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Chair’s foreword
Charles Randell
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Itisagreatprivilege tointroduce the
FCA's Business Plan at the beginning of
my time as chair. The plan sets out the
range of work we undertake andhow
italigns to our objectives. The work

we do affects everyhousehold and
businessinthe UK.

The planwas approved by the FCA
board under John Griffith-Jones
as chair. He has chaired the FCA
forthe last five years and | would
like to thank himin particular for
the commitment to public service
andresilience he has brought to his
leadership of the organisation.

This yearis achallengingone for the
regulator. To achieve our priorities,
as wellas plan for EU Withdrawal,
while continuing to deliver our core
regulatory activities effectively,

will require us to use our resources
efficiently and flexibly.
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The work we do affects
every household and
businessinthe UK
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| know we will also be looking hard
athow we canbe aneven more
accountable and transparent
regulator, as we continue to explain
to all our stakeholders why and how
we make our decisions.

I very much look forward to working
with the FCA's staffandits Boardin
the year ahead.

bl O

Charles Randell
Chair
Financial Conduct Authority
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Chief Executive’s introduction
Andrew Bailey

The FCAregulates the UK's financial
services sector to ensure that
markets work well forindividuals,
businesses and the UKeconomy asa
whole. This Business Plan explains our
priorities over the nextyear.

We publish this Business Plan
alongside our Sector Views. Sector
Views provide an assessment of the
developments, performance and
risks of each financial services sector
inthe previous year. They give us a
detailed picture of financial sectors,
consumers and relevant macro-
economic and demographic factors,
whichdirectly informs our activity.

The prioritiesin this year's Business
Planreflect the highlevel of resource
we need to dedicate to EU Withdrawal,
givenitsimpact both onourregulation
andonthe firmswe regulate. This
inevitably affects the amount of work
we canundertakein otherareas. Asa
result, agreeingour 2018/19 priorities
has involved particularly rigorous
scrutiny and challenge.

As we explainedin Our Mission, our
aimis to use ourtools efficiently
and cost-effectively to deliver

the greatest public value. Sowe
have prioritised areas where we
consider both that the risks of harm
to consumers, marketintegrity or
competition are greatest and where
we assess our intervention willhave
the mostimpact.

The aim of adding public value cuts

across allour activities. This year,
as the lease expires on our current
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location, we move our London

office to the International Quarterin
Stratford. This will finally allow us to
bring allour London staff together

in one building. Theimproved
technological infrastructure will
allow us to work more effectively and
collaboratively, meeting our public
interest objectives.

Our Mission also stresses the need for
us to be able to measure theimpact of
our work more meaningfully, and we
will continue developing better ways
todothisoverthe next 12 months.

Planning our priorities for the

next year has again underlined

how technologyis supporting
competition, transforming markets
and changing the way consumers
engage withthem. The take-up of
technology andinnovation across
andbetween firmsis accelerating,
creating a conveyer belt of risks and
opportunities. These are often finely
nuanced, so this year we have agreed
two clearly defined priority themes
to address different aspects of
technological regulation, application
andresilience. This Business Plan
explains why tackling risks including
cyberandfinancial crime, as well as
staying ahead of developmentsin Big
Dataand Open Banking,remains a
priority.

FCAInnovate and our regulatory
sandbox areincreasingly being
adopted as templates by many
overseas regulators, shaping
international standards ininnovation.
Against this backdrop, the UK's



withdrawal from the EU makesit even
moreimportant that UK markets
remainvisibly clean, fair and reliable.
Itis alsoimportant that we both
maintain and extend our levels of
international co-operation.

Therequirements of the Marketsin
Financial Instruments Directive

(MiFID ) illustrate the major changes to
improve marketintegrity inwholesale
marketsinrecentyears. Fromtackling
conflicts ofinterest to strengthening
the transactionreportingandnitial
Public Offering (IPO) regimes, we

will closely monitor how well firms

are complyingwith these new
requirements. To clarify how we take
decisions aboutinterveningin markets,
this year we willalso publishadocument
which explains our approachto market
integrity. This joins documents already
published as part of Our Mission, which
explain ourapproachto consumers,
competition, authorisation, supervision
and enforcement.

Firms' culture and governanceis
pivotal to building public trust and
confidenceinthe UK's financial
services industry, both domestically
andinternationally. We continue
toimplement the reforms that
followed the financial crisis. The
extension of the Senior Managers
and Certification Regime (SM&CR)
toinsurers this year will ensure that
key staff are accountable for their
conduct and decisions. We will publish
our policy andfinal rules that set out
how the SM&CR will be extended to all
other FSMA firmsin summer 2018.
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Culture and governanceis particularly
relevant when firms design new
productsandservices. Theyalso
heavily influence whether firms'
business models deliver the right
outcomes for consumers. The
shiftto consumers having to

take more responsibility for their
financial choices has coincided with
increasingly complex needs.

Perhaps nowhereis this more clearly
illustrated thanin theretirement
income savings and pension market.
This presents a significant public
challenge, bothinterms of the needfor
new and affordable savings products
andintheinformationfirms give

consumersto help them take decisions.

Inthe past year, we have been
extremely concerned about some
firms exploiting consumers'lack

of knowledge of pension products
when advising them to transfer out
of defined benefit schemes. We
have recently published new rules
onpension transferadvice. These
rules aimtoimprove the quality

of pension transfer advice to help
consumers make informed decisions
for theirindividual circumstances.
We also published a Consultation
Paper (CP) proposing further changes
whichinclude requiring pension
transfer specialists to have the
same qualifications asinvestment
advisers. This CP also seeks views
onwhetherwe shouldintervene

in charging structures for pension
transfer advice.In 2018 we will be
collecting details of practices across
the entire pensions transfer market

« A >
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This year's Business Plan
prioritiesreflect the
high level of resource
we need to dedicate to
EU Withdrawal
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to build a national picture to assess
potentialand actualharm and identify
the most effective ways toreduceit.
Over 2018/19 we will deliver a wider
package of remedies as part of our
Retirement Outcomes Review.

These are just some of our priorities
over the next 12 months. Delivering
our core work of authorisation,
supervision, enforcement and
developing andimplementing policy
andrules will always demand most of
ourresources.

In this particularly challenging year,

| am delighted to welcome Charles
Randellas the FCA's new Chair. |
would also like to thank our outgoing
Chair, John Griffith-Jones and

pass onmy andthe FCA's warmest
wishes for his future. Finally, | would
like to thank all of our staff. lam
consistently impressed with their
sheer hard work and commitment
to delivering the greatest possible
public value to firms, consumers and
the UK economy.

M Bk

Andrew Bailey
Chief Executive
Financial Conduct Authority



Our priority work for the year ahead

EU Withdrawal: Cross-sector priorities:

Current priorities

Working with the
Government

Ensuring an appropriate
transition for EEA firms

Working with regulated firms
and monitoring the risks to
our objectives

Working towards our
operational readiness

Cooperating with our
international partners

B

Firms' culture and
governance

Finalising rules to extend

the Senior Managers and

Certification Regime to all
FSMA firms

Establishing a public register

Focusing on firms’
remuneration arrangements

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

Tackling money laundering

Publishing our findings on
money laundering in the
e-money sector

Embedding the new Office
for Professional Body
Anti-Money Laundering
Supervision (OPBAS)

Taking account of the
recommendations of
the Financial Action Task
Force's evaluation

Raising awareness of fraud
and scams

Improvingintelligence
sharing with law
enforcement partners and
agencies to fight money
laundering and financial
crime

Data security, resilience
and outsourcing

Supervisory assessment of
firms' operational resilience

Assessing the risks of
outsourcing and third-party
providers

Monitoring the roll out of
technology andresilience
data as part of Open Banking
and the second Payment
Services Directive

Cross-sector priorities:

Innovation, big data,
technology and competition

Assisting firms through the
FCA Innovate programme

Allowing firms to test viability
in the regulatory sandbox

Testing and applying RegTech
and advanced analytics to
regulation

Reviewing retail banking
business models

Reviewing firms' use

of data and publishing

a Memorandum of
Understanding with the
Information Commissioner’s
Office

Publishing new crowdfunding
rules

Review of cryptocurrencies as
part of the Treasury, Bank of
England and FCA Taskforce

[ ]
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Treatment of existing
customers

Understanding firms'
pricing practices in retail
general insurance

Communicating with claims
management companies

in advance of regulationin
2019

Assessing claims inflationin
general insurance

Helping consumers make
informed decisions on their
insurance needs

Improving competitionin
current accounts

Publishing final rules to
allow more Small and
Medium-Sized Enterprises
access to the Financial
Ombudsman Service

Improving competition in
the cash savings market

&

Long-term savings,
pensions and
intergenerational
differences

Delivering a package of
remedies as part of the
Retirement Outcomes
Review

Collecting and acting
ondata from firms that
have pension transfer
permissions to assess
practices across the market

Understanding the levels of
consumer undersaving for
retirement

Publishing a feedback
statement on competition
in non-workplace pensions

]
Ol
High-cost

credit

Considering alternatives to
high-cost credit

Finalising our review of
high-cost credit products
including:

*rent-to-own
« home-collected credit
« catalogue credit

» arranged and unarranged
overdrafts, including the
monthly maximum
charge (MMC)



Sector priorities:

Wholesale financial
markets

Clarifying our approach to
market integrity

Reviewing money laundering
in capital markets

Monitoring firms' compliance
with new conflicts of interest
requirements

Addressing operational
resilience

Monitoring firms' compliance
with our rules on IPOs

Publishing final rules and our
approach toindustry codes
of conduct for unregulated
markets

Sector priorities:

=

Retail
investments

Assessing the impact of

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

Reviewing High-risk and
complexinvestments

Evaluating our interventions
on Contracts for Difference

Publishing our report on the
Investment Platforms Market
Study

Raising awareness of fraud
and scams

™~

Investment
management

Finalising rule changes
following the Asset
Management Market Study

Working with European
Supervisory Authorities

in the implementation and
review of the Packaged
Retail and Insurance-Based
Investments Products
Regulation (PRIIPS)

Consultingon new rules
and guidance on liquidity
management

Considering the extension
of governance remedies to
with-profits and unit-linked
funds

Assisting the Treasury

in the development of a
new prudential regime
forinvestment firms
authorised under MiFID Il

Publishing research that
explores the rise of passive
investment

m

Retail
banking

Continuing to help firms
prepare for ring fencing

Developing a payments
sector strategy

Delivering the revised
Payment Services Directive
(PSD2)

Continuing our awareness
campaign on the Payment
Protection Insurance
redress deadline

|

Retail
lending

Assessing creditworthiness
in consumer credit

Launching our Market
Study on Credit Information

Publishing our interim
report on our Mortgage
Market Study

Reviewing the commission
between credit brokers and
other firms

Ensuring the debt
management sector works
well for consumers

Reviewing the motor
finance market

Reviewing retained
Consumer Credit Act
provisions

-~
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General insurance
and protection

Implementing the Insurance

Distribution Directive

Publishing our interim report
from the Wholesale Insurance

Brokers Market Study

Concluding our initial
diagnostic work on general

insurance distribution chains

Publishing the findings from

our Call for Input on access to

travel insurance

Evaluating the effectiveness

of our 2015 rules on

Guaranteed Asset Protection

insurance

Pensions and
retirement income

Developing ajoint pensions
strategy with The Pensions
Regulator

Potentially extending
the remit of Independent
Governance Committees
for workplace pension
schemes

Helping consumers
avoid scams
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Our role

Our objectives, set by Parliament, ensure that we
actinthe publicinterest. Ouraimis to add public
value by improving how financial markets operate, to
benefitindividuals, 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 advance this.
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We are the conduct regulator for
over 58,000 financial services firms
inthe UKand 145,000 approved
persons.

We are also the prudential supervisor
for approximately 46,000 firms.

For 18,000 of these firms, we have
detailed standards that need to be
met. Eventhose firms that have

no minimum financial resource
requirements must stillensure

they have adequate resources, as
outlinedin the threshold conditions.

Operational objectives

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

Protect the integrity
of financial markets:
toprotect and enhance
theintegrity of the UK
financial system

Promote competition:
to promote effective
competitionin the interest
of consumers.




We concentrate our resources
onthe markets and firms most
likely to create consumer harm,
damage marketintegrity or weaken
competition. Our Mission ! provides
the framework (see Fig 1) for the
strategic decisions we take, the
reasoning behind our work and the
way we choose how we intervene.
We aim to use our tools efficiently to
identify and mitigate harm.

We are committed to achieving
value for moneyin addressingharms
and delivering our objectives. We
adhere to the National Audit Office
definition of value for money as

the optimal use of resources to
achieve anintended outcome. We
are focused on minimising our costs
while achieving our objectives,
through continuous improvement
and arange of activities toincrease
efficiency.

We analyseissues across financial
sectors, and within specific sectors,
that affect consumers’ changing
circumstances and needs. Every
year, we publish a summary of

our Sector Views, along with our
Business Plan. Together, they set
outtheissuesandharms we have
identified, and drive our activities for
the comingyear.

The Mission outlines five categories
of harm, which relate to our
operational objectives. We deliver
on our operational objectives by
reducing or preventing this harmin
cost effective ways, thus serving the
publicinterest (see Table 1).

Since we published Our Mission
2017, we have published five further
documents which give more detail
about our approach towards
consumers and in our authorisation,
competition, supervision and
enforcement functions.?In 2018/19,
we will publish our approach to
marketintegrity.

Financial Conduct Authority
Business Plan 2018/19

Figure 1

Our decision-making framework

1.
|dentification of

harm \
:’ \

4. Our remit 2.
Evaluation Diagnostic

tools
User needs

\ 4

3.
Remedy tools

Table 1

Relevant FCA
operational
objective(s)

Type of harm

Confidence and participation in markets threatened by
unacceptable conduct such as market abuse, unreliable
performance or by disorderly failure

Buying unsuitable or mis-sold products; customer
service/treatment

Important consumer needs are not met because of gaps
in the existing range of products, consumer exclusion,
lack of market resilience

Prices too high, or quality too low, compared to
efficient costs

Risk of significant harmful side-effects on wider markets,
the UK economy and wider society, e.g. crime/terrorism

1 www.fca.org.uk/publication/corporate/our-mission-2017.pdf

2 wwwifca.org.uk/publications/corporate-documents/our-approach
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Market integrity
Consumer protection
Effective competition

Consumer protection
Effective competition

Consumer protection
Effective competition

Effective competition

Market integrity
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Ourapproachisbased on
what we know about how
consumers actually behave
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Consumers: Our Future Approach
to Consumers paper, published

in November 2017, built on the
Mission and developed our position
on complex consumerissues such
as exclusion and vulnerability. It
explored when and how we should
intervenein areas that fallinto the
social policy field. It also set out how
we use and prioritise the different
tools we have to preventharmto all
retail consumers.

