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Setting the scene

Consumers

people have under

£100 in savings

(Money Advice Service)

20.4m

of the UK's 27m households
have contentsinsurance

(Association of British Insurers)

A changing population

people living with dementia,

including 1in 6 over the
age of 80

(Alzheimer's Society)

66% of workers

now members of a workplace pension

(The Pensions Regulator)

£7.3bn

cumulative lending
in peer-to-peer platforms

(peer2peer Finance Association)

withdrawn from

cash points each

month
(Link, 2016)

£9.2bn

withdrawn from pensions
by 970,000 consumers since
April 2015

(HMRC &FCA)
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Our work

£26.2bn

paidinredress for PPl to date

63m

circulation of newspapers
carrying our ScamSmart
warnings

consumers helped
by our contact centre
in 2016

UK financial services

£4.3tn

assets overseen by
UK fund managers

Foreign banks in London —
more than any other centre

(FCA)

37%

of the global market for of total
FX trading - largest in the world economic output

(TheCityUk)

(Bank for International Settlements, 2016 )
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Our priority work for the year ahead

Our cross-sector priorities

Firms' culture and governance

« Consult onthe accountability
regime forall FSMA firms

« Continue toreview our regulatory
framework that governs
remuneration

Financial crime and anti-money
laundering (AML)

» Preparetotake onresponsibility for
reviewing the quality of professional
bodies' AML supervision

+ Investigate how newtechnology
canimprove the efficiency of
AML processes

+ Rolloutafurther ScamSmart
campaignwarning ofinvestment
fraud

Promoting competition
andinnovation

+ Publishresourcestohelp firms
developing 'robo-advice'services

» Engage withregionaland Scottish
FinTechhubs

« Investigate how near andreal-time
compliance monitoring canreduce
theregulatory burden

Technological change
andresilience

« Establish cyber co-ordination
groups across five sectors to share
experiences and fosterinnovation

» Undertake technology and cyber-
capability assessmenton all firms
considered 'highimpact’

+ Analyse resiliencerisks in major
initiatives, including ring fencingand
the Payment Services Directive ll

Treatment of existing customers

« Analyse the effect of wake-up packs
onconsumers' decisions at the point
of retirement

« Lookat how firmstreat borrowers
whose interest-only mortgages are
approaching maturity

Consumer vulnerability and access

« Publish our 'Consumer Approach'to
define our overarchingapproachto
addressing UK consumers'needs

« Continue our work inthe consumer
credit sector, including our
continued focus on high-cost credit
and overdraft
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Our sector priorities

Wholesale financial markets
« Ensurethe newMiFID Ilregimeis
implemented effectively

« Continuetoimplementremediesto
improve competitionininvestment
and corporate banking

« Introduce changestoimprove the
effectiveness of primary markets

Investment management
« Consultonproposedremediesin
the assetmanagement market

» Review our policy optionsinrelation
tofundliquidity

Pensions andretirementincome

« Propose apackage of remedies
toimprove competitioninthe
retirementincome market

» Undertakeinitialwork looking at the
non-workplace pensions market

« Reviewnon-advised drawdown sales

Retail banking

« Workwiththe PRA, Bank of England,
the Treasury andthelarger banks
to support theimplementation of
ring-fencing

« Launchastrategicreview of retail
banking business models

+ Launchacommunication
campaign to raise awareness and
understanding of the PPl complaints
deadline

Retaillending

« Setoutouranalysisand
preliminary conclusions onthe
mortgage market

+ Continue to monitor the debt
management sectorto ensure
thatitisfit for purpose

« Undertake an exploratory piece of
work onthe motor finance industry

Generalinsurance and protection

« Conductareview of pricing
practicesingeneralinsurance

« Assess how effectively
competitionis workinginthe
wholesale insurance market

Retailinvestments

« Assessthe market forinvestment
platforms and what we candoto
improve competition

+ Assessthe developing market
forautomated advice models

« Undertake further work to address
therisksinthe Contractsfor
Difference market
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Chairman’s foreword
John Griffith-Jones

Welcome to our 2017/18 Business Plan. It sets out our
work programme and priorities for the coming year.

It explains how we plantoworkon
our three operational objectives of
protecting consumers, promoting
competition and enhancing market
integrity to meet our overarching
strategic objective of making
markets work well.

Afundamental part of our Business
Planis the Risk Outlook. It identifies
key trendsin, and implications for,
the markets and firms we regulate,
as wellas emergingrisks we may
needtorespondtointhe future. It
explains the wider context within
which we regulate and therefore how
we decide upon our priorities for the
nextyear.

Asis particularly clear this year, many
ofthe biggest risks to markets and
consumers are outside our control.
International events, demographic
changes, theimpact of the UK's
decisiontoleave the EU and the
course of the UK economy are just
four relevant examples. However,
while we cannot control them, we
cannot affordtoignore them.
Quite the opposite; we are required
to be aregulator for all seasons.
The FCAhaslearned over the

past four years that thereis great
meritin predictable regulatory
outcomes, requiring us to allocate
our resources flexibly inresponse
to new developments.

By contrast, most of the risks to the
good conduct of financial services
firms are longer term, ongoing

and change little from year to year.
We remain wholly committed to
high standards of conductinthe
UK's global capital markets and
indomestic wholesale and retail
financial services businesses.

The central function of our work
willremain our challenge of poor
conductintheindustry. Thereisa
clear link between poor culture and
poor conduct, andindustry must
continueits work to achieve and
embed its own cultural change.
This should reduce the need for
regulatory intervention, rebuild
trustin markets and align firms'
business models and practices more
closely with their users' needs. So
itisno surprise that proportionate
supervision, effective market
oversight, studies into competition
and, where necessary, enforcement
are atthe core of this Business

Plan. Combined with aregular and
productive dialogue with industry
and consumers, we continue to aim
for constructive deterrence, seeking
wherever possible to prevent things
goingwronginthe first place.

Oftheincreasingrisk areas that

we have identified, one in particular
stands out—cyberresilience.
Cyber-attacks areincreasingin
number, scale and sophistication.



A growing number of firms are

also outsourcing processes as
their business models adapt to
cutcostsandtrytokeep pace

with evolving services and systems.
Andvarying levels of investment
inlegacy systems are increasing
market vulnerability to disruptions
and cyber-attacks. Firms'
technologicalresilience has
significant implications, both

for markets and for their customers.
Thereforeitneeds tobe, and stay,
high onall of our agendas.

Theflipside of cyberriskis, of
course, the opportunities that
technologicalinnovation can offer.
Atits best, technologicalinnovation
has the potential to reduce the
costs and widen accessibility of
products and services. As such,

it presents opportunities to
fundamentally change the way
financial products and services are
delivered. We are actively working to
support this type of developmentin
anincreasingnumber of projects.

Financial Conduct Authority
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A closingword on Brexit. lam
regularly asked whether the FCA
has enoughresource and enough
involvement. Onthe former, our
planningincludes the mindset of
doing whateveris needed to fulfil the
duties required of us as the process
becomes clear. Onthelatter, we are
already making our considerable
technical knowledge available to the
Government, and we will continue to
do so throughout the process.

2017/18is already looking like it will
be an eventful year. | trust that all of
our stakeholders find this Business
Plan useful. Ilook forward to working
with you as we putitinto action.

NSV
John Griffith-Jones

Chairman,
Financial Conduct Authority

' /4
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Thereis aclear link between poor culture

and poor conduct, and the industry must

continueits work to achieve and embed

cultural change.

'/
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Chief Executive’s introduction
Andrew Bailey

The FCAregulates the UK's financial services sector to ensure
that markets work well for individuals, businesses and the UK
economy as awhole. This Business Plan explains our priorities
over the nextyear.

Thisyear's Business Planrepresents
two firsts—my firstas the FCA's
Chief Executive and the first time
we have published our Business
Plan alongside our Sector Views.
We are also publishing our Mission
document at the same time.
Together, they provide amore
complete picture of the way we
identify and assessrisks inthe
sectors weregulate, and how

and why we choose our Business
Plan priorities.

These priorities reflect the speed
and variety of changes affecting
both wider society and financial
services. Firms are being challenged
by rapidly evolving user needs, as
well as heightened uncertainty in the
economic and political outlook. They
needto adaptand compete to meet
these challenges successfully. Both
they and consumers require markets
that are stable, demonstrate
integrity and are regulated
effectively and proportionately.

The UK's decision to leave the
European Union creates uncertainty
forboth the UK's financialindustry
andthe FCA. Bothwe and the
Government are keento ensure
that the financial services industry
remains resilient and well placed to
meet users' needs and thus make
the most of opportunitiesinapost-
Brexit world.

Leavingthe EU inevitably creates
a higher risk of disruption to our
Business Plan priorities. Soitis
particularly important that we
retain the flexibility to respond
swiftly should we need to review
them further.

The Business Plan explains the
context, and desired outcomes for,
our cross-sector priorities which,
beinglonger-termin nature remain
broadly consistent with the previous
year's Business Plan. This year we
also give more detail about our
priorities inindividual sectors.

However, thereis an even stronger
emphasis on consumer vulnerability
and access to financial services.
This priority runs across financial
sectors,isanimportant part of our
Mission and will also be a key focus
of our forthcoming '‘Consumer
Approach’document.

This strategy will reflect consumers'
growing responsibility for their own
financial choices, at a time when
these choices are becoming more
complex. The socialand economic
implications of an ageing population,
togetherwith factors like continuing
lowinterestratesandariseinless
secure forms of employment, are
likely to have major implications for
the pensions andretirementincome
sector. This Business Plan explains



our planned activities to encourage
firms to address this growing need
and ensure they provide consumers
with the information they need to
make suitable choices.

Firms themselves will always have
the mostimportantrole to play

in ensuring continuing trust and
confidence inthe UK's financial
services. As wellas embedding the
Senior Managers and Certification
Regime (SM&CR) we will also
consult on our proposals to extend
the accountability regime to all
firms under the Financial Services
and Markets Act. Our aimis to
ensure firms are well prepared for
implementationin 2018 and that
we deliver aregime whichis simple,
proportionate and clear.

Implementing the Marketsin
Financial Instruments Directive
[H(MIFID Il) allows us tointroduce
major reforms to improve resilience
and strengthenintegrity and
competitioninwholesale markets.
The additional information we will
get from firms when the Markets in
Financial Instruments Regulation
(MiFIR) is introduced next year will
furtherincrease the effectiveness of
our market abuse work.

Large and thriving markets inevitably
attractfinancialcrime;itisanarea
where both we and firms must stay

Financial Conduct Authority
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vigilant. Last year we rolled out our
Financial Crime Data Returnand
this year we will analyse the early
responses to ensure we focus our
supervision on the right firms.

We will also continue to work
closely with the Treasury on anti-
money laundering (AML) policy
asittransposesthe 4th Money
Laundering Directive into UK law.

We want to help firms avoid the
unintended consequences of
applyingdisproportionate AML
measures, which risk excluding
groups of consumers from access to
financial services. So our work with
banks will look more closely at how
technology can help improve how
theyidentify money laundering risk.

We will also expand our rolein
supporting technological innovation
more widely, actively engaging with
firms across the UK to find out more
about specific areas of financial
innovation and potential implications
forregulation.

The FCAitself has beenlooking

at ways to ensure we continue to
provide value for money and give
our staff theinfrastructure they
needto do theirjobs as effectively
as possible. We are moving our
offices to The International
Quarterin Stratfordin 2018.

This will allow us to bring all our

Chapter 2
Chief Executive's
introduction

London staff together under one
roof, provide a better technological
specification that offers better
value. We are focusing strongly on
preparatory work this year to make
sure the move has a minimalimpact
onour regulatory work.

These arejust some of the priorities
explainedin this Business Plan. The
vast majority of our resources will
always be used for our core business.
Authorising firms and individuals,
maintaining oversight of firms'
activities, conduct and behaviour,
supporting effective competition
andimplementing and enforcing
policy andrules are the bedrock of
our regulation.

We look forward to working

with our growing number of
stakeholdersinthe year ahead

to deliver financial regulation

that servesthe publicinterestin
respect of the activities of firms, the
experiences of consumers and the
resilience of the UK economy.

L

MwsBedy

Andrew Bailey
Chief Executive,
Financial Conduct Authority
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Chapter 3
Ourrole

We are the conduct regulator for 56,000 financial
services firmsin the UK, and the prudential regulator for
over 18,000 of these firms. We also regulate financial
marketsinthe UK and over 140,000 approved persons.

The FCA was established on 1 April
2013, taking over responsibility for
conduct andrelevant prudential
regulation from the Financial
Services Authority (FSA).

The Financial Services and
Markets Act 2000 (FSMA) sets
out our objectives.

We have an over-riding strategic
objective to ensure that the markets
we regulate function well. To advance
this strategic objective we also have
three operational objectives:

Operational objectives

Protect consumers:
To secure an appropriate degree
of protection for consumers

Protect the integrity

of financial markets:

To protect and enhance the
integrity of the UK financial system

Promote competition:
To promote effective competition
inthe interest of consumers

11
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FSMA also provides a competition
duty for us which states that we
must, so far as itis compatible with
actinginaway thatadvancesthe
consumer protection or integrity
objective, discharge our general
functionsinaway that promotes
effective competitioninthe
interests of consumers.

FSMA also states thatin discharging
our general functions, we must have
regard to the followingregulatory
principles:

1. Efficiencyand economy

We are committed to using our
resources in the most efficient and
economical way. As part of this, the
Treasury can commission value-for-
money reviews of our operations.

2. Proportionality

We must ensure thatany burdenor
restriction we impose onaperson,
firm or activity is proportionate to
the benefits we expectas aresult.
Tojudge this, we take into account
the coststo firms and consumers.

3. Sustainable growth

We must ensure that our decisions
consider the desirability of
sustainable growthin the economy

ofthe UKinthe medium or long term.

4. Consumerresponsibility

We consider the general principle
that consumers should take
responsibility for their decisions.

'/ 4

Ouraimisto ensure that the UK has an effective,
innovative and trusted financial services sector
that provides public value and meets the needs
of allthose who useit.

'/ 4
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5. Senior management
responsibility
Afirm's senior management
isresponsible for the firm's
activities and for ensuring thatits
business complies with regulatory
requirements. This secures an
adequate but proportionate level of
regulatoryintervention by holding
senior management responsible for
the risk management and controls
within firms. Firms must make it
clear who has whatresponsibility
and ensure thatits business can
be adequately monitored and
controlled.

6. Recognisingthe differences
inthe businesses carried
on by different regulated
persons

Where appropriate, we exercise our
functionsinaway thatrecognises
differencesinthe nature of, and
objectives of, businesses carried
on by different persons subject to
FSMArequirements.

7. Opennessanddisclosure

We should publishrelevant market
information about regulated persons
or require themto publishitin
appropriate cases (with appropriate
safeguards). This reinforces market
discipline andimproves consumers'
knowledge about their financial
matters.

8. Transparency

We should exercise our functions

as transparently as possible.
It'simportant that we provide
appropriate information on our
regulatory decisions, and that we are
open and accessible to the regulated
community and the general public.



Financial Conduct Authority
Business Plan 2017/18

Chapter 3
Qurrole

FSMA alsorequires the Treasury to
make recommendations to us about
the aspects of the economic policy
of Government for which we should
have regard. On 8 March 2017, the
Treasury recommended that we
take the following considerations
into accountin our assessment of
the costs, burdens and benefits of
potential rules or policies:

« Competition—the Governmentis
keento see more competitioninall
sectors of theindustry, particularly
retail banking.

« Growth—the Governmentwishes
to ensure financial services markets
make a positive contributionto
sustainable economic growthin
the UK economy inthe medium
andlongterm.

« Competitiveness—the Government
wishes to ensure that the UK
remains an attractive domicile
forinternationally active financial
institutions, and that London
retainsits position as the leading
international financial centre.

« Innovation—the Governmentis
keento seeinnovationinthe
financial services sectorand how
this can support the wider economy,
through new methods of engaging
with consumers of financial services
and new ways of raising capital.

» Trade—the Governmentaims
toencourage trade andinward
investmenttothe UK that canhelp
boost productivity and growth
across our economy.

- Better outcomes for consumers—
the Governmentwantsto see
financial services workinthe best
interests of the consumers and
businessesthey serve.

Building on the objectives, principles
and recommendations that are given
to us by law and by the Government,
we develop our approach to
regulation, including through our
Mission. Our priorities, as setoutin
this Business Plan, are areas in which
we believe we can make the most
positive impact on our objectives,
enhance public value, and take into
account the principles of regulation
and recommendations given to us
by the Treasury.

Our approach toregulation

Ouraimis to ensure that the UK has
an effective, innovative and trusted
financial services sector which
provides public value and meets the
needs of allthose who use it. As the
Mission explains, we use a decision-
making framework to do this. We
identify the harm, diagnose its cause

and extent, and then consider how
besttoremedyit. Our framework
is focused on fully understanding
the relevant market and carefully
combining our tools to effectively
dealwith theidentified harm.

Ourremitisbroadandcovers a
wide range of firms, from sole
practitioners to multinational
corporations, providing very
different services tovery
differentusers. We carry outa
correspondingly broad range of
work to achieve our objectives. As
financial services adapt to meet new
needsininnovative ways, we need
to ensure our regulation remains
proportionate and effective.

Assessingharm,
encouraginginnovation

We take a forward-looking approach
to assessing potentialand emerging
harm. We assess the extent, degree
andtype of harm posed toidentify
andrespond promptly to emerging
issues before they become more
widespread. Where we identify harm
inthe market we willconsider what the
most appropriate actionis toremedy
it, including whether compensation
should be provided and whether any
enforcement actionis necessary.

13



Chapter 3
Qurrole

We believe that competition can

deliver betterresults for consumers.

We also believe part of ourroleis to
supportinnovation. Sowe aimto
ensure our regulation strikes the
right balance between encouraging
innovation that delivers consumer
benefits, ensuring that consumers
receive adequate protection, and
thatitis measured and does not
create gapsin supply of products
and services.

Transparent, accountable
regulation

We wantto be transparent with

all our stakeholders about the
decisions we take, the work we do,
the outcomes we expect and how
we measure our performance.

Financial Conduct Authority
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Measuring changes to outcomes that
are adirectresult of our intervention
is challenging. It can often take
several years before theimpactis
seen. Thisis because regulatory
interventions rarely happenin
isolation and because the harmwe
have prevented can be difficult to
quantify. We do, however, monitor
andreportonarange

of performance factors. These
include the delivery of our Business
Plan commitments, how well

we have met our service standards
and our operational effectiveness
and efficiency.

This Business Plan alsoincludes
further details onthe outcomes
we aimto achieve inanumber of
priority areas and sets out the
indicative success measures we
use toassess progress.

Measuring performance against the statutory objectives

An evolvingway to measure
our effectiveness

As we have said in our Mission, in the
future we willuse an assessment of
the public value of our regulation

to help measure how effectively we
perform. Our Mission also states that
we willuse athree-tier approach to
measure how we are doing. This will
consider areas, including:

» assessingourinternal operations
againstvalue formoney criteria; the
impact of ourinterventions

+ measuringthe impact of
theinterventions we make using
our available tools; and outcomes
inmarkets

Ensuring that financial services markets function well

Promoting effective

Protecting and enhancing the

Statutory
objectives

Outcomes

Outcomes
indicators

Securing an appropriate degree
of protection for consumers

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

Fair products
and services

Improved
consumer
experience

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

Building
trustand
engagement

Effective
remedies

competitionin the interests of

consumers

Competition
contributes
toimproved
consumer
outcomes

Value for
money
products and
services

Getting better
service

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

Competitive
markets

Clear and
useful
information

integrity of the UK financial

system

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

Clean
regulated
markets

Low financial
crime

Arespected
regulatory
system that
lets good firms
know where
they stand

Attractiveness
of market

Respected,
joined-up
regulation

This performance framework applies to both retailand wholesale markets. '‘Consumer' here means not only retail consumers but
alsowholesale market participants.

14



« looking at markets and sectors
as awhole toidentify common
root causes.

Another key tool we use to evaluate
our performance is our outcomes-
based performance framework.
This framework breaks down our
statutory objectivesinto outcomes
that we wantto seeintheindustry,
indicators of how we will identify
the success of these outcomes

and performance measures. As our
three-tier approach to measurement
continues to develop, there may be
changes to this framework.

Accountable and independent

We are anindependent body,
accountable to the Treasury
andto Parliament.

We are funded by the firms we
regulate. How much they pay
depends ontheir size, what type
of business they are and the
activities they carry out.

Brexitandthe FCA'srole

The UK's withdrawal from the
European Union willhave important
implications for the FCA over the
comingyears and willbe a key

area of focus. We have dedicated
resource to co-ordinate and manage
this work and are liaising closely with
the Treasury and the Bank of England
to ensure asmooth transfer of EU
rules andlegislationinto the domestic
framework, and ensure that the
regulatory framework continues

to operate withoutinterruption
following the UK's withdrawal
fromthe EU.

We will provide the Government

with technical support during the
withdrawal process. As part of thiswe
have identified five principles that will
guide our advice to Government:

Financial Conduct Authority
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» Cross-border marketaccess—open
markets are animportant enabler
of healthy competition, supporting
FCA objectives.

« Consistent global standards —
acrossregions andjurisdictions
in order to minimise the risks of
regulatory arbitrage.

« Cooperationbetweenregulatory
authorities—arobust framework
that provides for continued
cooperationwill be fundamental
regardless of the outcomes of the
negotiations.

- Influence over standards—the UK
authorities should have influence
over the standards that applyin
the UK.

« Opportunity torecruitand maintain
a skilled workforce —adiverse
workforce with varied experience
andthe requisite expertise supports
UKmarkets and firms that are well
runand remain competitive.

Atthe same time we are carefully
considering what withdrawal from
the EU may mean for our objectives.
We are working to make sure that any
risks to our objectives, including any
operational challenges, are identified
and addressed, and that the UK's
domestic markets, and therole they
play in supporting the wider economy,
is safeguarded. The FCA stands ready
torespondto any contingencies or
new obligations arising as a result of
EU withdrawal.

Existing financial regulation,
much of which derives from EU
legislation, remains in place until
the Government and Parliament
make any changes. We are also
continuing withimplementing the
EUlegislation that willcome into
force before the UK leaves the EU.

Chapter 3
Qurrole
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Wewant tobe

transparent with all our
stakeholders about the
decisions we take,

the workwe do, the
outcomes we expect
and how we measure
our performance.

'/
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Risk Outlook

As part of our forward-looking approach to assessing
emergingrisks to our objectives, this chapter sets out our
Risk Outlook —the medium to long-term trends that could
influence the shape of the financial sector and the risks
these pose to the FCA's objectivesin the years to come.

'/

Anassessment of the global context,
technological and socio-economic
trendsis animportant toolin defining
our priorities and strategy as a
regulator. While the possible policy
implications of many of the trends
discussed here are beyond our
regulatory remit, their consequences
for firms and consumers could pose
risks to consumer protection, market
integrity and competition.

Many of the issues arelong-term
and more clarity over the potential
for harmislikely to emerge over

the comingyears. As such, it may
not be appropriate for us to address
some of theseissues now, and
many of them may not crystallise.
We include some of the more
immediate issuesinour cross-sector
and sector priorities in this Business
Plan, and theseimportant trends
will be reflectedin our future
business planning.

The UK's withdrawal from the European Union

will have importantimplications for the FCA over

the coming years and will be a key area of focus.

'/

We use our risk framework,
including our tolerance of risk to our
statutory objectives, as akey toolin
prioritisation and decision-making.

Our assessment of emerging
risksis drawn fromkey trends in
four areas that have animpact
onthe financial sector and our
risklandscape: macroeconomic,
socialand environmental,
technological, and firms and
consumers. Overlaying these
themes are geo-political dynamics
that will affect some aspects of the
financial services sector.

Macroeconomic

Understanding how the
macroeconomic environment
could affect the functioning of the
financial marketsisimportant for
financial regulation. Changesin
the macroeconomic environment
caninfluence behaviour of market
participants and firms'business
models, strategies and financial
soundness. Understanding the
risks posed by changes in this
environmentis akey factorin
developing our Sector Views and
prioritising our work.

