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Although the advice provided in the majority of the 1,142 cases sampled by the Financial
Conduct Authority’s (FCA) suitability review, published last week, was found to be
appropriate, for around 7% it was not.

‘How would you like to be a customer of one of those companies?’ asks Ed Lopez, chief
revenue officer at JHC Systems.

The majority of firms are providing suitable advice, however, the FCA ruled. But the
regulator emphasised this is not the end of its investigation and another review will be
conducted in 2019.

While the results were encouraging, as the regulator said, it is important not to disregard
the small but still crucial number of cases where advice was unsuitable.

Echoing Lopez’s sentiment, Phil Deeks, technical director at TCC, said: ‘While the 93.1%
figure relating to suitability is likely to grab all the headlines, firms need to be mindful of
any false reassurance they draw from it. The figure is focused on whether the customer
ended up with a suitable solution rather than whether firms could evidence the suitability of



their recommendations.

‘The FCA has specifically highlighted failings in relation to initial disclosure and the quality
of suitability reports, but these would not have impacted the end suitability figure.’

Mifid II disruption

Lopez also warns that because the next review is two years away, it does not mean the
industry can just ‘tick the box’ and not worry about suitability until the FCA comes back to
visit.

There is a risk that the advent of Mifid II could make firms lose focus and drop the ball on
suitability, which is why the FCA’s decision to revisit the issue in 2019 is crucial.

‘Mifid II, from my perspective, didn’t overhaul the original suitability requirements set out
in Mifid I. That being said, as firms are spending time, money and resources on the other
aspects of Mifid II rollout in 2018, they must ensure that their suitability monitoring
processes and solutions do not suffer or degrade,’ Lopez said.

‘From an operations and IT resource perspective, firms have finite budgets, so the impact
of Mifid II will have a knock-on effect on other processes and initiatives. Suitability cannot
be one of them.’

Gilly Green, director at Knadel, agrees there is a danger that the implementation of Mifid II
could cause disruption.

‘[The next review in] 2019 will be post-Mifid, which looks at suitability end-to-end. It brings
in the distribution and manufacturing elements. That in itself will cause a bit of a disruption
in terms of the process.’

She added that putting responsibility for suitability across a range of roles will blur the lines
on who is responsible for what.

Her main criticism however, is actually the absence of a public body that informs clients of
all of the changes.

‘During the retail distribution review, most of the general public or investors didn’t know
what it was. I think we would do better in some way engaging more with the public and
arming clients to ask the right questions. If that happens, that will provide change quicker



than anything else.’

Largest inherent risk

While Lopez believes the industry has evolved and firms are now broadly compliant with
suitability reviews and ensuring wealth managers make suitable investment
recommendations, he cautioned: ‘It’s potentially a highly manual, non-scalable process and
therefore an expensive cost. And is that cost sustainable in the longer term as the firm
grows its business, placing greater strain on its resources? Probably not.’

He added that the manual processes are also ‘labour intensive and error prone’.

Therefore suitability will continue to be one of the most important regulatory issues in the
coming years. To meet this challenge firms should look at using technology to ensure
monitoring can ‘happen in a scalable automated fashion which allows not only for growth,
but reduction in errors, full audit trail, complex suitability checks (for example measuring
risk versus mandate) etc.’

Deeks adds that with the slew of upcoming regulation on top of the next suitability review,
improving systems and processes will be an ongoing need that will not go away.

‘FCA will formally re-run the suitability exercise in 2019, following the implementation of
Mifid II, Pripps and IDD and will also conduct specific work to target firms providing
unsuitable advice on complex products. Rest assured, the FCA’s focus on suitability will
continue to be a key area of focus for the regulator, as it remains arguably the largest
inherent risk in the sector.’ 


