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Overview

1. Product Governance
2. Value For Money (VFM)
3. What happens when Product Governance goes wrong?

What is Product Governance?
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FCA expectations

Provide
appropriate
information to
distributors and
end customers

Monitor the
progress of a
product through
to the end of its
life cycle

Stress test new
products to ensure
they are capable of
delivering fair outcomes
for the target market of
end customers

Identify the
target market and then
design products that
meet the needs to end
customers in that target
market
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Regulatory context
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Regulatory Intervention
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FCA'’s legacy review

The FCA's review into the treatment of long standing
customer (the “legacy review”) is due for publication later
in 2015

Early indications suggest that the findings are likely to focus
on four interrelated areas:

Value for money Exit charges

Customer Investment — Options &
communications Performance

As firms consider their approaches to value for money,
they will need to take account of the related issues
identified as part of the review and undertake appropriate
remediation activity

High exit
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What is value for money?

A measure of the cost of a product or service relative to the benefit derived by a customer
A type of “cost benefit analysis” - in practice involves subjective judgements that depend on context

Dependent on the type of product/service offered and customer group targeted

This hasn'’t stopped the regulator taking a number of major interventions (as noted earlier)
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What the FCA rules require

Whether default investment strategies:
i. Are designed and executed in the interests of relevant policyholders;
ii. Have clear statements of aims and objectives; .

IGC will assess
the ongoing
value for money
for relevant
policyholders
delivered by
relevant
schemes
particularly,
though not
exclusively,
through
assessing these
factors

Whether the characteristics and net performance of investment strategies
are regularly reviewed to ensure alignment with the interests of relevant
policyholders and that action is taken as necessary;

Whether core scheme financial transactions are processed promptly and

accurately;

The levels of charges borne by relevant policyholders; and

The direct and indirect costs incurred as a result of managing and
investing, and activities in connection with the managing and investing of,
the pension savings of relevant policyholders, including transaction costs.

A personal concept?

| expected more for the price
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What do customers expect from
“Value for Money” ?

That | am paying a That there are no
fair price for the nasty surprises e.g.
e am o benefits that | need additional charges,
and expect to get unreasonable barriers
my money to if I choose to leave

That most of the money |

That | am not being pay to the insurer goes to
That | will be given unfairly treated meet the costs of benefits
enough information compared to other and not excessive profits
to know if the customers or administration costs
product becomes
unsuitable and poor
value for money '
eb That the firm
won't make it
That the product That the firm is hard to claim
will deliver on its not exploiting my
commitments lack of financial
sophistication

Poor value products — Potential features

Over-emphasis
on “peace of
mind”

Exit fees/charges that Low claims/pay-out

act as penalties ratios High reduction in yield

Lack of beneficial . .
Low claims acceptance Poor investment

|
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rates | performance
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|

features such as High commissions
guarantees, caps

Premium In force premiums/rates
payments greater than High profits poorer than new
sum assured business

Asset allocation less
than 100%

b o m m m m  m m m m — — ———————

Investments only
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How to do Value for Money?

. . + Set risk appetite in relation to value for money and align to Enterprise Risk Management (ERM)
Risk Appetite
Framework
Framework » Design value for money framework incorporating key product lifecycle management processes
« ldentify business owner

lmg + Set out high level principles for establishing value for money of products

« Develop Value for Money indicators and appropriate tests/tolerances
Indicators « lterate and pilot with the business
- Identify MI requirements to assess VfM of existing book and monitor products on an on-going basis

- Embed Value for Money into wider governance and decision making processes

Governance

and oversight » Embed into product life cycle management processes

= Review and monitor products on an on-going basis to identify issues around Value for Money.

