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Summary

Introduction

1.

We have been looking at the markets for personal current accounts (PCAS)
and retail banking services for small and medium-sized enterprises (SMES).
We think that there are problems with the way competition works in these
markets for both personal and business customers, and in this consultation
document (our ‘provisional decision on remedies’) we set out our proposals to
deal with these problems.

We welcome comments on our proposals. We haven’t come to final
conclusions on any of these issues.

We will publish our final report in early August. That report will take account of
the responses we receive to this document, as well as the responses we’ve
already received to the provisional findings report (provisional findings) we
published on 28 October 2015 and to the addendum to the provisional
findings (provisional findings addendum) published on 15 April 2016.

We have already consulted on a wide range of possible remedies. Most were
set out in the Notice of possible remedies (Remedies Notice) we published on
22 October 2015, alongside the summary of our provisional findings; others
were described in the supplemental notice of possible remedies
(Supplemental Remedies Notice) of 7 March 2016, including additional
options on overdrafts. We have given careful consideration to the ideas put
forward by the interested parties who responded to these two consultation
papers and they have helped to shape this document.

In addition to our own provisional findings about how competition works in
these markets and the responses we have had to our earlier consultations, we
have gathered further evidence about possible remedies, reviewed additional
evidence from interested parties, held response hearings and round-tables,
and commissioned customer research.

In parallel to this investigation we have conducted reviews of the 2002 SME
banking undertakings and the 2008 Northern Ireland PCA banking Order. This
was to see whether these older remedies will still be needed in light of market
changes and the new remedies that we are now proposing. Our provisional
decisions on both reviews are published alongside this document.

Responses to this consultation document should be sent to the Competition
and Markets Authority (CMA) by 5pm on Tuesday 7 June 2016.
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The competition problems in retail banking markets

8.

10.

Some people think that there is too little competition in UK retail banking
because the market is dominated by a small number of big banks, and that
the way to put that right is to bring more competitors into the market by
‘breaking up the big banks’. We have looked carefully at this, but have come
to the view that it is not the size of the banks or the number of banks that is
the problem. Furthermore, the separation of TSB from Lloyds Banking Group
(LBG) and the upcoming separation of Williams and Glyn from the Royal Bank
of Scotland Group (RBSG) have demonstrated that such divestitures are
prolonged and expensive exercises. Improving competition through further
divestitures is an idea that is superficially attractive, but would be sensible
only if we had strong evidence that it would make the retail banking market
work better, and we do not consider that the evidence supports such an
intervention.

Rather, we expect the package of remedies set out in this document, taken
together with ongoing technological developments, to result in significant
changes to the operation and structure of retail banking markets. Our
remedies will support innovation and help bring about a more informed and
engaged customer base. This in turn will stimulate competition and encourage
entry and expansion by new market players, some of which may use
fundamentally different business models to traditional banks. We take the
view that this type of structural change is more likely to result in sustained
improvements to competition, innovation and customer welfare than the
creation of another one or two smaller ‘traditional’ banks. This dynamic
perspective on the evolution of retail banking markets in the UK has informed
our provisional decision not to pursue divestitures.

Others think that competition problems arise because of the prevalence of so-
called ‘free-if-in-credit’ (FIIC) current accounts for personal customers (they
are not prevalent for business customers). Most personal customers have
current accounts that do not pay interest on credit balances, do not charge for
standard transactions, and do not charge a monthly fee so long as the
account is in credit. These accounts do, however, levy charges for overdrafts
and for some other services including foreign transactions — and these
charges are not very transparent. In addition, much of the revenue that banks
make from supplying such accounts comes from the interest they earn by
lending out customers’ credit balances. ‘Free banking’ is not really free — the
customer pays by not being credited with any interest on their account
balances. This means that the actual cost of using the account is not very
clear to the individual customer, who would probably find it quite hard to
estimate what forgone interest they might have received on their balances.
The real issue is not FIIC as such, but a wider problem that it is difficult for
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11.

12.

13.

customers to work out whether their current account provider is offering them
the best value or whether they would be better off with a different provider. We
address that wider problem below.

FIIC works well for many customers. If your income is modest and your
average current account balance is low, but you manage to avoid going into
overdraft, then getting unlimited free transactions in exchange for forgoing a
little interest may be a good deal for you. It may not be such a good deal for
wealthier customers holding higher credit balances who forgo larger potential
interest and who might do better with an account that pays interest but
charges a monthly fee. And FIIC accounts are far from free for overdraft
users.

Our focus is on improving competition in retail banking to the benefit of
personal and business customers. We are seeking to drive innovation and
better products and services, not to protect the status quo. If the measures we
propose lead, as we intend and expect, to increased competition, this will
stimulate entry by new competitors and expansion by smaller competitors,
putting pressure on the market position of the larger banks. Similarly, if
increased competition offers personal customers better current account
options, FIIC accounts may become less prevalent than they are today.

We summarise below where we see the real competition problems in both
Great Britain (GB) and Northern Ireland (NI). Taken together, these make for
a weak customer response to price and service quality differences, so
established banks enjoy incumbency advantages. As a result, banks do not
have to work hard enough to gain and retain customers. The main problems
that we identified are the following:

(a) Current accounts for both personal and business customers have
complicated charging structures, and the actual cost depends on how the
customer uses the account. Customers have little information about the
service quality of other banks. These factors make it hard for customers to
know whether they could get better value and better service from another
bank.

(b) There is a lack of trigger points (unlike insurance policies, which require
annual renewal) at which a personal or business customer might be
prompted to ask whether they could be getting a better deal elsewhere on
their current account.

(c) There is now a reliable and efficient Current Account Switch Service
(CASS) which makes it easy for customers to switch current account from
one bank to another, but the service is not widely known, and does not



command as much consumer confidence as it deserves. The account
opening process for SMEs can also be lengthy and onerous.

(d) Charging structures for overdrafts are particularly complicated, so
personal customers who use overdrafts may find it even harder to
compare providers. Overdraft users, despite often having the most to gain
from switching, generally show limited awareness of and engagement
with their overdraft usage. Heavy overdraft users are particularly unlikely
to switch. A significant proportion of bank revenue from personal current
accounts comes from overdraft charges. Taken together, this suggests
that competitive pressure may be especially weak in this part of the
market.

(e) Many start-up businesses open their business current account (BCA) in
the bank where the business owner has their PCA. There is also a strong
link between BCAs and SME lending: the large majority of SMEs get their
business loans from the bank that runs their current account, with no or
little shopping around for other lenders. It's hard for SMEs to find out who
is the best lender for them. As their existing bank already knows a great
deal about them, alternative lenders may be at a disadvantage in pitching
for their business.

() Getting new customers is therefore difficult and costly for banks, which
means that longer-established banks have advantages over new entrants
and smaller banks wishing to expand.

Our remedy package

14.

15.

16.

As a lack of customer engagement plays such a central role in our diagnosis
of the competition problems in the retail banking markets, measures to
empower personal and business customers and thereby improve customer
engagement are at the heart of our proposals for making the market work
better.

This lack of customer engagement does not have a single cause — we have
noted above that it arises from the interaction of a number of factors. There is
therefore not going to be a single 'magic bullet' that puts everything right. We
are proposing a package of remedies the strength of which lies in the fact that
the whole package is more than the sum of its parts.

We are well aware that concerns about competition in retail banking are not
new. There has been a succession of investigations over the years, resulting
in a succession of interventions, some of them quite recent. Where it makes



17.

18.

19.

sense to do so, we aim to build upon and strengthen existing initiatives rather
than replace them.

It is important to note that the pace of technological change in retail banking is
speeding up — mobile banking tools have been rapidly adopted, and there is a
growing financial technology ('FinTech') sector developing and using new
tools. Application programming interfaces (APIs) allow publicly available bank
data and customer data to be shared externally, and 'open standard' APIs can
be particularly powerful (with necessary safeguards for security and privacy)
in opening up new customer information and advice services.

The overall shape of our remedy proposals is also influenced by the insights
of 'behavioural economics' which tells us that the differences between
effective and ineffective interventions may be quite subtle. We have drawn on
our own and others' customer research in developing our proposals, and in a
number of areas we recommend the use of randomised controlled trials
(RCTSs) to refine the design of remedies and ensure they are as effective as
possible in changing customer behaviour.

Our integrated package of remedy proposals is summarised in Table 1, and
consists of four elements:

(a) Three cross-cutting foundation measures that have the objective of
increasing customer engagement via customer prompts, to improve
transparency and to make better information available to customers
through the collection and publication of data on service quality and the
development of open APIs.

(b) Measures to make current account switching work even better, building
on and improving the existing CASS.

(c) A setof interventions aimed at PCA overdraft users, a group of
customers who suffer particularly from the competition failures in the PCA
market.

(d) Measures targeted at the specific and deep-seated problems in SME
banking, making it easier for business customers to compare different
providers and reducing the hold that incumbent banks have in the market
for BCAs and SME loans.



Table 1: Overview of the remedy package

Foundation measures

e Open API banking standard
e Service quality information
e Customer prompts

20.

21.

22.

23.

Current account switching PCA overdraft Additional SME banking
measures measures measures

e CASS governance e Overdraft alerts e Loan rate

e Extended redirection e Grace periods transparency

e Accessto e Monthly maximum e Loan eligibility
transactions history charge (MMC) indicator

e Customer awareness e Account opening and e SME comparison tool
and confidence switching process e Standard BCA

opening procedures

e Sharing SME
information

e ‘Soft’ searches

e Role of professional
advisers

Because our proposals are an integrated package of measures that are
designed to be mutually reinforcing, we are keen they are promptly and
efficiently implemented after we publish our final report in August.

We envisage using our legal powers to impose some of the measures by
Order, while other measures might be implemented by our accepting legally
binding undertakings from parties. We invite parties to share with us their
thinking about offering such undertakings.

For some of our proposals (including those where the final design would
benefit from a programme of RCTs), we look to collaborate with other
regulators, and there are other areas where it will be helpful to work closely
with government departments, including HM Treasury (HMT) and the
Department for Business, Innovation and Skills (BIS), on the implementation
of our decisions. We have had very productive discussions with the Financial
Conduct Authority (FCA), the Payment Systems Regulator (PSR) and with
government departments in formulating our proposals.

We now set out the elements of the package in more detail.

Foundation measures

24,

The foundation of our remedy package is provided by three cross-cutting
measures whose objective is to promote customer engagement and help
customers make reliable and easy comparisons between banks based on



25.

26.

27.

28.

29.

their products’ prices and features, quality of service and customers’ own
transaction history.

These measures aim to empower business and personal customers to take
greater control of their banking arrangements, reduce the costs to customers
of shopping around, and encourage the development of a dynamic
intermediary sector including providers of digital comparison tools and other
‘FinTech’ advisory services.

Of all the measures we have considered as part of this investigation, the
timely development and implementation of an open API banking standard has
the greatest potential to transform competition in retail banking markets. We
believe that it would significantly increase competition between banks, by
making it much easier for both personal and business customers to compare
what is offered by different banks and by paving the way to the development
of new business models offering innovative services to customers.

APIs are used across the economy to provide a variety of functions; for
example restaurant booking services use APIs to help customers find
restaurants near them, review feedback from previous diners, book tables
and, later, rate their meal. In banking, APIs can be used to share, in a secure
environment, information such as the location of bank branches or terms of
banking products. APIs may also be used, with the customer’s informed
consent, to share securely their transaction history to enable access to
tailored current account comparisons and other services.

We intend to require the largest retail banks?! in both GB and NI to develop
and adopt an open API banking standard to a specified timetable. This would
enable trusted intermediaries to access information about bank services,
prices and service quality. Customers who are satisfied about privacy and
security safeguards, and are willing to give consent, will be able to share their
own transaction data with such intermediaries, which can then offer advice
tailored to the individual customer. This will make it easier for customers to
identify the best products for their needs.

The cross-industry Open Banking Working Group (OBWG) led by HMT set out
a way forward on how to deliver open APIs in its report in February 2016.
These recommendations now need to be translated into action, so that
customers can benefit from greater choice and competition. Open APIs are
central to our package of remedies, so we propose to use our powers to
require the largest banks to work together to deliver open APIs. We also want

1 RBSG, LBG, Barclays, HSBC Group (HSBCG), Santander UK (Santander), Nationwide Building Society
(Nationwide), Danske, Bank of Ireland (Bol) and AIB Group (AIBG).
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30.

31.

32.

33.

34.

35.

to ensure that the project is effectively managed and does not get bogged
down in debates between market participants. To this end, we are proposing
the creation of a new entity, funded by the banks but with an independent
chair, to ensure the timely delivery of this core remedy.

In making these proposals we have considered very carefully the importance
of data security and redress for customers. Customer confidence in the
security of their information and, if a breach does occur, the availability of
appropriate and speedy redress, are likely to matter at least as much to
customers as the opportunities and benefit from using new technology. The
security measures proposed by the OBWG, as well as provisions in upcoming
payment services legislation, provide a blueprint for how these issues can be
dealt with effectively, though further detailed work on this issue will be
necessary during the implementation of this remedy.

To ensure that sufficient time is available to work through the important issues
associated with customers’ data security and redress, we are proposing that
the release of information under this remedy takes place in stages. We are
proposing that the least sensitive information — for example about prices,
terms and conditions and branch location — should be made available by the
end of March 2017. We expect that all aspects of an open banking standard
would be up and running by early 2018 at the latest.

Our second foundation measure will ensure that banks’ customers get much
better information on service quality than they currently have.

We will require banks to display prominently a small number of core indicators
of service quality. Our preferred measures of quality are based on customer
willingness to recommend their bank to friends, family or colleagues. Data will
be collected twice a year on a standardised basis, so that customers can
easily compare across banks.

We are also proposing that banks should collect and publish a wider range of
additional quality measures which they will make available, alongside the core
indicators, through open APIs to intermediaries who can use them in new
kinds of advisory and comparison services. We think that the FCA is best
placed to work with banks to develop, and test which specific additional
measures of service quality would be most useful, and then to put these
measures in place, and we intend to make a recommendation to that effect.

Lack of customer engagement is in part caused by the ‘evergreen’ nature of
current accounts that have no contract end date. Unlike other products, most
customers hold a bank account for many years without ever being prompted
to make a conscious choice about whether to continue or switch provider. Our



36.

37.

third foundation proposal is therefore that personal and business customers
should receive occasional reminders (‘prompts’), at suitable times, to
encourage them to consider their current banking arrangements and shop
around for alternative banking services. Some prompts might be triggered by
specific events affecting the customer such as the closure of a local branch;
others might be periodic, such as a reminder included in an annual statement.

We have identified a number of possible prompts and have also reviewed
helpful suggestions from interested parties. Rather than trying to ‘pick a
winner’, based on our current state of knowledge, we think that the design and
timing of such prompts needs to be based on further, careful research if they
are to be as effective as possible. We therefore intend to recommend that the
FCA should undertake a programme of RCTs to identify which prompts are
likely to be most effective in changing customer behaviour. We will also
recommend to the FCA that, subject to the results of the RCTs, it should
implement, monitor and (when necessary) update such prompts. To facilitate
this process we intend to require banks to cooperate with the FCA in this
research programme.

As we discuss further below in paragraphs 50 to 65, we are also proposing
prompts to help customers control the charges they pay to their existing bank,
especially unarranged overdraft fees.

Current account switching measures

38.

39.

40.

Even when a bank customer recognises that they could gain from switching
banks, they might not do so if they lack confidence in the switching process.

We have found that both personal and business customers fear that switching
current accounts is burdensome and time-consuming, and worry that
something might go wrong. The risk of something going wrong is of particular
concern to small businesses.

CASS has already made a positive difference to the switching process and is
generally working well, but many customers either do not know about or do
not have confidence in CASS. We therefore propose:

(a) to strengthen the governance of CASS, and have it overseen by the PSR;
(b) toincrease customer awareness of and confidence in CASS; and

(c) toimprove specific aspects of the switching process, with a longer period
of redirection of transactions from the old to the new account and with
guaranteed provision of the transaction history on the old account.



41.

42.

43.

44,

45.

46.

Reforming the way in which CASS is governed will provide those managing
the service with stronger incentives to operate and develop the service in the
interests of customers; seeking new ways to improve the process over time.
This in turn will increase customer confidence in the switching process and
reduce barriers to switching.

We will seek undertakings from Bacs Payment Schemes Limited (Bacs),
which currently operates CASS, to strengthen CASS’s corporate governance
by including an independent Chair in its management committee (MC) and
involving representatives of consumer groups and intermediaries in its
decision-making. CASS’s main decisions and performance against agreed
awareness and switching targets should also be made transparent. To
support this, we intend to recommend to the HMT that the PSR should have
regulatory oversight of CASS.

CASS provides an efficient and secure service to both personal and business
customers who want to change banks, and it deserves to have a higher profile
and a higher degree of customer confidence than it currently has. We will
therefore seek undertakings from Bacs to work with the banks to support a
long-term promotional campaign to raise the profile of and confidence in
CASS. This work should be particularly focused on those groups who at the
moment have the greatest concerns about switching, who are least inclined to
switch, and/or would gain most from switching. These include SMEs, overdraft
users, customers with high credit balances, the young, and the financially
disadvantaged.

We also propose that Bacs should extend the current 36 month redirection
period so as to provide further assurance to customers that their payments will
not go missing after they switch banks, and by doing so, increase their
confidence in CASS. For customers who continue to need it, payments will be
redirected to their new account indefinitely.

A more fundamental change to the switching process would be the
introduction of Account Number Portability (ANP). ANP would mean that a
customer effectively took their account number (and maybe their sort code)
with them when they switched banks. This could make the switching process
easier from the customer’s point of view and could give customers more
confidence that payments would not go astray.

ANP could be implemented in a variety of ways, all of which involve
substantial changes to the payments systems used by banks. Estimates of the
costs of ANP vary between £2 billion and £10 billion, depending on how
radical the changes are. While ANP could also increase customer confidence
in switching, we think that making CASS work better is likely to be a much
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47.

48.

49.

more cost-effective and timely approach. The PSR might want to consider
ANP at a future date, but we think it is more sensible at this stage to seek
further improvements in CASS.

We will also require that customers of all current account providers should be
able to get a copy of their transaction history after account closure (free of
charge or for a reasonable fee). We think that this is likely to be particularly
important for SMEs, for whom loss of access to their previous transaction
history following a switch of banks could make it harder for them to secure
business loans.

Some customers want to have accounts at more than one bank at a time.
Such ‘multi-banking’ is good for competition — it allows customers of one bank
to try out the services of another. Customers can arrange this for themselves
or they can use the partial switching service that most banks now offer, which
redirects some payments from one account to another. Although we do not
propose to introduce a specific remedy on partial switching, Bacs is
considering ways of developing and promoting this service, and we encourage
them to pursue this.

We have considered another measure to improve the CASS switching
process — requiring the transfer of continuous payment authorities (CPASs) on
debit cards when switching through CASS. In light of the likely cost and
complexity of this measure compared to its relatively modest benefits, we do
not intend to take it forward.

PCA overdraft measures

50.

51.

52.

We expect our foundation remedies and current account switching measures
to enhance competition and to deliver benefits for all types of PCA and SME
banking customers.

For two categories of customers — users of PCA overdraft facilities and SMEs
— we intend to introduce additional measures to ensure that these customer
groups enjoy the benefits of increased competition. These additional
measures and the reasons for introducing them are set out in this section and
the next section.

Our research has shown that overdraft charging structures are particularly
complex. Moreover, many overdraft customers are not fully aware of, or do
not give enough attention to, their use of arranged or unarranged overdrafts.
This can be costly for them, since overdraft users can accumulate high costs
from interest, fees and charges.

11



53.

54.

55.

56.

Overdraft users, like other PCA customers, have very low switching rates,
even though they often have the most to gain from switching. One reason for
this is that overdraft users can be uncertain as to whether they will be able to
obtain an overdraft facility from a different PCA provider, or when such a
facility would be made available to them.

Unarranged overdrafts typically attract extra charges and are not agreed in
advance between banks and their customers. Customers who end up taking
out an unarranged overdraft may not have planned to do so, for example,
because they may never have expected to need to use this facility. Unlike
many other credit products, overdraft users may not even be aware that they
have started to borrow money at the point at which they start to use the facility
and become liable to the charges associated with doing so.

We therefore propose to introduce further measures aimed at increasing
competition and improving outcomes for PCA overdraft customers.

The primary objective of these additional measures is to increase customers’
awareness of their overdraft usage and help them take more control of it. This
will help PCA customers save money by avoiding unnecessary overdraft
charges, and, by increasing customer awareness of and responsiveness to
overdraft fees and charges, should also put downward pressure on these
charges. To this end, we propose to:

(a) require PCA providers to alert their customers when they start using an
unarranged overdraft. We propose that PCA providers should enrol all
their customers automatically into this type of alert. Some banks already
successfully use SMS alerts and other prompts to help their customers
manage their overdraft usage, and we want all overdraft customers to be
able to benefit from these services;

(b) recommend that the FCA identifies, researches, tests and, as appropriate,
puts in place further measures aimed at helping customers take control of
their overdraft usage and avoid unnecessary charges;

(c) require PCA providers to offer, and inform customers of the opportunity to
benefit from, ‘grace periods’ during which time they are able to take action
to avoid or mitigate the charges resulting from unarranged overdraft use.
This obligation would work well with prompts, as it gives customers the
opportunity to act upon the information that they will shortly become liable
for additional charges; and

(d) recommend that the FCA looks further at how the PCA opening process
could be improved to better engage customers with overdraft features,
and their potential future relevance and impact on them.

12
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58.

59.

60.

61.

62.

63.

To address concerns about the cumulative costs of overdraft charges, we are
further proposing to require all PCA providers to introduce and publicise a
monthly maximum charge (MMC) for use of an unarranged overdraft facility.
The MMC, which would be set by each PCA provider, would specify the
maximum amount that the provider would charge a customer during any given
month and would include all unarranged overdraft charges including debit
interest.

We think that the MMC proposal will benefit overdraft customers in two ways.

First, it will improve transparency. The introduction of a common measure of
this aspect of overdraft pricing will provide a point of comparison for
customers wishing to choose a PCA. While other aspects of overdraft pricing
will also be relevant, this intervention will help cut through some of the
complexity of overdraft fees and charges.

Second, it will provide some protection for the heaviest overdraft users — a
group that incurs the highest charges for using their PCA, but are least likely
to switch to another provider. While the MMC would be set by individual banks
themselves rather than centrally regulated, we would expect the increased
visibility of this aspect of pricing and the associated need to have a
competitive offering to constrain the level at which this is set by individual
banks. Heavier overdraft users would therefore have some comfort as to their
maximum monthly exposure to fees and charges, as opposed to the current
situation where this exposure can be open-ended.

We considered setting the MMC ourselves at the same level for all banks, but
have provisionally decided not to do so. MMCs set by the banks rather than a
regulator will mean the banks themselves remain accountable for their
overdraft charges, in what we expect to be a significantly more competitive
environment. In addition, a centrally regulated MMC might lead banks to
become significantly more restrictive in allowing unarranged overdrafts, with
the associated risk that some customers could lose access to this form of
credit.

Which? proposed to us a different kind of cap, where charges for unarranged
overdrafts would be required to be the same as for arranged overdrafts. This
proposal has some attractions, but even more than with a centrally regulated
MMC we were concerned that it might cut off access to unarranged overdrafts
to many bank customers who need this form of credit.

The success of our proposed approach to the MMC will depend on the way in
which this new aspect of overdraft pricing is communicated to customers. We
propose to require that the level of the MMC should be treated as an

13



64.

65.

important aspect of overdraft pricing and should be displayed to customers no
less prominently than other overdraft charges. We also propose to
recommend to the FCA that it carries out further work to assess the ongoing
effectiveness of the MMC after implementation, including looking at how it is
communicated to customers, and then takes such further action as it
considers necessary to refine the MMC requirements. This could include
introducing its own rules in this area, or making recommendations to the CMA
in relation to this aspect of the remedy package.

