FINANCIAL
CONDUCT
AUTHORITY

Business Plan
2019/20




Business Plan
2019/20

© Financial Conduct Authority 2019
12 Endeavour Square London E20 1JN
Telephone: +44 (0)20 7066 1000
Website: www.fca.org.uk

Allrights reserved



Business Plan
Contents

1 Chair’'s foreword 2
2 Chief Executive'sintroduction 4
3 Ourrole 6
4 Our priority work for the year ahead 8
5 Cross-sector priorities 11
EU Withdrawal and International engagement 12
Firms' culture and governance 13
Operational resilience 15
Financial crime (fraud & scams) and anti-money laundering (AML) 18
Fair treatment of existing customers 20
Innovation, data and data ethics 22
Demographic change 24
The future of regulation 26
6 Sector priorities 28
Investment management 28
Retaillending 30
Pensions andretirementincome 33
Retailinvestments 36
Retail banking 38
Generalinsurance and protection 40
Wholesale financial markets 43
7 How we operate 47
Annex 1 Update on market-based activity 51

Annex 2 FCA organisational chart 53




S E2B

Financial Conduct Authority | Business Plan 2019/20
Chapter 1| Chair's foreword

Search Q

Chair’s foreword
Charles Randell

Changeis here to stay for all of us: for financial markets and firms, consumers

of financial services and financial regulators. Change brings both risks and
opportunities to the FCA's objectives of protecting consumers, ensuring market
integrity and promoting effective competition.

Technologyis changing the way that

financial firms do business and the way

that consumers engage with their financial
decisions. Technology change brings risks

to the operationalresilience of our financial
system andto the accountability of firms for
the effects of decisions taken by machines.

It also brings risks to consumers who may be
enabled to take decisions too quickly or with
inadequate advice; may be exposedto more
financial scams; or may struggle to participate
in atechnology-driven world. Technology
change also brings risks to regulators, who
may lag behind developments or lack skills
andresources to match the changingrisk
landscape. But technology change can also
bring opportunities forinnovation, lower costs
and greater participation which will benefit
consumers.

The global contextis also changing, as the
United Kingdom leaves the European Union
and we adapt to shiftsin global power and
growth. These changes can bringrisks to

UK markets and consumers if they become
exposedto gapsin globalregulation, if the
changes lead toreduced competitionin the
UK oriftheyresultinless effective cross-
border coordination betweenregulators.
Changesinthe global context may also provide

opportunities to make UK regulation smarter,
focusingmore onthe outcomes we want to
achieve.

And public expectations are changing, reflecting
fears of greater uncertainty in employment
andretirement. Our stakeholders expectusto
provide more protection to consumers as they
confront this changing world. Increasing our
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Changes in the global context may
also provide opportunities to make
UKregulation smarter, focusing more
on the outcomes we want to achieve

'/
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The future will bring aneed to be smarter,

focusing more on the outcomes we seek
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use of technology and our understanding of the
way that consumers make decisions may bring
opportunities for us to deliver that protection
more effectively.

This Business Planreflects these far-reaching
changesin our world.

We willwork on arange of topics relating to
technology change. These include addressing
the risks of harm that could result from
insufficient operational resilience in firms and
inadequately controlled outsourcing. We will
also examine the ways firms are using data and
assess theimpact of this use on consumers'
interests. At the same time, we will continue
to support firms' ability to enter the market
and provide beneficial competition with
innovative new products and services, through
our Innovate programme. We will also look at
ways to reduce the regulatory burden on firms
by further work on the use of technologyin
regulation—RegTech.

We will address the risks of the changing
global context by continued work on our EU
Withdrawal programme and by redoubling our
internationalengagement to ensure that the
UK continues toinfluence global standards of
conduct regulation.

We will seek to deliver protection for
consumers through a continued focus on

the culture and governance of the firms we
regulate, effective action to reduce financial
crime and scams, and prioritising the most
serious consumer harms from the activities we
regulate, includingin the high-cost creditand
retirement savings markets. And of course,
when things gowrong, itisimportant that we
carefully consider what happened andlearn
lessons for the future. Thatis why, as agreed
by the Board, this year will see anindependent
investigationinto the issues raised by the
failure of London Capital & Finance.

These changesintechnology, the global
context and public expectations make it
important for us to step back and consider
what the future of regulation shouldlook like.
We want it to be a future of high standards,
but this does not mean a high output of new
regulations. The future willbringaneedto
be smarter, focusing more on the outcomes
we seek, making greater use of technology,
improving our business processes and
streamlining our Handbook. The worldis
changing and so must we.

Search Q
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Chief Executive's
introduction
Andrew Bailey

We have a strategic objective to ensure that financial markets work well. We serve
the publicinterest by improving how markets and firms operate in order to benefit
those who use financial services: consumers, business and the real economy.

We regulate a wide variety of financial services markets, and have a wide range of
powers and tools available. We make difficult choices to prioritise our activities,
ready to reduce harm. This Business Plan sets out the choices we have made for
2019/20; it sets out our priorities and how we will deliver them.

Firms, consumers and markets have already
weathered a considerable period of Brexit-
related uncertainty. Against this backdrop,

our focusis on ensuring Brexitisimplemented
inaway that delivers on our objectives —
ensuring we maintain market integrity, protect
consumers and make competition work well.
These are the bedrock of what distinguishes
the UK's markets. While Brexit willno doubt
continue to place considerable demands on us
andon firms, our approach will always focus on
delivering our statutory objectives.

Managing change in a global market

We have provided aroute for EEA firms
currently operatingin the UK to continue to

do sothrough the Temporary Permissions
Regime. Inthe subsequent formal applications
process for fullauthorisation, we will balance
the need to minimise the burden on firms
moving to a new regulatory regime while
maintaining all existing protections for our
objectives.

LIBOR will cease to be supported by the end

of 2021 and we will continue to work with the
UK authorities, firms and market-led Working
Group on Sterling Risk-Free Reference Rates to
continue transition to the new risk-free rates.

We will also continue to examine how firms are
implementing MiFID Il and bringing in the new
EU Prospectus Regulation from July 2019.

Accountability and culture

We have focused onindividual accountability
and cultural change inrecent years, including
the creation of the Senior Managers and
Certification Regime (SM&CR) for banks and
insurers. Inthe year ahead, we will extend

the SM&CR to all firms we regulate. But
fundamental change in conduct cannot be
delivered solely by rule changes. Those who
work in financial services must embrace the
principles of responsibility and accountability
as wellas the process. Our principles and
rules help to shape culture andrepresent a
minimum standard for the behavior of financial
services staff. We are interested in promoting
healthy cultures where the driving purpose
leads people to take personal responsibility
for consumer and market outcomes, todo the
right thing competently and to speak up and
tolistento others. We want firms to have the
leadership capability to create and maintain
healthy cultures. We believe that a healthy
cultureis good for business as well as for
consumers and for markets as a whole.
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Protecting consumers...

To ensure they choose the products and
services that meet their needs, consumers
needto access therightinformation at the
righttime. They also need the level of choice
that effective competition delivers. Protecting
consumers fromharmis at the core of our work.

This Business Plan explains why and how we will
take forward the next stage of our consumer
protectioninitiatives. We will be looking at how
firms charge for home and motorinsurance, to
tackle the fact thatlongstanding customers
pay much higher prices than new customers.
We also see similar characteristics in the

cash savings market, where those who shop
around often get much better rates thanloyal
customers. We will consider what action will
best address this and publish our proposals.

...particularly the vulnerable

Itistoo oftenvulnerable consumers who suffer
disproportionately from business models
whose profitability relies on charges that are
too high. Sowe prioritise the needs of this
group of consumers. We have, for example,
already proposed important changes to
overdraft charges and will publish our final
recommendations later this year.

Arelatively recent group of the potentially
vulnerable are those newly able to access their
defined contribution pensions, who may be
especially susceptible to unscrupulous orill-
advisedinvestments. As well as our campaigns
toraise awareness among this group, we will
prioritise our supervision of both defined
benefit to defined contribution transfer advice
and advice on high-riskinvestments.

Concluding the aftermath of PPI
mis-selling

The harm from business models which do

not prioritise consumers' needs was clearly
seeninthe scale of the mis-selling of Payment
Protection Insurance andits aftermath. We
will conclude our 2-year campaign to raise
awareness of the 29 August deadline for
making PPl claims, with a final burst of activity
startinginearly summer.

'/ 4

Protecting consumers from harm s at the
core of our work

7

Since the start of our campaign, we have been
encouraged by theincrease in consumers who
are making claims themselves. A significant
part of claims management companies' work
inrecentyears has been on PPl claims and we
have previously highlighted concerns about
some parts of thisindustry. We took over the
regulation of these firms on 1 Apriland willbe
assessing how the industry evolves following
the PPl claims deadline.

Looking ahead

Financial services and consumer needs

are evolvingrapidly. We have committed to
ensuring that ourregulation keeps pace. This
Business Plan pinpoints the steps we are taking
to ensure the way we regulate maximises

our effectiveness while minimising the costs
tofirmsand, ultimately, consumers. We are
committed to ensuring both the strategic
direction of financial regulation and our
operationalresponse delivers a more dynamic,
agile and efficient environment for UK
consumers and firms.

The FCA has played a prominent role in shaping
financial regulation internationally, as well

as responding with evidence and action to
changes athome. That work now takes on
heightenedimportance. We will continue to
work closely with overseas regulators and
international organisations to shape regulation
forthe future of anincreasingly interconnected
world. The next few years are likely to prove
challenging. By ensuring our priorities are

clear andthat we canrespond flexibly to these
challenges, we will continue to deliverin the
publicinterest for all our stakeholders.
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Our objectives, set by Parliament, Our day-to-day activities:
i e Much of our activity concerns
SIS, MR Wearetneconduc
' senior management. We regulator for over

that public interest for the benefit of
individuals, businesses and the UK
economy. We have a single strategic
objective under the Financial Services
and Markets Act 2000 (FSMA) —to
ensure the markets we regulate
function well. We also have three
operational objectives under FSMA to:

« secure anappropriate degree of protection for
consumers

« protectandenhance theintegrity of the UK
financial system

« promote effective competitionintheinterest
of consumers

We are the conductregulator for
approximately 59,000 financial services firms
inthe UKand 152,000 approved persons.

We are also the prudential supervisor for
approximately 48,000 of these firms.

'/ 4

In 2019/20, we will continue
toimprove our approach to
authorisation

7I”

authorise firms and approve
individuals, supervise firms
and take enforcement action
against firms and individuals.
This firm-focused work aims
to proactively stop harm from

59,000

financial services firms

occurring or minimise harm inthe UK
when things do go wrong.
These activities occur across all and

firms and sectors we regulate,
and take up the majority of
ourresource. In2019/20, we
will continue to improve our
approach to authorisation
whichincludes enhancing the
new 'Track My Application’
function, and the accessibility
and security of the Financial
Services Register. We have
published a series of documents that explain
our approach to regulationin more depth.

152,000

approved persons

The boundary of what we regulate and

what we don’t: This boundary is known

as our 'regulatory perimeter’. Our priority

is how regulated activities are conducted

in accordance with our mandate set by
Parliament. As well as regulated activities,
many authorised firms also carry out activities
that are outside our regulatory perimeter

but which have animpact on our objectives.
As part of our commitmentto the Treasury
Committee, we will publish an Annual
Perimeter Statement. Thefirst, duetobe
published as part of our Annual Report laterin
2019, will highlight issues we have identified
thatinvolve our regulatory perimeter —for
example, any potential gaps in protection that
have or could affect our ability to fulfil our
objectives.

Our prudentialrole

We are also the prudential supervisor for
approximately 48,000 firms. Approximately
18,000 of these firms must meet specific
standards describedin our Handbook,
including minimum financial resource
requirements. The remaining 30,000 firms
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| must still ensure they have adequate resources
tomeet our principles for business and/or our
threshold conditions.

We do not try to prevent the financial failure

of firms. However, disorderly failure can

cause harm and we seek to prevent this

by understanding firms' financial risks and
requiring client assets to be protected. Orderly
firm failure is a sign of a market functioning well
and does not harm consumers, markets or the
UKeconomy.

Measuring our performance

Our Mission confirmed our three-tier framework for performance reporting. Measuring
performance across these three areas helps us to learn from the success and challenges of our
interventions, using those lessons to focus future work where we add most public value.

These cover:

Tier 1:
Operational efficiency of our internal processes

We use the VFM (value for money) framework of economy, efficiency and effectiveness to
consider our own operational efficiency.

Tier 2:
The impact of our interventions

We measure the impact of our specificinterventions, to understand if we have reduced
harm asintended and to ensure we learn lessons from experience.

Tier 3:
Outcomesin the sectors we regulate

We also consider outcomes in financial sectors as a whole, to identify how the markets are
performing and to guide our strategic approach. These conclusions are set outin our Sector
Views and Annual Report. The 'outcome indicators' do not provide a complete evaluation for how
effective our work has been, nor do they set targets. Instead they tell us about the direction of
travel for key harms and whether they are increasing or decreasing.

In this Business Plan, we set out outcome measures against both Tiers 2 and 3 of this
performance framework. We will report against these measures in our Annual Report.
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Our priority work for the year ahead

Our Business Plan sets out our main
areas of focus for 2019/20. We describe
the work which we have planned to
deliver. This may change during the
course of the year as we respond to
events, either adding new priorities

or deferring projects. We will be
transparent about where we make
changes to the Business Plan.

We prioritise and analyse issues by splitting
the financial services industryinto seven
specific sectors. In January 2019, we published
asummary of our Sector Views which outlines
theissues and potentialharmin these sectors.

This Business Plan sets out our response to
theissues we have identified, covering our
supervisory priorities as well as market studies
and policy work we undertake. This enables
industry and consumers to understand the
entirety of our work in their sector and what
they can expectfromusinthe comingyear.

We alsoidentify eight cross-sector priorities
where our work willimpact on multiple sectors
inthe comingyear. Theseissues are complex
and likely to be priorities across multiple
Business Plans.

The table below outlines our specific activities
for2019/20.

