated for their
personal recommendations to retail clients for retail investment products through
explicit adviser charges. This ban effectively removed the potential for commission
paid to adviser firms to bias or distort advice. We consider we would need to set similar
requirements so that commission did not distort targeted support.
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8.8 We are interested in views on this, including any potential risks of consumer harm
from the different cost recovery models which firms may use, and how firms currently
envisage recovering the cost of providing the service given the framework proposed in
this CP.

Question 32: Do you agree with our proposed approach to fees and
charges, including on the issue of cross-subsidisation?
If not, please explain why and if you have alternative
suggestions?

Question 33: For firms, based on our proposals, how do you intend to
charge for your targeted support services, either directly
or indirectly, and how do you anticipate your approach
would affect existing fees and charges? Please provide as
much detail as you can, including details about specific fees
across your business?
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Chapter 9

Firms delivering targeted support

In this chapter, we set out which firms are likely to deliver targeted support and address
the implementation of targeted support among firms.

Authorised firms

To ensure the targeted supportis a success, firms providing it need to demonstrate
that they meet and would continue to meet our Threshold Conditions. These represent
the minimum conditions which firms are required to satisfy in order to be given, and to
retain, Part 4A permission. Particularly where the new service is provided free or at very
low cost, firms would need to show that their business model is sustainable and ensure
they have adequate resourcing, both financial and non-financial. Firms would also need
to demonstrate they have the right systems and controls in place to effectively deliver
the service in compliance with our rules and requirements on an ongoing basis.

Where we need to take authorisations decisions in relation to firms intending to provide
targeted support, we will scrutinise applicants closely. Some examples of areas of
particular focus for applicants would likely include whether firms:

e Have thoroughly tested how the provision of their targeted support proposition
would meet all relevant aspects of the Consumer Duty.

» Have developed a clear customer journey.

« Are able to meet their targeted support obligations under DISP and PROD. For
example, in relation to PROD 4.3 on product distribution arrangements (we
would consider this in light of feedback received in Chapter 5 on specific conduct
standards).

» Have developed appropriate governance and oversight arrangements, including
ongoing assessment of whether targeted support continues to deliver good
outcomes.

« Have adequate controls in place to ensure employees use disclosures as intended.

We would also need to be confident at the gateway that firms are properly equipped to
design ready-made solutions and allocate consumers into segments with reasonable
skilland care. This is essential to ensure that targeted support delivers on its objective to
deliver better outcomes, at scale, for the mass-market of consumers.

As we discussed in paragraphs 5.8 and 5.9, in pensions, we want to ensure firms are
accountable for the intended outcomes of the product the targeted support suggestion
relates to. This should involve appropriate oversight and competence (as applicable) in
relation to the product creation and ongoing oversight over the product.

Most respondents to DP23/5 agreed that firms would have to be authorised to provide
targeted support for similar reasons. Our consumer research found that consumers held
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high levels of trust and confidence in the capacities of pension providers to act in their
bestinterests. Soitis important that firms deliver on consumers’ expectations through
providing high quality targeted support services.

Pension providers

Among authorised firms interested in providing targeted support, we have received
significant levels of interest from life insurers, asset managers and direct to consumer
(D2C) platforms. We consider these types of firms would likely be the main entrants to
the market (see also Annex 1).

We have received extensive interest from life insurers and platforms, including firms
which operate mainstream products such as streamlined or 'off-the-shelf' SIPPs.
However, we have not heard from smaller firms such as operators of bespoke, ‘empty
wrapper' or otherwise complex SIPP arrangements. We know from previous work on this
market (see FS19/5 and CP21/32) that some of these firms do not offer investments
themselves and instead only enable consumers to make investments. Their business
models are also not typically set up to provide additional levels of support beyond
compliance with existing obligations. We recognised this when we prepared and made
rules for non-workplace defaults and offering investment pathways. Soitis not clear
that this kind of business model is compatible with offering targeted support for
pensions at scale, but some of these firms may want to support customers with specific
investment choices. We welcome specific input from SIPP operators on this point,
including smaller and medium sized firms.

We are currently exploring the changing role of SIPPs, including the potential
opportunities and harms that may emerge from the differing nature of SIPP structures
and products, in DP24/3.

Our overall aim is to enable firms to help non-advised consumers make properly
informed decisions. At this stage we do not consider there is any substantial reason to
exclude any specific type of pension provider from providing targeted support based
solely on their size or business model.

Question 34: Do you consider that, in principle, all authorised pension
providers should be able to provide targeted support?
Are there any types of firms whose business model makes
them less likely, or less appropriate, to provide it? We are
particularly interested to hear from SIPP operators on their
interest in providing targeted support.

Advisers

Advisers have a key role in helping consumers with their pensions, particularly with the
complex decisions when consumers are approaching or are in retirement.
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As we noted in Chapter 4, we have significant concerns about the potential for
consumer confusion and potential harm where consumers receive targeted support
while also receiving holistic advice.

In this CP we propose that firms providing targeted support would have to comply with
our proposed conduct standards (see Chapters 4 and 5). We also propose requirements
about making clear the nature of the service and equipping consumers to understand
the type of service they receive (Chapter 6), as well a range of systems, controls and
organisational requirements (Chapter 7). We expect advice firms may find it practically
difficult to provide targeted support while complying with some of these requirements.
But we welcome specific input from advice firms about this.

Question 35: Do you think that advisers could provide targeted support
based on the conduct framework we have proposed? If so,
how do you consider appropriate consumer understanding
of the service could be achieved?

Question 36: Are there any types of advice firm business model you
consider to be well placed to deliver targeted support?
For example, a pension provider which has an ‘advice arm’
to their business. Please explain your answer, providing
examples if possible.

Question 37: Do you see any reason why advisers should be able to
provide targeted support in relation to broader retail
investments and not pensions?

Implementation

In DP23/5 we set out our targeted support proposals as an activity firms could choose
to provide. We received significant interest in providing targeted support from pension
providers and many other types of firms, which would deliver our objectives. We
continue to consider this the best approach.

However, we appreciate that widespread provision of targeted support by firms could
create a strong expectation from consumers that they will be offered support. We
welcome stakeholders' views on whether there is a case for requiring pension providers
to offer targeted support, or at least the largest firms with significant customer bases to
do so.

Question 38: Do you think there is a valid case for requiring all pension
providers to provide targeted support? Please explain your
reasons.
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Chapter 10

Complaints and redress

Background

Appropriate access to redress is vital for consumer protection and trust in the UK's
financial markets.