17
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Inthe last year, economic

and political events have

addedto domestic and global
macroeconomic uncertainty. These
changes could have anegative
effect onthe financial sector's ability
toserve therealeconomy, and thus
our ability to pursue our objectives.

Key trends

UK macroeconomic trends

UK economic growth, while

slower thanin previous decades,
hasrecovered since the aftermath
of the financial crisis (Figure 1).
Despite recovering faster than
anticipated at the end of the crisis,
UK output growth remains subdued.

Figure 1: GDP Q-on-Q4 growth

12

10

-6

-8
Dec
1956

Dec
1996

Dec
1986

Dec
1974

Dec
1966

Source: ONS.
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The latest projections suggest that
economic growth could slip

below the post-crisis average
overthe nextthreeyears.

Private consumption has remained
the main driver of growth. Credit
conditions remain favourable

and the cost of creditremains

low, sustaininganincreasein
consumers' debt. Although secured
lending growth has stabilised,
consumer creditlending has
continued to grow rapidly. UK
householdindebtednessisatavery
high level by historical standards;
the household cash savings ratio
has fallen since 2010 (Figure 2).
Households are vulnerable to

any potential shocks to their
employment, income or debt-
servicing costs.?

Unemployment has fallen since the
financial crisis, while employment
growth has beeninless-secure
forms, such as self-employment,
part-time or short-term contracts
and zero-hours contracts.?*Income
variability associated with these
employment trends combined with
weak income growth could reduce
households'resilience to changesin
financial circumstances. A sustained
riseininflationis likely to put further
pressure on household budgets.

Figure 2: UK households’ debt to income ratio
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1 Economic and fiscal outlook, March 2017, Office of Budget Responsibility.
2 Financial Stability Report, November 2016, Bank of England.
3 UK Labour Market, February 2017, Office for National Statistics.
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Figure 3: CPI yearly inflation
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Source: ONS and Bank of England Inflation Report Feb 2017. Quarterly data.

The fallin sterling after the EU
referendum and subsequentrise
inimportand commodity prices
has beenraisinginflationlevels

and could reduce spending power
(Figure 3). CPlinflation reached 2.3%
in February and the latest Bank of
England Inflation Report projects
thatitis more likely than not to stay
above the 2% targetin subsequent
quarters. This couldincrease the
pressure on households, leading to
alower growthrate of real consumer
spending. Economic activity could
be further affected if households
cut back sharply on their spending to
service their debts.*

There has also been aprolonged
period of negative realinterest
rates and these are expected to
remain low or negative (Figure

4). There are concerns about the
potentialimpacts of a persistent
lowinterestrate environmenton
the behaviour of economic agents,
the resilience of financial firms and
financial stability.

4 Inflation Report, February 2017, Bank of England.
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Government Securities, 10 year inflation implied forward (quarterly average).

UK withdrawal from the
European Union

Inthe 2016/17 Risk Outlook, we
noted that the UK's referendum
on EU membership was being
considered as part of the

FCA's normal activities. The
conseqguences of the UK's exit
onthe financial sector willdepend
onthe outcome of the Article 50
negotiations. The resilience of

the sector willbe affected by the
negotiations over leaving the EU and
agreeingafuture trade agreement.

The UK's decision to leave the EU
creates anumber of uncertainties
with the potential to affect the UK
and European financial markets,
with potential knock-on effects for
the UK economy, tax, balance of
payments, and the value of sterling.
Withlittle information available
about the form and nature of these
negotiations, itis currently unclear
how these will materialise.

Thislack of clarity will potentially lead
to aperiod of prolonged uncertainty
for markets, firms and consumers.
Firms will need to assess the impact
that a changedrelationship with
Europe and any changesto the
regulatory regime have on their
business models.

Depending on the outcome of
the negotiations onthe UK
withdrawal from the EU, there
could be consequences for the
firms and markets we regulate.
We have aresponsibility to ensure
markets work well particularly
during this period of change and will
continue to work closely with the
Treasury and the Bank of England
to bridge the gap between policy,
markets and firms.
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Changesinthe
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influence behaviour

of market participants
and firms' business
models, strategies and
financial soundness.
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Risk to our objectives

Lowerlong-term growth and low
interest rates continue to pose
challenges for many financial
services firms' business models
and profitability. Banks, insurance
companies and pension funds could
face profitability pressures as they
seek to find assets to match their
liabilities. These firms could increase
therisk they take in their asset
portfolios to offset the fallin their
investmentincome, either due to the
low yield environment or to fund past
guarantees. Pension plans are also
vulnerable to considerable interest
rate risk as most assume higher
interestrates than those seen since
the financial crisis. Weak profitability
diminishes firms' future ability to
rebuild capital following a shock,
which could affect some of the firms
that we prudentially regulate.

Thereis arisk of additional strainin
lenders’ profitability if households
default on their debts,® given the
high levels of consumer debt and
the potentialimpact on household
budgets due toinflation and weak
income growth.

Increased concentration,

due toloss of profitability

or lower investment, would

pose competition concerns.
Uncertainty and macroeconomic
risks could lower investmentin
financial services, reducing supply.
Heightened uncertainty around
future economic and political
developments can also reduce
demand for financial services,
potentially leading to exit and/or
consolidation, reducing competitive
pressure.

Furthermore, thereis some
evidence that, atleastinthe

UK deposit-taking sector, major
participants were increasingly
able to earn positive economic
profitsinthe periods leading up to
and after the crisis despite

5 BankofEngland, ‘Financial Stability Report, November 2016.

anincreased number of firms
participatingin the market.®

Otherlong-termrisks to
our objectives

Risinginflation and subdued
income growth can affect already
stretched household budgets
and savingratios. Unsustainable
levels of debt and variable income
streamsresulting from temporary
or zero-hours contracts could
affecthouseholds'long-term
ability to access financial services
products, potentially leaving them
paying higher costs or limiting their
credit options. Asuddenincrease
ininterestrates could put further
pressure onindebted households
and pose challenges to consumers
and firms who have become
accustomedto lowrates.

Prolonged periods of negative
orlowrealinterestratescan
promptinvestorstoincrease
their exposure torisky, illiquid or
complexassets. The search for
yield could heighten conductrisks
asinvestors seekimprovedreturns
and so could take on greater risk.
Firms and consumers could be left
over-exposed torisk, particularly
where products offer lower levels of
protection and liquidity. Unwinding
these search-for-yield positions
can challenge marketintegrity and
financial stability if consumers race
to exit these positions. In addition,
giventhe searchforyield and

poor understanding of the risks,
consumers may become more
vulnerable to scams and fraud;
this environment can also create
conditions for mis-selling.

Liquidity in capital markets

could be affected under adverse
macroeconomic conditions. The
observeddeclineintheinventories
of dealersinrecentyears could

6 De-Ramon, S.and M. Straughan (2016) 'Measuring competition in the UK deposit-taking sector’, Bank of England Working Paper 631.
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affect the ability of market
participants to find the liquidity
tobuy orsellin certain secondary
markets. Arecent FCA study found
thatevenif corporate bond markets
have become less liquid since 2014,
the overall evidence indicates
liquidity is still relatively healthy
compared with the overall period
2008-16." However, liquidity risks
existand some of these markets
have yet to be tested under severely
stressed conditions.

Increased levels of uncertainty can
increase volatility in secondary
markets. Unexpected news or
major changes in macroeconomic
conditions can cause sudden price
movements that could, in extreme
cases, be asource of instability

in secondary markets. Today's

fast electronic markets might

react differently to these sudden
volatility shocks than the traditional
markets, which were less dependent
on speed.

Financial Conduct Authority
Business Plan 2017/18

Socialand environmental

Socialand environmental

factors canhave animportant

role in shaping the decisions of
markets, firms and consumers.
[tisimportantto considerthe
long-term social and environmental
factorsthat are likely to have an
impact on financial services and
pose risks to our objectives.

Key trends

Demographic trends and longevity

The average age of the UK
populationisincreasingandolder
people are agrowing proportion

of the population—by 2040,
projections are that nearly onein
seven people willbe over 75.8 The
ageing population andincreasing life
expectancy places a greater reliance
onretirementincome over alonger
time period. Whilst life expectancy
isincreasing, people are spending
more years potentially living in poor
health (see Figure 5).°
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The baby-boomer proportion of

the UK's ageing population holds
comparatively high levels of pension
and housing wealth'?; as this
generation ages, their wealth willbe
utilised to fund retirement and care.
In comparison, younger generations
have relatively lowerincomes,

lower pension contributions and

are more likely to rent theirhomes,
which means they are unlikely to
accumulate the same levels of
wealthin the same timeframe

as the baby-boomers. This
intergenerational wealth inequality
willpose a challenge to younger
generations as theirlong-term
savings will not fund the same quality
of retirement that baby-boomers will
experience; the younger generation
willhave towork alot longer and
amass more wealthif theywant a
similar retirement experience. In
addition, the younger generation'’s
engagement and behaviour with the
financial sector may evolve with their
technological preferences.

Figure 5: Life expectancy and healthy life expectancy, in years, of people born 2012-14

20.3% of life spentin
‘poor health’

[l Life expectancy

Source: ONS
Note:

7 Suntheim, F.and M. Allan (2017) ‘New evidence on liquidity in the UK corporate bond market’, FCA's Insight article.

[ Healthy life expectancy

Life and healthy life expectancy of people born 2012-2014

8 Future of an Ageing Population, Government Office for Science (2016).

83.2

>

23.1% of life spentin
‘poor health’

9 Healthy life expectancy at birth and age 65 by upper tier local authority and area deprivation: England, 2012 to 2014, Office for National Statistics.

10 Chapter 2: Total wealth, Wealth in Great Britain, 2012 to 2014 Office for National Statistics wealth and assets survey.
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accumulating adequate
long-term savings will
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future generations.
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During this period, people'sill-health
isincreasingly likely to reflect chronic
conditions, cognitive impairments
andlong-term frailty.** Rising care
costs andincreasinglongevity will
place pressure on the adequacy of
consumers'long-term savings. In
addition, changing demographics
(including living longer but not
necessarily healthier) and state
health provisions, coupled with
pressure in health-costinflation,

will continue to challengeinsurers’
current customer propositions,
profitability and ways of managing
and poolingrisks (eglongevity and
morbidity).

Younger consumers

Younger consumers face the
prospect of lower earnings and
poorer housing affordability than
previous generations.?? Median
income growthis lower for younger
age groups, and this has contributed
to afallin pension contributions
among the young. This has coincided
with higherliving costs, income
variability, higher education fees and
availability of credit, meaning that a
significant number of young people
now have highlevels of debt at the
start of their working life.

Financial firms willneed to consider
their customer propositionin light
ofthese trends. Areasonable
proportion of older people currently
hold relatively stable pensionincome
streams and property wealth. In
comparison younger generations
have less certainty around future
incomes (due torising short-term
contracts and self-employed
status), lower savings and long-term
indebtedness—but are potentially
living longer than prior generations.

11 'Dementia and cognitive decline - a review of the evidence', Age UK Research, 2014.

Environmental change

The consequences of climate
change and other environmental
risks are expected tobecome more
widespread if floodingand extreme
weather events become more
frequent. Atthe sametime, the
protection gap between economic
loss andinsured loss associated with
climate changerisksis growing—the
annual protection gap is estimated
tohaveincreased from $23bnto
$100bn since the 1980s.%%

Theindustry and UK Government
are already taking steps to manage
climate changerisks. For example,
Flood Re seeks toimprove access
to property-relatedinsurance

by pooling flood risk to ensure
consumersinhigh-risk areas
stillreceive access to affordable
insurance, and the Government
isinvestingin flood protection.
Government efforts toimprove the
protection andresilience of high-risk
communities will help manage these
risks; however these protections

will take time and may have limited
effect.

Risks to our objectives

There are anumber of risks affecting
the current population of older
consumers, particularly inthe
pensions sector. Theseinclude the
quality of advice around retirement
income, difficulties in comparing
products and services and potential
exclusion throughincreased use of
digital services.

Older consumers are atincreased
risk of scams. In some cases
duetolarge holdings of wealth
andtherelease of funds under
pension reforms, older consumers
canbe more susceptible to scams
and fraud.

12 'The Intergenerational Commission, 2016 Stagnation Generation? The case for renewing the intergenerational contract’ Resolution Foundation.

13 Climate Wise, Investing for resilience, University of Cambridge Institute for sustainability leadership.

22



Consumers face arange of
challenges around the security and
value of their future pension pots.
In some circumstances, the value
of Defined Benefit (DB) pension
pots could be lower than foreseen
due to pension deficits and the

low returns environment, posing
challenges to employers managing
these schemes.* Consumers may
also face challenges accumulating
sufficient savings for retirement
through Defined Contribution
schemes (DC) or private pensions.
If the affected groups cannot
increase their contributions or work
forlonger, they could take on higher
risk products later oninlife to make
up losses without understanding the
associatedrisks. They could also be
more susceptible to scams.

Consumers are atincreased risk of
taking on unsustainable levels of
debtif affordability assessments
do not take account of underlying
circumstances, particularly where
younger consumers face variable
income and high levels of existing
debts across varied types of credit.

Otherlong-termrisks to
our objectives

Consumers could face limited
product availability and advice

if firms fail to evolve to meet

the changing needs of anageing
population —particularly those
with lower prospects for wealth
accumulation—including pensions,
insurance and otherretirement-
income products. Ifinnovation

and the number of new entrants
servicing older consumers remains
low —in particular around retirement
needs—andconsumers areinertand
fail to shop around, consumers could
getapoordeal.

Financial Conduct Authority
Business Plan 2017/18

Forexample, thereislikely to be
increased demand for products

that allow older people to tapinto
housing wealth or manage long-term
health expenses. This demand for
these productsis likely to be driven
by those with low pension wealth, for
example consumers who currently
belongto lowerincome groups, but
inthe future this could include the
ageingyounger generations who
may have lower pension holdings.*

Firms fail to take into account the
needs of an ageing populationin
delivering their services, posing
athreat to consumer protection.
The mental and physical well-being
ofan ageing population will have an
impact on how consumers interact
with financial products and services.
Cognitive decline will affect the
way consumers are able to engage
in financial decisions and digest
financialinformation. Some firms
are already responding to ageing
trends, providing audio and larger
print statements.

The financial needs of future
generations of consumers are
likely to become more diverse than
previous generations. If firms are
slow torespond to changing needs,
consumer inertia or aninability to
switch providers due to underlying
circumstances (egvariable income
andhigh debts), this could lead to a
lack of competitioninthe market.

If younger consumers are unable to
accumulate long-term savings or
contribute to a pension, they could
be left withinsufficientincome and
limited financial choices laterinlife.

14 Security and Sustainability in Defined Benefit Pension Schemes, February 2017, DWP.

15 Equity release council.
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Credit conditions remain
favourable and the cost
of credit remains low,
sustaininganincreasein
consumers’ debt.
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challenging traditional
financial business models.

'/ 4

Financial Conduct Authority
Business Plan 2017/18

Technology and innovation

Technology has the potential
toincrease competitiveness,
supportinnovation and efficiency,
transform firms' activities and
shape consumer and counterparty
accesstoproducts and services.
Itisimportant to consider the
increasingly prominentrole of
technology andinnovationinthe
financial sector, the impact they're
likely to have on financial services
andtherisks they could pose to
our objectives.

Key trends

Technological innovation and
automation of value chains

Technology and IT systems play
animportantroleinthe execution
of market activities and firms’
business models. Digitalisation

of financial marketsisincreasing
both the volume and speed of
transactions. Digitalisation and
automation canincrease cost-
efficiencies for markets, firms

and consumers, improving the
delivery of products and services

to consumers and counterparties.
However, where this is accompanied
by insufficientinvestmentinlegacy
systems by market participants

and poorly planned and executed IT
change management plans, markets
are more susceptible to disruptions,
price shocks and heightened risk of
successful cyber-attacks.

16 The Boston Consulting Group — Fintech in capital markets, November 2016.

17 The Boston Consulting Group — Fintech in capital markets, November 2016.
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Thereisacontinuingtrend touse
third-party providers to support
cost-cutting efforts and adopt
more up-to-date services and
systems. Outsourcing processes
and the fragmentation of market
infrastructure arising fromthe
adoption of new technologies, as
well as the use of new platforms, can
make it harder for firms to exercise
effective oversight and governance,
and for regulators to monitor the
market.

Financial technology (FinTech) firms
areincreasinginnumber and some
ofthese firms want to harness
dataandanalytics. FinTech firms
are challenging traditional financial
business models and are likely
toplay akeyrolein firms moving
towards less capital-intensive
business models, where (after the
initial investment) firms benefit
from economies of scale with lower
ongoing costs. Here, technology
could provide ways for firms to
servicelarge client bases at lower
costs, mostrecently seeninthe
wave of digitalisation. FinTech-
enabled new entrants areincreasing
competitionin some sectors that will
place pressure on existing business
models and activities (for example,
alternative lending facilities or Robo-
advice). Existing firms may look

to acquire these firmsinorder to
benefit from these innovations.

Distributedledger technology
(DLT)-based FinTech firms have
increasedin number over the past
threeyears.'*DLT is not widely
usedinfinancial services but
could enhance some activities,
for example automating simple
processes such as recording
client data for Know Your
Customer (KYC) and anti-money
laundering purposes.’’



DLT couldbe usedto support full
automation of trading, clearing and
settlementacross asset classes,
particularly across syndicatedloans,
FXand OTCs, where back-office
activities are manual.’®

Smart data, digitalisation
and data analytics

Advancesin firms' capacity
to processlarge amounts of
information, profile clients,
undertakerisk analytics and
build algorithms are shaping
market activities, financial
products and services.

The use of application programming
interface (APl) and decisions like the
Competition and Market Authority's
(CMA) Open Banking proposal,
together with Payment Services
Directive 2 (PSD2) implementation,
willpromote opening up access
toclients'accountdata. As the
number of smart device users and
online traffic grows, the volume

of digital data will also increase.
Annual global IP trafficis expected
toincrease nearly threefold over
the next five years.*?

Inwholesale markets, increasing use
of big datain business models means
firms need to ensure they are using
data appropriately and managing

it effectively. Thisis especially true
where firms, including those that
undertake wholesale activities, have
multiple different business lines

and accesstothe dataneedstobe
restricted within an organisation.
Effective cyber riskmanagement
across both financialand non-
financial sectorsis neededto ensure
datais not mis-used for fraud or
market abuse purposes.

Financial Conduct Authority
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Cyber crime and money laundering

Cyber-attacks continue toincrease
involume, scale and complexity.
We have seen asignificantincrease
in attacks reported by firms over
the past three years. While many

of these attacks may be minor
individually, taken together they
may give greater cause for concern.
Increasingly sophisticated, market-
wide or simultaneous cyber-attacks
(directly on financial institutions or
market infrastructure providers)
could affect the stability and
integrity of markets, placing
continued focus on firms'
cyber-resilience and financial

crime controls.

Financial crime statistics from the
ONS suggest there were 2.11 million
victims of cyber crime and 2.5 million
incidents of bank and credit account
fraudin 2015/16.%°

Increasing terrorist activity across
the globe presents new types

of threats to market integrity.
Financing terrorist activities through
financial markets and laundering
money through the financial system
presentrisks to the soundness and
stability of the financial system.
Globally, moneylaunderers and
terrorist financers can exploit
loopholes among national anti-
money laundering systems to move
funds, and financing could also move
into the shadow banking sector.

'/ 4
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Advancesin firms' capacity to processlarge

amounts of information, profile clients, undertake

risk analytics and build algorithms are shaping

market activities, financial products and services.

'/

18 The Boston Consulting Group — Fintech in capital markets, November 2016.

19 Cisco VNI Global IP Traffic Forecast, 2015-2020.

20 Overview of fraud statistics: year ending Mar 2016, Office for National Statistics..
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Risks to our objectives

Growing use of technology,
particularly electronic and digital
services, infirms' business
models and market infrastructure
(including outsourced functions)
increases cyber security risks,
opportunities for money laundering
and scamsin some markets. Cyber
continues to be amajorrisk to our
objectives. Theserisks threaten
theintegrity of the information
flowing through financial markets,
affecting the availability of financial
services andincreasing therisk that
consumers and clients will suffer,
either directly orasaresultof a
firm's breach.

« While greater use of technology
and analytics could solve many
financial crime problems,
innovation can also create new
opportunities for financial crime as
interfaces become multi-faceted
and systems use greater volumes
of dataand automation.Inadequate
controlsinusing data appropriately
couldalso pose risks to consumer
protectionand marketintegrity.
Furthermore, the way in which
firmsincentivise their customers
to provide data could poserisks to
those market participants.

'/ 4

Growing use of technology, particularly
electronicanddigital services, in firms’
business models and market infrastructure
increases cyberrisks in some markets.

'/ 4

26

» Information securityrisks could
increase, particularly where firms
don't fully assess the capability of
existinginfrastructure, including
systems and controls. Information
securityriskis the threatto
the confidentiality, integrity or
availability of information, which can
be as aresult of a process failure,
human error or attack, whichin
turncanleadto service disruption,
service outage, datalossorthe
manipulation of data, reputational
damage and potentially fraudulent
or other criminal activity. The scope
andimpact ofthisrisk mayincrease
withincreased datavolumes.In
addition, as non-financial firms
gainaccess to consumers' financial
information as theirrolein payments
increases, thereisarisk that firms
could misuse their data, in particular
targeting products through
consumer profiling. This couldlead
toloss or theft of consumer data.

Shortcomingsin the way firms'
systems are designed, maintained
and overseen could limit the
effectiveness andresilience of
technologies. Firms need to have
wellplanned and executed IT change
strategies to ensure their services
tomarket participants, including
counterparties and customers, are
not disrupted.

Regulation doesn’t keep pace with
innovation, stifling competition.
The pace of technological
integration andinnovation could
challenge the ability of regulators
to adapt to growing competition
fromnew entrants. In some cases,
competition could be stifled
because regulatory policy does
not adequately respond to
technological changes, (for
example, by limiting the way in
which firms can offer services).



More complex value chains that
utilise FinTech could pose arisk to
consumer protection and market
integrity. Theissues associated
with the oversight and controls of
increasingly complex chains of third-
party relationships are reflected

in our priorities. The technological
resilience of incumbent firms will
also continue to be anarea of focus
because of the risk of disruption to
financial markets. FinTech firms may
not fully understand the scope of
regulation anditsimpact on their
business model. This could lead to
cases of non-compliance with our
rules, which could pose risks

to consumer protection and

market integrity.

Otherlong-termrisks to
our objectives

Accessing products and services
through mobile and other digital
devices could lead to consumers
payinginsufficient attention to
terms and conditions, leading
them to buy unsuitable products.
The behavioural preferences for
online access and speed of services
and transactions could present
challenges. Thisis particularly
relevant when younger consumers
are makingimportantlong-term
financial decisions, but may be
reluctantto engage with lengthy
advice processes and literature.

Increased use of dataand
algorithms could lead to poor
consumer outcomes or threaten
market integrity. While the use of
algorithms to make use of growing
volumes of data should promote
competition, it also has the potential
toencourage 'herding' behaviours
orlead to databeing mis-usedif
underlying algorithms are not fully
understood by firms.

Financial Conduct Authority
Business Plan 2017/18

« Technology strategies that
focus onservicing particular
consumer groups couldresultin
targeted consumers benefiting
from more personalised lower
cost products through risk-
based pricing. However, thereis
increasedrisk that firms cannot
cater for nuanced consumer
needs if they don't align with
underlying algorithms.?* This could
create accessissues for groups of
consumers whose circumstances
don'tmatch product criteria. This
risk couldbe exacerbatedifalarge
number of providers use the same
automated systems. Vulnerable
consumers are at higherrisk of
exclusion by automated services
(egduetolowincome, a criminal
background, poor credit history,
inadeqguate documentation, or the
newly divorced or widowed). Other
access problems arise around 'non-
standard’ consumers, such as those
living with a disability, illness or those
with a criminalrecord.

» Adverserisk selection couldleave
higherrisk consumers priced
out of the market orunable to
access products and services as
firms use data analytics to exploit
information about consumer
behaviour. Widespread use of
telematics and wearable devices
willcontinue to allowinsurance
risk models to be calibrated with
richer consumer behaviour data.
Innovative ways to use growing
datavolumesare likely toinfluence
insurers' calibration of individual
vs pooled risk; this mightinclude
innovationsin genetic testing
to predict health problems.