Overall, our approachis based
wherever possible on what we know
about how consumers actually
behave. We use data to identify
consumer harmand act where
appropriate. We enforce our rules,
such as our financial promotions and
consumer contractrules, to prevent
harm to consumers. And we prevent
potential harm to consumers

from firms designing or marketing
products that are unfair, unclear or
misleading, or from sales models
which encourage bad rather than
good consumer decisions. We also
look at cases where markets do not
give access to particular services or
consumer groups.

There have also been calls for the
FCAtointroduce anew duty of
care provision for firms. We initially
intended to deliver this work as part
of our Handbook Review following
the UK's exit fromthe EU in 2019.
This was because it would be difficult
to make extensive changes to the
FCAHandbook at the same time

as undertaking the major overhaul
neededto put the EU Withdrawal
legislationinto effect. However,

we recognise the wider debate and
feedback from our stakeholders,
and the likelihood now thatan EU
transition orimplementation period
will delay our Handbook review. We
intend to advance some aspects of
this work, beginning with the launch
of aninitial Discussion Paperin
summer 2018.

Theissues we are exploring are
complex and challenging. Itis right
that we consult our stakeholders and
ask for their support and challenge

« A >

as we formulate ways of working.
We intend to publish a Feedback
Statement and final version of Our
Approach to Consumersinsummer
2018.

Authorisation: We use authorisation
primarily to prevent harm from
occurring. Authorisation ensures
thatallregulated firms and
individuals meet minimum standards
fromthe start, and keeps those
that do not out of the market. When
we assess these standards, we

take a proportionate look at many
factors, such as a firm's business
model, key personneland overall
resources. Individuals that hold
specificimportant functionsin
firms are required to be approved

by us. Additionally, following the
introduction of the Senior Managers
and Certification Regime (SM&CR)
for deposit takers, we also require
senior managers to have a clear
statement of the activities they

are responsible for. We want to
remove unnecessary barriers for
new firms that can hinder effective
competition, while stillensuring all
firms maintain minimum standards
to prevent harm to our consumer
protection and marketintegrity
objectives.

We assess and approve changes
that firms want to make to key areas
such as appointing individuals into
keyroles, changing their business
models or the services they

offer, mergers and acquisitions.

We willintervene where we think
these changes donotmeetour
reguirements. Werunarange
ofinitiatives to help firms and
individuals understand and meet our
authorisation requirements and our
expectations.

Supervision: The firms we regulate
and their senior managers are
responsible for ensuring that
theyactinaccordance with our
principles andrules. The focus

of our supervisionis to maintain
continuous oversight of regulated
firms toidentify, reduce or prevent
harm to consumers and markets.
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To do this, we take a forward-
looking and strategic approach.
Thisincludes lookingboth at the
conduct of individual firms and, more
widely, at how retailand wholesale
markets are evolving. To supervise
effectively, we need a thorough
understanding of the business
models, strategies and cultures of
the firms we regulate. This allows us
torecognise more effectively the
risks of harmthat a firm, or group of
firms, pose.

We tailor our approachto
supervision taking account of the
potentialimpact on consumers and
markets. We give greater scrutiny
and focus to the firms that pose the
greatest risk of harmto consumers
and marketintegrity. For firms that
pose less, but still significant, risk
of harm, we have a programme

of targeted engagement which
specifically focuses onthe activities
with the greatestrisk of harmin their
sector. We assess sectors, markets
and firms with similar business
models to identify outliers and key
risks we need to addressin our work
with firms.

Proactively working with the most
significant firmsin each sector
allows us not only to diagnose the
risk of harmin that firmbut also
to spot emerging market events,

assess firms'reactions to them and
work with firms to understand how
they may play out. We then diagnose
the likely harm to consumers or
markets and which combination of
our tools willbest address them.
This direct relationship with firms
ensures that we have a key source of
intelligence and trusted channels to
influence market behaviour.

Proactively working
with the most
significant firms
allows us not only to
diagnose therisk of
harm in that firm but
also to spot emerging
market events

Our prudential supervision work
aims to avoid disorderly failure and
minimise the harm to consumers

or theintegrity of the UK financial
system. This harm canbe loss of
money and confidence and reduced
participationin financial markets. So
understanding a firm's financial risks,
its proximity to failure and how harm
is minimisedin the event of failure
isanimportant component of our
supervisory work.

Competition: We are one of the few
financial regulators with a primary
objective to promote effective
competitionintheinterests of
consumers. Ourwork across
wholesale and retail markets aims
to promote innovation and keep
markets open and competitive,
driving benefits to consumers and
the wider economy.

Chapter1
Ourrole
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To advance our competition
objective we do three things:

1. Welookatthe structure and
dynamics of markets through
our market studies and, where
necessary, adjust ourrules
toimprove the outcomes for
consumers andto support
consumer choice

2. Wetakeactionagainst
anti-competitive behaviour,
investigating breaches of the
Competition Act 1998 andits
EU equivalent

3. Weensure regulation promotes,
rather than hinders, healthy
competition. Animportant aspect
ofthisisto supportnewand
innovative initiatives with firms
whose business models may test
the boundaries of our current
regulations

Enforcement: We take action
against firms andindividuals where
their behaviour fails to meet our
standards, is dishonest orillegal. Our
aimis to prevent consumer harmand
damage to market integrity before it
happens, or reduce further harmifit
has already happened. Enforcement
has a particularly visible role in our
regulation. Investigating misconduct
fairly and promptly and holding those
responsible to account helps us to
maintain public confidenceinthe
integrity and fairness of UK markets.

We also tackle the consequences
of misconductincluding, where
possible, seeking redress or remedy
for those harmed. We explain where
and why we have taken action. This
ensures our actions are transparent
andfairand that those we regulate
canuse thisinformation to evaluate
and improve their own conduct.

Market Oversight: We deliver public
value to the wider economy through
our oversight of UK capital markets.
Thisincludes overseeing the conduct
ofissuance, issuer and sponsors,

Financial Conduct Authority
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as well as market participantsin
secondary markets. Misconduct and
poorinvestor protectionin capital
markets can damage confidencein
theirintegrity and effectiveness. This
harms investors who sufferlossesin
unfair markets and harms the broader
UKeconomy by preventing the
stimulus thatrobust and fair capital
markets provide.

Therole we play in overseeing and
implementing change in the UK's
markets allows the full spectrum
ofissuerstoaccess deep andliquid
pools of capital for growth. It aims

to guarantee that the process of
price formationis robustandthatall
participants canrely onit. It provides
investors with the appropriate

levels of protection they need to
sustain their confidence in market
activity. In the secondary market, our
programme ranges from education
through to enforcement, and aims
toensure there are strong conduct
standards and integrity in trading
activity on UK markets. This helps
ensure these markets functionin
theinterests of investors andissuers
alike, benefitting the broader UK
economy.

Policy: We use our policy-making
powers toimplement and maintain
aframework of rules and guidance
that reduces harm and make
markets work better. Our policy work
is guided by the following principles:

« Prioritisingwhere we canadd the
most public value.

+ Only making or supporting new
rulesifthey willbe an effective and
proportionate solutionto anissue.

+ Reviewingrules where they no
longer achieve theright outcomes.
We seek toinfluence and guide, and
align our work with, international
initiatives.

3 Activities set outin FSMA 2000 and the Regulated Activities Order.
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We set out what we expect from
those we regulate and consult

widely before we finalise our rules

and guidance. We use evidence and
analysis to assess the costsand
benefits of our proposals to ensure
thatthey are an effective and efficient
response to anidentified harm.

International: We ensure markets
work well, working collaboratively
withinternational partners to shape
the globalregulatory agenda. We
shape andlead changesinthe
international environment, for
example delivering the optimal
regulatory responseto EU
Withdrawal, focusing on minimising
harm and proactively making the
most of opportunities.

Regulatory perimeter: Our central
focusis onthe conduct of regulated
activities.®* As well as regulated
activities, authorised firms also
carry out activities that are outside
the regulatory perimeter but which
have animpact on our objectives.
For example, while the process

for setting LIBOR was outside our
perimeter, LIBOR malpractice had
amajorimpact on marketintegrity.
As Our Mission explains, we have
powers to act outside the perimeter
in certain circumstances. We will

be morelikely to do this when the
unregulated activity could potentially
undermine confidence in the UK
financial system or have animpact
on aregulated activity. Where we
decide we cannot or willnot act,

we will publicly explain why and, for
example, raise the matter with other
bodies orregulators who are better
placedto dealwithit or with the
Government.



Investigating misconduct fairly
and promptly and holding those
responsible to account helps us
to maintain public confidence
in the integrity and fairness of
UK markets
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EU Withdrawal

The UK's decision to leave the European Union (EU)
has, and will continue to have, a substantialimpact
on the way we work. A significant proportion of our
resources are already focused on the forthcoming exit,
including arrangements to implement the change.

To fulfil our regulatory objectives and provide technical
support to the Governmentin the run up to withdrawal,
we have increased the level of resource dedicated to
co-ordinating and managing this work.

The additional cost of our EU Withdrawal work outside
our redeployedresourcesis £16m. We explain how we
propose to fund this in our How we operate chapter.

'/ 4

We have made difficult and challenging
decisions about our priority activities that
are notrelated towork on EU Withdrawal

'/ 4
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We expect ourworkonthe
implications of EU Withdrawal
will continue beyond March 2019,
throughout any implementation
period. We willkeep our EU
Withdrawal priorities and
resources underreview as we
gain greater certainty onthe
outcome of negotiations and the
implementation timeframe.

Although our Annual Funding
Reqguirementhasincreased by £5m

to cover EU Withdrawal work, we have
stillmade difficult and challenging
decisions about our priority activities
across allbusiness areas thatare not
related to work on EU Withdrawal,
including limiting the number of

new initiatives we've taken on. We
recognise the particular significance of
EU Withdrawal on wholesale financial
markets, investment management
andthe generalinsurance sectors, and
our decisions have been driven by our
recognition of the capacity ofindustry
toabsorb change.

Existing financial regulation remains
inplace, including EU regulation.

We expect the focus of our work on
EU Withdrawalin 2018/19 tobe in the
following areas.

Working with the Government
We will:

« Continuetosupportthe
Governmentand provide technical
assistance to negotiations with
the EU and other countries where
the Government seeks afree
trade agreementandwhereitis
appropriate for us to be involved.
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Provide technical advice onthe
legislationintroduced by the
Government. The EU (Withdrawal)
Bill will convert existing EU legislation
into UK law, and preserve existing
UKlaws whichimplement EU
obligations. This willenable us to
have arobustregulatory systemon
the day the UK leaves the EU.

Review our Handbookin light of the
legislative changes (including looking
at duty of care and the potential for
increased automation) and make
changeswhere appropriate.

Advise the Treasury and other
areas of the Government onhow
the UK's future relationship with
the EU may affect the financial
servicesindustry anditsusers. This
includes considering cooperation
arrangementswiththe EEA
countries andtherest of the world.

Assesstheimpact of transitional
arrangements onthe UK's regulated
firms andtheir users, and take action
where appropriate.

Continue toliaise closely with the
Bank of Englandin ourwork on
areas of joint responsibility and
dual-regulated firms.

Financial Conduct Authority
Business Plan 2018/19

Future functions

« Wewillensure thereis anappropriate

transition to a future model for
authorisation and supervision

of EEA firms. This willinclude
implementing the legislationon
the temporary permissions regime
if necessary, asannounced by the
Treasuryin December 2017.

The Treasury has stated that it
intends to provide us with functions
and powers for UKand non-UK
credit-ratingagencies and trade
repositories. We will work closely
with the Government and with

UK credit-rating agencies and
traderepositories with the aim of
ensuring a smooth transitionto the
new UKregime.

Supervision and risk

« Wewillcontinue to work with

regulated firms to understand their
plans for future operations and the
impact on markets and consumers.

« We willmonitor therisks to our

regulatory objectives. We will also
identify and consider potential
harms to consumers that may
ariseintherun-upto, and after,
withdrawal.

Chapter 2
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Our operations

« We willwork towards achieving

operational readiness for our exit
andthe FCA overall, including
consideringtheimpacts onour
systems andtechnology.

International cooperation

« We will continue to work with

regulatory authorities across the EU
and globally to ensure appropriate
supervisory cooperationand
information sharinginrespect of
firms and markets, policies and
future regulatory regimes.
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Our priorities for 2018/19

Our Business Plan sets out our main areas of focus across seven themes
that span the seven specific sectors we regulate. Preparing for and
implementing changes resulting from EU Withdrawal is inevitably the
priority for our discretionary activity. For 2018/19 we outline our approach
to delivering necessary changes across the sectors we regulate.

Many of theissues and risks covered
and the harms we address are complex
and often deep-seated problems

that will continue to be priorities for
future Business Plans. We will continue
to monitor theseissues, such as
technological and societal change, and
adapt our approach to the ever-evolving
landscape.

Unexpectedissues canarise and
priorities can change. So we ensure that
our processes for deciding priorities are
flexible and that our governance provides
sufficient challenge to change priorities
when needed.

Our key planned activities for this year are
mainly set outin our cross-sector themes
because, in most cases, theseissues
occurin several sectors. Under our sector
priorities, we have cross-referenced
those pieces of work where relevant.

Measuring our performance

The Mission confirmed our three-tier
framework for performance reporting.

This covers:

Tier 1: The efficiency of internal
processes

We have worked toimprove reporting
ateachlevel. For example, we have
updated the way we report on our Service
Standards, which show how efficiently we
carry out specificinternal processes. Our
updated Service Standards document
provides a better explanation of the link
between the efficiency of our processes
and outcomes.

Tier 2: Theimpact of our interventions

We have published our approach to
post-intervention evaluation alongside
this Business Plan. This explains how we
will assess the effectiveness of some
significantinterventions every year.