We want to strike a balance between appropriate consumer protection, while not
deterring firms from providing targeted support because of the obligations or potential
uncertainty around compliance requirements.

In this chapter, we outline our proposed approach to the jurisdiction of the Financial
Ombudsman Service (Financial Ombudsman) and Financial Services Compensation
Scheme (FSCS). We invite views on whether our proposed approach strikes the right
balance between high-level outcomes and detailed rules. Our aim is to enable the
effective delivery of targeted support as a service that firms would want to offer,
enabling them to confidently meet consumer needs while meeting clear standards.

Ability to complain to the Financial Ombudsman and bring claims to
the FSCS

We expect the provision of targeted support would involve the carrying on of a regulated
activity. Our intention is that targeted support would fall under the jurisdiction of the
Financial Ombudsman and the FSCS.

If providing targeted support falls within the existing regulated activity of the provision
of investment advice then the Financial Ombudsman already has jurisdiction to consider
a complaint about it. This is if the other relevant conditions in our Dispute Resolution:
Complaints sourcebook (DISP) are also met. FSCS protections may also apply, if the
relevant conditions in our Compensation sourcebook (COMP) are met.

If a new regulated activity is introduced, then we would consult on whether complaints
relating to the activity should be covered by the Compulsory Jurisdiction of the Financial
Ombudsman. The Financial Ombudsman would consult on the Voluntary Jurisdiction.
We would also consider whether to consult on the application of FSCS protection to the
provision of targeted support.

Question 39: Do you think consumers should be able to complain to
the Financial Ombudsman and bring claims to the FSCS in
relation to targeted support? If not, why?
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Balancing high-level outcomes with detailed rules

The conduct framework proposed in this CP is intended to ensure firms are clear about
the standards required when providing targeted support, while giving them appropriate
flexibility to design targeted support services which meet the needs of their customers.

The Financial Ombudsman’s decisions are based on what it believes is fair and
reasonable in the individual circumstances of each case. Its rules require it to take into
account FCA's rules and guidance and also good industry practice.

The primarily outcomes-based approach to rule making we are proposing in this CP
means firms will have to make judgments about the way in which they provide targeted
support and consequently the Financial Ombudsman will need to make judgments
about how a firm has conducted its business.

We welcome initial views on whether our approach has struck the right balance between
offering firms flexibility in how they offer targeted support and certainty they need, with
Financial Ombudsman decision making in mind.

In particular we are seeking to be clear that the service is designed for groups of
consumers with common characteristics, and is not tailored to the individual.

We will continue to engage with stakeholders and work closely with the Financial
Ombudsman and the FSCS as we develop the targeted support framework. This work
is ongoing, and we aim to balance the requirements of a robust redress framework with
the adaptability necessary for firms to implement targeted support effectively.

We are also considering changes to the wider redress system. We have published a joint
Call for Input (Cfl) on modernising the redress system with the Financial Ombudsman.

The Cflinvites views on options to improve how we and the Financial Ombudsman
co-operate under the current framework when carrying out our different statutory
functions. Some of the proposed measures could be implemented quickly through
FCArule changes, while others would require legislative changes. We will ensure the
development of targeted support is aligned with the outcomes of this Call for Input.

Question 40: Do you think our proposed conduct framework gives
enough regulatory certainty for firms to implement
targeted support commercially, taking into account
potential redress liabilities? Please explain your reasoning
and where more detailed rules would be helpful.

Question 41: Inwhich aspect of the framework (eg verification process,
aligning ready-made solutions to consumer segments) do
you see the greatest liability risks arising? What controls
would you put in place to manage these risks?
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Chapter 11

Interactions with direct marketing rules

In this chapter, we outline our considerations of how our targeted support proposal
could interact with the direct marketing rules in the Privacy and Electronic
Communications (EC Directive) Regulations 2003 (PECR).

Respondents to DP23/5 said PECR and other data protection laws could make it difficult

to provide targeted support to consumers. In particular, respondents stated that

electronic communications suggesting products and courses of action are very likely to

constitute 'direct marketing'. Several respondents pointed to the ICO’s guidance that
a message that ‘actively promotes or encourages people to make use of a particular
service, special offer, or upgrade'is likely to be direct marketing. Workplace pension

providers also highlighted how for email messages they would be unable to use the 'soft

opt-in' rule to provide targeted support.

We recognise the direct marketing rules in PECR could restrict firms from making
targeted support suggestions to their customers in the absence of permission from
them. As we are proposing that targeted support would be an opt-out service for
consumers to support greater engagement and uptake of the service we are working
with the ICO on addressing this.

We are engaging with the ICO to examine how we can best address these issues to
ensure firms could effectively deliver targeted support. We will share this specific
feedback with the ICO and other relevant members of our regulatory family including
government departments.

Question 42: Do you think targeted support, as proposed in this CP, could
be delivered effectively to a wide market of consumers
based on the existing direct marketing regulatory
framework? If not, why not and what would be helpful to
enable this effective delivery?
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Annex 1

Evidence and supporting analysis

1. In this annex we consider the market for pensions, focusing on Defined Contribution
(DC) pensions, and the current market for DC pensions financial advice. We also set out
our understanding of the harm consumers are facing and how the preferred intervention
(targeted support) would reduce the harm consumers face.

2. We plan to undertake and publish a full Cost Benefit Analysis (CBA) together with
proposed draft rules by the end of H1 2025.

The market

3. The proposals for targeted support, cut across two markets; the market for DC
pensions and the market for DC pensions financial advice.

The pensions market (accumulation and decumulation)

4. The pensions landscape has changed in three significant ways over the last couple of
decades:

« There has been a shift away from Defined Benefit (DB) pension schemes to
Defined Contribution (DC) pension schemes. According to the Office for National
Statistics (ONS), the proportion of employees with an occupational DB pension
(a scheme providing a guaranteed income in retirement) was 45.7% in 1997 but
this had fallen to 28.2% by 2021, with the rest of the market being taken up by DC
schemes (a scheme providing a pot of money for retirement which is the total
of contributions and investment returns). FCA Retirement Income Market data
covering April 2023 to March 2024, shows the value of assets under administration
held by regulated pensions firms is around £1.5trn. As the market has shifted away
from DB to DC pensions, consumers are increasingly responsible for funding and
planning their retirement.

« Participation in the DC market has increased significantly due to the introduction
of automatic enrolment (AE) in 2012, which requires employers to enrol eligible
employees into a workplace pension scheme and contribute towards it. At the time
AE was introduced, participation levels were at 47% for all employees and by 2023
this had increased to 80% according to the Department for Work and Pensions
(DWP).