We have also considered ways in which we could make it easier for PCA
customers to find out whether the overdratft facilities they require would be
available to them from another PCA provider. This is a complex area that
interacts with our other remedies, particularly in relation to improvements to
the switching process and the development of an open API banking standard.
Therefore, rather than seeking to specify a particular solution at this stage, we
propose:

(a) to seek undertakings from Bacs to work with CASS patrticipants to review
the account switching process for overdraft customers; and

(b) to recommend that, following the introduction of open APIs (see
paragraphs 26 to 31), the FCA considers requiring PCA providers to offer
online tools that indicate whether a prospective customer is likely to be
eligible for an overdratft.

Taken together, we believe that these additional remedies will address the
specific problems we identified in relation to PCA overdrafts and will reinforce
the effectiveness of the package of remedies for these customers.

Additional SME banking measures

66.

67.

68.

We expect our foundation measures and current account switching remedies
to address a number of our competition concerns in SME banking.

The competition problems in SME banking are deep-seated, however, so
additional targeted measures are needed in order to deal with all of the issues
we have identified. We found that information on business loan prices and
eligibility is not readily available and that there are no effective comparison
tools serving the needs of diverse business customers. New business account
opening processes can be very time-consuming, which in turn can discourage
business customers from considering switching.

We are therefore proposing to improve the information available to SMEs
about loan charges and eligibility for loans, to make it easier for SMEs to
compare the products of different banks, and to make it easier for SMEs to

14



69.

70.

71.

72.

73.

open a new BCA. When SMEs have better information about what the market
offers and are able to move more freely between providers, they will be able
to make better choices, and the banks will have to compete harder for their
custom. We particularly want SMESs to have a real choice when they need
finance, and not to feel that their existing bank is the only option.

We propose to require that all lenders offering such loans publish standard
rates for unsecured loans and overdrafts of up to £25,000 in value and that
this information is made available as open data to intermediaries. We also
intend to require the largest SME banking providers? to offer a tool on their
websites so that business customers can get an indicative quote and know,
provisionally, whether they would be eligible for the loan they seek.

In addition, we propose to recommend to HMT that it works with credit
reference agencies (CRAs) and SME lenders to implement a mechanism for
‘soft’ searching, so that SMEs are confident that they can shop around for
credit and obtain indicative price quotes without adversely affecting their credit
rating.

We have looked at the availability of effective comparison tools for SMEs.

Although there are several comparison websites currently available on the
market, they each individually offer only a part of the service required to
compare SME banking products and providers effectively. Websites such as
Better Business Finance (BBF) and Business Banking Insight (BBI) focus on
specific aspects of SME banking — for example, service quality. Finance
platforms that currently operate in the market (including Bizfitech, Funding
Options and Funding Xchange) provide information on alternative sources of
finance to the large banks, but offer limited comparisons of other services
such as BCAs. We think that SMEs would be best served by a ‘one-stop-shop
that would enable them to quickly and reliably compare banks on price, quality
of service and lending criteria across the whole range of providers.

We have looked at a number of ways in which such a service could be
created. The independent charity Nesta is planning to launch a ‘challenge
prize’ to identify possible solutions to the problem of limited access by SMEs
to information on banking services. We think that this offers the best prospect
of effectively addressing this problem, as it is most likely to facilitate innovative
and commercially sustainable solutions and should encourage new suppliers
to enter the market without precluding an ongoing role for existing providers of
comparison services. This approach should stimulate the development of

2 RBSG, LBG, Barclays, HSBCG, Santander, Danske, Bol and AIBG.
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74.

75.

76.

17.

comparison services and other advisory services for SME banking. By doing
so, it will address the problems we found in this market by helping business
customers to effectively and efficiently compare BCAs, lending products, and
other banking products and services.

This is an innovative approach to implementing a CMA remedy and so we will
need to be confident that the Nesta proposal is taken forward to a successful
conclusion. It needs both financial backing and technical support from the
banks. We are therefore proposing to require the largest SME banking
providers (see footnote 2) to provide product data and samples of customer
transaction data to the developers of proposals for the Nesta challenge. We
will also require these banks to support and fund the organisation of the prize
process and to contribute funding to the prize fund in proportion to their share
of UK BCAs. To help ensure the Nesta challenge produces a result that
addresses our concerns and meets the needs of the SME banking market, we
would propose to have a CMA representative on the Nesta ‘prize committee’.

While the Nesta process is under way, we want the existing bank-supported
services such as the BBI to be kept going. We therefore propose to require,
as a transitional measure, that the banks which currently fund the BBI should
continue supporting the survey that provides the material underlying the BBI.
The BBI may have a long-term role as part of the outcome of the Nesta
process, or as part of a solution to our proposal for banks to provide
information on service quality (see paragraphs 32 to 34) discussed earlier, but
we do not want to pre-judge either of these outcomes.

In addition, since the Nesta process will not be completed until at least

18 months after the publication of our final report, we think it is necessary to
include a safeguard remedy that would only take effect in the event that the
Nesta process failed to produce a satisfactory winner or the winner of the
prize proved not to be operationally and/or commercially viable after the
launch. This remedy would require the creation of an industry funded SME
comparison tool.

Our proposals on SME lending are generally limited in scope to loans with a
value of up to £25,000 (though we are considering including a higher value
threshold of £50,000 for the online tool described in paragraph 69), so they do
not directly address the barriers to lending for those SMEs that need larger
loans. Larger loans usually require specific credit assessment, will typically be
negotiated through a relationship manager, and will have individually tailored
terms. Price and quality comparison tools may therefore be of limited
assistance here.
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79.

80.

81.

82.

However, we do expect the market for larger loans to benefit from the
increased engagement of SMEs and the increased competitive pressure on
banks resulting from our overall remedy package. Also, the development of
open APIs, the data-sharing initiatives stemming from the Small Business
Enterprise and Employment Act 2015 (SBEE Act) and industry-led initiatives
should all help those SMEs seeking larger amounts of finance by facilitating
sharing of information about SMEs with potential lenders.

We do not think that there is a case for us to launch further interventions in
this area at this time. It is better to allow time for the market to absorb and
respond to existing and proposed initiatives. We are therefore proposing that
HMT should undertake a review of the efficacy and impact of these
developments two years after the publication of our final report (ie by August
2018).

We have also considered whether further action is needed to require banks to
pass to credit reference agencies further information on SMEs such as
transaction data. Since we published our Remedies Notice, regulations under
the SBEE Act have come into force, requiring providers to share SME data,
through CRAs, with alternative providers. In addition, our foundation measure
to adopt an open API standard would enable SMEs to share their transaction
information with intermediaries. Given this, we did not see a need for a further
intervention in this area.

Even if SMEs consider switching to a different provider, they may be
discouraged from doing so if they think that the process of opening a new
business account is going to be difficult. We therefore propose that BCA
providers should adopt a standard form, setting out a core set of questions
and evidence requirements for opening a BCA. This may be achieved through
an industry working group co-ordinated by the British Bankers’ Association
(BBA) which is currently ongoing. We also propose that the FCA supports and
facilitates the implementation of this remedy through participating in the
proposed industry group as an observer.

Our overall package of proposals for SME banking will be more effective if
more businesses understand the benefits of shopping around for their banking
services. Professional advisers, particularly accountants, have an important
role in helping SMEs make good business decisions, including decisions
about their choice of provider. We therefore propose that BIS should work with
the British Business Bank (BBB) and professional associations such as the
Institute of Chartered Accountants in England and Wales (ICAEW) to explore
ways in which their members can channel advice on choice of banks and
sources of finance to SMEs.
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Other remedy options

83.

84.

85.

In developing our proposed package of remedies we considered many
possible variants of these proposals, including those put to us by interested
parties. Our thinking about these variants is set out in the relevant parts of this
provisional decision.

Near the beginning of this summary (paragraphs 8 to 12), we summarised our
reasons for not including bank divestitures or measures specifically designed
to end FIIC banking in the PCA market as part of our remedy package.

In addition, Which? put forward a proposal for banks to establish Consumer
Challenge Groups (CCGs) aimed at supporting a cultural shift in banking
towards a greater focus on customers. We welcome this contribution and think
that this type of model has a lot to offer in markets with a single provider and
limited scope for competition. It is important to hold monopolists to account
and CCGs are one way of achieving this. However, in our view, the need to
offer customers a better deal in a more competitive environment provides the
strongest incentive for banks to increase their focus on their customers, and
we have focused our remedies on bringing about such an environment. We
therefore do not plan to take this proposal forward.

An effective and proportionate solution

86.

87.

88.

In this document, we have described the remedies that we think are
necessary to tackle the underlying problems affecting competition in the
markets for PCAs and retail banking services for SMEs.

We have put together a set of remedies, which in our judgement will deliver a
comprehensive and effective solution to the problems we have identified.
Although each individual remedy helps personal and business customers
improve their banking experience in some way, they should not be viewed in
isolation but as part of a package. The integrated nature of our proposals also
means that the impact of the overall package would be reduced if not all of the
measures were put in place.

We see the elements of the proposed package working together to address
the underlying problems in the following ways:

(&) Our foundation measures will work together to empower personal and
business customers to make good choices when considering banking
arrangements. Customers will be encouraged to shop around in the first
place and will be prompted to consider switching, putting more pressure
on banks to compete for custom. The prompt development of open data in
banking, through which information can be shared securely, will harness
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90.

the benefits of new technology and open up opportunities for new
business models to shake up what is still a fairly traditional banking
industry. Open data and robust and comparable information about service
quality will make it easier to access and assess information on banking
products and providers.

(b) Our overdraft measures will help personal customers to understand the
offer they are getting and better manage their use of overdrafts, which in
turn should reduce their cost of banking.

(c) Once current account customers decide to act, we expect our switching
remedy package to make switching banks more straightforward and
customers should have more awareness of and confidence in the
process.

(d) By making it easier for SMEs to shop around and open a new BCA, we
expect to reduce the reliance on business owners’ existing PCA bank
when selecting a BCA. Further, our SME remedies will increase
transparency of prices and availability of lending products, and facilitate
comparisons of both current accounts and loans. This will mean that the
majority of businesses do not need to turn directly to their existing bank
for finance (as is the case now), but are more likely to consider other
options. Our remedies combined with recent regulatory changes will also
decrease the information advantages of existing credit providers, which
should allow other lenders to price more competitively. As a consequence
of these interventions, we expect established banks’ incumbency
advantages to be reduced substantially.

We have considered in some detail how best to implement, monitor and
enforce compliance with our remedy package and include our proposed
solutions in this consultation document. We paid particular attention to
ensuring the effectiveness and sustainability of the package we propose to
implement, and have consulted extensively with colleagues in regulators and
government about how we can work together to implement these important
measures.

We also see our remedy package as a proportionate response to the
problems we have found. We have considered a wide range of alternative
options and have avoided taking forward other measures that are less
effective than our proposals, or that would impose unnecessary costs. We
have also sought, where possible, to build on existing industry, government
and regulatory initiatives. This will help avoid unnecessarily creating additional
costs by ‘reinventing the wheel’ and will keep down the overall costs of
implementing our package of remedies.
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92.

93.

94.

We would welcome further evidence from interested parties about the likely
costs of our proposals, particularly in light of the greater level of detail that we
have now provided in this document. We will take such evidence into account
in making our final decisions.

Our view at this stage, however, is that the beneficial effects of the package
are likely to outweigh their costs by a substantial margin. The markets for
PCAs and SME banking services are very important sectors of the economy
in their own right — generating combined revenues of over £14 billion in 2014
— and are of vital importance to the wider economy. Making these markets
work better, by empowering customers and harnessing technological change,
will deliver substantial benefits for small businesses and personal customers.

It is not possible to measure all of the dynamic benefits of future innovation
and increased competition that we expect our remedies to stimulate.
However, it is possible to make broad estimates of some of the direct benefits
of our remedies, which we cautiously estimate would amount to hundreds of
millions of pounds per year. Over a five-year period, these benefits would
accumulate to a sum in the region of £1 billion. This is in comparison to our
current estimate of the costs of implementing our remedies of around £75—
£110 million. These will predominantly be one-off upfront costs. While there is
scope for these estimates to change in the light of further evidence,
particularly regarding the costs of our remedies, there is a clear difference in
the likely magnitude of benefits relative to costs.

We therefore expect that our proposed package of remedies would be both an
effective and a proportionate solution to the competition problems we have
found in PCA and SME banking markets in GB and NI.
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1.2

1.3

1.4

Provisional decision on remedies

Introduction

On 6 November 2014 the CMA board, in exercise of its power under sections
131 and 133 of the Enterprise Act 2002 (EA02) made a reference for a market
investigation into the supply of retail banking services to PCA customers and
to SMEs in the UK.

The terms of reference for the investigation cover examination of competition
issues in the supply of PCAs including overdrafts, and in the supply of a wide
range of banking services to SMEs but excluding insurance, merchant
acquiring, hedging and foreign exchange.

We published a summary of our provisional findings on 22 October 2015
which was followed by publication of a non-confidential version of the full
report on 28 October 2015.

We provisionally found that there are a number of features in the relevant
markets, which alone or in combination, prevent, restrict or distort competition
in the supply of PCAs and certain retail banking services to the SMEs in GB
and NI, and which thereby give rise to adverse effects on competition (AECs)
within the meaning of section 134(2) of EA02. These features are set out in
Section 12 of our provisional findings and can be summarised as follows:

(&) There are barriers to searching for (accessing and assessing information
on charges and service quality) and switching to alternative providers of
PCAs. PCA charging structures are complex, particularly on overdrafts,
and there is limited comparable information on service quality. Comparing
providers is a difficult task and there are few effective tools available to
help customers choose the best account. Confidence in a switching
service is low, and there are additional barriers to switching for customers
with overdrafts. A lack of triggers for customers to engage in the market,
combined with the above barriers, means that overall customer
engagement remains low.

(b) Similarly, there are barriers to searching for and switching to alternative
providers for BCA customers linked to complex charging structures,
limited comparable information on service quality and lack of effective
comparison tools. This is coupled with linkages between PCAs and BCAs
where many SMEs open their first BCA with their existing PCA provider,
often without searching for alternative providers. Awareness of CASS
among SMEs is low and they perceive the process of switching as time-
consuming, difficult and potentially risky. As with PCAs, there are limited
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triggers for SMEs to consider their banking arrangements which
contributes to their low engagement in the market.

(c) Inthe context of the provision of SME lending, the features we
provisionally identified comprise strong linkages between BCAs and SME
lending products, with the large majority of SMEs going to their BCA
provider for finance, barriers to comparing lending products because of a
lack of effective comparisons tools and the nature of demand for SME
lending products. There are also information asymmetries between an
SME’s BCA provider and other providers of lending products.

(d) Incumbency advantages: customer acquisition costs are high and as a
result longer-established banks have advantages over new entrants and
smaller banks wishing to expand.

1.5 The combination of these features means that there is weak customer
response to differences in prices or service quality and established banks
have incumbency advantages. As a result, the incentives on banks to
compete on prices, service quality and/or innovation are reduced.

1.6  We have concluded that the AECs that we had provisionally identified were
likely to result in detriment to PCA customers and to SMEs.® We were not able
to quantify such detriment with precision, partly due to the practical difficulties
associated with assessing the profitability of PCA and SME banking, and
more importantly because the dynamic benefits from increased competition
are by nature difficult to quantify. However, removing or reducing the barriers
to searching and switching may be expected to lead to greater customer
responsiveness to the changes in terms on which retail banking services are
offered. In this case, we would expect banks to have substantially stronger
incentives to compete on prices, quality and/or innovation.

1.7  For PCA customers, we provisionally found that certain customer groups may
be particularly affected by the AECs we provisionally identified:

(a) Overdraft users, due to the lower competitive pressure on overdraft
charges; and

(b) Customers who are not engaged and find it difficult to search and/or
switch PCAs. These customers tend to be the less financially
sophisticated and/or less confident in using the internet.

3 For the purposes of section 134(4) of EA02.
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1.8 Atthe time of our provisional findings we also undertook analysis to estimate
the direct harm to PCA customers arising from the lack of switching. This
analysis has subsequently been updated, the findings of which are described
below and in more detail in Section 9.

1.9  Our updated analysis finds that, in GB, PCA customers could make financial
gains of about £116 per year on average if they were to switch — with larger
gains for overdraft users of £153 per year on average. In NI, our updated
analysis finds that PCA customers could make financial gains of about £85
per year on average if they were to switch — with larger gains for overdraft
users of £115 per year on average. As we noted in our provisional findings,
this is a static analysis of customer harm from lack of switching, which does
not take into account changes in the incentives for banks to compete if there
were more switching, nor does it take into account other aspects of banks’
offering (such as service levels).*

1.10 For BCA customers, we provisionally found that in particular, small and small-
to medium-sized enterprises that no longer benefit from a free banking period
are most likely to be adversely affected by the reduced competitive
constraints on banks.

1.11 For BCAs, our calculations suggested that SMEs could save approximately
£70 per year on their BCA if they were to switch to a cheaper provider. Due to
the assumptions in the BCA pricing analysis, this is likely to be a conservative
estimate — for instance it does not take into account any additional savings
that an SME would receive from introductory free banking periods when it
switched to a new bank. It also does not reflect the savings from SMEs
searching and obtaining finance from other providers.

1.12 In the context of SME lending, we provisionally found that smaller SMEs, in
particular those that are less able to negotiate better prices and terms, are
most likely to be adversely affected by the reduced competitive constraints on
banks in SME lending. We were unable to carry out a similar analysis as for
BCAs for SME loans, in part due to the often bespoke approach to and the
absence of transparency about the pricing of these products.

1.13 If the CMA finds that there is an AEC, we are required under section 134(4) of
EAO2 to decide whether action should be taken by the CMA or a
recommendation should be made to others to take action for the purpose of
remedying, mitigating or preventing the AEC or any detrimental effect on
customers. In the event that the CMA makes a recommendation, it will be for

4 Our ‘Update on PCA Pricing Analysis’ working paper will be published shortly.
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the relevant body to whom the recommendation is addressed to decide
whether to act on the recommendation (subject to the application of sections
140A to 140H of the Financial Services and Markets Act 2000 (FSMA) to the
FCA where it applies) and the CMA will consult with that relevant body prior to
making a recommendation.®

1.14 On 22 October 2015, we therefore published a Remedies Notice setting out
and inviting comments on the possible actions which we considered might be
taken by the CMA, or recommended for action by others, for the purpose of
remedying, mitigating or preventing the AEC or any detrimental effect on
customers.

1.15 We received 63 responses to our Remedies Notice, held six multi-party
roundtables and nine individual hearings in November and December 2015 as
part of our post-provisional findings consultation process. Non-confidential
versions of these responses, transcripts of roundtables and summaries of
individual hearings can be found on the investigation case page.

1.16 We commissioned Optimisa Research to conduct qualitative research to
inform the development of some of the proposed remedies aimed at
increasing engagement in the retail banking market. To guide the develop-
ment of the measures aimed at improving the account opening and switching
process, we also appointed BDRC Continental and GfK NOP to conduct
quantitative research (Omnibus survey) for SMEs and PCA customers,
respectively. A copy of the Optimisa Research report and the results of the
Omnibus surveys are published on the investigation case page.

1.17 In December 2015, further to consideration of the responses received to our
Remedies Notice, we published an invitation to comment on additional
remedy suggestions. On 7 March 2016, we published a Supplemental
Remedies Notice, focusing on additional measures to address the AEC and/or
resulting customer detriment experienced by PCA overdraft users. On the
same day, we also published a working paper on our suggested approach to
the remedy relating to the establishment of a PCW for SMEs in the context of
the Nesta challenge prize. Non-confidential responses to our invitation to
comment, the Supplemental Remedies Notice and the working paper are
published on the investigation case page.

5 Guidelines for market investigations: Their role, procedures, assessment and remedies (CC3) (the Guidelines),
Part 4, paragraph 380.
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Structure of our provisional decision on remedies

1.18

1.19

1.20

This document, together with its supporting appendices, constitutes our
provisional decision on the package of remedies required to remedy the AECs
and/or the resulting customer detriment we have provisionally found, and
serves as a basis for further consultation with interested parties. Our
provisional decision has been reached based on our consideration of all the
evidence we have received to date through the course of the investigation.

Our provisional decision document is structured as follows:
(a) In Section 2 we set out the framework for our consideration of remedies.

(b) In Section 3 we describe our proposed foundation remedies covering the
introduction of an open API banking standard to share data, publication of
service quality data and the introduction of prompts for customers to
consider their banking arrangements.

(c) In Section 4 we set out our proposed measures to improve the awareness
of, confidence in and the process of switching current account.

(d) In Section 5 we provide details of further measures to increase awareness
of and engagement with the overdraft usage and charges, and to reduce
the detriment arising from overdraft usage.

(e) In Section 6 we outline additional measures for SMEs aimed to increase
the transparency of prices of and eligibility for SME lending, enhance the
ability of SMEs to compare banking products and improve BCA opening
procedures.

(N In Section 7 we discuss those remedies that we are not proposing to take
forward.

(g) In Sections 8 and 9 we evaluate the effectiveness and proportionality of
the proposed package of remedies including a consideration of any
relevant customer benefits flowing from the features giving rise to the
AECs and that would be lost as a result of introducing our proposed
remedies.

(h) Finally, in Section 10, we set out our provisional decision on remedies.

We have not, at this stage, made a final decision regarding the existence or
form of any AEC and/or its resulting customer detriment. Therefore, our final
decisions on any AEC, and appropriate remedies, will take into account the
responses we have received to our provisional findings and Remedies Notice
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1.21

1.22

1.23

and Supplemental Remedies Notice, and the responses we receive to our
provisional decision on remedies.

The CMA invites views, in writing, on this provisional decision on remedies by
5pm on Tuesday 7 June 2016. We would welcome views on any aspect of
the design, effectiveness or proportionality of our proposed package of
remedies. We would particularly value further submissions about the likely
costs of our proposed remedies, in the light of the more detailed specification
of the measures set out in this document.

Our timetable for concluding this investigation is set out on the investigation
case page and we are required to publish our final report by 12 August 2016.

Concurrently to this market investigation we have reviewed the 2002 SME
banking undertakings and 2008 Northern Ireland PCA banking Order. Our
provisional decisions on change of circumstances in relation to these reviews
were also published today alongside our provisional decision on remedies.
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2.1

2.2

2.3

2.4

2.5

Framework for consideration of remedies

Having identified in our provisional findings a number of features of the PCA
and SME banking markets that give rise to AECs, the CMA is required under
EA02°¢ to decide whether action should be taken by it, or whether it should
recommend the taking of action by others, for the purpose of remedying,
mitigating or preventing the AEC, or any detrimental effect on customers so
far as it has resulted from, or may be expected to result from the AEC.

A detrimental effect on customers includes such an effect on future customers
and is defined as one taking the form of:’

(a) higher prices, lower quality, or less choice of goods or services in any
market in the UK (whether or not the market(s) to which the feature or
features concerned relate); or

(b) less innovation in relation to such goods and services.

If the CMA decides that action should be taken, it must then decide what
action should be taken and what is to be remedied, mitigated or prevented.2 In
deciding these questions, EA02 requires the CMA in particular to ‘have regard
to the need to achieve as comprehensive a solution as is reasonable and
practicable to the AEC and any detrimental effects on customers so far as
resulting from the adverse effect on competition’.° To satisfy this requirement,
the CMA considers how comprehensively potential remedies (or packages of
remedies) address the AEC and/or resulting detrimental effects on customers,
as well as whether the potential remedies are effective and proportionate.®

The CMA generally prefers to address the causes of the AEC directly,
however, where this is not possible, or as an interim solution, the CMA may
introduce measures to mitigate the harm to customers created by the AEC.!
In practice, the CMA may decide to take several discrete actions itself and/or
make several discrete recommendations. This combination of measures is
referred to as a package of remedies.