Tier 3: Outcomesinthe sectors we
regulate

We intend to improve our approach
further by building more indicators and
reporting clearly on how we see the
market developingin subsequent years.
Our 2017/18 Annual Report and Accounts
willinclude examples of key indicators
that reflect some of the harms we have
prioritised. These indicators should be
understoodinthe context of wider
market information.
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Firms’ culture and governance
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Firms' culture and governance

should drive behaviours and produce
outcomes that are likely to benefit
consumers and markets. We will
continue to supportand engage with
firms, sharing our expectations and
working to promote effective cultures
and governance across the industry.
This will ensure that firms have the right
peopleintherightroles, workinginthe
interest of consumers. It will also make
sure that markets and our stakeholders
understand our approach.

We expect firms to be able to demonstrate that their
purpose, leadership, governance arrangements and
approach to rewarding and managing staff do notlead
to avoidable or unnecessary harm to their customers.
This should be a collaborative effort driven forward by
staffatalllevels. We supportindividuals who contact
us as whistleblowers and we ensure that they are
provided with the anonymity they need.

We believe itisimportant that all firms, regardless

of size, are well governed and that individuals are
accountable for their actions. Firms should be able

to show the effectiveness of their governance
arrangements inidentifying, managing and mitigating
therisk of harm.

3
Our key activities

Accountability and governance

Lack of accountability of senior
management can drive poor
conduct, from selling unsuitable
products to excessive risk taking or
mis-selling, that harms those who
use financial services.

We are working on finalising the
rules for the extension of the Senior
Managers and Certification Regime
(SM&CR) to all FSMA firms, including
dual-regulatedinsurers (FCAand
PRA regulated). Our proposals

will reflect our intention to tailor
the extended regime to reflect

the different risks, impact and
complexity of firms in a clear, simple
and proportionate way. In total, the
SM&CR will cover approximately
47,000 firms. We intend to publish
our Policy Statement and new rules
insummer 2018.

The Treasury has confirmed the
Regime will start forinsurers on

10 December 2018. It will confirm
the date for when these rules
commence for solo-regulated firms
(firms regulated only by the FCA,
rather than by both the FCAandthe
PRA)in due course. We will work with
firms to ensure that the regime is
implemented effectively.

Establishing a publicregister

InJuly 2017, we published proposals to
extendthe SM&CR to allFSMA firms.
Underthese proposals, only senior
managers willappear on the Financial
Services Register. We have received
substantial feedback on this and will
consultby summer 2018 on policy
proposals tointroduce a publicregister.




Remuneration

We have published a Policy
Statement that explains how
consumer credit firms can
improve how they manage the
risks that their staffincentives,
remuneration and performance
management policies may pose
to consumers. We will review
how firms respond to this Policy
Statement.

We will also take a broader
look at all firms' remuneration
arrangementsin 2018/19 to
identify the potential or actual
harm from the remuneration
schemes of firms that are not
subject to our Remuneration
Codes.

We do not attempt to measure or
assess culture directly; instead
we seek to form judgements as to
whether the drivers of behaviour
we are interestedin as a regulator
are driving appropriate behaviours
which are unlikely to cause harm.
Thisincludes looking at firms'
remuneration practices and the
number of whistleblowing cases

we receive to determine the
effectiveness of firms'internal
processes and whether they meet
our expectations.

Financial Conduct Authority
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Cross-sector priorities
Financial crime (fraud & scams)
and anti-money laundering (AML)

The safeguards we putin place to
prevent financial crime are designed
to make the UK and the financial
services sector a hostile place for
criminals, a safe place for consumers,
and ensure we meet latest
international standards.

Financial crime, includingmoney laundering, harms
society and the wider economy by causing financialloss
tovictims and enabling criminalactivity. The UK's financial
markets are verylarge, complexand operate globally. This
makes them attractive to moneylaunderers and other
criminals who operate across borders.

We want to ensure that the safeguardsinplace are
proportionate, operate efficiently and minimise
any unintended consequences of regulation. We
alsowanttoreduce and prevent the harm caused
by scams and increase consumer awareness of the
dangers of fraud.

'/ 4

The UK's financial markets are large,
complex and operate globally. This
makes them attractive to money
launderers and other criminals

'/ 4
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3
Our key activities

Along with the work set out below,
our proactive work to tackle market
abuse (covered under the Wholesale
section)is animportant way in which
we seek to combat financial crime.

Tacklingmoney laundering

Our permanent programme of work
includesregularinspections of the
largest firms, as well as other firms
that we believe present high money
launderingrisk. This work, alongside
our supervision and authorisation
frameworks, enables us to identify
andreduce the potential for firms
to be used for money laundering
and other financial crime. We use
the fullrange of supervision and
regulatory enforcement tools

in our financial crime work. This
includes authorisationinterviews,
proactive and reactive supervisory
work, consumer alerts, FCA-led or
jointly-run education programmes,
as well as enforcement tools such as
business restrictions and regulatory
and criminal investigations.

We use intelligence, including liaising
with other agenciesinthe UK and
internationally, to support the work
we do to supervise and enforce our
principles andrules. We also conduct
random sampling of small, lower-
risk firms to ensure they maintain
high standards and check that our
assessment of risks in different
sectorsremains current.

Building a better picture of
money laundering

Therecently published UK National
Risk Assessment of Money
Laundering and Terrorist Financing
identified that the UK needs a
more comprehensive picture of
how capital markets are being
used for money laundering. We will
undertake diagnostic work on this




issue to enable us to decide the
bestapproach, coveringarange

of different firms. Better systems
and controlsin capital markets will
protect society as awhole, as well

as theintegrity of the UK's financial
system and of the global financial
framework. We are also undertaking
diagnostic work on money laundering
and terrorist financing risks in the
e-money sector. Thisisimportant
because if e-money firms have
ineffective systems and controls this
could undermine confidence and
participationin e-money services
and the integrity of the financial
system. We will share our findings in
Q2 2018/19.

The new Office for Professional Body
Anti-Money Laundering Supervision
(OPBAS) was establishedin
February 2018. OPBAS oversees 22
professional body supervisors for
anti-money laundering. OPBAS aims
to ensure arobust and consistent
standard of AML supervision

across the legal and accountancy
sectors, andimprove and enable
collaboration and information
andintelligence sharing between
professional body AML supervisors,
statutory supervisors and law
enforcement agencies.

In December 2017, the Home
Secretary announced a package of
measures to tackle economic crime.
We are working closely with the
Governmentandindustry onreform
of the suspicious activity reporting
regime andto establish anew National
Economic Crime Centre. We will
continue to useintelligence, including
fromwhistleblowers, to make it more
difficult for moneylaunderersto use
the financial system.

Financial Conduct Authority
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Taking account of FATF Mutual
Evaluation recommendations

We are a major participantin the UK
delegationto the Financial Action Task
Force (FATF). We have been closely
involvedinthe preparation for the
FATF's Mutual Evaluation of the UK
which will conclude in October 2018.
We will continue toreview andrefine
our AML supervisory approach and
take account of any recommendations
from FATF's evaluation.

Raising awareness of fraud
and scams

The aim of our ScamSmart
communication campaignis to help
protect consumers from falling
victim to investment fraud. Scams
are becoming more sophisticated,
while consumers'increased use of
data sharing and social media can
also make them more susceptible
to fraud. Scams continually evolve
and thereis now a significant overlap
between pension and investment
fraud. In 2018 we will work with

The Pensions Regulator to deliver
asingle, co-ordinated awareness
campaign to tackle pension and
investment scams.

Collaborating with our partners and
otheragencies

Not all fraud and scams fall within
our remit but we have arange of
enforcement action to tackle those
thatdo. Theseinclude civil court
action to stop activity and freeze
assets, insolvency proceedings,
prohibiting individuals from financial
services roles and, for the most
serious cases, criminal prosecution.

Chapter 4
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We collaborate with law
enforcement partners and other
agencies athome and abroad

on AML, scams and other types

of financial crime, to help the
relevant organisations take action.
This year, we will convene an
international TechSprint. This will
bring together arange of experts
to explore whether new technology
canbeused more effectively to
fight financial crime. Workingin
collaboration with othersimproves
intelligence-sharing arrangements
to help fight money laundering and
financial crime. This leads to more
effective and consistent standards
and ultimately delivers better
outcomes.

We assess the quality of firms'
AML controls and consumers'
use of our online resources, such
as ScamSmart, as one indicator
of whether the potential harm to
consumers and market integrity
in this areais likely to have
reduced.

OPBAS willmonitor the

quality and consistency of the
professional bodies' own efforts
to supervise theirmembers'
money laundering controls and
how effectively information
isbeing shared between their
members and law enforcement.
We believe that effective
information-sharing is essential
to tackling the harm that arises
from financial crime.
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Cross-sector priorities
Data security, resilience
and outsourcing
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Technology plays a pivotalrole in
delivering financial products and
services. [t enables firms'innovation
(see the Innovation, big data,
technology and competition cross-
sectortheme) and supports their
business strategies. New technologies
canleadtoharmifthey are not safely
adopted and managed. For example,
new technologies such as distributed
ledger (blockchain) and artificial
intelligence rely on access to sensitive
and high quality data. But new
technologies present opportunities
for helping firms to meet Know Your
Customer or anti-money laundering
requirements more efficiently.

Cyber-attacksinthe financial services sector are
becoming more frequent and widespread. This is
potentially made worse by the use of complex and
ageingIT systems, outsourcing of operations and the
growing transfer of data between firms.

Ourwork focuses on ensuring that firms are more
resilientto cyber-attacks and technology outages, so
reducing therisk and frequency of disruption and also
ensuring new and replacement technologies
areresilient.

We work closely with global bodies such as

the International Organisation of Securities
Commissions (IOSCO), Group of Seven (G7), Financial
Stability Board (FSB) and others who prioritise data
security, resilience and outsourcing.

3
Our key activities

Addressingindustry’s operational
resilience

Quraimis to help firms to become
more resilient to cyber-attacks, to
enhance marketintegrity and to
protect consumers.

Over the next year, we will strengthen
our supervisory assessments of

the highestimpact firms to better
understand their currentand planned
use of technology, resilience to
cyber-attacks and staff expertise.
We will also review how governance,
strategy, systems architecture, risk
management and culture contribute
to firms'data security. This willensure
we can better assess potentialharm
and explainto firms what we expect
from them. Where necessary, we
willensure they address any specific
issues we have found.

We will also conduct focused
thematic work with 'lowerimpact’
firms, based on harms we have
identifiedin each sector. This
couldinclude firms that are new
tofinancial services as well as
established firms. We will continue
the communications approach we
beganin 2017/18 and give smaller
firms additional information on
how to improve their resilience.
Qur approach to cyber resilience
is alignedto the UK's National
Cyber Security Strategy and we will
continue to work closely with the
National Cyber Security Centre
(NCSC) to share good practice
with industry.




Cyber security is a shared
responsibility, and we take a
co-operative approach to address
this threat, working with the
Government, other regulators,
nationally and internationally on this
importantissue. Working with the
Bank of England, we will continue to
develop regulatory tools to better

assess firms and identify where harm

could occur. We will also continue
to work with firms to minimise the
impact of breaches and systems
failures on consumers and the
market, liaising closely with the
Bank of England, the Treasury, the
National Cyber Security Centre and
the National Crime Agency.

Assessing therisks of outsourcing
and third-party providers

Anincreasing number of firms are

outsourcing the delivery of majorand
critical services often to unregulated

providers. Regulated firms should
have appropriate oversightand
control over third-party providers
and take responsibility for the
service they provide. Doing so will

reduce therisk of third-party failures

or weak controls which could lead to

operational disruption, unauthorised

loss or disclosure of consumer data.

One area we are focusingonis
outsourcing arrangements where
the service provider supports
many firms and so the impact of
any disruption is magnified. Over
2018/19, we willincrease our
understanding of both outsourced
services and core infrastructure
provision across different sectors
through several pieces of thematic
and firm-specific work. This will
include diagnosing how firms use
third parties, their concentrationin
the market and the potential harm
thatresults.
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Joining up our work onresilience

We will also look at risks to
firms'resilience. Theseinclude
ring-fencing where significant
restructuring, with the potential

to affectresilience, will continue
into 2018. Ourimplementation

of PSD2 will continue to evolve.
While it willincrease competitionin
payments, it also has the potential
toincrease cyber attacks and

data breaches. From August

2018, we willmonitor the roll-out
ofthe Competition and Markets
Authority recommmendations to
measure consumer understanding
of resilience by requiring firms to
publish service quality dataon
technology andresilience issues.

'/ 4

One areawe are focusing
onis outsourcing
arrangements where the
service provider supports
many firms and so the
impact of any disruption
is magnified

'/ 4
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Monitoring change

To monitor the risk of harm to
consumers, we look at firms'
resilience and their ability to keep
systems runningin the event of
major operational problems. We
look for reductioninanyimpact
on consumers caused by IT issues
and cyber-attacks
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Cross-sector priorities
Innovation, big data, technology
and competition
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Financial Technology (FinTech?) is
already driving change in markets and
encouraging further innovation. Itis
increasing competition and reducing
costs, offering consumers better value
products and services and easier ways
for firms and consumers to engage
with each other. For many consumers
it has already improved access to
products and services. Increasing
amounts of data from a wider range

of sources, alongside sophisticated
analytical tools, canimprove pricing,
access and service for consumers,
including those who may previously not
have been able to access services.

Theincreased use of bigdata also has the potential
tocause harm. Thereis arisk thatif technology and
innovation move too quickly, the more vulnerable in
society could be at adisadvantage. As both old and
new firms grapple with the challenges and benefits of
innovation we also expect them to develop plans to
deal with those who are more vulnerable. Problems
canalso occur because of dataloss and weak cyber
resilience. This theme s strongly linked to our
cross-sector theme of 'Data security, resilience and
outsourcing’.

Our approachis to sustain aregulatory environment
where consumers and firms can maximise the
opportunities of competition, innovation and big data
while reducing or mitigating the associated harms.

4 'FinTech'is the term which describes the intersection between finance and
technology. It can refer to technical innovation applied in a traditional financial
services context or to innovative financial services that disrupt the existing
financial services market.

< A >
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Our key activities

Assisting firms through the FCA
Innovate programme

Our FCA Innovate programme provides
assistance to firms which are using
innovation toimprove consumer
outcomes. We help them better
understand our rules, processes and
guidance. Inturn, this helps us keep
ahead of developing trends and potential
harmsin the market, includingin new
areas such as initial coin offerings and
distributedledger technology.