The potential rise in those who

are excludedin some way from
accessingthe financial products and
servicestheyneedisalong-term
challenge for the financial sector. #

21 'Revolutionary change is transforming the financial services landscape’, Financial Services Leadership Summit.
22 Access to financial services in the UK—OP 17 (May 2016).
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Vulnerable consumers are
at higherrisk of exclusion
by automated services.
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« Where senior managementand
control functions do not have
adequate understanding of
underlying algorithms it couldlead
toinsufficient controls or reduced
access for some consumers and
market participants. Firmshave a
responsibility to ensure they have
the appropriate skills and knowledge
to service and maintain algorithms
toensuredataandalgorithms are
not being misused.

Information differences could be
exacerbated where institutions
have the capacity to use big

datato analyselarge amounts

of information, impacting
competition. Smallerinvestors or
less tech-savvy firms may only have
access tolimited and potentially
inconsistentinformation. There
may be information asymmetriesin
markets where well-funded firms are
abletoharness smartdatato ‘cherry
pick'business. If firms operate risk
analytics that are not transparent,
thenincreasing use of bigdata could
create information asymmetries
that disadvantage less-efficient and
technologically established firms
andtheir customers. If consumer
inertia prevents them from
switching, consumers could face
poor outcomes. Thereis also arisk
that both firms and third-party firms
could mis-use consumer dataina
way that harms consumers.

'/ 4

Highreliance ontechnology and the interconnectedness
of markets at the global level mean that cyber-attacks or
system glitches may create widespread disruption.

'/ 4

Greater reliance on technology
posesincreased operationalrisk,
and risks to market integrity. The
operational risks of widespread
automation, for example loss of
service and technical problems
around delivery, could lead to
wholesale firms being unable to
transact, value portfolios or settle
trades, with significant consumer
harmas aresult. Existing firms that
facelegacy systemand|T resilience
issues willneed to overcome these
challenges to remain competitive

if challenger and FinTech firms take
advantage of advances in artificial
intelligence (Al) and growing data
volumes. Where firms exercise

poor governance and have weak IT
strategiesinplace, the adoption

of new technologies such as cloud
storage, new payment technologies,
and automation that uses blockchain
(egback-office activities) could lead
to security or structural weaknesses
andincreased outages.?®

Firms, businesses
and consumers

Firms' conductis a key factor driving
risks to our objectives. This section
lists key trends in the business
environmentin which firms operate,
and also looks at consumer trends
and draws out therisks these trends
pose to our objectives.

23 How Blockchain technology will disrupt financial services firms. Wharton Business School, University of Pennsylvania.
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Key trends

Shifting business models
and productinnovation

Thereisanongoing need for firms
toimprove cost efficiencies,
reduce labour costs andimprove
their financial performance. Many
firms seek technological solutions
like digitalisation and automation
toreduce costs, simplify or reduce
their products or diversify into
new markets and improve their
market share. Firms'adjustments
are partly driven by a desire to
improve customer experiences,
butalsoreflect a continuing effort
toleave less-profitable markets
and reduce costs. Consumer focus
andincreased awareness of fair
standardsis expectedtoincrease
infirms as a result of the Senior
Managers Regime.

Technology and IT systems are
driving some changes to market
structures and business models.
Highreliance ontechnology and
theinterconnectedness of markets
atthe European and globallevel
mean that cyber-attacks or system
glitches may create widespread
disruption.

Reliance on technology to
deliverinnovationin the financial
sector hasincreased the number
of non-financial players. In some
markets, technology has enabled
new entrants to startreplacing
traditional firm activities, for
example market makers.

In some sectors, traditional
business model boundaries are
becomingblurred. Examplesinclude
the treasury of large firms financing
its suppliers or clients, life insurers,
and asset managers and hedge
funds seeking higher returns by
movinginto new markets such as
non-prime or buy-to-let mortgages
or smallbusiness lending.

Furthermore, the adjustment of
market participants to post-
crisisregulation, for example MiFID I,
has the potential to lead to structural
changesinfinancial markets that will
have implications for competition,
consumer protection and market
integrity.

29



Chapter 4
Risk Outlook

'/ 4

Alack ofinvestment by
firmsinunderstanding
theinterdependencies
between new technologies
and their existing business
model could present risks
to consumer protection
and market integrity.

'/ 4

Financial Conduct Authority
Business Plan 2017/18

In other sectors, particularly
wholesale financial markets,
network effects remain strongand
canleadtorelatively concentrated
markets. Examples of wholesale
markets where network effects
may play animportant role include
trading venues, benchmarks, post-
trading services and market data.

Consumers’ financial decisions
and individual accountability

Consumers are increasingly using
mobile and digital solutions,
enabled by the growth in financial
technology. Thisis delivering
digitaland automated platforms
that appeal to consumers who
prefer mobile and digital. However,
increasing use of digital technology
has become a barrier for some. Older
peoplein particular are less likely to
be computer literate and 12 million
peopleinrural areas have limited
internetaccess.

Research from Ernst & Young
onasample of bank customers
suggests that although a significant
proportion of consumers go online
toresearch products, a significant
proportion believe that a physical
presenceis alsoimportant.? Firms
willneed to balance their desire to
reduce costs throughincreasing
their digital presence with the
demands of some consumers for
face-to-face engagement.

Low financial literacy levels may
mean consumers are not able

to appropriately assess their
needs. There remains a significant
proportion of consumers with

low levels of financial capability.
Consumer behaviours and biases

will always exist in financial decision
making and are often exacerbated by
low financial capability.

24 Global Consumer Banking Survey, Ernst and Young 2016.

25 'Changes Past, Present and Future in Financial services', Oliver Wynman.

26 'Changes Past, Present and Future in Financial services', Oliver Wynman.
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Socialand technological
developments haveincreased

the sophistication of financial
services —this presents bothrisks
and opportunities forimproving
consumers'financial capability and
financialinclusion.

Financial services are becoming
more complex. This, coupled

with an emphasis onindividual
accountability and consumers
takingonanincreasingnumber

of financial products, mean that
consumers need toimprove existing
levels of financial capability just to
keep pace.®

Anticipated growthin’'smart’
artificial intelligence could
resolve some financial capability
issues through smart advice and
improved targeting of products and
services.?® Although technology
may limit access for some, it could
openup access for others, such

as translating textinto audio for
visually impaired people. While
technology may enhance and
support financial capability as more
products and services become
digitalised and automated, it could
also present challenges around
access to services and products.
This may be particularly relevant
forvulnerable groups such as those
with mental healthissues. This could
lead to consumer protectionrisks,
for example, where someone may
change their spending habits or
debtrepayments during periods of
depression orill-health, leading to
financial difficulties.

Risks to our objectives

Alack ofinvestment by
firmsinunderstanding the
interdependencies between new
technologies and their existing
business model could present
risks to consumer protectionand
market integrity. For example,
where new technology is adopted
at different speed within a business,



this could lead to potential poor
outcomesifnew and old systems
cannotinteract, such as consumer-
facingmobile apps, orif data are
linked inappropriately. Demand for
technological transformationis
growing at atime whenfirms are
already responding to significant
environmental and regulatory
change. In addition, the adoption

of technological solutions could
increase firms' operational risk

if systems are not adequately
maintained and serviced. Firms'
ability to deliver and manage large-
scale change programmes that
involve new technologies could place
firms' systems and controls under
stress and reduce the effectiveness
of cyberresilience.

The ability of firms to manage
multiple layers of risk effectively
could be challenged by the volume,
scale and pace of change required.
Firms could struggle to manage
theserisks effectively. Large-

scale business transformation by
firms seekingto become more IT
resilient, improve cyber security
and anti-money laundering controls
atthe sametime asimplementing
regulation, dealing with legacy
issues andnew entrants is likely
toplace firms'management and
controls under stress. This could
lead to cases of non-compliance or
inefficient short-termresponses
that presentlonger termrisks to
firms'business and to consumers.

Firms outsourcingIT systems or
processes may fail to exercise
appropriate oversight over the
supplier, resulting in user protection
and stability and resilience risks.

Network effects may create
significant barriersto entryor
provide some firms with market
power. Although network effects
provide some market users with
benefits, market power creates arisk
to our competition objective and can
lead to sustained higher prices or
poorer quality.
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Firms may also change the risk
criteriathey useto assess new
clients to expand their client base,
resultingin weaker checks and anti-
money laundering controls, which
could allow markets to be used for
criminal activities.

Firms fail to positively address
known consumer behaviours and
instead look to capitalise onthem.
Theseinclude:

» Lowfinancial capability:
Consumers'financial skills and ability
to make well-informed decisions
could be stretchedby increasingly
complex financial choices.

» Consumer vulnerability:
The financial capability of
consumersinvulnerable
circumstances canbe made
worse by the distress of their
circumstances—this canimpair
their cognitive abilities and financial
resilience.? This has the potentialto
lead to consumer protectionrisks
where firms don't treat consumers
fairly.

While simplificationand
standardisation of products

and services may appeal to
consumers, it also risks excluding
some consumer groups and the
inappropriate treatment oflegacy
customers. This raises questions
about whether simplified products
truly meet consumers' needs,
especially those of specific smaller
customer groups. In some cases,
firms' processes and procedures
for products and services may not
appropriately consider the effect
on consumer access, particularly
for vulnerable consumers. In
addition, firms may not fully assess
the impact of their decisions on
access, particularly for vulnerable
consumers. Poor financial literacy
can make it difficult to compare
products, which may limit the
effectiveness of newinnovative
solutionsinthe market.

27 'World Economic Forum (WEF) Global Agenda Council on Ageing Symposium’, Age UK.
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Otherlong-termrisk to
our objectives

Over time, theincreasein non-
bank payment services could mean
consumers become more familiar
with unregulated entities providing
access tofinancial services through
the payments chainrather than
traditional banks. This could make

it more difficult for traditional firms
to cross-sell to their consumers as
brandloyaltyis reduced. Existing
firms could respond by adjusting
their business models in ways which
lead to poor consumer outcomes. In
addition, fragmentation of payment
services across new entrants could
make credit assessments more
difficult forlendersinthe absence
of data sharing which couldlead to
consumer protection risks.
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How we decide our priorities

Chapter 5
How we decide

our priorities

The way we regulate is underpinned by our assessment of harm and public
value. Our Risk Outlook analyses the external environment and focuses on
overarching trends and medium to long-termrisks. We address and mitigate
the more pressing and immediate issues we identify, and monitor closely
longer termissues. We also undertake further analysis of the harm in each
of the markets and sectors we regulate. The results of this work are our
Sector Views, which we are publishing for the first time along with

Qur Mission and this Business Plan.

Our Sector Views analysis
is updatedregularly andis
developedin four stages:

+ Understandingthe sector: We
define the size and scope of each
sector, identifying the consumer
needit meets. We map the products
and providersinthe market, andlook
at market structures, competition
and business models.

« Monitoringintelligence: We gather
qualitative and quantitative data,
aswellas FCAintelligence on
whatis happeningin the markets.
We consider thisin the context
of outside factors that might
influence the sectors, suchas
macroeconomic, technological,
socialand policy changes. We
also consider the relationships
between the sectorsunder review
and other sectors. This gives us as
complete apicture as possible of
the key developments.

» Assessingsector performance:
We then analyse what the dataand
intelligence are tellingus. We look
athowthe sectoris performing
forconsumers and firms, therole
of competitionand the impact of
market-wide forces.

+ Identifyingthe keyissues:
Finally, based on ourassessment,
we identify the keyissues for the
sector and begin to prioritise them
based onthe actual or potential
harm they cause.

We also assess how markets are
interacting with each other as part
of the wider financial landscape.
We identify cross-cuttingissues,
which are either shared by different
sectors, orbeginin one sectorand
affectanother.
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We concentrate our
resources on the markets
and firms most exposed
torisks that may create
consumer harm, affect
market integrity or
where competitionis
poor and does not work
in consumers'interests.

'/
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Deciding our priorities

Inanideal world we would be able

to mitigate all the harm we detect.

In reality, we have to make choices
and prioritise our work. We apply
ourresources to the areas where

we judge potential or actualharm

is greatest, where we can have the
mostimpact and deliver the greatest
public value and by using our
principles of good regulation.

We concentrate our resources
onthe markets and firms most
exposed torisks that may create
consumer harm, affect market
integrity or where competition
is poorand does not workin
consumers'interests.

Sector Views play animportant
partinourwork, helping determine
our priorities for a sector, our
resourcing decisions and our
operational plans. We review and
compare all theissues we have
identifiedin all sectors and across
sectors. We then consider their
relative importance and urgency,
and identify the most suitable
and effective regulatory tools to
address theissue.

We also use our ongoing work

of developing policy, reviewing
competition, authorising and
supervising firms and making

and enforcing our rules, to support
our delivery of priorities. Our day-
to-day programme of work is crucial
to achieving our outcomes. We also
need to keep sufficient oversight
of all sectors to support the right
behaviour and practices and

rapidly crack down on poor
behaviour when needed.

Our priorities

Our analysis identified the most
importantissuesineach of

the sectors, as well as six cross-
sector priorities.

These willbe the priority areas for
our discretionary work over the next
year. They clearly do not represent all
our work, and we willuse them as the
basis for our decisions on thematic
work and market studies. Our core,
ongoingwork and engagement with
firms will also support the way we
deliver against these priorities.

The following are our cross-sector
priority areas:

Our cross-sector priorities

+ Firms'culture and governance

Financial crime and anti-money
laundering (AML)

« Promoting competition
andinnovation

Technological change
andresilience

+ Treatment of existing
customers

« Consumer vulnerability and
access to financial services

The cross-sectorissuesare
inevitably longterm. They are
complex, often endemic, issues
that we expect we will continue to
addressin future Business Plans. At
the sametime, we ensure that
our prioritisation processes are
flexible and that our governance
processes are robust and provide
adeguate challenge. This allows
for changes, both in-year when
unexpectedissues arise and
toourlonger-term priorities.



We have made some changes

to the cross sector priorities
fromlastyear's Business Plan.
We have split our 'Innovation

and Technology' priority into
two —'Promotinginnovation’

and 'Technological change
andresilience’. This will help

us provide more clarity to firms
and consumers on the distinct
issues that are unique to each.
Ourworkunder the 'Promoting
innovation' priority will focus
onincreasing competition
through innovation and removing
barriers to entry, while our
'‘Technological change and
resilience’ priority willaddress
operational resilience, and
cyber-attacks. We have also
added anew priority area,
'‘Access and vulnerability’ which,
in line with our Mission, focuses
onvulnerable consumers and the
ability to access financial services.

We divide the financial markets
we regulate into the following
sevensectors:

« Wholesale financial markets

+ Investment management

« Pensions andretirementincome
+ Retailbanking

» Retaillending

« Generalinsurance
and protection

« Retailinvestments

Thisyear's Business Plan gives
details on all of them and sets out
ourview and strategy for each, inthe
'‘Our Sector Priorities’ chapter.

Financial Conduct Authority
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We have included the sector-focused
priorities from last year —Pensions
and Wholesale Financial Markets
—inthe section covering specific
sectors. The 'Advice' priority from
last year, whichlargely addressed
investment advice, is now coveredin
the 'Retailinvestment' sector.

How our priorities
support our objectives

All of our workis done to support
our statutory objectives.

Our ongoing activities and our
priorities all focus on advancing

at least one of our objectives and
oftenadvance more than one. For
example, work on fraud and scams
advances both our ‘consumer
protection'and 'marketintegrity’
objectives.

Table 1 shows the main statutory
objective that each of our cross-
sector priorities advances. Our
work within sectorsis varied and
advances all objectives.

Table 1

Cross-sector priority

Financial crime and anti-money laundering (AML)

Firms' culture and governance
Promoting innovation
Technological change and resilience
Treatment of existing customers

Consumer vulnerability and access to
financial services

Chapter 5
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our priorities

Main statutory objective

Market integrity
Consumer protection
Promoting competition
Market integrity
Consumer protection

Consumer protection
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Our cross-sector priorities
Firms' culture and governance

Our focus on culture and governance in financial services and

itsimpact onindividual and firms' conductis a priority. We

will continue to promote the right cultures, behaviours and
effective governance across the industry to deliver appropriate
outcomes for consumers, markets and competition consistent

with our objectives.

36

Cultureis the product of anumber
of different drivers within firms, and
is shaped by many influences that
drive the behaviour of everyonein
an organisation. The 'tone from the
top’, incentive structures and the
effectiveness of managementand
governance all contribute to the
overall culture of afirm, along

with many other things.

Firms should own and manage
their cultures at alllevels and are
responsible foridentifying and
managing the risks created by
the drivers within their firms.

We expect firms to have effective
governance arrangements in place
toidentify the risks they run—with
astrategy to manage and mitigate
thoserisks to deliver appropriate
outcomes to consumers and
markets. While the way firms design
their governance arrangements
provides aninfrastructure for how
they are run, our focusis onthe
effectiveness of those structures.

Firms' senior managers have a crucial
roleindemonstrating that they

are accountable andresponsible

for their partin delivering effective
governance. Thisincludes taking
responsibility, beingaccountable

for their decisions and exercising
rigorous oversight of the business
areas they lead.

Boardshave acriticalrolein setting
the 'tone fromthe top'. We expect
them to take responsibility for their
firm's culture andits key drivers,
ensure culture remains highonthe
agenda andthatan appropriate culture
isembedded throughout the firm
atalllevels. Senior managers need
toensure thattheir firm's business
processes, people anddrivers of
culture supportandreinforce the
culture theywanttoembed.

This should, over time, resultin
improved culture and governance
inthe industry. It should also
promote public confidence that
firms have theright people inthe
rightroles, workingin theinterests
of consumers and markets.

Outcomes we seek

« Firms'culture and governance
deliver appropriate outcomes
forconsumers and markets, and
effective competitionintheinterest
of consumers.

- Firmsdevelop a culture of
accountability at alllevels and senior
individuals are fully responsible and
accountable for clearly defined
business activities and material risks.



+ Seniormanagers can explain
principles of appropriate conduct
towards consumers and markets
andincorporate them throughout
theirbusiness.

» Firmsunderstand and canexplain
their cultures, including what drives
their behaviours. They proactively
identify the risks theirbehaviours
pose to delivering appropriate
outcomesandacttoaddress
the drivers of theserisks using
appropriate systems and controls
to create aculture thatworksinthe
long-terminterests ofthe firm, its
customers and marketintegrity.

« Firmstake stepsto proactively
identify and addressissues
when things gowrong, and can
demonstrate that theylearn
fromtheseevents.

Issues

- Poor culturesinfirmsdrive
behaviours that deliver
inappropriate outcomes for
consumers and markets.

« Firms'strategies, business
models and governance
arrangements are notaligned
with appropriate conduct.

+ Incentive structures and
performance management do not
reward behavioursthatactinthe
long-terminterests of consumers
and marketintegrity.

« Weak governance creates poor
oversight of risks to consumers and
marketintegrity risks in how firms
arerun.

« Lack of accountability results
in weak focus from senior
management onrisks to
consumers and marketintegrity.

Financial Conduct Authority
Business Plan 2017/18

Our key planned activities

Our focus continues tobe onthe
most significant drivers of behaviour.
Theseinclude senior management
accountability and remuneration,
andthe steps firms and their senior
managers take to address any risks
caused by their behaviours. We

are interestedin the direction of
travel of firms' cultures and whether
indicators suggest that progress

is being made. We will continue to
supportanddrive cultural change
across theindustry.

Accountability and governance

The key aims of the Senior Managers
& Certification Regime (SM&CR)

are to strengthenindividual
accountability at the most senior
levels of relevant firms and improve
their standards of conduct at all
levels. We expect firms and their
senior managers to apply the spirit,
aswellas theletter, of the regime.

Todate, the SM&CR applies to
deposit takers and dual-regulated
investment firms. Firms already
under the SM&CR have been
undertaking fitness and propriety
checks onallrelevantindividuals
under the Certification Regime.
Those firms currently in scope for
the SM&CR are also expected to
comply with the notification and
training requirementsto apply the
conductrulesto all staff apart from
ancillary staff. Thereis also arevised
framework forinsurers toraise
standards of individual conduct, and
additional rules that willapply more
widely across financial services.

In2017/18, we will continue to embed
the SM&CR in our supervisory
approach and processes, and focus
onhow the SM&CRisintegrated

into the running of deposit takers
and PRA-designated firms. Our
authorisation work at the gateway
also puts significant emphasis on
the most seniorindividualsin firms,
and we ensure our pre-approval
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processes are proportionate and
dependent on therisks that the
individual'srole and the firm pose
to our objectives.

The SM&CR provides clarity for both
firms and regulators about each
senior manager's responsibilities.
We will continue to use firms'
responsibilities maps and individual
senior managers' statements of
responsibilities throughout the
regulatory lifecycle. Thisincludes
when we approve and supervise
individuals and firms and consider
enforcement. These tools will further
help us toidentify and assess key
senior individuals’ management and
governance arrangements.

We will also use these tools
with relevant firms as part of
our proactive work with them,
including to shape discussions
about managementand
governance arrangements.

We will also continue to develop
our policy on designingand
implementing an accountability
regime for all FSMA firms, including
further developing the regime for
insurers. We will consult on the
accountability regime for allFSMA
firmsin 2017 and complete our
preparationtoimplement the
regime from 2018.

Our focus for the new accountability
regime for all FSMA firmsis to
deliver aregime thatis simple,
proportionate and clear. We want
the new regime to be simple and
practicable for firms to understand
andimplement, and for the FCA
tooversee andregulate. We plan

to tailorthe newregime toreflect
the different risks, impact and
complexity of firms. Across the
industry, we want to be clear how the
different components of the regime
apply to different types of firms.
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Senior managers
need to ensure that
their firm's business
processes, people
anddrivers of culture
support and reinforce
the culture they want
to embed.

'/
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Remuneration

We have improved our Remuneration
Code for dual-regulated firms

(firms that are regulated by both

the FCAandthe PRA). Ouraimhere
isto encourage more effective

risk management and better align
individual decision making with

good standards of conduct.

We want to ensure thatremuneration
policies and practices promote
thelink between risk and individual
reward, discourage excessive risk
takingand short-termism, and
encourage sound and effective risk
management. Thisin turn will support
positive behaviours and a strong and
appropriate culture within firms.

We will continue to review our
regulatory framework that governs
remuneration, including helping
firms to understand and implement
remuneration requirements.

We will continue to review firms'
approachestoimplementing the
regime to ensure these meet
regulatory requirements and our
wider objectives.

Supervision

Asafirm's cultureisinfluenced by
many different factors, we cannot
prescribe what it shouldlook like,
nor do we believe that every firm
should have the same culture.

We will continue to use arange of
supervisory tools and methods to
work with firms onissues relating
tothedrivers of culture that are
ofinteresttousasaregulator,
demanding high standards of
conduct and ensuring firms'
management keep appropriate
culture as atop priority.

Afocus of our proactive multi-
firm work will be on culture and
governanceissues, and will
specifically look at how relevant
firms have embedded the
certificationregime.

Communications

We wanttobe transparent about
the way we look at culture in firms.
We will continue to share our
expectations andviews on culture
so our stakeholders understand
our approach andhowit fits

within our objectives. We will also
continue to engage with external
stakeholders to educate them about
our expectations, and supportand
participate in externalinitiatives on
cultureinfinancial services.

Measures of success

Overthe mediumtolongterm:

« Seniormanagers candemonstrate
theyare accountable for clearly
definedbusiness activities, and
thereis aculture of accountability
atalllevelsinallrelevant firms.

« Firmsapply robust, and
comprehensive remuneration
measures to their remuneration
policies and practices, based on
actuallossandharm.

+ Firms candemonstrate that
theyact appropriately on
whistleblowingintelligence.

- Thereisadecreaseinthe number
of material risks we identify that
involve culture.
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Financial crime and anti-money laundering

The UK financial system is a major global hub for investment and
economic activity. However, this scale is also attractive to criminals
and terrorist organisations seeking to hide the proceeds of crime.
We seek to make this a hostile environment for criminal money.