Cross-sector priorities:

e

Current priorities

#

Firms' culture and governance

Financial crime (fraud,

fm

Operational resilience

Supporting a smooth
transition post-Brexit

Supporting culture

financial services
Strengthening our

International engagement with

fellow regulatory bodies in culture

Assessingimpact of EU
Withdrawal on the industry and
consumers

practices

Regime to all firms

Directory

transformation within

Exploring the role of '‘purpose’

Appraisal of remuneration

Extending the Senior
Managers and Certification

Implementation of the

scams) & AML

Policy proposals on Improving tackling money
Operational Resilience

and data
Setting clear expectations

on outsourcing to third party

service providers tackling economic crime

Reviewing approaches to

change management types of fraud in key sectors

Continued use of ethical
hacking to test firms bodies’ AML supervision

Supervisory multi-firm work on GCgIOIEEAS
cyber-attacks Further work on tackling

N ) scams
Communications with smaller

firms to increase awareness of
cyber-attacks

laundering throughintelligence

Strengthening partnerships on

Deepen our understanding of

Raise standards of professional
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Cross-sector priorities:

Fair treatment of existing

Innovation, data and

customers

Investigating the pricing
practices within motor and
home insurance

Ensuring fairness in pricing and
product value

Set out proposals on tackling
price discrimination in the cash
savings market

Finalising proposals to improve
choicesin the mortgage
market

Sector priorities:

data ethics
Assessing Open Finance

Building understanding of Data
Ethics within financial services

Publishing proposals on
regulation of cryptoassets

Encouraginginnovation in
global financial markets

Encourage the development
of RegTechin data exchange,
tackling AML and financial
crimes and helping vulnerable
consumers

@
r

Demographic change

Shaping the debate on
Intergenerational differences

Commencing the second
phase of Financial Lives survey

Consulting with firms on the
identification and treatment of
vulnerable consumers

@

The future of regulation

Engage with stakeholders
as we consider the future of
regulation

Updating our rulebook in light
of onshored requirements

Reviewing costs and benefits
of regulation for small firms

Publishing our first annual
statement on perimeter issues

(o}
L

Investment management

-

Retail lending

Implement new requirements
for asset managers

Further focus on stewardship

Consultation on a prudential
regime for MiFiD investment
firms

Recommendation on revised
rules and guidance on liquidity
management

Further assessment of
Packaged Retail and Insurance
-based Investment Products
(PRIIPS)

Final proposals to reform
overdraft market

Diagnostic work on high cost-
credit products

Support initiatives on
substitutes for high cost credit

Research on Business Model
drivers of unaffordable lending

Launch of a Credit Information
Market Study

Establish regulation of Claims
Management Companies

Conclusion of work onthe
retained Consumer Credit Act
Provisions

Pensions and retirement

=

Retail investments

income

Addressing the remedies from
Retirement Outcomes Review

Assessing competitionin non-
workplace pensions market

Maintaining action on
improving defined benefit
transfers

Further focus on the joint
priority work with The
Pensions Regulator (TPR)

Proposals on Independent
Governance Committees
(IGCs) effectiveness

Working with partners on the
pensions dashboard

Further review of advice
suitability

Analysing the impact of the
Retail Distribution Review
(RDR) and Financial Advice
Market Review (FAMR)

Implementing the remedies in
Investment Platforms Market
Study

Peer to Peer (P2P) consultation
follow up

Rules on Contracts for
Difference (CFDs) for retail
investments
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Sector priorities:

m

Retail banking

Implementing the Payments
Sector Strategy

Following up on findings from
the Strategic Review of Retail
Banking business models

Ensuring the new Payment
Services Directive (PSD2) and
Open banking are introduced
securely

Promoting the PPl 29 August
deadline and supervising firms'
implementation

10

<

General insurance and
protection

Publishing findings from the
General Insurance Distribution
chains review

Finalising proposals on Gl value
measures reporting

Monitoring Claims Inflation

Improving signposting and
access toinsurance for
consumers

Evaluating the outcomes from
Glrenewals transparency

Wholesale financial markets

Overseeing compliance with
the Market Abuse Regulation
(MAR)

Collaboration with PRA, Bank
of England and industry on
LIBOR replacement

Further work on compliance
with the Markets in Financial
Instruments Directive (MiFID 1)

Reviewing access to and the
use of data within Wholesale
Financial Markets

Implementation of EU
Prospectus Regulation

Oversight of compliance
with the EU Securitisation
Regulation

Implementation of the EU
Regulated Covered Bond
Regulation

Preparation for changes
to corporate reportingin
structured data formats

Preparing for taking on
regulation of trade repositories
and credit rating agencies

Further engagement to
improve the effectiveness of
primary markets
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Cross-sector priorities

Our focus this year

We set priorities for the individual
sectors we regulate, but we also need
to tackleissues that cut across multiple
sectors. These are the most significant
issues infinancial services and are

likely to span multiple years. This
chapter sets out our priorities, specific

EU Withdrawal is the most significant change
affecting financial services markets and will be
ourimmediate priority.

Firms' culture & governance, financial crime
and anti-money laundering, operational
resilience and fair treatment of existing
customers have been priorities for a number of

activities for the year ahead, what we years, and are likely to continue as such.

plan to achieve by March 2020 and our

/- We also highlight three strategic challenges
longer term ambition.

where we want to anticipate andinfluence
market development, ensuring that markets
work effectively:innovation, data and data
ethics, demographic change and the future of
regulation.

Immediate issues

EU Withdrawal and
international engagement

Continuing priorities
Firms' culture and governance
Operational resilience

Financial crime (fraud & scams) and
anti-money laundering (AML)

Fair treatment of existing customers

Strategic challenges

Innovation, data and data ethics

Demographic change

Future of regulation
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Cross-sector priorities
EU Withdrawal and International engagement

Financial services markets are international
andinterconnected. As the UK exits the EU,
itisimportant that we maintain the effective
international standards that underpin the UK
regime, enable market access and reduce the

risk of regulatory arbitrage. We willincrease
our engagement with key jurisdictions,
partners and international bodies. Our aim
remains to be one of the leading regulatorsin
the world.

Our key priorities

» supportasmooth transition post-exit

« continue to monitor theimpact of EU
Withdrawal onall sectors of the financial
servicesindustry, and mitigate any harm to
consumers and markets that may arise, for
example through communications and our
regularinteraction with regulated firms

- develop future bilateralarrangements with the
EUandtherest of the world

« continue to shape the development of global
standards andinternational regulatory co-
operation

+ continue to promote our key regulatory
international priorities and areas of technical
expertise (egFinTech, cyber and operational
resilience, payments, trade and mutual
recognition)

Our specific activities

EU Withdrawal

We will continue to provide the Government
with technical advice and support onthe
Global Financial Partnership Strategy. We will
also provide advice to the Government on
forthcoming equivalence assessments.

EU and International engagement

We will seek to further strengthen our
strategicinternationalengagement globally.
Ourengagement willbuild on strong bilateral
relationships with key regulatory partners and
international standard-setters to ensure we
continue to shape the global regulatory agenda,
and thus protect consumers and the integrity
of markets. On exiting, UK willbecome a third
countryinrelationto the EU and as such we will
develop new relationships with the EU.

Post-exit, there willbe anincreased need
forthe FCA to provide technical advice to
HMG in order to achieve market access. As
our engagement model changes, our rolein

12

standard-setting bodies will take onincreased
importance. We will therefore increase our
engagement with international bodies as the
FCAbecomes more globally focused.

Engaging with the wider financial
servicesindustry

We will continue our engagement with the
wider financial services industry to assess the
impact of EU withdrawal, alongside monitoring
contingency plans through regular firm
engagement. Our focus willbe based onthe
potentialimpact on the market (egmarket
fragmentation) and consumers (eg changes
inaccessto services) and any subsequent

loss of protections (eg Financial Ombudsman
Service and Financial Services Compensation
Scheme). We will continue to develop our
communications approach and, where
necessary, engage directly with consumers (eg
to mitigate the risks of scams).
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Monitoring change

We will continue to work closely with firms
after the UK's exit from the European Union

to ensure theintegrity of the marketis
maintained. We will monitor public confidence
andlevels of firm engagement and the impact
onthe market, consumers and on competition
through regular reporting by firms to our
Supervision teams. This will ensure we can
minimise risks and anticipate potential market
disruption that could affect consumer and

A

public confidence, helping to limit any potential
risktothe industry.

We will continue to implement our international
engagement strategy to ensure international
standards reflect FCA views and support our
objectives. Thisin turn will support access of
UK businesses to other markets, maintaining
close relationships with key regulatory
partners.

Cross-sector priorities
Firms’ culture and governance

The FCA sets clear standards that firms and
individuals are required to follow. However,
werecognise that firms and individuals must
make situational, time-critical business
decisions, that market practice can evolve
more quickly than regulatory requirements,
and that the poor judgement of just one
individual can cause serious harm to
consumers and markets.

Good governance, which enables effective
oversight of decision-making, is critical for
reducing potential harm to consumers or
markets. Culture also plays a critical role.

A healthy culture, focused on delivering
consumer outcomes, helpsindividualsin
firms to make therightjudgements that
donotresultin consumer or market harm.
Conversely, weak governance or poor culture
increase thelikelihood that harm will occur.

Our key priorities

+ working with firms to promote and embed
healthy culture, focusing on four drivers of
behaviour—purpose, leadership, reward and
managing people, and governance

« remuneration—we review firms' remuneration
arrangements toidentifyiftheyare
encouraging staff toactinways that could
harm consumers or markets

« expandingthe Senior Managers and
Certification Regime (SM&CR) to all
FCA-authorised firms, and holdingindividuals
toaccountunder SM&CR when things go
wrong

13
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Our specific activities

Supporting culture transformationin
financial services

Cultureis unique to eachinstitution and
organisation, but healthy cultures share
common characteristics. We are working with
firms and the academic community to better
understand what makes a healthy culture by
exploring key topics in more depth.

Inresponse toindustry feedback, we will

explore the themes of purpose, leadership and
management capabilities, remuneration and
incentives, and firms' assessment of culture. For
each of these topics we will gather views, develop
ideas for solutions and share insights through a
range of events, such asroundtables, webinars
and culture sprints. The outcome of this workis
that firms have a clear understanding of whata
healthy culture looks like, understand its benefits
andare able to take proactive steps to change
any ineffective culturesin their organisations. In
March 2020, we will hold a second Transforming
Culture conference to share and discuss the
outputs from this work.

Exploring therole of ‘purpose’ in
creating healthy cultures

Purposeisadrivingforcein creatingand sustaining
healthy cultures.In 2019, we willlook more deeply
atthe concept of purposeinfinancial services and
the case for creating purposeful cultures. We will
belooking to assemble and review the evidence
for acausallinkage between healthy cultures

and business models and healthy outcomes for
consumers, markets and firms. We will setup
aworking group withmembers from different
disciplines, hostindustry roundtables and publish
the conclusions.

Evaluating firms’
remuneration practices

Through our supervision of firms, we will review
theirremuneration and recognition practices
to ensure that approaches torewardingand
incentivising all staff reinforce healthy cultures
and do notdrive behaviours that would lead to
harm to consumers or markets. We also want
to take abroaderlook at therole that bonuses
play in driving behaviours and other non-
financial motivating factors.

14

Extending the SM&CRtoall
FCA-authorised firms

The aim of the SM&CRis to reduce consumer
harm and strengthen marketintegrity

by focusing on people and their personal
accountability, not just on firms. The SM&CR
has already beenimplementedin some firms,
including banks, building societies and insurers.
We are extending the SM&CR to all authorised
firmsin December 2019. This willembed
consistent standards of personal conduct for
allindividuals workingin financial services and
highlight the individual accountability of senior
managers so that consumers are treated fairly
and marketintegrity is enhanced. We will work
with firms and trade associations to ensure
thatthe regimeisimplemented effectively and
firms and individuals understand what they
needto do.

Establishing the Directory

InMarch 2019, we published final rules
establishing the Directory —a user-friendly,
public source of information about individuals
inkey roles who willnot be included on the
Register as senior managers as part of the
Senior Managers and Certification Regime.
The Directoryis due to golive in March 2020 for
banks andinsurers and December 2020 for all
other FSMAfirms.

Thisimproved transparency will enable
consumers to verify the identity of those
selling or providing advice on financial
products, will help firms to cross-check
references, and supportthe FCA, law
enforcement, professional bodies and other
regulators in monitoring the market. Taken
together, this will provide a more secure
system, making it more difficult for unsuitable
individuals to operate where they might
otherwise engage in misconduct.

Making sure firms protect personal data

and keep it up to date has been at the core

of our proposals. The Senior Managers
responsible for certifying their staff will also be
responsible for submitting timely and accurate
information. If no changes are made within 12
months, firms willneed to tell us.

Search Q
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Monitoring change

Ourlong-term aimis to transform culture in
financial services firms, so that firms cause
less harm to consumers, businesses and
therealeconomy.Inthelongterm, we can
measure this through upheld complaints levels,
consumer redress levels and feedback from
consumers. However, there are significant
challengesin both measuring culture
objectively andin establishing the causal
link between cultural change and consumer,
market and business outcomes.

To monitor changein 2019/20, we will review
levels of engagement with specific pieces
of work, for example, webinars and culture

sprints. Through our supervision of individual
firms, we willreach ajudgement onthe
effectiveness of afirm's culture which may
reduce the potential for harm. We will also
track engagement by firms preparing for the
introduction of the SM&CR in December 2019,
and we willmonitor the embedding of SM&CR
innew firms.

Over the coming year, we expect firms to
demonstrate awareness of our expectations
on culture, reflect thisin their practices, and
make specificimprovements where we identify
shortcomings.

Cross-sector priorities

Operational resilience

Technologyisintegral to the delivery of
financial products and services. Itis evolving
more rapidly than ever before, bringing
significant benefits for consumers, market
participants and the wider economy. The
disruption from technology outages and
cyber-attacksis anongoing challenge

and cyber-enabled fraudis a focus of the
Government'’s economic crime reform
agenda. The potential for harmisincreased
by complexand ageing IT systems,
increasing use of third-party service
providers and complexity of changes to
systems and processes.

Operationalresilienceis a vital part of
protecting the UK's financial system,
institutions and consumers. We work closely

with other authorities, such as the Bank

of England and the Prudential Regulation
Authority (PRA), to try to maintain
continuity of services whatever the cause of
disruption.

We set out our view (alongside the Bank of
England and PRA) in the Discussion Paper
published in July 2018 on ‘Building the UK
Financial Sector’s Operational Resilience'.
Firms' boards and senior management are
responsible for operational resilience and
canachieveincreasedresilience by ensuring
greater cross-organisational cooperationin
key resilience decision-making.
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Our key priorities

Providing clear expectations through our
consultationand policy papersinresponse to
our Operational Resilience Discussion Paper.
Further developing our understanding of cyber
crime and addressing areas where firms can
improve their resilience, takingaccount of the
Government's economic crime agenda.

+ Agreeing actions toimprove the way firms
manage risks from using third-party service
providers.

+ Buildingadeeperunderstanding of firms'
change management practices, particularly
why firms have assessed themselves to be
‘'mature’. This may include setting out clearer
expectationsinthisarea.

Our specific activities

Operational Resilience Discussion
Paperresponse

Our aimis to help firms manage any reduction
intheir ability to deliver services and the
resulting harm, both from consumers and
markets being unable to access financial
services and from dataloss damaging
confidence in markets. We have analysed
responses to our Discussion Paper. Our next
stepistodevelop policy proposals jointly with
the PRA/Bank of England and consult laterin
2019.

Assessing third-party service providers

Between October 2017 and September 2018,
17% of the incidents firms reported to us were
causedby IT failure at a third-party supplier —
the second highest root cause of disruption to
services.

Ourviewis that managing the third parties that
provide or support many financial services is
clearly afirm's responsibility; critical services
may be outsourced but responsibility can

not. We will continue the work programme to
understand better the current outsourcing/
third-party service provider environment and
identify the sectors and business services which
are highly dependent onthem. We will also
engage with industry to make our expectations
clearer, forexample, by promoting our guidance
onfirms outsourcingto the cloud and other
third-party IT service providers.

Reviewing our expectations for change
management

Most firmsin our 2018/19 gquestionnaire
exercise scored themselves highly for their
change management capabilities. However,
our analysis of the incident data firms send us
shows that change management, suchas|T
system upgrades or data transferstoanew
system, is the single highest cause of failure
and operational disruption. For example, it
made up over afifth of allreportedincidents
where aroot cause could be identified between
October 2017 and September 2018.

We will carry out areview with a selection

of firmsto better understand their current
approaches andthe causes of problems.

We will consider how best to integrate our
expectationsinto firms' practices as part of
their wider resilience agenda. We will produce
areportthat details what we find, as well as our
nextsteps.

