o Grant Thornton

An instinct for growth’

Past business reviews and
remediation exercises

Helping you make a success out of redress




FCA FINES

FIVE BANKS 23 COMPENSATION SCHEMES HAVE BEEN ESTABLISHED

SINCE THE FCA TOOK OVER, WHICH WILL RESULT IN

£334m

BEING PAID TO CUSTOMERS 2 T
LTI T

LT VT

ANTNEERRRURLRRROOR  RURRRDCERVRDECRRRNIE NCRRRRERLRRRIVEROOR

ANNNCRRRNERRRNOOR  DORRRDUCRRNRCRRRNOE NORRRRECRRRRNERRROOE

£1.18N

FOR FX FAILINGS AND ANNOUNCES MIS-SELLING HAS BEEN DEFINED
INDUSTRY-WIDE REMEDIATION PROGRAMME ! BY THE FORMER FINANCIAL SERVICES

2014 AUTHORITY AS...3
2016

“a fatlure to deliver fair .

outcomes for consumers”

FSA: 4
“split-capital scandal

is the worst misconduct

it has ever seen” .

FCA IN MASS FILE CHECK TO
REVIEW ADVICE SUITABILITY ®

’ 2016

FCA TOOK REGULATORY ACTION
AGAINST SOME OF THE FIRMS
INVOLVED, WITH A NUMBER
UNDERTAKING SUBSTANTIAL
BACK BOOK REVIEWS ©

MORTAGE LENDER FINED

AND ORDERED TO PAY OVER REDRESS OF
£7.7 MILLION PLUS INTEREST TO MORE THAN
46,000 MORTGAGE CUSTOMERS 7

2009

£298 MILLION OF FINES
ISSUED BY THE FINANCIAL
CONDUCT AUTHORITY FOR
MIS-SELLING ACTIVITY

SINCE APRIL 2013 -

PAYDAY LENDER AGREES WITH THE
FCA TO REFUND OVER

£15.4m

TO 147,000 CUSTOMERS =

2015

https://www.fca.org.uk/news/press-releases/fca-fines-five-banks-%C2 %A31 1-billion-fx-failings-and-announces-industry-wide

2 https://www.ft.com/content/b59f8638-0009-11e6-ac98-3c15alaa2e62

3 https://www.nao.org.uk/press-release/financial-services-mis-selling-regulation-and-redress/

“ http://www.telegraph.co.uk/finance/2885007/FSA-split-capital-scandal-is-the-worst-ever.html

5 https://www.moneymarketing.co.uk/fca-in-mass-file-check-to-review-advice-suitability/

© https://www.fca.org.uk/publications/thematic-reviews/tr1 5-12-wealth-management-firms-and-private-banks-suitability

7 http://www.moneywise.co.uk/news/2009-10-29/mortgage-lender-fined-over-repossession-policy

& https://www.fca.org.uk/news/press-releases/payday-lender-dollar-provide-%C2 %A3154-million-redress-over-147000-customers
9 https://www.nao.org.uk/press-release/financial-services-mis-selling-regulation-and-redress/

02 Past Business Reviews and Remediation Exercises | January 2017

Introduction

Remediation programmes have become a prevalent feature of a regulatory regime
that has placed conduct issues at its core. Regulatory demands, public scrutiny,
claims management companies and political pressures have ensured that remediation
programmes will continue to occupy financial institutions for the foreseeable future.

Sales practices, incentive schemes, poor conduct and culture
and poor governance arrangements have all contributed

to significant levels of regulatory scrutiny for regulated
firms. Consequently, actions to remediate the impact of
legacy practice is likely to be an enduring challenge for

the foreseeable future. Furthermore, this increases the
expectation on firms to undertake appropriate early warning
horizon scanning activity up front to ensure that material
instances of bad practice and poor conduct are proactively
identified and remediated in a timely manner.

The financial services industry has had to undertake a
significant number of Past Business Reviews (PBR) and
subsequent remediation exercises across a range of products,
such as defined benefit pension transfers, split capital trusts
and mortgage endowments. More specifically, recent reviews
have concentrated on pension switching, interest rate hedging
products, ensuring the fair treatment of customers in arrears,
payday lending and one of the largest reviews ever, Payment
Protection Insurance (PPI). The knock-on effect of this has
seen remediation costs spiralling, with redress and operational
costs amounting to billions of pounds.

There are a number of ways in which a firm may become
aware of widespread systemic FCA rule breaches, such

as internal or external compliance reviews, a Skilled

Person review, regulatory thematic work, internal breach
reporting or complaints root cause analysis. Some of these
systemic rule breaches may warrant a PBR to identify and
robustly resolve any instances of customer detriment. Once
identified, the FCA is likely to require a firm to undertake a
wider remediation exercise to ensure any affected customers
are treated fairly and receive the right outcome.

If your firm has identified potential mis-selling and is
required to undertake a PBR, you must have the necessary
governance arrangements and skilled resources in place to

ensure that the review is promptly undertaken to robust
regulatory standards.