We need appropriate safeguards
to prevent financial crime, while
ensuring they are proportionate,
operate efficiently and minimise
any unintended conseqguences of
regulation. We also want to reduce
and prevent the harm caused by
scams and increase consumer
awareness of the dangers of fraud.

These are allareas where partner
agencies have responsibilities and a
vitalrole to play. We will collaborate
with law enforcement partners and
other agenciesin our work on anti-
money laundering (AML), scams
and other types of financial crime,
with actions being taken by the
appropriate organisations.

1

We need appropriate safeguards to prevent
financial crime, while ensuring they are
proportionate, operate efficiently and minimise
any unintended consequences of regulation.

'/ 4

Outcomes we seek

The UK financial systemis a hostile
sector formoney launderers,
aslawenforcementagencies
andregulators useintelligence
effectively to take early action that
prevents money laundering.

The unintended consequences
of AML regulation, such as
excessive delay in opening
accounts, are minimised.

Firms' AML processes do not
exclude people unfairly or
unreasonably from using
financial services.

AML requirements
are proportionate and
operate efficiently.

Harmto consumers from
scamsisreducedbecause:

+ we help consumersto spotthe
warning signs and avoid scams,
including pension scams

- wetake actionagainstthose
unauthorised firms andindividuals
who perpetrate scams

« weworkwithfirmsto

tackle concernsabout bank
transferfraud
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We will support
individuals who
whistleblow to

the FCA, and ensure
that we provide them
with the anonymity
they need.

{4
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Issues

+ Inthe searchforprofitand growth,

firms may change therisk criteriathey

usetoassessnewclients, leadingto
weaker checks and controls.

« Higher costs and falling profits may
see firms cutinvestmentin systems

and controls. The growth of digital
toolsincreases the risk of online
financial crime and cyber-attacks,
although new technology may allow
firms to develop stronger systems
and controls.

- Financial crimerequirements,
and other factorsincluding
reduced profitability, may cause
banks to de-risk?® their product
rangesinappropriately. This may
make it difficult for certain groups
of people or businesses to access
financial services.

« Consumers may become more
vulnerable to fraudsters. Releases
of pension funds under the pension
reforms are beingtargeted by
scammers, while bank transfer
fraudisincreasing.

Our key planned activities

Anti-money laundering

In 2016 we rolled out our Financial
Crime Annual Data Return, and we
willanalyse the early responses

to make sure we are focusing our
supervision on the right firms.
Where firms have poor AML

controls, we willuse our enforcement

powers toimpose business
restrictions to limit the level of risk,
provide deterrence messages to
industry, or both. We will generally
use our civil powers, but if failings
are particularly serious or repeated
we may use our criminal powers to
prosecute firms orindividuals.

We will also refer cases to other
law enforcement agencies
where we identify suspected
money laundering.

We will continue to use intelligence,
including from whistleblowers, to
prevent money launderers using the
financial system. We will support
individuals who whistleblow to the
FCA, andensure that we provide
them with the anonymity they need.

We will continue to work closely with
the Treasury on AML policy issues
as they transpose the 4th Money
Laundering Directive (4MLD) into UK
law by June 2017. We are also working
with the Treasury on negotiating

the EU proposals to make revisions
to 4MLD to strengthen the fight
against terrorism. We will also
continue our work with the European
Supervisory Authorities on drafting
guidance to support 4MLD.

The Financial Action Task Force
(FATF)is a globalinter-governmental
body that sets standards for
combating financial crime and
related threats to the integrity of
theinternational financial system.
We will continue to be a major
participantinthe FATF, which

will carry out a mutual evaluation
review of the UK from late 2017. We
will continue to review and refine
our AML supervisory approach
todemonstrate to FATF thatitis
effective.

We will continue our due diligence
onfirms andindividuals applying
forauthorisation and our proactive
supervisory assessments of firms
whose business models present
ahigherinherentrisk of money
laundering.

28 De-risking refers to banks withdrawing or failing to offer banking facilities to customers. There is a perception that this is driven by banks' concerns
about the money laundering and terrorist financing risks posed by certain types of customers.
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Our new AML watchdogrole

There are many bodies inthe UK
with responsibility for financial crime
regulation and compliance.

To ensure consistency and quality,
and todrive up standards across all
AML supervisory bodies inthe UK,
the Treasury has proposed that the
FCAisresponsible for reviewing the
quality of AML supervision carried
out by professional bodies like the
Solicitors Regulation Authority
andthe Institute of Chartered
Accountantsin England and Wales.
We are due to be given formal
powers to do this towards the end of
2017, and willbecome a 'supervisor
of supervisors' called the Office for
Professional Body AML Supervision
(OPBAS) withinthe FCA. We are
currently working with the Treasury
to agree the details of how it will
operateinpractice. This work will
be funded through anew fee onthe
professionalbody supervisors.

Proportionate and effective
response to de-risking

We know that de-risking by banks is
causing problems for some groups of
consumers. While we do not control
this process, we are undertaking
work to help address theissue. We
published our report on the nature,
scale anddrivers of de-riskingin

May 2016. We continue to work with
the bankingindustry to help firms
improve the way they identify money
launderingrisk, as well as how they
communicate with their customers.

We are also undertaking our
ownwork to fosterinnovation
andreduce costin AML compliance,
deliver aglobalresponse to
de-risking, and improve the
effectiveness of AML supervision.
We will also publish areport onthe
work we have commissioned on
how new technology can make
AML processes more efficient
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andless onerous for firms and
customers alike, reduce financial
exclusion and encourage easier
switching between financial
services providers (see 'Promoting
innovation' for more information).

Fraud and scams

We will focus on action against

firms and individuals who

perpetrate scams. We have a

range of enforcement actions

to tackle those engagingin
unauthorised business. These
include civil court action to stop
activity and freeze assets, insolvency
proceedings and, for the most
serious cases, criminal prosecution.

Only alimited number of investment
scams fall within our remit.

So effective coordination with

other agencies and a continued
focus on prevention, including
better consumer education, is
critical to achieving long-term
successinthis area. We will
coordinate our efforts across

our supervisory, intelligence and
enforcement functions in our

work on scams, particularly

those that target consumers'
pensions. Prevention, detection

and pursuing those undertaking
pension scams are FCA priorities.
We will also continue our ScamSmart
campaign to help prevent consumers
falling victim to investment and
pension fraud.

Our ScamSmart communication
campaign aims to help protect
consumers fromfalling victim to
investment fraud. We willrun another
phase of the campaign, including
advertising. This will furtherincrease
awareness of the risk of investment
fraud among our target audience and
ensure they get frequent reminders
oftherisk of scams. We will also
continue to monitor andimprove the
effectiveness of our online tools.

Chapter 6
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We are amember of the
Government's Joint Fraud Taskforce,
launchedin February 2016, which
brings together law enforcement
agencies, firms and regulators to
betteridentify and respond to fraud.

Measures of success

« Overthe mediumtolongterm,
thereis animprovementin firms'
AML controls, measured through
findings from our routine AML
supervisory work.

« Overthe mediumtolong
term, thereisanimprovement
inthe perception of the UK's
AML regime frominternational
assessors and overseas authorities.

« AMLrequirements
are proportionate and
operate efficiently.

» Firms'AML processes donot
exclude people unfairly or
unreasonably fromusing
financial services.

« Thereisincreased consumer
awareness and understanding
of scams and techniques used
by fraudsters.

» Thereis greateruse of our

onlineresourcestohelp
consumers avoid scams.
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Our cross-sector priorities

Promoting competition and innovation

New types of financial technology (known as 'FinTech' #°) continue

to drive change and encourage innovationin the financial sector.
FinTech can sharpen competition and reduce overheads, potentially
offering consumers better value for money and easier ways for firms
and customers to engage with each other. But if not managed well,
it can alsointroduce new risks into the financial system, or heighten

existing ones.

Our approachisto sustaina
regulatory environment where
consumers and firms can grasp the
opportunities of competition while
maintaining consumer protection
and marketintegrity. 'RegTech'*°—
technology that makes it easier for
firms to comply with regulation —can
significantly help both regulators and
theregulated.

Outcomes we seek

+ Innovation encourages competition
todeliver bettervalue for money
and better service for consumers of
regulatedfinancial services.

« Innovationdrives marketsto
become more efficient, with lower
process and transaction costs.

+ Firms manage therisks of
innovation, ensuringitdoes not
jeopardise consumer protection or
theintegrity of the financial system.

» RegTechleadstomore efficientand
effective regulationand compliance.

Issues

« Competition cannot develop
effectively, and might be stifled
by incumbent firms through
business models, and commercial
and policy routes.

» Innovationisusedasapretext
fornon-compliance.

« Technology businesses new to the
financial sector do not understand
theirregulatory responsibilities.

« FinTechbusiness models shift
risk from financial firms to
consumers without consumers fully
understanding the implications or
having adequate safeguards.

« Inflexible or unresponsive
regulation stifles opportunities
for competition.

» Regulationdoes notkeep up
withnew compliance and
reportingtechnologies.

29 'FinTech'is the term that describes the intersection between finance and technology. It can refer to technicalinnovation applied in
a traditional financial services context or to innovative financial services that disrupt the existing financial services market. InsurTech is also
used sometimes to describe this intersection. It is a part of FinTech that focuses on innovation and revitalisation in the insurance sector.
30 'RegTech'is the adoption and use of technology to help financial services firms to understand and meet their regulatory requirements

more efficiently or effectively.
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Our key planned activities

Encouraginginnovation,
competition and new
entrants to the market
through Project Innovate

Project Innovateisthe FCA's
initiative toregulate in a way that
fosters the benefits of innovation.
Quraim for 2017/18 is to find ways
to furtherimprove Project
Innovate's value and impact
through the activities below.

Direct support for
innovation businesses

We will continue to provide one-
to-one assistance toinnovative
businessesinregardtothe
regulatory implications of their
expectedinnovations as quickly and
frankly as possible. The c. 350 firms
we have helpedin the past two years
tellus this approachis valuable and
we will continue itin 2017/18.

Regulatory sandbox —a safe
space forinnovation

Qurregulatory sandbox gives
businesses the opportunity to test
the commercialand regulatory
viability of theirinnovative concepts
before theyinvest more heavilyin
them, while providing safeguards for
consumers. As well as supporting
businesses to pilotinnovative
products and services that can
benefit consumers, the sandbox
gives us anunderstanding of

the opportunities and risks that
innovation can create.

Automated advice

We set up our Advice Unitin
2016. We will continue to
provide bespoke regulatory
feedbackto businesses planning
to offerautomated advice to the
mass market ('robo-advice') as
this could make financial advice
available to more consumers.

Financial Conduct Authority
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We will also publishresources to
help firms developing robo-advice
services, using the information and
insight from our Advice Unit's work
with individual firms to date.

We will also explore the scope of
extending this approach to other
sectors.

International engagement

The work of Project Innovate

already provides a world-leading
example of promotinginnovation

by aregulator, which has been
adoptedin many countries. We will
continue to publicise and explain

the innovation-friendly benefits of
UKregulation to FinTech clusters
around the world and build mutually
productive relationships with FinTech
regulatorsinkeyjurisdictions. These
relationships will create benefits

and synergies for firms looking to
introduce new products and services
into more than one market. At the
same time, consumers and the
markets will benefit from the
transfer ofideas and innovation
betweenjurisdictions.

Regional engagement

In addition to engaging
internationally we are also
maintaining our close ties with

the FinTech community basedin
London by directly engaging with
firms, accelerators, trade bodies
and thoughtleaders. We will
continue to host themed weeks on
specific areas of innovation, which
is avaluable way of learning about
developments and trends
ininnovation as well as hearing
aboutregulatory uncertainties.
We will also strengthen our domestic
relationships through greater
engagement with regional and
Scottish FinTech clusters.
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Improving compliance while
reducing costs

We want to encourage RegTech
innovation and adoption toincrease
firms' compliance with regulation
while reducing the costs. We also
want to fosterinnovation that
benefits consumers and ensures
their current and future needs are
met affordably and fairly.

We will continue to work with

the academic community and
technologyindustry contacts
toincrease our understanding

of technology trends and
developments, and what they may
mean for us as the regulator and for
the firms we regulate. We will engage
firms and other market participants
onthe challenges we identify, both
experienced by the FCA and by firms,
and seek collaboration to develop
responses to those challenges.

OQur priorities for 2017/18 under
these aimsinclude:

Regulatoryreporting

Innovative RegTech technology
canhelp firmsinterpret the

FCA Handbook and submit the
required regulatory information,
in more economic, efficient and
effective ways. We will continue
the programme of work we began
in 2016 to reduce firms' compliance
costs by encouraging the industry
todrive forward the development
and adoption of technologies
that canunlock the efficiency

and effectiveness of regulatory
reporting.

Extendingaccessto
financial services

Consumers can find it difficult

to access financial services for
anumber of reasons and we believe
there are opportunities for RegTech
tohelp.In 2017, we willundertake
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work with the Money & Mental
Health Policy Institute to
encourage technicalinnovation

in products and services for
consumers with mental health
issues. This follows our TechSprint
eventin April 2016 where innovators
explored potential technical
solutions to access problemsin
financial services.

Real-time monitoring
and surveillance

We will hold further TechSprints,
discussion forums including
roundtables, undertake specific
CFls and collaborative research, as
well as test a series of new types of
engagement, focusing our activities
onthe challenges that firms face,
and are expectedto face, inthe near
and medium term.

We willbegin a new initiative
looking at how near and real-
time compliance monitoring and
surveillance technologies can
potentially reduce the regulatory
burden. Initially we expect to
focus onfinancial crime and the
role technology could play in
helping firms meet their 'know
your customer' (KYC) and AML
obligations.

New Bank Start-up Unit

New banks are a key part of bringing
innovation to the sector. They do
this either through the service
they provide, the customers

they target, the products they
sellorthe technology they use.
The New Bank Start-up Unit was
launchedin January 2016 as part
of our continued efforts to reduce
barriers to entry to the banking
sector. Itis ajointinitiative venture
betweenthe FCAandthe PRA

and helps new banks to enter the
market and through the early days
of authorisation. Through the Unit
we provide new banks with the

information they need to help them
navigate the processtobecomea
new bank, as well as with focused
supervisory resource during the
early years of beingauthorised.

During 2016 the New Bank Start-up
Unit also hosted two seminars and
rananumber of events, which were
attended by 250 representatives
from prospective new banks,

newly authorised banks, overseas
regulators, trade associations,
Government departments and
consultancy firms. Their feedback
has been positive and we will run
furthertargeted eventsin 2017/18.

Throughout 2017/18 we will continue
to offer the assistance and guidance
that firms new to the sector needin
order to stimulate competition and
drive innovation to promote better
outcomes for consumers.

Measures of success

« Positive feedback fromthose
receivingdirect supportand
sandbox participants.

« New market entries from firms
involved with Project Innovate.

« Cooperation Agreements
with regulatorsinkey FinTech
jurisdictions.

Increasedinterestandinnovation
in RegTech within the financial
servicesindustry.
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Technological change and resilience
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Technology plays a pivotal role in delivering financial products and
services, and firms are adopting newer and evolving technologies.
Thereis anincreasing demand for technology to meet firms' business
needs and support their strategies, while at the same time thereis an

increased level of cyber risks.

17 Technology brings opportunities
but also risks. We have a key role to
play in ensuring new technologies

Wehave createda are safely adopted. We also work with
dedicated Cyber firms so that existing technology

Lo and systems become more resilient
SpeC|aI|sts Teamto to both cyber-attacks and outages,

safeguarding consumers and
overseethe way that markets, and building confidence
firms we regu|ate inthe effectiveness of financial
. technology.

manage cyber risk.
17 Outcomes we seek

» Firmsrecognise that 'technological
change andresilience’ encompasses
the needforrobust processes,
adequate resourcing and effective
governance.

» Firms'technologyis alignedto, and
properly supports, their current and
future business strategy, enabling
ongoinginnovation that meets
consumer and market needs.

« Firmsincreasingly consider the
importance of resilience and risk
of cyber-attacks when building
and developingtheir IT systems
and processes.

« Firmsimprove their capabilitiesin
identifying and addressing ongoing
resilience, as wellas managing
maintenance and changes to their
IT estates effectively.

« Firmsperformrobust testing
and evaluation.

« Firmsdeliver proportionate and
timely redress when consumers
sufferloss orinconvenience.

» Firmsbuildand enhance their
capability to defend against, and
respond quickly and effectively to,
cyber-attacks.

Issues

« Vulnerabilitiesin the design
and management of systems
andinfrastructure. This applies
bothto the build of new systems
and weaknesses within existing
IT estates, leadingtoincreased
outages, datalosses andrisk of
cyber-attack.

+ Reliance oncomplexlegacy
systems. Thisis particularly an
issuein criticalareas such as
payments, with firms not planning
sufficiently to ensure these systems
canmeet future demands. The
implementation of ring-fencing
legislation may exacerbate this riskif
not wellmanaged.

45



Chapter 6
Our cross-sector

Financial Conduct Authority
Business Plan 2017/18
priorities

Continued pressures onmargins,
leadingtoincreased outsourcing
and offshoring with resultant risks
over the oversight and control of
key functions andanincreasingly
complex chainof third-party
relationships.

Cyber-attacks areincreasing
and poserisk toconsumersand
markets. Some attacks willbe
successfuland firms may not
have adequate defences or
effective plans toidentify and
respondtothem.

Adoption of new technologies
suchas cloud, new payment
technologies, distributed ledger
(blockchain), and open access
data couldleadto security or
structuralweaknesses and thus
increased outages andrisks to
oversightand control.

Our key planned activities

Enhancing capabilities and

engagement with individual firms
and other stakeholders such as trade
and otherindustry bodies.

We willengage with the industry to
regularly exercise a collective (firm
and authorities) response toarange
of scenarios that might cause a
major operational disruption (see
case study 1).

We continue to work with both UK
andinternational regulators and
supervisory authorities. Recent
events have demonstrated that
risks, events and outages are

not confined to the UK.

So active involvement with,

and the ability toinfluence
discussionsin, international
forums remain essential.

Safe adoption of new technology

The development and adoption

of newinnovations such as cloud and
blockchain can potentially provide
considerable benefits. Theseinclude
increased functionality, greater
competition and improved efficiency

As shown by our Guidance on
Outsourcing to the Cloud &

Other Third Party IT Services,

we will continue to improve

our understanding and, where
appropriate, proactively
communicate our views, working
alongside our Project Innovate and
RegTechinitiatives.

Operationalresilience

Firms'adoption of newer
technologies and their reliance on
complexinfrastructuresincreases
the potential for problems and
outages of key systems.

The FCA, in conjunction with the
Bank of England and the Treasury, will
continue to engage with firms when
outages of key systems or cyber-
attacks occur, particularly where
thereis significant consumer or
marketimpact. The FCA will usually
lead the initial response because of
the customer or marketimpacts that
areidentified firstin mostincidents.
We will work closely with, and use

the expertise of, the authorities and
other agencies, such as the National
Cyber Security Centre and the
National Crime Agency,

keeping pace with developments
and speed of processing—all of which

may ultimately reduce costs for
the consumer.

We are building our own expertise
inresilience and cyber, continuing
to develop and evolve our
regulatory tools andincreasing our

Case study 1: Testing operational resilience across industry

Scenario-testing is a valuable way for firms, institutions, regulators and other authorities to assess how
well they respond to a range of situations that might cause a major operational disruption. A number of
authority and industry groups have been set up to oversee, design and deliver a strategy and programme to
test operational resilience. This group includes the Bank of England, PRA and FCA. The programme involves
running tailored and targeted exercises every year and a simulation exercise in alternate years. These
exercises rehearse how well the industry and authorities' arrangements work individually and collectively to
deal with major operational disruption.

Over 2016, building upon previous exercises, the group rehearsed further scenarios
in both the retail and wholesale sectors. The exercises identified key pinch points and
demonstrated how promptly and collaboratively all major stakeholders can act in those
situations. The ongoing improvement of effective communications between
authorities, government agencies and the wider industry will continue to be a key
area of focus in the planning of future exercises in 2017/18.
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Case study 2: Aninternational toolkit for cyber resilience

The Bank of England’s Financial Policy Committee has made recommendations on cyber risk, most recently in
2015. Inresponse, our Cyber Specialists team worked closely with both the PRA and specialist cyber agencies
to develop a practical cyber resilience toolkit. We have subsequently used this toolkit successfully within many
firms across different financial services sectors. The benefits of the toolkit include the improved overview

it has given us of these firms' cyber-resilience capabilities, without putting disproportionate burdens on the
firms themselves. We are now working with these firms to understand how they are improving their cyber
resilience to emerging and evolving cyber threats. We plan to use the toolkit across a much larger number of
financial institutions over the course of 2017/18.

Given the global nature of many financial institutions and the international scope of cyber security, we have
also been heavily involved in developing international best practice and guidance. We have, for example, been a
key contributor to the development and publication of the ‘Committee on Payments and Market Infrastructure
—International Organisation of Securities Commissions Guidance on Cyber Resilience for Financial Market
Infrastructures’ and the ‘G7 Fundamental Elements of Cyber Resilience for the Financial Sector’. These provide
guidance on how to manage cyber risk effectively and explain the core risk management disciplines that both
financial market infrastructures and the broader financial sector should use. We will continue to play a leading

role on the international stage to help further develop best practices and implementation in cyber resilience

across the industry.

Additionally, firms are increasingly
outsourcing to alimitedrange of
providers, whichincreases the
number of firms potentially affected
by a provider's technicalfailure. We
will continue to assess, act onand
communicate our expectations

of effective resilience to firms

and the industry. We will also work
with firms to address weaknesses.
We have seen some evidence

of overallimprovementin firm'’s
response capabilities, as well as
customer communicationsin the
last year. But there remains room for
improvement and we will continue to
build upon this workin 2017/18.

Cyberrisk

We have created a dedicated Cyber
Specialists team to oversee the way
that firms we regulate manage cyber
risk. We will continue to undertake

a significantamount of work in this
area over the course of 2017/18

(see case study 2).We want firms
tolearnthelessons fromboth
successfuland unsuccessful cyber-
attacks. To help facilitate this, we

will establish cyber coordination
groups across five sectors to bring
firms togetherin secure and trusted
groups to provide a platformto share
experiences and foster innovation.

Joining up other FCA initiatives

We willalso look at resilience risks in
other FCAinitiatives. Theseinclude
ring fencing, where significant
restructuring could affect resilience.
Competition and Markets Authority
(CMA) recommendations to
increase consumer information on
resilience so they can consider this
when choosing providers, andin the
Payment Services Directive ll, which
aims toincrease competitionin
payment services.

Measure of success

Overthe 2017/18 Business
Plan period:

« Performtechnology andcyber
capability assessmenton 100%
of firms considered 'highimpact'
if disruption were to occurinthe
financial services sector.

» Positive feedback from
participantsin our Cyber
Coordination Groups.

Over the mediumtolonger term;

« Improvedreporting by firms to the
FCA of IT resilience incidents and
cyber-attacks.

» Improvedrisk scoresin
our technology and cyber
supervisory assessments
of firms.

» Improvedfirms'resilience as
shown inindustry-wide exercises
totestresponses of firms to major
operational disruption.

» Reductionin consumer detriment

caused by IT resilience incidents
and cyber-attacks.
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Treatment of existing customers

We continue to see firms' treatment of existing customers
as a priority this year. We consider that there are further
improvements to be made in competition and the basic
standards afforded to consumers.*!

'/

We would like existing
customers to enjoy
the benefits of
increased competition
and innovation.

7”

Our aimis to ensure that closed
book customers do notreceive

less attention than new customers,
and are kept wellinformed about
the products they areinvestedin,
including performance and charges.

An example of our continuing focus
is our work with the closed book
customers of lifeinsurance firms.
Following our thematic review
findings, published in March 2016,
we published guidance setting out
our expectations that firms should
proactively identify poor outcomes
for back book consumers and take
stepsto address them.

Another exampleis from the general
insurance add-ons market study and
value measures pilot.*? By publishing
these pilot data, consumer groups
and market commentators willhave
commonly available indicators of
value forinsurers, which help to
assess products. We expect that
stakeholders'use of the published
data willimprove transparencyin
these markets andinfluence both
consumer and firm behaviour,
incentivising firms to improve

the value their products offer

to consumers.®

Issues in the way existing

customers are treated occurin
anumber of sectors andin different
ways, and we therefore address them
onasector basis.