Allowing firms to test viability in the
regulatory sandbox

Qurregulatory sandbox gives
businesses of every size the
opportunity to test the commercial
andregulatory viability of their
innovative concepts before they invest
more heavily inthem, while providing
safeguards for consumers. The
sandbox also gives us an understanding
of the opportunities and risks of harm
thatinnovation can create.

Over the coming year we willundertake
work that uses lessons we have learned
since the sandboxwas createdin 2016.

We aimto further reduce unnecessary

barriersto entry forinnovative firms.

Global sandbox

Our sandbox currently only allows firms
to conduct testsinthe UKbut many
aspects of financial markets and FinTech
are global. We are hearing from firms that
thereisrealvaluein beingable to operate
globally. This would involve working with
otherregulators across the globe to
conduct testsindifferentjurisdictions
atthe sametime. Lastmonth we invited
stakeholders to share their views on what
aglobal sandbox couldlook like; thereis a
lot ofinterestin the idea of cross-border
testingand the benefits this could bring,
such asreducing cost and complexity
and accelerating expansioninto other




jurisdictions —especially for start-ups
who are keen to expandinternationally.

Over the next few months we will
work withinterested regulatorsona
blueprint of the global sandbox.

Testingand applyingRegTech and
advanced analytics

Reglechdescribes new technologies
developedto help overcome regulatory
challengesfaced by financial services
firms. In 2018/19 we will take forward
work to deliver cost savings, both for
firms submitting regulatory returns to
us andinhow we use thisinformation.
Atthe start of 2018 we published a Call
forlnput which summarised our work to
date on machine executable regulatory
reporting and the '‘proof of concept’
developedduringour November 2017
TechSprint. Insummer 2018 we will
publish afeedback statement that
brings togetherthe results of the
feedback from this Call for Input and
furtherindustry discussions.

Some of the experiments we are
conductingwith advanced analytics
over this yearinclude:

« automated detection of
unauthorised business activity on
theinternetthrough avariety of new
technologies

- testingadvanced Natural
Language Processing (NLP)
technologies and semantic
language modelsinan effortto
automate what would otherwise
be manual supervisory tasks

- automated evaluation and detection
of misleading advertising

The automated processes will allow
us to review the total population of
high-risk markets, rather than only
sampling a proportion.

Reviewing firms' use of data

We will review the use of data by
financial services firms, including
machinelearning analysis of big
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datapools, algo trading and wider
artificialintelligence. This work will
help us better assess both potential
opportunities and harm and where we
may need tointervene.

We will further develop our relationship
with the Information Commissioner’s
Office as the General Data Protection
Regulation (GDPR) comes into
forceinMay 2018. We will then

publish an updated Memorandum of
Understanding setting out how we will
work togetherin future.

Reviewingretail banking
business models

Thisreviewlooks atthe core
differences between emergingand
traditional retail banking business
models. ltassesses how these
differences are being driven by
technological change and innovation
and how they affect competitionand
firms' conduct. We particularly want to
understand whatimpact the growing
use of digital channels and declining
use of branchesis having on business
models and the implications of this for
consumers.

We are analysing the information we
have collected from retail banks. We
will publishan updateinthe first half
of 2018, explaining the results of this
preliminary analysis and our proposed
nextsteps.

Crowdfunding post-implementation
review

Crowdfunding markets are
continuing to develop rapidly.

Since the publication of our

interim feedbackin 2016, we have
been working on additional rules

to address areas of concern,

in particular forloan-based
crowdfunding. This has been an
extensive process due to the
continually evolving market but we
needto ensure that there remains an
appropriate framework for regulating
the crowdfundingindustry. We want
a sectorthat caninnovate, compete
and challenge established firms and

« A >
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business models without putting
consumers at unacceptable risk.

We will finalise the proposed
new rules and publish them for
consultationin 2018.

Cryptocurrencies

Cryptocurrencies hasbeenanarea
ofincreasinginterest for markets
andregulators globally. Inthe

UK, the Treasury Committee has
announced thatit willbe launching
anenquiry, towhichweintend
torespond.

Cryptocurrencies themselves
(i.e. those designed primarily as
ameans of payment/exchange)
are not currently within our
regulatory perimeter. However,
some models of use or packaging
cryptocurrencies bring them
within our perimeter, making the
landscape complex.

Lastyear, weissued consumer
warnings on cryptocurrency
Contracts for Difference and
therisks of Initial Coin Offerings
(ICOs). We willwork with the Bank of
England andthe Treasury as part of
ataskforce to develop thinkingand
publish a Discussion Paper later this
year outlining our policy thinking on
cryptocurrencies.

To see whether FinTechis helping
toimprove competitionin the
interest of consumers, we will look
at metrics such as the number of

new entrants to the market and
the emergence of newinnovative
products to meet consumer
needs. We continue to measure
feedback and the number of
firms we help through our FCA
Innovate work.
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Treatment of existing customers
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Our aimis to ensure that existing
customers enjoy the benefits
ofincreased competition and
innovation. Firms should not give
longstanding customers less attention
than new customers or treatthemin a
way which results in poorer outcomes.
All customers should be wellinformed
about the financial products they

buy or are investedin, including
performance and charges.

If competitionis working wellin a market, it should
not overly disadvantage existing customers over new
customers. While many firms have made progressin
putting customers more firmly at the centre of their
business models, they need to furtherimprove both
competition and their standards of treatment for
existing customers.

'/ 4

While claims management companies
canprovide access tojustice, some
firms may not always operatein
consumers’ bestinterests

'/

3
Our key activities

Understanding firms' pricing
practicesinretail generalinsurance

In 2018/19 we will continue work on
pricing practices in retail general
insurance. We will conclude the first
phase of our diagnostic work to give
us a better understanding of retail
generalinsurers'and intermediaries’
pricing practices and how these affect
householdinsurance customers. This
work has also looked at the types of
systems and data that firms use to
decide the final price to consumers
and the governance and oversight
arrangements within firms.

Drawing onthe emergingthemes
fromthatwork, our earlier Call for Input
on Big Datainretail generalinsurance
andrecent publicdebate, we are
currently scopingwork to formalise
that debate and to assess whether we
needtoacttoensure futureinsurance
pricing practices supportamarket
that works well forits customers. We
will publish details of the scope of this
workindue course.

Regulation of claims
management companies

We expect to take over the
responsibility of regulating claims
management companies (CMCs)
from the Ministry of Justice, subject
tolegislation, in spring 2019. While
CMCs can provide access tojustice
for consumers who may be unwilling
orunable to bring a claim themselves,
some firms may not always operate
inconsumers'bestinterests. We are
developing a package of information
toensure CMCs are clear about the
rules and principles they willhave

to meet when we take over their
regulation. We will also continue to
build our knowledge of the sectorand
consultondraftrules to deliver robust
regulation to protect consumers later
thisyear.




Assessing claims inflationin
generalinsurance

We will carry out diagnostic work

to assess how far brokers and
motorinsurers are inflating claims
through referrals to CMCs and
keeping volume discounts from their
ownrepairers. This will give us an
understanding of theissues CMCs
willneed to address when we take
over their regulation.

Helping consumers make informed
decisions ontheirinsurance needs

To help consumers make informed
decisions about insurance needs,
we published the second set of
data from our value measures pilot
in March 2018. This year, we will
evaluate the extent to which the
data collected have influenced
behaviours and decide whether

to conduct a third pilot. We have
already seen examples of where
publishing the first set of data

has incentivised insurers to make
productimprovements and focus
more on overall product value. We
expect that stakeholders' use of
the published data will help increase
market focus on suitability and value,
as well as the headline price.

Improving competitionin
currentaccounts

Qur rules now require retail

banks and building societies to
publish standardised, comparable
information about personal and
small business current account
services. Thisinformation will

be published for the first time in
August 2018, to coincide with the
publication of service quality survey
datarequired by the CMA.

In2018/19, we will report on our work
on the monthly maximum charge
(MMC) for unarranged overdrafts,
introduced by the CMA in 2017.
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Any proposals we make as aresult
of our High-Cost Credit Review will
take account of the impact these
remedies may have on consumers
and the wider market. We will also
report our findings from our trials
of prompts andalerts toimprove
consumers' engagement with their
overdraft use and charges, as well
as their awareness of the potential
benefits of switching.

Providing access to Alternative
Dispute Resolution for Smalland
Medium-sized Enterprises (SMEs)

We believe our rules broadly strike

the right balance between protecting
businesses and ensuring SMEs can
access financial services. However,
we are concerned that many SMEs
struggle toresolve disputes with
financial services firms and seek
redress. Given this, we are consulting
on proposed new rules that will allow
more SMEs toreferdisputestothe
Financial Ombudsman Service. We will
consider feedback to this consultation
and publish a Policy Statement with
our final rulesin summer 2018.

Competitioninthe
cash savings market

We have implemented a number of
remedies as aresult of our 2015 cash
savings market study toimprove the
switching process and the way firms
communicate with their customers.
However, we remain concerned that
providers hold a significant amount
of customers'savings balances
inaccounts openedlongago (eg
more than five years ago). Yet these
accounts tendto pay lowerinterest
rates thanthose opened more
recently. So we continue to explore
whether competitionin the cash
savings market could be improved,
particularly to ensure the fair
treatment of longstanding consumers.
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To see whether existing
customers are being treated fairly,
we consider firms' practices,

how easyitis for customersto
compare products and services
across providers and to switch
between them.
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Cross-sector priorities
Long-term savings and pensions
and intergenerational differences

30

Our work onlong-term savings and
pensions and intergenerational
differences covers abroad group
ofissues around the changing UK
population and their financial needs.
Insome sectors, including pensions
and retirementincome, retail banking,
generalinsurance and protection and
retaillending, some older consumers'
financial services needs are not being
fully met, resultingin exclusion, poor
customer outcomes and potential harm.

Anageing population, increased life expectancy
andindividuals taking on more responsibility for
financing theirlongevity shows that our society

is undergoing dramatic social and demographic
change. The pronounced fallinrealinterestrates has
reduced savings growth and created concerns that
consumers may be unable to meet their expectations
of sufficient retirement savings.

Additionally, the reduced cost of servicing household
debt has created anincentive to borrow, while the
cost of building up assets to support retirement
income has gone up.

'/ 4

We will not hesitate tointervene,
where necessary, if we see
evidence of firms providing
unsuitable pension transfer advice

'/

3
Our key activities

Retirement Outcomes Review

Since we published the interim
report from our Retirement
Outcomes Review, with potential
remedies, we have received
feedback and undertaken further
analysis onthe types and level of
consumer harm that drawdown
charges and investment choices may
cause. We will publish our final report
in 2018, together with a Consultation
Paper on our proposedremedies.

Unsuitable pension transfer advice

Some firms have responded to

the pension reforms by changing
their business models in ways

that potentially cause harm to
consumers. We will not hesitate
tointervene, where necessary, if
we see evidence of firms providing
unsuitable pension transfer advice.
We will be collecting data from all
firms that have pension transfer
permission to assess practices
across the entire market. Our work
willidentify the extent of consumer
harm and where and how we can
intervene most effectively to stopit.

Savings adequacy work

We are undertaking a piece of
research looking at the levels of
undersaving for retirement. As part
of this project, we are investigating
which consumer groups are most
atrisk of experiencing a shortfallin
their expected retirement provision.

Effective competitionin
non-workplace pensions

We are continuing our diagnostic
work to better understand the
market for non-workplace pensions.
In particular, we are exploring
whether the weaknesses previously




identified in the workplace
pensions market exist, in whole
orinpart,inthe market for non-
workplace pensions. We also want
tounderstand:

» whether providers are competing
oncharges

- ifthere are barriers to consumers
identifying, and choosing, from
more competitive products

« howthe differences and
similarities betweenthe
workplace and non-workplace
marketsimpact competitionand
consumer outcomes

We will assess the feedback
received from our Discussion
Paper and datarequest and publish
a Feedback Statement by the end
of 2018.

Q

We will use a variety of metrics,
particularly through our
diagnostic work, to assess how
consumers are saving and how
this varies across generations.
The measures in this cross-sector
theme are likely to link to our
outcome indicators in Pensions
andretirementincome and

Retailinvestments.
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Cross-sector priorities
High-cost credit
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We have already made a significant
impactin the high-cost credit
market. We have taken action

to protect potentially vulnerable
consumers by puttingin place new
rules for high-cost short-term credit
firms. We have taken supervisory and
enforcement action against non-

compliance across all credit markets.
Ourwork on high-cost credit complements our work
on Retaillending which covers the wider borrowing

needs of consumers across mortgages and
consumer credit.

The harms caused by high-cost credit products tend
to disproportionately affect vulnerable consumers
who may turn to themin financial difficulty. We have
aresponsibility to ensure thereis aframework of
rules that allows consumers access to products and
services that are suitable, affordable and right for
their circumstances.

We wantto send a clear message to firms and
consumers that more work is needed in some parts
of the market to improve consumer protection.

'/ 4

We want to send a clear message
to firms and consumers that more
work is needed in some parts of
the market toimprove consumer
protection

'/ 4

3
Our key activities

Alternatives to high-cost credit

Forlow-income, high-risk
consumers, evenin a well-regulated
sector, borrowing remains expensive
and the consequences can create
harm for consumers. Drawing on
our research and our extensive
stakeholder discussions, we have
identified key issues that can

create barriers to the expansion

of alternatives to high-cost credit.
Theseinclude access to sustainable
capital, lack of access to alternative
lending options and uncertainty
aboutregulatory requirements from
organisations such as Registered
Social Landlords referring
consumers to lenders.

As part of our ongoing review of
high-cost credit, we will look at
solutions designed toincrease

the choice and availability of
alternatives to high-cost credit.

We will also consider the options to
improve transparency of regulatory
requirements and, if needed, will
consult on further guidance and
rule changes.

Our High-Cost Credit Review
focuses on specific high-cost credit
markets where we consider there
may be a need for additional rules
and guidance. We explain the specific
problems we intend to address
regarding the different products.




Rent-to-own

We are examining firms' pricing
policies for rent-to-own services,
including charges for add-ons like
insurance and warranties which can
substantially increase the overall
amounts consumers pay. We have
previously examined the extent

to which behavioural biases can
affect the choices consumer make
about add-ons. We will assess the
potentialimpact of these costs on
consumers' finances and whether
consumers consider the costs or
value of these products before
buying them.