In deciding what remedy or remedies to take forward, the CMA will first look
for a remedy that would be effective in achieving its aims. The CMA has made
several general observations in its guidance about factors relevant to its

6 EA02, section 134(4).
7 EAO02, section 134(5).
8 EAO2, section 134(4).
9 EA02, section 134(6).
10 The Guidelines, Part 4, paragraph 329.
11 The Guidelines, Part 4 paragraph 333.
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2.6

2.7

consideration of effectiveness.?First, a remedy should be capable of effective
implementation, monitoring and enforcement. The effectiveness of any
remedy may be reduced if elaborate monitoring and compliance programmes
are required. Second, the CMA will take into account the time period over
which a remedy is likely to have effect, including how quickly the remedy will
take effect and the expected duration of the AEC that the remedy is designed
to address. A third consideration is the way in which remedies will interact
with each other and with any other existing or expected regulation of the
relevant market.

In considering the reasonableness of different remedy options, the CMA will
have regard to their proportionality. In making an assessment of proportion-
ality, the CMA is guided by the following principles. A proportionate remedy is
one that:*3

(a) is effective in achieving its legitimate aim;
(b) is no more onerous than needed to achieve its aim;

(c) isthe least onerous if there is a choice between several effective
measures; and

(d) does not produce disadvantages which are disproportionate to the aim.

In reaching a judgement about whether to implement a particular remedy, the
CMA will consider its potential effects on those persons most likely to be
affected by it, generally customers and the businesses subject to the
remedies. The CMA will seek to quantify the costs and benefits associated
with a remedy where it is reasonably practical to do so, taking into account
any relevant customer benefits (RCBs) arising from the adverse feature or
features of the market concerned. RCBs are limited to benefits to relevant
customers that take the form of:

(a) lower prices, higher quality or greater choice of goods or services in any
market in the UK (whether or not the market(s) to which the feature(s)
concerned relate); or

(b) greater innovation in relation to such goods or services.*

12 The Guidelines, Part 4, paragraphs 334-341.
13 The Guidelines, Part 4, paragraph 344.
14 Section 134(8)(a) of the EAQ2.
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3.

Foundation remedies to make the PCA and SME banking markets work
better for customers

Overview

3.1

3.2

3.3

Three sets of cross-cutting measures comprise the foundations of our remedy
package, each of which addresses important underlying causes of the AECs
we have provisionally found in both PCA and SME banking markets.

The objectives of these remedies are to:

(a) ensure that customers can make reliable comparisons between
prospective providers by accessing details of their products’ prices and
features and sharing securely with them and third parties, such as price
comparison websites (PCWSs) and finance platforms,*® their transaction
history via open standard application program interface (APIs) (see
paragraphs 3.13 to 3.102);

(b) ensure that customers can compare the service quality of prospective
providers by requiring them to make available customer recommendation
and operational performance metrics in respect of PCA and SME banking
services, including to finance platforms and comparison websites (see
paragraphs 3.103 to 3.199); and

(c) promote customer engagement by prompting account holders to consider
their existing banking arrangements and to take appropriate action, such
as searching, comparing or switching providers or products. Such
prompts may be issued periodically, at key milestones in a customer’s
banking relationship and on the occurrence of specific events. To
maximise the impact of these prompts, we are recommending further
testing by the FCA, prior to implementation (see paragraphs 3.200 to
3.357).

These three foundation measures serve as enablers of our other proposed
remedies and of market-based solutions to the problems we have
provisionally identified. While complementary to each other and to the other
remedies, they also have a number of common characteristics that underpin
their importance to the overall remedy package:

(a) First, all three remedies make use of technology developments which
could improve the reliability, and substantially reduce the costs to
customers, of searching for and comparing providers and make it easier

15 As defined in the Small and Medium Sized Business (Finance Platforms) Regulations 2015.

29


http://www.legislation.gov.uk/uksi/2015/1946/pdfs/uksi_20151946_en.pdf

and cheaper for providers to issue targeted, timely communications to
customers.

(b) Second, all three remedies aim to facilitate the development of an
effective intermediary sector, including PCWs, finance platforms and other
financial technology (FinTech) services, to help customers find the best
provider for them. Intermediaries whose business models are built around
helping customers find and move to better value alternatives will have
clear incentives to develop new products and services that make use of
the opportunities provided by these measures.

(c) Third, all three remedies allow scope for ‘fine tuning’ of the presentation of
relevant information, either by intermediaries, or through ‘road testing’
prompts or other material that banks are required to provide to customers
(eg through RCTSs).

(d) Fourth, the focus of all three remedies is on empowering SMEs and PCA
customers to make use of the information available to them under these
remedies and to take greater control of their banking arrangements. The
actions that customers take as a consequence may involve switching
provider, or alternatively achieving a better deal from their existing bank
(eg through ‘internal switching or by avoiding unnecessary charges).

How these remedies address the AECs and/or the resulting customer detriment

3.4

3.5

The three measures described in this section directly address many aspects
of the AECs and the resulting customer detriment set out in Section 12 of our
provisional findings. They are also likely to enhance the impact of other
remedies in our proposed remedy package. In the following paragraphs we
discuss the contribution made by each remedy.

An open API standard, open data and data sharing

Our proposed remedy to mandate the timely development of open API
standards, the provision of product and service information as open data and
the sharing of customer transaction data, has the potential to significantly
increase rivalry in PCA and SME banking markets in both GB and NI by
addressing a number of the barriers to accessing and assessing product and
provider information that we provisionally identified. The remedy would:
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(a) require providers to make information on PCA and SME banking prod-
ucts, including prices, terms and customer eligibility criteria,® available as
open data to customers and to third parties such as finance platforms and
PCWs. This will address barriers to accessing information for PCA and
BCA customers;!’

(b) enable SME and PCA customers to compare the likely cost of, and in the
case of SME loans their eligibility for, rivals’ products, by authorising their
existing account provider to share with third parties in a secure environ-
ment, subject to the customer’s informed consent and using open
standard APIs, their transaction histories. This will address barriers to
assessing the costs and suitability of different providers’ PCAs and BCAs
and, in the case of SME loans, the information asymmetries and
incumbency advantages of BCA providers that we provisionally found;*®
and

(c) facilitate the growth of a dynamic intermediary sector with the ability and
incentive to help customers obtain better terms from their current
providers or switch to new products or providers which offer better value.

3.6 This remedy would not just reduce or remove the friction encountered on the
existing ‘customer journey’ of searching for, selecting and potentially switching
traditional providers, but could change the journey itself by facilitating the
emergence on a large scale of new service providers with different business
models offering innovative solutions to consumers and SMEs.

3.7 These could include:

(a) the unbundling of products that are typically sold together by providers at
present, such as overdrafts and current accounts;

(b) eroding or removing the incumbency advantages enjoyed by BCA
providers because of their access to their customers’ transaction histories
when considering loan applications from SMEs; or

(c) overcoming the obstacles to switching arising from low levels of customer
engagement by, for example, automatically transferring cash balances

16 We also propose to require providers to provide service quality indictors as open data and set out the benefits
of doing so below (paragraph 3.76), where we set out our remedy intended to facilitate comparisons between
providers’ service quality.

17 Summary of provisional findings, paragraph 51(d).

18 Summary of provisional findings, paragraph 101.
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3.8

3.9

3.10

3.11

from accounts paying low or no interest to higher interest earning ones or
paying money into accounts that are about to go into overdratft.

Third party services already exist, for example, which monitor transactions
and balances in current accounts, forecast the account holder’s cash flows
and provide a line of credit (or a link to alternative lenders) whereby money is
automatically paid into the account if it is necessary to do so to avoid overdraft
charges and withdrawn subsequently when the account is back in credit.*®

However, to use these and similar services it is generally?® necessary for
users to disclose to the service provider their internet banking log-in
credentials which may affect, or be perceived to affect, the guarantees against
fraud that banks provide.?* We explain below (paragraph 3.36) why we
believe such services will gain greater market acceptance if our remedy,
which removes the need to disclose these details to a third party, is adopted.

Service quality indicators

Service quality is important to SMEs and PCA customers. Measures to
require providers to make available reliable, rigorous and comparable
performance indicators will help overcome the barriers faced by SMEs and
PCA customers in evaluating the quality of service offered by providers. We
would expect the impact of these indicators both to encourage and be
amplified by the development of a dynamic intermediary sector, which would
find new and innovative ways of distributing and presenting this information
and combining it with other material of interest to customers.

Prompts

Our proposed remedy to prompt BCA and PCA customers, both periodically
and following the occurrence of specific events, to review their existing
banking arrangements is intended to increase customer engagement and
encourage customers to obtain better value for money. The range of prompts
we are proposing to test may be expected to encourage customers to
compare alternative products and/or providers, and to consider switching if
there is a more suitable product and/or provider that better meets their needs.
As such, they are highly complementary to the other foundation measures

19 See SafetyNet Credit’s website. See also the Pariti and Money Dashboard websites. Accounting software
providers such as Sage and Xero can also provide cloud-based services for SMEs with links to their bank
accounts.

20 Some banks themselves, for example Santander, offer sweep services which do not require the sharing of log-
in details with third parties.

21 See, for example, this explanation by NatWest to a customer of the bank’s terms and conditions in respect of
services such as OnTrees.
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which facilitate the development of effective comparison tools and the
provision of comparable information.

3.12 In the remainder of this section, we set out our provisional decisions on the
design and implementation of each of these three remedies.

Measures to develop and require the adoption of open API standards and data
sharing

Summary of the measures we are proposing to take forward

3.13 Figure 3.1 below sets out our proposed remedy.

Figure 3.1: Summary of proposed measures to develop and require the use of open API
standards

We have provisionally decided to:

e Make an Order requiring that RBSG, LBG, Barclays, HSBCG, Nationwide,
Santander, Danske, Bol and AIBG adopt and maintain common API standards
through which they will share data with other providers and third parties. To this
end, the CMA will require these banks to:

(a) propose to the CMA for its approval the composition, governance
arrangements, funding and budget of an entity (the Implementation Entity)
for the purposes of implementing and maintaining open banking standards to
a project plan and timetable approved by the CMA;

(b) propose to the CMA for its approval a suitably qualified, independent person
(the Implementation Trustee), whose services will be paid for by providers
and with a mandate, approved by the CMA, to act as chair of the
Implementation Entity;

(c) use their best endeavours to achieve the objectives of the project plan and
the timetable agreed with the CMA; and

(d) agree to be bound by the decisions of the Implementation Trustee.

¢ Require the banks listed above to release and make available through an open
API, by the end of Q1 2017, and thereafter maintain as open data, the following
reference and product information:

(a) the prices, charges, terms and conditions together with customer eligibility
criteria, in the case of loans, for all PCA and BCA products (including
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overdrafts) and all SME lending products within our terms of reference
(including unsecured loans and overdrafts); and

(b) the reference data (for example branch and ATM location, branch opening
hours).

e Require the banks listed above to make available as open data and through an
open API, service quality indicators (for example customer recommendation
scores) specified by the CMA in its remedy on service quality and at the time
required by this remedy.

e Require the banks listed above to:

(a) release and make accessible through an open API their ‘Midata’ data sets (ie
redacted PCA data sets) no later than Q1 2017; and

(b) adopt and maintain open standards for APIs with full read and write
functionality on PCA and BCA transaction data sets within a timetable
agreed with the CMA to be no later than the transposition deadline of the
second Payment Services Directive (PSD2).

Background to the development of this remedy

3.14 In developing our remedy proposals in this area, we have sought to build on
the work of a number of government and industry initiatives that were either
already underway when we began our investigation or which were launched
during it. These include the improvements made to the Business Banking
Insight (BBI) website, which offers service quality comparisons between SME
banking services providers and the possibility of a Nesta challenge prize on
SME banking services,?? both of which we discuss later (see Section 6).

3.15 We also took into account the experience gained from the Midata project,
including from our own qualitative research,?® and the proposals contained in
the report of the OBWG?* on open API standards, both of which we now
describe.

22 See a description of the challenge on the Nesta website.
23 Optimisa Research report, section 4.
24 The Open Banking Standard, 8 February 2016.
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Midata

3.16 In our provisional findings we explained the background and purpose of
HMT’s Midata project, which launched on the Gocompare PCW in March
2015.2° Midata aimed to facilitate price comparisons between PCAs using
customers’ own transaction history.?® We said that although this was a
positive development, in its current implementation it has some important
limitations.?’

3.17 For example, customers trying to compare prices of PCAs using Midata have
to first locate their account history files on their bank’s website, then download
a .csv file containing their last 12 months’ transaction information and finally
upload it to the PCW.

3.18 Several parties including Which?22 and the major banks?® told us that this
process had shortcomings. These included the relatively poor user experience
arising from the cumbersome process of uploading and downloading the files
described above, the fact that it cannot be used on iPhones, iPads or other
mobile devices running the iOS operating system, that some transaction
history is redacted,®! and that its scope is limited to PCAs and therefore is not
relevant to SMEs.

3.19 The number of Midata downloads to date is low not just in absolute terms but
also compared with the number of visitors to the relevant webpages.3? This
also suggests that the current implementation of Midata is difficult to use.33

3.20 In our Remedies Notice we proposed a measure, intended to build on the
Midata initiative, which would make it easier for customers to compare current
account prices. It had two elements:

a) the adoption roviders or open standards; an
(a) the adoption by providers of open API3 standards; and

25 See Which?, 18 March 2015.

26 See provisional findings, paragraphs 7.94—7.96 and Appendix 3.1, paragraphs 203-205. Subsequently, HMT
launched a collaborative project with banks and FinTech organisations to design a framework for the develop-
ment of an open API standard for PCA and BCA customers. For an explanation of the background to this
initiative see the relevant HMT webpages.

27 Summary of provisional findings, paragraph 51 (d) and provisional findings, paragraph 7.96.

28 See the Which? assessment of Midata.

29 See for, example, LBG response to the Updated Issues Statement, paragraph 3.5(a).

30 Around 40% of smartphones in the UK currently run the on the iOS platform. See Kantar research.

31 Data identifying payees may be redacted for reasons of privacy, for example, and this may result in the value
of cashback offers in respect of certain transactions being omitted.

32 []

33 This was confirmed by our qualitative research. Out of five participants asked to use the current Midata
service, only one has successfully done so. The inability to follow the steps required along with data security
concerns were the main reasons for others not completing the task. Optimisa Research report, p86.

34 We explain what APIs do in paragraphs 3.31 to 3.33.
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3.21

3.22

3.23

3.24

(b) the provision of BCA as well as PCA transaction data via open APIs.

Open API standards

In August 2015, HMT launched a joint industry and government initiative, the
Open Banking Working Group (OBWG). Its terms of reference were to:

(a) deliver a framework for the design of an open API standard in UK banking
focusing on personal and business current accounts;

(b) evaluate how increased levels of open data in banking can benefit
consumers, businesses and society; and

(c) publish recommendations in a paper by the end of 2015 outlining how an
open API standard can be designed, delivered and administered,
alongside a timetable and implementation roadmap for achieving this.®®

It was hoped by government that delivering an open API standard in the UK
would help to drive more competition and innovation in financial services for
the benefit of customers and help to develop the UK’s FinTech sector.36
Additionally, it was felt that agreeing and adopting open API standards in
advance of the EU’s plans, under the second Payment Services Directive
(PSD2),% to require banks to provide access to consumer data, could be
advantageous to the UK. The benefits from the open API project were thus
envisaged as extending beyond simply facilitating choice between current
accounts.

The OBWG report proposed that within 12 months of its publication a
‘minimum viable product’ would be delivered including a tightly scoped Open
Banking API enabling read-only access to lower risk elements of the Open
Banking Framework. This ‘reference data’ would be publicly available
information, for example the location of all ATMs, and, where it was in the
public domain, the prices and terms of banks’ SME loan products.

By the end of 2017 read-only access by third parties to Midata (ie redacted
PCA) data sets would be enabled.®® By the end of 2018 it was proposed that
this would be extended to BCA data sets and by the end of 2019 the
remaining elements of the project would be delivered, including those

35 OBWG terms of reference.

36 etter to the co-chairs of the OBWG from Treasury Minister Harriet Baldwin, August 2015.

37 Provisional findings, paragraphs 3.87 to 3.89 and Appendix 3.1, paragraphs 269 to 278.

38 OBWG Report, p2.

39 As noted earlier, these data sets would only comprise data relating to PCA customers of the participating
providers and would be redacted.
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generally regarded as higher risk, such as those facilitating third party write
access, thus enabling, for example, payment initiation services.

We reproduce below a chart from the OBWG's report setting out its indicative
release schedule.

Figure 3.2: The OBWG indicative release schedule

Scope of Open
Banking Standard

Release 1:
MVP: i.e. Open “available" data

* Open “available” data - e.qg.

branch data (location, hours,
address etc.), ATM data,
contact details etc.

Release 2:
+ Midata

= Open “available" data

Midata data-sets (e.g.
running balances,
debit/credits, merchant
fields)

» NB Alldata-sets available on

a read-only basis

Release 3:
+ Customer transaction data

= Open "available" data

Midata data-sets

= Customer transaction data -

e.g. Balance information,
account details ete.

= NB Alldata-sets available on

a read-only basis

Phase 4:
+Write access

= Open "available" data

Midata data-sets

= Customer transaction data -

e.g. Balance information,
account details etc.

* NE Data-sets availableon a

read and/or write basis as
appropriate

Milestones and supporting activities

= Launch of the Standards

Governing Body; delivery of
simplified reference data
model and Open AP
specification supporting
initial data scope

= Announcement of first-

adopter banks to release data
via the Open Banking API|

= Launch of Independent

Authority

= Completed RFFP, vendor

selection and onboarding for
sandbox and developer hub
build

* Impact assessment of Midata

transfer on existing
infrastructure

Establishment of required
interaction mechanisms
between Midata
infrastructure and Open
Banking entities

= Completion of Midata

"migration” onto the Open
Banking API

» Consumer awareness

campaign to announce roll-
out

Source: The Open Banking Standard, Figure 9.2.

= Significant progression

towards target operating
models for Standards
Governing Bedy and
Independent Authority (ex.
Write access)

= Expansion of Standards to

cover customer transaction
data

= Review of key legislation to

inform implementation
compliance

= Preparation planning and

community engagement for
"go-live" on transaction data

* Engagement with EBA prior

to write-accessroll-out

= Progression towards full

target operating models for
Standards Governing Body
and Independent Authority

= Assessment of greater

attribute porting potential
within and between industries

= Evaluation of further

integration with cross-
industry data sharing
initiatives

3.26 The report envisaged that these technical developments would be
accompanied by the adoption of appropriate governance arrangements to
minimise the risk of breaches of confidentiality and fraud and to ensure that
suitable redress was available to customers in the event that problems

3.27

occurred.

In developing our remedy package we have given careful thought to the

scope of these proposals, the timetable envisaged for their implementation,
their central importance to our remedial measures and our guidance on the
timeliness of remedial action.*®

How this remedy addresses the AECs and/or the resulting customer detriment

3.28 The remedy is designed to facilitate simple, quick and reliable comparisons
between providers and enable the entry and expansion of new services to
help customers move their money around, thereby addressing barriers to

40 The Guidelines, Part 4, paragraph 337.
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3.29

3.30

3.31

3.32

accessing and assessing information on PCAs and BCAs in GB and NI and
barriers to comparing lending products in GB and NI, by requiring the leading
providers to:

(a) adopt open API standards (for both transaction and open data); and

(b) make available through APIs SME banking product and reference data
and, subject to appropriate privacy and security arrangements, BCA and
PCA transaction data.

We explain below how each element of the remedy will address the AECs.

e Open API standards

An open API standard will make it simpler and safer for SMEs and PCA
customers to make reliable price comparisons between providers and
products. It will enable PCWs and other FinTech companies, with the
customer’s permission, to view their transaction history for a specified
purpose using industry standard technology. This represents a significant
improvement over the current Midata service in terms of user experience (see
paragraphs 3.16 to 3.19),%! is likely to be more acceptable to customers than
solutions employing ‘screen-scraping’? and has important advantages over a
situation where each individual provider adopts a proprietary standard for its
APIs. 43

o APIs

APIls are sets of instructions that allow one piece of software to connect with
another. Outside of banking, APIs are used to provide a variety of functions.
Companies like Uber, for example, use APIs to connect their drivers with
customers in real time.

APIls may be used to share both ‘open data’,** for example reference data
such as the location of bank branches and, if providers disclosed it, other
information. The latter could include a bank’s credit scorecards or service

41 Findings of our qualitative research suggest that an improved version of Midata where transaction data is
accessed directly by a comparison site would be preferable to the current service as there are fewer steps in the
process and therefore less effort is required on the part of consumers. Optimisa Research report, p88.

42 Screen-scraping entails a third party being provided by the customer with their online banking log-in details
then using them to access their account data on their behalf.

43 The benefits of open standards for banking APIs are set out in Section 7 of the OBWG report. Although
FinTech companies could cope with a variety of API standards in the same way that app developers adapt their
products for different mobile platforms the adoption of common, industry standards is likely to be cheaper and
more efficient.

44 See the definition of open data on the Open Data Institute website.
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3.34

3.35

3.36

3.37

quality indicators such as survey data indicating the willingness of customers
to recommend their bank to other people.

In addition, and with the customer’s informed consent, ‘closed data’, for
example their transaction history, could also be shared.

These examples illustrate the potentially wide impact of this remedy, including
its relevance to our proposals to enable customers to make effective
comparisons of service quality (see paragraphs 3.103 to 3.199), to our
additional remedies addressing SME banking services*® and to our measures
aimed at simplification and standardisation of BCA opening procedures.4®

The use of API technology would remove the need for customers to download
and then upload their transaction data as they currently have to when using
Midata. Instead, it would enable their bank’s systems to communicate directly
with those of the PCWs, or whichever entity the customer had consented to
share their data with, and permit only information specified by the customer to
be shared: API technology allows the information shared with third parties to
be very precisely defined in terms of what may be shared, with whom, over
what period and for what purposes.

API technology is also likely to represent a more attractive customer
proposition than the process of accessing customer data through ‘screen-
scraping’ used by most FinTech companies already operating in the UK and
offering the types of service set out in paragraph 3.8. These include, for
example, services allowing a customer to view all their payment and savings
accounts through one portal, forecasting an account holder’s cash flow and
moving funds to their account to avoid overdraft charges, ‘sweep’ services
which move surplus cash out of low/no interest accounts to those where a
better return can be had or using an SME’s transaction history to assess the
affordability of a loan.

It is important to note that API technology does not require the customer to
share their online banking log-in credentials with a third party. Data is made
available to the third party by the bank upon authorisation by the customer,
not by the third party accessing the customer’s account using their
credentials. Because of this, the customer does not risk losing the fraud

45 Information on the terms, conditions and eligibility criteria that providers applied to lending products would also
be relevant to our proposals regarding the creation of a comparison website for SME banking services. See
Section 6.

46 See Section 6.
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protection guaranteed by their provider, which could be invalidated if they had
provided these details to a third party.4’

o Open APIs

3.38 An open APl is a means of accessing information based on an ‘open
standard’, which is one that can be accessed or used by anyone.*® An open
API standard would entail UK banks developing a single and common API,
which is publicly available and can be used by any FinTech company or app
developer, to design products or apps which would work for all UK banks.

3.39 The creation of an open API standard would permit all banks and
intermediaries to operate using the same technology. This is likely to stimulate
product innovation since it would create a larger ‘ecosystem’ for FinTech
companies and developers to work within, as a single application could then
connect with, and be used by, customers from any bank.*°

3.40 We reproduce below a diagram setting out how an open API standard would
help customers compare PCAs and other banking services.

Figure 3.3: An open API standard

APls: the process for the customer

3. Data shared through a
bank’s secure and

common AP A
Bank A
©
—
©
2
Comparison app
ol B
+
wn
o
Bank B <
= 4. Data used by
8 third party for a C
variety of functions
O and benefits.
55 i i 1. Customer visits a
2. Comparison site connects comparison site or other
Bank C customer to his or her bank third party
Customer verifies identity to bank
and authorises data to be

shared.
Customer

Open standard APl means one app can work with many banks

Source: HMT Call for evidence on data sharing and open data in banking.

47 See Open Data and Data Sharing for Banks, paragraph 4.1.1.

48 See the definition of an open API standard on the Open Data Institute website. The Open Banking Standard
would encompass both data and API standards.