Outcomes we seek

We would like existing customers

to enjoy the benefits ofincreased
competition and innovation by firms
in products and services, particularly:

+ Firms give more information
to customersonrenewalinthe
relevant sectors, making pricing
more transparent.

» Thereisgreater product choice
and availability.

« Barriers to switching or exiting
areremoved.

» Firms pay dueregardtothe
interests of their existing customers
and actively engage with them
to give themagood service and
improved outcomes.

« Firmsactively compete toretain
customersrather than take loyalty
forgranted.

31 December 2016: www.fca.org.uk/publications/finalised-guidance/fair-treatment-long-standing-customers-life-insurance-sector;
Q&A:http:/recrngmt.is.fsa.gov.uk/livelink/livelink?func=lI&objaction=overview&objid=43621069;
www.fca.org.uk/publication/finalised-guidance/fg16-8.pdf; March 2016: www.fca.org.uk/publication/thematic-reviews/tr16-02.pdf

32 www.fca.org.uk/publications/data/gi-value-measures-pilot

33 www.fca.org.uk/news/press-release/financial-conduct-authority-publishes-general-insurance-value-measures-scorecard
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Issues

« Tougher economic conditions may
lead to firms seekingto 'manage’
back book customersinto more
expensive/default products.

« Agrowingnumber of over-
indebted mortgage holders and
those with limited access to credit.

« Afutureriseininterestratesand
theimpact of long-term negative
realrates may makeitharder for
borrowers, including those already
in payment difficulties, to repay. If
credit conditions tighten this can
leave higher risk consumers with
limited options.

« Firms mayrestructure products,
bundling togetheradd-onservices
to make comparison difficult orlock
borrowersinto higherrates.

« Firms may apply unjustified exit
or switching fees, which reduce
competition.

« Consumers’ weak bargaining
position could give Investment
Management firms little incentive to
compete onvalue for money.

Our key planned activities

We approachissuesrelating to

existing customers on a sector basis.

Sowork on existing customersis
covered under each of the sectors.
Examplesinclude:

+ Shoppingaround and switching
[Pensions andretirementincome].

+ Wake-up packs [Pensions and
retirementincome].

« Ourresponsetothe CMA review of
retail banking [Retail banking].

« Workonthe strategic review
of retail banking business models
[Retail banking].

+ Cashsavings market study
remedies [Retail banking].

« Firms'pricing practices [General
insurance & protection].

« Maturity ofinterest-only mortgages
[Retaillending].

« Customerswithlong-term
mortgage arrears [Retaillending].

« Debtmanagementsector review
[Retaillending].
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Measures of success

Overthe mediumtolongtermwe
would like to see anupward trendin
existing customers' perception of:

« Choice of products.

« Comparisonbetween products
andservices.

» Ease of switching.
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Our cross-sector priorities
Consumer vulnerability and access
to financial services

People can become vulnerable at any time in their lives,

and vulnerability can be temporary, sporadic or permanent.
At any one time, there are substantialnumbers of vulnerable
consumersinthe UK, and we need to ensure markets work
well for them.

Financial services are essential for
people to fully participate in UK
society, from being paid their wages
to how they pay their utility bills.
Increasingly, people and households
are expected to take responsibility
for their own financial well-being
and decisions. These decisions are
increasingly more complex, and

we believe that a market where
consumers never make poor
choicesis not feasible. Our focus
isonensuring the appropriate
degree of protection for consumers.
What is appropriate will depend

to alarge extent on the capability
and circumstances of consumers,
the sales environment and the

complexity of the product or service.

We also believe we should take steps
to make clearer to consumers the
degree of protection we can, and
cannot, give them.

Ourresearch on consumer
vulnerability identified®* that much
ofthe consumer protection
legislationis underpinned by the
notion of the average or typical
consumer, and what that typical
consumer might expect,
understand or how he will behave.

However, consumers with
vulnerable characteristics orin
vulnerable circumstances may
be significantly less able to
represent their owninterests,
and are more likely to suffer harm
thanthe average consumer.

Furtherresearchonaccessto
financial services*® highlighted
how consumers may be financially
excluded from benefits that
technology can create. Problems
candeter consumers engagingin
the first place, making it difficult for
themtoresearch the market and
choose products.

Obstacles created at the application
stage make it hard to use and switch
products orto get help with any of
theseissues. Anadded problemis
thataccessissues are often multi-
dimensional so that consumers
often have to dealwith several
barriers and at different stages of
the journey.

Financial services needtobe

able to adapt to the changing
circumstances of real life, rather
than being designed for the perfect
customer who never experiences

34 Occasional Paper No. 8: Consumer Vulnerability — www.fca.org.uk/publications/occasional-papers/occasional-paper-no-8-consumer-vulnerability

35 Published in Occasional Paper No. 17: Access to Financial Services in the UK —
www.fca.org.uk/publications/occasional-papers/occasional-paper-no-17-access-financial-services-uk
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difficulty. Vulnerability and access
can affect people'sinteraction

with any consumer market, butit

is particularly challengingin the
context of financial services due

in part tothelong-term nature of
commitments, and the complexity of
products and information.

We developed the following definition
to guide our workin this area:

Accessis the ability of consumers

to engage with and use the financial
products and services they need
over theirlifetime. There is growing
understanding that consumers'
ability to access these services helps
toimprove marketintegrity, drive
competition and promote financial
stability and economic growth.

Vulnerability occurs when
someone, due to their personal
circumstances, is especially
susceptible to detriment, particularly
when afirmis not acting with
appropriate levels of care. People
canbecome vulnerable at any time.

Outcomes we seek

The over-arching principle of fair
treatmentisimportant wherever
consumers interact with financial
services firms, andin particular
when consumers are vulnerable.
We wantto see harmto consumers
reducedby:

» Firmsbeingable torecognise
when consumers are or may
become vulnerable.

« Amore flexible and tailored
response being provided
forconsumerswhenthey
become vulnerable.

« Firms developinginnovative financial
productsthatare clear, easy to
understand, and easy to access.

« Thecosts of products and services
beingclearand transparent.

+ Firmstreating customers fairly when
they take business decisions that will
affectaccess.

Issues

« Societalandtechnological changes
haveincreasedthe scope and
sophistication of financial services.
Their criticalimportance also
affects consumerswhoare less
capable of understandingthese
services andthose who are or may
bevulnerable.

+ Some firms do not appropriately
recognise when consumers
become vulnerable.

» Processesandprocedures
in some firms do not consider
how vulnerable customers
shouldbe treated.

« Firms'business decisions do

not take appropriate account
ofimpactonaccess.
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Our key planned activities

Our Mission

Our future Mission proposed that
the FCA would focus particularly
onvulnerable consumers, and
asked for feedback on this
guestion. The final Mission
document states that consumers
in vulnerable circumstances are
more susceptible to harm and
generally less able to advance their
owninterests. Sowe will prioritise
consumers who are unable to shop
around over consumers who can
shop around but choose notto do
so.Inparticular, it reiterated that:

+ Understanding vulnerability
shouldbe part of ourintervention
framework, not a separate process.

« Vulnerable consumers are
more susceptible to harm,
and oftenless abletorepresent
their owninterests.** Asaresult,
harm they experience is often
under-represented.

» Toredressthisimbalance, we
will try to identify howimportant
competing FCA priorities are to
vulnerable consumers (‘vulnerability
mapping’). This should allow us to
judge whenwe may actto prevent
harmto vulnerable consumers,
includingin cases that might not
otherwise be prioritised.

- Toapply ‘'vulnerability mapping’ we
need moreinformation aboutwho
might be vulnerable within markets.
As afirst step towards developing
thisinformation, we will publish our
'‘Consumer Approach'document in
the summer which will consider this
inmore detail.

36 FCA, Occasional Paper Number 8, p.6.
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+ Inmany cases, the besttool
toreduce harmtovulnerable
consumers may be with others.
We will therefore work with third
parties toimprove outcomes.
eg convening public sector
organisations, charities,
consumer groups andindustry.

Consumer Approach

Following on from the Mission,

we are developing our vision

for consumers as part of our
forthcoming 'Consumer Approach’
document, which will set out how
we meet our consumer protection
objective over the next 3-5years.

Our 'Consumer Approach’
document will consolidate our
currentand previous research

on consumer needs, attitudes

and behaviour, as well as draw on
external evidence. This paper will
presentan overarching FCA strategy
for addressing the needs of UK
consumers and willdraw together
separate strands of work with a
consumer focus, including results
from our Financial Lives Survey,
Consumer Expectations qualitative
research and otherinsights from
aroundthe FCA. It willalso provide a
baseline for reviewing progress and
measuring change.

Sector-based work

The FCA has completed significant
work tounderstand the needs

of consumersinvulnerable
circumstances and the needs of
consumers struggling to access
financial services. Our Mission
highlights these as areas where we
will continue to work with firms to
make sure they treat customers fairly
when they take business decisions

that affect the financially vulnerable
or those trying to access financial
services. This couldinclude making
changes to after-sales services

or addressing the needs of

those paying high, sometimes
unaffordable insurance premiums
(for example, consumers who have,
or have had, cancer).

Many of our planned activities

within the different sectors focus
onvulnerability and access issues.
For example, much of our work in the
Consumer Credit sector focuses on
vulnerable consumers. Thisincludes
our continued focus on high-cost
creditand overdrafts.

In the mortgage sector, we willbe
looking at customers with long-term
mortgage arrears, and atinterest-
only mortgages approaching
maturity. We are also continuing

our focus on preventing scams,
especially relating to pensions, in
which vulnerable consumers are
oftenthe target of scammers. Our
work oninnovation alsolooks at how
new products and services could
benefit vulnerable consumers and
increase access to financial services.

Measures of success

Qur 'Consumer Approach’
document will set outin greater
detailhow we willmeasure the
success of our work on consumers,
including access and vulnerability.
We will also use this paperas a
baseline of consumer experiencesin
2017, against which we can measure
the effects of our actions.



Many of our planned activities
within the different sectors
focus on vulnerability and
access issues.
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Our sector priorities

We divide the financial markets we regulate into seven
sectors. This section explains our approach to each of
these sectors and our priority activities in each.

Our approach for each sector focuses on the next 3-5
years and sets out what we want to achieve over that
time. The priority activities in the Business Plan focus
on our key activities for next year. This is based on our
Sector Views analysis, which assesses each sectorin
detail, identifies the most importantissues we need
to address and the best tools we can use to do so.
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Our sector priorities
Wholesale financial markets

Clean and effective wholesale financial markets in which competition
works well, are vital to the UK's economic prosperity. Globally, they
provide access to financing for firms and governments, and investment
opportunities for retail and institutional investors. They also enable
participants to manage financial and other risks over the long and short
term. Their effectivenessrelies on them being, and being seen to be,
fair, transparent and efficient.

'/

Market structure and
firm business models
are having to adapt.

'/ 4
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These markets are diverse, ranging
fromthe primary issuance of debt
and equity and the operation of
trading venues to the over-the-
counter sale of complex derivatives.
They are also dynamic and are going
through a period of unprecedented
challenge and significant change,
driven by interrelated technological,
regulatory and macroeconomic
factors. As aresult, market structure
and firm business models are having
to adapt.

We will continue to monitor the
effects of changes on wholesale
markets and take actionif needed.

We willimplement significant
reforms that advance resilience,
integrity and competition within
wholesale markets through MiFID II.
We will continue to focus on ensuring
that firms effectively manage their
conflicts, assess theirriskand actin
their clients’interests. Given the fast
pace of technological change and
rising risks of disruption, we will focus
greater attention ontechnology and
resilience. Preventing, detectingand
punishing market abuse is also a high
priority forus.

Outcomes we seek

« Thereareclean, effective and
competitive wholesale financial
markets that enjoy the confidence
of allwho undertake market activity
inthe UK.

+ Keymarketinfrastructure
remainsresilient.

« Thereis growingcross-industry
collaboration on cyber risk.

« Themonitoringand surveillance
capability of the FCA, market
participants and market
infrastructures to detect, disrupt
and deter market misconductis
strengthened.

« Thereisincreased efficiency and
effectiveness of primary markets
toensure they meetthe needs of
issuers andinvestors.

« Bothcorporate andindividual market
participants take responsibility for
their partin maintaining clean, fair,
effective and competitive markets.
Firms andindividuals understand
the standards andrules that apply to
them and are held accountable for
their conduct.



Issues

« Firms failto manage their conflict
ofinterests effectively.

« Firmsfailtoidentify and manage
market abuse risks effectively.

« Firmsfail to manage financial crime
risk effectively.

- Effective competitionis
undermined by the abuse of
market powerin some areas.

« Increasedelectronicanddigital
services and systemsinsome
markets and changing business
models withinfirms, including
outsourcing of critical functions,
resultsinresilience and cyberrisks
insome markets.

« Markets failto provide agood
environment forissuers toraise
finance, investors to enter and exit
investments, and participants to
manage risk.

Our key planned activities

Preventing market abuse

The EU's Market Abuse Regulation
(MAR) took effect on 3 July 2016.
Among other things, the regulation
enhances, harmonises, and widens
the application across the EU of
existing rules prohibitinginsider
dealing and providing for the
disclosure of inside information

and dealings by Persons Discharging
Managerial Responsibilities. The new
regulation applies to awiderrange
of markets and securities, and aims
toincrease the integrity, confidence
and protections withinthe EU's
capital markets.

From January 2018, the Marketsin
Financial Instruments Regulation
(MiFIR) will require firms to report
to us awider range of information
about their trades, and formore
assetclasses.

Financial Conduct Authority
Business Plan 2017/18

This information will significantly
increase the effectiveness of our
market abuse work.

We will continue to work to embed
and prepare for these new regimes,
in order to deliver the most-effective
response to the threat that market
abuse poses to our markets.

Advancingresilience, integrity
and competitionin wholesale
financial markets

MiFID Il presents a comprehensive
set of reforms, which take effect
from 3 January 2018. These reforms
willimprove competition, consumer
protection and marketintegrity
acrossretailand wholesale financial
markets.

We willensure the new regime is
implemented effectively, and realises
the potential of the legislation to
change markets significantly for the
better. We will continue to develop
our own capabilities to supervise
theserequirements, and will also
continue to work closely with firms
to ensure that they are prepared for
these changes.

Effective competitionin
investment and corporate banking

In 2016 we completed a market
study oninvestmentand corporate
banking services, focusingon
primary market and related activities
inthe UK. We looked atissues around
choice of banks and advisers for
clients, transparency of the services
that banks provide, and bundling and
cross-subsidisation of services.

We found that participantsin

these markets generally use a
‘'universal banking" model, which
involves the contractual cross-selling
and cross-subsidisation of services.
While many clients, particularly large
corporates, feel this model works
well, we found that some practices
could hinder competition, especially
for smaller clients.
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39%

of OTC interestrate

derivatives trading
are made in the UK.
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We considered arange of
interventions and proposed that
certainrestrictive contractual
clauses should be prohibited. We
have developed a targeted package
ofremedies to address these
concerns and to ensure competition
takes place onthe merits of the
services provided. We will continue
toimplement these remediesin
2017/18.

Overseeing primary and
secondary markets

The UKis aleading global centre for
issuing and trading securities with
issuers from almost every sector,
and a broadrange of investors,
operatingin UK markets.

We oversee primary and secondary
market activity. Ouraimis to be
proportionate, risk-focused and
forward-looking by educating the
market and using arange of tools and
techniques. Ourrules help us protect
marketintegrity by ensuring high
standards of market practice and
the appropriate level of disclosure

by firms. In primary markets, we
focus ontransaction documents,
corporate disclosures, and the
sponsors thatbringissuers to
market. We ensure that these market
participants comply with relevant

EU and domestic prospectus, listing
anddisclosure rules. In secondary
markets we focus onidentifying,
investigating and preventing market
abuse across awide range of assets
and markets. We will continue to
adapt our approachtorespondto
market developments and new
regulations, such as the EU's Market
Abuse Regulationand MiFID II.

We will continue to work to embed and prepare

forthese newregimes, in order to deliver the

most effective response to the threat that market

abuse poses to our markets.

~I”
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Effectiveness of primary markets

Primary capital markets play a key
rolein supporting the wider economy
by bringing together investors
seeking appropriate opportunities to
earnareturnontheirinvestments,
andissuers wanting to access deep
and liquid pools of capital to finance
their businesses.

We committedinour 2016/17
financial year to areview of the
UK's primary markets, andin

the year ahead we willmake and
implement final policy statements
and potentially consult furtheron a
number of the possible changes that
we identified through this review.
One oftheseareasisreformto the
Initial Public Offering (IPO) process
toimprove the flow of information
toinvestors, on which we made
proposalsina Consultation Paper
(CP) published in March. A further
Discussion Paper (DP) and CP
publishedin February respectively
present for debate and propose
reformsto areas of the Listing
Rules and broader primary markets
regimes to ensure these continue
to be effective in meeting the needs
ofissuers andinvestors. We will
progress these discussions and
make appropriate rule changes
during 2017.

In April 2016 we published areport
onthework and recommendations
of the Debt Market Forum. This

was a body of debt capital markets
experts convened by the FCAto
make recommendations on practical
improvements that could be made
to UK listed primary debt capital
markets.Inthe year ahead we
willundertake a survey of market
participants to assess the impact of
the Forum's recommendations and
whether we need to make further
improvements to our primary market
operations. Theissue of whether
the UK needs a multilateral trading
facility focused on the issuance of
wholesale debt, identified in the Debt
Market Forum, is one of theissues on
which wider stakeholder commentis
invited through this year's DP on the
effectiveness of primary markets.



Throughout the year, we will continue
to contribute to EU work to introduce
a Securitisation Regulationandto
update existing EU provisions for
prospectuses. Where appropriate,
this willinclude providing input to

the negotiation of the overarching
legislative framework and working
within the European Securities and
Markets Authority (ESMA) to develop
detailedimplementing measures. We
will also consider whether changes
to ourregime should be made to
take account of the forthcoming EU
Shareholder Rights Directive.

Supervising exchanges and
administrators of benchmarks

We supervise recognisedinvestment
exchanges for both conduct

and prudentialissues. We aim to
ensure that, through their primary
and secondary market services,
they promote fair, orderly and
efficient markets that are open

to competition and operateinthe
interests of market participants.
These groups are international and
diverse and our supervisors actively
engage with otherregulatory
authorities, including the Bank of
England, which supervises central
counterparties, and financial market
regulatorsin other jurisdictions.

We also supervise the administrators
of eightregulated benchmarks, and
the submissions of the 20 banks
which contribute to setting the
LIBORrate. Ouraimisto ensure that
benchmarks are reliable and have
integrity so that markets can trust
theratesthatare set. From 1 January
2018, under the EU Benchmark
Regulation our regulatory remit
willbroaden. We willregulate a far
greater number of benchmarks and
their administrators to ensure that
benchmarks are robust and reliable
and to minimise conflicts of interest
inbenchmark-setting processes.

Financial Conduct Authority
Business Plan 2017/18
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Enhancedresilience to
technology and cyberrisk

We have concerns about the
resilience of firms' systems to cyber
risks, especially given the significant
pace of technological change. We
cover our work inthese areasin
detailin the cross-sector priority
section of the Business Plan, inthe
‘Technological change and resilience’
chapter.

Improved culture, accountability
and governance

Improving culture, accountability
and governance are priority areas
forus. We haveintroduced the '5
Questions' strategy for wholesale
banks, whichis designed to prompt
individual firms to identify and
address conduct risks wherever they
arise throughout the firm. Details of
our firm supervision and other work
inthese areas are providedin the
cross-sector priority section of the
Business Plan, inthe 'Firms' culture
and governance' chapter.

UKiis the largest global
exporter of financial services
accountingfora

$97bn

trade surplusin Financial
Servicesin 2015.
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Our sector priorities
Investment management

Theinvestment management sector acts on behalf of individuals and
institutions who want to increase the value of their assets or generate
future income through investments. The sector manages nearly £7tn
of collective, institutional and individual assets, and over three-quarters
of UK households with occupational and personal pensions use the
services of asset managers. Our focus is on making competition work

wellinthis market.

The size of this sectoris significant
and has adirectimpact upon
consumers, either through their
retailinvestments or their pension
funds. Soitis essential that
competitionin this sector works
effectively and thisremains a

priority areafor us. Because of its
increasingly importantinteraction
with other wholesale participants, we
also see the sector playing a keyrole
inupholding overall market integrity
and contributing to financial stability.

We want to ensure that competition
is working effectively, and that
investment management firms
deliver good consumer outcomes
with products that offer value for
money. We will focus on the conduct
of firms to ensure that markets
remain clean andresilient.
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Outcomes we seek

« Firmsactinthebestinterests
of theirinvestorsandearn
customertrust.

« Investorsrewardfirmsthatactin
theirbestinterests.

+ Investment management products
deliver value for money.

» Investors understandthe objectives
of the funds they are investingin.

« Fundsreporttheir performance
againstappropriate benchmarks.

« Fund managersimplementavailable
liquidity management tools when
they faceinvestor redemptions and/
orvaluationissues, and manage
conductrisks effectively.

» Fundmanagersremain
responsible participantsinthe
wholesale markets.

« Critical service providers,
particularly custody banks,
achieve acceptable levels of
operational resilience.

Issues

+ Weak price competition may
mean investors pay too much for
investment management services.

- Weak governance mayleadto poor
product designand weak oversight
of portfolios.

» Unidentified or poorly managed
conflicts ofinterests might cause
harm to portfolio operators and
end-investors.

- Pooradvice frominvestment
consultants mightresultin
institutionalinvestors making
investment decisions that do not
meet their needs.

+ Poorliquidity managementin
investment funds createsrisks
of consumer detriment or wider
disruptions to the financial systemin
stressed market conditions.

» Disorderly failure ofinvestment
portfolios and market abuse could
disrupt trustinthe financial system.

« Providers of critical services to
the sector, including custody
banks, may not be able to meet
current service standards or ensure
continuity of service.



Our key planned activities

Asset Management Market Study

In 2016 we published the interim
reportto our Asset Management
Market Study, which looked at
whether competitionis working
effectivelyinthis sector. We found
that price competitionis weakina
number of areas and that, despite a
large number of firmsin the market,
the asset managementindustry
has seen sustained high profits
over anumber of years. In addition,
investors are not always clear what
the funds' objectives are and fund
performanceis not always reported
againstan appropriate benchmark.

We have also found concerns about
the way the investment consultant
market operates.

Ourinterimreport proposed a
significant package of remedies to
make competition work better and
to protect thoseleast able to actively
engage with their asset manager.
Theseremediesinclude:

« Introducing a strengthened duty on
assetmanagerstoactinthe best
interests of investors, including
reformstohold asset managersto
account forhow they deliver value
formoney.

+ Introducinganall-infee sothat
investors can clearly see whatis
beingtaken fromthe fund.

« Introducinganumber of measures
to help retailinvestorsidentify which
fundis right for them. Theseinclude
requiring asset managers to be clear
about the objectives of the fund,
clarifyingand strengtheningthe use
of benchmarks and providing tools
forinvestors toidentify persistent
underperformance.

« Makingit easier for retail
investorstomove into better
value share classes.

Financial Conduct Authority
Business Plan 2017/18

« Requiring clearer communication
of fund charges and theirimpactto
retailinvestors, both at the point of
sale andin ongoing communication.

» Requiringincreased transparency
and standardisation of costs and
chargesintheinformation givento
institutionalinvestors.

« Exploringthe potential benefits
of greater pooling of pension
scheme assets.

« Requiringgreaterand clearer
disclosure of fiduciary management
feesand performance.

We will publish the final reportin
Q2 2017, and consult on proposed
remedies and interventions.

Fundliquidity strategy

We will continue to participate in
the ongoing debate with national
andinternational authorities
around the liguidity management
of funds, highlighted by some firms
suspending open-ended property
funds after the EU referendum vote
inJune 2016.

Our Discussion Paper on the liquidity
managementin open-ended funds
sets out for debate the risks and
tension associated with funds

that offer daily redemption terms,
while managing assets that are
notrevalued on a daily basis.
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Following stakeholder feedback
we will review our policy options
andthe available tools that asset
managers have to manage liquidity
when facingredemptions and
valuationissues, and assess how
adequate they arein managing
conduct risks and addressing
financial stability concerns.