» Consumers have more flexibility (and therefore responsibility) in how they
draw their DC pension savings due to the introduction of pension freedoms in
2015. Prior to the 2015 reforms, most people (75%) purchased an annuity (see:
Freedom and choice in pensions), whereas now people access their pension pot
in a variety of ways. Retirement Income Market data for 2023/24, shows the most
popular action was a full cash withdrawal (53%), however this was mainly full cash
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withdrawal of small pots. We also observe drawdown sales outnumber annuity
sales around 4 to 1.

Given the shift away from DB to DC schemes and the 2015 pension freedoms, accessing
the right financial support is crucial to enable consumers to make informed decisions
about their pensions, both in terms of saving into their pension in accumulation and
deciding how to access their pension in decumulation.

Competition in the market for pensions

The DC pensions market is made up of both contract-based pension schemes (where
a contract exists between the individual scheme member and the provider) and trust-
based pension schemes (occupational pension schemes that are established under
trust, and that have trustees).

For the purposes of the proposed intervention, targeted support, we have focused on
the contract-based DC market, which the FCA regulates, including both workplace and
non-workplace pensions.

Most assets under administration in contract-based DC plans are held by life insurers.
SIPP operators, typically those who are platforms, are becoming a larger part of this
market.

Our previous analysis in non-workplace pensions found there was weak competitive
pressure on providers, arising in part from low levels of consumer engagement, low
levels of switching among consumers in non-workplace pensions and complex charging
structures across the market. Together, these and other factors, detailed in FS19/5,

led to low levels of price competition among providers in the non-workplace pensions
market.

Consumer research by NMG Consulting for the FCA (2018) suggested that consumers

rely on recommendations by friends, family or advisers when choosing non-workplace
pensions. These demand-side factors combined with consumers’ preference to
purchase non-workplace pensions from an established brand (which consumers
perceive to be more trustworthy), are likely to reinforce the competitive advantages that
large firms in the pensions market already have.

The FCA has also conducted a review of the retirement income market (Retirement
Outcomes Review), which also identified low shopping around and switching between

providers. In particular, it identified weak competitive pressure and low levels of
switching in the non-advised drawdown market. Based on this, the FCA introduced
changes to make the cost of drawdown products clearer and more comparable, as well
as annuity information prompts to encourage shopping around in the annuity market.

Evidence from the Financial Lives survey suggests that consumers are not engaged with
their pensions. For example, only 20% of those with a DC pension in accumulation had
ever reviewed where their pension is invested (or since joining their scheme) and only
14% had reviewed their pension investments in the last twelve months (FLS, 2024).
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The market for pensions financial advice

Financial advice can be considered a credence good as it is difficult for consumers to
assess the quality, even after they have paid for the advice. The benefits or outcomes
from financial advice will typically take a period of time to realise and there are many
external factors that could influence these outcomes, making it difficult for consumers
to judge the value from taking advice. Information asymmetries between consumers
and financial advisers can create a risk that advisers exploit this position through
charging higher prices and or providing poor quality advice. This may help explain why
the demand for financial advice is low.

Consumers may choose to seek out holistic advice or they may choose to access
information or guidance. However, some consumers may choose to access both. We
discuss the different types of support available to consumers with their DC pensionin
Chapter 2.

Firms can also provide forms of simplified advice already, and in 2018 the FCA
introduced a streamlined advice framework (see: FG17/8: Streamlined advice and related

consolidated guidance). As well as consulting on detailed requirements for targeted
support by the end of H1 2025, we plan to provide an update on our work on simplified
advice.

Holistic advice is currently provided by financial advisers and investment intermediary
firms. The market is made up of different types of participants, which are described
below.

e Small firms —which typically include Independent Financial Advisers (IFAs). 87% of
financial adviser firms have five or fewer advisers and 46% of financial adviser firms
currently only have one adviser (The retail intermediary market data 2023 | FCA).

e Advice networks —have a network of appointed representatives (ARs), and they
centralise and manage regulatory responsibility for these firms.

e Vertically integrated firms — provide advice and other investment products or
services in the value chain.

« Consolidators —focus on acquiring smaller existing firms to increase their scale.

o Automated advice firms — these firms are newer to the market, and provide advice
through automated, online technology.

The retail intermediary market data published by the FCA shows there were 5,243 firms
providing retail investment advice in 2023 (86% provided independent advice, 12%
provided restricted advice and 2% provided both restricted and independent advice).
Within this total number of firms, there were 4,625 financial adviser firms (see: The retail
intermediary market data 2023 | FCA).

Competition in the market for financial advice

49% of all advisers in the market are employed by firms that have 50 or more advisers,
despite comprising less than 1% of the total number of firms in the market (The retail
intermediary market data 2023 | FCA). Therefore, even though there are a diverse range

of participants in the market for financial advice, the market is relatively concentrated
towards the larger firms.
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Evidence from the Retail Distribution Review and the Financial Advice Market Review
Post-Implementation Review (RDR FAMR PIR) found that financial advice firms do

not primarily compete on price. Only 25% of firms felt that competing on price was a
significant factor for client acquisition and client retention. Instead financial advisers
seek to compete on service and quality factors that drive their unique selling points
(USPs), including but not limited to, consumers' perception of safety and security; a high
level of technical knowledge or qualifications; and the time taken to explain their service
to clients to ensure understanding.

Evidence from the RDR FAMR PIR suggests that consumers are reluctant to shop
around for pensions advice as they have lower levels of trust in less-established brands.
This was an area also highlighted in our recent consumer research, suggesting that

the larger providers can leverage their brand and reputational effects. Findings of low
consumer switching were also reiterated in the FCA's review of effective competition

in the non-workplace pensions market, with less than 3% of consumers switching
complex SIPPs, 2.5% of consumers switching streamlined SIPPs and only 2% switching
individual personal pensions. A lack of consumer engagement and switching weakens
the incentives that firms have to improve the quality of their pensions advice and reduce
costs, potentially dampening competitive pressure in the market.

While there had been some entry of innovative firms offering robo-advice or automated
advice, this has not led to large amounts of take-up by consumers. The use of
automated advice in the previous 12 months doubled from 0.7% in 2020 to 1.5% in 2022,
however this remained relatively low, at 1.5% in 2024 (FLS, 2024).