'/ 4

Operational resilience is a vital part of
protecting the UK's financial system,
institutions and consumers

'/
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Ethical hacking to test resilience

Alongside our supervision assessment
programme, we will continue to use regulatory
toolsto test the cyber capabilities of our
highimpact firms. 'CBEST' (ethical hacking)
gives usinsightinto core areas of firms' cyber
resilience. While we have so farused CBEST in
partnership with the Bank of England on only
asmallnumber of firms, we will use regular
CBEST testing foralarger number of priority
firms beginningin 2019/20.

Supervisory multi-firm work on
cyber-attacks

We plan to undertake further multi-firm work
tobetterunderstand firms' weaknessesin
identifying their key assets, detecting cyber-
attacks onthese assetsandhow theycan
improve resilience. Our analysis shows 'Cyber-
attack'was asignificant cause of incidents,
totalling 14% of all reportedincidents between
October 2017 and September 2018. We intend
to give theindustry our findings and feedback
by Q4 2019/20.

Communications to smaller firms

Cyber criminals are increasingly targeting
smaller firms as they see themas the
industry's weaker links, providing avenues for
cyber-attacks and also creating disruption for

otherregulatedfirms, markets and consumers.

In November 2018, we published areport
summarising the findings from our
technology and cyber self-assessment
guestionnaires. It encouraged firms

of all sizes to consider how their levels
oftechnology and cyber resilience
compared with their peers.In 2019,

we will develop further ways to target
information at smaller firms, such as
increasing the use of our successful
infographics and webinars.

17%

oftheincidents firms
reported to us were
caused by IT failure
atathird-party
supplier—the second
highest root cause of
disruption to services

Responding to majorincidents,
including cyber crime

We will continue to respond to major
operationalincidents, working with other
authorities, including the Bank of England,
PRA, the Treasury and the National Cyber
Security Centre. We use the Authorities
Response Framework to ensure ajoined-up
responseif thereis amajor cyber attack or
operational disruption.

We will also consider whether co-ordinated
action onsystemresilience and effective
prevention of financial crime and fraud in retail
bankingis necessary, inline with the findings
of our Strategic Review of Retail Banking
Business Models. We are also working with the
Government as part of the broader economic
crime agenda to ensure alignment between
our cyber resilience and financial crime work.

Monitoring change

Over time, we want to see outage times
reduce, and clear and effective consumer
communications following incidents.

We willmonitor change through our reactive
work to assess how effectively firms respond
to cyberandtechnology resilience incidents.
This considers how promptly firms notify us of
incidents, whether they proactively notify
otherrelevant authorities, and the quality of
firms' overallhandling of incidents, including
communication with customers and markets,
and any remedial action. This enables us

to assesswhether firms are responding to
incidents appropriately, and better understand

any challenges they face, to inform our future
proactive work.

Our work willinvolve analysing data we collate
from our assessments of the highestimpact
firms'technology and cyber resilience. This
work will help us identify specific areas of
weakness and strength, and monitor sector-
specific trends. This will consider firms'
scoringon Operational and Cyber Resilience
overall, including their data security, change
management and oversight of third-party
providers.
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Cross-sector priorities
Financial crime (fraud & scams) and
anti-money laundering (AML)

Ouraimis to stop the UK financial sector
being used to facilitate financial crime,
which undermines the integrity of financial
markets and causes wider harm to society.

For thelargestinternational financial
centres, like the UK, this threatis
particularly pronounced. Our aimis to make
the UK's financial markets a difficult target
for criminals. We do this by working closely
with otherresponsible UK and international
agencies, as well as through our extensive
programme of supervision and enforcement.

We are using the data we receive from
our annual financial crime return for
firms, together with arange of dataand

intelligence, to allow us to monitor trends in
financial crime. We are also strengthening
our ability to use technology to target
criminals. We willuse more advanced data
analytics and machine learning techniques
against money launderers and other
financial criminals.

We will continue to use every tool we have to
combat financial crime, but know thatissues
like money laundering need a multi-agency
and multi-national response. Our priority will
be to engage closely with the Government,
the Financial Action Task Force (FATF), other
enforcement agencies, regulators and firms
to shareintelligence and respond to both old
and new threats.

Our key priorities

sharingintelligence with the Governmentand
otherrelevantagencies

usingintelligence, data and technology
toimprove our approach to anti-money
laundering, bribery and corruption

+ strengthenourapproachtotackling fraud by
developing our understanding of therisksin
specificfinancial sectors and ensuring firms
have appropriate safeguardsin place

Our specific activities

Improve our anti-money laundering
capabilities

Quraimistobecome faster, smarterand
more efficient in our delivery of AML work,
using intelligence and data. We will combine
enhanced analytical software and our
ownintelligence-gathering to pursue the
highest-risks, leading to better and swifter
coordination. We will also explore how we
canuse technology to be moreintrusive in
assessing the effectiveness of firms' own
systems and controls. This will also allow us
to keep pace with firms' use of technology to
support their financial crime defences.

18

Strengthen partnerships

We supportthe Government's economic crime
agenda and ensure the work we do aligns with
its goal of making the UK's financial markets
adifficult target for criminals. This includes
contributing to the Suspicious Activity Reports
(SARs) reform programme and supporting the
establishment of a UK bank account register.

We are already active members of the National
Economic Crime Centre (NECC), a new cross-
Government agency recently established
within the National Crime Agency, and have
staff seconded toit. We will actively promote
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FCA casework for adoption and supportby the
NECC and promote prevention programmes
which complement our financial crime
strategy, enabling us to workin a co-ordinated
way to tackle financial crime.

We will use our participationin mechanisms
such asthe NECC and the Joint Money
LaunderingIntelligence Taskforce to further
enhance our understanding of the evolving
threats. Thisincludes the role of individuals
and other enablersin financial crime.

Financial crimereporting

We published the first report using data from
our Data Returnin November 2018, allowing
us to monitor trends inrelation to financial
crime. Based onindustry feedback and FATF
recommendations, we will consider extending
the financial crime data return to more firms.

A programme to understand types of
fraud and identify priorities

For pensions and payments, we will build on
our current approach to betteridentify the
specific types of frauds operatingin these
sectors, as well as sector susceptibilities, sowe
can consider how best these can be remedied.
We willincrease our use of data and analysis

to enhance our understanding of risk at a firm,
portfolio and cross-sector level —for example,
linking fraud to other types of crime such as
money laundering, market abuse, bribery and

Monitoring change

Ouraimis to make the UK's financial markets a
difficult target for criminals.

Over the coming year, we will monitor firms'
progressinimproving their AML controls as
oneindicator of whether the potentialharm
toconsumers and marketintegrity is likely to
have reduced. We will also use returns from our
Annual Financial Crime Data Return to monitor
changesinrisk over time. For example, the risk
profiles of individual firms and the numbers
ofinternal/external SARs made by firms and
different sectors.

corruption. Ouraimis to become a catalyst for
industry-ledinitiatives to 'design out' fraud.
Thisincludes supporting the use of innovative
technologies through the work of RegTech and
Innovate to strengthenindustry defences.

Strengthening professional body
supervision

The Office for Professional Body Anti-

Money Laundering Supervision (OPBAS)

has completedits first round of supervisory
visits and will be focusing efforts on raising
standardsinthe key areas of weakness
identified in our published summary of
findings. In line with high expectations of
OPBAS, we are challenging weaknesses as and
when we find them, making clear that we will
take further action where a Professional Body
Supervisor (PBS) has not addressed any issues
we have identified within areasonable time.

We have started information andintelligence
sharing, and collaborative working between PBSs
with aninitial focus onthe accountancy sector.

Tackling scams

Our ScamSmart campaign continues to raise
awareness of the increased risk of pensions and
investment scams. We will also continue to use
supervisionand enforcement work to tackle
scams and fraud more broadly.

Through our review of consumers' use of our
online resources, such as ScamSmart, and
through our Financial Lives Survey we can
monitor the percentage of UK adults who state
they have received unsolicited approaches that
couldbeascam.

For OPBAS, we will consider how the PBSs
are improving through our assessment of
whether they have effectively implemented
arobust AML/CTF strategy and governance
framework.

19



S E2B

Financial Conduct Authority | Business Plan 2019/20
Chapter 5| Cross-sector priorities

Search Q

Cross-sector priorities
Fair treatment of existing customers

Firms often have strongincentives to
offer better deals and service to new or
prospective customers. Thisincreases the
possibility that existing customers may be
treated poorly, taken for granted, or may
miss out on the benefits of competition
andinnovation, which could lead to poorer
consumer outcomes.

Across many essential services, consumers
are often being penalised for their loyalty.
Our aimis to identify situations where
existing customersinthe markets we
regulate are treated differently from new
customers, and address any resulting harms.

This remains an ongoing priority.

The issue of differential treatment has
been given additional impetus by the
recent Citizens Advice super-complaint
to the Competition and Markets Authority
(CMA). This complaint covered 5

markets, including home insurance, cash
savings and mortgages. The CMA made
recommendations to us about pricing
practicesinhomeinsurance, evaluating
the use of pricing interventionsin the cash
savings market and why some customers
stay longer with their current provider,
including any links to vulnerability.

Our key priorities

+ We will continue working with the CMA as we
consider how to act onits recommendations.

« We will push forward work on cash savings,
mortgages and generalinsurance pricing
practiceslooking athow toimprove outcomes

for consumers, includinglongstanding
consumers. We will consider all options
toreduce any consumer harmidentified,
including exploringwhether relevant price
interventions may be appropriate.

Our specific activities

General Insurance Pricing Practices
Market Study

We are currently carrying out a market study
into how existingand new consumers are
charged for motorand homeinsurance. The
study will consider the fairness of firms' pricing
practices, whether competitionis working
effectively for all consumersin this market and
the nature and scale of any consumer harm. We
will publish ourinterim reportin summer 2019.

Fairnessin pricingand product value

Alongside the market study weissued adiscussion
paperonfair pricingin financial services. We will
publish afeedback statement on this discussion
paperinQ22019/20. We are also doing further
work to monitor firms' compliance with, and

20

evaluate theimpact of, our 2017 intervention
toincrease transparency and engagement at
renewalin generalinsurance markets. More
information on this canbe foundinour General
insurance and protection sector priority chapter.

Price discriminationinthe cash
savings market

We published a Discussion Paperin July 2018
outlining our concern that competitionis not
working wellin the cash savings market. Thisis
particularly so for consumers that stay with the
same provider for alongtime, who generally
receive lower interestrates comparedto
consumerswho shop around. After considering
the responses from our Discussion Paper, we
intend to publish our findings in the first half of
2019/20. This will further set out our thinking
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ontheidea of abasic savings rate. We will also
consider the feasibility of extending Open
Banking to savings and collective switching.

Mortgages Market Study

In March 2019, we published the Mortgage
Market Study Final Reportin which we set
out our final findings and proposed remedies
to address theissuesidentified in the study.
Theseremediesinclude supporting a wider
range of tools that give consumers more
choice about the help they need, including
advice and fair treatment for consumers who
do not or cannot switch.

Monitoring change

Our overarching aimis to ensure existing
customers enjoy the benefits of increased
competition andinnovation. We want to ensure
firms do not specifically target longstanding
customers who may be less price-sensitive
than new customers or treat themin a way
whichresultsin poorer outcomes.

To assess whether existing customers are
treated fairly, we will continue to monitor firms'
practices, including the information they give
prospective and current customers, and how
easily customers can compare products and
services and switch between them. We will
also monitor other metrics such as switching
rates, differential pricing and the quality and
effectiveness of renewal disclosure.

Alongside the finalreport, we published a
consultation paper proposing changes to our
responsible lendingrules. These changes
allow a more proportionate affordability
assessment for consumers who are up-to-
date with payments on their existing mortgage
and are seekingto move to amore affordable
mortgage without taking on additional
borrowing.

We will also be conducting further, in-depth
analysis to understand more about those

customers that do not switch mortgage to
inform any necessary intervention.

'/ 4

Our aimis to identify situations where

existing customers in the markets we regulate

are treated differently from new customers,
and address any resulting harms

'/ 4
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Cross-sector priorities
Innovation, data and data ethics

Dataand technology are increasingly
driving changes in financial markets,
including business models, products and
consumer engagement. As aregulator of
these firms, we need to understand the
change, potential harm to consumers, and
our futurerole in shaping markets. Our aim
is to ensure that innovation, coupled with
advancesintechnology and data use, works
in consumers’ interests.

We have alongstanding strategic
commitment to supportinginnovation that
drives more effective competition. Our
priorities for 2019/20 build on our work
through initiatives such as the Regulatory
Sandbox and regulatory technology
(RegTech) Techsprints and strategic
interventionslike Open Banking.

Our key priorities

build on our deep understanding ofinnovation
inthe UK financial services markets,
influencing the global response to financial
innovation (FinTech) and developing our
strategic approach toregulatory technology
(RegTech)

explore whether we should putin place policy
frameworks for how firms collect and use data,

toprotect consumers and enhance market
integrity

» consider where a globalresponseis necessary
to protectthe users of our markets, while
ensuringthatit does not unnecessarily hinder
the potential benefits that could be realised
frominnovation

Our specific activities

Open Finance

Asthemarketindatagrowsandnewchallenges
arise as aresult of the wider application of machine
learning, some marketplayers willhave greater
accesstodataandtechnological ability. This

may leadtobehavioursthatare notalwaysinthe
interest of competitionand, as with Open Banking,
consumers may benefitfromfirms beingrequired
to share datamore openly. We willreview the
effectiveness of Open Bankingwhile alsoleading the
broader public debate on Open Finance, including
seekingout opportunities tousethisinfrastructure
tofoster competitioninthe savings sector.

As part of this work, we willhost a cross sector
industry event toraise awareness of the
dataaggregationinitiatives emergingacross
financial products andidentify areas forindustry
collaboration. We also see arole foranadvisory
group onOpen Finance todrive forwardthe future
strategy of Open Finance while taking stock of

22

OpenBankingsuccesses. Thiswillalsoinformour
callforinputto shape the development of Open
Finance, which we will publishlater this year. We will
alsolaunchand consider the findings of the Credit
Information Market Study as part of this work.

This willconsider the business models of credit
referencingagencies andhow dataandtechnology
are changingthe way creditdecisions are made.

Dataethics

Transparency and accountability areincreasingly
importantforthe safe, ethicaland compliant

use of dataand machinelearning. As algorithmic
decision-makingbecomes more widespread,
itneeds tobe understandable to build public
confidenceandensureitis bias-free, well
governed and operatingin consumers'and
markets'interests.

We willundertake discovery work through
afirm survey, roundtables and supervisory
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conversations to better understand how the use of
dataand machinelearning could shape products
and services and the potentialimplications for
consumers andthe functioning of markets. We

will publish our views onwhether our approachto
Treating Customers Fairlyis sufficient to cover data
ethicsinfinancial services.

Cryptoassets

Ourreview of cryptoassets with the Bank of
Englandandthe Treasury foundthat strongaction
should be taken to address therisks associated
with cryptoassets that fall within existing regulatory
frameworks. Further consultation andinternational
coordinationis required for those cryptoassets that
pose new challenges to traditional forms of financial
regulationandfall outside the existing regulatory
frameworks.

Following our consultation on cryptoassetswe

will publish a Feedback Statement and finalised
Perimeter Guidance. We willalso provide technical
advice tothe Treasury on extending the perimeter
for utility and exchange tokens and on extending
our financial crime provisions to certain activities
related to cryptoassets.