Home-collected credit

Some forms of refinancing loans
may resultin consumers paying
significantly more interest on

the amounts originally borrowed.
This can happen when consumers
take out additional borrowing that
incorporates the outstanding
balance from the previous loaninto
the newloan.

We recognise that consumers

value continuing access to home-
collected credit and that weekly
repayments on separate loans

may not be affordable, but we are
examiningif repeat borrowing could
work better for consumers. This year
we will consult on any changes we
need to make toimprove outcomes
for consumers.

Catalogue credit

We are examining potential concerns
about the highlevel of arrears among
catalogue credit customers, the fees
and charges this triggers and the
related risk of financial distress. We
are also looking at the complexity
ofthese products and how this can
affect consumers.
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We will complete analysis of firms'
policies and practices, including

the information they provide to
customers. We will also publish the
results of consumerresearchinto
how consumers use these products
and theirimpact. Using this new
information, we will consult on any
changes we consider we need to
make in 2018.

Arranged and unarranged
overdrafts

We remain concerned about
the long-term use of arranged
overdrafts atlevels which can be
persistent and unsustainable,
andthe use and high charges of
unarranged overdrafts.

Arranged and unarranged overdrafts
cannot be consideredinisolation of
one another or of the wider current
accounts offered by firms. So, to
reduce the risks of unintended
effects, we will use the evidence
andinsight from the Strategic
Review of Retail Banking Models (see
Innovation, big data, technology and
competition) to inform our exact
design of any package of remedies.

We aim to consult on measures
around overdrafts to address

low customer engagement,
promote competition and improve
transparency for customersin
May 2018. Subsequently, we will
use the evidence andinsight from
the Strategic Review to inform the
exact design of any wider package
of remedies. We will therefore look
to consult on any further remedies
towards the end of 2018 taking
into account the findings of the
Strategic Review.
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Our review will give an overview
of how this marketis changing
and where we canintervene to
have the mostimpact. We will
alsolook at measures such as the
volume of complaints, arrears and
default rates for high-cost credit
products.
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Sector priorities
Wholesale financial markets

The UKis aleading international financial centre and
plays a key role in global wholesale financial markets.
Healthy wholesale financial markets enable firms and
governments to access short-term finance and
long-term capital to provide investment opportunities
forretail and institutional investors, undertake
domestic and international trade, and fund growth.
Their effectiveness relies on them being visibly fair,
transparent and efficient. So clean markets where
competition works well are vital to the UK's prosperity,
and we have arole in facilitating this.
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Our workis concentrated on four
broad principal drivers of harmin
wholesale markets.

First, market participants that
undermine clean markets through
financial crime and market abuse.
Theintegrity of the UK financial
system suffersifthose undertaking
unlawful activities benefit at the
expense of others.

Second, market participants

failing to deal with each other
appropriately. This could be either
through conflicts of interests, poor
governance or weak oversight.
These conflicts can affect the
incentive for dealersto actin their
client's bestinterest, resulting

in clients buying unsuitable or
overpriced products.

Thirdly, fast-paced technology
changes coupled with poor
operational controls leading to
company failures, successful
cyber-attacks and market turbulence
(egflash crashes) can harm both
market participants and the wider
economy.

Finally, we identify markets, such

as primary markets, thatare not
working as well as they could be.

We intervene, where appropriate,
toimprove their efficiency and
effectiveness sothat they can better
serve their users.

Work on EU Withdrawal willbe a
key focus of our activitiesinthe
wholesale financial markets.



Our key activities

Clarifying our approach to
market integrity

Wholesale financial markets are
complex. They have undergone
large-scale and complex regulatory
change, including the Marketsin
Financial Instruments Directive
(MiFID 1) and the Market Abuse
Regulation (MAR). Technology
andinnovation are affecting their
business models and their users have
differentlevels of sophistication. All
of this creates particular challenges
for firms andindividuals who need to
be clear about the conduct that we
expect of them. To provide necessary
clarity and certainty,in 2018/19 we
will publish a document outlining

our ‘Approach to Market Integrity’.

[t will help firms and individuals to
take responsibility for their partin
maintaining clean, fair, effective and
competitive markets and be clear
about our approach to regulating
these markets.
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Promoting clean financial markets In2018/19 we will carry out a
thematic review to increase our
understanding and assessment
of the harms caused by money
launderingin capital markets (see
Financial crime (fraud and scams)

and anti-money laundering).

Insider dealingillegally exploits
privileged information for profit,
disadvantaging those who abide by
therules. Market manipulation and
other forms of market abuse distort
the effective allocation of capital,
damage competition and reduce
confidence in market fairness
andintegrity.

MiFID Il has updated the transaction
reportingregime. Theregime's scope
has been significantly expanded
across new instruments and asset
classes, providing more information
ontransactions. Over the next

year, we willmonitor, detect and
investigate potential abuse in these
markets and enforce against unlawful
behaviour where appropriate. We will
focus our supervision monitoringon
the fixedincome, commodity and
non-standard derivative markets.
These have previously received

less focus than equities, but make

up alargeandimportant part of the
wholesale financial markets.
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MiFID Il provides us
with better tools to
deal with potential
harms from algorithmic
High-Frequency
Trading (HFT) by
introducing new
obligations and
systems and controls
for both traders

and venues
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Addressing conflicts of interest

Conflicts ofinterestand alack of
clarity by market participants about
the capacity they are actingin
causes harminwholesale markets.
Thisincludes participants overpaying
for services or products, purchasing
poorly performing products and
buying products or services that do
not meet their needs.

MiFID llintroduced a number of
requirements, such as newrules
around research unbundling, best
execution andrestrictingthe
practice of payment for order flow.
Our supervision work will focus on
ensuring that firms are complying
with these changes and we will assess
if the rules are working as intended.

Ourwork last yearonthe
effectiveness of primary markets
foundthatusers of the IPO process
are harmed because of alack of
timely and high-qguality information
duringthe IPO process. Investor
informationis driven by '‘connected
research'. Thishampersthe
efficiency andintegrity of the price
formation process andimpairsits
effectiveness as away of supporting
the broader economy. Over 2018/19
we will monitor firm compliance
with new requirements to address
conflicts of interestin producing
connectedresearch.

Addressing operational resilience

Wholesale marketsrely on
theirinfrastructure - trading
venues, benchmarks and other
administrative services. This
infrastructure needs to bereliable
andresilient to operational outages,
whether caused by cyber-attack or
traditional operational failures.

Benchmarks are fundamental
elements of financial markets'
infrastructure. Trustworthy
benchmarks enable individual savers
andinstitutionalinvestors to assess

investments.> Markets needto be
able to trustthat therates setare fair
and accurately reflect the underlying
markets. Additionally, benchmarks
based onjudgementsratherthan
observable transactions, particularly
those withless active underlying
markets to supportthem, canbe
manipulated more easily.

Itis potentially unsustainable, and
undesirable, for market participants
torelyindefinitely onreferencerates
that do not have active underlying
markets to supportthem. Given
this, we willnot require banks to
continue to submit to LIBOR after
theend of 2021. So those who
currently use therate willneed to
actively planduring the next three
years for the possibility that LIBOR
willnot be produced after this date.
We are working closely with the

Bank of England and other market
participants to develop SONIA®as an
alternative sterling risk-free rate.

Asin othersectors, technology
plays a centraland developingrole
in wholesale financial markets.
Fast-paced technological changes,
such as artificial intelligence,
algorithms and machine learning
canresultinfaster decision making,
innovation, increased competition
andreduced costs. But weak
controls and poor understanding
of the new technology canresultin
systems failures, poor design and
inappropriate use. Thiscanlead to
significant harm, including major
serviceinterruption, financialloss
and potential systemic harmin
wholesale financial markets.

MiFID Il provides us with better tools
to deal with potential harms from
algorithmic High-Frequency Trading
(HFT) by introducing new obligations
and systems and controls for both
traders andvenues. We will focus
supervisory efforts on monitoring
compliance with these new rules and
increasing our understanding of the
use of trading algorithms and other

5 Previous analysis, has shown that regulation has improved the accuracy of the Intercontinental Exchange (ICE) Swap rate benchmark, as well as the liquidity of the underlying
market: see Occasional Paper No.27: Benchmark Regulation and Market Quality.

6 www.fca.org.uk/news/press-releases/bank-fca-launch-next-phase-sterling-libor-transition-work
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innovations across the wholesale
financial markets. We will use existing
diagnostic work on HF Ts, circuit
breakers and mini-flash crashes to
inform this work. This will enable us
to anticipate and deal with potential
harms this kind of technological
advancement may create.

Effectiveness of primary and
secondary markets

Poorly functioning primary markets
lead to badly allocated economic
resources and capital. The UKIPO
process plays avitalrolein helping
companiesraise finance and
providesinvestment opportunities
forawiderange of investors. For
example, between 2011 and 2015,
atotal of 460 companies floated on
the London Stock Exchange, raising
an estimated £53 billion’ (including
capitalraised on the Alternative
Investment Market (AIM)).

Recently, our work has focused on
two key drivers of harmin primary
markets. Thefirstis the disparityin
the information provided toinvestors
duringthe IPO processes andthe
secondis the difficulties market
participants hadininterpreting our
Listings Rules.

During 2018/19 we willmonitor
firms' compliance with the final rules
on IPOs we made last year. We will
assessiftherules are working as
intended andif firms are making the
rightinformation available at the
right time during the UKIPO process.

Following our review of the
effectiveness of primary markets®
threetopicsrequire further focus:
the future structure of the UKlisting
regime (premium listingand standard
listing), the provision of patient capital
to companies thatrequire long-term
investmentandretailaccessto
debtmarkets. As elements of these
topics are based onpowers fromEU
legislationandinvolve EU market
structures, progress on the follow-
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up work willdepend on the outcome

of EU Withdrawal negotiations and
clarity onfuture arrangements. But we
expecttocomplete amore specific
aspectof further work aimed atissuers
controlled by sovereign countries.

We have already begun preparations
forthe Europe-wide adoption of
electronic filing of annual reportsin
formats supporting structured data,
due to comeintoforcein 2020 and
we will be progressing this further
in2018/19.

MiFID Il introduced important
changes to the wholesale market
structure by establishing new
tradingvenues and, in some
instances, limiting the amount of
trading that takes place outside
organised venues. These changes
may have a significantimpact on
wholesale financial markets, for
examplein 2016 atotal £5,375
billion of UK equities were traded via
over-the-counter trading.®’ There
may be important unintended
conseguences to these regulatory
changes, such as less liquidity in
some markets. We willundertake
monitoring and diagnostic work to
ensure that we can anticipate any
such changes and actif we consider
that they may lead to potential harm.

Industry codes of conduct

Many of the recent conductissues
that have caused harminwholesale
financial marketsinvolved authorised
firms carrying out activities that

are outside our remit (known as

the 'regulatory perimeter’). While
voluntary industry codes can help
raise standards of market conduct,
historically their status has been
unclear and they have lacked teeth.

Solastyear we proposedto recognise
some industry codes of conduct for
unregulated marketsandin 2018

we will publish a Policy Statement
outlining our final rules and approach
tothese codes. Ouraimisto

7 Paragraph 1.1 of DP16/3: Availability of information in the UK Equity IPO Process.

8 FS17/3andPS17/22.

9 Fidessa Fragulator data.
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encourage theindustry to develop
and adopt new codes for firms to
achieve strong conduct standards.
These standards can be a useful

way for the industry to policeitselfin
supportof ourregulatory work, and
canhelp firms to communicate what
they expect from their senior staff
whenlinked to the Senior Managers
and Certification Regime.

Outcomeindicators

We willuse indicators such as market
cleanliness data and the number of
suspicious transaction and order
reportsto assessthe potentialharm
from market abuse which damages
confidence and participationin

the market.

37



Chapter 5
Sector priorities

Financial Conduct Authority
Business Plan 2018/19

Sector priorities
Investment management

The investment management sectoris animportant
contributor to the UK economy, with just over £8
trillionin total assets under management at the end
of 2016. It has grown steadily in recent years and this
growthis expectedto continue. Itisimportant that we
have a competitive sector whichis both attractive and
works well for those who rely on it for their financial
wellbeing.
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Keyissuesinthis sectorinclude:

poor quality and value for money of
products, inadequate disclosure and
lack of transparency, susceptibility
tofinancial crime, and cyber and
technologicalresiliencerisks. These
issues may cause harms suchas
investors payingtoo much for
products, inappropriate purchases and
products that do not deliver or behave
as expected. Investment management
firms also have responsibilities to
uphold marketintegrity.

The cumulative impact ofimportant
regulatory changes (e.g. MiFID Il

and PRIIPS) can potentially have
wide-ranging and positive impacts
onthe sector, inrelation to costs,
transparency of fees and governance.
But they may also create prudential
and conduct harms that we willneed
to carefully monitor.

Inthe current low interest-rate
environment, itis even more
important that consumers earnthe
most they can from their savings
andinvestments. The Asset
Management Market Study is a step
in this direction.

The UK's withdrawal from the EU
presents challengesin this sector.
Oneimportant challenge would arise
from any changes to the existing
globalregulatory framework that
could make it harder for asset
managers to delegate portfolio
management from the jurisdiction of
the fund to the jurisdiction(s) where
portfolios are managed. We are
gatheringintelligence to understand
key changes to firms'business
models, planning assumptions

and governance after withdrawal.



Our work willaim to deliver strong
regulatory cooperation that
supports open markets.

Our key activities

Ourworkintheinvestment
management sector willaim to
ensure that firms actas good
agents to theirinvestors and as
effective participantsinwholesale
markets. Thisis especiallyimportant
inacontinued low interest-rate
environmentthatdrives a 'hunt
foryield'and where technology
advances rapidly.

[tis crucial that firms' decision-making
gives due prominence to customers'
interests. Our 'five conduct questions'
formthe framework we use to assess
the effectiveness of afirm's culture
and governance. Firms alsoneed to
ensure they have effective systems
and controls to avoid being used as
conduits for financial crime, including
market abuse.

This sectoris usingnew and
innovative technologies, forexample,
distributedledger technology and
artificialintelligence. Technology

has the potentialto createreal
benefits for both consumers and
firms by increasing competitiveness,
innovation and efficiency. Butit also
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brings withitimportant potential
harms, such as service disruption, loss
of dataandexposure to cyber crime.
We willengage with firmsto ensure
they allocate sufficient expertise
andresourcestotheseimportant
developments to prevent consumer
harm and avoid disruption of critical
services. Thiswork will also help to
inform our future strategy with new
technology. In 2017, we launched the
Asset Management Authorisations
Hub to streamline the authorisation
process for new asset managers
lookingto setupinthe UK. Thisis

part of our commitment to efficient
regulation and enhanced competition.
We will continue to welcome
applications throughout 2018.