Problem and rationale for intervention

Harm

We have identified 2 harms to consumers:

« Direct harm: Some consumers have lower levels of economic welfare over their
lifetime, with harm concentrated in retirement than would otherwise be the case
under optimal decision making by consumers and optimal market outcomes. The
harm occurs as consumers may make potentially poorly informed decisions during
the accumulation and decumulation phases of their pension journey that do not
align with their preferences. For example, if they were to save more in accumulation
than they currently do, the utility they lose in the short-run from consuming less
now would be less than the utility they gain in the long-run from being able to
consume more in retirement. The overall utility gain to the consumer is driven by
two factors:

= If consumption increases from a low level (in retirement), the gain in welfare is
greater than the loss sustained when consumption decreases from a high level
(during the accumulation phase of a consumer's pension journey). Therefore
a £1 decrease in current consumption to facilitate a £1 increase in future
consumption will lead to an overall increase in welfare if current consumption is
substantially lower than the future potential consumption.
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= Theinterest rate (or return oninvestment) on saving into a pension is likely to
be higher than the consumer's true time preference rate, so their wealth (and
therefore the amount they can consume) will grow over time;

Indirect harm: There are lower levels of investment in the UK due to undersaving
by consumers which could lead to lower long-term growth at the margin. By
consumers reducing their short-term consumption in favour of investment, this

is likely to lead to greater long-term returns. There is evidence in the literature
that pensions can help positively impact economic growth by deepening

capital markets and benefitting firms that require external financing. A paper by
Bijlsma et al. (2018) found that funded pensions can be beneficial for economic
development, suggesting that increasing pension savings will positively impact
economic growth.

Below we outline the process by which this harm arises, and the evidence we have so far
used to inform this theory of harm. Figure 1.1 below is a stylisation of this process. It is
important to state that the following key assumptions have been made:

a.

b.

Holistic advice is good and beneficial for consumers, on average, they will be better
off.

Consumers are often inert and typically will not take holistic advice without a natural
trigger or prompt to get advice (in other sectors, for example, a product may expire
and need renewing, prompting engagement, these prompts are less frequent in the
pension and financial advice space).

The nature of providing holistic advice means that the cost to firms is relatively high
(including the costs associated with meeting their duties to their customers under
our regulations, see our evaluation of the Retail Distribution Review and Financial
Advice Market Review), resulting in higher prices for consumers and potentially
outweighing the benefits of taking holistic advice for those with small to moderate
levels of wealth.

Paragraph 47 below sets out the research we are currently conducting and scoping to
better evidence the assumptions we make in our theory of harm (Figure 1.1) and the
causal chain (Figure 1.3).

68


https://link.springer.com/article/10.1007/s10645-018-9325-z
https://www.fca.org.uk/publication/corporate/evaluation-of-the-impact-of-the-rdr-and-famr.pdf
https://www.fca.org.uk/publication/corporate/evaluation-of-the-impact-of-the-rdr-and-famr.pdf

Financial Conduct Authority
Consultation Paper

Figure 1.1: Theory of transmission of harm in the current market
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Market failures

We have identified several market failures in the pensions and advice markets (as
outlined in Figure 1.1), which we believe drive harm in pension outcomes.

We recognise there are broader structural issues which may lead to harm in the pension
market. For example, low and stagnant incomes reducing consumers' capacity to save.
We do not have policy levers to affect these, so recognise that any intervention we make
will not wholly eliminate harm, but by reducing the impact of some of the market failures
below, we can reduce harm.

Pensions market failures

Behavioural distortions: Pensions are complicated financial products and retirement
planning requires intertemporal decision-making under uncertainty and is subject to
behavioural and psychological biases. There are accordingly a number of behavioural
distortions that consumers may face when making pension decisions:

a. Faced with complexity or too many choices, consumers may avoid making a
decision altogether (or postpone the decision) or may choose the simplest path,
such as sticking with the default option (eg sticking to a pension scheme's default
investment strategy).

b. Consumers typically have a present bias, that is, the tendency to prefer consumption
today rather than wait for consumption in the future even if waiting would allow
higher consumption overall. In effect, consumers discount the value of a pension in
the future, causing consumers to save insufficiently.

c. Cognitive limitations, eg with numeracy, can make financial product concepts (such
as pensions) difficult to understand and may cause consumers not to fully engage.
There is a clear relationship between an individual's financial literacy (or financial
capability) and financial decision making.

Imperfect information: Throughout the consumer journey for pensions (accumulation
through to decumulation), there are complex decisions that consumers have to make,
and consumers need to know when to make these decisions and understand the
implications of the decisions they do (or do not) make. Consumer research published
alongside this CP found that whilst many find information and guidance useful to
understand their options, more personalisation or support is wanted.

Financial advice market failures

Behavioural distortions: Some consumers may undervalue the benefits they could
receive from taking financial advice. Some consumers may also have overconfidence

in their ability so they feel they do not need the help of a financial adviser. This leads to
consumers not accessing advice, even though they would stand to benefit from doing
so. There are also other factors that explain why consumers do not seek financial advice.
A 2023 Financial Services Compensation Scheme (FSCS) consumer research report
(see: FSCS Insight: Attitudes towards the retirement of tomorrow) found that a lack of
trust in the financial services industry was one of the top five concerns individuals had
when saving for retirement, with 24% of respondents citing this as a concern.
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Information asymmetry: As outlined in Figure 1.1, financial advice is a credence

good. This makes it difficult for consumers to assess the quality of advice, even after
the consumer has received the advice, and it can be difficult to assess the impact

the advice had on various outcomes (such as on wealth or on financial capability).
Further, consumers tend to bear greater downside risk from the decisions the adviser
recommends than the adviser does, but both the adviser and consumer benefit from
the upside risk. Therefore, the difficulty assessing the quality of advice and balance of
risks could incentivise advisers to suggest more risk-taking actions than are suitable for
the consumer.

Consequences of existing regulations: Advice firms, like pension firms, do not feel
there is a commercial incentive in providing a level of support between guidance and
advice. They are concerned about the risks of being liable should consumers who
had not received the full level of support which holistic advice provides, experience
poor outcomes. As outlined in DP23/5, firms were concerned around the risk of the
Financial Ombudsman Service (FOS) finding they had acted unreasonably or unfairly
in the context of the level of support offered and the associated costs of remedying
consumers in these circumstances. They are also concerned about inadvertently
undertaking a regulated activity without appropriate authorisation.

