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Getting to grips with Consumer Duty
Our guest contributor this month, Mike Perry, shares his views on the new regulations.
In July the FCA issued FG22/5: Finalised Guidance on Consumer Duty. This is designed to raise the bar significantly
on how the industry looks after customers. It introduces a new Consumer Principle 12 which requires firms to
‘act to deliver good outcomes for retail customers’. It applies across all business lines and to all firms – product
manufacturers and intermediaries alike.
Firms have until July 2023 to implement the new rules for currently marketed products, and until July 2024 for old
books of business. We are now in the implementation period, and firms must have their implementation plans
ready for inspection by the FCA by the end of October 2022. There may be a lot to do but this may also be an
opportunity for many firms.
“Firms should put consumers at the heart of their business and focus on delivering good outcomes
for customers.”
Firms have always been required to treat customers fairly but the FCA has effectively moved the responsibility for
identifying poor behaviour in respect of customers from itself, the regulator, to the industry. Firms must now monitor
outcomes for their customers and identify and correct any behaviours that lead to poor outcomes. Firms must not
only police themselves, but report to the FCA if they find others in their distribution chain who are not implementing
Consumer Duty correctly.
“Outcomes” are identified across four areas:
•
•
•
•

the governance of products and services
price and value
consumer understanding
consumer support

To evidence that customers are receiving good
outcomes, firms will be required to collect a
significant volume of data and management
information. What data is collected, and how this
is managed, is probably the biggest task firms
will face.
Another challenge is the need for firms to monitor
the consumer journey throughout the life of
the product. This involves understanding the
consumer’s specific circumstances, for example
any changes in employment status or family
composition. Continued >
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Firms must also demonstrate that products provide fair value
throughout the lifecycle of the product.
A smaller but significant requirement is to understand the protected
characteristics of consumers in accordance with the Equalities Act.
Consumer Duty requires firms to monitor and report on this over and
above the requirements of the Act.
Consumer Duty may require a much greater level of granularity in
understanding of a firm’s target market. Firms will need to understand
vulnerable customers and protected characteristics within the target
market. This is especially difficult in an intermediated distribution,
as there are requirements to communicate and monitor the target
market with intermediaries. Typically, this will be a new concept to
intermediary relationships.
Monitoring of the consumer can be undertaken by the intermediary or
the manufacturer and one party is allowed to rely on the other.
Sharing the monitoring between intermediaries and manufacturers
is likely to be more attractive in the wider market. For instance, the
intermediary may wish to monitor consumers’ changing needs for
certain products but be happy to let the manufacturer take the
responsibility for other products. Regardless of which option is selected,
the communication flow between manufacturers and intermediaries is
likely to increase and will not be without problems.
Boards will be required to attest on an annual basis that they are meeting the requirements of Consumer Duty.
They need to provide evidence that consumer outcomes are being monitored, and where bad outcomes are
identified, what is being done to rectify this. There will be challenges within an intermediated market, where some
intermediaries will want to be managing their own relationships with consumers. Manufacturing firms will have to
decide how best to manage this.
In the July edition of this newsletter we highlighted the FCA’s assessment of firms’ responses to the 2021 guidance
on the treatment of vulnerable customers, which are encompassed by the requirements of Consumer Duty. Many
firms will have already implemented workstreams for the identification and management of vulnerable customers
and will need to incorporate these within their overall approach to Consumer Duty.
A final word….
While most firms will have the means to analyse policy data at a product level this is unlikely to be the case at an
individual consumer level. There are likely to be gaps in the capture of meaningful consumer characteristics and
the ability to monitor these through the life cycle of a product. How firms address this, in order to demonstrate
compliance and provide the required level of reporting, is going to be a significant challenge for the industry.