49 See HMT (March 2015), Call for evidence on data sharing and open data in banking.
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3.41 HSBCG submitted a paper which considered, among other matters, the
benefits of adopting closed APIs as an interim measure.® This argued that in
the short term, a closed framework of API-facilitated data transfer between
banks and trusted third parties offers a more immediate solution to data
protection concerns, removing the need for an interim Midata solution.

3.42 We considered this argument but thought that the data protection risks
associated with Open Banking and API technology, while extremely important,
have been satisfactorily considered by the OBWG. The OBWG drew on a
wide range of industry expertise and its report envisaged further consultations
as the initiative progressed, including with the Information Commissioner’s
Office (ICO).

3.43 In addition, while agreement of an open standard within the industry might
take longer, the benefits to competition of a common standard are substantial
and more likely to give rise to new and innovative services to PCA holders
and SMEs than the adoption of closed APIs whereby individual providers
would adopt their own, proprietary, solutions.

3.44 In our judgement, drawing on the research that has been carried out by
ourselves and others, the adoption of an open API standard and the sharing
of open and transaction data using APIs will make an important contribution
towards reducing barriers faced by customers in accessing and assessing
PCA and SME banking charges. It will help customers to make accurate,
personalised assessments of how much banking services are likely to cost
them and how much they could gain from switching and, to the extent that
their transaction history helps their new bank assess their creditworthiness
may make switching easier for customers requiring overdraft facilities. In this
respect the sharing of PCA transaction data may perform the function of the
‘Credit Passport’ proposed by TSB.>! It will stimulate the development of
applications which can further help customers search and switch and will
reinforce the packages of additional remedies that we are proposing in
relation to overdrafts and SME banking services.>?

e The provision of SME as well as PCA transaction data via open APIs

3.45 As we noted in paragraph 3.18, the Midata service does not have access to
BCA data sets. Nor does it contain data in respect of charges for or terms of

50 Alix Partners (January 2016), HSBCG supplemental paper on PCWs, paragraph 4.7.

51 TSB response to our provisional findings, paragraph 31 ff.

52 We explain below (paragraph 3.76) how APIs and open data can also facilitate quality comparisons between
providers.
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3.47

other SME banking products, for example loans. Consequently, Midata is of
no benefit to SMEs looking for a better deal for their banking services.

This element of the remedy would require banks to make available to PCWs,
finance platforms and other third parties transactional data for BCAs, via an
open API. It would also require an SME’s BCA provider to supply to a bank to
which an SME was applying to open a new current account the standard data
set out in our remedy to make BCA opening easier. Finally, it would require
providers to make available and maintain as open data product information,
for example the terms, charges and eligibility criteria for SME banking
products and service quality information, for example customer
recommendation scores or specific performance metrics.

We therefore think that this element of the remedy has an important role to
play in addressing barriers to searching for and assessing information on
SME banking services. It would also help address some of the information
asymmetries and incumbency advantages of BCA providers, in both GB and
NI, when assessing the affordability of loans applied for by SMEs. This is
because SMEs would be able to use open APIs to share, securely, details of
their banking history with other potential lenders which have hitherto only
been easily available to incumbents.

Remedy design considerations

3.48

3.49

3.50

We have set out the proposals of the OBWG which have direct relevance to
our remedy. We have considered whether it is necessary for the CMA to take
further action ourselves, or whether we can be sufficiently confident that the
proposals and plans in the OBWG report can be relied upon to put these
critical measures promptly into place.

Our consideration includes:

(a) the proposed technical standards for security and redress;
(b) the types of SMEs this remedy would cover;

(c) the proposed providers to whom this remedy would apply;
(d) the proposed scope and milestones; and

(e) the relevant laws and regulations.

Security and redress

Data security and redress are important issues for customers.
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3.52

3.53

3.54

3.55

3.56

In our view, customer confidence in the effectiveness of the arrangements to
protect data security is likely to matter at least as much as their technical
efficacy. Customers need to be confident that the likelihood of a security
breach is extremely low but that if such a breach does occur, then adequate
and speedy redress will be available to anyone suffering a loss as a result.>3

The OBWG considered this issue carefully and put forward clear standards for
authentication and authorisation as part of its proposals. Adoption of these
standards should provide important reassurance to customers during the
initial stages of implementation of open APIs.

The risk of payment mistakes or fraud is more likely to arise with the
availability of payment initiation services using write API functionality though
the risks associated with this technology are probably lower than those arising
from screen scraping.

Moreover, it seems unlikely to us that API-based payment initiation services
would be available on any scale before the redress provisions of PSD2 come
into force. These provide that in the case of unauthorised transactions the
payer is entitled to address a refund claim to the account provider, even
where a third party is involved and without prejudice to the allocation of
liability between the payment services providers.>

We therefore think that the security and authentication measures proposed by
OBWG and the redress provisions of PSD2 will together be sufficient to
address the risk that customer confidence in services using this technology
will be undermined. As such, we have not sought to specify additional
measures in the context of security or redress.

The types of SMEs in scope

In our Remedies Notice we invited views as to whether all SMEs should be
able to share their transaction data with APl-based price comparison services
or whether the remedy should be subject to an upper turnover limit. We
thought that very large SMEs might consider list prices irrelevant since they
could be expected to negotiate fees and charges with banks individually.

53 While in our qualitative research, customers expressed concerns about sharing their transaction data in this
context, these did not seem insurmountable. The research suggests that robust reassurances and clear
measures of redress in place are likely to increase user confidence in the security of the tools. Optimisa
Research report, p90.

54 The Open Banking Standard, paragraph 8.7.2. See also Articles 72 to 74 of PSD2.
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RBSG told us that there should be an upper limit and that it should be
expressed in terms of turnover. It suggested an upper annual turnover limit of
£2 million which it said would cover [¢<]% of all SMEs.>®

LBG®® and Santander,>’ the latter in the context of a PCW for SME banking
services, similarly suggested that only ‘smaller’ SMEs should be in scope.

Barclays,>8 on the other hand, and Bacs®® suggested a higher turnover limit,
of £6.5 million, which Bacs said would cover 99% of SMEs and which would
also coincide with the upper limit applied to SMEs in CASS.

It was not clear to us how banks would apply a threshold in practice since
they might not be aware of an SME’s turnover or, even if they were, how they
would be able to provide differential access to open data via APIs on this
basis.

In the event that banks did apply a limit to SMESs in respect of the provision of
transaction data we provisionally concluded that the upper limit should not be
set below £6.5 million, which would include virtually all SMEs and would be
aligned with the CASS threshold.

Participating providers

When designing our remedies we have to ensure that they achieve as
comprehensive a solution as is reasonable and practicable to the AEC that we
have provisionally found.®° We have provisionally found AECs in GB and NI.
We therefore have to consider how many and which banks the remedy will
need to apply to in order to address these AECs.

Since the AECs apply to both PCAs and SME banking services we thought
that we should include shares of supply in both as our criteria for inclusion.

The top six providers in the UK as a whole (LBG, RBSG, HSBCG, Barclays,
Nationwide and Santander) have a combined share of supply in PCAs and
BCAs of around 90%. We considered whether we could address the AECs
effectively by making only these banks subject to the obligations set out in this
remedy, relying on commercial pressure and the future requirements of PSD2
to drive compliance by the smaller providers in due course.

55 RBSG response to Remedies Notice, paragraph 3.3(g).

56 LBG response to Remedies Notice, Section C, paragraph 1.7(d).
57 Santander response to Remedies Notice, Annex 2, paragraph 4.3.
58 Barclays response to Remedies Notice, paragraphs 1.4 & 4.4.1.
59 Bacs response to Remedies Notice, paragraph 6.2 (g).

60 The Guidelines, paragraph 329.
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We noted that while these providers accounted for a very large share of
current account supply in GB, in NI other providers are more important.
Danske, AIBG and Bol figure in the top 6 suppliers of PCAs and BCAs in NI,
accounting between them for shares of supply of around 40% and 60% in the
PCA and BCA markets respectively. For the remedy to be effective in the
whole of the UK we provisionally decided that it would be necessary to also
include these NI banks in the scope of our remedy.

We considered whether it would be necessary to also make smaller providers
— in either GB or NI — subject to the requirements of our remedy.

We thought that very recent entrants would have a strong incentive to adopt
the relevant standards since this could help them attract new customers and
that doing so would not be particularly onerous since their platforms were
based around the latest technologies with no legacy systems and a relatively
small customer base.

We thought that some smaller, though longer established, banks in GB and NI
could encounter disproportionately higher costs in adopting and integrating
the necessary technology into their legacy systems. However, we also noted
that all banks will ultimately have to comply with the access provisions of
PSD2, though these may not entail using open standard APIs.

Our assessment was that since the participation of these smaller GB or NI
providers was not essential for the remedy to be effective, and that some of
them may in any case choose to adopt open API technology as part of their
competitive strategy, we should not oblige them to do so, but will welcome
their participation.

We therefore provisionally decided that in order to address the AEC
effectively in both GB and NI it would be necessary to require LBG, RBSG,
HSBCG, Barclays, Nationwide and Santander, Danske, AIBG and Bol to
comply with our remedy.

Scope and milestones

Our Guidance requires us to take account of the time within which a remedy
will have an effect and states that we will favour remedies that can be
expected to show results in a relatively short time.!

61 The Guidelines, Part 4, paragraph 337.
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3.73

3.74

3.75

3.76

3.77

3.78

As this remedy is central to our entire package and the effectiveness of many
individual remedies is dependent on it, we thought it was important to
consider how quickly it could be brought into effect.

The work of the OBWG was not progressed during the first quarter of 2016
but we took as our starting point its timetable in order to provide us with an
indication of how soon various elements of open banking could be introduced.

e Product and reference data sets

The first release of open data envisaged by the OBWG was in late 2016 and
consisted of reference data, of which it provided branch and ATM locations
and branch opening hours as examples. The data to be released was
characterised as low risk, giving rise to no security or privacy concerns, unlike
transaction data.

We noted that product information (eg price, terms, conditions and eligibility
criteria) is, generally, already in the public domain and does not give rise to
the privacy or security concerns that the sharing of transaction data does. We
therefore thought that it should be relatively easy to widen the scope of this
release beyond that envisaged by the OBWG to include product information.

We thought that the same considerations applied to at least some of the core
performance indicators that we discuss in the section on service quality (see
paragraphs 3.103 to 3.199). However, while its disclosure will not give rise to
concerns over privacy or security not all providers may currently collect this
information and it will therefore be necessary to allow them time to make the
appropriate arrangements. We therefore provisionally decided that the scope
of the first release of retail banking open data to be mandated as part of our
package of remedies should comprise reference data and product
specifications (prices, terms and conditions) for PCAs and SME banking
products. We will require core service quality information to be published
according to the timetable set out in our discussion of our foundation remedy
on service quality.

The OBWG schedule, which represented a consensus among its members,
required that some, though it is not clear exactly which, reference information
such as ATM locations should be made available on an ‘open’ basis in Q4 of
2016.

Given that the product information we have specified is generally in the public
domain already we could see no reason why it should take longer than a few
additional months for providers to arrange for its publication in conformity to
open data standards.
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We therefore provisionally decided to require the providers listed in paragraph
3.70 above to publish, by the end of Q1 2017, and maintain as open data, the
following product and reference information:

(a) The prices,?? charges, terms and conditions together with customer
eligibility criteria, in the case of loans, for all PCA and BCA products
(including overdrafts) and all SME lending products within our terms of
reference (including unsecured loans and overdrafts).

(b) The reference data as specified by the CMA including branch and ATM
locations, branch opening hours.

e PCA and BCA data sets

The OBWG proposals envisaged the release of ‘Midata’ data sets (ie redacted
PCA information)®® by Q1 2017, unredacted PCA and BCA datasets by Q1
2018 and API with full read and write functionality being delivered by the end
of Q1 2019 — the latter coinciding with the latest date for the full adoption of
PSD2, including its associated regulatory technical standards. We considered
whether it would be practicable and proportionate to mandate advances to
this timetable.

First, we noted that the scope and scale of the project overall was very broad,
and likely to bring about some major, beneficial changes in UK retail banking.
In particular, it is likely to increase competition from new service providers for
what are probably some of the banks’ most profitable customers, for example
heavy overdraft users. In this context, an overall timescale of around two
years, with some benefits beginning to flow through less than nine months
after our final report, may not be unreasonable.

Second, the schedule represented the consensus of OBWG participants,
including providers, FinTech companies and industry experts. We thought that
it could therefore represent a balance or reasonable compromise between the
FinTech companies, which have been pressing for early adoption, and some
banks which favoured a slower pace.

Third, we compared the timescale set out by the OBWG to that of the
transposition of PSD2 and associated regulatory technical standards dealing

62 For the avoidance of doubt, this would not include the requirement to make available by this date the pricing
and eligibility tool included in our additional SME remedies package. The timing of this measure’s implementation
is set out in Section 6.

63 For an explanation of the redactions that were made to the Midata data sets and the OBWG'’s proposals for
handling the issue in future see Open Banking, paragraph 8.4.3.3.
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3.84

3.85

with, for example, security of communications and customer authentication.t
While we welcome the Midata data sets being released in advance of PSD2,
the OBWG timetable did not envisage the full read and write functionality
would be finalised until a year after PSD2 was transposed. While the
regulatory technical standards would not yet be in place in January 2018,
payment service providers will still need to comply with the other requirements
of PSD2, including the right to access customers’ payment accounts. There
would therefore be an advantage in having an agreed open API with full read
and write functionality in place for January 2018 as it would avoid the need for
banks to put in place other measures to comply with the PSD2.

On this basis we provisionally decided that it would be reasonable to adopt
the OBWG timetable in relation to the open product data referred to in
paragraph 3.79 and the Midata PCA data sets. However, we noted that the
transposition of PSD2 takes place in January 2018. We therefore provisionally
decided that adoption of open API standards incorporating full read and write
functionality on PCA and BCA transaction data sets should take place at the
beginning of Q1 2018. As such, we have provisionally decided not to require
an intermediary set of read-only unredacted PCA and BCA datasets. We
welcome views from parties as to this implementation timeframe.

Laws and regulations

In designing this remedy, we have had regard to both PSD and PSD2, both of
which are maximum harmonisation provisions. PSD2 will require payment
service providers to share information with account information services and
allow payments made by payment initiation services. PSD2 also envisages
the development of regulatory technical standards, which will ensure the
establishment of adequate security measures between, amongst others,
payment service providers, payment initiation service providers and account
information service providers. We consider that open API standards will
provide a mechanism for payment service providers to comply with their
requirements under PSD2 and should be developed so as to be compatible
with PSD2. We are also of the view that requiring banks to share the data
described above via open APl is compatible with both PSD and PSD2. We
have also aligned the timing of our remedy with the transposition of PSD2.

64 The legislation implementing PSD2 will be transposed in the UK by 13 January 2018. Article 98 of PSD2
requires the European Banking Authority (EBA) to develop draft Regulatory Technical Standards to ensure the
establishment of adequate security measures between, among others, payment service providers, payment
initiation service providers and account information service providers, for submission to the European
Commission by 13 January 2017. They will then come into force 18 months after they are adopted by the
European Commission. See the EBA Discussion Paper EBA/DP/2015/03.
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3.86 We discussed data protection at paragraph 3.42 above. We encourage
providers to continue to work with the ICO to ensure the manner in which they
share transaction data complies with data protection laws.

Implementation issues

3.87 The OBWG was successful in achieving, in a very short time, consensus over
the agenda for open banking between big and small providers and the open
data and FinTech communities. It also delivered a road map for the adoption
of open banking standards. We do not, however, think that a body modelled
on the OBWG would be an appropriate vehicle for the implementation of our
remedy. It represented, for example, an entirely voluntary set of arrangements
and did not have the necessary authority or appropriate composition and
resources to implement our remedy.

3.88 We think that an effective implementation vehicle or entity for our remedy
should:

(a) share some of the characteristics of the OBWG, for example, provide a
forum for the debate and discussion of the implementation options by
technically qualified participants to reach a consensus; and

(b) have the means to impose a solution where a consensus failed to emerge
to ensure that the remedy was implemented in a timely way. We think that
the authority to impose a solution in such circumstances should most
appropriately rest with the chair of the entity.

3.89 The chair would thus be in a pivotal position in the management of the
implementation plan and, accordingly, must be clearly accountable to the
CMA for the implementation of the remedy. We propose to handle their
appointment as we would that of a Monitoring or Divestment Trustee: we
would invite the parties to propose for our approval the names of suitably
gualified candidates and a Trustee mandate.

3.90 On the entity’s composition, at this stage we think it appropriate that the
largest banks in GB and NI, as specified in paragraph 3.70 and to whom the
requirement to adopt and maintain open API technology would apply, should
be represented on it. Smaller banks would be free to participate if they
wished, and would then do so on the same terms as the banks which are
being required to participate.

3.91 In addition, we think the FinTech sector should be represented and that the
entity should include, at least as observers, both HMT and FCA
representation, reflecting the commitment of government to Open Banking
and FCA’s regulatory role under PSD2 respectively. We do not think it
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3.93

3.94

necessary to require that a representative of the CMA should be a part of the
entity as reporting functions to the CMA would be performed, as required, by
the chair.

We would welcome further submissions from parties on the structure and
membership of the Implementation Entity, including any future role it might
have in the development of open banking standards.

Finally, the entity implementing the remedy would need to be adequately
resourced and we envisage that providers would fund it in proportion to
market share. At this stage we are not clear exactly how much support the
entity would require although we note that the process envisaged is complex
and will therefore benefit from robust project management services,
potentially procured from an external supplier. The entity may also require
specialist technical support, for example for the organisation of the data
‘sandbox’®® envisaged by the OBWG.

Since there is no existing entity which conforms to the criteria we have set out
here it will be necessary for us to create one and make the necessary
arrangements for its funding, composition and governance within the broad
principles set out here. We have provisionally decided to do so, using our
order-making powers, and invite the views of parties as to the appropriate
design criteria to be used.

Cost of remedies

3.95

3.96

3.97

We considered the cost of this remedy and in particular whether its scope or
implementation timetable placed unreasonable burdens on the industry.

Although the absolute cost of this remedy will be material, very similar
obligations will be imposed on the industry by PSD2 in two years. We
therefore focused on the additional costs of our remedy and, in particular,
whether our proposed timetable for the adoption of the remedy was
significantly more onerous than that for PSD2.

We have already noted that the timetable for the first release of open
reference, product and performance data should not present providers with a
major problem as it gives rise to no security or privacy concerns and most of
the data is already in the public domain.

65 A sandbox is intended to provide an environment in which software developers can experiment with new
products, using live data but free from regulatory risk. See for example the description of the FCA’s Regulatory
Sandbox.
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3.98 The release of redacted PCA information should present few problems for the
banks which participated in the Midata initiative as they would already have
addressed the technology issues involved.

3.99 The read and write API functionality poses greater challenges. However, the
OBWSG participants concluded that it was feasible to address concerns,
including those relating to privacy, in relation to unredacted PCA and BCA
transaction data within that timeframe. Read and write functionality also raises
challenges involving issues of security and fraud prevention but our timeframe
does not require providers to adopt the relevant measures any sooner than
the redress provisions in relation to PSD2 coming into force.

3.100 Finally, we considered the costs to the industry of supporting the
Implementation Entity and the Trustee. We envisage that most of the support
for the Implementation Entity will arise from the provision of time and
expertise of employees both from providers and FinTechs. The cost of the
Trustee, however, and the procurement of data services involved in operating
a ‘sandbox’, for example, would involve providers in external expenditure.
However, we doubt whether the total costs of support in cash or kind, would
exceed £20 million. As these costs will be being spread over two years and in
all likelihood shared between providers we do not consider them to be
unreasonable.

3.101 We therefore provisionally concluded that the cost of the remedies would
exceed that of complying with PSD2. However, the difference was likely to be
small, particularly relative to the benefits of prompt implementation of this key
measure.

3.102 We welcome views on this and on possible ways of reducing the cost of the
remedy.

Measures to enable PCA customers and SMEs to make comparisons between
providers on the basis of their service quality

Introduction

3.103 We provisionally found that PCA customers and SMEs in GB and NI face
difficulties in accessing information on which to base an assessment of rival
providers’ service quality, and this was one of the features that contributed to
our AEC findings.%®

66 Provisional findings, paragraphs 12.3(a) & 12.7(b).
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3.104

3.105

3.106

3.107

3.108

3.109

We also provisionally found that there are strong links between BCAs and
SME lending products, with the majority of SMEs going to their BCA provider
for finance, having done little or no searching, and that SMEs quite often
require finance on short lead times.%’

Banks understand the importance of service quality in acquiring and retaining
customers. Many providers continuously monitor and benchmark their
performance against competitors including by using survey research to
measure customer satisfaction and customer willingness to recommend the
provider to others.

Information about some features of providers’ offers which could affect their
quality of service, such as the number and location of their branches and their
opening hours, is readily available to customers.58 Other information, such as
the time it typically takes to open a current account, the reliability of
transaction services or how quickly or well they handle complaints, is not.

The most comprehensive source of service quality information for SMEs of
which we are aware of is Business Banking Insight (BBI), a website® which
collects and provides information on banks’ quality of service to SMEs through
a quarterly survey. Consumer-facing organisations such as Which? also
periodically report on the service quality of PCA providers.

The Nesta challenge prize, which we discuss in detail in Section 6, may
facilitate the entry of new, and the expansion of existing, providers of service
quality information to SMEs. In addition, our remedies to deliver open APIs,
which we discuss earlier, are likely to facilitate the availability of service
guality information for PCA holders and SMEs as open data, distributed
through APIs.

In our Remedies Notice we proposed that providers should be required to
collect and disseminate indicators of the quality of their PCA and SME
banking services in a form that would enable customers to make comparisons
between them. We invited views on which facets of service quality were most
important to customers, how they could best be measured and how the
resulting metrics could best be disseminated.

87 Provisional findings, paragraphs 12.11(a) & 12.11(c).

68 Though these may not always be in a standardised format, or easy to compare across providers.

69 Jointly driven by the Federation of Small Businesses (FSB) and British Chambers of Commerce (BCC), BBI
was originally initiated by HMT and is supported by an advisory group that includes the British Bankers’
Association (BBA), RBSG and BIS.
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3.110 On the basis of the responses we received to our Remedies Notice and
research and analysis undertaken subsequently we now set out the remedy
that we have provisionally decided to adopt and explain our reasoning.

Summary of the measures we are proposing to take forward

3.111 In Figure 3.4 below we summarise our proposed remedy.

Figure 3.4: Summary of proposed remedy enabling PCA customers and SMEs to make
comparisons between providers on the basis of their service quality

e We have provisionally decided to make an Order requiring PCA and BCA
providers’® in GB and NI to display prominently, in a manner specified by the
CMA, the following core indicators of service quality:

(a) Customers’ willingness to recommend the provider’s current account services
to friends, family or colleagues;

(b) Customers’ willingness to recommend the provider's branch services;

(c) Customers’ willingness to recommend the provider’s digital account
management services;

(d) Customers’ willingness to recommend the provider’s credit services (the
provision of overdrafts’* and loans);’? and

(e) (For SMEs only) Customers’ willingness to recommend the provider’'s
relationship management services.

The above data should be collected and published biannually for both PCA and
SME customers, using methodology stipulated by the CMA. It should also be
made available as open data to third parties, such as PCWs and finance
platforms.

¢ Additionally, we have provisionally decided to recommend to the FCA to
implement a second part of the remedy (within the FCA’s existing remit) to require

70 New entrants and other very small providers may be excluded from this requirement. See paragraphs 3.182 to
3.186. We propose that providers offering SME lending but not BCAs are excluded from the Order, as (i) only one
core measure relates to SME lending, (ii) overdrafts are only offered together with BCAs, (iii) the BCA providers
represent the vast majority of the SME lending market by value of loans outstanding at end of 2014, and by
number of loans outstanding at end of 2014 and (iv) including all SME lenders would increase the cost of the
survey and would create difficulties in achieving robust sample sizes.