Undertaking a PBR can be a huge task, expensive and a
considerable business distraction. At Grant Thornton, our
team of experienced regulatory experts, have significant
experience of providing independent oversight and
challenge to a firm’s PBR, helping to ensure that it is
delivered efficiently, to regulatory deadlines and standards
and that customers are treated fairly. We have assisted firms
with PBRs ranging from populations of only a few hundred
customers to large scale projects that involve populations of
hundreds of thousands of customers, which can take years
rather than months to complete.

=
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Past business review
project lifecycle

A proposed approach setting out some of the key questions and challenges that you
will need to consider to deliver a successful and cost effective past business review.

PROJECT SET UP AND DESIGN

COMPLETION AND CLOSEDOWN

PROJECT DELIVERY

GOVERNANCE ARRANGEMENTS: ¢ Steering Committee ¢ Operational Committee ¢ Membership of Committees » Terms of reference * Meeting minutes * Management information e Action tracking

PROJECT CONSIDERATIONS: * Stakeholder workshops * Project initiation document * Project plan * |dentify key milestones * Risk log * |ssues log

Complaint handling arrangements
* Has the impact of the PBR on complaint volumes been considered and

Population identification
Have you taken appropriate steps to identify the population, its cohorts, the

Initial pilot phase The main review
* Have you decided on the How will you decide the priority mailing

products, product codes, the sales channels and legacy IT system data extracts? composition of the pilot eg what order of the population? planned for?
e What quality assurance has been undertaken to verify the steps that you have product types, time periods, the * What review staff will you need and * Are you confident that complaints are being correctly identified?
taken? number of customers and will the when? * Have you decided which team will investigate and respond to complaints?
* Do you have a robust audit trail that will demonstrate that there are no gaps in sample be statistically significant? * How will you retain high performing * How will you ensure that complaints are being dealt with in accordance with

the population? * What analysis will you undertake of reviewers? ‘review principles'?
 Are you confident that the rationale for any exclusions will stand up to regulatory the pilot’s findings and conclusions? * Do you have the necessary framework * What root cause analysis will you conduct?
scrutiny? * Are you confident that the right in place to enhance and revise * |s there appropriate management information to ensure effective oversight and
customer outcomes are being procedures, policies and methodologies challenge?
Case review methodo|ogy achieved? If not, what changes will as the review matures?
* |s your methodology documented and does it cover all likely scenarios? you need to make? * How will you deal with contentious Project closedown
* Has the potential for ‘fast-track’ processing of cohorts been considered? * Do you have the necessary cases or anomalies? e How will you deal with late responding customers?
» Have you developed review templates, customer contact letters, data gathering framework in place to now proceed * Are you confident that you can ensure * |s there a resourcing plan for permanent employees transitioning off the
questionnaires and telephone scripts? to the main review? appropriate levels of quality and review?

consistency of customer outcomes?

Are you confident that you have a

well-defined governance structure with

transparent decision making and clear
accountability?

* Do you have the necessary controls in
place to demonstrate that customers
are being treated fairly and are
receiving the right outcome?

How will you assure the Regulator that the project has been completed to
regulatory standards and customers have been treated fairly?

Are you confident that an appropriate audit trail of the review’s activities has
been maintained?

What lessons have been learnt from this review that can be incorporated into
any future past business reviews?

What lessons need to be passed on to the business, to help to prevent similar
material systemic breaches occurring in the future?

* Have you considered how you will grade cases?
Are you confident that customers will consistently receive the right outcome?

Delivery team set up
* How many reviewers will you need and what capacity plans have you developed?
* Who will train the review team and what will the training consist of?
 Are your reviewers appropriately qualified?
e |s your process for accrediting reviewers robust and fit for purpose?
 Are you confident that you have an appropriate quality assurance framework in place?

L {{{dRe0RESS. ______________________________)))))))))

* Have you managed the potential financial impact of the PBR? ¢ Have you designed, built, tested and quality assured all of * Have you developed redress letters to cater for all scenarios * Have you decided when you will start to pay redress eg
* Have you decided if redress calculations will be completed the tools that you need to calculate redress? * Do you need regulatory approval before you start paying at the end of the review or after each cohort has been

in house, or will they be outsourced? * Do you have a team ready to process redress payments and out redress? completed?
* |s your redress methodology documented and will it stand answer customer queries?

up to regulatory scrutiny?

REGULATORY RELATIONSHIP MANAGEMENT: * Initial Principle 11 notification or selected to participate in thematic work * Progress updates * Potential Skilled Person or Enforcement referral
* Notification of review closedown to the regulator or closedown meeting with the regulator * Independent set up, interim and closedown reports
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A sample ot our experience

Consumer credit and mortgages

Acting as the Skilled Person in respect of a remediation
project for a high-cost short-term credit provider
We were instructed by our client and approved by the

regulator to assist and critically challenge the firm in relation
to various aspects of its remediation exercise. The key areas

of support provided were in relation to establishing the
regulatory requirements which spanned across a wide
time period during which different
regulatory requirements and standards
applied, assessing the robustness of the
population identification undertaken,
creating the remediation methodology,
and providing assurance over the
firm’s redress calculations and
customer contact strategy.

