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Consumer Duty procedures
Preamble

Description of the procedure to be carried out

Prepare necessary systems to enable identification of relevant metrics to enable measurement of consumer outcomes in accordance with the Consumer Duty regime, taking effect on 31st July 2023 and undertake ongoing monitoring of these systems to measure the effectiveness of the implemented procedures with a view to adjustment of the arrangements if measured outcomes do not meet desired outcomes.

Embed the cultural change expected by the regulator throughout the firm by way of senior management behaviour and comprehensive staff training.

Individuals who are required to carry out this procedure

SMF16

Any member of staff that recognises a deficiency in the adopted procedures
Individuals responsible for ensuring that this procedure is carried out
SMF16

Circumstances under which procedure must be carried out

Ongoing

Arrangements for monitoring

Have in place specific systems to monitor the four relevant Consumer Outcomes (Cross cutting Rules), which are:
1. product and services which is designed to meet the needs, characteristics and objectives of a specified target market (chapter 6 of FG22/5)
2. price and value which is to demonstrate that Products and services provide fair value with a reasonable relationship between the price consumers pay and the benefit they receive (chapter 7 of FG22/5)
3. consumer support to ensure that firms communicate in a way that supports consumer understanding and equips consumers to make effective, timely and properly informed decisions (chapter 9 of FG22/5), and 
4. consumer understanding to ensure that firms provide support that meets consumers’ needs throughout the life of the product or service (chapter 8 of FG22/5)
Requirement arising under
FCA Finalised Guidance FG22/5
FCA Handbook Principles for Business (PRIN)
Standard to be met

The overarching requirements of the Consumer Duty are to:

• pro-actively act to deliver good outcomes for customers generally and put customers’ interests at the heart of their activities
• focus on the outcomes customers get, and act in a way that reflects how consumers actually behave and transact in the real world, better enabling them to access and assess relevant information, and to act to pursue their financial objectives
• ensure they have sufficient understanding of customer behaviour and how products and services function to be able to demonstrate that the outcomes that would reasonably be expected are being achieved by those customers
• where they identify that good outcomes are not being achieved, act to address this by putting in place processes to tackle the factors that are leading to poor outcomes, and
• consistently and regularly challenge themselves to ensure their actions are compatible with delivering good outcomes for customers.
Firms will need to pay as much attention to good consumer outcomes as they would to any other significant aspect of their business, such as their level of profit and loss. 
Whilst it is recognised that firms cannot always ensure good outcomes, the FCA expects firms to be proactively working to deliver good customer outcomes: it is not enough just to avoid bad outcomes.

What the Duty doesn’t do
The Duty covers all aspects of a firms’ service delivery to retail consumers, but there are a number of things it doesn’t do. The Duty doesn’t:

• protect insistent customers from making poor decisions or acting in a way that a firm might consider to be against their interests
• mean consumers can or will be protected from all harm; for example, firms are not required to remedy the effects of all risks inherent in a service or product
• create a fiduciary relationship where one doesn’t already exist
• go beyond the scope of a firm’s regulatory requirements (e.g. require a firm to provide advice without permission to do so), or
• apply retrospectively to actions by firms before the Duty came into force – it will, however, apply on a forward-looking basis to existing products and services.
The FCA also does not expect firms to ensure customers always receive good investment returns, clearly many investments carry a risk of loss and the FCA does not expect firms to protect their customers from risks that they reasonably believed the customer understood and accepted.
Whether such a belief is reasonable would depend (amongst other things) on the nature of the product offered by the firm, and the adequacy of the firm’s product design and distribution, communications and customer services.
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1. The purpose of this policy and reasons for the implementation
The purpose and reason for the policy is to formalise a robust method of implementing the requirements of the Consumer Duty ensuring that outcomes for vulnerable clients are consistent with those without vulnerabilities.
The Duty requires firms to act to deliver good outcomes for retail customers. Firms must act in good faith towards customers, avoid causing them foreseeable harm, and enable and support them to pursue their financial objectives. 
Firms should consider the diverse needs of their customers – including those with characteristics of vulnerability.
Firms should be able to define, monitor, evidence and stand behind the outcomes their customers are experiencing and this monitoring must enable firms to