71 Survey data should be collected in a way that makes it possible to distinguish between customers who are
regularly overdrawn and occasional users of overdrafts.

72 In the case of PCAs, this measure would capture provision of overdraft services only, while in the case of
SMESs, the measure would capture provision of overdrafts and general purpose business loans (secured and
unsecured).
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PCA and BCA providers”® to publish, and make available to others including as
open data, additional objective measures of service performance encompassing
their PCA, BCA and SME lending products and principal sales/delivery channels.
The additional data could include measures in the following areas:

(@)

(b)

(©)

For both personal customers and SMEs:

() interruptions to, and unavailability of, services including digital;
(i) performance of telephone service/call centre;

(ii) availability of (services in) branches (by branch where relevant); and
(iv) complaints handling;

For personal customers only:

(i) provision of overdraft management services;

For SMEs only:

() nature and provision of relationship/account management; and

(i) simplicity and speed of business account and credit facility opening
procedures.

How this remedy addresses the AECs and/or the resulting customer detriment

3.112

3.113

In developing this remedy option, we have distinguished between core
information on service quality, which should be clearly disclosed to all
customers, and more detailed information which should be made available to
intermediaries and more sophisticated and/or engaged customers.

In relation to the mandatory disclosure of core information, we know from
previous research that simply providing all customers with significantly more
information would not guarantee better outcomes.’* Overloading customers
with information is a particular risk in a market characterised by low levels of
engagement; a point made by several of the parties who responded to our
Remedies Notice and information requests.

73 The FCA may wish to consider extending the requirement to SME lending providers within their existing remit.
74 See for example, Ofcom (March 2013), A Review of Consumer Information Remedies.
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3.114 Our qualitative research among SMEs and personal customers indicates that,
for smaller businesses and personal customers, there is a requirement for ‘at
a glance’ information to help them compare providers, or develop a shortlist.”®

3.115 On this basis, we think that providing, in easily digestible form, comparable
measures of providers’ performance across a small number of key quality
facets would be the most effective way of addressing the difficulties faced by
customers in accessing information on which to base an assessment of rival
providers’ service quality that we have provisionally found (see paragraph
3.103). Our current thinking is that indicators based on customers’ willingness
to recommend various aspects of service quality would be most suitable
metrics in this regard. However, there may be alternative measures that are
suitable (either instead of, or in addition to, willingness to recommend), and
we would welcome further views on this aspect of remedy design.

3.116 While this approach may address the information needs of relatively un-
engaged PCA customers and time-poor SMEs, more sophisticated
comparisons, undertaken most likely by larger SMEs, professional advisers or
intermediaries such as PCWSs and FinTech companies, would be facilitated by
requiring providers to publish more detailed performance information as open
data, distributed via APIs.

3.117 In addition, because SMEs quite often require finance on short lead times,
and the majority go to their BCA provider for finance, having done little or no
searching, providing some metrics on SME lending (for example, the average
time taken for new credit facilities to be available) would give more information
to SMEs when considering lending, and would work together with our other
SME remedies outlined in Section 6 to prompt SMEs to consider other
lenders.

Remedy design considerations

3.118 The principal remedy design questions that we sought to answer were:
(&) Which facets of service quality are important to consumers and SMEs?
(b) Who should collate service quality data and how?

(c) How should information relating to service quality of providers and/or
products be published?

(d) How should service quality data be presented?

5 Optimisa Research report.
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3.119

3.120

3.121

3.122

(e) Which providers should be required to publish service quality data?

We reached our provisional decision by considering all of these aspects of
remedy design together, including how they interact with other proposed
remedies, but for clarity discuss each in turn.

Facets of service quality

In the context of PCAs and BCAs, service quality can be considered to cover
both aspects of customer service (eg politeness of staff, speed of response to
gueries or complaints, etc) and product characteristics and features (eg can
account be managed via a particular channel, withdrawal limits, etc). In
considering which facets of service quality are important for PCA customers
and SMEs we:

(a) analysed survey evidence, both our own’® and off-the-shelf material
submitted by parties;

(b) looked at which service quality data is currently available to, and used by,
customers;

(c) considered what parties told us about what information customers
required,;

(d) examined which aspects of service quality providers monitor themselves;
and

(e) looked at quality data published in other sectors.

e Survey evidence

Our research indicated that PCA customers and SMEs want information on
service quality to help them compare products in the market.

Our quantitative research found that ‘quality of staff and customer service’ and
‘quality and speed of handling problems’, followed by internet banking,
emerged as the most important aspects of the current account.”’

76 Optimisa Research report.

77 Customers were asked to rate the importance they attached to each of the nine features of the bank account.
In response, 83% and 82% respectively said they found the ‘quality of staff and customer service’ and ‘quality
and speed of handling problems’ essential or very important. Internet banking was rated as essential or very
important by 62% of customers. PCA survey, p36.
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3.123

3.124

3.125

Our qualitative research found that there were many similarities between the
needs of smaller SMEs and personal customers but clear differences between
their needs and those of medium and larger SMEs in the facets of service
quality that they wanted to compare:"®

(&) Small businesses/sole traders and consumers want ‘at a glance’
information that is easy to digest and compare as a proxy for the overall
performance of the bank. They are also interested in reading customer-
generated content and are familiar with seeking out reviews and exploring
others’ shared opinions online (eg TripAdvisor).”

(b) In contrast, the medium and larger SMEs told us they were less interested
in comparing and contrasting broad ‘at a glance’ proxy scores for
customer service and typically wanted details about the ‘quality’ of the
personal relationship management from different providers. This included
guarantees of the provision of a relationship manager and also the
expected level of contact (channel and frequency) with their relationship
manager. They were interested in how needs that are specific to the
nature of their business would be managed, eg being able to switch
money between accounts without incurring charges.

(c) The quality of mobile apps and internet banking, and quality of branch
staff are important facets to both SMEs and consumers, while branch
opening hours, queuing time and number of complaints per 1,000
accounts are less important facets to both groups.8!

Quantitative and qualitative research undertaken for BBI in October 2015
found that SMEs would like more insight into some of the more tangible
aspects of banking, in particular relating to the level of customer service,
number of branches worldwide, online services and strength of apps, and the
availability of relationship managers.®8?

Quantitative and qualitative research for Tesco Bank undertaken in July 2015
found that the most important considerations for consumers when considering
a new PCA® are good online banking, good customer service and fair and
clear fees and charges, while customer service, overdraft fees and charges,
and credit interest rates are the most difficult elements to compare. The
research also found that the benefits of switching are made clearer if

78 Optimisa Research report, p100.

9 Optimisa Research report, p100.

80 Optimisa Research report, pp100-101.

81 Optimisa Research report, p103.

82 Data from BBI. Sample of 229 SME respondents.

83 Or reasons for choice of PCA in the case of respondents who had switched.
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information is presented in a way that enables ‘at a glance’ assessments, as it
would raise standards (with pressure on poorly performing providers to
improve) and it would enable high level comparisons across providers.8*

e Currently available information on service quality

3.126 We reviewed the information about service quality that is currently available to
customers:

(a) Some provider characteristics and product features which might indicate
aspects of quality (such as the ability to issue cheque cards in branch,
branch numbers and opening hours) can be found on providers’ websites.

(b) Provider-level complaint numbers are published by the FCA, though these
are only available for the broad category of ‘banking and credit cards’, and
only for those providers which have more than 500 complaints (in the half-
year period covered) not resolved on the business day in which they were
reported.®®

(c) Provider-level complaint numbers are published by the Financial
Ombudsman Service (FOS), though these too are only available for the
broad category of ‘banking and credit cards’ and only cover complaints
received by the FOS from customers dissatisfied with the financial
provider’s response to their complaint.®

3.127 Some information on PCA customer satisfaction levels is published by Which?
Compare®’” and MoneySavingExpert.com,2 though sample sizes for some
banks in these surveys are relatively small.

84 Although we note that the ‘at a glance’ labelling system tested with consumers (ie traffic lights) only included
fees and charges rather than service quality measures.

85 See FCA Complaints data. Note that from March 2017 the FCA’s biannual complaints publication will change,
such that the new data set will include all complaints (not just those not resolved within a pre-specified short
period), will be broken down by product (so available separately for current accounts), and include figures to put
the number of complaints into context in relation to the size of each business. See FCA (July 2015), Improving
complaints handling, feedback on CP14/30 and final rules.

86 See FOS Complaints data — showing individual financial businesses.

87 Which? Compare publishes the following satisfaction ratings — these are key metrics consumers care about
according to Which? research obtained from its own online survey of 6,299 consumers: satisfaction with
customer service; satisfaction with clarity of statements; satisfaction with dealing with queries and complaints;
satisfaction with service in branch; satisfaction with telephone service; and satisfaction with internet service.
Which? also publishes customer scores which are worked out using a combination of overall satisfaction and how
likely the respondents are to recommend their bank to a friend. See Which? Bank accounts: Best banks for
customer satisfaction.

88 The MoneySavingExpert PCW publishes how banks rate on service — three figures showing the percentage of
respondents who consider service is great/OK/poor.
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3.128 In addition, Defaqto and PCWs?° collate data on PCA providers and product
characteristics. Defagto publishes star ratings for PCAs based on (according
to Defaqto research) product features most important to, or most likely to be
beneficial to the customer, most frequently used features and features
reflective of the broader product offering. As many as 40 publicly available
features for standard accounts, 52 for added value accounts, and 58 for
premium accounts (all excluding charges) are included in the star ratings,
although only a handful of features are displayed on the website. Most of
these features can be broadly defined as provider and product
characteristics.

3.129 Fairer Finance publishes data on satisfaction and trust (based on a biannual
opinion survey), FOS complaints, and desk-based research on transparency
(both for online account opening and readability, and accessibility of their
policy documents, or terms and conditions) to produce overall scores for each
provider which are shown on their website.*!

3.130 We are also aware of the Fairbanking Foundation which awards its
Fairbanking Mark®? to financial institutions with products that help customers
improve their financial wellbeing.®® However, information (including the results
of the customer survey) is only published on the Fairbanking Foundation
website for the accounts which are awarded a mark.

3.131 Sources of service quality information for SMEs are more limited. The most
comprehensive survey we are aware of is the BBI quarterly survey of 5,000%
SMESs which collects the following service quality data:®°

89 The MoneySavingExpert PCW publishes account criteria and benefits, and allows filtering by interest paying/
switching cash/cashback/insurance/overdraft user/ethical/low or minimum pay-ins/basic bank account/student/
graduate. Gocompare only publishes account criteria and benefits on the front page, and allows filtering by
basic/standard/packaged account, and allows user to sort by product and provider/credit interest/authorised
overdraft interest/yearly fee/switching incentive. Users are able to expand to view one account at a time, and
access information on: account management (can account be managed via telephone/branch/post
office/internet/smart phone/text alerts), benefits (preferential rates on/access to other products, cashback,
exclusive offers and rewards, incentive to recommend account) and facilities (Apple Pay, type of debit card, ATM
limit). Moneyfacts publishes account criteria and benefits in a comparison table, but consumers are able to
compare up to three PCAs at a time to view: Account management (can account be managed via
telephone/post/branch/post office/internet/smart phone apps), facilities (direct debit, standing orders, cheque
book, ATM card, debit card (including which card), withdrawal limit, switching guarantee), availability of
authorised/unauthorised overdraft facility (yes/no) and benefits (cashback, insurance and preferential terms on
other products).

9% See Defaqto Star Ratings.

91 See Fairer Finance: How we calculate our ratings.

92 The mark is based on the results of an online customer survey regarding how the product is being used and its
perceived impact on customer money management practices, as well as desk-based research reviewing product
descriptions, operational procedures, promotional materials, lending policies and customer complaint logs.

93 See Fairbanking Foundation: How to get a Fairbanking Mark.

94 Results are shown across the most recent four quarters (ie moving annual results), meaning that the total
sample size the results are based on is 20,000 SMEs.

9 Not all collected data is currently published by BBI.
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3.132

3.133

3.134

3.135

(a) overall recommendation score for each provider;

(b) satisfaction with a number of service aspects including ease of contact
and timeliness of response to queries and complaints;® and

(c) satisfaction with service received from account/relationship manager.

It is possible to filter the results by SME turnover, employee size, location,
when the business was established, sector and whether or not the SME is
internationally active.

For BCAs, the survey achieves robust sample sizes for larger providers (for
example, over four quarters there were 4,232 Barclays customers, 3,588
Natwest customers and 2,519 Santander customers, but for smaller providers
sample sizes are low (for example, there were 74 Handelsbanken customers
and 53 Metro customers over four quarters), and sample sizes are further
reduced once a filter has been applied to the data.®’

Based on our review of available data sources, we consider that, although
there is some information regarding service quality already published, it has at
least one of the following limitations: (a) it does not capture all of the key
metrics (and specifically those related to customer service) which customers
would like to have to inform their decisions; (b) is not consistent across
providers; and (c) is not published where most customers are likely to find it.

e Views of parties

Several providers told us that we should not require banks to publish so much
service quality information that it exceeds the intended recipients’ willingness
or ability to absorb it:

(a) Santander, for example, in the context of SME banking services, noted
that we had invited comments on 39 different service quality facets and
said that mandating the provision of this range of measures would
unnecessarily complicate the issue of service. Instead, it said that we
should mandate the publication a single satisfaction score on all PCWs,
and that PCWs could add further information on multiple metrics at their
own option.

9 Timeliness of response to queries and requests, Understands your business, Shows that they have the
interests of your business at heart, Goes out of their way to help you, The ease of getting in contact with
someone who can help you, The level of charges and fees, Value for money, Clear and transparent charges,
Clear and transparent terms & conditions, and Treats you fairly.

97 Data from BBI.
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(b)

Barclays, similarly, said that measures of service quality needed to be
straightforward to use and understand, and that displaying too many could
hinder their impact.

3.136 We were also told, however, that because the needs and preferences of
customers varied, to be meaningful for the full range of customers a range of
facets should be measured:

(@)

(b)

(c)

For example, Barclays said that a single measure of service quality was
unlikely to be meaningful for the full range of PCA customers since PCA
customers were varied in their needs and preferences. Similarly, SMEs
were not a homogenous group and therefore there were many different
factors which were relevant for different businesses.

Nationwide also said that different services were important to different
customers and that a comparison based on a prescribed list would not be
sufficient to capture the range of their interests. It also told us that a
system based on a very narrow range of service characteristics would be
likely to focus competition on those areas only and could give rise to
unintended consequences.

LBG similarly submitted that customers’ perceptions of quality of service
would depend on a customer’s account usage and preferred channels. It
also said that, while recognising the importance of service quality to
customers, our remedies should be considered in the context of other
initiatives that were already underway, including the development of the
BBI website, the Nesta challenge prize and the OBWG initiative. It said
that we should not decide which metrics customers would find most useful
but instead let the operators of PCWs determine this.

3.137 Parties also drew our attention to what they saw as difficulties in making like-
for-like comparisons between providers, and we address this in our proposed
approach below:

(@)

(b)

HSBCG, for example, pointed out that our proposed metric on the
proportion of SMEs that had a named relationship manager could risk
ignoring the fact that different providers had different models for the
delivery of account management.

LBG made a similar point: that the definition of relationship manager
differed between providers, some being specialised advisers for larger
SMEs while for others they were generalist advisers based in branches.
Comparing the number of relationship managers each provider employed
could thus reflect differences in terminology rather than the level of
service provided.
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3.138 Parties have also told us which service quality facets they believe should be
made available to customers:

(&) In their responses to our Remedies Notice, several providers and third
parties stated that the facets of most importance to personal customers
related to customer service, complaint handling and quality of banking
channels.®

(b) Further, Barclays stated that the facets of greatest importance to SMEs
related to ease of use, consistency and responsiveness, while HSBCG
stated that customer service provided by relationship managers or
branch-based specialists and telephone operators was important to
SMEs.%®

(c) Several providers considered that survey-based measures such as
satisfaction ratings and/or advocacy ratings, for example net promoter
score (NPS),1% should be published, as these were considered to be
reasonable summary measures of both tangible and intangible aspects of
service quality, such as customer service across banking channels,

98 Barclays told us that high-level themes of importance to consumers were ease of use, speed, empathy and
understanding, availability and functionality of channels, and security and reliability (Barclays response to
Remedies Notice, paragraph 6.5). Nationwide told us that consumers needed information on quality of staff and
customer service, quality and speed of data handling problems, features such as internet banking, mobile apps,
telephone banking, contactless cards, Apple Pay and branch availability (Nationwide response to Remedies
Notice, paragraph 3.24). HSBCG told us that that general customer service levels, quality of communications with
customers, availability and reliability of channels of access, product offering and loyalty rewards were important in
the context of PCAs (HSBCG response to Remedies Notice, Part B, paragraph 89). Gocompare told us that
according to 2015 research the most important factors when selecting a current account were good online
banking, a branch near to where consumers lived, low bank charges, a good customer service reputation, and a
traditional banking brand (Gocompare response to Remedies Notice, paragraph 4.1). Bacs told us that service
quality could include convenience, core product service, service encounters, response to failed service/
complaints and ethical problems (Bacs response to Remedies Notice, paragraph 8.2(a)). Virgin Money told us
that ease of doing business (specific to channel); clarity, completeness and accuracy of information provided;
timeliness of actions; do as you say/keeping promises/getting it right first time; issue resolution; staff behaviour
and knowledge; availability and access to preferred channel/method of contact; access to and quality of self-
serve/self-help options were important to consumers.

9 Barclays: high-level themes of importance to SMEs were ease of use, consistency and responsiveness
(Barclays response to Remedies Notice, paragraph 6.5). HSBCG: for SMEs, customer service provided by
relationship managers or branch-based specialists and telephone operators (HSBCG response to Remedies
Notice, Part B, paragraph 100(a)).

100 NPS measures customers’ likelihood of recommending a product or a service to others. It can be used as a
proxy for customer satisfaction and/or loyalty. NPS is based on customers’ answers to the survey question: ‘How
likely is it that you would recommend our company/product/service to a friend or colleague?’ Responses are
provided on a 0-10 scale and, based on their response, respondents are classified as follows: Promoters (scores
9-10); Passives (7-8); and Detractors (0-6). NPS is calculated by subtracting the percentage of customers who
are classified as Detractors from the percentage of customers who are classified as Promoters.
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quality and speed of complaint handling, safety and functionality of
banking channels, etc.101:102

e What do providers measure?

3.139 In addition to reviewing parties’ submissions we also looked at the quality
measures banks themselves track as we thought this would provide a helpful
indication of the facets which they considered important to their customers.

3.140 Many providers, including smaller banks such as Handelsbanken'®? and
Danske, monitor internally satisfaction and/or advocacy measures, eg NPS,
both overall and by channel (in particular internet banking, telephone banking
and main contact/relationship manager) showing that these are important
considerations in the operation of the business.1%4

3.141 All providers monitor complaints data (this is required by the FCA) and several
monitor the average number of working days to resolve complaints.'% Many
monitor the time taken to answer calls to their call centres and call
abandonment rates.1%6

3.142 Other indicators monitored by one or more providers include: new account
opening NPS, complaints handling NPS, branch NPS, international payment
NPS, relationship manager easy to reach, level of contact with relationship
manager, IT service incidents, staff resource levels, availability of ATMs, and
percentage of payments not made the same day when customer met the
criteria. This suggests that these are also relevant considerations in the
operation of the business.

101 Clydesdale Bank (Clydesdale): trust and advocacy measures (Clydesdale Bank response to Remedies
Notice, paragraph 4.1). Barclays: survey-based approach (Barclays response to Remedies Notice, paragraph
6.8). TSB: Use NPS (TSB response to Remedies Notice, paragraph 52). Nationwide: Quality of staff and
customer service should be based on satisfaction rating ... derived from results of a frequent and standardised
customer survey (Nationwide response to Remedies Notice, paragraph 3.27(i)). Santander: For PCAs, the FRS
survey could compare service quality (Santander response to Remedies Notice, Annex 2, paragraph 5.4).
HSBCG: PCAs: assessment by a variety of survey methods. Mystery shopping where appropriate (HSBCG
response to Remedies Notice, Part B, paragraph 95). First Trust Bank: NPS provides a useful benchmark (First
Trust Bank response to Remedies Notice, Appendix 1, p8). Virgin Money: ‘voice of customer’ surveys.

102 | BG told us that it was important that responses to questions reflected the level of quality alone, whereas
guestions that asked for ‘satisfaction’ or ‘recommendations’ might elicit customer responses that reflected both
quality and price.

103 Handelsbanken participates in an independently run customer satisfaction survey (EPSI Rating).

104 Other providers include LBG, HSBCG, Barclays, Santander and The Co-operative Bank (Co-op Bank).

105 Documents submitted by HSBCG, Co-op Bank and Clydesdale show that they monitor average number of
working days to resolve complaints.

106 For example LBG, HSBCG, Danske and Clydesdale monitor at least one of the measures.
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e FEvidence from other sectors

3.143 Service quality data is also published in other regulated sectors. This typically
includes both survey-based data and data compiled by the organisations
operating in those sectors.

3.144 For example, in the healthcare sector, NHS Choices publishes the proportion
of people who answered the biannual GP patient survey who would
recommend their surgery, alongside an indicator showing whether the result is
‘among the worst’, ‘in the middle range’ or ‘among the best’ compared with all
GP surgeries in the country, as well as NHS Choices user ratings and several
measures derived from GP surgeries’ own data.%’

3.145 In the airports sector, airports publish a number of service quality indicators
derived from monthly passenger surveys alongside performance data, such
as the length of security queues, measured by the airport.1°®

3.146 Ofgem publishes various metrics on the electricity and gas markets, including
the following service quality measures (some of which are only published for
the largest providers): satisfaction with supplier service, satisfaction with
understandable bills, satisfaction with ease of contacting supplier, would
recommend supplier, agree supplier values its customers, complaints per
100,000 customer accounts, complaints resolved by the end of the next
working day (%), complaints accepted by the Energy Ombudsman per
100,000 customers, disconnections for a debt as a percentage of their
customer base in debt, average length of debt repayment arrangements
agreed, and average weekly debt repayment rates (£).10°

3.147 Ofwat calculates a Service Incentive Mechanism (SIM) score, which is based
on customer contacts to the company and the results of a customer
satisfaction survey, to measure the performance of the regulated water
companies.*'? Penalties are imposed if companies’ SIM scores are not
satisfactory. SIM scores, which are colour-coded red, amber or green, are
published on the Ofwat website.!!!

107 See: NHS Choices (The proportion of patients who would recommend their GP surgery).

108 See for example: Heathrow - Service Quality Rebate and bonus report (December 2015) and Gatwick Monthly
Performance Report (December 2015).

109 See: Ofgem Data Portal: Customer service indicators.

110 This single number comprises customer contacts to the company and the results of a customer satisfaction
survey. Greater weight is given to customer satisfaction (75% of the score). The customer contacts element
measures the number of contacts, ranging from unwanted phone contacts to the Consumer Council for Water
(CCWater) investigated complaints. ‘Written complaints are weighted according to the stage of the resolution
process. The initial complaint letter or email to a company has a low weight, while CCWater investigating a
written complaint carries a heavier weight.” See Ofwat (March 2015), Service incentive mechanism — guidance for
collating customer service information for calculating the SIM score, 3).

111 see Ofwat website: Companies' performance 2014-15 — Customers.
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3.148

3.149

3.150

e Our provisional conclusions on which service quality facets should be
published

This remedy is intended, when adopted in combination with the other
remedies in this package, to enable PCA customers and SMEs to more easily
compare providers of banking services on the basis of the service quality they
provide.

Based on the evidence discussed above, our view is that requiring all banks
to provide relatively unengaged consumers and time-poor SMEs with large
volumes of performance data would not necessarily enable them to identify
the products which best suited their needs. Rather, a small number of
comparable summary performance indicators is more likely to help customers
develop a shortlist of potential providers to research further.