Asset Management Market Study

We estimate that over three-quarters
ofthe UK population are exposed to
the asset management sector, either
directly or through their pensions. It
isimportant that competition works
wellin this market as, forexample,
even small differencesinthe charges
they pay can have a significantimpact
onpeople's savings over time.
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Given that even small
differencesin charges
can have a significant
impact on people’s
savings over time, the
harm is significant

™

We areimplementing a
comprehensive remedies package
onasset management to tackle the
harm we have found by promoting
increased competitioninthe
interests of investors and to better
protectthem fromtheresults of
weak competition where necessary.

In September 2017 we referred

investment consulting and fiduciary
management to the Competition
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and Markets Authority (CMA) for a
fullmarketinvestigation. The CMA
will publish their provisional findings
on how competitionis working in this
part of the marketin summer 2018
and will finalise the investigation
including recommendations for
remedies by March 2019.

In2018/19 we willissue a further
Policy Statement onthe finalrules
and guidance outlinedin our recently
published Consultation Paper. We
willalsoissue a second Consultation
Paper onremedies focusedon
measures to ensure investors
receive clear, comprehensive and
consistent information.

PRIIPs Regulation

The sector continues to be affected
by important regulatory changes
that should mitigate actualand
potentialharmtoinvestors.

The Packaged Retailand Insurance-
based Investment Products (PRIIPs)
Regulation has applied since January
2018. Itintroduced arequirement for
firms to produce, publish and provide
a standardised key information
document (KID) for PRIIPs. This was
sothatinvestors can make betterand
fullyinformed decisions by being able
to compare key features, risks and
rewards of PRIIPS, through accesstoa
shortand consumer-friendly KID.

Some firms have told us they

have concerns about this directly
applicable EU regulation. In
response, in January we published
a statement clarifying some of our
views on the KID. We will continue
to engage with firms and their trade
associations to consider how their
concerns may be resolved so that
investors get the full benefits of
the Regulation.

We will also continue to work with the
European Supervisory Authorities,
and contribute to the European
Commission's post-implementation
review of the PRIIPs Regulation.

10 Bank of England Financial Stability Report, July 2016.
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Liquidity strategy

We have reviewed the feedback
from our 2017 discussion paper on
liquidity managementin open-ended
funds. UK open-ended funds have
approximately £35 billion investedin
commercial real estate.!® Our paper
looked at the tension from funds
that offer daily redemption terms,
while managing assets that are not
revalued on a daily basis. It noted the
potential harms to investors who
are unable to withdraw their money
or do notreceive afair sale price for
their assets. We will consultona
package of newrules and guidance
that takes onboard the responses
we received, as well as the wider
internationalagenda, particularly
the International Organization of
Securities Commission's updated
‘Collective Investment Schemes
(CIS) Liquidity Risk Management
Recommendations' publishedin
January 2018.

Ouraimis toensure that our
regulatory framework does

not prevent investors having

access todiversifiedinvestment
opportunities. It should also support
the fair treatment of allinvestors
inthese funds and not amplify
disruptions to the financial systemin
stressed market conditions.

Strengthening governance

Alongside the governance remedies
we proposed following the Asset
Management Market Study, we are
considering whether we should
extend similar remedies to
with-profits and unit-linked funds.

The SM&CRis being extended to
cover most of the firms we regulate,
including investment managers. We
give more information on this work
inthe Firms' culture and governance
chapter.

Investment Firms Review

In December 2017 the EU
Commission published alegislative

proposal for anew prudential
regime forinvestment firms
authorised under MiFID. The
proposalis a prudential regime

for these firms that mitigates the
potential harm they may cause if
they have insufficientresources

to stay financially viable. The aim

of thereview s to formulate more
proportionate rules for these

firms, rather than subjectthemtoa
regime primarily intended for banks.
Over the next year we will provide
technical assistance to the Treasury
during the negotiations of the
proposed text.

We believe that together these

new and proposed measures will
strengthen the governance of
investment managers, helping them
tobetteractintheinterests of their
underlyinginvestors.

Impact of passive investment

Giventherapid growthinthe
proportion ofinvestor wealth
managed passively, itisimportant
forustounderstandthe economic
implications of this development
on bothindividual investors and

UK financial markets generally.
Bythe end of 2018/19, we planto
publishresearch that will look at
the rise of passive managementin
the UK and will explore the impact
on core aspects of financial market
performance such as corporate
governance, market efficiency and
financial stability.

Outcomeindicators

Following our Asset Management
Market Study, we willmonitor the
market to assess how outcomes
are changingin this sector. Relevant
information willinclude measures of
price clusteringand whether firms
are passing on gains from economies
of scale to their customers. We also
cover governance, technology and
cyberissues for this sectorinour
cross-sector themes.
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Sector priorities
Retail lending

Many UK households have debts, including a mixture
of both secured and unsecured credit. Credit has an
important economic function andis largely beneficial
for many customers. Yet for the minority who do
experience harm, it can be significant. Our focus is on
the harms caused by poor conduct, particularly when
more vulnerable customers are affected.

The mortgage marketis by far the
largest retail lending market in terms
of value, which means that even
relatively isolated misconductin the
sector can cause significant harm.

We aim to ensure that firms sell
productsto customersthatare
affordable and suitable for their
circumstances, and take appropriate
actionwhen customersarein
financial difficulty. We expect firms
to put customers'interests first
without focusing on generating
short-term profits.

While smallerin value, the consumer
credit market affects many more
peopleinthe UKandincludesalarge
number of vulnerable customers.
The consumer credit market grew by
10.4%to £198 billioninthe 12 months
to April 2017.** While interest rates
are expected to remainlow, agradual
increaseininterestrates could have
adetrimentalimpact on consumers
who carry high levels of debt.

Since we took over regulation of
consumer credit firms from the
Office of Fair Tradingin 2014, we
have worked to drive up standards
inthe market, including by refusing
authorisation for firms that do not
meet our standards. This has been

11 Bank of England Statistics - Money and Credit, April 2017
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particularly effective in the debt
management sector, where our
Authorisation and Supervision teams
have worked closely with

firms and achieved significant
change. However, we have anumber
of concerns, particularly around

the quality of debt advice and the
long-term sustainability of some
business models.

Our key activities

Assessing creditworthinessin
consumer credit

Following our consultation on
creditworthiness we will publish a
Policy Statement on rules which will
clarify our expectations of firms
when carrying out creditworthiness
assessments on their customers.

Market Study on credit information

Consumers' creditinformation
affects how likely they are to be
able to access arange of financial
services, including mortgages,
loans and credit cards. Credit
reference agencies (CRAs) play an
importantroleinthe provision of
thisinformation to inform firms'
assessments of creditrisk and
affordability. Consumers may
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Poor practices by
debt management
companies pose a
high risk of harm
to consumers,
particularly those
invulnerable
circumstances
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experience harmif thisinformation
isnot shared effectively oris not of
good quality through inappropriate
lending decisions or restricted
access to credit.

In our consultation on Assessing
Creditworthinessin Consumer
Credit, we invited views on arange
ofissuesinrelationto firms'access
to, and use of, creditinformation
including the coverage, timeliness
and consistency of data and
products provided by CRAs. Building
ontheresponsesreceivedtoour
consultationweintendtolauncha
market study on credit information
in Q4 2018. We will collect evidence
togainabetterunderstanding of the
potential for harminthis marketand,
if necessary, identify remedies. Our
aimis to ensure that thisimportant
market works as well as possible to
maximise the benefits thatit can
deliver for consumers.

Making the mortgage market work
better for consumers

Our Mortgage Market Study has
looked at whether available tools,
including advice, help mortgage
consumers make effective
decisions. It has also examined
whether commercial arrangements
between lenders, brokers and other
players cause harm to consumers.

We will publish our interimreportin
Q2 of 2018, setting out our findings
and inviting views on any potential
remedies. We will consider feedback
received before publishing our final
findings, a summary of the feedback
and our next stepslaterin 2018/19.

Credit-brokingremuneration
models at the point of sale

We are currently carrying out
athematic review looking at
commission and other remuneration
models between credit brokers and
other firms (such as lenders) and
whether theylead to poor customer
outcomes. We are assessing how
inter-firm payments affect which
credit products are offered to
consumers and how they are sold.
We will report our findings towards
the end of 2018.



Ensuring the debt management
sector works well

Poor practices by debt management
firms pose a highrisk of harm to
consumers, particularly thosein
vulnerable circumstances. Soitis
important that we have the best
possible understanding of how the
market as a whole is working for
consumers. Financial Lives data
suggest that 3% of UK adults used
debtadvice or debtmanagement
servicesinthelast twelve months and,
of these, 19% used a paid-for service.*?

Close engagement with the debt
management sector through our
authorisation and supervision work
hasled to adebt management
sector with fewer, and more
regulatory compliant, firms. A
large number of issues still remain
however, particularly around the
quality of debt advice and the
long-term sustainability of the
business model. Our supervision
function continues to engage closely
with the largest authorised firms
toensure thattheyactinthebest
interests of consumers.

Lastyear, we started a thematic
review tolook at fee-charging
and free-to-customer debt
management providers to help
us build up a full picture of the
sector. This year, we will look at how
these providers are meeting their
customers’'needs. We will review
customer files and visit providers
tointerview staff and assess their
processes and how they deal with
customers. We will look at both
theinitial debt advice process
and the continuing service. We
want to understand where there
is good practice that helps
consumers manage their debts,
as wellasidentifying areas where
improvement could be made. We
expecttocomplete thisreview and
report on findingsin Q1 2019.

12 FCAFinancial Lives survey, 2017
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Motor finance

The motor finance market grew 8.2%
inthe twelve months to April 2017%3
with new point-of-sale lending for
car purchases totalling £32.6 billion
inthe twelve months to the end of
Q1 2017.** Ourrecently published
update explains that we want to
identify whether consumers have
sufficient, timely and transparent
information when taking out motor
finance. We are testing thisina
number of ways, including through a
mystery shopping exercise.

We are undertaking further work on
responsible lending, particularly the
approach taken by motor finance
lenderstoassessing creditworthiness
(including affordability). Our work
will primarily focus on higher
credit-risk consumers, but we will
testhowlenders assess affordability
and whether current procedures
areworkingintheinterests of all
consumers.

We are also doing further work on
commission arrangements. Some
commission structures create a
stronglink between the dealer
commission and the interestrate
chargedto consumers. We are
therefore assessing whether lender
controls and currentregulatory
requirements minimise the potential
for harmto consumers.

We expect to complete our review of
the motor finance market by the end
2018. Atthat stage, we will publish
our findings, setting out any areas of
concern we have identified and how
we intend to tackle them.

Review of retained CCA provisions

Ourrules aimto ensure consumers are
adequately protected while not placing
disproportionate burdens on firms. We
arerequiredto review the Consumer
Credit Act 1974 (CCA) retained
provisions whichwere notreplaced
with FCArules orrepealed duringthe

Chapter 5
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transfer of regulation, andtoreport
tothe Treasury by 1 April 2019. We will
consider whether therepeal of CCA
provisions would negatively affect
appropriate consumer protection
and whether the provisions could be
replacedby FCArules or guidance.
We will also take into account whether
some provisions remain appropriate
intoday's market and whether they
shouldbe amended or updated. We will
publishaninterimreport settingout
ourinitial views and invite responses.

Outcomeindicators

We will use various sources of
information to see how drivers of
harm that lead to unaffordable or
unsuitable product purchase are
changing.

We have only regulated consumer
credit since 2014. Therefore,

we will continue toincrease our
understanding of issues andimprove
the evidence onwhich we base our
interventionsin this area.

13 FLA Data. The FLA has subsequently stated that the annual rate of growth slowed to 6.0% in the twelve months to December 2017.

14 FLA Data. New POS lending to consumers for car purchases in the twelve months to December 2017 totalled £34.2 billion.
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Sector priorities
Pensions and retirement income

We want to ensure that consumers are equipped to
make good decisions to fund their retirement, such
as through appropriate advice or guidance, and can
access good quality, value-for-money retirement
products. We also want to ensure consumers know
how to avoid pension scams and poor deals. The
number of consumers contributing to workplace
pensions continues to grow, driven in large part by

auto-enrolment. In the first quarter of 2016, 68% of all
employees were enrolled in a pension, equating to 78%

of all eligible employees.*

The decisions consumers make
during their working life about saving
for retirement willinfluence their
financial wellbeingin later life. The
subsequent decisions they make on
how to take their retirement savings
are also hugely significant. Yet many
consumers feelunequipped to make
these decisions confidently.

The market has been adapting to
changes fromthe Government's
pension freedomreformsin 2015.
Ourregulation of the market has
focused on making adjustments to
our rules to supportthe reforms. We
have continued to see a shift away
from consumers using annuities

to purchase aguaranteedincome
towards drawdown products that
offer greater flexibility.'* Drawdown
products attracted inflows of
approximately £16.2 billionin 2016
versus £4.6 billion for annuities.”

Our key activities

We also cover our work on Pensions
andretirementincome, such as our
Retirement Outcomes Review, in
our Long-term savings, pensions
andintergenerational cross-sector
chapter.

Pensions strategy

This year our focusis on producing a
clear strategy that makes it easier for
allour stakeholders to understand
ourroleinthe pensions sector. We
are working closely with The Pensions
Regulator to produce ajoint Pensions
Strategy which will set out how we

15 ONS, Annual Survey of Hours and Earnings 2016. ONS, Workplace Pension Participation and Savings Trends of Eligible Savers Official Statistics: 2006 to 2016.

16 FCA, Product Sales Data 2016.
17 FCA, retirementincome data 2016.
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willwork together to tackle the key
regulatory risks facing the pensions
sectorinthenext 5-10years. This
willbe informed both by our own
research and views from other key
stakeholders, including the outcome
of the House of Commons Work and
Pensions Select Committee'sinquiry
into the pension freedoms. We will
jointly host a series of stakeholder
events and awebinar with The
Pensions Regulator to ensure that all
relevantissues are covered.