Influencing the global response
toFinTech

The FCA chairs the Global Financial Innovation
Network (GFIN). Thisis a group of 29 regulators
and other global bodies seeking to encourage
innovation that promotes their objectives and

to shareintelligence and best practice onthe
implications ofinnovation onfinancial markets.
We will run a small pilot of cross-border trials
alongside 17 otherregulators and evaluate the
efficacy of the GFIN approach, including barriers
toinnovation where regulatory approaches are
inconsistent. Cross-border trials should allow
non-UKinnovative firms greater access to the UK
market without undermining consumer protection
and marketintegrity.

RegTech

OurRegTechactivitiesinthe year ahead willbe
focused around three priorities. Firstly, continuing
our exploration and experimentation with

industry around how toimprove the method of
dataexchange betweenindustry andregulators
and specifically the opportunities for expressing
requirementsinamachine readable and executable
form. Secondly, we will continue our work around
new technology solutions to achieve better, more
cost-efficient outcomesinrelationtoanti-money
laundering and financial crime compliance. Thirdly,
we willexpand on our early activitiesinrelation to
vulnerable consumers, and how technology can
help firms and consumers achieve positive financial
outcomes, including for those consumers with
specific health or financialneeds.

We have met with anumber of start-ups,
incumbentinstitutions, technology providers and
academicsto see theimpact RegTech could have.
This has helped us to understand where we should
focus our efforts. We have also begun to develop
andtestanumber of activities andideas based on
whatwelearnt.

We willcomplete a cost benefit analysis to better
understandthe business case for delivering Digital
Regulatory Reportingin conjunction with industry
participants and the Bank of England. We will
hostaninternational TechSprint onantimoney-
laundering (AML) and Financial Crime, during
which we willtest nascent Privacy Enhancing
Technologies. We will share outcomes from this
experimental work, with the goal of encouraging
firms to adopt new technologies toimprove

the detectionandpreventionrates of money
laundering and financial crime.

We willrunworkshops to identify technical
innovations that support vulnerable consumers.
Inthelongerterm, we would like to see firms
using technology to serve vulnerable consumers'
interests and supportthemto manage their
financial wellbeing.

1
Monitoring change

Ouraimis toensure thatinnovation, coupled with
advancesintechnology anddata use, worksin
consumers'interests.

enable ustounderstand emerging market
developments. It will provide a detailed view of how
firms are startingto adapt their business models
to the evolvingdata and analytical environment
and enable ustomonitor howfarfirmsare
deliveringinnovation that benefits consumers.

Overthe coming year we willmonitor change
through our supervisory andinnovation work,
This, combined with horizon scanning, will
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Cross-sector priorities

Demographic change

Demographic change, developmentsin the
employment and housing markets, and a
long period of low nominal and realinterest
rates, have allimpacted the financial needs
of the UK population. Baby Boomers,
Generation X and Millennials will all lead
different financial lives, have different
financial needs and different financial
resources. Within these generations, there
are significant differences in terms of wealth
and vulnerability.

The financial services market must adapt to
meet those changing needs. As aregulator,
we must also continuously adapt, to ensure
ourregulationreflects the genuine needs of
consumers.In2019/20, we will lead a public
debate on the intergenerational challenge
in financial services. We will consider

the changing financial needs of different
generations, how the industry might
respond, and how regulation may need to
change as aresult.

Our key priorities

« Intergenerational differences: We want
todeepenourunderstandingofthe
intergenerational question for financial
services, andidentify specificaction that we
cantaketohelpindustry meet userneeds,
orareaswhere ajoined-up response across
regulators, industry and other stakeholdersis
required.

« Vulnerability: Defining vulnerability can be
difficult and a prescriptive regulatory approach
willbe ineffective. Vulnerability can be obvious or
hidden, permanent or temporary, andis related
toindividual context. We want to make clearer
our expectations of firms and are developing

guidance for firms on howto consider these
complexissues, and ensure the financial needs
ofvulnerable consumersare met.

» Understanding of consumers' needs: Inthe
FCA Mission, we make clear that we make
judgements based onthreefactors—our
remit, the economic value of our action,
andthe needs of users of financial services.
We willuse arange of sources to deepen
our understanding of consumer needs and
ensure we take decisions based onthe latest
consumerinsights.

Our specific activities

Intergenerational differences

We will publish a Discussion Paper on
intergenerationalissues. This willdescribe the
intergenerational challenge, discuss the impact
ondifferent financial sectors and generational
cohorts, and pose questions on how the
industry and regulators should respond.
Specifically, we willask whether the regulatory
frameworkis a barrier toinnovation, and
whether we can change our approach to better
enable firms to meet changing user needs.

24

We willhost a major conference on
intergenerational differences, focusing on firm
andregulatory responses to our Discussion
Paper. We want stakeholders to discuss
common challenges and help shape the public
policy response. Following the conference, we
will publish our conclusions on how we will take
theseissues forward over the coming years.
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Second wave of Financial Lives survey

The Financial Lives survey is the largest
consumer tracking research we have
commissioned, providing information on
consumers' experiences and behaviour
relating to all the consumer retail sectors

we regulate. Insights include indicators of
consumer harm, information about access to
financial services, and the ability to compare
results on a cross-sector basis. The 2017
survey provided considerable insights for us.
We will run the survey againin 2019 and then
everytwo years.

Vulnerability

We will be providing greater clarity about our
expectations of firms and are developing
guidance for firms on the identification and
treatment of vulnerable consumersinthe
coming months. We will share some of the
good practice we have seen with the aim to
improve outcomes for consumersin vulnerable
circumstances and to support firms and
incentivise best practice. This work will provide
abasis for us to monitor and assess firms'
practices, supporting the work we do through
both supervisory and enforcement channels.

Monitoring change

Ourlong-term goalis that we adapt our
regulatory and policy approach, where
necessary, to meet evolvingdemographic
changes and consumer needs. We want to
ensure our work reflects the diverse needs
ofthe UK population and that we tackle the
areas that cause the greatestharm, so that
the marketis better able to meet the changing
needs of consumers.

We will assess our levels of engagement and
influence on the wider public debate by tracking
opinions and recommendations made by think
tanks, political parties and our own panels.

'/ 4

This will enable us to amend our approach

as appropriate. We will check if we are onthe
right track through responses to discussion
papers and stakeholder events. Once we are
clear about how we willadapt our approach,
we will set out how we planto monitor the
effectiveness of any changes we make in
helping meet the future needs of consumers.
We will also assess whether we have evolving
user needs at the centre of our decision
making by reviewing internal and external
documentation and engaging with our staff.

In2019/20, we will lead a public debate on the intergenerational

challenge in financial services

'/ 4
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Cross-sector priorities
The future of regulation

Technology and innovation, changing
consumer needs and new models and
services are transforming financial services.
Following our Mission and ‘Approach to’
documents,and as the UK leaves the EU, we
believeitis timetoreview how weregulate
to ensure it keeps pace.

Post-Brexit, we need to consider the future
ofregulation to ensure theregulatory
landscapeis fit for the challenge it faces.

Our key priorities

« Dutyof Care: To ensure that we work
effectively to protect consumers, we
committed to keeping our powers and tools
(including how we use them) under review.
The Duty of Care Discussion Paper was part
of that commitment. The Discussion Paper
closed for comment on 2 November 2018 and
the quality of engagement and responses
has given us a strong foundation on which to
advance our consideration of theissuesinthe
Discussion Paper. This willform animportant
part of our work as we consider the future of
regulation. We intend to publish our Feedback
Statementincluding 2019/20 priorities for this
piece of workinthe Spring.

« Regulatory cost—FCA Handbook: We wantto
understand how firmsinterpretandinteract
with our regulatory standards, focusing on
where firmsincur cost. We alsowant to explore
the opportunities technology offers, including

'/ 4

Theseincludeissues of equivalence, future-
proofing our principles and rules, the Duty of
Care, how data and technology can support
better regulation and what wedoanddon’'t
regulate. We will also continue to make

any immediate changes needed because

of Brexit.In 2019/20, we will engage with a
broad range of stakeholders for their views.

amachine readable and machine executable
Handbook, and machine executable regulatory
reporting. Our priority for 2019/20 will largely
be diagnostic, enabling us to amend future
Handbook design and providing a better
evidence base for how we estimate regulatory
cost and benefit. We want to ensure high
standards of consumer protection and
efficient markets at the most sustainable cost.
» Beingclearabout perimeterissues:
Consumer harm often occurs on or around the
regulatory perimeter, with firms and market
participants unclear over our role for specific
activities. Starting fromthe 2019 Annual
Report, we will publish an annual statement
onourview of perimeterissues, with a
view to engaging on these issues with the
Government and Parliament.

In2019/20, we will engage with abroad range

of stakeholders for their views.

7I”
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Our specific activities

Onshoredrequirements and Financial
Services Legislation

We will continue to review onshored
requirements, and make necessary tactical
adjustments to our Handbook. In addition, in
the Spring Statement, Treasury announced
they willintroduce financial services legislation
toensure thatin theimmediate period after we
leave the EU, the UK can maintain world-leading
financial services regulatory standards, remain
opentointernational markets andrealise new
trading opportunities. They furtherannounced
thattheyintendto consult on how to ensure the
Financial Servicesregulatory framework adapts
to the UK's new constitutional position outside
the EU. We willwork with Treasury onthese
issues and we will continue our work to ensure
our Handbook functions effectively when the
UKleavesthe EU.

Cost and benefits of regulation

We have begun a specific piece of work onthe
regulatory costs borne by small authorised
firms. We are undertaking a survey of firms
tounderstand the perceived costs as well as
the potential harms to firms and consumers
that are avoided. This willinform our view of
the areas that generate the highest regulatory
costs to contribute to our review of our
Handbook.

Annual statement on ‘perimeter issues’

In 2019/20, we willreport onissues we have
encountered at the perimeter of our regulatory
remit. Where new areas of financial activity
emerge or evolve, we need to flag up possible
gapsin protection—andthat thisin turn may
require lawmakers to act. We will publish our
first perimeter report as part of our Annual
Reportin 2019.

Monitoring change

Our aimistoensure we continue tobe an
effective regulator for the future, considering
technological opportunities to improve

our efficiency and increasing the benefit of
regulation against costs.

In 2019/20 our Handbook survey will give an
overview of how firms interact with our rules,
and we will continue to engage with firms
through discussion papers and surveys. This
work will enable us to establish a baseline
through which we can monitor change as to

where and how firmsincur regulatory costs,
and assess the benefits of the Handbook
Review.

Through our engagement with stakeholders
we will also begin to monitor whether there
has beenanincreased awareness and
understanding of our regulatory perimeter. In
thelongerterm, we expectto see areduction
in perimeterissues and improved efficiency in
dealing with these.

27



S E2B

Financial Conduct Authority | Business Plan 2019/20
Chapter 6| Sector priorities

Search Q

]
Sector priorities

Investment management

Theinvestment management sector

covers asset management, institutional
intermediary and advice services, and custody
andinvestment administration services.
Trendsdriving changein this sectorinclude
lowinterest rates and a shift towards passive
investing. While technological developments
in data sourcing and decision-making, offer
opportunities, they also create vulnerabilities,
such asto cyber-attacks.

Our approachto the asset management
industry will focus on the 3 roles buy-side
firms play when acting as:

» agentstoinvestors,where we want firmsto
uphold theirinvestors’ interests

» good market participants, where we want
firms to maintain marketintegrity

» good stewards, where we want firms to
oversee theirinvestments effectively

Our key priorities

Our cross-sector work on operational
resilienceis also particularly relevant for
this sector. See our cross-sector priority on
Operationalresilience for further details.

As well as these cross-cutting priorities,
we will focus on the value of products and
stewardship.

We will continue to address poor value

of products, as identified by the Asset
Management Market Study. Our aimis to
ensure consumers have access to arange of
products that are good value and meet their
investment needs.

Our specific activities

Asset Management Market Study
remedies

Following our Asset Management Market
Study (AMMS), we made several changes to
our Handbook. Theseincluded changes to the
fund governancerulesin PS18/8 which clarify
and strengthen authorised fund managers'
existing duty to actinthe bestinterests of
investors. PS19/4 set out rules and guidance
toimprove the quality, comparability and
robustness of information for investors.

As part of our supervisory work, we will
continue to focus on the implementation of
these newreguirements once they comeinto
effectin October 2019.

The CMA'sinquiry into investment consultancy
and fiduciary management services has given
us anumber of remedies to take forward

as theregulator of fiduciary management
services. These remedies aim to improve firms'
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disclosure of costs and charges and fiduciary
management services. The CMA will publishits
order later this year, with the remedies due to
take effect by the end of 2019. Following this,
we will consult on bringing these remedies into
our Handbook. Once theserules arein place,
we will supervise firms' compliance inline with
our Approach to Supervision. The CMA has
alsorecommended that the Treasury bring
investment consultancy services under our
regulation, but the timing and extent of this

is dependent on Government legislation. We
are working with the Treasury and the CMA to
extend ourregulatory perimeter.

Stewardship

The Revised Shareholder Rights Directive (SRD
) will be implementedin the UK.

We have consulted onrule changes as part of
SRD Ilimplementation andintend to finalise
ourrulesindue course.


https://www.fca.org.uk/publication/policy/ps18-08.pdf
https://www.fca.org.uk/publication/policy/ps19-04.pdf
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We will also evaluate the responses from

our Discussion Paper about how to improve
stewardship within the existing structure of UK
capital markets.

Investment firm prudential regime

In2019/20, we will consult onintroducing a
new prudential regime for MiFID investment
firms. This willintroduce more appropriate
requirements for investment firms' business
models thanthose currently underthe CRD IV
regime. The new regime will be aligned to the
EU Investment Firms Directive and Regulation,
expectedtobeinoperation for 2020/21.

The newregime aims to reduce unnecessary
coststofirms. It willinclude new rules and
have implications for both our authorisation
and prudential supervision of investment
firms. There will also be changes toreporting
requirements.

We planto publish a consultation paper setting
out how we intend tointroduce the newregimein
the second half of 2019, once the EU Investment
Firms Directive and Regulationis finalised.

Feedback on Consultation Paperon
illiquid assets

We want to improve the standards of liquidity
managementin firms managing funds that
investinilliquid assets, such as property,
supporting orderly markets and reducing wider
stability risks. Our proposed changes torules
and guidance should ensure retail clients are
betterinformedabout the inherent risks of

investinginthese funds, and reduce potential
harm during times of market stress. These
rules will aim to support orderly markets and so
reduce wider financial stability risks. We aim to
publish a policy statement with final rules and
guidanceinthe first half of 2019.

Evaluating the Packaged Retail and
Insurance-based Investment Products
(PRIIPs) review

The PRIIPs Regulationintroduced a
requirement for firms to produce, publish

and provide investors with a standardised key
information document (KID) for PRIIPs. This
was to helpinvestors make better and fully
informed decisions by being able to compare
key features, risks and rewards. Thisis directly
applicable EU regulation and has applied since
January 2018.

Firms have raised concerns about this
requirement. Inresponse, in July 2018 we
published a Call for Input to gather information
onany unintended harms, and subsequently
our Feedback Statementin February 2019.

We will continue to work with firms and trade
associations on what we cando toresolve the
issues identified.

Our upcoming review of MiFID implementation
willassess how asset managers oversee

the design of their products, identify their
target market and monitor their products and
distribution activities, in compliance with MiFID
II's product governance requirements.

Outcome indicators

Inour2017/18 Annual Report, we included a
metric on price clustering for all UK funds. We
said we would continue to report on thisin
subsequent Annual Reports as part of tracking
whether the key harmsin our AMMS are
increasing or decreasing. We will do this, and
from the 2019/20 Annual Report onwards we
also planto publish updated summary data on
asset manager profitability. Together, these two
metrics should help show whether competitionis
improvingin the sector over time.