Product Oversight and Governance
The FCA published an addendum on 28 July 2022 stating that they have conducted a multi-firm review to assess
whether manufacturers of general insurance and pure protection products are undertaking the necessary work
to comply with PROD 4 of the FCA Handbook.
The conduct regulator has emailed all affected firms a letter explaining their findings along with firms’ expected
actions. Manufacturers or distributors of general insurance and /or pure protection products that had not
received the letter by the end of July should contact the FCA.
https://www.fca.org.uk/publications/policy-statements/ps21-11-general-insurance-pricing-practices-amendments
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Climate Change Activity
The minutes of the second meeting of the Climate Financial Risk Forum’s (CFRF’s) third session on 12 July 2022 were
published on 18 August 2022. There is no further guidance as yet. The publication serves to record that the working
groups (Transition to Net Zero, Disclosure, Data and Metrics and Scenario Analysis) continue to progress work aimed
at providing outputs to assist industry.
https://www.bankofengland.co.uk/minutes/2022/august/pra-fca-joint-climate-financial-risk-forum-july-2022

On 2 August 2022, the International Association of Insurance Supervisors (IAIS) welcomed the moves by the
International Sustainability Standards Board (ISSB) to create a global standard for disclosures of climate-related
financial risks.
The following points are worth noting:
•

The IAIS welcomes the proposal to have an industry specific approach however their view is that drafts need
further attention to reflect insurers as both underwriters and investors in other industries.

•

The draft calls for at least one scenario to represent the latest international agreement on climate change.
The IAIS qualifies this use and also suggests including a scenario where no meaningful transition happens,
with significant physical risks. This can inform Own Risk and Solvency Assessments.

•

The IAIS support a climate first approach to the implementation of the standards and do not believe that S2
should be delayed should further work be required to develop S1.

•

IAIS has questioned whether steps will be taken to make the framework proportionate for SMEs.

•

Insurers should be in a position to rely on publicly disclosed climate information by companies without the
need for their own additional verification.

Background information: The proposed IFRS S1 General Requirements for Disclosure of Sustainability-related
Financial Information (General Requirements Exposure Draft) would require companies to disclose information
about all of their significant sustainability-related risks and opportunities. The proposed IFRS S2 Climate-related
Disclosures (Climate Exposure Draft) focuses on climate-related risks and opportunities.
https://www.iaisweb.org/uploads/2022/08/IAIS-response-to-ISSB-climate-exposure-draft.pdf

The FCA encourages companies to look ahead to the future implementation of ISSB reporting standards.
In July 2022, the FCA, and Financial Reporting Council (FRC), reported that premium listed companies have made
significant steps forward in the quality of climate-related information provided in their financial reports, but further
improvements are needed. The summary of key findings may improve disclosures on governance, strategy, risk
management and metrics and targets for wider parties (whilst applying proportionality).
https://www.fca.org.uk/publications/multi-firm-reviews/tcfd-aligned-disclosures-premium-listed-commercialcompanies
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On 22 July 2022, the Financial Stability Board (FSB) published responses to their interim report “Supervisory and
Regulatory Approaches to Climate-related Risks”. The report recognised that “a more consistent global approach to
addressing climate-related risks will help to better assess and mitigate financial vulnerabilities and to reduce the risk of
harmful market fragmentation.”
The FSB created the Task Force on Climate-related Financial Disclosures (TCFD) to improve and increase reporting of
climate-related financial information. The FSB expects to publish the final report in October 2022. The UK’s BoE, HMT
and FCA are represented in the FSB membership.
In their response to the report, the Glasgow Financial Alliance for Net Zero (GFANZ), remarked on resources they had
published including a suggested framework for Financial Institutions’ net-zero transition plans to encourage a best
practice approach to credible transition planning. The extent to which this may inform UK regulation is not yet known.
https://www.fsb.org/2022/07/public-responses-to-consultation-on-supervisory-and-regulatory-approaches-to-climaterelated-risks-interim-report/

Managing Systemic Risks Posed by Third Parties
On 21 July, the FCA, PRA and BoE jointly published a
discussion paper (DP3/22) setting out how they could
use their proposed powers in the Financial Services
and Markets Bill (FSM Bill) to “assess and strengthen
the resilience of services provided by ‘critical third
parties’ (CTPs)…., thereby reducing the risk of systemic
disruption [to the UK financial sector]”.
The Financial Services and Markets Bill proposes that
HMT would have powers to designate certain
third parties as CTPs following consultation with
the supervisory authorities. CTPs are deemed to be

parties providing services where disruption to this
service threatens the stability of, or confidence in,
the UK financial system. The most commonly cited
examples are cloud service providers.
This DP closes on Friday 23 December 2022. The
supervisory authorities plan to consult on their
proposed requirements and expectations for CTPs
in 2023.

