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Understanding, Financial Promotions
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Introduction

Communication is central to deliver a good outcome under the new Consumer Principle.
We consider the types of correspondence and provide wealth management examples to
assist in the development of the communication stream of your Consumer Duty project.

This is the latest in our series of articles on the Consumer Duty. View the hub for more

information.

Firms will be familiar with Principle 7 on Communications with
clients (A firm must pay due regard to the information needs
of its clients, and communicate information to them in a way
which is clear, fair and not misleading), however the new
Consumer Duty Principle 12 will replace Principle 7 for retail
businesses and, combined with existing but enhanced product
governance obligations, require a raise to the minimum
compliance threshold.

Central to a firm's ability to deliver good outcomes under the
new Consumer Principle is the way in which it communicates
with its intended target market as well as its existing
customers. Firms must develop a conscious strategy in their
communications, including through approval/communication
of financial promotions, pre and post-sale disclosures and
business as usual communications. Demonstrating they have
considered obligations under the Consumer Duty in all retail
customer communications will enable firms to evidence how
they are working to meet Cross-cutting Rules and deliver the
Four Outcomes (which include the ‘consumer understanding'
outcome, a key component of which will be how firms
communicate with their clients).

In this latest article in our series, we discuss how firms in the
wealth management sector can approach financial promotions
and communications in the context of the incoming Consumer
Duty. The illustrations are not intended to be exhaustive, but
should provide firms a starting point or areas for consideration
in implementing and embedding the Consumer Duty.

Consumer understanding outcome

Publication of the Final Guidance document outlined the
FCA's expectations of firms in respect of the consumer
understanding outcome. The overriding aspect of this
outcome is ensuring that consumers have the information
they need, at the right time, and presented in an accessible
way which will allow them to make informed decisions (and,
thereby, take responsibility for those decisions).

Expectations on firms to embed this outcome
include:

e supporting customers’ understanding by ensuring
that communications meet the information needs of
customers, are likely to be understood by customers
intended to receive the communication, and equip
them to make decisions that are effective, timely and
properly informed;

e tailoring communications taking into account the
characteristics of the customers intended to receive
the communication — including any characteristics of
vulnerability, the complexity of products, the
communication channel used, and the role of the
firm;

e when interacting directly with a customer on a one-
to-one basis, where appropriate, tailoring
communications to meet the information needs of the
customer, and asking them if they understand the
information and have any further questions; and

e testing, monitoring and adapting communications to
support understanding and good outcomes for
customers.

These expectations exist throughout the product and service
lifecycle, the customer journey and any communications with
the client. They also apply where a firm is involved in the
production, approval or distribution of consumer
communications, even if the firm does not have a direct
relationship (e.g. FinProm approvers or brokers/distributors
one (or more) steps removed from the end client).

Financial promotions

COBS 4.2.1 R already requires firms to ensure that financial
promotions are fair, clear and not misleading. How are firms
expected to go above their current obligations on financial
promotions to ensure they are demonstrating they are acting
to deliver good outcomes?

Provision of clear information in financial promotions will
ensure retail consumers are better informed about the
investments and choices available to them. This does not just
mean the different types of investments, but the risks, costs,
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and benefits of various instruments or services. Signposting
key risks, for example, will be important (if it is not already).

A by-product of the pandemic is increased social media use,
and with that, influencers using platforms to promote financial
products. More than ever, inexperienced investors are taking
an interest in making investments. Firms must be conscious
of this potential change and growth of their investor base, and
take extra caution in how products and services are
promoted. Even now, in our experience, not all firms have
understood obligations arising from their use of social media.
The FCA has already indicated its concern over the controls
firms have in place for complying with their COBS 4
obligations.

Now would be a good time for firms to review their current
financial promotion approval framework. For Principle 12,
firms will need to consider if they can demonstrate they are
taking the extra step to achieve good outcomes. For example,
firms may consider adding questions to ensure they have
considered how the communications being made could reach
different types of individuals, whether within or outside the
target market and, therefore, how the content may need to be
tailored. Revisiting the social media example — if investments
are being promoted via social media, it may be reasonable to
assume a younger and potentially more inexperienced
audience may see the promotion. Firms should take this into
account (even under current rules but particularly as part of
the Consumer Duty).