Inthe 2019/20 Annual Report onwards we also
intend to report on the following new metrics.
We plan to show the price cluster metric splitinto
two broad categories—for active and tracker
funds. We plan to publish anonymised, summary
dataonthe performance, after fees, of UK-
domiciledindex tracker funds that track certain
popularindices. We will also publish summary
statistics onlong-term underperforming

active funds, again after fees, as afactor that
potentially indicates how competitionis working
forthese products. We will also publish data that
track price trends for active and passive funds
investingin certain comparable asset sectors.
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https://www.fca.org.uk/publication/discussion/dp19-01.pdf
https://www.fca.org.uk/publication/call-for-input/priips-regulation-initial-experiences-with-the-new-requirements.pdf
https://www.fca.org.uk/publication/feedback/fs19-01.pdf
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Sector priorities
Retail lending

For most borrowers, credit performs an
important function, smoothingincome

and expenditure and, if affordable, can

be beneficial. However, unaffordable
lendingand borrowing can causereal harm
toindividuals and society. Vulnerable
customers are disproportionately affected,
with some business models benefitting from
consumers struggling torepay in fulland
ontime.

Our work to make the mortgage market
functionbetter focuses particularly on making
it easier for consumers and intermediaries to
getthebestdeal. Thisisimportantifinterest
rates and pressures on household budgets
increase. We also continue to monitor how

the marketis developingto meetborrowers’
changing needs, giventhe growth of the gig
economy and older consumers borrowing
intoretirement.

Our key priorities

Ensuring that consumers are protected
in high-cost credit markets

We willensure that we effectively implement
ourinterventions on overdrafts, rent-to-own
and other markets coveredin our High-Cost
Credit Review. We will continue to review areas
where we believe there may be continuing harm,
suchasinthevolume of relendingandin firms'
affordability checks. We will also continue to work
with the Government and other stakeholders,
aswellas usingour owntools, to encourage
more alternatives to high-cost creditandraise
consumers'awareness of their existence.

Business models that drive
unaffordable lending

Inrecentyears, we have introduced measures
to help consumersin markets with a high
incidence of poor value products, services

or treatment of those in financial difficulty.
We are concerned that the business models
of someretail lending products, including
some subprime credit and second charge
mortgage products, are designed to benefit
from consumers not repaying their debts.
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For example, firms may make profits from
consumers who do not or cannot repay in full
andontime. We will carry out work to identify
these business models and the conseguences
for consumers and use our findings to identify
what action we may need to take.

Making the mortgage market work
better for consumers

The mortgage marketis the largestretail
lending marketinterms of volume of lending,
so evenrelativelyisolated misconduct can
cause significant harm.

We aim to make it easier for consumers

to switch mortgage products, particularly
consumers who cannot switch easily. We also
want to help consumers make more informed
choices, both about products andintermediary
services, such as mortgage brokers. As
consumers'needs change, we also want

to ensure that our regulation supports the
market to develop appropriate andinnovative
products and services. We will continue to
implement the remedies in our Mortgages
Market Study.
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Our specific activities

High-cost credit review

Harm in the high-cost credit sector often falls
disproportionately on vulnerable consumers
who turn to these products when they arein
financial difficulty. Our comprehensive review
of this sector has enabled us to propose or
implement remedies to protect some of the
most vulnerable of these consumers.

We recognise the value of high-cost credit
for consumers who cannot access other
forms of credit. We support a sector where
creditis fair, accessible and appropriate. The
causes and drivers of harmin this sector vary
significantly; thereis no single solution that
we can apply acrossit.

Overdrafts

In December 2018, we published proposals to
fundamentally reform the overdraft market to
address the harm we found from high prices,
repeat use, complex charging structures and
low customer awareness and engagement.
We also made rules to improve competition
by requiring firms to provide better overdraft
information, including text message or push
notification alerts, online cost calculators
andtools to reduce barriers to switching.

We made clear that firms should position
overdrafts more clearly as aform of debt. We
plan to publish our Policy Statement on the
proposed pricing remediesin June 2019.

Rent-to-own, ‘buy now pay later’ offers,
home collected credit

InDecember 2018, we published a
consultation and feedback statement on
remedies to protect consumersin other
areas of high-cost credit. Thisincluded

Business model drivers of
unaffordable lending

We will carry out diagnostic work to understand
whether there are business models in the retail
lending sectors that rely on consumers who

cannot afford to repay. We want to understand

implementing measures set outin CP18/12
publishedin May 2018.

InMarch 2019, we published final rules for a
price capinthe rent-to-own market. The price
capis designedto address harm to vulnerable
consumers from high prices. We will start a
review in April 2020.

We plan to publish our Policy Statement on
‘Buy now pay later'in June 2019.

Alternatives to high-cost credit

A core part of our high-cost credit work is to
help increase the availability and awareness
of both lower cost credit options and non-
credit alternatives. In 2019, we will continue
this programme of work. This will include
working with social landlords to promote
understanding of our recent guidance on the
scope and application of regulationinrelation
to credit broking, and exploring how they can
signpost consumers to low-cost household
goods providers.

In our high-cost credit publication of
November 2018, we committed to assessing
whether thereis aneedfor more online
information about credit options. We will
present our findings laterin 2019.

We are working closely with the Government
and the private and not-for-profit sectors
to support their initiatives on alternatives
to high-cost credit. We will continue to
do so throughout 2019, for example on
the Financial Inclusion Policy Forum, the
£55 millionin dormant assets funds to
improve access to credit and the work
towards a no-interest loans scheme.

whether the causes and consequences of
these business models exploit consumer
biases and cause harm. This work will include
consumer research tounderstand the
consumer behaviours that drive demand-side
pressures. We expect to complete this workin
2020/21.


https://www.fca.org.uk/publications/consultation-papers/cp18-42-high-cost-credit-review-overdrafts-consultation-paper-and-policy-statement
https://www.fca.org.uk/publications/consultation-papers/cp18-43-high-cost-credit-review-feedback-cp18-12-final-rules-and-guidance-and-consultation-buy-now
https://www.fca.org.uk/publications/policy-statements/ps19-6-rent-own-price-cap-feedback-cp18-35-and-final-rules
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Credit Information Market Study

We will launch our Credit Information Market
Study in summer 2019. Consumers' credit
information affects how likely they are

tobe able to get many financial services.
Creditreference agencies provide this
information to firms who use it to assess
consumers' credit risk and affordability.
Consumers are likely to be harmed as firms
may refuse, restrict or charge more for

credit as aresult. Our market study will build
onthe responses to our consultation on
Assessing Creditworthiness in Consumer
Credit, collecting evidence to provide a better
understanding of the potential for harmin this
market and identify any necessary remedies.

Claims Management Companies

On 1 April 2019, we became the regulator of
Claims Management Companies (CMCs) set
up or serving customersin England, Wales and
Scotland. While CMCs can play animportant
role in helping to get compensation for some
customers, poor practice by some has harmed
consumers and standards in the sector need
toimprove. CMCs that want to continue
operating are now going through our transition
process and must demonstrate they can meet
our standards and follow our rules on conduct.
We willact against unauthorised CMCs or
those who break our rules.

Outcome indicators

We use different sources of data to assess
potential harmin this sector. For example, we
use our Mortgage Lending and Administration
Report to monitor various pieces of mortgage
information, including the number of
consumersinarrears. Our Product Sales

Data show us how many consumers are on
the lenders' Standard Variable Rate, which
indicates that they could potentially choose a
different product and pay less.

We will also review the number of complaints
to firms and notifications from firms about
second charge lenders to monitor how they are
treating these consumers.

Firms' poor lending decisions and consumers'
poor borrowing decisions can lead to
consumers suffering financial distress and
affecting other parts of their lives. We require
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Ultimately, consumers will benefit from greater
choice indecidingwhethertousea CMCto
pursue a claim, become more aware of the
alternatives andreceive better service and
transparency from CMCs. CMCs will benefit

as higher standards of conduct will help to
increase trust and confidence in the sector.

Review of the Consumer Credit Act
provisions

In March 2019, we published and submitted
our finalreport on our review of the retained
provisions of the Consumer Credit Act 1974
(CCA)tothe Treasury. The review aims to
ensure that the consumer creditregime
remains fit for purpose and proportionate.

The review considered (i) which CCA provisions
could bereplaced by FCA rules or guidance
under the Financial Services and Markets Act
2000 and (ii) the principle that a burden or
restriction whichisimposed onthe carrying
onof anactivity should be proportionate to
the benefits. The Government will take the
decisions about the future of the retained
CCAprovisions.

firms to undertake robust affordability
assessments before they make a lending
decision. But we know that consumers

can getinto financial difficulty because of
factors neither they nor the firms could have
reasonably foreseen when they applied. This
makes it difficult torely on arrears data to show
whether a product was unaffordable from

the outset. Such data can, however, provide
aninitialindication that we can then test by
assessing a firm's policies and procedures and
lending decisions.

Through our Financial Lives Survey, we

will continue to measure levels of over-
indebtedness. We will also use this survey to
monitor consumers' experience of CMCs and
awareness of alternatives.


https://www.fca.org.uk/publication/policy/ps18-19.pdf
https://www.fca.org.uk/publication/policy/ps18-19.pdf
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Sector priorities

Pensions and retirement income

An effective pensions sector should help
consumers to build up funds tolive onin
retirement, which they canaccessina

way that works for them. Our aimis that
pension savings and retirementincome
products support people toincrease their
financial provision for later life. Our work on
pensions demonstrates the marketis not
always meeting consumers’ needs. Older
consumers often cannot decide how to use
theirretirement savings, while younger
people face challenges in building up their
savings. Demographic changes, scams and
poor pension transfer advice also present

challenges to consumers, regulators and the
sector.

Tackling the overarching harm that people
may not have adequateincome, or the level
ofincome they expect, onretirementis

not a challenge which we can solve on our
own. Our joint strategy with The Pensions
Regulator (TPR) explains how we will work
together to tackle problems, and we will also
work closely with other bodies such as the
Money and Pensions Service. However, some
problems will also require the Government
to take theleadin setting public policy.

Our key priorities

Helping consumers make better
pensions choices

We are still concerned about the potential
harm to consumers'retirementincome from
unsuitable pension transfers. Thisissue has
cometoaheadinthelast 2 years, particularly
the incidence of getting unsuitable advice to
transfer out of defined benefit (DB) pension
schemes to defined contribution (DC)
schemes.

As wellas our current activities, our future work
includesimplementing the remedies from our
Retirement Outcomes Review (ROR), andjoint
work with TPR on both DB-DC pensionsand a
review of the consumer pensionjourney. The
results of this work should help consumers
understand their pensions better, be engaged
whentheyneedto be, and feel confident

in making decisions about their pensions,
including whether they should transfer.

Value for money

Our ROR research highlighted how poor
value products could be eroding consumers’
savingsinretirement. It also identified

weak competitive pressures and low levels

of switchingin the non-advised drawdown
market, which could lead to consumers
overpayingincharges.

Our ROR remedies aim to tackle these drivers
of harmas well asissues such as product
complexity and opaque charging structures
that can mean consumers have little idea of
their costs. Our competition work on non-
workplace pensions willassess whether the
marketis workingin consumers'interests.

Consumers may also suffer poor value in
non-workplace pensions because of
difficulties in adequately assessing and
comparing these products, and reduced
competition on charges. Our competition
workin this market willassess whether thisis
the case.

'/ 4

Our aimis that pension savings and retirement
income products support people toincrease
their financial provision for later life

'/ 4
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https://www.fca.org.uk/publication/corporate/regulating-pensions-retirement-income-sector-our-joint-regulatory-strategy.pdf
https://www.fca.org.uk/publication/market-studies/ms16-1-3.pdf
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Our specific activities

Retirement Outcomes Review (ROR)
remedies

The ROR found that consumers entering
drawdown often struggle to make investment
decisions or do not engage enoughtodoso.In
June 2018, we set out a package of remedies to
address these problems and put the market on
agoodfooting for the future.

As part of this package, we published a
policy statement requiring firms to provide
better communications to help consumers
before and after they start taking their
pension savings. After a consultation early
in 2019, in July 2019 we will publish a second
policy statement setting out the rest of our
ROR remedies. We are consultingon anew
requirement for firms to provide arange of
‘investment pathways' to help consumers
choose options that meet their needs and
objectivesindrawdown.

Non-workplace pensions

‘Non-workplace pensions'is an umbrella term
for individually arranged, mainly contract-
based defined contribution (DC) pensions.
These are most commonly individual personal
pensions, stakeholder personal pensions

and self-invested personal pensions. We

are currently carrying out work to assess if
competitionis working wellin this market and if
we need to actto protect consumers.

Qur 2018 Discussion Paper (DP18/01) focused
particularly on potential harms from demand-
side weaknesses and reduced competition on
charges, which we had previously identified
and addressedin the workplace pensions
market. In 2019, we will publish feedback on the
themes from the responses and evidence from
our subsequent data collection and consumer
research. If the evidence demonstrates
consumer harm, we will then consult on
specific proposals to tackle this.

Intensifying work to improve Defined
Benefit transfer outcomes

Following on from our 2018 informationrequest
to all firms with pension transfer permission, in
2019/20 we will start awide-ranging programme
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of activity with firms. We may take action
againstany firmthat continues to present
harm to consumers. We will continue to publish
findings and updates to firms and to consumers
as our programme continues.

Thereisaninherent conflict ofinterest when
firms use contingent charging structures. We
asked for views on how these structures for
pension transfer advice may cause consumer
harm. To help with our policy development,
the Work and Pensions Committee also held
aninguiry into charging for pension transfer
advice. Using all this information, our policy
team are now analysing if and what action

we may need to take. If we consider thatrule
changes are appropriate, we will consult on any
new proposalsinthe summer of 2019.

FCA/TPR pensions strategy —new
priority areas for joint action

Our 2018/19 Business Plan confirmed we
would produce ajoint regulatory strategy
with TPR. Followinga 2018 Callfor Input, we
published our joint strategy. Itidentifies how
we work together, both currently andin the
future, to tackle the issues we see facing the
sectoroverthe next 5to 10 years. As well as
work already planned or underway, our strategy
identifies two new priority areas for joint
action. Thefirstis areview of the consumer
pensionsjourney to see how effectively

the information from pension schemes and
providers combine with guidance and advice
services to help consumers make well-
informed decisions. The second will further
develop common principles and standards
for delivering value for money, beyond TPR's
existing DC code and guidance.

Extension of Independent Governance
Committees (IGCs) remit

IGCs oversee the money in workplace personal
pensionsinaccumulation, i.e. before pension
savings are accessed, and provide independent
challenge onthese schemes' value for money.
In April 2019, we consulted on extending IGCs'
remit to oversee investment pathways for
pension drawdown.


https://www.fca.org.uk/publication/discussion/dp18-01.pdf
https://www.fca.org.uk/publication/business-plans/business-plan-2018-19.pdf
https://www.fca.org.uk/publication/corporate/regulating-pensions-retirement-income-sector-our-joint-regulatory-strategy.pdf
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Atthe same time, we addressed Law
Commission recommendations to clarify
how far pension funds may or should consider
socialimpactissues when makinginvestment
decisions. We consulted on measures requiring
IGCs to consider andreport on firms' policies
on environmental, social and governance
(ESG)issues, members' ethical concerns,

and stewardship. We also consulted on
related guidance for firms making investment
decisions on behalf of consumers.