Cyber Risk
The Financial Reporting Council Lab has published a report focusing on disclosure relating to digital security (and
strategy) risk. It also refers to National Cyber Security Centre guidance and additional cyber risk resources.
The PRA considers that for firms to be operationally resilient, they should be able to adapt systems and processes to
continue to provide services and functions in the event of an incident.
https://www.frc.org.uk/getattachment/b23698f9-a587-4222-b32a-b947dd7b3300/FRC-Digital-Security-Risk-Disclosure_
August-2022.pdf
enquiries@oacplc.com

Financial Services and Markets Bill
The Financial Services and Markets Bill was introduced to Parliament on 20 July. The Bill makes important updates
to the UK’s regulatory framework for financial services.

The Bill implements the outcomes of the Future Regulatory Framework (FRF) Review, revokes retained EU law
(following the departure from the EU) and replaces it with UK specific legislation.

It introduces a new secondary objective for the PRA and FCA to facilitate the international competitiveness of the UK
economy (financial services in particular) and its growth in the medium to long term.

It has added a net zero emissions target as part of the FCA and PRA’s regulatory principles (and removes the existing
sustainable growth wording from the considerations they must duly regard).

The Bill gives the Bank, PRA and FCA the ability to directly oversee critical services provided to regulated firms and
financial market infrastructures by designated critical third parties (see separate item).

A series of targeted amendments to the existing insurer insolvency arrangements, in order to clarify certain elements,
and to expand the protections available to an insurer and its policyholders undergoing insolvency or write-down
procedures (note this includes introducing a temporary moratorium on policyholder surrender and switching rights).

A requirement for the regulators to keep their rules under review and a new HMT power to direct a review.

A new HMT power to require a regulator to use one of their rule-making powers to make rules (limitations apply).

Bringing digital settlement assets into the regulatory framework.

Supporting accountability to Parliament by requiring the regulators to notify the relevant select committee when
they publish a consultation and to respond in writing to formal responses to relevant consultations from
Parliamentary committees.
Introducing HMT’s ability to make recommendations to the Bank about matters to which it should have regard when
advancing its objectives and principles for its new rule-making power.

Gives credit unions the ability to offer hire purchase and conditional sale agreements and insurance distribution
services to their members.

A new Bank power to impose a “Bank of England levy” on banks and building societies.
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In his Mansion House speech on 19 July, the (former) Chancellor of the Exchequer, Nadhim Zahawi, said that the Bill
“enables us to reform Solvency II, and give UK insurers more flexibility to invest in long-term assets like infrastructure”
and they are considering further powers to intervene in financial regulation.
Referring to the wider agenda, he also spoke of a reform to regulations to attract green finance to the UK, including
through the new, industry-led Transition Plan Taskforce.
https://bills.parliament.uk/bills/3326

FCA comments on the Bill
In a letter dated 19 July 2022, highlighting FCA’s activities that contribute to aspects of government economic policy,
the FCA’s Chief Executive, Nikhil Rathi, commented on a number of the Bill’s topics:
•

welcoming the draft new powers for regulators in areas currently covered by retained EU law,

•

regarding the new objective “as an opportunity to further enhance the attractiveness and global reach of our
markets, and to provide opportunities for UK financial services companies to invest, innovate and expand in the
UK and abroad.”