Transmission of harm

These market failures combine to mean consumers either choose not to, or cannot
access, the support they need to make properly informed decisions that meet their
needs. This leaves them overly susceptible to making biased and irrational decisions and
unwilling or unable to access financial advice.

e AsatMay 2024, 8.6% (4.6 million) of adults had received regulated financial advice
about investments, saving into a pension or retirement planning in the previous
12 months (FLS, 2024). Figure 1.2 below shows the proportion of adults who have
received regulated financial advice in the last 12 months for the time periods 2017,
2020, 2022 and 2024.

e Thelack of useis concentrated with lower wealth consumers. Almost one in three
(28%) adults with investible assets of £100,000 or more had received regulated
financial advice in the last 12 months, compared with just 2.8% of adults with less
than £10,000 (FLS, 2024).

e 31% of adults had used information or guidance in the previous 12 months related
to investments, saving into a pension or retirement planning (FLS, 2024).

« Some 30.9% of pension plans accessed for the first time in 2023/24 were
accessed by plan holders who took regulated advice (down from 32.9% in 2022/23,
see: Retirement Income Market data 2023/24 | FCA).
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Figure 1.2: Adults who have received regulated financial advice in the last 12 months
(2017/2020/2022/2024)

In 2024, 8.6% of adults had received regulated financial advice in the last 12 months, anincrease from 6.2%
in 2017. There was no statistical difference between 2022 (8.3%) and 2024 (8.6%).

8.3% 8.6%

7.3%
6.2%

2017 2020 2022 2024

Base: All UK adults (April 2017:12,865/ Feb 2020:16,190/ May 2022:19,145/ May 2024:17,950)

Question: DV1. Received regulated financial advice in the last 12 months related to investments,
saving into a pension or retirement planning

33. There is clear evidence of consumer harm in the market in accumulation and
decumulation:

« Consumers may ‘undersave’: Analysis by the Department for Work and
Pensions (DWP) shows that 38% of working age people (equivalent to 12.5
million) are undersaving for retirement, when measured against Target
Replacement Rates (TRRs) Before Housing Costs (BHC), if they want to maintain
a certain standard of living. While a portion of these may be 'undersaving’
through necessity (for example, their current living costs do not leave income
left to save), we expect a large portion are doing so due to poor understanding
of retirement needs and a present bias. The FLS (2024) reveals that only 20%
of those with a DC pension in accumulation had thought a lot about how much
they should be paying into their pension.

« Consumers may make access decisions which fail to reflect their short- and
long-term preferences, for example by failing to account for tax implications,
current liabilities, risk appetite and longer-term preferences. At this stage we
have limited analysis of consumers' preferences, however we have evidence
which would suggest a large number of consumers are failing to make choices
which would give them a sustainable retirement income, and navigate tax
implications efficiently. While for some consumers this may be aligned to their
preferences, we expect most would benefit from more sustainable long-term
incomes. Our hypothesis is informed by Financial Lives survey data (FLS, 2024)
and Retail Mediation Activities Return (RMAR) data showing:

= 12% of those aged 45+ with a DC pension in accumulation did not know they
needed to make a decision about how to access their pension (FLS, 2024).

= 32% of those aged 45+ with a DC pension in accumulation said they didn't
understand their decumulation options (FLS, 2024).

= Alarge proportion of DC pensions are withdrawn in full (59%), and drawdown
sales outnumber annuity sales 4 to 1 (FCA Retirement Market Income Data,
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2023/24). We do not think this reflects the proportion of people who would
benefit from a drawdown versus an annuity.

Consumers may make longer term decumulation decisions with a level of myopia
which does not reflect their longer-term preferences.

= We observe that many consumers who are drawing down are doing so at
unsustainable rates and are disengaged from the process of decumulation.

= Analysis of FCA Retirement Income Market Data showed in 2023/24, 86% of
DC pension pots between £30k and £50k where the plan holder made regular
drawdown or UFPLS payments were withdrawn at a rate of 4% and above.

Question 43: Do you agree with our assessment of the harmin the

market and drivers of it?

Consumer research has shown consumers want more support, so are likely to be
receptive to advice which gives them useful decision useful information:

Consumers want support with their pensions, either one-off or ongoing,
particularly in decumulation (Ignition House, 2020).

70% of savers in DC funds want help to choose how to access their pension
(PLSA).

Just 17% would be willing to decide how to take a DC pension pot without support
(Ignition House, 2020).

On pensions, most want support ‘reviewing contributions’ or 'thinking about
affordability of retirement’, as well as consolidation (Ignition House, 2020).

Our proposed intervention

Chapters 3 to 10 set out the FCA's proposals for targeted support. The below causal
chain sets out how targeted support would reduce some of the harm faced by
consumers. Violation of the following key assumptions, made in the causal chain, would
reduce the likelihood that consumers benefit and harm is reduced:

a.

b.

Targeted support would be provided by firms and predominantly be offered to
consumers for free, enabling many consumers to take up the offer.

To benefit from the provision of targeted support, the support provided by firms
(designed for groups of consumers with common characteristics) would need to
be appropriate for the consumer the support is offered to, and consumers would
need to take-up the offer and act on the suggestions provided. We may observe
improvement in outcomes where consumers do not act on the support offered
but are prompted to be more engaged with their pension and informed about it,
improving their confidence and future decision making, but the majority of benefits
will be delivered through prompting appropriate action.
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Figure 1.3: Causal chain of actions and responses through which our intervention changes outcomes
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42.

43.

44,

Our proposed intervention enables firms to proactively and reactively provide ready-
made solutions based on limited information which are tailored to consumers with
common characteristics, going further than when firms provide support under
guidance-based services. We expect this would reduce the impact of a number of the
market failures we have identified.

Consequences of existing regulations: Targeted support would provide a workable
commercial model for firms to provide suggestions to consumers that are developed
for a group of similar consumers rather than based on the individual's detailed
circumstances, as would be the case with holistic advice.

Behavioural distortions: Targeted support allows firms to be proactive, reaching out to
prompt consumers to consider their finances. This should reduce the impact of inertia
which currently stops consumers making active choices in relation to their pension.

Imperfect information: Targeted support creates another channel to provide
decision useful information about pension accumulation and decumulation options
to consumers, reducing the uncertainty and information overload which guidance or
individual research may create by presenting options which are more relevant.

By reducing the impact of the unintended consequences of past regulation, we would
expect to see anincrease in the provision and take up (reduced behavioural distortions
and improved information provision) of support for pension decisions.

Targeted support would be a new service, distinct from holistic advice, however the
impact of financial advice on pension outcomes can give us insight into the potential
impact of targeted support on pension outcomes.