We will consider the responses and publish a
Policy Statement, including new rules for IGCs,
by the end of 2019.1n 2019/20, we will also
carry outareview of IGCs' effectiveness.

Pensions dashboard

In December 2018, the Department for

Work and Pensions (DWP) published the
consultation Pensions Dashboards: Working
together for the consumer. This takes forward
ourrecommendations inthe Retirement
Income Market Study (2015) and Financial
Advice Market Review (2016) that the
Government champion and plays a convening
roleintheindustry's development of a
pensions dashboard.

This year we will continue to work closely with
DWP andtheindustry delivery group to ensure
that the dashboard can deliver good outcomes
for consumers.

Outcome indicators

We use several sources of data to assess
harm in this sector. For example, we use our
Retirement Income Data Return to monitor
pension choices, such as the proportions of
pension pots with regular withdrawals of over
8% ayear.

Our work on assessing advice suitability
enables us to understandif customers are
making unsuitable purchases or choices due to
unsuitable advice. We also use the Money and
Pension Service's take-up statistics take-up
statistics to help gauge the level of support
consumers have when making decisions.

We will also review the number of complaints
and notifications we get about retirement
income products/choices or advice and
monitor the drivers of poor value, such as the
number of annuities taken out with a different
provider, using our RetirementIncome Data
Return.

We willundertake a post-implementation
review of our ROR remedies. It will look

at providers' charges, the way they offer
investment pathways and how well they are
complying with relevant product governance
requirements.

We will continue to review the numbers of
times people check our ScamSmart hub and
FCA Register to monitor the major problem
of pension scams. We will also use our
Financial Lives Survey results to assess the
percentage of UK adults who say they have
received unsolicited approaches that could
be scams and the number who have paid out
money as a result.

Ourjoint pensions strategy with TPR sets out
anon-exhaustive list of the indicators we will
use to assess whether our various initiatives
are having the intended impactinreducing
consumer harms and achieving our objectives.
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https://www.gov.uk/government/consultations/pensions-dashboards-feasibility-report-and-consultation/pensions-dashboards-working-together-for-the-consumer
https://www.gov.uk/government/consultations/pensions-dashboards-feasibility-report-and-consultation/pensions-dashboards-working-together-for-the-consumer

S E2B

Financial Conduct Authority | Business Plan 2019/20
Chapter 6| Sector priorities

Search Q

Sector priorities
Retail investments

Theretailinvestments sector covers the

way firms provide investment products to
consumers through different channels: financial
advisers, wealth managers, and platforms. It
also covers some specificretailinvestment
productsthat are generally sold directly to
consumers. Investment products should have
transparent features, risks and charges. To
increase competitionin the sector, those who
design and sell them should ensure any conflicts
ofinterest are effectively managed. Firms that
provide services helping consumers make their
owninvestment decisions should consider

the support consumers need when choosing
products. Firms should also protect themselves
and their clients against cyber threats.

Our main concernsin this sector are
unsuitable and/or low-quality advice

and products, and high charges. Thereis
significant potential harm from unsuitable
advice on DB pension transfers when
consumers give up valuable benefits. Please
see the Pension Savings and Retirement
Income Sector pages for further detail.

Our key priorities

Suitability of advice

Our Assessing Suitability Review, which reported
in 2017, found thatadviceininvestments,
pension accumulation and retirementincome
was suitable in 93% of cases. However, we remain
concerned about two areas where thereis a
greaterrisk of consumer harm: defined benefit
pension transfer advice and advice on high-risk
investments. These will continue to be a priority
in our supervisionwork. We will also be exploring
how we can use more effective data analysis to
identify emergingissues and outlier firmsatan
earlier stage.

Scamsinretailinvestments

As wellas harming consumers, scams can
damage marketintegrity by threatening
confidence and participationinthe market. We
have seen evidence of anincreaseinwealth
managers' discretionary portfolios being used for
pension scams, and poor conduct fromwealth
managers who make unsuitable investmentsin
high risk assets for their clients. Our activities will
improve our ability to prevent or reduce harmin
this area. We cover more work on scamsinthe
Cross-Sector Priority on Financial Crime.

Our specific activities

Assessing suitability of advice and
disclosure

Our 2017 Assessing Suitability Review identified
areas where firms could do more to ensure they
provide customers with suitable advice and clear
communications. We will carry out a second
reviewin 2019 and aim to publish our findings
in2020.

This secondreview willagain examine advice and
disclosure firms give to different consumers,
acrossdifferent product types and by different
typesandsizes of firms. It will allow us to assess

36

how firms have implemented the requirements
introduced by the Marketsin Financial
Instruments Directive, the Packaged Retailand
Insurance-based Investment Products and the
Insurance Distribution Directive. It willalso provide
anupdatedbaseline against which we can assess
ongoingissues withinthe advice market.

Post-implementationreview of RDR
and FAMR outcomes

In 2019, we will start to review theimpact of the
Retail Distribution Review (RDR) and Financial
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Advice Market Review (FAMR) usingindicators
fromarange of data. The RDR had far-reaching
objectives toraise the quality of advice, increase
adviser professionalism and reduce biasin
product sales. We published a baseline of success
indicators atits outset. FAMR focused ontwo
furtherthemes vitalto develop the market for
advice and guidance: accessibility and affordability.
We aim to publish our findings in 2020.

Investment Platforms Market Study

We published our Investment Platforms Market

Study final reportin March 2019. We found that
while competition is generally working well,
some consumers and financial advisers can
find it difficult to shop around and switch to a
platformthat better meets their needs.

To make switching easier, we published a
paperlooking at the potential for removing or
capping exit fees for platforms and comparable
firms, and a consultation onrules to make it
easier for consumers to move their assets
from one platform to another without having
toliquidate theirinvestments.

Later this year, and againin 2020 if needed,

we will assess industry progress inimproving
the speed of transfers and customer
communications during the transfer process.
We will also look at firms' progressin making it
easier tofor consumers to compare costs and
charges whenthey are shopping around. Our
findings will help us decide whether we need to
intervene further.

Peer to Peerfollow up

In 2018, we published a Consultation Paper
setting out proposals forloan-based
crowdfunding platforms (CP18/20). Our
proposals aimto prevent harmtoinvestors
from some platforms’' complicated business

Outcome indicators

We use arange of factors to assess if products
and advice are suitable for their target
markets. For example, our work to assess the
suitability of advice will allow us to measure
whether consumers are making poor choices
because they are being given unsuitable
advice. Our post-implementation review will
assess how far RDR/FAMR have delivered their
aims. We will also take into account the number
of complaints about advice.

models and poor business practices, while
not limitinginnovation. Our proposals aim to
create an environment where investors:

+ havethe necessaryinformationtohelp them
make informed decisions

« understandtheinvestmentrisk of aproduct, to
make suitable investment choicesinline with
theirrisk tolerance

- are appropriately rewarded for therisks they
are taking

« understandthat their capitalis atriskand they
may sufferlosses

We are assessing the responses to our
consultation and aim to publish our response
and finalrulesin apolicy statementin Q2 2019.

Contracts For Difference product
intervention

In June 2018, the European Securities and
Markets Authority announced temporary
productintervention measures, which
restricted the sale, marketing and distribution
of contracts for difference (CFDs) and banned
the sale of binary options to retail clients. We
supported these measures.

InMarch 2019, we finalised rules confirming
abanonbinary options sold to retail clients.
We expect to make anannouncementonthe
timing of final rules for CFDs and CFD-like
optionsin April 2019.

We willmonitor firms' compliance with ESMA's
temporary intervention measures and our
rules throughout 2019. We will also continue
to assess potential harm from the sale of
alternative, speculative derivative products to
retail clients and decide whether we need to
consult on extending our intervention to other
similar products.

While not a direct measure of suitability, we will
consider consumers' experiences and views
through our Financial Lives Survey. This will
include the percentage of UK adults taking
regulated advice, consumers'trustin advisers,
theirunderstanding of adviser costs, and the
numbers who feel they were recommended an
unsuitable product. Through Financial Lives we
will also monitor the percentage of consumers
shopping around and switching platforms, as well
as how easy they find it to compare products.


https://www.fca.org.uk/publication/market-studies/ms17-1-3.pdf
https://www.fca.org.uk/publication/market-studies/ms17-1-3.pdf
https://www.fca.org.uk/publication/consultation/cp18-20.pdf
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Sector priorities
Retail banking

Most consumers, including smalland
medium sized enterprises (SMEs), first
access financial services through the retail
banking sector.Inrecentyears, major
regulatory changes such asring-fencing, the
second Payments Services Directive (PSD2)
and Open Banking have led to significant
structural changes within the sector. We will
continue toimplement these changes to the
end of 2019/20, and ensure they have tackled
the harms they were intended to address.

Payments services are an intrinsic part of
this sector,and we have increased our focus

Our key priorities

Making the Retail Banking sector safer
and more competitive for consumers

We continue toimplement severallarge-scale
regulatory interventions, including PSD2

and Open Banking, which aim toincrease
competitionandimprove the security and
quality of payments services. We will be
concluding the implementation of ring-fencing
and our work overseeing Payment Protection
Insurance (PPI) redress. Following these
interventions, we willmonitor whether firms
are embedding theserules effectively and
prepare for further evaluation work as we move
into 2020/21.

Ensuringreliable payments services for
allusers

The payments sectorisvital to the smooth
functioning of the economy, and is complex
and heavily interdependent with other

sectors. We aim to ensure that payments
services are accessible, safe, reliable, resilient,
value for money and innovative, all while
functioning well for consumers and other
users. Firms in this sector willneed to have high
standards of conduct to deliver this, which we
will support through:
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onthem since being given new powers to
regulate them and e-money firmsin 2017.
The findings of our Strategic Review of Retail
Banking Business Models will be a key driver
of our supervision work and our monitoring
of how changes affect different types of
firms. We are now starting tolook more
specifically at other markets and services.
This includes SME business current accounts
(BCAs) and payments services value

chains. We are also looking at accessissues,
including branch and cash handling services,
and how SMEs are treated as customers.

+ extendingthe Principles for Businesses to
payments services and e-money firms

« ensuringthatbusiness models are fit for
purpose through our re-authorisation
programme

» engagingwith otherregulators andindustry to
anticipate and shape the development of the
banking and payments sector business models

Fair use of consumer data

More information can be found under our
Innovation, data and data ethics cross-sector
priority.

Price discriminationin the cash savings
market
More information can be found under our Fair

treatment of existing customers cross-sector
priority.
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Our specific activities

Implementing the Payments Sector
Strategy

We have developed a strategy to address the
specific harmsin the payments sector, which
considers the links between payments and
retailbanking.

We will build on our existing fraud work to
improve our understanding of financial crime,
including how fraudsters operate. We will also
continue to work with the Payment Systems
Regulator (PSR) and support cross-authority
andindustry initiatives to tackle fraud, such
as the Contingent Reimbursement Model and
Confirmation of Payee which have beenled by
the PSR. We willidentify and analyse payment
services firms' business models to identify
the harms they pose to consumers, especially
vulnerable consumers, and the implications for
competition and overall marketintegrity.

Access and vulnerability also remain priorities.
We will continue to work with other authorities
toidentify theimpacts of innovation on
customers' access to payment services,
including the implications of the declining use
of cash. We will also carry out work to identify
how firms use dataanditsimpact, particularly
for PSD2 and Open Banking.

Strategic Review of Retail Banking
Business Models: Follow-up

We published our Strategic Review of Retail
Banking Business Models in December

2018. The findings mean we are much better
placed to monitor change in these business
models, consider theirimpact on conduct and
competition and establish a baseline to assess
emerging harms so we can act decisively if
needed. We will start 3 key areas of follow-up
work this year:

« Inline with our Approach to Supervision we will
conductaprogramme to analyse the value
chainin new payments business models. We
willuse this work in a similar way to the business
modellingworkin this Strategic Review.

+ We willmonitor retail banking markets using
the Strategic Review's business model analysis
approach. By comparing changes against
our existing dataset, we will be able toidentify

whether ourinterventions are havinganimpact,
how existing business models are changingand
how new and emerging business models are
developing. We will share the results of this work
both through the Retail Banking Sector View
andinour ongoing evaluation work.

+ Wewillreview SME bankinginmore detail.
Specifically, the value that banks derive from
business current accounts (BCAs)and business
depositaccounts payingvery littleinterest,
comparatively hightransactionchargeson BCAs
and comparatively highfees and charges for
other services such as foreign exchange. While
we have limited regulatoryreachinthisarea, itis
important we understandhow SMEs changing
needs, andthe services theyare offered,
contribute to overallretailbankingmodels.

Implementing the revised Payment
Services Directive (PSD2) and Open
Banking

While much of PSD2 has beenimplemented,
further changes willcome into effect

in September, particularly new rules to

protect customers against different

forms of fraud, known as strong customer
authentication. After applying theserulesin
2019/2020, we will monitor their success by
requiring firms to start collecting and reporting
detailed fraud statistics. Firms will submit the
first full set of data early in 2020.

PSD?2 also outlined the framework for ‘open
banking' services as firms that provide Account
Information Services (AlS) or Payment Initiation
Services (PIS) came under our regulation. From
September, newrules set out the way AIS

and PIS providers can securely connect with
consenting customers' banks or other account
providers to provide their services.

In 2019/20, we willwork on ensuring open
banking services are introduced securely,
monitoring the number and nature of new
services onthe market and the numbers of
customers using them. But we recognise that
the success of Open Banking requiresit to
grow beyond the basic requirements of PSD2,
bothinterms of functionality and the products
included. We discussed earlier, how we will lead
the broader public debate on the development
of Open Finance.
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Completing Payment Protection
Insurance (PPI) redress

We set a PPIcomplaints deadline of 29 August
2019, with an accompanying campaign to raise
awareness and prompt people who intend to
complain about mis-sold PPIl, todo sointime.

We will continue to tailor the delivery of each
phase of our PPl communications campaign
and our supervision work will ensure that firms
deal with complaints fairly and effectively until
the deadline. Following this, we will publish
areportinearly 2020, reviewing the overall
impact of our measures.

Outcome indicators

Fraud and weak competition are key harms

in this market. We use arange of factors to
help assess how competition is workingin the
market, including:

We use data from the Moneyfacts UK Credit
Card Trends to assess average overdraft
costs. Consumers may suffer because of high
prices, including high levels of fees and the
accumulation of fees and charges from repeat
overdraft use.

We also use data from the Moneyfacts UK
Savings Trends to monitor the number and
percentage of cash saving accounts paying
over the base rate and the average live rate
versus the average closedrate. We will treat
increasedinterest rates on closed accounts as
one indicator that consumer harm may

be reducing.

<

Sector priorities

We use data from UK Finance to help assess
the prevalence of unauthorised fraudulent
transactions made using payment cards,
remote banking channels and cheques, as
well as fraud losses due to unauthorised push
payment scams. We will monitor the number
of cases, the total value of fraud and the

total financial loss to consumers to help us
understand the impact fraud is having.

We will also use our Financial Lives Survey

to continue to measure the percentage of
UKadults who are unable to access banking
services, and use complaints data to monitor
levels of PPl complaints as we approach the PPI
deadline.

General insurance and protection

The generalinsurance and protection sector
enables people and businesses to limit their
risk of financial loss. It is vitaland plays a
centralrole in many industries.