Potential extension of the remit
ofIndependent Governance
Committees for workplace pension
schemes

We are currently undertaking

wider policy work on Independent
Governance Committees (IGCs)
forworkplace pension schemesto
look at the possibility of extending
their remit. This wider workincludes
possible changes tothe rules for IGCs
toimprove governance andvalue

for money for consumers, following
recommendations on social investing
fromthe Law Commission.

Helping consumers avoid scams

Where appropriate, we take robust
action against scammers both
tostopthemanddeter others.
Alongside our ScamSmart work
(coveredin Financial crime and AML),
we continue to monitor, quantify and
tackle cases of systemic pension
mis-selling and fraud. This involves
firms we regulate and unregulated
firms thatintroduce business to
them. We also work with firms to
ensure they take the necessary
steps to protect consumers and
collaborate with other agencies

to tackle scams. We will continue
towork with the Treasury and
Department for Work and Pensions
onlegislative measures to combat
pension scams, including a ban on
pension cold calling.

Outcomeindicators

We use avariety of data to assess
harm in this sector. These include
how many consumers shop around
for drawdown products, how much
they understand about their options
andthe number of products that
are fully cashed-in. Working with the
DWP, we can use charges to assess
the cost of workplace pensions and
how that may harm consumers. Our
workstream on assessing suitability
enables us to measure whether
customers are making unsuitable
purchases or choices due to
unsuitable advice.

We take robust action
against scammers
both to stop them and
deter others
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Retail investments

Where consumers decide to take advice oninvestments they need
to know that it is suitable for their needs, consistent with their
approach torisk and that they are not being overcharged. Advisers
must be appropriately incentivised when recommending products
to their customers, and the distribution chain should be free from
conflicts of interest. Thisis increasingly important as, following the
introduction of the pension freedoms, many consumers now face

complex financial choices.

46

Our Assessing Suitability Review
found that 93% of advice was suitable
forconsumer needs. These are
positive results for the sectorand
reflect the successfuladoption of the
Retail Distribution Review (RDR)

by advisers.

Our strategy for supervising the
quality of retail investment advice

is twofold. First, we aim to improve
standards across the market and
periodically assess this. Second, we
focus on specific areas where advice
is less suitable, including high-risk
investments and pension transfers.

Our key activities

Financial Advice Market Review
(FAMR)

FAMR made recommendations to
improve access to financial advice,

in part by seeking to lower costs
andincrease the availability of
automated advice for consumers.
FAMR recommendations also sought
to create market conditions that
allowed firms to deliver affordable
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and accessible financial advice and
guidance, including streamlined
advice on specificinvestment needs.
We will review the impact of FAMR
andthe RDRin 2019.

Technological developmentsin

the advice market, through ‘robo’

or automated advice models, are
offering consumers new ways to
accessinvestments. These can
potentially lower the cost of advice
and so extendit to those who
currently decideitis unaffordable.
We are carrying out a review of
robo-advice models across a number
of firms and our Advice Unitis
providing individual feedback to firms
developing these models.

High-risk and complex
investments

High-riskinvestments are
characterised by unusual, speculative
or complex product structures,
investment strategies or terms and
features. As consumerslook for better
returns, some are buying products
which are unlikely to meet their savings
orinvestmentneeds.



In2018/19 we will carry out a
programme of work to tackle
incidences of consumers entering
into high-risk investments which
are unsuitable for their needs. This
work willenable us to identify where
there are problems with high-risk
investments. We will also strengthen
our authorisations gateway and
supervision for firms that provide
advice on high-risk and complex
investments. This willensure they
improve their disclosure and reduce
therisks of harm toretail investors.

Contracts for Difference

As part of our programme of work
we continue to mitigate harm
from firms selling Contracts for
Difference (CFDs) and spread bets
toretail consumers who often do
not understand the risks of these
complex, leveragedinstruments.
We are also focused on binary
options, which entered our regime
from January 2018. Our work
involves a coordinated programme
of policy and supervisory activity.
In 2018, we will evaluate how well
our interventions have worked and
actwhere firms fail to meet our
expectations.

We support the European Securities
and Markets Authority's (ESMA)
agreed EU-wide temporary product
intervention measures announced
27 March 2018. Theseinclude

the prohibition of the marketing,
distribution or sale of binary
options toretail clientsand arange
of restrictions on the marketing,
distribution or sale of CFDs to retail
clients, including rolling spot forex.
We expect to consult on whether
to apply the ESMA measuresona
permanent basis to firms offering
CFDs and binary options to retail
clients.

Investment platforms
market study

The assets administered by
investment platforms continue to
grow at a significantrate. Direct-to-

18 Platforum—UK D2C Guide, February 2017.
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consumer (D2C) platforms and share
dealing services currently administer
£170billion of assets. The assets
under administrationin both the
D2C and adviser platform market
grewrapidly in 2016, by 15% and 18%
respectively.’® Our market study is
looking at how platforms compete
andtheirimpact on the overall
chargesinvestors pay for their retail
investment products. We will publish
ourinterimreportin summer 2018,
setting outany problems we seein
the marketand any action we intend
to take to tackle them.

Thereportwill cover the tools that
platforms use to help consumers
make informed investment decisions
and evaluate the value for money of
investing through a platform. It will
consider the 'model’ portfolios and
diagnose whether consumers can
understand what these portfolios
offer. The report willlook at how
platforms promote the products
they offer and how this affects
consumer choice. We will also assess
whatimpact theserelationships are
having on competition.

Raising awareness of fraud
and scams

We have a duty to protect
consumers from becoming victims
of scams and fraud. We note an
increasein fraudulentinvestment
firms that are advertising online

and on social media— forexample,
offering tradesin binary options.
Younger consumers are atincreased
risk of online investment fraud, which
has now overtaken the telephone as
the most common contact method
forinvestment fraudsters. We cover
ourworkinthisareainthe earlier
section on Financial Crime (fraud and
scams) and anti-money laundering.

Outcomeindicators

We use arange of factors when
analysing the suitability of products
and advice. Theseinclude findings
from our Assessing Suitability
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Review, the number of consumers
who report mis-selling, consumer
perceptions of quality, price and
value, and reports of problemsin
accessing appropriate advice.

Younger consumers are
atincreasedrisk of online
investment fraud, which
has now overtaken the
telephone as the most
common contact method
forinvestment fraudsters
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Sector priorities
Retail banking

Retail banking is central to the lives of virtually The last two years have seen major
regulatory changes to retail banking

every consumer, business and organisationin the ; L
L2 toimprove competition; many of
UK, and the way customers use itis constantly these are continuing. Our focus on
evolving. Technology and innovation now drive implementing these changesis on
. : e kling the mai
customers’ expectations of how they run their finances ~ f2cklingthemainharms they are
] designed toresolve. These harms
and how they make and receive payments. These range from poor value and service,

changes will profoundly shape the size and nature of the  highcharges andtheft of customers’

market over the next decade. dataandmoney through cyber
attack and fraud.

The Payment Services Directive
(PSD 2) will promote competition
by opening up third-party service
providers'access to banking
customers'account data. This may
increase the opportunities available
from using big data and advanced
analytics, creating potential for new
types of businesses that did not
previously exist.

Our key activities

Helping firms prepare for
ring-fencing

Banks undertaking ring-fencing
should have appropriate

data security controls and,

where applicable, outsourcing
arrangements to prevent customers
and the retail banking market
sufferingharm. Ring-fencing

rules must beimplementedby 1
January 2019. We will check that all
affected firms are managing risks
effectively andreview firms'IT plans
as mentioned in our Data security,
resilience and outsourcing chapter.

Theserules willincrease the
protections of essential banking
services used by ordinary depositors.
Currentaccounts, savings accounts
and payments willnolonger be put
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atrisk by a failurein another part of
the business, such asinvestment
banking. Afterimplementation,

we will review the effectiveness of
governance arrangements through
our regular supervisory interactions
with firms.

Developing a payments
sector strategy

The payments sectoris
experiencing technological,
strategic and regulatory change
whichis transforming the

traditional payments value chain.
We are working to improve our
understanding of the payments
system by identifying the key players
and currentand emerging trends
that may cause harmin future.

We willundertake diagnostic work on
payment fraud, including Advanced
Push Payment Fraud, to develop
appropriate interventions as well as
supportindustry initiatives. We will
use evidence sent to the Payments
Systems Regulator by the consumer
group Which? to help inform this work.

The Bank of England has committed
toopeningupdirectaccesstoits
Real-Time Gross Settlement (RTGS)
system to non-bank Payment
Service Providers. This will give
electronic money institutions and
paymentinstitutions direct access
to payment schemes. We are
strengthening our supervision of all
applicants to support thisinitiative
which will help improve competition
andinnovationin payments.

Delivering the revised Payment
Services Directive (PSD2)

PSD2 has brought two service
providers, Account Information
Service Providers and Payment
Initiation Service Providers,

under our regulation for the first
time. These services could help
consumers manage their finances
better and more conveniently.

We will supervise these providers
and develop our understanding of
the emerging business models. This

Financial Conduct Authority
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willensure we identify and deliver a
proportionate response to any harm
toconsumers or markets, and ensure
firms comply with the Regulations.

PSD2is also designed toimprove
consumer protection and give
consumers a quicker and more
streamlined service when making
orreceiving payments. Regulatory
Technical Standards on strong
customer authentication and secure
communication (the 'SCARTS') has
been published as a Commission
Delegated Regulation in the Official
Journal of the European Union.
These are key to achieving enhanced
consumer protection, promoting
innovation andimproving the
security of payment services.

Payment Protection Insurance
redress (PPI)

Our PPldeadline awareness
campaign will continue to run
throughout 2018/19 up until the
deadline of 29 August 2019. The
campaign aims to raise awareness
ofthe deadline date and prompt
allthose who intend to complain

to do so. We continue to monitor
our performance and optimise our
approach so that the campaign
effectively deliversits objectives.
Before the end of year we will publish
aninterim report giving findings on
the performance of our campaign
and our key supervisory reviews

of, andinterventionsin, firms'
treatment of consumers.

Outcomeindicators

To measure whether competition
isimproving, we look at how easy
customers finditto compare
products across providers and
industry data on how many of them
have switched accounts as aresult.
We also monitor how many people
complain about barriers to accessing
financial products and, if they have
beenrejected for aproduct or
service, identify why. We also look
at whether firms are meeting our
reguirements to publish information
about currentaccounts.
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PSD2 will promote
competition by opening
up third party service
providers' access to
banking customers’
account data
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Sector priorities

General insurance and protection

Generalinsurance and protection products
allow both individuals and businesses to protect
themselves against uncertainty, enabling a
wide range of economic activity that might
otherwise be seen as toorisky. It has a central
role in enabling activity inindustries such as
construction, agriculture, manufacturing, leisure
and professional services. Soitis vital this market,
including the wholesale market underpinning

it, works well and keeps adapting to meet new
needs and changing circumstances.
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One of the most significant
regulatory changesin 2018/19 willbe
the implementation of the Insurance
Distribution Directive (IDD) which
comesintoforce on 1 October 2018.
The IDD will help reduce conflicts
ofinterestandensurefirmsactin
consumers'bestinterests. We will
work with firms to ensure that they
comply with our rules set outinour
Policy Statement.

Qur priorities are fairness, access
andvalue for retail customers, and

an effectively functioningwholesale
market. Within this sector, the key
drivers of harm include suitability of
products, renewal pricing, mis-selling,
low value products, operational
resilience and cyber-crime. Our work
tounderstandfirms’ pricing practices
is coveredin our treatment of existing
customers chapter.

Our key activities

Publishing our interim findings on
wholesale insurance brokers

There have been significant changes
inthe wholesale insurance sector
inrecentyears which has seen
brokers developing new services
and business practices. Giventhese
changes, we are exploring how well
competitionis currently working and
whether it could work betterin the
interests of clients.

In 2017 we began a market study to
assess whether brokers use their
bargaining power to getclients a
gooddeal, if any conflicts of interest
exist and how broker conduct affects
competition.



We aim to publish our interim findings
from the market study by the end

of 2018. Thisreportwill set out our
analysis and preliminary conclusions,
and any potential solutions to address
identified concerns.

Valuein generalinsurance
distribution chains

In 2018/19 we will conclude the

first phase of our diagnostic work
onvaluein the distribution chain.
This haslooked at threeinsurance
products —tradesmaninsurance,
travelinsurance and motor ancillary
insurances, including Guaranteed
Asset Protection (GAP) insurance.
This follows our thematic reviews of
delegated authority and appointed
representatives, which showed that
the value of insurance products and
related services could be eroded
through the distribution chain.

We willlookinto the end-to-end
relationshipsinasample of distribution
chains. This willenable us toidentify
how the amounts customers pay
divides up between the various parties
and how different distribution chains
can affect the value of insurance
product customer services. We will
reportour findings and set out any
next stepsinthe secondhalfof 2018.

Protecting vulnerable consumers

Our 'Future Approachto Consumers'
shows how different consumers
canbecome vulnerable at different
timesintheir lives and the need for
firms to adapt to these changing
circumstances. Insummer 2018, we
will publish our Feedback Statement
from our Callfor Input on Access to
TravelInsurance, which looked at

the challenges for firms and
consumersinproviding and accessing
fairly-priced cover for people with
pre-existing medical conditions. We
want tounderstand the market and
consumers'journeys better and use
this as an opportunity forindustry,
regulators and consumer groups to
work together to produce meaningful
change for vulnerable consumers.
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Product design and oversight

The IDD should reduce therisk that
firms will sell unsuitable products

to consumers. It requires firms
toidentify the target audience
forproductstoensure theyare
designedto meet these consumers'’
needs, andregularly review these
products to ensure they continue
todoso.

Keeping our rules on GAP insurance
underreview

Our Mission explains how we
continually assess theimpact

our rules and guidance have on
consumers, firms and markets.
In2018/19 we will evaluate the
effectiveness of our 2015 rules on
GAP insurance to assessif they

are improving competition and
increasing consumer understanding.

Outcomeindicators

We use a mixture of datato helpus
understandthe drivers of harms

in this sector, including sales data,
pricing trends and consumer surveys.
In addition, we consider operational
resilience and cyber-crime within our
cross-sector themes.

1]
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We willlook into
the end-to-end
relationships

ina sample of
generalinsurance
distribution chains
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How we operate

activities and our finances.

Ourbudget

Ourannual budgetreflects the cost of the
resources we need to carry out our work
in2018/19.