The literature suggests consumers who receive financial advice are more likely to be
better prepared for retirement and make informed decisions throughout the consumer
journey for pensions. There is evidence to support a number of mechanisms by which
this benefit is delivered:

e Provision and comprehension of information (Collins, 2012):

« Overcoming typical investment biases (such as holding stocks for too long) and
other behavioural barriers to effective decision making (Collins, 2012):

o Better understanding of retirement goals and needs (Byrne, 2007);

As aresult, consumers who receive financial advice are more likely to have:

« Better diversified portfolios (Bluethgen et al., 2008; Kramer, 2012; Bekaert et al.,
2017);

« Improved investment performance (Shapira and Venezia, 2001; Bhattacharya et
al,, 2012; Hung and Yoong, 2013);

e Improved confidence in their approach to their retirement and pension (Marsden,
Zick and Mayer, 2011);

Given this evidence we expect outcomes for consumers to improve through them being
able to make better informed decisions about how much to save, how to access their
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pension and how to draw down from it. We expect these decisions would better reflect
both their short- and longer-term preferences, increasing their lifetime welfare.

We do not envisage that targeted support would solve every problem in the market.
Some of these are structural issues related to low and stagnant incomes in the group
who would benefit most from increasing their retirement income. Targeted support
would not address certain issues such as the information asymmetry that exists in

the advice market between consumers and advisers as financial advice is a credence
good. Some consumers may also still be wary of the advice market given poor previous
interactions, or highly publicised failings (like the British Steel Pensions Scheme transfer
advice). Itis also important to recognise that targeted support may not be appropriate
for some consumers who would be better suited to holistic advice, taking account of
their personal circumstances.

In addition, we will need to be mindful of broader economic changes and regulatory
initiatives which could affect the market for, and utility of, this support.

Question 44: What other regulatory and economic changes in the
pensions and financial advice space willimpact the
effectiveness of targeted support?

We are currently conducting and scoping research to better evidence the assumptions
we make in our theory of harm (Figure 1.1) and the causal chain above (Figure 1.3). Some
of the topics we are currently pursuing or considering include:

e Quantifying the value of advice to those who have taken it — this research aims to
provide an estimate of by how much financial advice can increase wealth. This will
help us evidence the benefit of increasing the uptake of financial advice.

e Estimating a model of demand for advice — this research aims to estimate which
factors increase demand for advice, such as the features of the advice, the way it
is delivered and the characteristics of the consumer receiving advice. This will help
us understand by how much targeted support may increase use of financial advice
products.

e Consumer research —this research aims to develop our understanding of the
decisions retail investors make and the harms in the market, as well as the barriers
to investors receiving support and how targeted support may help overcome them.

e Firmengagement —we will continue to work with firms to understand how they
could make targeted support services commercially viable, how they envisage
delivering it, what data they would use and what policy features would make them
more or less likely to offer targeted support.

« Behavioural testing — this research could test consumer understanding of targeted
support and the most effective disclosures and communications to consumers.

Question 45: Do you agree with our assessment of how targeted support
could mitigate market failures and reduce harm?
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Initial assessment of the impact of targeted support on the
market for financial advice

In this section we set out what we consider to be the key competition implications from
introducing targeted support. We have set out questions below to seek views from
stakeholders.

Potential impact on competition from targeted support services

Our engagement with pension providers to date has shown that they would primarily
provide targeted support to existing customers and use this service as an additional
form of support for consumers, particularly at the point of retirement. As such, some
providers of targeted support do not envisage using it to compete for new consumers
and attract new business, at least in the first instance.

Based on our initial competition analysis, informed by policy discussions and
engagement with firms, we expect larger vertically integrated firms would be more

likely to provide targeted support, given the quality standards we have proposed in our
targeted support regime. The key driver for this is their existing access to consumer
data and their ability to provide a product recommendation from their own businesses
—these could either be pension products or other products provided as part of their
ecosystem. In the pensions DC market, the ten largest firms, of which most are vertically
integrated life insurers or Direct-to-Consumer (D2C) platforms, comprise approximately
60% of the market in terms of total assets in DC pension plans (crystallised and
uncrystallised).

Through our policy discussions with firms, we understand these firms are more likely to
provide targeted support for free at the point of use, use their scale to deliver at low cost
and to recover these costs through other business lines. Allowing firms to recover these
costs through cross-subsidisation is likely to enhance take-up of targeted support,
particularly as previous FCA reviews and industry evidence suggests that explicit
charges levied on financial advice is a barrier to consumers accessing advice.

Aside from life insurers, asset managers and D2C platforms, our initial competition
analysis suggests that other firms are unlikely to enter the market to provide targeted
support for free at the point of use. Smaller, non-vertically integrated firms may provide
targeted support on a charged-for basis. However this is likely to limit the adoption

by mass-market consumers, and advisers may have a weaker incentive to provide
targeted support due to their existing advice business. We recognise this may favour
larger, vertically integrated firms in the market and invite feedback from non-vertically
integrated firms who feel they would be interested in providing targeted support. We
are particularly keen to understand how non-vertically integrated firms would seek to
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differentiate their service from those provided by the larger, vertically integrated firms in
the market to compete.

Beyond market structure, firm behaviour may also drive competition outcomes -
providers of targeted support may attempt to direct consumers towards their own
products. For example, pension providers may not offer a diverse range of funds in
accumulation or may not offer all decumulation options to consumers at the point of
retirement. Given the current lack of consumer shopping around and engagement, this
may lead to consumers investing in, or accessing, their pension in sub-optimal ways. In
terms of competition, this may limit the ability of other competitor firms or new entrants
to scale their proposition and exert competitive pressure on incumbent providers.

Furthermore, providers are likely to also have an inherent incentive to promote or self-
preference their own products over other options available in the market. Providers

of targeted support services that are larger and vertically integrated with a product
manufacturing business are more likely to benefit from this, again limiting new entrants
from entering the market. This is particularly true under a free-at-the-point-of-use
model, where firms may potentially use cross-subsidies from other parts of their wider
business. Competition risks of self-preferencing or mis-selling may be more pronounced
under free commercial models as providers would be further incentivised to recover
costs through the sale of their own products.

We set out our initial considerations in relation to costs and charges in Chapter 8. Our
policy discussions with industry shows that providers may use cross-subsidies to recover
costs of providing targeted support. We recognise that cross-subsidies are used across
various financial services markets, however they could also drive harmful competition
and consumer outcomes. In assessing the implications of cross-subsidisation, we are
likely to consider the following factors:

« Whether the use of cross-subsidies limits entry or expansion by competitor
targeted support providers.

e Whether the use of cross-subsidies unduly harms consumers (eg those that are
vulnerable) by increasing prices or fees they pay for products or other service
charges.