Therefore, we provisionally decided that there should be a distinction in the
data which providers should be required to collect and make available, as
follows:

(@) A small number of measures, published prominently, separately for PCAs
and SME products, based on customer perceptions of performance
across key areas (Core Service Quality Indicators); and

(b) Additional indicators of performance across a wider range of service
areas encompassing providers’ PCA, BCA and SME lending products and
delivery channels which should be published, and made available through
APIs (Additional Service Quality Indicators). Our current thinking is that
these measures could include:

(i) interruptions to, and unavailability of, services including digital;
(i) performance of telephone service/call centre;

(iii) availability of (services in) branches;

(iv) complaints handling;

(v) provision of overdraft management services;

(vi) simplicity and speed of business account opening procedure; and
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3.151

3.152

3.153

(vii) nature and provision of account/relationship management.''?

o Core Service Quality Indicators

We propose that the Core Service Quality Indicators should contain no more
than five measures for each of PCA and SME customers, in order to be quick
and easy to access and assess. A set of customer service indicators based
on the same type of measure (eg willingness to recommend, or satisfaction) is
more likely to be readily understood. Conversely a combination of types of
measures would risk confusing customers and/or increasing the difficulty
understanding the data.

We considered the two main types of measure: willingness to recommend and
satisfaction. Of these, our preference is for the willingness to recommend a
provider to family, friends or colleagues because in order to achieve a high
rating a higher level of standard is usually required, and because it is part of
the data already sourced and monitored by most providers who typically told
us that it would be a useful measure to share with customers. In addition, we
consider that satisfaction measures may be less suitable because they relate
to expectations which may be inherently low (eg nothing has gone wrong) and
based on the (usually) one product the customer holds, rather than best
practice, or better products, available in the market.1!3

Our provisional list of Core Service Quality Indicators for PCAs contains:
(a) Willingness to recommend provider to friends and family;

(b) Willingness to recommend provider’s digital services to friends and family
[users of services];

(c) Willingness to recommend provider’s branch services to friends and
family [users of services]; and

(d) Willingness to recommend provider’s overdraft services to friends and
family [users of services].

3.154 Our provisional list of Core Service Quality Indicators for SMEs contains:

112 As outlined above (see paragraph 3.137) parties have told us that providers may be using the same, or similar
terms to describe quite different offerings, and this is particularly true for relationship management. For these
metrics, common definitions should be agreed, against which the quality of offerings can be assessed.

113 This can lead to products offering quite different levels of service quality having the same satisfaction score,
as customers adapt expectations to the level of service provided (especially where it is difficult to find information
on other providers’ service levels).
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(a) Willingness to recommend provider to colleagues;

(b) Willingness to recommend provider’s relationship management!* to
colleagues [users of service];

(c) Willingness to recommend provider’s digital services to colleagues [users
of services];

(d) Willingness to recommend provider’s branch and business centre
services to colleagues [users of services]; and

(e) Willingness to recommend provider’s credit (overdraft and loan) services
to colleagues [users of services].

3.155 We welcome further views from interested parties both on the specific
indicators listed above, as well as on the suitability of the willingness to
recommend measure and whether satisfaction with provider should be added
alongside the overall willingness to recommend provider.

o Additional Service Quality Indicators

3.156 Our provisional list of the broad areas to be covered by Additional Service
Quiality Indicators contains:

(a) For both personal customers and SMEs:

(i) Interruptions to, and unavailability of, services, for example, the
number of unplanned interruptions to internet banking service lasting
longer than (timeline to be determined), number of instances when
customers could not log in to mobile app, number of planned
interruptions during working hours.

(i) Performance of telephone service/call centre, for example, the
average call abandonment rate, the average length of time before
telephone calls are answered, average tenure of call centre workers,
ratio of incoming calls to operatives.

(ii) Availability of (services in) branches!'® (by branch where relevant), for
example, availability of extended opening hours, number of staff
employed who can complete particular transactions, ratio of staff to

114 Though providers have different relationship management offerings, customers’ willingness to recommend is
likely to be based on both the nature of the offering and customer service aspect such that a comparison across
providers will be meaningful.

115 And business centres in the case of SMEs.
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3.158

customer footfall, proportion of customers using automated account
managers.

(iv) Complaints handling, for example, proportion of complaints resolved
within a specified period, average length of time taken to resolve
complaints.16

(b) For personal customers only:

(i) Provision and effectiveness of overdraft services such as alerts, grace
periods and overdraft control tools, for example, services offered,
number of customers that avoided overdraft charges.!’

(c) For SMEs only:

(i) Nature and provision of account/relationship management, for
example, criteria which SMEs need to meet in order to have a
dedicated account/relationship manager, number of business per
account manager.

(i) Simplicity and speed of business account and credit facility opening
procedures, for example, average time needed for an account to be
opened, approval rate for new credit facilities, average time taken for
new credit facilities to be available, whether provider subscribes to the
Lending Code.

We do not envisage that many personal customers or smaller SMEs are likely
to access the Additional Service Quality Indicators directly, but we think it
likely that larger SMESs, professional advisers, and intermediaries such as
PCWs and FinTech companies, would do so. This will be facilitated by prompt
implementation of other remedies we are proposing to adopt, in particular
measures to introduce open API standards and increase the availability of
open banking data.

Both Additional and Core Service Quality Indicators may also be accessed by
existing, or new, third parties undertaking industry-wide assessments, or
expert reviews of products and/or providers, and we believe that publication of
Core and Additional Service Quality Indicators would increase the breadth of
data upon which such assessments are made.'*® We do not consider it

116 We note that the FCA collate some data on complaints (see paragraph 3.126(b)), and this should not be
duplicated.

117 See Section 5.

118 Barclays told us that consideration could be given to whether an effective measure of the facets of service
quality may be an independent panel or credible third party, which could assess the facets of service quality and
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necessary to require the publication of industry-wide assessments, or expert
reviews, as, given the number of market solutions that already exist, we would
expect these to be built upon or additional ones to develop.

Collecting data on service quality

This remedy would require each provider to publish both survey-based data
and data the provider has collected itself. The Core Service Quality Indicators
are survey-based data, while the Additional Service Quality Indicators are
likely to be predominantly, or entirely, objective providers’ data.

Providers’ own data will need to be collated by the providers, adhering to
common definitions and formats.

We identified two main potential sources of survey data:

(a) each individual provider being responsible for procuring and collating data
relating to their brand(s), according to specified criteria; or

(b) providers needing to obtain survey data deriving from the same
independent survey covering PCAs and the same independent survey
covering SME banking, which meet criteria specified by the CMA,
including that they cover all providers within the scope of this remedy.*°

We think that the first option would be difficult and costly to monitor. There are
risks of inconsistencies between providers even where recommendations on
methodology and sampling are followed, and it may involve unnecessary
duplication of resources if providers commission different survey companies
to undertake their surveys.

Given their importance to customers, as well as the likely prominence that
would be given to the Core Service Quality Indicators by providers and the
media, it is very important that the survey data on which they are based is
collected on a standard, common basis with robust sampling techniques and
data collection methods.

A number of parties have a similar view, stating in their response to our
Remedies Notice that service quality data should be collated by an
independent third party. Nationwide, for example, recommended the use of

provide a rating for them, such as currently done by the Fairbanking Foundation. LBG also told us that industry-
wide expert reviews should be considered to provide a comparable score against a common set of metrics for
each provider.

119 This is discussed in paragraphs 3.182-3.186.
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3.166

3.167

3.168

existing market-wide surveys.'?° Business Finance Compared told us that
service quality data needed to be collected by an independent third party'?!
and HSBCG said, similarly, that surveys, to be useful and trusted by
customers, should be conducted independently by an external agency.??

Virgin Money stated that one option was for the FCA to gather and publish a
broader range of quality information. However, Virgin Money also observed
that the preparation and publication of complaints metrics, for different banks,
did not seem to have had a significant effect on customer behaviour.

Some providers, for example Barclays, pointed out that existing surveys faced
limitations in reach and currently might include few of the smaller banks’
customers.'?3 LBG said the problem of collecting statistically robust
information was particularly acute in the case of SMEs, where users might
wish to disaggregate data on the basis of a business size or type thus
reducing sample sizes even more. However, we think that it would be possible
to alter survey methodology, or design a new survey which overcomes these
issues.

e Our provisional decision on data collection

We provisionally decided that the collation of survey data by one independent
survey agency for each of the PCA and SME surveys'? is our preferred
approach in relation to survey data and therefore Core Service Quality
Indicators. Survey-based data published by each provider would then derive
from an independent survey covering PCAs and an independent survey
covering SME banking, where the methodologies and questionnaires have
been approved by the CMA. In each case this may either be an (modified)
existing survey (such as the BBI survey on the SME side) or a new survey.

The most practical way of bringing this about is likely to be for one
independent industry body??® to be responsible for inviting agencies wishing to
tender for the work to submit their proposals, dealing with the issue of small
sample sizes for new entrants and start-up providers and ensuring that a
reliable sample is obtained to indicate performance in both GB and NI. The
final arrangements would be subject to the approval of the CMA. We note that
this type of arrangement is already in place on the SME side in the form of the
BBI, which is responsible for the procurement and collation of survey data,

120 Nationwide response to Remedies Notice, paragraph 3.27.

121 Business Finance Compared response to Remedies Notice, p21.

122 HSBCG response to Remedies Notice, Part B, paragraph 88.

123 Barclays response to Remedies Notice, paragraph 6.6.

124 Or one independent survey agency undertaking both surveys.

125 Or two bodies, each responsible for one of the PCA and SME surveys.
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3.172
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and which may be able to (with some modifications) meet the requirements of
this remedy at least on the SME side. We will consider submissions from
parties on this, as well as alternative arrangements.

The surveys would be funded by the relevant providers in proportion to their
overall PCA and SME customer numbers respectively, because:

(a) the more customers a provider has, the more of their customers will have
access to the survey results; and

(b) the less likely it is to impose a disproportionate financial burden on
smaller providers.

Additional Service Quality Indicators are likely to predominantly, if not
exclusively, derive from providers’ data, the collation of which we would
recommend the FCA subject to periodic review and monitoring.

How information on service quality should be published

Service quality information is likely to be of relevance to both (i) a provider’s
existing customers, who would be able to compare their provider with
competitors and who might at some point contemplate opening an account
elsewhere; and (ii) potential customers, who are looking for a first account, or
considering switching from other providers.

We also know that different customer groups access banking via different
channels, and at different times, and we need to ensure that Core Service
Quiality Indicators are published where they can be accessed and assessed
by as many of the customers to whom they are aimed as possible, which
means publishing this data via several different channels.

Santander told us that it considered the most effective way of allowing SMEs
to make comparisons between BCA providers on the basis of their service
quality would be to include on all PCWs a single satisfaction score
representing SMEs’ experiences.?® We agree that comparisons between
providers are easier and quicker if data on all providers is available from one
source, and believe that PCWs, advisory services and similar providers could
have an important role both in the case of PCAs and SME products.

126 PCWs could then add further information on multiple metrics (eg branch opening hours, app scores etc) at
their own option.
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e Our provisional decision on where quality information should be published

3.174 We provisionally decided that providers should display their Core Service

3.175

3.176

3.177

3.178

Quiality Indicators:
(a) prominently in branches;

(b) no more than one click away from mobile and online banking home
pages;12’

(c) on the annual statement of fees that will be required under the Payment
Accounts Directive (PAD);?® and

(d) in information leaflets likely to be seen by prospective customers, such as
those setting out the features and benefits of the current accounts the
provider is offering.

Further, Additional Service Quality Indicators should be published at least on
providers’ websites (in a reasonably accessible location), and both Core and
Additional Service Quality Indicators should be made available as open data
to third parties such as PCWs and Finance Platforms.129:130

Presentation of service quality data

We considered how information on service quality should be presented in
order to make it easy for customers to assess it.

Since the purpose of this remedy is to facilitate comparisons between
providers, there is a strong case for requiring providers to present the Core
Service Quality Indicators (a) in a standard format and (b) on a comparative
basis, ie how their scores compared with other banks’.

Our preferred approach is for each provider’s performance on overall
recommendation to be accompanied by a ranking of that provider against all
other providers. At this stage we have not ruled out the options of either:

(&) publishing an indication of whether the rating is average or at the higher
or lower end of scores (eg bottom quartile, middle range, top quatrtile)
instead of a ranking (eg xth out of y providers); or

127 Such as on their pages for personal and business customers, which are one click away from the homepage.
128 Article 5.

129 As defined in the Small and Medium Sized Business (Finance Platforms) Regulations 2015.

130 We have provisionally decided to make a recommendation to the FCA to implement the Additional Service
Quality Indicators (see paragraph 3.191).
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(b) publishing a ranking (or rating of average/higher/lower end of scores) for
each core measure alongside the absolute score.

3.179 We are also considering whether adding some visual aids (based on, for
example, the ranking of each provider against all providers) would make it
even easier for customers to assess the information, such as:

(a) colour-coding — for example, research commissioned by Tesco Bank,
which tested a specific version of colour-coding with interest and charges,
found that consumers immediately understood the traffic light convention
and its overall simplicity made it easy to see at a glance the performance
of individual banks on key dimensions; or

(b) star ratings — for example, our research found that customers have
experience of star ratings from other markets and find them to be quick,
easily comparable and easy to meaningfully sort information by.3?

3.180 In Figure 3.5 below we provide an illustration of how the Core Service Quality
Indicators could be presented for PCAs, while Figure 3.6 provides an
illustration of Core Service Quality Indicators for SME products.

Figure 3.5: lllustration of Core Service Quality Indicators for PCAs

How many of our personal customers would recommend us and our services:

Would recommend [provider] to family and friends (8th :::/Lf 10
providers)
Would recommend Digital services 45%
Would recommend Branch services 19%
Would recommend Overdraft services 21%

Independent survey by [survey co]

131 Optimisa Research report, pp100-101.

73


https://www.gov.uk/cma-cases/review-of-banking-for-small-and-medium-sized-businesses-smes-in-the-uk#quantitative-and-qualitative-research-results

Figure 3.6: lllustration of Core Service Quality Indicators for SME products

How many of our SME customers would recommend us and our services:

43%

Would recommend [provider] to colleagues (4t out of 10
providers)

Would recommend Relationship management 28%
Would recommend Digital services 54%
Would recommend Branch and Business centre 39%
services
Would recommend Overdraft and SME loan services 16%

Independent survey by [survey co]

3.181

3.182

3.183

3.184

In practice, this would mean that all providers should publish the data in a
consistent format, and covering the same time period. We are considering
doing some further customer research, such as lab testing or focus groups, to
inform the precise format and content of the core data summary prior to
implementation, in order to make it most useful and relevant to the customers
for whom it is aimed.*3?

Which providers should be required to publish service quality data

The effectiveness of this remedy is likely to be greater the more of the market
is covered by the remedy. This is particularly important for Core Service
Quiality Indicators, which are the main component of this remedy.

We considered whether any exceptions should be made in practice. Larger
providers that already monitor their performance are likely to face relatively
low additional costs in collecting the information we have proposed. We
recognise, however, that the burden on smaller providers and potential
entrants (of collecting/funding the collection of survey data for their
customers), given the difficulty, and thus cost, of collecting a sufficiently
robust sample of them, would be greater.

On the other hand, we note that smaller banks and new entrants could have a
strong incentive to invest in customer research as a way of acquiring new

132 Barclays was of the view that the presentation of service quality data should be subject to rigorous testing, for
example, by testing the usefulness of a static ranking vs an interactive tool.
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3.186

customers and retaining existing ones. We note that even relatively small
providers, such as Handelsbanken, use surveys to compare their
performance with their larger rivals.

There may be good reasons for making a distinction between the Core
Service Quality Indicators and Additional Service Quality Indicators, in
particular ensuring that the former is available for as many providers as
possible as this data is aimed directly at customers, and is likely to be
accessed and assessed by greater numbers. We will consider any
representations on this in relation to the Core Service Quality Indicators and
the FCA will consider which providers should be required to publish Additional
Service Quality Indicators.

e Provisional decision on which providers should be required to publish
service quality information

Our provisional view is that it would be preferable for all PCA and BCA
providers to be required to collect and publish the relevant!*® Core and
Additional Service Quality Indicators. We are considering an exception for
start-ups (for example, with 12 months or less of trading history) given
customer responses may be more representative if a number have been with
the provider for at least a year. Alternatively, or in addition to the exception for
start-ups, we will consider any representations on whether there should be a
de minimis threshold for Core and/or Additional Service Quality Indicators; this
may be set relatively low (for example at 150,000 to 200,000 active3* PCAs
per provider and 20,000 to 25,000 active BCAs per provider) thus covering
the vast majority of active accounts and including larger providers in both GB
and NI, while also excluding the large number of very small providers. To the
extent that some providers are excluded from the requirement to collect and
publish service quality data, they should be able to participate voluntarily
under the same terms as providers to which the Order applies.*3®

Implementation issues

3.187

We propose to implement, and monitor, the obligation to collect and publish
Core Service Quality Indicators ourselves through an Order on relevant
providers. We consider that it is feasible for us to do so, and would ensure a
rapid outcome.

133 Not all smaller banks will offer branch services, for example.

134 Using a common definition across providers.

135 We have provisionally decided to make a recommendation to the FCA to implement the Additional Service
Quality Indicators (see paragraph 3.191).
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We consider that certain tasks related to the Core Service Quality Indicators
could be undertaken by parties following our final report but prior to the
publication of the Order, which would reduce the time necessary to start
publishing service quality data outlined in this remedy once the Order is
published. These include the setting up of the governance to ensure data is
collected and disseminated to relevant providers, and preparation work for a
tender to appoint survey companies. However, we also recognise that it can
take time to undertake good quality surveys of the scale we have proposed
(including fieldwork, data checks and collation), but we do not consider that
this would be more than six months. Therefore our provisional view is that this
remedy would be implemented within six months of the Order being
published.

We do not see any benefits in specifying particular points in the year when
(updated) data on service quality should be collated and published (eg

1 January and 1 July), over publishing as soon as the data is available and
every six months from then on. However, in order to have the greatest impact,
all relevant providers should publish their (updated) data on the same day so
that customers can make like-for-like comparisons across providers.

As it may take up to six months after publication of our Order for core service
guality data specified under this remedy to start being published by providers,
in the interim period we would require continued provision of the existing data
initiative such as the BBI survey,!3¢ as:

(a) there are benefits to customers from the publication of this comparative
data;

(b) there is an option for providers to use existing data in order to meet the
requirements under this remedy; and

(c) itis an important interim measure considered for the implementation of
our remedy on developing a comparison site(s) for SMEs as discussed in
Section 6.

The implementation of the obligation to collect and publish Additional Service
Quiality Indicators, including finalising the precise measures included,
evaluation and refinement of measures over time, would be better facilitated
by the FCA. We propose to make a recommendation to the FCA to implement
and monitor this part of the remedy (within the FCA’s existing remit). The FCA
would consider the appropriate additional measures, as well as the scope,

136 For details of the specific transitional measure regarding the underlying survey of the BBI website that we are
proposing please see Section 6.
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methodology and publication of these measures. We expect that this part of
the remedy would be implemented within two years after the publication of our
final report.

This remedy is expected to deliver continuing benefits to consumers and
SMEs, and we do not envisage changes in the markets that would reduce
significantly, or remove, the need for this remedy. Therefore, our provisional
view is that we should not require a sunset clause, but that this remedy should
be subject to the CMA’s usual remedy review procedures. We and the FCA
may consider in future whether the Core and Additional Service Quality
Indicators could be grouped together under the FCA’s overall responsibility.

Cost of remedies

3.193

3.194

3.195

3.196

3.197

3.198

In order to form a view of the cost of this remedy, we looked at information on
how much existing surveys cost, how much providers currently spend on
research and how much it may cost providers to start collecting and
publishing various metrics on their performance.

BBI told us that the BBI project as a whole, including the existing survey,
website rebuild and maintenance, and PR, had cost around £[¢<] a year and
was currently funded by four larger providers. Each of the surveys of PCA and
SME customers that we propose above may cost somewhat more as they
would need to cover more providers and achieve sufficient sample sizes for
the smaller providers. However, based on the CMA’s experience from its
inquiries, we would not expect these together to cost more than £5—£6 million
a year and these costs would be spread across a greater number of providers
than the BBI project.

In addition, we are aware that many providers already do various pieces of
customer research, some of which may be replaced by the proposed surveys,
and which would therefore reduce the cost of this remedy to the providers.

We believe that the costs of collecting the providers’ own data for the purpose
of Additional Service Quality Indicators should be fairly low as much of the
data may already be collated (though perhaps using different definitions than
may be required under this remedy).

Further, providers periodically update their websites, information displayed in
branches and informational leaflets, which should make publishing the data
required under this remedy easy and relatively inexpensive.

Costs of monitoring compliance with this remedy are also likely to be low
since monitoring will be based on providers, and/or any independent body set
up to collect service quality data (see paragraph 3.168), providing periodic
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compliance reports to the CMA in relation to Core Service Quality Indicators.
It will be for the FCA to work with providers to develop and test the efficacy of
specific Additional Service Quality Indicators and implement this part of the
remedy, and we would expect the costs of supervision of this part of the
remedy to also be low.

3.199 We welcome views on this, and on possible ways of reducing the costs of the
remedy.

Measures to increase customer awareness of the potential benefits of
switching and prompt customers to consider their banking arrangements

Summary of the measures we are proposing to take forward

3.200 We have provisionally decided to introduce measures aimed at prompting
customers to review their PCA or BCA arrangements at times when they may
have a higher propensity to consider a change. The purpose of these
measures will be to increase customer awareness of the potential benefits of
switching PCA or BCA and to prompt further investigation of other providers.
Figure 3.7 below summaries our proposed remedy.

Figure 3.7: Measures to increase customer awareness of the potential benefits of switching
and prompt customers to consider their banking arrangements

e We have provisionally decided to make an Order requiring all PCA and BCA
providers in the UK (possibly subject to a de minimis level) to cooperate with
the FCA in a research programme, including RCTSs, to identify those prompts
that are most likely to be effective in changing customer behaviour. We also
intend to consider further (as an alternative to issuing an Order) seeking
undertakings from providers to cooperate with the FCA.

Providers will only be required to participate in the research programme if
selected by the FCA.

e We have provisionally decided to recommend to the FCA to:

(@) undertake a research programme, including RCTSs, in conjunction with a
selection of PCA and BCA providers in the UK to identify those prompts
that are most likely to increase customer awareness of the potential
benefits of switching and prompt customers to consider their banking
arrangements;

(b) subject to the results of the research programme, use its rule-making
powers in keeping with the FCA’s Banking Conduct of Business
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Sourcebook (BCOBS),*¥" to implement a series of prompts to be
communicated to customers in line with the optimal timing, content and
medium parameters identified by the research programme. We would
expect the FCA to monitor and supervise compliance with their rules;

(c) consider the extent to which the content and presentation of the prompts
should be standardised, in order to ensure that a consistent message is
delivered to customers by all providers; and

(d) monitor the effectiveness of these prompts, and, as and when necessary,
redesign the prompts to reflect market and regulatory developments,
including the impact of our wider remedies package on customer
engagement.

e In addition, we have provisionally decided to order or seek undertakings from
BCA providers to also send prompts to those SMEs not covered by the FCA’s
BCOBS, but included within our terms of reference. We expect the Order or
undertakings to apply to the BCA providers subject to the FCA’s rules.

How this remedy addresses the AECs and/or the resulting customer detriment

3.201 We provisionally found that customer engagement in both the PCA and BCA
markets in both GB and NI was low.

3.202 For PCA customers, we provisionally found that few customers search for
better offers and the number of customers switching PCAs, in part or in full,
remains very low. This is due to a lack of triggers for customers to engage in
the market, the low cost of PCAs for many customers, reported satisfaction
despite low levels of searching, and a belief by many customers that there is
little to be gained from searching and/or switching.3® Our provisional findings
for BCA customers were very similar.13°

3.203 PCAs and BCAs are ‘evergreen’ products (ie they have no contract end date),
and consequently, PCA customers and SMEs are not required to consider if
their PCA or BCA is the best available, or most appropriate, product for them.