The key elements of our budget are:

» the costof ourcore operatingactivities
(our Ongoing Regulatory Activity, ORA),
thelargest element of whichis our people

+ thetotalamountwe charge theindustry
to fund our activities (our Annual Funding
Requirement)

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

Annual Funding Requirement (AFR)

15.2

Financial Conduct Authority Section 6

How we operate

This section provides details on our operational

Annual Funding Requirement (AFR)

Our AFR for 2018/19is £543.9m, an
increase of 3.2%. Our AFR includes our
ORAbudget costs, the costs we need
torecover for changes to our regulated
activities (Scope Change) and EU
Withdrawal. The actual fees we collect will
reflect the AFR net of rebates related to
financial penalties collected (estimated at
£48.2m).

FCA Budget

Base ORA Budget 508.0 523.2 3.0%
Payments Department 2.0 2.0
OPBAS Department 2.0 2.0
Total ORA Budget 508.0 527.2 19.2 3.8%
EU Withdrawal 2.5 5.0 2.5 100.0%
Scope Change Recovery (incl. OPBAS) 16.4 16.7 0.3 1.8%
ORA Reserves Utilised -5.0 -5.0
Total AFR 526.9 543.9 17.0 3.2%
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14.09-6
21.8
73

80.9
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(24.3)

342.6
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The ORA Budget

We are committed to delivering an
ORAbudgetthatisflatinrealterms,
subject to any changesin our wider
ongoingregulatoryresponsibilities.
Our 2018/19 budget reflects the
following changesinthe scope of our
work:

+ Additionalregulatory responsibilities
around payments following the
introduction of PSD2.

« Theformation of the Office for
Professional Body Anti-Money
Laundering Supervision (OPBAS),
with £0.3m of set up costs reflected
in Scope Changerecovery.

Before taking these into account and
after utilising £5.0m of ORAreserves
to mitigate theimpact on fee payers,
our budget, excluding EU Withdrawal
and Scope Change, increases by
£10.2mto £518.2m, anincrease of
2% whichis below the current rate of
inflation.

We continue toinvestin our people
to ensure we deliver on our ongoing
objectives while preparing for EU
Withdrawal. Itis vital that we attract
andretaintheright people, and that
we have robust operational functions
that support our key regulatory
functions. The chart below reflects
how our ORA budget willbe spentin
2018/19.

B Staff costs

m |S Costs
Depreciation

B Accommodation and office services

B Enforcement case costs
Professional Fees

B Training, recruitment and travel

m Printing, publications and other

Sundryincome
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EU Withdrawal

EU Withdrawal £m
ORA spend on EU withdrawal 14
EU withdrawal fee 5
ORA reserves utilised 5
Firm specific costs 6
Total EU Withdrawal cost 30

We have identified total EU
withdrawal demand of around £30m.
We willabsorb £14m of this within
the ORA budget by reprioritising;
delaying or reducing non-critical
activity and finding more effective
ways to deliver our regulatory
requirements.

This leaves arequirement for funding
forthe remaining £16m for EU
withdrawal activity. We will raise £5m
of this through the fees we charge
firms, with a focus on the firms that
are most likely to be affected by EU
withdrawal. Thisis consistent with
our approach toraising additional
EU withdrawal fundingin 2017/18. A
further £5mwill be funded through
using ORAreserves. The remaining
£6m will be funded from specific
firmsinthe same manner as Scope
Change, where we will recover

the costs ofimplementing new
regulatory responsibilities, such

as passportingand on-shoring
creditratingagencies and trade
repositories, once we know the final
costs and number of firms' affected.

Thereis stillconsiderable
uncertainty about the scale and
timing of various activities in
connection with EU withdrawal. We
will closely monitor the progress of
negotiations and the potential for
any furtherimpact on our cost base.

Scope changerecovery

In 2018/19 we willrecover scope
change costs for MiFID Il, Consumer
Creditand OPBAS. Consumer credit
firms were not billed for the full costs
of regulationduring the setup and
transition period of the FCA taking
over their regulation from the Office
of Fair Trading. We will continue to
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2017/18
Capital Expenditure £m £m

IT Systems Development &
Infrastructure

Property, plant & equipment
Total Capital Excluding TIQ
TIQ (Stratford Property)*
Total Budget

2018/19

41.6 50.1
1.0 1.0
42.6 51.1
70.0 10.0
112.6 61.1

*Note 2017/18 Stratford Property budget restated to align with the most up to date phasing
estimate of capital expenditure for the multi—year programme.

recover the outstanding deficit over a
tenyearperiodat £6.2m perannum.

Capital expenditure

Our capital expenditure budget
increase (excluding our move to
Stratford) reflects the ongoing
investment and maintenance of
IT systems andinfrastructure
development, as well as
implementing the necessary IT
changedriven by legislationand EU
Withdrawal. Capital expenditure
islargely funded through the ORA
depreciation charge.

Move to Stratford

Onexpiry of our currentleasesin
Canary Wharfwe, alongwith the
Payment Systems Regulator (PSR),
are moving to Stratford. We expect
to complete the move by summer
2018. The new site, in Endeavour
Square, Stratford, provides amodern
and fit-for-purpose office, updated
facilities and the infrastructure and
technology to meet our future needs.
One of the aims of introducing our
new technologyistoreduce our
reliance on printing and paper.

We have signed an Agreement for
Lease for 20 yearsto move to the
new site. We are incurring costs to
get the building ready for occupation
andthe currentintentionis thatthese
willbe funded by external financing,
the costs of which will be recovered
againsttherent-free period.

Dual running costs for operating both
our Canary Wharfestate and our new
sitein Stratford during the transition

period for 8 months are forecast to
total £20m and willbe funded from
ourretained ORAreserves.

Our new building has been designed
with sustainability in mind. It features
innovative heating and cooling
systemsthat are fully integrated
toreduce heating costs and
environmentalimpact.

The building has qualified for
Building Research Establishment
Environmental Assessment Method
(BREEAM) Excellent. The Excellent
ratingis awarded only to the top 10%
of new non-domestic buildings.

Payment Systems Regulator

The Payment Systems Regulator
(PSR)is a separate legal entity based
atthe FCA, withitsownboard and
statutory objectives. Details of its
fundingcanbefoundinthe 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 humanresources, finance and
information services whereitis viable,
effective and efficient to do so.

In2018/19, we will continue to work
collaboratively with the PSR to
carry ondeveloping interventions
toreduce harmto consumers from
Advanced Push Payment scams.
We worked closely with the PSR on
its response to the Which? super
complaintin December 2016, onits
report and consultation publishedin
November 2017.

Chapter 6
How we operate

Value for money

Value for money (VFM) is central to
Our Mission; we continue to focus on
the best use of resources toreduce
harms and achieve our objectives.
Thisincludes arange of actions and
activitiesto ensure we operateinthe
most efficient and economical way.

Our prioritisation processes and
decision-making framework enable
us to prioritise and make best

use of our resources. Our three-

tier performance measurement
framework enables us to measure the
efficiency of our approach.

Maintaining a robust authorisation
process and proactive and efficient
supervision, competition and
enforcementregimesremain
essential features of our regulatory
model. Our approach will continue to
evolve, making them more efficient
and proportionate.

We recognise that being efficient
with our resources alsoincludes how
we make the best use of the dataand
information available to us. We have
anumber projectsin traintoimprove
our ability to manage and analyse our
datatoidentify potential harms and
deliver our regulatory outcomes.

From an operational perspective
our move to Stratford will provide us
with an opportunity toimprove ways
of working with greater flexibility to
work across functions and to share
knowledge more efficiently. We

are delivering more cost-effective
technology solutions such as

the move of our data centres to
cloud-based technology.

Finally, underpinning all of this we are
continuing to embed the concepts
of VFM and how we can apply
themin practice through a training
programme and support network
of subject matter experts. We are
further developing our approach

to continuous improvement
throughout all areas of our work and
we continue to work closely with the
National Audit Office to maintain an
effective relationship.
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Our people

Our People Strategy reflects our
Mission:

« ournew ‘Atour best'values will
directly supportembedding the our
Mission andreinforcing the right
behaviours across the organisation

« arefreshed Leadership Framework,
including clear responsibilities
and accountabilities under our
application of the SM&CR, ensures
that ourleaders know whatis
expectedofthemandtheirrolein
the organisation

- aforward-looking strategic
Employee Capability Plan tells us
what capabilities we willneed in the
future andhelps us ensure these are
inplace

We are building a diverse and
inclusive place to work, both
because we want our people to be
themselves and because diversity
makes us a more effective regulator.
To demonstrate our commitment
to diversity andinclusion, we are
actively working towards the target
we setin 2016 for 45% of our senior
leadership team to identify as female
by 2020, and 50% by 2025, in addition
to ourtarget for 8% of our senior
leadership to identify as Black, Asian
and Minority Ethnic (BAME) by 2020,
and 13% by 2025.

Aswellas building a diverse workforce
with a broad range of skills, we also
need to think strategically across
allof our people-related activities

to achieve the organisational and
behavioural changes to deliver

our Mission.

We continue to develop our people
to achieve their potentialand to

keep our best talent. Aswellas our
rolling programme of events to keep
our staff up to date with economic
and market developments, we will
expand our successful secondment
programme to include a widerrange
of regulated firms and consumer
organisations. We will also strengthen
our management framework through
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the Future and Advanced Manager
Programmes, investingin our future
leadership and helping balance our
people's technical expertise with
the best people and operational
management skills.

Corporate responsibility

We are proud of the fact that 39%
of our staff volunteered forarange
of initiatives, against a target of
30%. Our currentinitiatives are
diverse and engage people at all
levels andinavariety of teams
across the organisation. We

are alsoalLondon Living Wage
employer andincorporate corporate
responsibility requirements into our
supplier relationships through the
procurement process.

To build on our move to Stratford,
and after extensive research

and engagement with the local
community, we have agreed a new
community programme which
willfocus onyear seven students
(those inthe first year of secondary
education). We are now working with
schools and community partners to
develop the programme, ready for
our move to Newhamin 2018.

Working with others

In addition to our '‘Approach to'
documents, we have a centralrolein
developing and delivering key policy
initiatives, oftenin collaboration with
otherregulators. We also monitor
andrespondtoissues around our
regulatory remit.

We help influence domestic
andinternationalinitiatives and
legislation. 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, for
example FCA Innovate, asindustry-
leading and we collaborate with
international regulators to promote
innovation in our respective markets.

Our Chief Executive isa member
of the Financial Policy Committee
(FPC). The FPC identifies, monitors
and acts toremove orreduce
systemic risks with the aim of
protectingand enhancing the UK
financial system’s resilience. We
closely monitor risk to financial
stability and work closely with the
Bank of England on areas of interest
tothe 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 andinput to advance

our objectives.

FCA statutory panels

We arerequired to consulton

the impact of our work with

four statutory panels. These

panels represent the interests of
consumers, practitioners, smaller
regulated firms and markets. We also
consult with the Listing Authority
Advisory Panel.

These panels play animportantrole
inboth advising and challengingus,
andbring a depth of experience,
supportandexpertise inidentifying
risks to the market and consumers.
We consider their views when we
develop our policies and decide
andimplement other regulatory
interventions. The Panels are:

« The Consumer Panel
« ThePractitioner Panel

« The Smaller Business Practitioner
Panel

» TheMarkets Practitioner Panel

« The Listing Authority Advisory Panel
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Annex1 Financial Conduct Authority
Update on Business Plan 2018/19
market-based activity

Annex 1: Update on market-based activity

Firms' culture and governance Publication type Timings
*Establishing a public register Consultation Paper Q2 2018/19
Accountability Policy Statement Q2 2018/19

Innovation, big data, technology and competition Publication type Timings

A Bmd _ Assessment reportin
Review of Cryptocurrencies conjunction with HMT and BoE Q2 2018/19

Treatment of existing customers Publication type Timings
Providing SMEs access to FOS Policy Statement Q2 2018/19
Pensions and retirementincome Publication type Timings
Retirement Outcomes Review Final report and Q2 2018/19
Consultation Paper
Non-workplace pensions Feedback Statement Q32018/19
Fair treatment of with-profits customers Q3 2018/19
*Unsuitable pension transfer advice Policy Statement Q32018/19
*Savings adequacy Occasional Paper Q4 2018/19
Retail Banking Publication type Timings
Strategic Review of Retail Banking Business Models Consultation Paper Q32018/19
Improving competition in current accounts Policy Statement Q32018/19
Financial crime Publication type Timings
Financial crime review of e-money Report Q2 2018/19
General Insurance and protection Publication type Timings
Wholesale Insurance Brokers Market Study Interim report Q32018/19
Value in the distribution chain (Phase 1) Q2 2018/19
*Assessing claims inflation in General Insurance Q4 2018/19

* New projects
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Retail Investments Publication type Timings

Investment Platforms Market Study Interim Report Q2 2018/19
Outcomes testing on auto advice Q4 2018/19
High-Risk Complex Investments Q32018/19
Investment Management Publication type Timings

Asset Management Market Study remedies Policy Statement Q4 2018/19
Mortgages and mutuals Publication type Timings

Mortgages Market Study Interim report Q1 2018/19
Consumer credit Publication type Timings

Motor finance Final Report Q32018/19
Consumer Credit Act retained provisions review Consultation Paper Q42018/19
Debt Management Sector Review Q4 2018/19
*Market Study On Credit Information Terms of Reference Q4 2018/19
High-Cost Credit Review Consultation Paper Q4 2018/19

Policy Statement

Wholesale financial markets Publication type Timings
LIBOR Transition 2020/2021
Implementation of the EU Benchmark Regulation Policy Statement Q12018/19
Reforms to the listing regime Consultation Paper Q2 2018/19
*Money Laundering in Capital Markets Report Q12019/20
*Approach to Market Integrity Report for Consultation Q42018/19

* New projects
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Annex 2: FCA organisational chart

Committees of the Board
External Risk & Strategy,
Audit, Remuneration,
Nominations, Oversight, Payment Systems
Regulatory Decisions, Regulator (PSR) is a wholly
Competition Decisions owned subsidiary of the FCA

FCA Board

Corporate Services
Chair

. General Counsel’s Division
Internal Audit

Chief Executive Officer

Risk & Compliance
Oversight

Supervision —

. Investment, . .
—Retail & Wholesale & & Market Operations International

Supervision Enforcement

Strategy &

Competition Authorisations Oversight

Specialists

Executive Committee
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