identify where customers, or groups of customers, are experiencing poor outcomes, and, where this is the case, firms must take appropriate action to rectify the situation.
2. Timeline
· By the end of October 2022 firms’ boards or management bodies should have agreed their plans for implementing the Duty
· By the end of April 2023 manufacturers should have completed all reviews necessary to meet the outcome rules and shared necessary information with their distributors
· The Duty comes into force on 31 July 2023 for new and existing products or services that are open to sale or renewal
· On 31 July 2024 the Duty comes into force for closed products or services.
3. FCA Expectations Regarding the Consumer Investments Sector
Within this sector, the FCA has four initial areas of heightened focus.

These four areas are:

• Mainstream investments: Consumers are at risk of receiving services that do not meet their needs or represent poor value, which may be due to the nature of the service(s) they are receiving and/or the underlying charging structure. Firms need to review if their products and services are delivering fair value. Where problems are identified, the FCA expects firms to fix them. They will be paying particular attention to how Platforms, Wealth Management firms and Financial Advisers deal with the price and value requirements of the Duty. 

• Higher risk investments: Some consumers continue to be invested in unsuitable high-risk investments. Firms need to ensure that their products and services are appropriately designed for the needs and objectives of their target market, and that they are being promoted and distributed effectively. The FCA is particularly concerned that the design of trading apps may lead to poor consumer outcomes and expects firms to have effective oversight of introducers, with additional scrutiny of any unregulated introducers.

• Scams and Fraud: Too many consumers are still losing money due to scams and fraud. Firms must act to avoid causing foreseeable harm to their customers and take appropriate action to help stop consumers falling victim to scams and fraud.

• Consumer Redress: The FCA expects firms to act in good faith when they identify they have caused harm (either though action or inaction), and to take appropriate proactive action to rectify the situation, which may include redress. Redress should be paid promptly when it is due.
The FCA also expects firm to correctly identify priorities and act appropriately with focus on reducing the risk of poor consumer outcomes, accurately assessing where they are likely to be furthest away from the requirements of the Duty and then taking action with regard to the highest risks identified.
4. Further Specific Concerns in Respect of the Four Monitored Outcomes
Products and services outcome
· The FCA expects firms to have identified a clear target market for their products and services, and this should be done at a sufficiently granular level. This is particularly important for any products or services that are not aimed at the mass market, or that pose an increased risk of harm.
· Firms need to ensure the design of products and services meet the needs, characteristics and objectives of all groups within the target market, with due consideration being paid to any vulnerable customers.
· The FCA expects firms to ensure that the intended distribution strategy for the product or service is appropriate for the target market, and to carry out regular reviews to ensure that the product or service continues to meet the needs, characteristics and objectives of the target market, that the distribution strategy remains appropriate, and the product or service is only being distributed to customers in the target market.
· The FCA expects firms to carry out adequate due diligence of any investments they provide access to and be able to demonstrate that they have done so. This applies even where an adviser has asked for an investment to be added to a SIPP or other investment platform. As a distributor, the firm would need to understand the product, its target market and the intended distribution strategy to be able to ensure the product will be distributed in accordance with the needs, characteristics and objectives of the target market.
· The FCA expects firms to have effective oversight of introducers, with additional scrutiny of any unregulated introducers.
Price and value outcome
· The FCA expects firms to review whether their charging models are delivering fair value for their customers. As part of this, firms should consider whether the price different groups of consumers are paying is reasonable relative to the benefits they receive. This could mean they identify specific groups of consumers for whom their charging model may not offer fair value. Where firms identify problems, the FCA expects them to act to fix them.
· Charging different prices to different groups of customers is not necessarily a breach of the Duty. However, where firms charge different prices to separate groups of consumers, they must consider whether the price charged for the product/service provides fair value for customers in each pricing group, while having regard to whether any customers who have characteristics of vulnerability may be disadvantaged.
· The FCA also expects firms to consider the fees customers may pay elsewhere in the value chain. How they do this will depend on whether they are a manufacturer or a distributor:
· As a manufacturer: firms must carry out a value assessment of the product or service, considering its costs and benefits. It will also need to consider the expected total price customers will pay, including all applicable fees and charges over the lifetime of the relationship between customers and firms. If a product or service does not provide, or ceases to provide, fair value to customers, firms must take appropriate action to mitigate and prevent harm, for example, by amending it to improve its value.
· As a distributor: firms must carry out a value assessment to understand the outcome of the manufacturer’s assessment of value and ensure the distribution arrangements are consistent with the product or service providing fair value to customers. Firms need to consider if their own charges, when combined with the other charges a customer is paying – often referred to as the ‘total costs of solution’ – mean the product or service no longer provides fair value. In doing this, firms can group similar products together where the customer base, complexity and risk of harm are sufficiently similar.
· Where firms acquire clients from other firms, the FCA expects them to consider whether clients are receiving fair value as part of the acquisition strategy and associated processes. Relevant factors are likely to include any differences in the products/services recommended and the associated level of charges, as well as the frequency of transactions and charges borne by clients prior to and following the acquisition process.