« Whether the use of cross-subsidies creates efficiencies or benefits, for example
by improving access to consumers that would otherwise remain unserved by
providers of targeted support.

« Whether all consumer groups receive fair value, including any groups that are
charged but don't benefit from targeted support.

Biased selling of own products may also emerge with targeted support services that are
explicitly charged, and additional controls may also be required to ensure these prices
are fair. Under the Consumer Duty price and value outcome, we would also expect firms
to ensure targeted support provides fair value to customers in the target market.

The introduction of targeted support services may have implications on the wider
market for consumer support. For example, consumers may mistake targeted
support services as holistic advice (as outlined in Chapters 4 and 6), which could affect
financial advisers and competition in the regulated financial advice market. Equally, the
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58.

introduction of targeted support services may also encourage more consumers to
engage with, and access, other forms of support by lowering barriers to engagement.

As noted in our proposals for the targeted support conduct and disclosure framework
in Chapters 5 and 6, we want to encourage shopping around by consumers in any future

framework.

Question 46:

Question 47:

Question 48:

Question 49:

Question 50:

Given the proposed targeted support framework set out

in this CP, what types of costs do you as a firm anticipate
facing up front and on an ongoing basis? Please provide any
evidence, indicative estimates or financial modelling that
you have carried out as part of your response.

Based on the targeted support framework set out in this
CP, do you think providers of targeted support services
(both vertically-integrated and non vertically-integrated)
would seek to differentiate their targeted support service
to encourage adoption by mass-market consumers? For
example, by differentiating the levels of investment in
technology and data acquisition, the fees or charges levied
(under all types of commercial models) or the scope /
nature of targeted support propositions? Please explain
your views, including any evidence you have used to inform
these.

Do you agree with our assessment that targeted support
may create risks related to mis-selling, biased selling or
self-preferencing of products? If no, please explain why not.
If yes, please outline scenarios or instances where risks may
arise, and potential guardrails required to mitigate these
consumer and competition harms.

Please outline any other ways in which you think introducing
targeted support may affect competition in the wider
market for consumer support, including any areas we
should consider further in our assessment of competition
impacts.

Please explain how you think providers of targeted

support services could design their provision in a way that
complements their current or future business strategies.
Where possible, please outline how you think providers may
view targeted support services as a potential commercial
opportunity, and why.
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Annex 2

Questions in this paper

Question 1:  Inyour view, do any of the proposals outlined in this
CP adversely affect protected groups or vulnerable
consumers and why?

Question 2:  Inthe context of SIPPs, do you think we should
differentiate between different types of consumers in the
targeted support framework? If so, how?

Question3: Do you agree that there needs to be a threshold in place to
provide targeted support? If so, do you think this should
relate to delivering better outcomes or avoiding poor
outcomes? Please explain your reasoning or alternative
approach.

Question4: How would you make a judgement of when the better
outcome threshold was reached? What steps could the
FCA take to support this judgement?

Question 5:  Considering the more diverse consumer journeys in retail
investments, how could we set the threshold for targeted
support being provided in retail investments?

Question 6: Do you agree with our proposal not to prescribe specific
scenarios where targeted support could be delivered?

Question7: Do you agree with our proposal on ready-made solutions
including that firms could suggest a new product? Do you
agree that it should generally only capture support that
constitutes a personal recommendation in the current
framework? Do you have views on whether the targeted
support regime should facilitate suggestions not involving
a personal recommendation, and if so, how?

Question 8: Do you agree with the three steps of pre-defining
scenarios, consumer segments, and ready-made
solutions? In particular we welcome views on the need to
design these prior to the delivery of targeted support.

Question9: Do youagree with our proposed approach to the
verification process including the application of the better
outcomes threshold?

80



Financial Conduct Authority
Consultation Paper

Question 10:

Question 11:

Question 12:

Question 13:

Question 14:

Question 15:

Question 16:

Question 17:

Question 18:

Do you have any comments on the terminology, including
‘targeted support’ and ‘ready-made solutions’, we are
using in this CP and its potential use in Handbook rules for
firms?

Does our proposed framework enable firms to provide
targeted support where there is greatest customer need?
Are there any examples where you would feel unable

to provide targeted support based on the framework
proposed? Would guidance around scenarios where
targeted support could be delivered be helpful?

Are there any other scenarios in which you envisage
targeted supporting being provided in retail investments?

Do you agree with our proposals in relation to advised
consumers? Are there different considerations where

a consumer is receiving ongoing advice or where a
consumer has received initial or one-off advice about their
pension?

What are your views on our proposals for the design
principles? In particular, do you have any comments on
achieving appropriate oversight and competence?

Do you agree with this approach to ready-made solutions,
including the restriction placed on the annuity journey
and the annual review of the process? Are there any other
suggestions you think would not be appropriate due to
targeted support being based on limited information?
Please explain your reasoning.

Do you agree with our proposal for setting the general
parameters around the definition of consumer segments?
If so, what should this involve and how could it be framed
effectively in light of the existing 'sufficiently granular’
concept? Please explain your reasoning.

Do you agree with our preference to take an outcomes-
based approach to verification, and how do you think this
could work in practice? Would it be helpful if this approach
was supported by rules or guidance on the data to use or
not use? Please explain your views.

If you do not agree, please provide your views on
alternative approaches including whether to prescribe in
rules data firms would need to use.

81



Financial Conduct Authority
Consultation Paper

Question 19:

Question 20:

Question 21:

Question 22:

Question 23:

Question 24:

Question 25:

Question 26:

Question 27:

Question 28:

What level of data do you think would be perceived

by a consumer as suggesting the provision of holistic
advice? Please describe these data points and the linked
scenarios.

Are there any specific considerations for restricting the
use of data for targeted support in retail investments?

How might firms seek to use pensions dashboard data for
targeted support? In particular, we would welcome views
on how firms may seek to use dashboard data as part of a
consolidation journey in targeted support.

Do you agree with our proposals with respect to stopping
a targeted support journey above? What do you think is
the best way to deliver requirements that achieve this?
Please also share your views considering how consumers
who share relevant protected characteristics would be
impacted.

What is your view on the potential for variability in the
provision of targeted support and do you consider that an
industry standard or guidance may be helpful in providing
a level of consistency?

Would any of these conduct standards not be appropriate
to providing targeted support in retail investments?

Should we consider any other conduct standards which
are specific to targeted support in retail investments?

Do you agree that these 3 touchpoints are the main times
at which firms should disclose information to consumers?
If not, why?