This work should ensure that
liquidity managementin funds allows
for afairtreatment of all customers,
including those who remain invested,
and does not amplify disruptions

to the financial systemin stressed
market conditions.

Custody banks strategy

Custody banks provide critical
support services to the funds
industry and trading activities, which
require them tobe accurate, secure
andresilient.

We are planninganumber of
interventions in this sector. We will
continue our work to ensure firms
meet our CASS standards governing
the safekeeping of client assets, we
will support the PRA's work to map
and evaluate critical infrastructures
infirms, we will evaluate custody
banks' resilience andresistance to
cyber-attacks, and we will evaluate
the quality of product governance
and controls at firms.

£7tn

of collective institutional
andindividual assets managed
by the sector.
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Our sector priorities
Pensions and retirement income

The outlook for UK consumers’ ability to save more for their retirement, and
generate a stable and adequate retirement income remains challenging. The
reasons for thisinclude low levels of wage growth, declining ability to save, increased
levels of household borrowing and reduced investment returns. This is exacerbated
by ariseinless secure forms of employment which reduces consumers' ability

to regularly contribute into a pension scheme. The UK's ageing population and

the gradual increase in life expectancy also mean that people willneed to fund
increasingly longer retirements.
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To generate adeqguateincomein
retirement, consumers might need
toincrease their contributions and
work for longer. Pension providers
may place greater focus on costs and
value formoney to offset the decline
ininvestmentreturns.

The pensions and retirementincome
sector has gone through major
changesoverthelasttwo years, with
the Government'sintroduction of
the pensionsreformsin 2015. The
market has been adapting to these
changes, and our regulation of the
market has focused on embedding
the reforms and making sensible
adjustments to ourrules to support
the reforms. We introduced rules

to ensure we protect consumers
and that firms were clear about

our expectationsinthe new
environment. We also started

work on the Retirement Outcomes
Review, which assesses how
competitionis developingin the
retirementincome market.

With the reforms now bedding

down, we will focus in the future on
how people access their pension
savings (‘decumulation’) following
the reforms. We will also be focusing
onnon-workplace pensions and
continue to educate consumers
about pension scams. Alongside
these we will also develop and publish
astrategy for the sector.

Laterin 2017 we will publish our
findings from the Retirement
Outcomes Review.

Givenitsimpact onthelives of

so many people, we are particularly
proactivein this sector, both
implementing Government
initiatives and undertaking our
own work.
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Outcomes we seek

« Advice, guidance andinformation
givento consumers meets their
needs and they know howto findit.
Thereisincreased competitionand
innovationin the sector, particularly
indecumulation products that offer
good value formoney.

« Firms offer products and services
that are better value for money
for consumers, and actively and
honestly compete to keep them.

« Thereisreducedharmto
consumers frominvestment scams.

« We provide proportionate regulation
that supportsinnovationand
competition for consumers.

Issues

« Consumerscannotordonot
want to get adequate advice and
guidance to make the best choices
forsavingfor, and funding, their
retirement.

« Relatively few new service
providers entering the market,
consumer inertiaand poor
consumer understandingreduce
competitive pressure.

» Consumers cannotassessand
compare pension products as
information on product features and
costsishardtounderstand.

» Pensionfreedomsandother
changes mean consumers are at
greaterrisk of beingtargetedbya
range of different scams.

Our key planned activities

Pensions strategy

We will publish a strategy for the
Pensions sector, setting out our
regulatory approach to this sector.
As part of this, we will reflect on
our current work through our
supervision, policy and competition
projects and consider the impact
of related workstreams, such as
the Asset Management Market
Study, onthis sector. Our strategy
will also explain how we work with
otherregulators and Government
to further our objectives and
identify areas where further
progressisneeded.

Retirement Outcome Review

We launched the Retirement
Outcomes Reviewin July 2016 to
assess theimpact of the pension
reforms on competitioninthe
retirementincome market.

It reviewed how consumers make
choicesto access their pension
savings without using an adviser
and whether they were shopping
around and switching to products
that better meet their needs.
Italsolooked at how firms have
changed their business models
andtheimpact of these changes
on competition alongwith other
factors such as the pace of
regulatory change.

We will publish aninterim reportin
summer 2017, followed by the final
report at the beginning of 2018.
Thesereports willidentify our
findings and propose a package

of remedies toimprove competition
to benefit consumers.

Taking drawdown without
getting advice

The Review willlook at what steps
we can take in the future to help
consumers who do not get advice.
We also needtolook at how firms
are complying with the existing
rules, includingwhether they are
providing adequate information
to enable consumers to make an
informed decision.
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66%

of workers are
now members of a
workplace pension

(The Pensions Regulator)
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We will review the sales processes
and ongoing communications of a
sample of firms making non-advised
drawdown sales since the pension
freedoms were introduced. We will
assess whether firms are complying
with our rules by giving customers
adequate information to make
aninformed decision when they
decide to draw down their pension.
We will also examine if firms give
their customers adequate post-
saleinformation to enable themto
continue to make decisions that
support good outcomes.

Shopping around and switching

InNovember 2016, we proposed
requiring annuity providers to tell
their customers how much they
could gain from shopping around and
switching provider before they buy
an annuity. Depending on theresults
of this consultation exercise, we will
introduce new rules in this market.

We will also complete our work on
how consumers react to 'wake-up'
packs, which are sent to consumers
approachingretirement to
encourage them to take action. We
willanalyse the effect these packs
have on consumers' decisions to use
their pension savings and use the
findings to decide if we should take
actiontoimprove these customer
communications.

Non-workplace pensions

We willundertake initial discovery
work to find out if the non-workplace
pensions marketis sufficiently
competitive to work effectively in
consumers'interests.

Workplace pensions

We will continue to work closely
with the Department for Work and
Pensions (DWP) to consolidate and
review the improvementsinvalue
formoney achieved so farinthe
workplace pensions market.

A dashboard to give consumers
the full picture

Both the Financial Advice Market
Review (FAMR) and our Retirement
Income Market Study recommended
the creation of an online pensions
dashboard so that consumers can
view all their lifetime pension savings
inone place.

The Government has committed

to ensuringthe industry designs,
funds andlaunches a pensions
dashboard by 2019.3” We will provide
relevant help to firms as they
develop the dashboard.

Raising awareness of and tackling
pensions scams

We willundertake the next phase of
our ScamSmart campaign toreduce
both pension scams and the number
of consumers falling victim to them.

To complement ScamSmart,

we will also look at ways we can
work with Government, other
regulators and consumer
organisations to create effective
messages to help consumers
understand fraudsters' techniques.

We will also consider if legislative
orrule changes are needed to
close anyloopholes that
scammers currently exploit
andto further deter fraudsters.

37 www.gov.uk/government/uploads/system/uploads/attachment_data/file/508193/HMT_Budget_2016_Web_Accessible.pdf
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Our sector priorities
Retail banking sector

There are over 72 million active personal current accountsin
the UK, with retail deposits of over £1.55tn, comprising current
accounts, savings products and SME banking.*® As the sector
acts as consumers' main gateway into financial services, it
isimperative thatitis accessible, secure, trusted and that
competition works well.*?

Retail banking business models face
pressure fromlegacy regulatory and
systemsissues and from innovations
totheir core paymentsrole.

Technological and societal change
will affect both the size and look of
the market over the next decade.
Competitionis still relatively weak
as the sector remains characterised
by low consumer engagement

and low levels of switching. This
reducesincentives for existing firms
tocompete and creates barriers

to expansion for challenger firms,
resultinginlessinnovation and
higher consumer costs.

As well as these challenges, the
sector faces major structural change
because of new regulation. This
includesring-fencing, Payment
Services Directive 2, the advent of
'‘Open Banking' and cultural change,
including the SM&CR. Given the
significant scale and pace of change
in retail banking, we will focus on the
implementation of these significant
market interventions to enable firms
to embed these changes effectively
and minimise implementation risks.

Outcomes we seek

« Culturaltransformation
programmes infirmsimprove
customer focus and reduce the risk
of firms treating customers unfairly.

- Innovationthat benefits consumers
isintroducedto the market, while
maintaining security, resilience and
integrity.

» Consumershave appropriate access
and effective choice.

» Firms'systems areresilientand
secure, and minimise disruption to
consumers.

« Thelegal separation of banks as part
of ring-fencingdoes not negatively
affect consumers, marketintegrity
or effective competition.

» Firmshave proportionate and
effective anti-money laundering
(AML) controls.

» Thereisadecreaseinbankingfraud.

« Consumers and firms have faithin
theintegrity of the market.

38 http:/bankofeng.uk/FoVI30alAY1

39 We define the retail banking sector as payments and deposits for individuals and SMEs, covering personal and business current accounts, personal and
business savings, and regulated payment services such as merchant acquiring, electronic money and money transmission.
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Competitionis still
relatively weak as
the sector remains
characterised by
low consumer
engagement and low
levels of switching.

{4
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Issues

« Weak competitioninretail
bankingresultsin existing firms
retaining their position as they have
limitedincentives to improve quality
andprice.

« Low levels of cultural change might
mean firms do not adequately
consider the interests of their
customers or treat them fairly.

« Insufficient operationalresilience
duetolegacyIT systems might
resultin service disruptions and
make firms more vulnerable to
cyber attacks.

» Poor controls meanthat
firms might fail to identify
and adequately manage
money launderingrisks and
consumers mightbecome
vulnerable to fraudsters.

« Firmsarede-riskingand making
efforts to cut costs, resultingin
some consumers beingunable to
accessthe services theyneed.

« Implementingring-fencing
creates anumber of operational
challenges for banks and may
alsoleadtoincreasedrisks to
consumers as banks change their
business models.

« Firms mayneedtoreviseand
adjust their business models,
potentially increasing risks to
consumer outcomes, market
integrity and competition.

Our key planned activities

Strategicreview of banking
business models

The retail banking business model
spans multiple productlines and
the actions of firms in one market
canaffectconsumersinanother.
The scope of the CMA's market
investigation focused onthe supply
of retailbanking services to personal
currentaccounts and to smalland
medium-sized enterprises and

did notlook holistically at market
outcomesin theretail banking
sector.In 2017/18 we will launch
discovery work to examine the
business models usedin the retail
banking sector, focusing on the
links between different parts of
the business and their relative
profitability. This work willinclude
the impact of free-if-in-credit
banking, for example, its effect on
different groups of consumers.

We will use the analysis to deepen
our understanding of theimpact

of emerging developments, and to
enhance our approach to currentand
future regulation of retail banks.

Improving competitionin
the sector

InNovember 2016, we published
ourresponse to the CMA's final
reportonitsinvestigationinto
competitioninthe retail banking
market . We committed to undertake
researchinto measures designed to:
improve transparency for overdraft
users, improve service information
indicators, and promptincreased
customer engagement.
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We will continue to work with firms
and other stakeholders toresearch
whatinterventions may be needed
and to design them to be effective.
We will ensure that this work remains
aligned with the broader set of CMA
remedies, as well as our own work
on high-cost credit and overdrafts,
and the wider work on the strategic
review of retail banking business
models.

We continue to consider steps
toimprove the treatment of long
standing customersinthe cash
savings market. In addition to

new rules that came into effectin
December 2016, we published the
third and final set of data under our
Sunlightremedy .

We are evaluating the effectiveness
of thisremedy and are considering
whether to introduce this disclosure
into Handbook rules. We will align any
further action with other potential
serviceindicators.

Given our continued concerns about
the treatment of long standing
customers, we may needtolook at
what other actions are needed to
achieve more effective competition.

The British Bankers' Association, the
Building Societies Association and
Tax Incentivised Savings Association
agreed that a minimum of 80% of
cash|SAtransfers will be carried

out within seven working days and
committedto carry outastudy on
improving this further. The industry
will publish details of its performance
againstthe target quarterly, starting
in April 2017. The FCA will continue
towork with industry onimproving
the speed oftransfers and also
consider the need for any broader
regulatoryintervention across the
savings account market to improve
switching.

Ring-fencing

After the financial crisis, the
Government decided toring-

fence core banking activities from
other activities. Thisis to protect
retailbanking fromunrelated risks
elsewhereinthe bank group or
shocks affecting the wider financial
system. Therulesintroduced require
major banks to separate their retail
and wholesale activities into two
distinctlegal entities by 2019. This
willchange banks' business models
and cost structures, and may change
market dynamics.

The PRAistheleadregulator for
implementingring-fencing andis
responsible for supervising banks'
compliance with the rules. We have
key responsibilities forimplementing
the regime effectivelyand are
working with the PRA, the Bank of
England, the Treasury and the larger
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We remain concerned
about operational
resilience, particularly
legacy IT systems and
banks' defences against
cyber-attacks.
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UK banks to supportit.In2017/18,
we will continue work with banks

to ensure they are appropriately
mitigatingrisks arising from changes
to their business models and
structures that may affect their
customers or the wider market. This
includes clearly communicating
changes to customers, particularly
any new account details that

may be required as aresult of
restructuring. We will be reviewing
revised governance arrangements
and operating models, including
technology changes, against

our accountability, controls and
resilience requirements. We will
also, in collaboration with the PRA,
engage with the wider banking

and paymentsindustry to ensure
payments changes made as aresult
ofring-fencing are wellmanaged.

Payment Services Directive 2

The Payment Services Directive

2 (PSD2) cameinto forcein
January 2016, and willneed to be
implemented by January 2018. It
introduced new rules to increase
competitionin the retail banking
and payments markets. These
rules should strengthen consumer
protection, extend regulatory
scope, enhance the security of the
sectorand openaccess to payment
accountinformation to third parties,
such as account aggregators.

Following the Treasury's consultation
onthe UKimplementation of the
Directive, we are consultingon
our approach toimplementing the
directive, continue to work with
European agencies to develop the
necessary Regulatory Technical
Standards and Guidelines, and
identify how we supervise firms.
We will also continue to work with
firms and other stakeholders to
assess how preparedthey are to
achieve compliance.

In parallel to PSD2, we will continue
toworkas an Observer onthe Open
Banking Implementation Entity.
While this body was established

by the CMA to deliver an open API
standardfor personaland business
currentaccounts, the work provides
an opportunity to deliver a market-
wide solution for firms that will have
to provide access (with customers'
consent) to account-level data and
functionality in order to comply
with PSD2.

Senior Managers and
Certification Regime

The SM&CR cameinto effect

in March 2016. The regime
focuses onenhancingindividual
accountability at the most senior
levelsindeposit takers and PRA-
designatedinvestment firms, and
raise their standards of conduct
atalllevels.

In2017/18 we will focus our work
onfirmsthat have not beenable

to meet thistimetable, aswell as
onhow firms have embedded the
regime. We will particularly examine
how the regime has been embedded
during firms' business planning and
how their business strategies take
into account customer outcomes.

We will also look at third-party
outsourcing of oversight and
management, and how the firms
that undertake this work are
implementing the regime.

We cover our work on SM&CR in
more detailin the cross-sector
priority section of the Business Plan,
under 'Culture and governance'.



Financial crime and IT resilience

We remain concerned about
operational resilience, particularly
legacy IT systems and banks'
defences against cyber-attacks.
We also continue to have concerns
about financial crime risksin the
retail banking sector.

We cover our approach and planned
work onthese areasinthe cross-
sector priority section of this
Business Plan, inthe 'Technological
change andresilience'and 'Financial
crime and AML sections.

Payment Protection Insurance
(PPl) redress

The current complaints framework
and our supporting supervisory
work has so far resultedin over
£24.5 billionredress being paid

to customers.

In March 2017, we published a Policy
Statement*©whichintroduces a PPI
complaints deadline accompanied
by an FCA-led communications
campaign. Therelevantrules will
comeinto effectin August 2017
andif consumers want to make a
complaint about PPIthey mustdo
sobefore 29 August 2019.

The accompanying communication
campaign willlaunch at the end of
August 2017 and will run over the
two years to raise awareness and
understanding of PPland prompt
consumers to make a decision about
whether to complain before the
deadline. We will be assessing at
regularintervals how the campaign
is performing over the period and
make any necessary changesin
response to our findings.
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Our Policy Statement also
introduces new rules and

guidance on how firms should
handle complaints about
undisclosed high commission,
inlight of the Supreme Court
decisionin Plevinv Paragon Personal
Finance Limited.** These willcome
into effect on 29 August 2017.

We will be working with firms in

the period before the newrules
and guidance come into force to
ensure that they are adequately
prepared, and will be monitoring
firms closely over the following two
years to ensure that consumers
receive theredress they are due
inatimely manner.

72m

personal current
accounts, with retail
deposits of £1.55tn

(December 2016)

40 PS17/3:Payment protection insurance complaints: feedback on CP16/20 and final rules and guidance.

41 The Court ruled that the lender's failure to disclose the large commissions payable out of the consumer's PPl premium
made their relationship unfair under s140A of the Consumer Credit Act 1974.
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Retail lending

Theretail lending sector exists to meet the borrowing
needs of consumers. Itis broadly splitinto mortgages
and consumer credit, and covers everything from credit
for day-to-day expenses to buying property. Increasing
levels of household borrowing mean that these sectors
remain a priority for us.

The mortgage markethas seen
significant change as aresult of the
mortgage market review. Within
the market there are anumber of
areas where consumer outcomes
could still be improved, which we will
continue to address.

We are also working with firms

in the consumer credit sector to
help them understand and adapt
to ourregulatoryregime andto
raise standards overall. We are also
intervening to tackle the highest
levels of consumer harminthe
riskiest sub-sectors, alongwith
focusing on evolving business
models and the competitiveness of
the sector.

Outcomes we seek

« Consumerscangetproductsand
services thatare suitable, affordable
and right for their circumstances.

« Consumers have appropriate
protections andredress.
Consumers get clear information
about product features and are able
to compare between products and
services. Both firms and consumers
behave responsibly so that loans
canberepaid evenifthe economic
environment changes.
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» Firmstake appropriate account
of consumers'individual
circumstances whentheyarein
financial difficulty.

» Firms compete onwhat mattersto
consumers, including price, product
and service features, and innovate
accordingly.

» Firms'business models are
suitable, sustainable, and
consider the interests of
consumers. Consumers are
engagedinthe market, and actively
shop around and switch between
providersto getthe bestdeal.

Issues

« Consumersin financial difficulty
may be treated unfairly by firms.

 Inadequate affordability
assessments may resultin
consumers not beingable to repay.

« Alackof clearinformationand
too much complexity may hamper
consumers' ability to compare and
assessoptions.

« Existing consumers may suffer
financial or other detriment through
poor firm conduct.
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« Some consumers who can afford
credit may have trouble accessing
products orservices.

o Firms' business models and culture
poserisks to consumers.

Our key planned activities

Maturity of interest-only
mortgages

Around 1.8 million UKhome
owners currently have outstanding
interest-only mortgages (excluding
buy-to-let), and many do not have
an appropriate strategy torepay
them. We willlook at how firms
treatborrowers whose interest-
only mortgages are approaching
maturity and their ability to ensure
these customers are treated fairly.
This willinclude those interest-only
mortgages that are due tobe
repaid by 2020 —where borrowers
have the leastamount of time to
find a solution.

Customers with long-term
mortgage arrears

In 2008, 22% of propertiesinarrears
were repossessed. In June 2016,

this figure was just 2.7%. However,
overthe same period, the number of
mortgages with long-term arrears of
over five months rose from 49,000 in
2008 toover 61,500in June 2016.

While firms are offeringmore
forbearance to customersin
financial difficulties, in some cases
providing forbearance overalong
termmay notalways beinthe
customer's bestinterests. This
couldbe the case, for example where
forbearance does not ultimately
enable customers to pay their
arrears, but only increases their
debts. We willassess how firms are
using forbearance and how well
they are delivering fair customer
outcomes, and take further action
if needed.

42 MS16/2 www.fca.org.uk/publications/market-studies/mortgages-market-study

Mortgage market study

In December 2016 we published
the terms of reference for amarket
study looking at consumers'ability
to make effective choicesin the
first charge residential mortgage
market.*? The study focuses on
whether tools, including advice,
help consumers make effective
choices, and whether commercial
relationships work for consumers'
benefit. We want to understand
whether these consumer tools
give them clear and adequate
information to make aninformed
choice between products and
services and know if they are
getting good value for money.

We will publish aninterimreport
insummer 2017, setting out our
analysis and preliminary conclusions
including any potential remedies.
We will publish our final reportin
early 2018.
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1.8m

outstanding
interest-only
mortgages
(excluding
buy-to-let).
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High-cost credit and overdrafts

We will continue to focus on high-
cost credit* asitis ahigh-risk area
that affects vulnerable consumers.

InNovember 2016 weissued a
Callfor Input, covering high cost
products, overdrafts, the high-
cost short-term credit (HCSTC)
price cap, and repeat and multiple
HCSTC borrowing.

We will look at all high-cost products
to build a full picture of how these
are used, whether they cause harm
and, if so, to which consumers. We
willthen be able to decide if we need
tointervene further. We will also
review the overdraft market in detail
following the CMA's review, which
identified problems in the market.

We will also review the price cap on
HCSTCloans which cameinto force
inJanuary 2015. We will look for
evidence on whether the cap should
be changed, and theimpacton
consumers excluded from HCSTC
because of the price cap. We will
publish our findings on the review
ofthe payday capinthe summer

of 2017.

Point of sale: Fees and charges

We are concerned that firms may
impose inappropriate fees or costs
onconsumers or inappropriately sell
credit at the point of enteringinto
atransaction. We will explore
whether the fees, charges or

other costs paid by consumers are
influenced by commission, or other
remuneration, models operating
between firms—such aslenders
and brokers. We may also consider
whether firms exploit a point of

sale advantage to charge higher
thannormal fees, orto sell creditto
consumers for purposes for which it
may not be suitable.

Debt management sector review

We will continue to monitor the debt
management sector to ensure that
itis fit for purpose and that firms
are treating their customers fairly,
particularly thoseinvulnerable
circumstances. This follow-up work
willensure that our standards are
being met and maintained.

Motor finance

We are concerned that there

may be alack of transparency,
potential conflicts of interest and
irresponsible lending in the motor
finance industry. We will conduct an
exploratory piece of work to identify
who uses these products and assess
the sales processes, whether the
products cause harmand the due
diligence that firms undertake
before providing motor finance.

Following the review we will
assesswhetherandhowto
interveneinthe market.

Credit card market study
remediesreview

Last year we published the

final findings of our Credit Card
Market Study. It found that many
cardholders werein arrears, default
or had persistent levels of credit
card debt. We set out proposals

for aset ofremedies. As part of
this we are currently consulting on
proposed new rules designed to
help consumers take control of their
finances and avoid persistent debt
and avoidable charges.

Once theremedies have been
implemented, we will review their
effectivenessandassessifwe
needtointervene further.

We will also continue to work
closely with consumer groups and
industry to deliver changes to help
consumers gain more control over
their finances.

43 High-cost credit includes payday loans, home-collected credit, catalogue credit, some rent-to-own, pawn-broking, guarantor
and logbook loans. Other credit products —such as motor finance, credit cards, overdrafts and some instalment lending — may be high-cost,
particularly for less creditworthy customers or depending on how they are used.
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The generalinsurance and protection (GI&P) sector protects
individuals and businesses against the cost of uncertain and often
unpredictable events. Without the protection of insurance, many
social and economic activities could not take place. Itis vital that this
market, including the wholesale market underpinningit, works well.

'/

We want to ensure that
the wholesale insurance
marketis working well
and fostersinnovation
and competitioninthe
interests ofadiverse
range of consumers.

'/

Inrecentyears, our policy and
supervisory workin this sector

has focused onissues affecting
consumers, particularly in the
retailand commercial sub-sectors.
Overthe nextthree years we will
monitor and review theseissues to
ensure that progressis made and
sustained, and willintervene further
if necessary.

We will also shift some of our

focus fromissues directly affecting
individual and small and medium-
sized enterprise (SME) consumers

to market structures, incentives
anddistribution, and willbegin
discoverywork onanumber of key
areas. Our work cuts across the GI&P
sub-sectors.

Outcomes we seek

« Customers,includingthose
with complex needs, are able to
evaluate and accessinsurance
products andservicesthatare
suitable for their needs.