The economic environment is affecting
traditional business models, particularly
of reinsurers, as a continued oversupply of
capital enablesinsurers to demand lower
reinsurance prices. However, the sector
isalsobeingincreasingly innovativeinits
use of datasets in underwriting, pricing
and marketing. This means that thereis
the potential for these datatobeusedto
open up markets and promote competition
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that benefits consumers. Thereis also the
potential for harm to consumers and the
integrity of the sector where data are stolen
or misused, heightened by weak operational
resilience and legacy IT systems.

EU withdrawalis a significant challenge given
the scale of cross-border businessinthe
sector. We will continue to collaborate with the
Government and firms on theissues arising
from EU withdrawal. Thisincludes how firms
restructure their business to maintainaccess
to EU markets, ensuring that they can continue
toserve their existing policyholders across
the EU without disruption.
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Our key priorities

Fairnessin pricing and product value

Retail generalinsurance prices take into account
the costs of underwriting the risk a consumer
poses, administration expenses and other
commercialfactors which maynotrelate to the
costof servingthe customer. Some firms'pricing
practices mayinvolve differential pricing strategies.
Our diagnosticwork onthe homeinsurance
market found that firms onaverage charge higher
renewal prices to existing customers compared

to prices offeredto new customers. This has the
potentialto cause consumer harm, particularly

for existing customers who do not engage with
therenewal process, shop around or compare
products effectively. Vulnerable consumers may be
particularly disadvantaged.

Our previous Sector Views have highlighted
concerns about product value. We have also
previously foundineffective product governance
and oversight, products not designed to meet
consumer needs and poor service inareas such
as claims handling. The CMA has also identified
poor value from low claims ratios.

Generalinsurance pricing practices

More information on this, including the current
market study into retailhome and motor

insurance can be found in our Fair treatment of
existing customers chapterin the cross-sector
priorities.

Poor governance and oversightin the
distribution chain

Harm to consumers from poor value and
serviceis oftentheresult of poor product
oversight and governance of distribution
strategies. We often see these problemsin
long and complex distribution chains, where
consumers can pay significantly more for
products or receive lower levels of service.

Access and exclusionininsurance

It can be harder for consumers with specific
insurance needs to find or get cover, especially
when using mass market distribution
channels. If consumers cannot get meaningful
information about alternative providers of
insurance, or lower-cost policies, they can
assume they are uninsurable or cannot afford
cover, so excluding them from the market.
This can cause significant potential harm,

for example where someone with an existing
medical condition travels abroad without
insurance.

Our specific activities

Generalinsurance distribution chains

In April 2019, we published the findings

of our thematic reviews of value in the Gl
distribution chain and delegated authorities.
We found there could be harm from customers
buying unsuitable products or paying too
much due to the level of remunerationin

the distribution chain. At the same time, we
published proposed non-handbook guidance
to set out our expectations of firms, and a
Dear CEO letter, which we sent to all Gl firms.
Our proposed guidance clarifies the meaning
ofthe new IDD rules, which should address
many of key problems we identified. Following
this, we willwork with firms and trade bodies
inthe sector as firms deliver the changes

required. We also plan to undertake additional
supervisory work to assess how firms respond
and whether we need to intervene further. If
we identify firms who are not meeting their
obligations, then we willintervene.

Value measures consultation

Following our Gl add-ons market study,

we have piloted the publication of Gl

value measures data since 2016.1n 2018,
we concluded that the pilothas had a
positive impact. We have seen firms' senior
management using the data to assess the
value of their products and services, and to
make improvements.
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Following the pilot's success, we published
aconsultationinJanuary 2019. This set out
proposed rules requiring firms to regularly
reportvalue measures data across awider
scope of Gl products. It also broadened
firms'responsibilities under our product
governance and oversightrules. Alongside
this, we published our third value measures
dataset. Subject to consultation feedback, we
plan to publish a policy statementin Q3 2019,
which may mean that regular reporting and
publication of value measures data willbeginin
Q12021 fordata covering the year ending 31
December 2020.

Claims inflation

In 2019/20, we willmonitor developmentsin
motor claims practices generally and more
specifically around the impact of the Civil
Liability Act. We willassess whatimpact the
new requirements are having on the cost of
motor claims. If we observe claims inflation, we
will consider whether thereis a case forus to
intervene.

Signposting and access toinsurance

In 2018, we published our Feedback Statement
from our Call for Input on Access to Travel
Insurance, which looked at the challenges

for consumers with pre-existing medical
conditions in getting appropriate, affordable
cover. We are working to ensure consistent
signposting for consumers when accessing
travelinsurance. This signposting service will
require firms to direct consumers to providers
that may be more appropriate to deal with
the consumer's condition, and so may be able
to provide more appropriate cover. We will

be consulting on this requirementin 2019,
and continue to engage withindustry and
stakeholders throughout.

Gl renewals evaluation

In 2017, we introduced new rules to increase
transparency and consumer engagement

by encouraging consumers to shop around
forthe best deals at renewal. We are now
evaluating the impact of these rule changes.
The evaluation will help us understand how
thisintervention has worked, and why, and will
inform our consideration of potential remedies
inthe generalinsurance market study. We
expect to publish the evaluation during
summer 2019.

Outcome indicators

Qur priorities in this area included fairness,
access and value for retail customers.

To monitor the fairness of products we
consider the following indicators: FCA
complaints data, charges, and product
performance for General Insurance and
Protection products, alongside monitoring
Financial Ombudsman Service data on General
Insurance and Protection claims.

Foraccess to products, we use data from our
Financial Lives Survey to help us understand the
percentage of UK adults suffering financialloss
from uninsured events. We will also monitor the
percentage of UK adults that could not afford
the excess at the time of the claim.
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Consumers may pay more or get poorer
quality if they renew insurance products
without shopping around. We use data from
our Financial Lives Survey and other consumer
surveys to gauge rates of switching and
shopping aroundin this market. Inline with
the findings of our thematic work on the
pricing practices of household insurance
firms, we treat increased levels of switching
as anindicator of lower harm to consumers.
The findings from our post-implementation
evaluation will also enable us to understand if
our intervention to encourage consumers to
shop around has achievedits aims.
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Sector priorities

Wholesale financial markets

Healthy wholesale financial markets enable
firms and governments to access short-
term finance and long-term capital, provide
investment opportunities for retail and
institutional investors, enable domesticand
international trade, and fund growth. These
markets’ effectivenessrelies onthembeing
visibly fair, transparent and efficient. Clean
markets where competition works well are
vital to the UK's prosperity.

These markets are diverse. They are also
going through a period of significant change,

driven by technological, regulatory and
politico-economic factors, including the
UK's withdrawal from the EU. As aresult,
market structure and business models are
having to adapt. Recent major regulatory
interventionsinclude implementing the
recast Marketsin Financial Instruments
Directive (MiFID 1), and the Market Abuse
Regulation (MAR), both major focuses of our
work last year. We have been monitoring
firms’ compliance and evaluating the effect
ofthe newrules on the relevant markets.

Our key priorities

Our cross-sectoral priorities are important
andrelevant for wholesale financial markets. In
particular, the impact of EU withdrawal will be
the primary focus of our work in the wholesale
sectorin2019/20. Our cross-sectoral work on
operational resilience, financial crime, SMCR
and governanceis also highly relevant for
wholesale markets.

Beyond this cross-cutting work, we will
continue our focus on market participants
that undermine clean markets through market
abuse. Theimportance of LIBOR replacement
will also be akey priority in this sector.

We will also continue to prioritise monitoring
the outcomes and reductionsinharm fromthe
various interventions broughtin by MiFID Il
including more work on conflicts of interestin
wholesale markets. We will also analyse access
toandthe use of datain wholesale financial
markets, as data creates opportunities for
innovation, but also can drive harms. This work
willinclude considering whether competitionis
working wellin specific data provision markets,
as we are concerned about market participants
having limited or disproportionately expensive
accesstodatainsome areas.

Our specific activities

Market abuse

We will continue our work withissuers to
increase their knowledge of MAR and ensure
that their systems and controls match the
market abuse risks they and theirinvestors face.

We are also producing guidance on the
assessment, handling and disclosure of inside
information for otherindustry regulators

and public bodies, which will support themin
understanding their obligations under MAR.

We will focus on key areas in firms' control
frameworks, focusing on areas such as the
control of inside information within M&A
businesses and corporate broking functions.
Ourwork willaim to ensure that firms respond
appropriately to the 2018 update to the FCA's
Financial Crime Guide for Firms on the risks of
insider dealing and market manipulation. Our
supervisory engagement with firms' capability
todetectandreport suspected market abuse
will focus particularly on surveillance of fixed
income markets.
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We are developing new monitoring and detection
toolsfocusing on: 1) delayed disclosure and
misleading statements byissuers, and 2)
secondary market behaviourincluding cross-
market manipulation, abuse in fixedincome
markets and equity insider dealing. Where we

are concernedthat harmhas occurred we will
carry out reviews which willlead to enforcement
investigations where appropriate.

LIBORreplacement

Thereisincreasing awareness of the withdrawal
of official sector support for LIBOR at the end of
2021. Theindustry has now begun transitioning
to alternative interest rate benchmarks. Risk-
freerates have beenidentified forall LIBOR
currenciesincluding the Sterling Over Night
Index Average (SONIA), whichis administered
by the Bank of England andis the preferred
alternative for sterling LIBOR. We continue

to support the market-led Working Group on
Sterling Risk-Free Reference Ratesto enable
transitionto SONIA.In September 2018,
togetherwith the PRA, weissued a Dear CEO
letter to major banks andinsurers asking for
their preparations and actions to manage
transition. This year we will publish the findings
fromthe Dear CEO letter. We will widen our
supervision of firms' transition from LIBOR and
focus onfirms that are not effectively managing
their transitionrisks.

The Markets in Financial Instruments
Directive (MiFID )

We will continue to build onouruse of MiFID |l
transactionreporting datato help detect market
abuse, as well as supervisory oversight. This
includes monitoring for data quality by submitters
andinterveningwhere necessary. We will carry
out furtherwork on firms' compliance with, and
evaluatingthe effect of, the policies broughtin by
MiFIDII. This willinclude further focus on conflicts
ofinterestinwholesale markets.

Access and use of datain wholesale
financial markets

Thereisrapid and wide-ranginginnovation

in datainwholesale markets. Firms' ability

to gatherandanalyse datahas grown
tremendouslyin scope andin speed, witha
correspondingincrease inthe value of data. This
promises very significant benefits through the
availability of more efficient, comprehensive and
timely data for wholesale market participants.
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These changes may create new risks that may
require us to act. Innovation couldincrease
barriers to access, including timely access,

to data, and favour larger orincumbent

firms, weakening competition. Some firms
may be able to exploit market power as
providers of critical data or data analytical
tools. Forexample, in our Wholesale Sector
Competition Review 2014-15 and Asset
Management Market Study of 2017 we found
problems with the supply of market data and
indices. Developmentsin data may create
concentrations of market power in other
areas that also require furtherinvestigation. In
addition, innovation appears to be increasing
firms' ability to predict market events early.
This should benefit markets, butit could
alsointroduce new risks of collusion and new
factors that willneed to be consideredin
identifying and prosecuting

Given the pace, scale and potentially wide-
rangingimpacts of data-related innovation, we
are proposing diagnostic work to understand
the changes andtoidentify possible harms and
theirdrivers. Thisin turn should enable us to
prioritise more effectively, identifying areas for
more targetedregulatory actioninthe future,
while ensuring we do not hamper the many
benefits that the innovation promises.

We are planning to carry out a call for input to:

 betterunderstand market dynamics,
competition and other regulatoryissues to
decide which of them, ifany, we can address
through further work, such as amarket study
or supervisory work

« potentially prompt customersto come forward
with complaints that may be relevant froma
competitionlaw enforcement perspective

. ifthe evidencewarrants, conclude that action
isnot needed at this stage, as happened with
our callforinput onbigdataininsurance

We expecttoissue the call forinput around
Q2 2019/20 and aim to publish the feedback
statementin April 2020.

Implementation of the EU Prospectus
Regulation

We will continue our work to implement the
new Prospectus Regulation from July 2019.
Following our January 2019 consultation, we
intend to publish a policy statementin June/
July 2019 to update our Prospectus Rules for
the new regime which willapply from July 2019
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assuming the UKis stillinthe EU orif thereis
atransition period after an exit fromthe EU
prior to July 2019. We are also continuing to
investininformation technology systems
to support submissions to us under the
regulation. However, if the UK leaves the EU
with no agreement, the Government's position
is to enact the EU Prospectus Regulation
inthe UK regardless. Inthisinstance, our
implementation timetable will vary to take
account of the legislative process.

Thereform of the prospectus regime will keep
the UK capital raising process competitive
and up to date. The changes willensure that
investors have the information they need to
make informed investment decisions and help
companies toraise capital efficiently on UK
regulated markets.

Implementation of the EU
Securitisation Regulation

Securitisationisanimportant part of the
UK's capital market. The EU Securitisation
Regulationand Amendment to the Capital
Requirement Regulation came into effectin
January 2019. They are intended to make the
European securitisation market more effective
by addressing weaknesses identifiedin the
financial crisis. We will focus on weaknesses
such as transparency of securitisations and
the alignment of interests betweenissuers
andinvestors and continue to work to ensure
regulation is wellimplemented.

Theregulationalsointroduces a framework
for simple, transparent and standardised
securitisations (STS) designed to make

it easier forinvestorsto understand and
analyse the risks of their securitisation
investment. We expect to work closely with
other Europeanregulators to ensure thereis
consistency of interpretation of STS criteria
acrossjurisdictions, promote best practice,
develop guidelines and address cross-border
implementationissues.

Policy work on the EU Regulated
Covered Bond Regulation

Coveredbonds are financial instruments
that are generallyissued by banks to fund
businessesinthereal economy. They are
secured by collateral, generally regarded as
low risk and animportant source of UK bank
funding. The EU Covered Bond legislationis
designed to harmonise at EU level the current

setofregimes thatareinplace ata national
level, including in the UK.

Oncethe EU legislation has entered into force,
currently estimated tobe Q1 2019/20, we will
look toimplementitin the UK. We may do this
through amendments to the FCA Handbook,
with a view to these amendments enteringinto
effectby mid-2021. The exact form will depend
onthe finalform of EU legislation, and on the
Treasury'sdirection. We expectto provide an
update on our work nearer the time when the
EU legislation entersinto force.

Corporatereportingin structured data
formats

Reformsto annual corporate reporting, aimed at
mandatingreportingin electronic formats that
containembedded structured data, are currently
expectedtocomeintoforceinthe EUfor
financial periods beginningon or after 1 January
2020. These reforms, sometimesreferredto

as ESEF (European Single Electronic Format),
originateinthe EU's 2013 Transparency Directive
Amending Directive (TDAD) and aim to assist
investorsinthe evaluation of the performance of
listed companies. We will be working with the FRC
and other stakeholders to ensure the UKis ready
toimplement these changes as necessary. The
reforms—anddigital reporting more widely — will
have significance for UK-listed companies. We
willbe seeking to understand and address the
challenges of these reforms as well as maximise
the benefits that these reforms might present to
UK market participants.

Regulation of trade repositories
and credit ratingagencies and
securitisationrepositories

The Government has designated the FCA

as the competent authority to supervise UK
trade repositories (TRs), credit rating agencies
(CRAs) and Securitisation Repositories (SRs)
once the UK has left the European Union.
These responsibilities will be transferred from
the European Securities & Markets Authority
(ESMA)tothe FCA, atatime thatis subject

to the outcome of negotiations onthe UK's
withdrawal. This may take place during the
2019-2020 financial year.