Establishing a considered approach to financial promotions
can evidence how firms are attempting to act in good faith,
working to avoid foreseeable harm, and trying to support retail
customers in pursuing their financial objectives.

Disclosures and advice

Relevant to wealth management firms are obligations for pre-
sale disclosure. Under COBS 2.2A.2 firms must provide
clients, before investment: information on the firm and its
services; the relevant financial instruments, proposed
investment strategies and execution venues. MiFID firms also
need to provide clients information on costs and associated
charges under COBS 6.1ZA.14. For example, key information
documents or risk disclosures are typically provided at this
stage. While these follow a standardised format, firms should
ensure that Consumer Duty is considered as part of the
approval process. Firms should also consider how these
documents are shared — whether published or sent directly to
the client — and if the medium for providing this information to
the client is appropriate in the circumstances. Do the
communications that firms have with inexperienced or
unsophisticated clients ensure they are likely to fully
understand the proposition? Such considerations can help
firms evidence they are working to deliver good outcomes.

Where firms are providing advice and must fulfil suitability
requirements under COBS 9(A), firms should consider how
these assessments and subsequent communications can be
used to demonstrate careful consideration of good outcomes.
For example, in implementing the MiFID Il fact finding
requirements, firms will want to consider if there is anything

else they (and their clients) would benefit from knowing. Firms
should consider whether the Cross-cutting Rules and the Four

Outcomes would require them to ask further targeted
questions to ensure they meet the rules. Integrating the
Consumer Duty into advisory processes will support wealth
management firms in demonstrating compliance.

Client transfers

We regularly deal with the practical, contractual and
regulatory considerations that arise in client book transfers as
part of acquisitions from the FCA's (evolving) position on
'novation' in light of COBS 8 / COBS 8A:

e View agreement for transferring investment business
on FCA site >

e View Supervision review report: Acquiring clients
from other firms >

The client communication plan is already a key component of
this transfer process and it will be even more important in light
of the consumer understanding outcome. Firms will need to
ensure they have explained all important aspects and options
and not simply extolled the virtues of their own proposed
service. Consideration will also need to be given to how firms
communicate, including the methods of communication. It will
also be incumbent on firms to ensure consumers understand
issues such as where any complaints should be made and
what will happen with the previous firm and whether that
should impact the consumer.

If a client book transfer involves different types of services
and/or products, it may benefit clients to segment and send
bespoke mailings to various different groups. This will help
ensure they only receive concise information which is relevant
to them, rather than information about services/products
which is not relevant.

BAU communications

Firms are expected to have ongoing communications with
clients to provide relevant information and updates on
products and services. For example, under COBS 14.3A.10
where there are material changes to information provided as
part of pre-sale disclosures, the firm must communicate this in
good time. In carrying out Consumer Duty obligations, firms
should consider how best to communicate product and
service updates in the context of the impact such changes are
likely to have on the end client. The medium, tone, and timing
can all impact whether or not communications empower
clients to understand and take control of their own investment
decisions which, in turn, helps facilitate good outcomes for
them.

With reference to the COBS 16A requirement to issue client
reports on services provided, firms should consider how best
to issue communications in the context of the information in
them. Understanding the prescriptive nature of COBS 16A,
firms should consider how reporting can be issued in a way
which is digestible and highlights key information that the
investor may want to know. It is not necessarily acceptable
just to copy out the required information anymore without
thinking about how best to present it and/or if additional
information should be included.
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Conclusion

The Consumer Duty will need to be considered across the
entirety of the customer journey. Firms can no longer focus
more on pre-sales processes than the post-sale support it
offers to clients. One of the areas with the most direct impact
will be communications, as this is the area that will provide
retail clients with the most comfort and sense of control. If
firms are unable to appropriately communicate with clients
before and during the relationship, not only will they not meet
requirements under the Consumer Duty, but they will find
themselves losing clients to competitors that can.

Contacts

! See also COBS 6.1ZA.5 for 'Information about a firm and its services: MiFID
business' and 6.1ZA.8 for 'Information about a firm's portfolio management
service: MiFID business'.
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