« Claims are dealt withinline with
customers'reasonable expectations
ofthe performance of the products
and services provided.

Firms demonstrate consumer-
focused culture and compete not
only on price but on product features
and services.

Customers have trustand
confidenceinthe firmstheyinteract
withand that their personaldata and
information willbe used by firmsina
fairandreasonable way.

Thereis suitable governance
and oversight of outsourcing
arrangements andthe wider
distribution chain.

Existing customers are treated fairly
andinertiais not exploited.

Firms have appropriate systems and
controls toidentify, mitigate and
manage conflicts of interest and
reduce therisk of financial crime.

Insurers and intermediaries have
adequate levels of capital to ensure
products and services deliverin
line with customersreasonable
expectations.

The UK generalinsurance sector

is recognised globally forits high
standards of marketintegrity.
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Issues

« IT failures, data protectionissues
andrisk of cyber-attacks maylead
to customer detriment.

» Customers could choose
unsuitable products by focusing
onheadline priceratherthanon
suitability.

» Intense competitioncanleadto
pooradvice and gaps between
consumer expectations and reality.

« Parts ofthe market have poor
governance and oversight of
complexdistribution chains,
which may lead to poor consumer
outcomes.

» Vulnerable or high-risk consumers
cannotaccess generalinsurance
products and services.

« Firms do not have effective
systems and controls to mitigate
issues of financial crime, conflicts of
interestandinducements.

» Smallbusinesses (SMEs) could
purchaseinappropriate cover for
their needs, and underestimate the
levels of coverrequired.

« Wholesale market developments
may notimprove market efficiency
and consumer outcomes.

Our key planned activities

Market study on wholesale
insurance market

We want to ensure that the wholesale
insurance marketis working well and
fostersinnovation and competition
intheinterests of adiverserange of
consumers.

We will conduct a market study to
assess how effectively competition
is working in these markets, including
how firms ensure practices do not
create marketintegrity and conduct
risks. Following the publication of
this market study, we will consider
appropriate remedial actions.
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Value inthe distribution chain

Our review into the effectiveness
of governance and oversight of
delegated authority outsourcing
showed that the length of the
distribution chain can potentially
erode the value of a product or
servicein different sub-sectors.

We will conduct a further review
tounderstand the end-to-end
relationshipsinthese distribution
chains. The findings will help us
decide whether, and what, further
actionisrequiredin this sector.

Firms' pricing practices

In September 2016 we published
our Feedback Statement on our
Callfor Inputs on Big Data in retail
generalinsurance. We proposed
specific discovery work to look

at pricing practicesinalimited
number of retail generalinsurance
firms. This willensure we can gain
abetter understanding of how
these developments are affecting
the market. We will carry this outin
2017/18. We willlook at how firms'
pricing approaches andrating
factors workin practice, as well as
the drivers and the types of systems
and datafirms use to decide the final
price to consumers.

Following this work, we will consider
whether, and what, further steps
need to be takenin this market.

Insurance Distribution Directive

The Insurance Distribution

Directive (IDD)is anew EU legal
framework forinsurance distribution
which, replaces the Insurance
Mediation Directive.

The IDD regulates the activities of all
distributors of insurance products. It
states whatinformation distributors
should give their customers,
imposes conduct of business and
transparencyrules and clarifies the
rules for cross-border business. It
alsoincludes new requirements for
sellinginsurance products that have
investment elements, to ensure

a similarlevel of protection with
otherinvestment products that are
regulated under MiFID II.

The IDD willbecome UK law by
February 2018.

IT resilience

We have concerns about the
resilience of firms' systems
because firms often have complex
andlegacy systems. Complexity is
increased by therise in outsourcing
arrangements and mergers and
acquisition activity. This heightens
the risk of operational riskissues
affecting the ability of firms to
provide the expected levels of
service to customers andincreases
the risk of poor consumer outcomes.

The risk of compromise to the
integrity of firms' systems,
particularly where large volumes of
personaland commercially sensitive
dataexist, is heightened by the
increased likelihood of cyber-attack.
Increasing digitisation exacerbates
theseissues and presents significant
consumer protection and market
integrity risks.

We cover our work on operational
resilience in detailin the cross-sector
priority section of the Business Plan.
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Retail investments

Theretailinvestment sector has been affected by anumber
of regulatory changesinrecent years.

We will be focusing on completing the implementation of FAMR
and MiFID and allowing the work to embed and take effectin the
sector. We will also undertake projects to find out if there are
specific areas of risks we should address now and in the future,
particularly with investment platforms.

The Retail Distribution Review, Outcomes we seek
which came into effectin 2013,
made significant changes to
the investment advice market.
It required firms to clearly show
how much consumers pay for
financial advice and what they
pay for. It alsoimproved
professional standards by
increasing the minimum

level of qualification for all
investment advisers.

« Anincreaseinconsumers’
willingness to use and trust
the sector.

« Thereisimprovedaccessto advice
and guidance for consumers.

« Advisers provide outcomes
forconsumers.

« Focusfromadvisers onvalue for
money for consumers, including the

FAMR explored ways to encourage total cost of products and services.

the development of a market to
deliver affordable and accessible
financial advice and guidance

to everyone. It made a series of
recommendations thatarein the
process of beingimplemented.
MiFID II, whichis currently in
implementation phase, aims to
make financial markets even
more open, efficient, resilient and

« Transparent product features, risks
and charges, lead toincreased
competitioninthe sector.

« Firmsmeet Client Asset
(CASS) requirements.

transparent, and to strengthen Issues

investor protection. The MiFID I » Investors withmodest means may
new standards will come into effect lack access to, or awareness of,
inJanuary 2018. advice that could benefit them.

» Financialadvisers may give
insufficient attention to the total
cost ofinvestment products and of
advice, whichresultsinpoorvalue
formoney for consumers.
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We will conduct a market
study to explore how
'direct to consumer’
andintermediated
investment platforms
compete towinnew, and

retain existing, customers.

{4
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« Somesself-directedinvestors
are atrisk of receiving products
inappropriate for their risk appetite
and capacity or receiving poor value
formoney.

» Firmsdonotalways consider
consumers' needs and outcomes
appropriately when they develop
products, distribution propositions,
and offer wealth management
services.

« Consumersare vulnerable to
unexpectedfinanciallosses,
including scams and fraud, from
behavioural biases and difficulties
assessinginformation.

« Some peer-to-peerand
crowdfunding firms may not
be complying with CASS
requirements, putting
consumers' funds at risk.

» Consumers mightreceive
unsuitable investment advice.

Our key planned activities

Financial Advice Market
Review (FAMR)

FAMR launchedin August 2015, as
collaboration between the Treasury
and FCA, inlight of concerns that the
market for financial advice was

not working well for consumers.

The aim of the review was to explore
ways in which the Government,
industry and reguators could take
collective steps to stimulate the
development of a market that
delivered affordable and accessible
financial advice and guidance to
everyone, at all stages of their lives.
FAMR's final reportin March 2016 set
outanumber of recommendations
intended to tackle the barriers to
consumers accessing advice.

InMarch 2017, inresponse to
recommendationsin the FAMR
report, we published a consultation

on proposals for further guidance on
streamlined advice, fact finds and
sales that do not involve a personal
recommendation. FAMR identified
each ofthese as areas where FCA
guidance might further the aims of
the review.

We will publish our final guidance
laterin 2017. We will also continue to
monitor the growth of automated
advice. Depending on the speed with
which this area grows, we may decide
to test the suitability of advice given
by firms providing this kind of advice.

Assessing suitability of
advice and disclosure

We will complete our project to
identify the areas where problems
in providing suitable advice and
disclosure are most common. This
project examines advice given to
different consumers, different
products and by different types

of firms to assessits suitability for
consumers'needs.

The work will tellus where firms
might be providing good or poor
advice. These findings will shape our
future focus. They will also establish
abaseline forthe level of suitable
advice anddisclosure providedin the
investment advice market, against
which we may be able to measure any
future interventions.

Investment platforms
market study

Theinterimreport forthe Asset
Management Market Study identified
anumber of potential competition
issuesintheinvestment platforms
market. Theseincluded: complex
charging structures, if platforms'’
investment tools enable effective
choice and whether platforms
have the incentives and ability to
put competitive pressure on asset
management charges.



We will conduct a market study to
explore how 'direct to consumer’and
intermediated investment platforms
compete towin new andretain
existing customers. The study will
explore whether platforms enable
retailinvestors toaccessinvestment
products that offer value for money.
When scoping the study, we will take
into accountrelevant feedback we
receive onthe Asset Management
Market Study. The investment
platform market study will allow

us to understand the causes of

any competition problemsin

this market and assess what we
cando toimprove competition
between platforms andimprove
consumer outcomes.

Auto advice

We intend to assess the developing
market of automated advice models
inthe investment advice sector.

We willmonitor developments and
review models that are already
providing automated advice, as
wellas new entrants to the market.
This willhelpinform our regulatory
strategy.

Contracts for Difference

We want to ensure that Contracts
for Differences (CFDs) are sold
anddistributed to a suitable target
market and that retail clients are
provided a proportionate level of
protection. Our December 2016
consultation paper proposes a
package of policy measures to limit
the risks of CFDs andimprove the
conduct of firms. We will publish a
Policy Statement later this year.

We will also undertake conduct
follow-up work to address the risks
inthe CFD sector that we identified
in previous thematic work. Thiswork
will focus on the failings we identified
inthe Appropriateness Tests we
conducted. It will also review how
providers and distributors meet
theirresponsibilities under the

Financial Conduct Authority
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Responsibilities of Providers and
Distributors for the Fair Treatment of
Customersinthe process of selling
these products toretail customers.

Unsuitable advice on
complex products

We will carry out further work
totarget those firms providing
unsuitable advice about
complex products.

Client assetsrules

We have seen examples of peer-
to-peer (P2P) and crowdfunding
firms that are not aware of, and

do not comply with client money
requirements. Standards within
the sector vary widely and we will
continue to use our resources to
promote compliance and minimise
risks to consumers' funds. Examples
of the activities we may undertake
include direct engagement with
firms to review approaches to
clientmoney, review of client
assetsauditsand engagement
with a firm's auditors.

Scams and fraud

Consumers falling victim to scams
and fraud remains a priority for us.
We cover our workinthis areainthe
cross-sector priority section of the
Business Plan, inthe 'Financial crime
and anti-money laundering’ chapter.

'/

We will be focusing on completing the
implementation of FAMR and MiFID and allowing
the work to embed and take effect inthe sector.

'/

Our sector priorities
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Ongoing activities

We perform alarge range of ongoing activities
in support of our objectives. A great deal of our
resources are devoted to these core activities.

Authorisation—gateway to
operateinthe financial market

We regulate approximately 56,000
firms. Firms that carry out regulated
activities' have to be authorised or
registered by us, unless they are
specifically exempt, and must meet
our threshold conditions before

we allow them to operateinthe
market. Where we believe firms'
behaviour may pose a significant
risk to consumers or the market

we work with them to raise their
standards. Failing that, we stop them
entering or operatingin the market.

Our authorisations work

Our authorisation process can
varyinterms ofthe level of our
scrutiny, depending ontherisks a
firm poses to our objectives. For
those that present significant risks,
we use a high degree of scrutiny

in our review of their business
models, governance, systems and
controls, culture and management.
This means we are confident that
they have theright leadership and
practices to deliver good customer
outcomes. We use proportionately
less scrutiny to authorise firms that
pose smaller risks to our objectives.

While we have now completed the
vast majority of the authorisation
programme for consumer credit
firms (which transferred from the
OFT), we expect applications for

authorisation from new consumer
credit firms will continue over the
course of the next year and beyond.
Our Authorisations functionis now
responsible for supporting the
life-cycle of consumer credit firms
forissuesincluding the variation

of permissions, waivers and
cancellations.

We receive a variety of different
authorisations applications of
varying complexity and resource
reguirements. Changes to various
regimes mean also that future inflow
may well vary in composition from
previous years. Onthe whole we
expecttotal volumesto edge down
somewhat but the complexity of
inflow toincrease. We also expectto
receive once again over 300,000 firm
and consumer contacts.

Our Delivering Effective
Authorisations initiative aims to
ensure that we: enhance support for
firms and individuals to help them
tomeetand maintain the standards
required to achieve our consumer
protection and marketintegrity
objectives; foster competition by
fully adopting a service mind-set,
ensuring the authorisations process
is transparent, timely and consistent;
and improve operational efficiency
and effectiveness by making better
use of data and digital technology.
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Promoting competition

Promoting competitioninboth
wholesale and retail marketsin
theinterests of consumersisa
statutory objective and avital part
of our overarching objective to make
markets function well.

Competitionis essential to healthy
functioning markets. It helps drive
better outcomes for consumers
andis essential for UK growth

and global competitiveness.

By ensuring markets are open,
innovative and appropriately
regulated, we aim to ensure that
there areresilientand dynamic
markets for financial servicesin
the UK, in which consumers can
participate with confidence.

Our aimis to provide consumers
withinformation and give them
assurance thatthere are appropriate
safeguardsifthings go wrong.

This way they can make meaningful
choices when they choose financial
products and services. This, inturn,
drives competition and value.

We needto ensure our rules

give consumers an appropriate
degree of protection without being
abarrier to firms entering the
market and expandinginit, or
distorting competition. At the
same time we also want to ensure
that firms operatein afairand
competitive way, do not abuse
market power or engage in anti-
competitive agreements, and that
market features do not hinder or
distort competition.

There are three main ways in which

we pursue our competition objective:

« Using competition analysis such
as market studies to see how
competitionindifferent sectorsis
working for consumers.

« Usingcompetitionlaw to take action
against anti-competitive practices.

« Ensuringthatallour activities
reflect our objective to promote
competitionintheinterest
of consumers, and that our
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regulation does not unduly
restrict or distort competition.

Market studies

Theselook at how firms and
consumers behave in a specific
sector to assess whether
competitionis working well for
consumers. Since we were given our
competition objective, we have used
market studies and Calls for Input

to analyse how competition works

in different sectors. To date, they
have covered awide range of issues
including asset management, credit
cards, cash savings, retirement
income, investment banking, general
insurance and mortgages.

Our market studies help us
understand the dynamics of
competition and develop solutions
to support market conditions that
resultinthem working better. We
have already started toimplement
remedies in the cash savings, general
insurance andretirementincome
sectors to help ensure competition
works better for consumers.

We are currently considering
interventionsin the credit card, asset
management, investment banking
and annuities markets.

Anti-competitive behaviour

We have abroadrange of tools to
tackle anti-competitive behaviour,
including formalinvestigations.
They alsoinclude other tools such
as notifying firms of potential

areas of concerns so they can

apply due diligence and assess if
they are fulfilling their obligations
under competition law. Working
alongside the UK and EU competition
authorities, we areina good

position to detect competition

law breaches andto stepinto

take action quickly.In2016/17

we opened our first competition
enforcement case. We will continue
toundertake competition casesin
the future where we find evidence of
competition law breaches.

How regulation affects
competition

We want tounderstand the impact
our rules have on competition, and
amend them where necessary. We
alsowant to find ways to support new
market entrants andinnovation.

Our main activitiesin thisregard are
ProjectInnovate and the Sandbox
(see page 41)—these are vital not
only for helping individual firms but
also forunderstandinghow new
entrants experience regulation, and
amending our approach as needed.
It also helps us understand how
developments such as opendata
standards or blockchain technology
couldimprove competitionin the
sectors weregulate, and what
regulationis neededto ensure

such developments operatein
consumers'interests.

We alsoroutinely ask stakeholders
in market studies whether regulation
acts as a barrier to competition or
innovation in their sector,

and take action to address this
where possible.

Supervising firms

FCA supervisors work with firms
toimprove their effectivenessin
identifying and mitigating risks to
our objectives. Ensuring that firms
understand and meet our standards
and specificrulesis also a priority.

Supervisors take a forward-looking
approach, seeking to mitigate
conduct risks before they become
significant sources of customer
detriment or marketimpact. The
FCAisalsothelargest prudential
regulatorin Europe by numbers,
employing arisk-based approach
to assessingand supervising firms'
financial soundness.

Supervision engagement with firms
and key individuals within them takes
the following four principal forms:



First, proactive supervision of firms
to assess and provide feedback

to firms on their mitigation of
specificrisks and abroadrange

of foundational factors. These
include the suitability of their
leadership teams, business models,
governance, systems and controls,
remuneration, incentives, tone
from the top, risk management
capabilities and quantitative analyses
of their financial resources.

Second, investigation of crystallised
risks to ensure firms take action
topreventrecurrence andto
provide the FCA withinformation to
enable us to make decisions about
enforcement action and consumer
redress schemes as necessary.

Third, work to sample and assess
industry practices and compliance
and provide broad-based feedback
to the sectorinareas of highrisk.

Fourth, formal determination of
regulatory transactions, for example
the authorisation of firms offering
regulated activities.

We supervise approximately 56,000
firms onabroad array of topics. Our
supervision strategy is designed
toidentify potential conduct or
prudentialissues before they
become significant and to prioritise
our engagement with specific
firms based on analysis of the risks
that they present to consumers,
competition and market integrity.
ltdraws on:

 the strategic Sector Views
ofrisk trends

« intelligence gathered from avariety
of sourcesincluding consumer
andfirminteractions with the
contact centre, other parts ofthe
FCA, the Financial Ombudsman
Service, otherregulators, and
industry sources

« analysis ofindustry and firm data.
Supervision uses a consistent

supervision model tailored to the
risks presented by each firm:
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+ Foreachfixed-portfoliofirm,
we deploy adedicated team of
supervisors. The leader of the
supervisionteamis accountable for
alltherelevantrisks of the firmand
is responsible for commissioning
relevant specialistsin sectors and
functions as needed.

« Forflexible-portfolio firms, we
adapt our deployment of resources
inresponse to therisks presented
by the firms. Teams of supervisors
are accountable forallthe relevant
risks of portfolios of similar firms.
Theteams use business model
analysis andintelligence toidentify
emergingrisks and high-risk outliers
to prioritise proactive, reactive and
sector-wide work.

Our supervision work

There are three aspectsto our
supervision:

« Pillar 1-Ongoingproactive
supervision of the firms that
present mostrisk to our objectives.

¢ Pillar2-Event-driven, reactive
supervision of actual oremerging

risks.

¢ Pillar 3— Thematicworkthat

focuses onrisks andissues affecting
anumber of firms across the market.

Where necessary, we look closely
atfirms'business models to assess
whether they are sound and robust.
We focus onthe most significant
issues and seek to ensure that firms
identify and tackle the root causes
of problems.

We focus attention onthe most
significant drivers of behaviours,
including senior management
accountability and remuneration,
and on firmsimproving their
standards of conductat alllevels.
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Where we believe firms'
behaviour may pose

a significantrisk to
consumers or the
market, we work

with them toraise

their standards.

'/
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Helping smaller firms comply

Our ‘Live & Local’ programme continues in 2017/18, spending time in each of
the UK's 12 regions, running roundtables, surgeries and sessions on culture
and governance. The programme takes our expertise directly to firms, helping
them comply with their obligations, discuss ways to improve governance and

troubleshoot. We work in partnership with local firms and advisers,
basing the programme on the key risks we have identified in

these firms’ sectors. We see around 500 delegates in each

region, providing information and feeding back ‘on the ground’
issues to different parts of the FCA. In 2017/18 our senior
management and senior industry figures will continue to

attend and support the programme, giving smaller firms the
opportunity to have discussions with them.

We produce the monthly ‘Regulation round-up’ e-bulletin
to keep all firms up to date with the latest FCA policy and

regulatory developments.

We set the standards by which
financial services firms operate.
However, itis for firms' boards

to ensure they meetthem; we
cannot be a substitute for firms'
governance. The SM&CR supports
firms' development of a culture of
responsibility toidentify the harm
developing from their behaviour and
take stepstoaddress therisk. We
needtobe confident that, if problems
do occur, firms willdo the right thing
fortheir customers and markets.

When we find poor practice we use
our supervisory and enforcement
tools to mitigaterisks, deter others
and getredress for consumers
where necessary.

Our supervisory and enforcement
frameworkincludes finding ways
toreduce the volume of financial
crime and money laundering,
while ensuring that regulationis
proportionate and effective.

We also place great emphasis on
preventing and tackling scams and
onensuringthatfirms’'systems are
resilientagainst cyber-attacks.

We also undertake ongoing
systematic supervision of firms for
prudential, CASS (Client Assets)

and financial crime purposes. Some
flexible-portfolio firms willbe part of
these systematic programmes.

We have also launched a programme
to deliverimprovements to our
supervision model and make us
more efficient and effective. The
programme willenable us to improve
riskidentification and delivery of risk
management plans for firms and
sectors, and more efficiently deploy
ourresources.

Our prudential responsibilities

The PRA s the prudential regulator
of the most systemically important
financial firms—around 1,700
deposit takers, insurers and

investment firms. We are responsible
for the prudential regulation of all
authorised firms not prudentially
regulated by the PRA; around 18,000
firms**thatinclude asset managers,
investment firms, platforms and
infrastructure providers.

As with our supervision of conduct,
our prudential supervision goes
beyond a quantitative analysis

of firms' financial resources.

We consider firms' systems and
controls, governance arrangements
andrisk management capabilities
and how theselinktothe firm's
conduct.

The aim of our prudential approach
is to minimise harm to consumers,
wholesale market participants

and market stability when firms
experience financial stress or fail.
Our starting principle is that firms of
all sizes should be allowed to fail, but
inanorderly way.

44 The PRAis the prudential regulator of banks, building societies, credit unions, insurers and designated investment firms, and is part of the
Bank of England. We have a defined prudential regime for c. 18,000 firms. This figure does not include the larger population of consumer credit firms
that are subject to high-level prudential resource requirements, EEA Service Companies that we only regulate for conductissues, and Small Payment
Institutes, which are not subject to capital requirements.
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Forthe, usually smaller, firms that
pose lessrisk to our objectives, we
take amorereactive approach.

These prudential responsibilities

help ensure we meet our statutory
objective to protect and enhance
theintegrity of the UK's financial
system. Giventhe directlinks between
conductand prudentialrisk, our
prudential approach also helps ensure
relevant protection for consumers.

Enforcement

Our Enforcement division supports
our objectives by makingit clear
there are real and meaningful
conseqguences for firms and

individuals who don't follow the rules.

Our approach to using our powers
focuses ondeterrence. Both specific
deterrence (deterring the person
from offending again) and general
deterrence (deterring others from
offending) are important aims of
enforcement. However, we also
have other necessary aims. FCA
investigations help engender public
confidence inthe financial system
and markets that wrongdoingis
properly identified and dealt with,
and our public sanctions underline
the value and legitimacy of the

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

1
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Our Enforcement division works
closely with our Authorisation,
Supervision, and Strategy and
Competitiondivisions, as well

as otherregulatorsandlaw
enforcement, both domestically
andinternationally. This means
we canidentify and act early when
enforcement actionis necessary.

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

We can take action such as:
« withdrawing a firm's authorisation

« prohibitingindividuals from
operatingin financial services or
fromundertaking specific activities

+ suspending firms andindividuals
fromundertaking activities

« censuring firms andindividuals
through public statements

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

+ applyingtothe courtsforinjunctions
andrestitution orders

 bringing criminal prosecutions to
tackle crimes such asinsider dealing
and firms undertakingregulated
activities without authorisation

Promoting competitionin both the

wholesale and retail markets in the interests

of consumers is a statutory objectiveanda

vital part of our overarching objective to make

markets function well.

'/
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Developing policy

We use our policy-making powers to
promote and deliver robust, practical
rules and frameworks that support
our objectives. This applies both to
policy that we initiate and to our work
with external policy developments
and legislation. When developing
policy, we clearly set out what we
expect fromregulatedindividuals
and other market participants with
the aim of changing behaviour

in financial markets. We consult
widely and publicly with the industry,
consumers and otherrelevant
groups onour rules and guidance
before we finalise them. We use
evidence and analysis to assess the
costs and benefits of both our, and
others', proposals to ensure they
supportour statutory objectives,
general duties andregulatory
principles. We also consider the
impact andimplications of rule
changes onthe wide range of
different organisations and activities
we regulate. As part of the broader
rollout of the Enterprise Act, we
conductimpactassessments to
understand the cost andimpact
onindustry onawide range of our
interventions.