•

continuing “to support the Government’s net zero commitment and embedding climate considerations across
our functions”

He also added that it was critical that the outcomes of FRF Review do not undermine the FCA’s operational
independence.
https://www.fca.org.uk/publication/correspondence/fca-response-treasury-remit-letters.pdf

PRA implementation of the Bill
In his letter to the Treasury Select Committee dated 27 July 2022, Andrew Bailey flagged that the PRA expects to
publish a discussion paper in September “setting out our vision for implementing the framework as it currently stands
in terms of strong standards; accountability to Parliament, stakeholders, and the public at large; responsiveness; and
accessibility.”
The Governor re-iterated the importance of regulatory independence, pointing out that the UK’s international standing
and competitiveness of the financial sector depends on it.
https://committees.parliament.uk/publications/23331/documents/170663/default/
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Also in the news
On 1 August 2022, the FCA published a consultation on draft rules to market Long Term Asset Funds (LTAFs) to a wider
group of retail investors and pension schemes.
https://www.fca.org.uk/publications/consultation-papers/cp22-14-broadening-retail-access-long-term-asset-fund
Background information: The LTAF is a new category of authorised open‑ended fund which came into force on 15
November 2021. The LTAF has been designed to enable investors to invest in long‑term illiquid assets (including
venture capital, private equity, private debt, property and infrastructure) through an authorised fund vehicle. An
ability to invest in long‑term illiquid assets is deemed important to supporting economic growth and the transition to
a low‑carbon economy.

On Tuesday 19 July 2022, the PRA and the Bank of England published an Index of Prudential and Resolution Policies.
This is intended to support users to access and navigate relevant policies by topic area.
OAC welcome this initiative, however only usage will tell how useful this aggregate policy source proves to be.
https://www.bankofengland.co.uk/prudential-regulation/prudential-and-resolution-policy-index

The TSC published a second report announcing the launch of a new Sub-Committee to lead on scrutiny of financial
regulatory proposals. A new Financial Services Scrutiny Unit will offer advice to the Sub-Committee. The SubCommittee will normally intervene at the consultation paper stage.
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Monthly statistical update
Published Solvency II Yield Curves at 31 August 2022
UK spot rates are used to discount GBP
cashflows and have increased at all
durations. In the last two months alone the
10-year rate has moved from just over 2% to
almost 3% at the end of August. They are
more than 2% to 3% p.a. higher at all terms
since 31 December 2021, a large movement
in % terms.
Higher discount rates place a lower present
value on cashflows both in and out. Where
there is an overall net inflow to the firm
(eg future profits expected from writing
insurance business), the present value of
these future profits will be lower.
Rates used to discount Euro denominated
cashflows have also increased since the
year end but have remained fairly static in
recent months and are noticeably different
to the UK rates in shape over the longer
term, generally increasing rather than
falling over time.
Implied inflation
Cost of living increases continue to be
a prominent news topic. The rates of
future (retail price) inflation implied by
government bonds continue to show a
steep fall from the current high levels
to just over 3% in 2 years’ time. This fall is
more is more pronounced when compared
to the end of June, with the immediate
market implied inflation rate increasing
from 5.4% to 8.7%.
Over the medium term, rates increase
slightly, and then in the longer term
fall gradually to around 2.5%. The Bank
of England targets a 2% inflation rate,
measured using the consumer price index
(CPI). Over the past 20 years, RPI has
typically exceeded CPI by 0.8%.
Note that this is just one way to consider future inflation. This measure
is based only on a relatively small pool of assets so may not be the best
predictor. However it does give an indication of possible future trends
in inflation.

The symmetric adjustment
The symmetric adjustment is used in the Solvency II calculation of capital and is an adjustment to the equity risk
capital requirement to allow for ‘mean reversion’ in equity markets. It effectively acts as a dampener, reducing the
capital requirement when markets are depressed and increasing it when markets are buoyant.
The symmetric adjustment has reduced over 2022 to date, from +7.09% at the end of 2021 to -2.24% at the end of
August, reflecting market volatility over the period.
This results in a 20% reduction in capital requirements in respect of type 1 equity holdings compared with 31 December
2021, all else being equal.
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We’ve been delivering independent expert advice and
practical solutions to the financial services industry for
over 20 years. Our clients represent the full range of
financial organisations within the UK, as well as many
within other countries around the world. We are proud
to have been recognised along the way by winning
numerous industry awards and accolades.

We believe our success is about so much more than
simply helping organisations overcome issues or
challenges. It’s about building genuine relationships,
based on trust and personal, bespoke support. After all,
in the complex world of financial services, a little
reassurance goes a long way.
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