Consumer understanding and support outcomes
· The FCA expects firms to act in good faith when they identify they have caused harm (either though action or inaction), and to take appropriate proactive action to rectify the situation, which may include redress. Redress should be paid promptly when it is due.
o Firms should be considering the wider implications of individual complaints and whether they indicate systemic failures which will require a more holistic approach.
o The FCA expects firms to take an objective view towards potential liabilities. Where a firm identifies that it has caused customers harm, either through its action or inaction, it must act in good faith by taking appropriate action to rectify the situation. This includes considering proactively whether remedial action, such as redress, is appropriate.
o The FCA expects firms to undertake any remedial action promptly, including paying redress when it is due and in the absence of/or in advance of FOS complaints and/or decisions, where appropriate, given the length of time these can take.
o The FCA have stated that seeking to avoid/challenge redress where it is due or delaying payment is not in line with providing good consumer outcomes under the Duty. They have seen examples of this in firms with SIPP redress liabilities as a case in point.
o Firms must meet the requirements of the Duty on a forward-looking basis when conducting these activities – for example when drafting new customer communications or providing support to customers – even if the underlying problem arose before the Duty comes into force.

· The FCA expects firms to help stop consumers falling victim to scams and fraud. For example, firms should have systems and controls in place to help to prevent transfers to fraudulent investments and to make consumers aware of the risk of scams.
· The FCA expects firms to give consumers the information they need, at the right time, and presented in a way that they can understand. This is an integral part of firms creating an environment in which customers can pursue their financial objectives.
· The FCA expects firms to provide support that meets their customers’ needs, so they realise the benefits of the products and services they buy.
· What support consumers need depends on the complexity of products, for example, pensions products are some of the most complex products consumers face. Firms should put themselves in the consumers shoes, and consider their information and support needs in the build up to retirement, and post initial access of their pension.
· Under the Duty, firms are required to enable and support retail customers to pursue their financial objectives, and to provide them with information that supports effective decision making. Where customers are dealing with complex products or decisions, for example pensions and retirement, firms must ensure that the support they are providing results in good customer outcomes. Firms should not be reticent to provide such support simply because they are being overly cautious about coming closer to the boundary between regulated financial advice and guidance.
· The FCA expects firms to do more to reduce platform switching times. The Duty guidance states ‘firms should make it as easy to switch product, leave their service or make a change, as it is to buy the product or service in the first place’. 

The FCA has stated that firms should carry out implementation proportional to the firm. An example of this might be that the FCA does not expect a firm to test every client communication for Consumer Duty compliance, but they would expect firms to identify the most important communications they are issuing and ensure that these are carefully and robustly vetted to ensure they fulfil the longstanding requirements of being fair, clear and not misleading.

So, in this example, firms will first need to prioritise the importance of their communications, document why such communications are considered to be the most critical and then have a robust method of confirming conformity of these documents against the Consumer Duty requirements.
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