We play a key role ininfluencing

and thenimplementing domestic
and European legislation and
international policy. Many of the
rules and standards that we apply
continue to come from European
andinternational work, and we

are planning for the impact of the
UK's future exit from the European
Union. Through active engagement
with awide range of European and
global bodies, we help to shape
policy debates, share our regulatory
experience and perspective,

review how agreed standards are
implemented and help identify and
mitigate new and emergingissues.
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While our work directly
protects millions of UK
consumers, consumers
also need to know

how they can help and
protect themselves.

'/ 4

45 Also referred to as ‘copy-out'
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Our policy principles

Our policy work is guided by the
following principles:

« prioritisingand targeting our policy
activities where they can make the
most difference

« only making or supporting new rules
and guidance if we believe this will
be an effective and proportionate
solutionto the relevant problem

« reviewingrules, and encouraging
othersto dothe same, where we
believe they nolonger achieve
therightaims

- aligningourinitiatives and strategy
with the European andinternational
agendas andtimetables

Our general approachto
implementing EU legislationis
usually to intelligently adopt word
forword transposition*® of agreed
requirementsinto our Handbook,
andonly to go beyond whatis
required if we consider thisis
proportionate. When we do this,

itis usually to maintain existin
standards of consumer protection
or to minimise possible competitive
distortions, and we always undertake
public consultation and cost-benefit
analyses. Our policy work will be
affected by the UK's departure from
the EU. We have a dedicated team
planning for thatimpact and to
ensure that we modify our approach
to EU legislation once the broader
approach to EU legislation within the
UKis clearer.

In the Mission we have committed
to being clearer with firms about
the decisions that we take and the
expectations that they have of

us. We have said we will review our
Handbook to ensure it remains fit for
purpose and that our rules are clear.
Thefirst step of this review will be to
ensure that any changes needed for
the UK leaving the European Union
are made.

After this, we will seek further input
onareas of the Handbook that would
benefit from clarification.

Understanding consumers

Ourunderstanding of consumers'
needs, experiences and behaviour
when dealing with financial services
is a major help when we decide how
toidentify risks, prioritise our actions
and design ourinterventions.

To help build our insightinto
consumers we use a variety of
tools, including:

+ Asegmentationmodelcalled
Consumer Spotlight: It recognises
that notallconsumers are exposed
to allouridentifiedrisks. Nor are all
consumers equally affected by any
particular risk. Consumer Spotlight
gives us better understanding of
which consumers are most at risk
from specific products, services or
practices.

« Financial Lives (formerly Consumer
Insight) Annual Survey: We run
extensive consumer surveys every
year with all types of consumers
and across retail financial markets
to give usinsightinto changes and
trends inthe way that firms and
consumersinteract.

« Marketresearch: Aswellas the
Annual Survey programme, we
also carry out one-off qualitative
and quantitative marketresearch
to support our frontline work,
particularlyin policy, supervision and
competition. We use insights from
behaviouraleconomics, together
with more traditional analysis of
competition and market failures,
tohelp us betterassess problems
infinancial markets, choose more
appropriate remedies and deliver
more effective regulation.



« Consumer Network: We operate a
wide network with organisations,
including charities that represent
the needs of particular consumer
groups. Thisnetwork provides arich
source of information about the
needs, experiences and behaviours
of consumers across the markets.

« Experimentalandanalytical
research: Where appropriate,
we test consumer-focused
interventions experimentally.
We also analyse consumer
behaviour usingrigorous statistical
methods. This helps us develop
sound evidence on what works
andwhat doesn'tto supportour
policymaking.

» Publications: We publish papers
onconsumerissues, suchasour
Occasional Paper on Vulnerability.
These papers show thought
leadership and many also provide
practicalhelp andresources for
firms and others. The Vulnerability
paper, forinstance, gave examples
of good practice and suggestions
onhow firms can develop and
implement a vulnerability strategy.

Raising consumer awareness

While our work directly protects
millions of UK consumers, consumers
also needto know how they can help
and protectthemselves. They need
theinformation to ensure theydo

not fall victim to scams, checkifa
company s legitimate, understand
theirrights, know how to complain
andwho to complain to.

We have an ongoing programme of
work with firms to support greater
transparency and better disclosure
ofinformation to consumers across
many different sectors. We also
work closely with consumer groups
toraise consumer awareness. We
give consumers this information

via our website, contact centre and
communications campaigns. Since
2014, we have run our ScamSmart
campaign, partly funded by funds
recovered from the proceeds of
crime to proactively give consumers
the information they need to spot
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and avoid ascam. So far, over
450,000 consumers have visited our
ScamSmartwebpages and more than
45,000 checked aninvestment onour
Warning List.

Financial stability —working
with the Financial Policy
Committee

The Financial Policy Committee (FPC)
is the UK's main body for analysing
financial stability andis the mainlens
through which we view systemic
risk. As part of ourrole to protect
and enhance theintegrity of the UK
financial system, we closely monitor
financial stability risks, including the
soundness, stability, and resilience
of financial markets. Our Chief
Executiveisamember of the FPC
and we work closely with the Bank

of England on areas of interest to
the FPC such as market liquidity and
housingissues.

Shaping thinkingon
financial services

We are a significant and influential
voice amonginternational regulatory
bodies, working to ensure effective
cross-border cooperation and
consistency. Many countries see our
initiatives asindustry-leading, bothin
terms of developing new approaches
tofinancialregulation suchas
Project Innovate, and our Consumer
Spotlight work, and in the way we
work with our stakeholders to shape
policy andimplementregulation.

We have already signed cooperation
agreements to foster collaboration
in promoting financialinnovation
with anumber of other authorities,
including the Australian Securities
and Investments Commission, the
Financial Services Commission of
the Republic of Korea, the Monetary
Authority of Singapore, The People's
Bank of China, the Hong Kong
Monetary Authority and the Ontario
Securities Commission. We will build
and expand our relationships with
regulators in otherjurisdictions
in2017/18.
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We work closely with firms and other
stakeholders on changesto policy,
amending rules and implementing
new legislation. We use Consultation,
Discussion and Occasional papers
to get stakeholders' views and find
out more about their experiences to
help us deliver change in the most
efficient and effective way possible.

450,000

consumers have
visited our
ScamSmart
webpages.
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This section provides details on our operational activities,

including our finances.

Ourbudget

Ourannual budget reflects the cost
of theresources we need to carry out
ourworkin 2017/18.

Thekey elements of ourbudget are:

« Thecostofourcoreoperating
activities (our Ongoing Regulatory
Activity or ORA), the largest element
of whichis our people.

« Thetotalamountwe charge the
industry to fund our plans (our
Annual Funding Requirement).

« Capitalexpenditure for developing
of ourinformation systems and
new regulatory and operational
requirements.

Table 2: Operating costs

2016/17 2017/18

Operating costs (ORA) £fm £fm
Staff costs 316.8 324.2
IS costs 93.4 86.5
Depreciation 39.3 39.5
Accommodation and 31.5 32.2

office services

Enforcement case costs 8.3 8.6
Professional fees 16.2 40.6
Training, recruitment, 127 140
travel

Printing and publications 9.8 10.1
and other

Sundry income (25.2) (47.7)
Total ORA 502.9 508.0

Note: 2016/17 restated to reallocate project contingencies from IS costs

to printing, publications and other consistency in prior year comparators.
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Table 3: Annual Funding Requirement (AFR)

Annual Funding Requirement (AFR)
ORA budget

Recovery of scope change activities
EU withdrawal

Total AFR

Financial penalty rebate

Fees payable

Annual Funding
Requirement (AFR)

Our AFRfor 2017/18is £526.9m,
anincrease of 1.5% driven by the
£5.1m (1.0%) increase in our ORA
budgetand £2.5m for EU withdrawal.
Our AFRincludes our ORA budget
costs, the costs we need torecover
for changesinscopetothe FCA's
regulated activities (including new
responsibilities) and EU withdrawal.

In2017/18 we willrecover scope
change costs for the Senior
Managers and Certification Regime,
MiFID Iland Consumer Credit.
Consumer Credit firms were not
billed for the full costs of regulation
during the setup and transition
period, and the outstanding deficit
will continue to be recovered over
tenyearsat £6.2m perannum.

We will also recover incremental
costsin 2017/18 for EU withdrawal
outside of our ORA budget
comprising our EU planning &
coordination hub and general
counsel activity. As we gain more
certainty over the process we will
review the needto recover these
incremental costsin future years.
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2017/18
£m

2016/17

£m
502.9 508.0
16.4 16.4
0.0 2.5
519.3 526.9
(48.7) (51.6)
470.6 475.3

Capital expenditure

Our capital expenditure budget
reflects the ongoing delivery of

IT systems andinfrastructure
developmentandrefresh as well
asimplementing the necessary IT
change driven by legislation such as
the Markets in Financial Instruments
Directive Il (MiFID I).

Table 4: Capital expenditure

Capital expenditure

IT systems development &
infrastructure

Property, plant and equipment
Total capital excluding TIQ
Stratford property

Total capital

B
51

1.0%

0.0 =
2.5

7.6 1.5%

(2.9) 6.0%

4.7 1.0%

In2018/19 our leases for our Canary
Wharf properties come toanendand
the FCAhas signed an Agreement
for Lease for 20 years to move

to Stratford. We willincur fit-out
coststo get the building ready for
occupation. The currentintention

is that they will be funded by external
financing, the costs of which will
berecovered againsttherent free
period.

2016/17 2017/18
fm fm
39.4 41.6
1.0 1.0
40.4 42.6
25.0 60.0
65.4 102.6



Applying financial penalties

We must pay to the Treasury all
financial penalties that we receive,
less certain enforcement costs.

Theseretained penalties are used
toreduce our fees for firms, apart
from the fees of the penalty payer
themselves. We estimate the
financial penalty rebate to be
£51.6min 2017/18.

Impact on our fee payers

Every year we consult with our fee
payers onthe feeratestorecover
our Annual Funding Requirement
(AFR) for the forthcoming financial
year. We do this via our fees rates
consultation paper published

in April 2017.

Our consultation paper explains how
the movementin our AFR has been
allocated across fee blocks, as well as
any changes being made to the fee
blocks. Among other things, it also
explains any proposed change to the
minimum fees and provides details of
the financial penalty scheme and our
estimated financial penalty rebates
for2017/18. The chart on this page
reflects how we will be funded by
industry sector as represented by
groupings of fee blocks, as proposed
inour April 2017 consultation paper.
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Fees allocation percentage by
industry sector

Investment (inc CASS), mortgage &
general insurance intermediaries

Accepting deposits, mortgage &
principal position taking

Insurance providers

Fund managers & operators of
schemes

Consumer credit

Other

Transition to Stratford

We are moving our offices to the
Queen Elizabeth Olympic Parkin
Stratfordin 2018. We planto take
possession of our new building on

1 April 2018 and move from our
Canary Wharf Offices between May
and August 2018. Our new office
willaccommodate all FCA London
employees.

The FCAwillincur c. £90m of

Capital Expenditure, primarily for
FCA specific construction, fit-

out and furniture costs. This will
predominantly be funded through
therent free period negotiated as
part of the new lease agreement.
The currentintentionis that costs for
the move and dual running expenses
over the move period will be funded
through ORA reserves.
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The new building willincur a
significantly lower rent than we could
getifweremainedin Canary Wharf,
giventhe end of the current 20-year
lease. It willalso provide efficiencies,
particularly in energy use and
maintenance.

We will have a strong focus on
preparatoryworkin 2017/18 to
ensure that the move hasllittle orno
impact on our regulatory work.

We have a strategy to support
our staffand stakeholders during
this transition, to ensure that we
continue to attractandretain
talented employees, and that all
our stakeholdersfindit as easy to
contactand meet us as before.

Inthelongterm, we have forecast
that we will make significant cost-
savings due to lower running costs.

Payment Systems regulator

The Payment Systems Regulator
(PSR)is a separate legal entity based
atthe FCA, withits ownboard and
statutory objectives. Details of its
funding canbe foundinthe PSR's
Annual Plan.

Value for money

Qur overarching Value for Money
(VFM) strategy is to maximise the
impact of delivering our statutory
objectives and desired outcomes,
while minimising costs. Our drive to
deliver year-on-yearimprovements
in effectiveness, efficiency and
economy is an ongoing project.

VFM criteria are being embedded
in our decision-making process
atalllevels. This, together with
reviews of ourinternal processes,
benchmarking, and ensuring
flexibility in our workforce, will drive
further efficiencies.
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We strengthened our focus
onembedding VFMinto our

culture through a number of
measures, including a training and
communications programme, and
we work closely with otherregulators
to share expertise, best practice and
resources where possible.

We will continue to develop a
constructive relationship with the
National Audit Office (NAQO) to
address recommendations coming
fromitsreviews ofthe FCA. As

the NAO observes, our strategic
approachis evolvingand we willbe
usingthe NAO's recommendations
tobuild on our current VFM strategy.

Our people

Ourwork and decisions affect the
lives of millions of people whorely
on UK markets every day. Itis vital
that our peoplereflect the society
we serve so that we can bring
diverse attitudes and opinions to our
judgments and decision making. We
are building a diverse andinclusive
place to work becauseitisright,
because we want our people tobe
confident they canbe themselves
at work and because this diversity
makes us a more effective regulator.

We know we still have more work
todoto achieve this. To firmly
demonstrate our commitment to
diversity andinclusion, we have
setatargetfor 45% of our senior
leadership team toidentify as female
by 2020, and 50% by 2025. We have
also setatarget for 8% of our senior
leadership toidentify as Black or
Minority Ethnic (BAME) by 2020, and
13% by 2025.

As well as building a diverse

workforce with a broad range of skills,

we also want to develop our people
to their fullest potential and keep our
besttalent.

Inadditionto arolling programme

of events to keep staffinformed of
economic and market
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developments, we will start the
fourth cohort of our MScin Financial
Regulation with Henley Business
School. We will continue with our
successful secondment programme
with a wider range of regulated firms
and consumer organisations. We will
also strengthen our management
framework through the Future

and Advanced Management
Programmes, investingin our future
leadership and helping balance our
people's technical expertise with
the best people and operational
management skills.

Reporting on our achievements

The mainway in which we report
onour performance is through our
Annual Report. To make our work
more transparent throughout the
year we also publish a quarterly data
bulletin, which provides information
about what we do and the markets
we regulate.

Inthe Annual Reportwe reporton
arange of performance factors
prescribed by FSMA, and self-
imposed ones, such as the delivery
of our Business Plan commitments,
outcome measurement, operational
effectiveness and efficiency, value
formoney and the key work we

have delivered. For 2016/17 we will
be reporting onindicative success
measures on our priority themes for
the first time. Ourintentionis to build
onthis framework over 2017/18 and
ensure that we have credible ways
to measure ourinfluence and the
impact of ourinterventiononthe
various sectorsin financial services.

We include several measures

that analyse the efficiency and
effectiveness of our work. Measures
for our authorisations function
include, for example, how we
determine applications within the
statutory service standards, the
average timeittakesustomakea
decision ondifferent types of cases,
feedback from stakeholders on

our process and quality assurance
results. Examples from other areas

include the redress we obtain

for consumers, how we use our
enforcement powers, the outcomes
of our enforcement activity, the
number of financial penalties we
have levied, the number of fines

and prohibitions and the impact of
specificinterventions.

We also use an outcomes-based
performance framework, which
examines the external markets we
regulate and assesses the impact of
our work on our statutory objectives
indifferent financial sectors.

Achieving our outcomesis an
ongoing task. We will continue to
monitor them to assess whether
progressis beingmade, and where
we need to take further action.

Analysing our performance
against our statutory objectives

We set out our framework for
analysing our performance
against our statutory objectives.
We have a pragmatic approach
to measuringhow we perform
against our statutory objectives
and take into account the way we
use our resources. This means
we use all available research and
analysis, rather than solely relying
ondesigninglarge research
programmes ourselves.

Measuring outcomesis challenging
andregulatory successis hard to
judge, especially as our success

is often achieved by preventing
problems from happening or
worsening, which may not be as
visible. Some of the difficulties we
encounterinclude establishing
cause/effectrelationships, time
lags between our actions and their
impact and our limited control over
issues that are heavily affected by
external factors and the actions

of others. Theseinclude market
conditions, the general economic
state, the work of otherregulators
and the political agenda.



Qur overall framework, its
outcomes, indicators and
performance measures will evolve
over time as we develop our
performance framework further and
identify better measures.

Workingin partnership

We are anintegral part of the UK's
wider financial regulation framework.
Thisinvolves anumber of public
bodies, each with their own duties
and objectives. Theyinclude the
Bank of England, the Payment
Systems Regulator (PSR), the CMA,
the Money Advice Service, the
Pensions Regulator, the Financial
Ombudsman Service, the Financial
Services Compensation Scheme and
the Treasury. We work closely with
these public bodies and others to
advance our objectives.

We have a statutory Memorandum
of Understanding with the PRA
that sets out the responsibilities
for eachregulator. We regularly
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Business Plan 2017/18

monitor performance against this,
and coordinate and cooperate with
the PRA across all relevant activities,
which we actively andjointly oversee.

Asamember of both the UK
Regulators Network and the

UK Competition Network we
engage with broader regulatory
issues and priorities.

During 2017/18 we will continue to
work with the Money Advice Service,
the Treasury and the Department
for Work and Pensions to ensure
that thereisasmooth transition to
the new Single Financial Guidance
Body. The SFGB will bring together
pensions, money guidance and debt
advice inone place, deliveringand
commissioning specific services

to ensure thatas many consumers
as possible receive high-quality,
impartial financial guidance. We

also work with the Serious Fraud
Office, the National Crime Agency,
the City of London Police and other
enforcement agencies to take action
against firms and individuals who
may have committed financial crime.

Chapter9
How we operate

We also work closely with the PSR,
the independent economic regulator
forthe £75 trillion payment systems
industry. The PSR is a subsidiary of
the FCA, which was incorporated

in April 2014 and became fully
operationalin April 2015.

Many new rules we make come
fromthe need toimplement
European policy. The European
Supervisory Authorities (ESAs)
have significant powers to propose
draft rules and make decisions that
have majorimplications for national
supervisors and firms.
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5%

women,
8% black or
minority ethnic.

Qur aim for our

leadership team
by 2020.
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Over 2017/18, we anticipate that
the shape of this work will change as
the detail of the UK departure from
the EU becomes clearer. We have
adedicated team planning for that
impact but our day-to-day activities
are currently largely unchanged.

We work closely with other European
regulators and the ESAs, in particular
the European Securities and Markets
Authority (ESMA), and are influential
in ensuring that we:

« assistinandinfluence policy making

« areproperlyinformedabout
relevantrisk

- avoid duplication of regulatory
activities

FCA statutory panels

We are required to consult on

the impact of our work with

four statutory panels. These

panels represent the interests of
consumers, practitioners, smaller
regulated firms and markets. We also
consult with the Listing Authority
Advisory Panel.

These panels play animportantrole
in both advising and challenging us,
and bring a depth of experience,
supportand expertise inidentifying
risks to the market and consumers.
We consider their views when
developing our policies and when
deciding andimplementing other
regulatory interventions. Each panel
publishesits own annualreport.
The Panels are:

The Consumer Panel

Thisrepresentstheinterests of
consumers, monitors how far we are
fulfilling our statutory objectives to
consumers when developingrules
or policy and provides us with advice
and challenge.

The Practitioner Panel

The panelrepresents theinterests
of practitioners. It provides us with
externalinput fromtheindustryasa
whole.

The Smaller Business
Practitioner Panel

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

The Markets Practitioner Panel

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

The Listing Authority
Advisory Panel

This non-statutory panel advises
the FCA onpolicyissues that affect
issuers of securities, and on policy
regulation proposals from the FCA
listings function.



As well as building a diverse
workforce with a broad range

of skills, we also want to develop
our people to their fullest potential
and keep our best talent.
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Annex 1
Update on ongoing market-based activity

The table belowlists a number of thematic reviews, market studies and other
reviews, with indicative timings for delivery. Some of the work has not been
completely scoped and therefore the delivery date is not known.

Thelistis not exhaustive and we will undertake additional market-based work
throughout the yearin line with the priorities identified in our Business Plan
and as necessary to address emergingissues that arise in the year.

Timing
(complete by)

Pensions and retirement income Project type

The Joint Review of Industry Progress
Against the Independent Project Board (IPB) Thematic Review Q32017/18
recommendations

Retirement outcomes review Review Q12018/19
Fair treatment of with-profits customers Thematic Review Q32018/19
Non-advised drawdown sales Thematic Review Q42017/18
Non-workplace pensions market Review 2018/19
Retail banking Project type Timing
(complete by)
Retail Banking Strategic Review Review 2018/19
PCBS —Customer Understanding of Transactions Thematic Review Q22017/18

Timing

Financial crime Project type (complete by)

Financial Crime review of e-money Thematic Review Q12018/19

General insurance and protection Project type Timing
(complete by)
Pricing Practices Review Q12018/19
Wholesale insurance market study Market study 2018/19
Value in the distribution chain Review Q12018/19
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TR . Timing
Retailinvestments Project type
(complete by)
Assessing suitability of advice follow-up Review Q2 2018/19
Investment platforms market study Market study 2018/19
Follow-up work on Contracts for Difference Review Q12017/18
Unsuitable advice on complex products Review Q42017/18
Outcomes testing on auto-advice Review Q22018/19
Wealth management suitability —follow-up Review Q32017/18
Investment management Project type Timing
9 g e (complete by)
Asset Management market study Market study Q217/18
Mortgages and mutuals Project type Timing
utu
939 8 ypP (complete by)
Maturinginterest-only mortgages Thematic Review Q42017/18
Forbearance for long-term mortgages arrears Thematic Review Q42018/19
Mortgages market study Market study Q417/18
. . Timing
Consumer credit Project type
(complete by)
High-cost credit Call for Input Callforinputs Q42017/2018
Debt management sector review Thematic Review Q42018/19
Motor finance Review 2018/19
Point of Sale Thematic Review Q42018/19
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Annex 2
EU initiatives

Anti-Money Laundering Directive IV (4MLD)

Audit Regulation and Directive

Securities Financing Transactions Regulation

EU Benchmarks Regulation

Marketsin Financial Instruments Directive Il and Regulation (MiFID II/MiFIR)

Payment Services Directive Il (PSD Il)

Insurance Distribution Directive (IDD)

Revised Data Protection Regulation

Regulation on Money Market Funds (MMF)

Securitisation Regulation (CMU package)

Packaged Retail Investment and Insurance Products Regulation (PRIIPS)

Revised Shareholders'Rights Directive

Prospectus Regulation (CMU package)

European Market Infrastructure Regulation (EMIR) Review

Recovery and Resolution of Central Counterparties

Pan-European Venture Capital Funds Proposal (CMU package)

Consumer Credit Directive Review (tbc)

Common Consolidated Corporate Tax Base Proposal (CMU package)

Capital Requirements Directive IV/Regulation (CRD IV/CRR) Review

Business Restructuringand Second Chance (Insolvency Proposals -CMU package)

Bank Structural Reform Regulation

Retail Financial Services Action Plan (CMU package)

Pan-European Personal Pensions (PEPP) framework

Pan-European Framework for Covered Bonds (CMU Package) (tbc)

Capital Markets Union Package (CMU)

- Consultation/drafting Negotiation . Transposition
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Annex 3
FCA organisational chart

Committees of the Board

External Risk & Strategy Committee,
Audit, Remuneration,
Nominations, Oversight, Payment Systems
Regulatory Decisions Committee, Regulator (PSR) is a wholly
Competition Decisions Committee owned subsidiary of the FCA

FCA Board

Corporate Services
Chairman

. General Counsel’s Division
Internal Audit

Chief Executive Officer

Risk & Compliance
Oversight

International

Supervision—
Strategy & Supervision —Retail Investment, Enforcement &
Competition & Authorisations Wholesale & Market Oversight
Specialists

Operations

Executive Committee

98






FINANCIAL
CONDUCT
AUTHORITY

© Financial Conduct Authority 2017

25 The North Colonnade Canary Wharf London E14 5HS
Telephone: +44 (0)20 7066 1000

Website: www.fca.org.uk

All rights reserved