3.204 The purpose of this remedy is to prompt customers, both periodically and at
key milestones throughout their relationship with their current account

137 The FCA’s BCOBS applies to microenterprises (ie a business with an annual turnover of balance sheet total of
less than £2 million and fewer than ten employees), which comprise around 97% of autonomous SMEs (see the
FCA discussion paper on its approach to SMEs as users of financial services, p5 (November 2015)).

138 Provisional findings, paragraph 12.3(c).

139 Provisional findings, paragraph 12.7(d).
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provider, to review their existing banking arrangements and to perform one or
more of the following actions:

(a) Consider whether their existing banking arrangements meet their needs
by reference to their account usage and the related costs.

(b) Consider changing their banking behaviour to make more effective use of
their existing BCA or PCA, or to reduce the costs of their account usage.

(c) Consider switching to a more suitable product and/or provider. This could
be achieved by switching to another product offered by the customer’s
existing provider (internal switching) or by switching to a product offered
by an alternative provider (external switching).

3.205 We have identified two different sets of prompts:

(a) Event- or situation-based trigger points: prompts triggered by the
occurrence of specific events or situations, such as the closure of a
branch or the end of an SME’s free banking period.

(b) Periodic prompts: recurring prompts, such as the issue of an annual
summary.

3.206 The use of event- or situation-based trigger points and periodic prompts is
intended to achieve different, but complementary, objectives:

(a) Delivery of prompts upon the occurrence of selected trigger points
engages with a segment of customers at times when they are more likely
to be receptive to the potential benefits of switching and the consideration
of other providers. However, they are only likely to reach any individual
customer on an irregular basis.

(b) Periodic prompts engage with a wider audience on a more regular basis.
Further, our qualitative research indicated that periodic reminders could
help to normalise consideration of switching providers.'4° For example,
TSB has proposed to us that all PCA customers should be provided with a
standardised Monthly Bill, in order to encourage regular engagement with
their banking arrangements.4! The use of periodic prompts also
addresses, to some degree, the ‘evergreen’ nature of PCAs and BCAs
(see paragraph 3.200) by replicating to some extent the annual

140 Optimisa Research report, p38.
141 TSB response to Remedies Notice, paragraphs 22 & 23.
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3.207

3.208

3.209

3.210

3.211

contractual renewal process inherent in other markets, such as the
insurance industry.

We considered how else the evergreen nature of current accounts could be
addressed. Virgin Money, for example, told us that the lack of prompts arising
from the evergreen nature of PCAs could be addressed by requiring
customers to renew their PCA every five years.14?

We considered that mandatory renewal could potentially be implemented via
an opt-in or opt-out mechanism:

(a) Opt-in: customers would be required to give consent to their provider to
continue their existing banking arrangements.

(b) Opt-out: customers would continue their existing banking arrangements
unless they notified their provider to close their account.

Given the fundamental importance of current accounts to customers in
managing their finances, there is a high risk of unintended consequences by
requiring customers to opt in to ensure the continuation of banking services.
For example, the closure of a PCA or BCA could result in the loss of income
and/or the failure to meet financial obligations.

However, the alternative mechanism (ie requiring customers to notify their
provider to close their account), although eliminating the risk of the withdrawal
of banking services, is not materially different to existing conditions and does
not encourage or incentivise customers to act.

We provisionally concluded that the use of periodic prompts was preferable to
the introduction of a mandatory renewal process.

Remedy design considerations

3.212

We set out below our consideration of the key issues relating to the design of
the remedy, covering:

(a) our proposals for further testing of remedy design prior to implementation;
(b) the timing of messages to customers;
(c) the content and presentation of those messages;

(d) the source of prompts; and

142 virgin Money further response to provisional findings, paragraph 34.
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3.213

3.214

3.215
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(e) the medium of their delivery.

Testing

In our Remedies Notice, we signalled our intention to undertake customer
research to help inform our judgements about whether to take forward
particular remedies as well as how they might be designed.4?

We have conducted qualitative research to assess whether the use of event-
or situation-based trigger points and periodic reminders is likely to prompt
PCA customers and SMEs to review their current account provider at times
when they may have a higher propensity to consider a change of provider.144
This research'*® has helped guide our selection of appropriate trigger points
and periodic reminders.

In response, parties were generally of the view that for this remedy in
particular, a further programme of trials and behavioural research was
necessary to ensure that the prompts were likely to change customer
behaviour. We agree with parties that further research is necessary to identify
the most suitable design features of the remedy, such as the content and
presentation of the prompts, as well as the most effective channels of
communication.

e Research programme

We have provisionally decided to recommend further research and field
testing prior to the implementation of this remedy. The use of RCTs!#¢ is likely
to be most effective in developing the remedy, because the introduction of a
randomly assigned control group eliminates external factors, such as
response and measurement biases, which can affect the results of other
forms of testing. Further, the use of RCTs allows a number of variables to be
tested in respect of the timing, content and medium of the prompts, thus
identifying those interventions that are most likely to impact upon customer
awareness, attitudes and behaviour.'4

143 Remedies Notice, p40.

144 We appointed Optimisa Research on 25 November 2015 to explore the extent to which PCA customers and
SMEs were inclined to consider switching current account provider at certain times; customers’ reaction to
receiving prompts to consider switching; and customer views on the appropriate content and source of the
prompts and the most effective medium(s) to deliver the prompts.

145 Optimisa Research report.

146 RCTs could be preceded by other forms of testing, such as lab trial, further qualitative research or quantitative
research, to further refine the high level remedy design proposed in this document.

147 See Test, Learn, Adapt: Developing public policy with RCTs.
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RCTs could help finalise the following design features of the remedy:

(a) Further assessment and refinement of the prompts that we have
provisionally decided are more likely to impact upon customer awareness,
attitudes and behaviour.

(b) ldentification of the appropriate content and presentation of the prompts to
drive action, including the degree to which language and presentation
should be standardised.4®

(c) Identification of the optimal channels to deliver the prompts.

We recognise that RCTs can be complex to design, organise and implement,
and may only assess the direct effects of an intervention on customer
behaviour. Further, RCTs may suggest variations in the approach to be tested
rather than provide a conclusive answer within a single trial.

While it is feasible to undertake some testing within our statutory timetable,
we will be unable to conduct a comprehensive research programme within
this time frame. We have provisionally decided to recommend to the FCA that
it undertakes a research programme, including RCTSs, to inform the effective
implementation of the prompts.

The FCA is best placed to assume this role, as it has existing expertise in
conducting RCTs within the financial services sector. Further, it has an
ongoing regulatory function in relation to PCA providers.

With regards to the FCA'’s regulation of BCA providers, the FCA’s BCOBS
applies to microenterprises, which comprise around 97% of autonomous
SMESs.*° For the remaining 3% of SMEs, we have provisionally decided to
order or seek undertakings from BCA providers to also send the prompts to
those SMEs not covered by the BCOBS, but included within our terms of
reference. We expect the Order or undertakings to apply to the BCA providers
subject to the FCA’s rules.

We consider that the FCA should assume responsibility for the design and
management of the research programme, rather than, for example, providers
designing and undertaking this programme (either independently or with
regulatory oversight). Providers will not be suitably incentivised to design a

148 This will include taking into account the standardisation to be required under PAD (see paragraphs 3.342—

3.345).

149 See the FCA discussion paper on its approach to SMEs as users of financial services, p45 (November 2015).
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research programme (and subsequent remedy) that could potentially cause
their customers to switch to another provider.

e Respective roles of the CMA and the FCA in remedy design and testing

3.223 The FCA and the CMA have concurrent competition powers and there is a
commitment on both sides to work together to promote competition for the
benefit of consumers. We do this by the sharing of expertise, information,
ideas and experience while mindful of each other’s statutory position and
strategic objectives. In the spirit of that commitment, the CMA has consulted
with the FCA through the course of the retail banking market investigation on
this remedy and a number of other remedies in our proposed package.

3.224 Following the publication of our final report, the FCA will be responsible for the
design, testing and implementation of this remedy, including:

(a) selecting which prompts to test;
(b) designing the prompts for testing;
(c) selecting which providers to work with;

(d) finalising the evaluation framework for measuring the effectiveness of the
prompts; and

(e) consulting with the CMA regularly and at key decision-making points.

3.225 We expect the FCA to assess the effectiveness of the prompts by measuring
their effect on customer engagement. The evaluation framework will include
indicators relating to customer awareness and understanding, attitudinal
change and behavioural change. Such indicators might include:

(a) awareness and understanding of account usage and costs, alternative
products and providers, and CASS;

(b) attitudinal change: willingness to search and switch and change in
perceptions of products and providers; and

(c) behavioural change: improved account management, searching, multi-
banking, internal and external switching.%°

150 We do not think that the measurement of switching rates alone is likely to be an appropriate indicator of
customer engagement, as this will not take into account those customers who review their banking arrange-
ments, but decided not to switch provider for reasons other than low engagement.
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3.226 The evaluation framework may be different for prompts aimed at PCA
customers and those targeting BCA customers, as BCA customers may react
differently to PCA customers. Further, both BCA and PCA customers are
diverse and an effective remedy may drive different behaviours across
different customer segments and different competitive responses from
providers. The outcomes sought may also vary for different prompts.

3.227 ltis important that the evaluation of the effectiveness of the prompts reflects
that the research programme will be undertaken prior to the implementation of
our full package of remedies, and that a number of our proposed remedies
are interdependent and it will be some time before they all take effect.

3.228 We expect that the FCA will prepare for testing following the publication of our
final report, and begin testing following the making of the Order or the
negotiation of undertakings with providers.

Timing of messages to customers

3.229 In our Remedies Notice, we suggested that in certain situations or following
certain events, referred to as ‘trigger points’, current account customers may
be more disposed to consider a change of product or provider.15!

3.230 In response, parties were in principle supportive of the use of situation- or
event-based prompts to stimulate greater customer engagement. For
example, the Behavioural Insights Team (BIT)*°? told us that providing timely
feedback was an effective method of encouraging behavioural change.*53
Similarly, our qualitative research found that that customers were open to
engaging with prompts at certain trigger points.5

3.231 However, other parties told us that periodic prompts were more likely to
increase customer engagement. For example:

(a) Danske told us that it favoured using periodic communications rather than
trigger point based communications to prompt customers to review their
current account provider, as the latter type of communication should focus
on the resolution of the event that caused the trigger.>®

151 Remedies Notice, p8.

152 The BIT is a social purpose company (jointly owned by the government, Nesta (an innovation charity) and its
employees) which applies behavioural sciences to make public services more cost-effective and easier for people
to use.

153 Behavioural Insights Team response to Remedies Notice, p3.

154 Optimisa Research report, p5.

155 Danske Bank response to Remedies Notice, pp1-2.
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(b) Nationwide told us that periodic prompts could be sent to all customers,
and that such prompts would be easier to implement than those based on
individualised events, as they could be sent out automatically at set
intervals, and did not require any additional human intervention.156

The use of both event- or situation-based trigger points and periodic prompts
can serve different, but complementary, purposes (see paragraph 3.206).

In identifying prompts that are most likely to be effective in increasing
customer engagement, and are likely candidates for further testing by the
FCA, we are mindful of the need to avoid excessively frequent contact with
customers, which could result in the potential dilution (rather than
reinforcement) of the message or its impact.

Our selection of the prompts we recommend for further testing is guided by an
individual evaluation of various potential prompts, including those set out in
our Remedies Notice,'®” and other trigger points or periodic reminders
suggested by parties or identified in our qualitative research. We have also
sought to strike a balance between those prompts that are likely to resonate
with customers, but only reach a small audience, and those prompts that may
have a lesser impact on individual customers, but have the potential to reach
a wider audience.

e Event- or situation-based prompts recommended for further testing

We have provisionally decided to recommend to the FCA that it tests the
following situation- or event-based prompts, in order to assess whether they
are likely to increase customer engagement:

(a) A material change in the key product features of a BCA or PCA.
(b) The closure of a customer’s branch.

(c) The imposition of overdraft charges.

(d) The expiry of an SME’s free banking period.

The list of prompts selected for further testing is not exhaustive and testing
may identify other viable prompts.

156 Nationwide response to Remedies Notice, paragraphs 3.4 & 3.5.
157 Remedies Notice, p9.
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o A material change in the key product features of a BCA or PCA

Our qualitative research found that where changes to terms and conditions
were felt by customers to have a material impact on their banking arrange-
ments, they may be receptive to receiving prompts.>® The research also
found that there was greater potential for such changes to have an impact on
SMEs, in particular where there were changes to lending terms (eg the
reduction or removal of an overdraft facility); increase in banking charges; and
a change in relationship manager (for larger SMEs).1%9

Subject to further testing by the FCA, we consider that the following material
changes to the key product features of a BCA or PCA could represent
effective trigger points:

(&) An adverse change to the pricing of the BCA or PCA (eg the removal of
an introductory offer, such as an initial credit interest rate, or the increase
of a BCA tariff).

(b) The withdrawal of a product (eg the removal of a legacy BCA or PCA).

(c) The withdrawal of a service (or services) from a product’s offering (eg the
reduction or removal of an overdraft facility).

We do not think that a change in relationship manager represents a
particularly effective trigger point. We provisionally found that only larger
SMEs (ie those SMEs with turnover above £2 million) generally had access to
a relationship manager and the remainder of SMEs typically had access to a
call centre.'®® Given that larger SMEs represent a small proportion of the
overall SME population, this trigger point would not reach a sufficiently large
target audience to make this a priority for further testing.

Further, there is likely to be some variation in the importance of a relationship
manager to SMEs, such that the departure of a relationship manager may not
cause some customers to reconsider their existing banking arrangements.

o The closure of a customer’s branch

Our qualitative research found that for some customers, particularly SMEs
who typically accept cash and cheque payments, the closure of a branch
represented a point at which customers could be receptive to messages

158 Optimisa Research report, p32.
159 Optimisa Research report, p33.
160 Provisional findings, p30.
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encouraging the consideration of alternative products and/or providers,
However, the research also indicated that the impact of the prompt would be
likely to depend on the customer’s use of their branch and the proximity of an
alternative branch.6!

o The imposition of overdraft charges

We have provisionally decided to recommend to the FCA to identify, research,
test and implement measures to increase PCA overdraft customers’ engage-
ment with their overdraft usage and charges, including the use of prompts and
alerts.162

In addition to prompts and alerts intended to change transactional behaviour,
we also see a need to encourage BCA and PCA customers to consider
whether their existing banking arrangements are suitable for their needs,
particularly with regards to their overdraft usage, or whether an alternative
product and/or provider is more suitable.

Our qualitative research found that cumulative overdraft charges, such as
those incurred over the course of a year, were more likely to capture a
customer’s attention (than a prompt of linked to the incurrence of a single
overdraft charge).163

We propose that a periodic overdraft prompt is provided along with a periodic
summary to PCA and BCA customers (see paragraphs 3.249 to 3.254),
whereby the prompt can be tailored for specific messages to overdraft users.

o The expiry of an SME’s free banking period

Most providers offer start-up SMEs (and, to a lesser extent, SMEs switching
BCAS) free banking periods of between 12 and 24 months during which
transaction fees are waived.

The expiry of the free banking period seems a logical time to prompt SMEs to
consider their banking needs. Not only will the SME begin to incur fees at this
point, but their banking needs may also have begun to extend beyond the
transactional aspects of its BCA.

HSBCG told us that there was a significant increase in switching rates at this
point in time, which suggests that this is a good time to seek to engage

161 Optimisa Research report, p31.
162 See Section 5.
163 Optimisa Research report, p35.
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customers to consider their banking arrangements.¢4 Further, our qualitative
research suggested that the end of the free banking period seemed a natural
point for SMEs to reconsider their banking provider.6°

e Periodic prompts recommended for further testing

3.249 We have provisionally decided to recommend to the FCA that it tests the
effectiveness of periodic prompts along with the issue of periodic summaries
to PCA and BCA customers.

o Annual summaries

3.250 Most providers issue their PCA customers with an annual summary on the
anniversary of their account opening, which is intended to remind them of the
costs and benefits of their account.*®® Annual summaries typically provide a
breakdown of any charges incurred and the amount of credit and debit
interest accrued over the last 12 months.

3.251 Providers will soon be required to provide their PCA customers with an annual
summary. Regulation 10 of the Payment Accounts Regulations'®’ (which
implements Article 5 of PAD)%8 mandates the provision by PCA providers of
annual summaries containing specific information.16°

3.252 Providers are under no legal requirement to provide annual summaries to
their BCA customers and do not currently do so. Instead, BCA customers
typically receive a monthly statement, which details the account’s opening and
closing balance and a summary of payments in and out.’°

3.253 The issue of a periodic prompt included within/upon the submission of an
annual summary could encourage customers to actively review their banking
arrangements on a regular basis, and at a time when they have to hand
information about the costs and benefits of their existing banking
arrangements.

164 HSBCG response to Remedies Notice, paragraph 29(d).

165 Optimisa Research report, p27.

166 The introduction of annual summaries to PCA customers was a voluntary initiative, established following the

OFT's 2008 report into PCAs, which included a number of initiatives to help customers understand and manage
their PCAs.

167 See The Payment Accounts Regulations 2015.

168 See European Commission website.

169 |t remains to be seen exactly when firms will have to start providing consumers with an annual ‘statement of

fees’, as the EU technical standards containing the necessary document templates have yet to be developed by
the European Banking Authority, after which they are to be formally adopted by the EU institutions.

170 Most providers allow the customer to choose the frequency of the issue of this statement.
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3.254 Annual summaries have potentially even greater value to BCA customers.
This is because banks typically either charge for each transaction or charge a
monthly fee, which could include a specific volume of transactions within the
fee.

3.255 The FCA recently found that annual summaries sent to PCA customers, as
designed by the providers that they looked at, had no discernible effect on
customer behaviour in terms of incurring overdraft charges, altering balance
levels or switching to other providers.t’* However, findings from an RCT
conducted by LBG suggest that a redesigned annual summary with an explicit
call to action could prompt some PCA and BCA customers to review their
banking arrangements.1’?

3.256 We have provisionally decided to recommend to the FCA that it:

(a) undertakes further testing, in order to understand whether changes to the
content, presentation and timing of annual summaries can encourage
customers to take action upon receiving them; and

(b) considers requiring providers to provide annual summaries to their BCA
customers.

3.257 Content. The content could be enhanced to include information that helps
customers to assess the true cost of their account. This could include
information about the benefits of holding the account (eg cashback earned on
purchases), and the associated costs (eg the amount of credit interest
forgone).1”® The annual summary could also include indicators of service
quality.174

171 See FCA occasional paper on the impact of annual summaries, text alerts and mobile apps on consumer
banking behaviour (March 2015).

172 |n this trial, the redesigned annual account review with a prompt to upgrade to the interest-paying Club Lloyds
account led to a doubling in the internal switching among LBG customers with credit balances above £5,000
receiving low interest and a 66% increase in those with balances between £1,000 and £5,000. Note that the trial
was not designed to test external switching. A redesigned annual account review prompt to increase a planned
limit to reduce unplanned overdraft usage was found not to have an impact on the behaviour of unplanned
overdraft users. However, an SMS message with a similar prompt increased the proportion of customers
increasing their planned limit by 42%. LBG has conducted an equivalent trial among SME customers with
high/medium account costs, which more than doubled the rate of account opening (increase of 216% and 180%
for SMEs with turnover below/above £1 million respectively), but had no impact on other metrics among this
segment or on the behaviour of other segments of SMEs treated). Note that these are findings of a one-off trial
and as such they are likely to be sensitive to a number of factors, such as the timing and the design of the
treatment (including the nature of the call to action, its prominence and clarity, as well as the ease of action from
the point of view of the customer), and sample selection (including whether segments targeted have an incentive
to act). As LBG has told us, an iterative programme of trials with a number of variants tested is required to
improve efficacy and ensure reliability of the findings.

173 Interest forgone could be calculated with reference, for example, to the base rate, in order to ensure
consistency and enhance comparison across providers.

174 See paragraph 3.174.
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In addition to prompting SMEs about their banking arrangements, an annual
summary could also include a message designed to encourage SMEs to
consider alternative providers when requiring finance. We have provisionally
found that SMEs typically approach their BCA provider for finance.’®> The
consideration of other lending providers could be facilitated by a link to
sources of price and service comparison (see paragraphs 3.295 to 3.298).

Presentation. Our qualitative research found that disruptive communications
would attract greater attention and invite engagement.'’® Tesco Bank has
proposed to us the use of traffic light colour coding to make it clear to
customers both the cost of their current account and how it compares to other
products in the market.'”” Given the diversity of PCA offers in the market and
the importance of a customer’s preferences in determining value for money, it
may not be possible to represent a bespoke or individualised summary via
standardised labelling. However, we agree with Tesco Bank’s suggestion that
a visual representation of costs and/or service may improve customer
engagement.

Timing. For PCA customers, issuing an annual summary at the start or end of
the calendar or tax year (rather than on the anniversary of account opening),
when customers may be more prone to review their financial arrangements,
could have greater impact. For SMEs, aligning the issue of an annual
summary with the end of the tax year or with an SME'’s financial year-end may
prove more effective than issuing an annual summary upon the anniversary of
account opening. Alternatively, providers could allow customers to choose
their preferred date of receiving an annual summary.

o Other periodic summaries

TSB has proposed to us that all PCA customers should be provided with a
standardised Monthly Bill, in order to encourage regular engagement with
their banking arrangements.78

Our current view is that a monthly summary will only provide a snapshot of the
costs and benefits of a PCA and it is likely to be difficult for customers to
extrapolate that information, in order to obtain a clearer view of their banking
arrangements over the longer term. However, there could be some benefits in

175 Our SME survey found that around 90% of SMEs went to their main bank for overdrafts, general-purpose
business loans and credit cards; 69% went to their main BCA bank for invoice discounting and factoring and 76%
for commercial mortgages (Summary of provisional findings, p27).

176 Optimisa Research report, p38.

177 Tesco Bank response to Remedies Notice.

178 TSB response to Remedies Notice, paragraphs 22 & 23.
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prompts with a shorter monthly or quarterly summary, which could
complement the information contained in a more detailed annual summary.'”®

3.263 We have provisionally decided to recommend to the FCA that it undertakes
further testing, to understand whether prompts with other periodic summaries,
in addition to prompts along with to the submission of an annual summary,
can increase customer engagement.

e Prompts not recommended for further testing

3.264 We have provisionally decided not to recommend to the FCA that it tests the
following situation or event-based triggers and periodic reminders, as we think
that they are relatively unlikely to prompt customers to consider their banking
arrangements:

(a) A serious or widespread loss of service to a provider's PCA or BCA
customers arising, for example, from an IT breakdown.

(b) A data breach or data security issue.
(c) A major dispute between a provider and a customer.

(d) A PCA customer’s transition from a student or graduate account to an
adult account.

(e) The opening of a BCA for the first time.
(f) The refusal of credit by an SME’s existing provider.
(g) The end of the tax year.

(h) Other major life events.

o A serious or widespread loss of service to a provider's PCA or BCA
customers

3.265 This does not appear to be an appropriate time to prompt PCA or BCA
customers to consider switching current accounts for the following reasons:

(&) A number of parties told us that following the loss of service, customers,
particularly SMEs, were more likely to be focused on swift resolution of
the issue and minimising any adverse impact on their banking
arrangements. This typically involved continued dialogue with their

17° To comply with PAD, any monthly or quarterly summary would need to be provided in addition to (and not in
place of) an annual summary.
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existing provider. To the extent that there was an opportunity to prompt
customers once the loss of service (and its consequences) had been
resolved, the efficient resolution of the issue could potentially strengthen
the customer’s relationship with their existing provider (rather than
encourage the consideration of alternative providers).

(b) Our qualitative research suggested that a loss of service was only likely to
drive customers to consider switching current account provider if it
happened on multiple occasions.*®° This adds to the complexity of
determining when to deliver the prompt.

(c) There is arisk that customers could switch in response to a loss of
service without undertaking a considered assessment of their current
banking arrangements and any suitable alternative products or providers.
This may not leave them in a better position than before the switch.

o A data breach or data security issue

Given the increasing digitalisation of banking, the importance of data security
and the risk of data security issues or breaches to customers is likely to
increase over time.