TRsplay animportantrole, receiving reports
under the European Market Infrastructure
Regulation (EMIR) on all UK firms' derivative
contracts and making these available to
regulators. Access to thisinformationis
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critical in supporting our objective to ensure
the derivatives market functions well. It also
supports other UK regulators' objectives,

in particular the Bank of England's ability to

monitor systemicrisk in the derivatives market.

CRAsrate the creditworthiness quality of a
wide range of investments and creditissuers.
Theyalso play animportantrolein global
financial markets. Various types of market
participants use these credit ratings to make
investment and financing decisions. Firms may
use creditratings when calculating their capital
requirements andto assessrisksin their
investment activity. The supervision of CRAs
aims toimprove the transparency, governance,
andindependence of credit rating activities.
This contributes to the quality of credit

ratings in the UK and advances our consumer
protection and marketintegrity objectives.

SRsareduetocomeinto operationinthe

EU and will centrally collect and maintain

the records of securitisations. They will
therefore play a centralrolein enhancing the
transparency of securitisation markets and
thus of the financial system.

We will continue to monitor the progress of
the EU withdrawal negotiations and work to
ensure that we have a functioning UK legal and
regulatory regimein place to address the final
outcome of those negotiations.

Outcome indicators

Following our interventions on trade
transparency, we are tracking the proportions
of trades carried out on venues with varying
levels of trade disclosure. We will report our
findings for year 2019/20.

We continue to work on the development of
new market abuse indicators to complement
our market cleanliness statistic. The aim of the
new indicators will be to widen the scope of our
understanding of the integrity of the market.
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Follow-up to Review of the
Effectiveness of Primary Markets

We want our regulatory framework to give
investors the opportunity and the confidence
toinvestinawide range of companies.
Getting the rules right willmaximise the
contribution that capital markets make

to the UK's economic growth. We believe

we can best deliver this through alisting
regime which encourages a wide range of
issuers to meet the highest standards of
disclosure and governance, while remaining
proportionate. Consistent with creating the
best opportunities forinvestors, we want our
framework toremain attractive to overseas
as wellas UK companies, providing these
companies can meet appropriate standards.
We also want these opportunities to be
accessible toretail as well as professional
investors.

Further to our Discussion Paper onthe
Effectiveness of Primary Marketsin 2017 and
subsequent Feedback Statement, we plan to
engage further with stakeholders on changes
tothelistingregime. Thisincludes consulting
onchangesto the Listing Rules to facilitate
Standard, rather than Premium, Listing of
ETFsand considering how to improve retail
investors'access to debt markets.

Liguidity in different markets will vary over
time for many reasons. While we do not aim to
promote any particular level of liquidity, some
of ourinterventions aim to address factors
that unnecessarily reduce liquidity. Levels of
liquidity are something we monitor. We intend
to publish summary data onitin the annual
report for the coming year, but this measureis
notitselfan outcome indicator.
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How we operate

This section provides details on our Our AFR for 2019/20is £558.5m, anincrease of
operational activities and our finances. 2.7%. Our AFR includes our ORA budget costs,
the costs we needtorecover for changesto
our regulated activities (Scope Change) and

Ourbudget EU Withdrawal. The actual fees we collect will
Our annualbudgetreflects the cost of the reflectthe AFR net of rebates related to financial
resources we need to carry out our work in penalties collected (estimated at £48.6m).
2019/20.
We are committed to deliveringan ORA budget
The key elements of our budget are: thatisflatinrealterms, subject toany changes
in our wider regulatory responsibilities. Our
+ thetotalamount we charge the industry 2019/20 ORA budget willincrease by £10.5m
to fund our activities (our Annual Funding to £537.7m, anincrease of 2%, inline with the
Requirement (AFR)) current rate of inflation.

- the costof our core operating activities (our
Ongoing Regulatory Activity (ORA)), the
largest element of whichis our people

- capital expenditure for the development of our
technology andinformation systems and new
regulatory and operational requirements

Table 1: Annual Funding Requirement (AFR)

FCA Budget
2018/19 2019/20 % Change
ORA Budget 527.2 537.7 10.5 2.0%
EU Withdrawal 5.0 5.0 0.0 0.0%
Scope Change Recovery 16.7 15.8 (0.9) -5.4%
ORA Reserves Utilised (5.0) 0.0 5.0 =
Total AFR 543.9 558.5 14.6 2.7%

47



C =P B

Financial Conduct Authority | Business Plan 2019/20
Chapter 7 | How we operate

Search R

We continue toinvestin our people to ensure
we deliver on our objectives while preparing

for EU Withdrawal. Itis vital that we attract and
retain theright people, and that we have robust
operational functions that support our key
regulatory functions. The chart below reflects
how our ORA budget will be spentin 2019/20.

2019/20 ORA Budget Em

-25.6
27.7

24.8

53.5

84.2

346.3

B Staff costs B Enforcement

case costs
B IScosts

Professional Fees
Depreciation
Other
B Accommodation

and office services M Sundryincome

EU Withdrawal

FCA Budget

2018/19  2019/20

\?\lliﬁdsrzivnadl o el 7
EU Withdrawal fee 5.0 5.0
ORA Reserves Utilised 5.0 5.6
Firm Specific costs 6.0 3.6
Total EU Withdrawal

Costs 30.0 21.9
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We have identified total EU Withdrawal
demand of around £22m for 2019/20, though
this might change depending on the form

that Brexit takes. We willabsorb £7.7m of this
within the ORA budget by reducing non-critical
activity and finding more effective ways to
deliver our regulatory requirements.

This leaves arequirement for funding the
remaining £14.2m for EU Withdrawal activity.
We will raise £5m of this through the fees that
we charge firmwith afocus onthe firms that
are most affected by EU Withdrawal. This

is consistent with our approach to raising
additional EU Withdrawal fundsin previous
years. We willagain use our ORAreserves to
partfundthe EU Withdrawal costs, for this

year the amountis expectedtobe £5.6m.
Theremaining £3.6mreflects the continued
increased level of EU Withdrawal applications
for authorisations and willbe funded through
application fees. Thereremains considerable
uncertainty about the scale and timing of various
activities relatingto EU Withdrawal. We continue
to closely monitor the progress of negotiations
and the potential for any furtherimpact onour
costbase.

Scope changerecovery

In 2019/20, we will recover scope change

costs for Claims Management Companies,
Consumer Creditand MiFID & MAR Policy.
Consumer credit firms were not billed for the
full costs during the setup and transition period
ofthe FCA taking over their regulation from
the Office of Fair Trading. We will continue to
recover the outstanding deficit over aten-year
period at £6.2m perannum.
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Capital expenditure

Qur capital expenditure budgetincrease
(excluding our move to Stratford) reflects the
once-in-a-generationinvestmentinour T
systems as we migrate to the Cloud as well
asimplementing the necessary T change
driven by legislation and EU Withdrawal. Capital
expenditureis largely funded through the ORA
depreciation charge.

FCA Budget

2018/19 2019/20
IT Systems
Development & 50.1 60.3
Infrastructure
Property, plant &
equipment 1.0 1.0
Total Capital
(excluding TIQ) 51.1 61.3
TIQ (Stratford
Property) 10.0 -
Total Budget 61.1 61.3

Move to Stratford

We successfully completed our move to
Stratfordlast year on time and within budget.
The buildingis designed to encourage
inclusion and collaboration and won the Smart
Work Disability Award 2019. We continue
tofocus oncreatingabetterand more
sustainable working environment. The building
and our new technology have enhanced the
way that we work in terms of efficiency and
effectiveness.

Payment Systems Regulator

The Payment Systems Regulator (PSR)is a
separate legal entity, withits own board and
statutory objectives. Details of its annual plan
activities for 2019/20 and funding can be found
inthe PSR's Annual Plan. As anindependently
accountable subsidiary of the FCA, the PSR
continues to utilise the FCA's operational
support for services such as human resources,
finance and information services whereitis
viable, effective and efficient to do so.

In 2019/20, we will continue to work
collaboratively with the PSR to carry on
developinginterventionstoreduce harmto
consumers from Authorised Push Payment
scams.

Value for Money

Value for Money (VFM) is central to our Mission,
and we continue to focus on the best use of
resources toreduce harms and achieve our
objectives. Thisincludes arange of actions and
activities to ensure that we operate in the most
efficientand economical way.

Our decision-making framework and
prioritisation processes allow us to prioritise
and make best use of our resources.

We are continuing to maintain awareness of
VFMthrough arange of approachesincluding
training, a network of champions, and
enhancing the transparency of VFM factors

in decision- making. We are also rollingout an
approachto continuous improvement that will
underpin this with behaviours that encourage
consideration of efficiency and effectiveness.
We continue to work closely with the National
Audit Office on allaspects of VFM.

Our people

Our people strategy reflects our Mission,
including:

« Our'Atourbest'values, introducedin 2018,
directly support the embedding of our Mission
andreinforce the right behaviours across the
organisation.

+ Arefreshed Capability Framework to drive the
performance and behaviour neededto deliver
our Mission. The framework is underpinned
by new core skills focused on judgement,
engagement, delivery and self-management.

 Astrategic Employee Capability Plantells us
what capabilities we willneed inthe future and
helps us ensure these areinplace.

We are building a diverse and inclusive place
towork because diversity makes us a more
effective regulator. A diversity of perspectives
andthoughtresultsin betterjudgements

and better decision-making in the public
interest. Itreduces the risk of '‘group think'and
encouragesinnovation.

As part of our commitment to diversity and
inclusion, we continue to actively work towards
the target we setin 2016 for 45% of our senior
leadership team to identify as female by 2020,
and 50% by 2025, as well as our target for 8% of
our senior leadership toidentify as Black, Asian
and Minority Ethnic by 2020, and 13% by 2025.
We are also working on reducing our gender
pay gap. Atthe FCA, akeyfactorinour gender
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pay gap is animbalance of genders in mid-level
technicalandjunior supportroles.

We recognise that we need to maintain our
focus ondiversity andinclusion. We continue
toembed our Positive Action Framework to
deliver progressin allaspects of diversity and
inclusion, whether we have targets or not.

We continue to develop our people to achieve
their potential and to retain our best talent.
Qur rolling programme of events keeps

our employees up to date with economic

and market developments. All our leaders

are benefitting from ourinvestmentin new
development programmes designed to help
balance our people's technical expertise with
broader people and operational management
skills. We continue to strengthen our
management succession through the Future
and Advanced Manager Programmes.

Inthe short term, we recognise thisis an
uncertain time and we are committed to
providing as much support and information
as possible to our peopleinthe lead up to EU
Withdrawal and beyond.

Corporateresponsibility

We are proud of the fact that 35% of our staff
volunteered for arange of initiatives, against
atarget of 30%. Our currentinitiatives are
diverse and engage people atalllevels andin
avariety of teams across the organisation.

Our flagship corporate responsibility initiative
'FCA Inspiring Futures'launchedin 2018: we
are working with 120 Year 7 students from

two Newham schools. We established the
programme following a consultation with
community groups, charities and schools. It
was launched at the same time as our building
openingin September, cementing our move to
Newham and our place in our new community.
The programme aims to build skills, confidence
andresilience in young people and provides
development opportunities for our people
through volunteering.

Working with others

In addition to our ‘Approach to’documents, we
have a central role in developing and delivering
key policy initiatives, oftenin collaboration with
otherregulators. We also monitorand respond
toissues around our regulatory remit.
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We also help influence domestic and
internationalinitiatives andlegislation. We
actively engage with a wide range of global
bodies, to shape policy debates, ensure
effective cross-border cooperation, share
regulatory experience and help identify new
and emergingissues. Many countries see
ourinitiatives, forexample FCA Innovate,
asindustry-leading and we collaborate with
international regulators to promote innovation
in our respective markets.

Our Chief Executive isamember of the
Financial Policy Committee (FPC). The FPC
identifies, monitors and acts toremove

or reduce systemic risks, with the aim of
protectingand enhancing the UK financial
system’sresilience. We closely monitor risks
to financial stability and work closely with the
Bank of England on areas of interest to the
FPC, such as market liquidity.

We work closely with the Treasury, the
Competition and Markets Authority, the
Pensions Regulator, the Financial Ombudsman
Service, the Money Advice Service, the
Financial Services Compensation Scheme,
the Prudential Regulation Authority and the
Bank of England, other Government agencies
and departments, andinternational regulatory
organisations to provide evidence and input to
advance our objectives.

FCA statutory panels

We are required to consult onthe 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 animportantrolein both
advising and challenging us, and bring a depth
of experience, supportand expertisein
identifying risks to the market and consumers.
We consider their views when we develop

our policies and decide and implement other
regulatoryinterventions. Each panel publishes
its own annualreport. The Panels are:

« The Consumer Panel

« The Practitioner Panel

« The Smaller Business Practitioner Panel
« The Markets Practitioner Panel

+ The Listing Authority Advisory Panel
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Annex 1
Update on market-based activity

Operational resilience Publication type Timings

Building the UK Financial Sector's Operational

- Consultation Paper Q32019/20
Resilience
Cyber multi-firm review findings Multi-Firm Review Q42019/20
Innovation, data and data ethics Publication type Timings
Treating Customers Fairly and Data Discussion Paper Q42019/20
Datause and accessto datainwholesale markets CallForInput Q22019/20
Demographic change Publication type Timings
Intergenerationalissues Discussion Paper Q12019/20

Fair treatment of existing customers Publication type Timings

Fair pricing in financial services Feedback Statement Q22019/20
Feedback on cash savings market discussion Eiiii?t;iisotr?;?;ee;t/ Q22019/20
Mortgages Market Study FinalReport Q12019/20
Mortgage Prisoners Consultation Paper Q12019/20
Proposed changesto Mortgage advice rules Consultation Paper Q22019/20

The future of regulation Publication type Timings

FCA Principles Review Discussion Paper Q42019/20

Investment management Publication type Timings

Investment firm prudential regime Consultation Paper Q32019/20

llliquid assets and open-ended funds —feedback to

Poli 22019/2
CP18/27 andfinalrules olicy Statement Q2 2019/20
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Retail lending Publication type Timings
Overdrafts —Proposed pricingremedies Policy Statement Q22019/20
Buy Now Pay Later offers Policy Statement Q22019/20

Pensions and retirementincome Publication type Timings

Policy Statement and

Retirement outcomes review remedies (ROR) , Q12019/20
Consultation paper

Retirement outcomes review remedies (ROR) Policy Statement Q32019/20

Ind dent itt I it

ndependent Governance Committees (IGCs) remi Policy Statement Q3/2019/20

extension

Retail investments Publication type Timings

Loan-based (‘Peerto Peer') and Investment-based
Crowdfunding Platforms: Feedback on our post-
implementation review and proposed changes to
theregulatory framework

Policy Statement Q22019/20

Retail banking Publication type Timings

Payment Protection (PPIl) complaints deadline Final Report Early 2020

Generalinsurance and protection Publication type Timings

Value measuresreporting Policy Statement Q32019/20
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Annex 2
FCA organisational chart

Committees of the Board
External Risk & Strategy,
Audit, Remuneration,

Nominations, Oversight, Payment Systems

Regulator (PSR) is a wholly

Regulatory Decisions,
owned subsidiary of the FCA

Competition Decisions

FCA Board

Corporate Services
Chair

. General Counsel’s Division
Internal Audit

Chief Executive Officer

Risk & Compliance
Oversight

Supervision —
Investment,
Wholesale &
Specialists

Enforcement
& Market Operations International
Oversight

Supervision
—Retail &
Authorisations

Strategy &
Competition

Executive Committee
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