Action/ Agree appropriate action to address issues for around Value for Money
remediation Communicate issues/actions to customers

High level principles in VFM

Focused on what matters to member

Customer centred outcomes

Takes into account member Takes into account relevance to
characteristics and behaviours members

Assessed against benchmarks Periodically reassessed
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Some factors to consider

Member
characteristics,
behaviours,
preferences

Appropriate Quality of e
benchmarks and scheme . Cross subsidies
o : comparisons
comparators administration

Compensating
promises or
IETERICEES

Risks to good
member
outcomes

Relevance to Appropriateness

Third party Member

members of default design services VFM communications

APIEEIENEIEES Execution of
of choices Identifying poor Transaction : Charging

: ; investment
available to value outliers costs structures

strategies
members 9

VIM — Case studies

Policies that typically offer small amounts of cover in exchange for low monthly
premiums Premiums greater than sum assured
Funeral Plans Serve an emotion need — “Covering the cost of funeral arrangements” Potential over-emphasis on “peace of

Policies can reach a “tipping point” where cumulative cost of premiums is greater mind”
that the sum assured

Loans secured against the proceeds of customer’s policy

May originally have offered good value for money In force rates/premiums poorer t

Policy Loans new product

However, loans may have been in force for a number of years without adequate
review and interest rates can be high when compared with current products

Charges that continue to be levied on pension when the policyholder stops

contributing In force rates/premiums poorer than for

new product.

Paid-up policy
charges

Are intended to cover the cost of administering the policy on an on going basis High reduction in yield

However, charges may be higher than for active members and some firms may be

using them to recaup future profits Exit fees/charges that act as penalties
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If a letter arrives from the FCA tomorrow...

...how might we respond?

There are two key areas to consider:

1.The initial response to the FCA letter and what this might look like

2.The planning, operation and impacts of a longer term remediation

programme

The initial reaction and response

Do we understand
the problem fully?

How big is the
issue?

Sales impact?

How quickly can
we respond?

What data do we
have?

Has the review been
made public?

Can we challenge the
review within the
timeframe, or are we
forced to accept it?

..... and what
evidence do we

have?
What do we

communicate,
and to whom?

11
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What do we need for a remediation programme?

Methodology Resourcing

Scope

Framework / Training
Principles

Data

e‘ Reporting

Systems B
B Communications

Putting a remediation programme together

Principles /

Which products Va'”afh';g't the Covers all | | How many | | Manage
are included? programme angles? policies? workflow
Are there any we Expertise?
H 1 Is data Perform
? ? p— .
canelTCrr:Ecggtely Ind_egeorrlgsllwlge. Futureproof? complete? calculations

|| Can we populate

any gaps? | Handle capacity

Report on
progress

| Adaptable to
change

12
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Putting a remediation programme together

Training

l

Materials

H

Training
courses

H

Consistency

l

Resourcing Governance
Risk rating
2
How much? of cases
N—— N——
: Sign off
” ||
What skills? process
N——— N——
O —
|| Do we need
a new site?
N——

Risk

Reporting

r——

Progress
updates

|

Granular Ml

[

Communication

l

Letters to
customers

With FCA

Potential Impact of a Remediation Programme?

Financial

-

| [ Tens of millions £ in redress paid
to customers

~

Ve

-

....as well as Tens of millions £ in
costs to perform the remediation
exercise

~

J

Practical

~
A data processing system for the
review needed to be
purchased/developed at
short notice

A significant training programme
was required to ensure consistent

Reputational

-

120 articles in national
newspapers over a 2 year period

J

treatment
\ J

N

|| Ability to demonstrate to the FCA
how serious the matter was

-

13
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What lessons can be learned?

Ensuring that the customer has Any charges or fees for the customer
adequate materials to understand to leave must be fair, proportionate
why the product taken is suitable and justifiable — and explained to the
for them customer during the sale
The quality of the Evidence of the customer’s
documentation at the ‘ understanding of their
time of sale is vital

financial environment and
é needs is necessary

The views expressed in this presentation are those of invited contributors and not necessarily those of the IFoA. The IFoA do not endorse any of the
views stated, nor any claims or representations made in this presentation and accept no responsibility or liability to any person for loss or damage

suffered as a consequence of their placing reliance upon any view, claim or representation made in this presentation.

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial
advice or advice of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any

part of this presentation be reproduced without the written permission of the IFOA or KPMG.
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