Do you agree with the key aspects of the minimum
prescribed level of information required at each
touchpoint? Is there any information that all firms should
disclose in addition to the key pieces of information in 6.24
and 6.25, or any other stage? Should all of this information
be prominently shown and not layered?

Do you consider the conflicts of interests (SYSC 3 and 10)
requirements sufficient to manage the risks from firms
providing ready-made solutions which involve a specific
product from their own product range?
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Question 29:

Question 30:

Question 31:

Question 32:

Question 33:

Question 34:

Question 35:

Question 36:

Question 37:

Do you agree that the sourcebooks described above

do not require any substantive changes to ensure the
effective delivery of targeted support with appropriate
consumer protection?

Do you agree with our proposals on the existing COBS 19
requirements? Are there any other aspects of our existing
pensions regime we should be considering?

How do you consider targeted support and the annuity
prompt rules could operate together to create a positive
consumer experience?

Do you agree with our proposed approach to fees and
charges, including on the issue of cross-subsidisation?
If not, please explain why and if you have alternative
suggestions?

For firms, based on our proposals, how do you intend to
charge for your targeted support services, either directly
or indirectly, and how do you anticipate your approach
would affect existing fees and charges? Please provide as
much detail as you can, including details about specific
fees across your business?

Do you consider that, in principle, all authorised pension
providers should be able to provide targeted support?
Are there any types of firms whose business model makes
them less likely, or less appropriate, to provide it? We are
particularly interested to hear from SIPP operators on
their interest in providing targeted support.

Do you think that advisers could provide targeted support
based on the conduct framework we have proposed? If so,
how do you consider appropriate consumer understanding
of the service could be achieved?

Are there any types of advice firm business model you
consider to be well placed to deliver targeted support?
For example, a pension provider which has an ‘advice arm’
to their business. Please explain your answer, providing
examples if possible.

Do you see any reason why advisers should be able to
provide targeted support in relation to broader retail
investments and not pensions?
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Question 38:

Question 39:

Question 40:

Question 41:

Question 42:

Question 43:

Question 44:

Question 45:

Question 46:

Do you think there is a valid case for requiring all pension
providers to provide targeted support? Please explain
your reasons.

Do you think consumers should be able to complain to
the Financial Ombudsman and bring claims to the FSCS in
relation to targeted support? If not, why?

Do you think our proposed conduct framework gives
enough regulatory certainty for firms to implement
targeted support commercially, taking into account
potential redress liabilities? Please explain your reasoning
and where more detailed rules would be helpful.

In which aspect of the framework (eg verification process,
aligningready-made solutions to consumer segments) do
you see the greatest liability risks arising? What controls
would you put in place to manage these risks?

Do you think targeted support, as proposed in this

CP, could be delivered effectively to a wide market

of consumers based on the existing direct marketing
regulatory framework? If not, why not and what would be
helpful to enable this effective delivery?

Do you agree with our assessment of the harm in the
market and drivers of it?

What other regulatory and economic changes in the
pensions and financial advice space will impact the
effectiveness of targeted support?

Do you agree with our assessment of how targeted
support could mitigate market failures and reduce harm?

Given the proposed targeted support framework set out
in this CP, what types of costs do you as a firm anticipate
facing up front and on an ongoing basis? Please provide
any evidence, indicative estimates or financial modelling
that you have carried out as part of your response.
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Question 47:

Question 48:

Question 49:

Question 50:

Based on the targeted support framework set out in this
CP, do you think providers of targeted support services
(both vertically-integrated and non vertically-integrated)
would seek to differentiate their targeted support service
to encourage adoption by mass-market consumers?

For example, by differentiating the levels of investment

in technology and data acquisition, the fees or charges
levied (under all types of commercial models) or the scope
/ nature of targeted support propositions? Please explain
your views, including any evidence you have used to
inform these.

Do you agree with our assessment that targeted support
may create risks related to mis-selling, biased selling or
self-preferencing of products? If no, please explain why
not. If yes, please outline scenarios or instances where
risks may arise, and potential guardrails required to
mitigate these consumer and competition harms.

Please outline any other ways in which you think
introducing targeted support may affect competition in
the wider market for consumer support, including any
areas we should consider further in our assessment of
competition impacts.

Please explain how you think providers of targeted
support services could design their provision in a way that
complements their current or future business strategies.
Where possible, please outline how you think providers
may view targeted support services as a potential
commercial opportunity, and why.
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Annex 3

Abbreviations used in this paper

Abbreviation Description

AGBR Advice Guidance Boundary Review

AR Appointed representatives

AE Automatic enrolment

API Application programming interfaces
BHC Before housing costs

CBA Cost benefit analysis

CClI Consumer composite investments
COBS Conduct of Business sourcebook
COCON Code of Conduct for Staff sourcebook
CcP Consultation paper

D2C Direct-to-consumer platforms

DB Defined benefit

DC Defined contribution

DISP Dispute Resolution: Complaints sourcebook
DP Discussion paper

DWP Department for Work and Pensions
ESG Environmental, Social & Governance
FAMR Financial Advice Market Review

FG Final guidance

FIT Fit and Proper Test for Employees and Senior Personnel sourcebook
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Abbreviation

Description

FLS The Financial Lives survey

FOS Financial Ombudsman Service

FS Feedback statement

FSCS Financial Services Compensation Scheme

FSMA The Financial Services and Markets Act 2000

ICO Information Commissioners Office

IFA Independent Financial Adviser

ISA Individual Savings Account

KFD Key features document

KFI Key features illustration

MaP$S The Money and Pensions Service

ONS Office for National Statistics

PECR Privacy and Electronic Commmunications (EC Directive) Regulations
2003

PERG Perimeter Guidance Manual

Pl Professional indemnity

PIR Post-implementation review

PLSA Pensions and Lifetime Savings Association

PRIN Principles for Businesses

PROD Product Intervention and Product Governance sourcebook

PS Policy statement

RAO The Financial Services and Markets Act 2000 (Regulated Activities)
Order 2001

RDR Retail Distribution Review

RMAR Retail Mediation Activities Return
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Abbreviation Description

ROR Retirement Outcomes Review

SIPP Self-invested personal pension

SM&CR Senior Managers and Certification Regime
SMPI Statutory money purchase illustrations
SYSC Senior Management Arrangements, Systems & Controls sourcebook
TC Training and Competence sourcebook
TPR The Pensions Regulator

TRR Target replacement rate

UFPLS Uncrystallised funds pension lump sum
UsP Unigue selling point
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