Banking

Designing and implementing a tax
consequential loss review programme
for a major high street bank in respect of
mis-sold Interest Rate Hedging Products (IRHP)
We were engaged to develop and implement a
programme to calculate the tax consequential losses
suffered by customers in respect of mis-sold IRHP. This
involved designing and building a bespoke calculation

template, defining the information required from customers,

agreeing standard assumptions to be applied to all cases
and undertaking detailed calculations to ascertain any
consequential losses.

Providing PBR suitability assurance to a large UK

retail bank

We assisted a major UK high street bank in providing on-
going quality assurance monitoring of its past business
review of ¢100,000 pieces of investment advice. At the
set-up of the project we designed the suitability of advice
review methodology. We provided on-going advisory
support in regards to the wider project, such as the
governance arrangements, training of reviewers, quality
assurance frameworks and the steps taken to robustly
identify the review population. We also provided actuarial
assistance and assurance to calculation methodologies and
redress payments.
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Providing regulatory and actuarial support on a range of
remediation workstreams to a provider of secured and
unsecured loans
We were engaged by a lender on a number of different
remediation projects relating to residential mortgages,
second charge loans and unsecured loans. Our regulatory
and actuarial teams provided support and challenge in
relation to complex account reviews, which assessed the
impact of previous errors on the firm’s administration
systems on fees, interest, monthly instalments and litigation
action taken against customers. Our actuarial
experts built a number of redress tools, which
were used to re-run accounts from inception
to determine the impact of a variety of

/ issues being remediated.
ﬁ General insurance

(2}
% ,:{,é' Advising a mobile phone insurance
.&%’ claims handler throughout a customer
»  remediation exercise

We were engaged by the firm to assist
in assessing the extent to which customers
who had had claims under their mobile phone insurance
policies rejected had been unfairly treated. Following this work
the client decided to undertake a customer contact exercise
and offer redress to all customers who had suffered detriment.
We were engaged to provide independent challenge, guidance
and oversight of the project to provide assurance that this
was being carried out robustly and effectively in line with
regulatory expectations and that customers were being
treated fairly.

Assistance to a healthcare provider in assessing compliance
with FCA rules and planning customer remediation

Our client was a provider of healthcare insurance products
and had identified that some of its customers may not
have been provided with adequate information on their
insurance cover and therefore may not have had sufficient
awareness of their ability to claim. We were asked to assist
the client to understand the nature and scale of the issue
and specifically determine what corrective action may be
required. As a result, we determined that the problem was
not as significant as first thought and very few customers
had potentially suffered any detriment. Our client had been
subjected to significant regulatory challenge on this matter
and our report enabled the firm to demonstrate that there
were no systemic failings.

Distinctive client service

Our clients say that we are
easy to work with, we ask
challenging questions, we

are keen to understand their
business, we have people with
the right skills and experience
and we tell it like it is.

We will challenge your thinking to ensure

are accessible, approachable and are involved
in all the key stages of our work. Our client
service teams have the power to act and make
decisions quickly. We provide a co-ordinated
approach and to take into account the
bespoke needs of our clients.

We know that improvements to processes and
products can be derived from remediation
programmes, which help you to mitigate risk
and drive value over the longer term.

Develop a tailored engagement
plan that meets your needs

Deliver our work

the best possible outcome. Our senior people to the agreed
service levels

By enabling you to deliver
your PBR cost effectively
and to regulatory standards

Understanding your PBR
and how you want us to
work with you

and requirements

Understanding
Engagement

DELIVERING
DISTINCTIVE
CLIENT
SERVICE

Execute

Add value
Review

Regular reviews to debrief
and share learning points

The benefits of working with us:

* we have a strong project and programme management
capability with extensive remediation experience. We
will work collaboratively with you, and your teams, to
deliver your remediation programme

e Grant Thornton’s remediation capability extends
across its Financial Services Group with experienced
professionals able to assist you in areas such as Audit,
Actuarial, Business Consulting, Financial Crime,
Regulatory and Tax

* we have considerable practical experience of assisting
a wide range of regulated firms to successfully deliver
PBRs. We are able to help ensure that your PBR
is delivered in a cost effective manner, minimises
disruption to your business, meets regulatory
requirements and achieves the right outcomes for your
customers

our opinion really counts the regulators as we are an
established supplier to the FCA and the PRA. We have
now acted as Skilled Person on over 100 assignments and
we are regularly appointed directly by the regulators to
act as experts

once you engage with us, it is likely that the regulator
will be more comfortable that the matter is being
handled in a robust and timely manner. As a result the
level of formal regulatory scrutiny could well reduce

you will have access to our team of regulatory experts
that includes senior personnel who are ex-regulators
with experience of supervising firms, who have a
practitioner’s understanding of the specific challenges
regulated firms face

we will help you to avoid the common pitfalls and
mistakes that firms can make, ensuring that your PBR is
completed quickly, efficiently and cost effectively.
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