However, our qualitative research found that if a data breach or data security
issue was a one-off event and handled well by the provider, it would not be a
suitable point at which to prompt customers to consider switching providers.18?

Further, we do not think that data breaches occur with sufficient regularity to
enable them to act as effective trigger points, and it is not possible to test
(through RCTSs) the effectiveness of their occurrence as a potential trigger
point.

We think that the increasing prominence of data security could be better
addressed under our proposed measure to increase customer awareness of
and confidence in CASS. Under this remedy, Bacs could, for example,
following the occurrence of a widespread data breach or data security issue,
raise awareness of the benefits of switching via a mass advertising
campaign.18

180 Optimisa Research report, p37.
181 Optimisa Research report, p37.
182 See Section 4.
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3.270

3.271

3.272

3.273

3.274

o A major dispute between a provider and a customer

Our qualitative research found that prompts sent during disputes are unlikely
to be effective, as during this time customers were primarily focused on the
swift resolution of the dispute and would have concerns that if they switched
during this time, the issue would never be resolved.183.184

As with a serious loss of service, the efficient resolution of the dispute could
potentially strengthen the customer’s relationship with their existing provider.

o A PCA customer’s transition from a student or graduate account to an
adult account

Our qualitative research found that for recent graduates, the withdrawal of
their interest-free overdraft was generally felt to be a more natural point to
consider switching current account than the migration from a student to a
graduate account. This was because graduation was felt to be a busy period,
often involving job seeking, travelling and/or house-hunting, meaning that
changing current account provider was not a particularly high priority at this
point in time. Further, many student account benefits, including the interest-
free overdraft, were retained for an interim period, meaning there was no
immediate material change in their banking arrangements. 8%

We have provisionally decided that the withdrawal of an interest-free overdraft
would represent a more effective trigger point than a PCA customer’s
transition to an adult account. We consider that the withdrawal of an interest-
free overdraft represents a material change in the key products features of a
PCA (see paragraph 3.238).

o The opening of a BCA for the first time

Customers may have considered their options prior to selecting their preferred
BCA provider and may not welcome a switching prompt at this point in time.
Barclays told us that directing customers towards alternative products or
providers at the start of the relationship was likely to give customers mixed
signals and intimate that providers did not value their business, which may
lead in turn to lower satisfaction, through no fault of the provider.18¢

183 Optimisa Research report, p37.

184 This finding is in line with the result of a trial conducted by LBG. LBG enclosed a leaflet outlining the simplicity
of switching in letters sent to customers in response to complaints. LBG found no significant impact on switching
rates (or other outcomes measured).

185 Optimisa Research report, pp27-28.

186 Barclays response to Remedies Notice, paragraph 2.2.4.
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3.276

3.277

3.278

3.279

Further, our qualitative research found that it could be difficult to identify the
trigger point, as it would not be immediately clear when an SME was in fact
searching for a BCA. When it became known that an SME was looking to
open a BCA, they would have likely already started searching for a suitable
product and provider.8’

o The refusal of credit by an SME’s existing provider

At this time, an SME is likely to be focused on securing finance rather than
considering their BCA arrangements. Further, the SME’s current BCA
provider may have had legitimate reasons for refusing credit (eg the customer
had a poor credit rating or did not meet the provider’s lending criteria), which
will not necessarily be resolved by changing BCA provider.

Rather than prompting SMEs to consider switching BCA provider, this could
be an opportune time to encourage them to consider alternative finance
options. The Small and Medium Sized Business (Finance Platforms)
Regulations 2015 came into force on 1 January 2016.%8 It requires
designated providers to pass on information about those SMEs they have
rejected for a business loan or credit application to designated finance
platforms.189

o Other major life events

Bacs told us that other life events, such as getting married or changing jobs,
could also act as trigger points.%°

Our qualitative research found that life events were not seen as having
obvious timelines when prompts could be delivered to customers.*®! Further,
we considered that it would be difficult to identify the occurrence of such
events.

187 Optimisa Research report, p29.

188 These regulations were made pursuant to powers provided in the SBEE Act (see in particular Section 6).
While they came into force on 1 January 2016, they will not have effect until the finance platforms and banks
have been designated.

189 |t was recently announced that Bizfitech, Funding Options and Funding Xchange will be designated as finance
platforms to help match rejected borrowers and alternative lenders. See Budget 2016, Section 4: Backing
business and enterprise.

190 Bacs response to Remedies Notice, p14.

191 Optimisa Research report, p30.
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Content and presentation of messages

e Content

Our qualitative research found that for the prompts to be effective, the
message needed to provide a clear rationale for considering switching as well
as guidance as to what to do next.1%?

Our qualitative research also found that there was a degree of confusion
among customers as to why their current account provider or a third party
would prompt them to switch providers.®2 Therefore, the prompts require
appropriate framing, and an explanation of the reason for the prompt, in order
to provide some context and elicit a positive response from the recipient.
Further, our qualitative research also suggested that the provision of time
frames would convey a sense of urgency and invite further consideration.1%

There are a number of common messages that could be included in the
prompts to achieve these objectives:

(a) Advising customers to review their existing banking arrangements.

(b) Communication of the rewards or benefits of switching.

(c) Referral to sources of comparative information.

(d) Communication of the benefits of using CASS to switch current accounts.
(e) Referral to sources of further guidance.

This list is not exhaustive and each of these messages may not be suitable for
all of the prompts that we have provisionally recommended to the FCA for
further testing. We recommend that the FCA tests the precise messaging that
is likely to be effective in changing customer behaviour for each of the
selected prompts.

o Review of existing banking arrangements

The prompt could advise the recipient to review their existing banking
arrangements, in order to ensure that they adequately meet their needs.

192 Optimisa Research report, p7.
193 Optimisa Research report, p22.
194 Optimisa Research report, p57.
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3.285 Our qualitative research found that personalised or tailored data heightened
customer engagement.’®® In order to facilitate a customer’s review of their
banking arrangements, the prompt could include a summary of (or link to) the
costs and any benefits of the customer’s current account over the past
12 months. The prompt could also include an estimate of the customer’s likely
future charges, based on their past account usage.

3.286 Information provided to customers to allow them to assess the costs and
benefits of their account could include a summary of:

(a) any arranged and unarranged overdraft charges (ie fees and interest)
accrued,;

(b) any fees associated with holding the account;

(c) any transactional charges (particularly relevant for SMES);

(d) any credit interest accrued,;

(e) the implicit cost associated with any credit interest forgone;% and

() any benefits or rewards associated with holding the account (eg cashback
earned).

3.287 Where such information goes beyond that required by PAD,*°7 the FCA will
need to consider the application of PSD and the Consumer Credit Directive
(CCD) in specifying the determination of the precise content of these prompts.

o Communication of the rewards or benefits of switching
3.288 The rewards or benefits of switching could be illustrated to customers:
(a) through the recommendation of an alternative product and/or provider; or

(b) by presenting them with the financial gain or loss they could achieve or
incur by switching or not taking action.

3.289 We are not in favour of the recommendation of an alternative product and/or
provider for a number of reasons:

195 Optimisa Research report, p57.

19 The provision of this information could have resonance with those customers with high credit balances.
Interest rate forgone could be calculated with reference, for example, to the base rate, in order to ensure
consistency and enhance comparison across providers.

197 Or in the case of BCAs, goes beyond what would be required by PAD if it applied to BCAs.
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(a) The referral of a customer to a competitor could have an adverse impact
on the provider’s relationship with the customer.

(b) Parties told us that the customer was best placed to assess whether
another product was more suitable for their needs, given that there were
many product and service features to consider, and the provider could not
be sure as to which of these features the customer valued most. We
agree that the customer, through the use of price and comparison
services and through access to further guidance, is best placed to
consider alternative products and/or providers.

We consider that presenting customers with the financial gain or loss they
could achieve or incur by switching or not taking action is more likely to drive
action. Our qualitative research found that that providing customers with the
tangible benefits of switching, particularly through the use of personalised or
tailored data, heightened customer engagement.1%

There are inherent challenges in the calculation of the gain or loss from
switching or not taking action. For example, the exact quantum of the gain or
loss will depend upon the features of the alternative current account identified
as most important by the customer, which will likely reflect the customer’s
personal preferences, and this may not be solely based on price
considerations, but also service and quality factors.

To ensure that customers take into account non-price factors when
considering alternative products and/or providers, the prompt could also direct
customers to sources of price and service comparison (see paragraphs 3.295
to 3.298).

The financial gain or loss from switching or not taking action could be
presented to customers in a number of ways:

(&) An average gain or loss based on the market as a whole.

(b) An indicative gain or loss based on different customer profiles (eg a heavy
overdraft user or a customer holding a high credit balance in their current
account).

(c) A personalised gain or loss based on a customer’s transaction data, to the
extent that this is compatible with PSD (see paragraphs 3.345 to 3.347).

198 Optimisa Research report, p57.
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3.294 We recommend that the FCA tests the most effective way of presenting this
information to customers.

o Referral to sources of comparative information

3.295 Our qualitative research found that the provision of comparison data would
give the customer immediate, definitive evidence of the benefits of
switching.1%®

3.296 The prompt could direct customers to sources of price and service
comparison, such as PCWSs, where they could compare between prospective
providers by accessing details of the available products and, when available,
sharing securely their transactional history via open APIs. SMESs could also
use PCWs and finance platforms to consider alternative lending products
and/or providers.

3.297 This prompt could be supported by a number of our proposed remedies in
relation to facilitating price and service comparison between providers. In
particular, we intend to:

(a) require providers to adopt an open API standard for BCA and PCA
customers, thus making customer-specific transaction data more easily
available and usable, including by PCWs;200

(b) require the collection and dissemination of service quality measures of
PCA and SME banking services providers in a form that would enable
customers to make valid comparisons between them;?°! and

(c) facilitate comparisons of BCAs and SME lending.2%?

3.298 We expect the availability of sources of comparative information available to
both PCA customers and SMEs to increase over time. Therefore, the prompt
could refer customers to an independent portal or website that details all of
the different comparison services available to customers. We welcome views
on who might be best placed to develop and manage this portal or website for
BCA and PCA customers.

199 Optimisa Research report, p7.
200 See paragraphs 3.13-3.102.
201 See paragraphs 3.103-3.199.
202 See Section 6.
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3.302

3.303

3.304

o Communication of the benefits of using CASS to switch current accounts

Our qualitative research found that while there was some awareness of
CASS, there was little understanding of the benefits of using the service to
switch current accounts, and that providing reassurances about the switching
process would bolster the switching message.?%3

The prompt could include a number of messages about CASS. For example,
it could inform the recipient that under CASS:

(a) the switch will only take seven working days;

(b) the new provider will take care of moving all payments going out (eg direct
debits and standing orders) and all payments coming in;

(c) if anything goes wrong, the new provider will refund any interest paid or
lost and charges made on either the customer’s old or new account; and

(d) the customer has the opportunity to try a new account and cancel the
switch if they change their mind.

We propose that the FCA considers further the content that is most likely to
assure customers about the security and convenience of using CASS to
switch current accounts.

o Referral to sources of further guidance

Given the low level of customer engagement and the complexity of comparing
current account providers, there may be some benefit in providing customers
with access to further guidance on their banking needs.

For PCA customers, the Money Advice Service (MAS)2% is currently
responsible for enhancing consumer understanding and knowledge of
financial matters and the ability of consumers to manage their financial affairs.

On 16 March 2016, the government announced its intention to replace MAS
with a new organisation from April 2018. We are working with MAS to
understand whether it can provide PCA customers with guidance on their
banking arrangements up until April 2018, and whether its replacement body
can perform this function thereafter. We welcome views on whether there is
another body that could adequately perform this role the in place of MAS.

203 Optimisa Research report, p58.
204 MAS was set up by the government in April 2010 to offer free and impartial money advice to consumers.
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3.305 For BCA customers, there does not appear to be single source of guidance.
The prompt could encourage SMEs to discuss their banking requirements
with their individual trusted adviser, such as their accountant. We have also
proposed to recommend to BIS that it works with the British Business Bank
and professional associations, such as the Institute of Chartered Accountants
in England and Wales (ICAEW) to explore ways in which their members can
channel such guidance to SMEs.?%> We welcome views on which body or
bodies is/are best placed to provide financial guidance to BCA customers.

o Tailored messages by type of prompt

3.306 The common messages described above could be supplemented with or
modified by messages tailored to reflect the particular circumstances for each
prompt, although further testing will be required by the FCA to assess the
likely effectiveness of any such content.

3.307 For example:

(&) A material change in the key product features of a BCA or PCA product
used by the customer: the prompt could include a clear and concise
description of the change(s), and any features of or benefits attached to
the existing account that would be withdrawn or modified following the
change.?%6

(b) The closure of a customer’s branch: the prompt could include the details
of three alternative providers with branches closest to the branch due to
be closed. This could include the name of the provider, the location of the
branch and confirmation that they offered BCA or PCA services.

(c) The imposition of overdraft charges: the periodic statements could be
modified to include:

(i) a breakdown of the charges incurred in the past year an estimate of
the customer’s likely charges for the coming 12 months, based on
their past account usage;

(i) clear and concise guidance on how to avoid future charges, for
example, by signing up to pre-notification alerts; and

205 See Section 6.
206 This is required by BCOBS 4.1.
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(iif) reassurance that overdraft users can switch current accounts using
CASS.2v7

(d) The expiry of an SME’s free banking period: subject to compatibility with
PSD, the prompt could include a warning that the SME was approaching
the end of their free banking period, together with an estimate of their
likely charges for the coming 12 months, based on their account usage
during the free banking period.

e Presentation

The manner in which a prompt is delivered, both in terms of the content used
and its presentation, could impact the level of customer engagement with the
communication.

For example, our qualitative research found that:

(a) Letters received from a customer’s existing provider tended to be opened,
but were often only superficially reviewed.2%8

(b) For emails, subject headings were important if the communication was to
be opened and read.?%°

(c) It was considered important that the prompts featured prominently to
encourage engagement.?t0

As discussed earlier in paragraph 3.259, our qualitative research found that
disruptive communications would attract greater attention and invite
engagement.?!! Tesco Bank’s proposal on the use of traffic light colour-coding
is one example of how this could be applied.?*? Although we have concerns
with a standardised labelling approach, we agree with Tesco Bank’s
suggestion that a visual representation of costs and/or service may improve
customer engagement.

We propose that the FCA tests a number of presentational styles and formats,
in order to understand how best to present the messaging to encourage
greater customer engagement.

207 Qur qualitative research found that there was a lack of clarity over whether it was possible to switching current
account providers with an overdraft or lending facility (Optimisa Research report, p22).

208 Optimisa Research report, p48.

209 Optimisa Research report, p49.

210 Optimisa Research report, p8.

211 Optimisa Research report, p38.

212 Tesco Bank response to Remedies Notice.
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e Standardisation of language and presentation

We received mixed feedback from parties in response to whether the content
and presentation of the messages delivered to customers should be
standardised, specified or approved by a regulator.

Some parties told us that standardised messages would be easier to draft and
implement, given that they would not require tailoring to specific customer
circumstances. Standardised messaging would also ensure consistency in
messaging, which would promote customer trust.

Other parties were against the standardisation of language and presentation.
For example:

(&) The Institute of Directors told us that mandating messages to consumers
or businesses in some cases would only serve to reinforce the notion that
all providers were the same.?13

(b) Nationwide told us that it was essential that it was able to communicate
with its customers using its own ‘tone of voice’, which it viewed as an
important differentiator of its customer proposition and service quality.?'4

We have provisionally decided that a customer’s existing current account
provider is best placed to deliver the prompts (see paragraph 3.322), and
allowing providers to prompt customers in line with their existing communica-
tions may bolster the authenticity and credibility of the messages. However, at
the same time, some form of standardisation of content and presentation may
ensure that a consistent message is delivered to customers by all providers.

We recommend that the FCA:

(a) considers the extent to which the content and presentation of messages
should be standardised, in order to ensure that a consistent message is
delivered to customers by all providers; and

(b) monitors the effectiveness of these prompts, and as and when necessary,
redesigns the prompts to reflect market and regulatory developments,
including the impact of our wider remedies package on customer
engagement.

213 |nstitute of Directors response to Remedies Notice, p2.
214 Nationwide response to Remedies Notice, paragraph 3.9.
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Source of prompts

Our qualitative research found that a customer’s existing provider emerged as
the preferred source of the prompts, as they were perceived as a trusted,
known source, whereas an approach from a commercial third party, such as a
rival provider or a PCW, was considered intrusive and would raise data
security concerns.?!® The research also indicated that non-commercial third
parties, such as a regulator or consumer advice body, had more credibility,
but would be best utilised by adding credibility to prompts delivered by a
customer’s existing provider.?16

In our Remedies Notice, we noted that there was a risk that providers could
circumvent the remedy by framing the message in such a manner that the key
messages in relation to searching and switching were obscured or given
insufficient prominence.

We suggested that this risk might be mitigated by facilitating access to
relevant customers by a regulator or third party, so that they could deliver the
message in place of the customers’ existing provider.2'’

In response, a number of parties told us that this could have data security
implications. For example:

(a) The ICO?!8 told us that consumers had a range of concerns (in relation to
the sharing of their data), including potential data loss, data misuse and
unexpected data sharing.?*®

(b) HSBCG told us that it did not believe that customers would welcome
additional marketing communications from third parties, and that such a
requirement would also conflict with the marketing preferences of many
customers, who actively opted out of receiving marketing materials.?2°

(c) The BCC told us that businesses must have confidence that the data was
used fairly and lawfully, for specifically stated purposes, kept for no longer

215 Optimisa Research report, p40.

216 Optimisa Research report, p42.

217 Remedies Notice, p10.

218 The Information Commissioner has responsibility for promoting and enforcing the Data Protection Act 1998,
the Freedom of Information Act 2000, the Environmental Information Regulations 2004 and the Privacy and
Electronic Communications (EC Directive) Regulations 2003. He is independent from government and upholds
information rights in the public interest, promoting openness by public bodies and data privacy for individuals. He
does this by providing guidance to individuals and organisations, solving problems where he can, and taking
appropriate action where the law is broken.

219 Information Commissioner's Office response to Remedies Notice, paragraph 10.

220 HSBCG response to Remedies Notice, paragraph 46.
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3.322

3.323

3.324

than was absolutely necessary, handled according to their data protection
rights and kept safe and secure.??!

In addition to these concerns, there are also some practical barriers to the use
of third parties in delivering the prompts:

(a) Given the current low levels of customer engagement in the market, it is
not clear to us that PCWs, which typically generate revenue by imposing
fees on a provider upon click-through to their website or following a
completed switch, yet have sufficient incentive to communicate the
benefits of switching and to prompt investigation of other providers.??> We
consider that PCWs have an important role in this market in facilitating
price and service comparison. However, they may not be best placed to
stimulate competition.

(b) The customer’s existing provider can utilise its existing channels of
communication, which are not available to third parties, to deliver the
prompts.

(c) The customer’s existing provider is best placed to identify a number of the
proposed trigger points, such as branch closure and a material change in
the key product features of a BCA or PCA.

Given the security concerns and practical barriers described above, and the
findings of our qualitative research, we have provisionally decided that the
customers’ existing current account provider is best placed to deliver the
prompts.

We think that the risk of circumvention of the remedy can be addressed by the
FCA considering the extent to which the content and presentation of
messages should be standardised, in order to ensure that a consistent
message is delivered to customers by all providers (see paragraph 3.316).

Medium of delivery of prompts

Our qualitative research found that channel usage would likely be dependent
on a customer’s existing communication preferences, and where possible, the
use of multi-channel communication could help maximise the effectiveness of
the prompts.?23

221 British Chambers of Commerce response to Remedies Notice, p3.

222 Our proposed remedies package intends to increase customer engagement, so PCWs may be incentivised to
play a larger role in the market in the future.

223 Optimisa Research report, pp46—47.
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For example:

(a) A letter and/or email could be appropriate channels to initiate contact with
the customer as these mediums were well-suited to communicate detailed
messages.??*

(b) The initial communication could then be followed up by a notification or
reminder via the customer’s mobile banking application or a secure
message via the customer’s online banking portal.225:226

Electronic channels are particularly effective in driving prompt action, as they
allow the recipient to act immediately upon receiving the message by, for
example, clicking on a link to direct them to their mobile banking application or
to a portal listing all available price and service comparison services. For
example, the FCA found that that signing up to text alerts and mobile banking
reduced the amount of unarranged overdraft charges incurred by customers
by 24%.227

We propose that the FCA undertakes further testing in order to determine the
optimum multi-channel communication method.?28

Implementation issues

3.328

We have considered the following issues in relation to the implementation of
the remedy:

(&) Method of implementation.
(b) Timing of implementation.
(c) The remedy’s interaction with existing and future laws and regulations.

(d) Monitoring of compliance with and enforcement of the remedy.

224 Optimisa Research report, p57.

225 Qur qualitative research suggested that secure messaging was often ignored, and the prompts would need to
appear at the log-in stage to attract attention (Optimisa Research report, p50).

226 Although the research suggested that customers were less familiar with receiving notifications via their mobile
banking application, we consider that mobile banking adoption — which is largely driven by smartphone adoption,
which is greater among the younger population — is likely to increase over time.

227 See FCA occasional paper on the impact of annual summaries, text alerts and mobile apps on consumer
banking behaviour (March 2015).

228 The consideration of optimal channels should allow for the development of new mediums in line with ongoing
technological change.
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Method of implementation

3.329 We have provisionally decided to issue an Order requiring all PCA and BCA
providers in the UK (possibly subject to a de minimis level) to cooperate with
the FCA in a research programme, including RCTSs, to identify those prompts
that are most likely to be effective in changing customer behaviour. Providers
will only be required to participate in the research programme if selected by
the FCA.

3.330 We will consider any representations on whether there should be a de minimis
level for implementing this remedy. This may be set relatively low (eg at
150,000 to 200,000 active PCAs?2% and 20,000 to 25,000 active BCAs), thus
covering the majority of active accounts and including larger providers in both
GB and NI, while also excluding the large number of very small providers.

3.331 For those providers who are selected by the FCA to participate in RCTSs, this
will include as a minimum:

(a) selecting a sample of customers (according to the criteria specified by the
FCA) and randomly assigning each customer to either a treatment or
control group;

(b) delivering the prompts identified as suitable for further testing by the FCA
(see paragraphs 3.235 to 3.260) via different channels to each of the
groups; and

(c) gathering the data necessary for the FCA to measure the effectiveness of
the various prompts.

3.332 Our initial view is that an Order appears to be the most effective way of
ensuring the participation of providers, although we intend to consider further
whether seeking undertakings from providers can fulfil the same objective. We
think that a recommendation to providers could allow for circumvention of the
remedy by, for example, providers refusing to cooperate with the FCA, or
allowing scope for negotiation in relation to the design of the RCTs, which
could have an adverse impact on the effectiveness of the subsequently
designed prompts.

3.333 We have provisionally decided to recommend to the FCA to:

(&) undertake a research programme, including RCTs, in conjunction with a
selection of PCA and BCA providers to identify those prompts that are

229 Using a common definition across providers.
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3.334

3.335

3.336

most likely to increase customer awareness of the potential benefits of
switching and prompt further investigation of other providers;

(b) subject to the results of the research programme, use its rule-making
powers in keeping with the FCA’'s BCOBS to implement a series of
prompts to be communicated to customers in line with the optimal timing,
content and medium parameters identified by the research programme.
We would expect the FCA to monitor and supervise compliance with their
rules;

(a) consider the extent to which the content and presentation of messages
should be standardised, in order to ensure that a consistent message is
delivered to customers by all providers; and

(b) monitor the effectiveness of these prompts, and as and when necessary,
redesign the prompts to reflect market and regulatory developments,
including the impact of our wider remedies package on customer
engagement.

In addition, we have provisionally decided to order or seek undertakings from
BCA providers to also send prompts to those SMEs not covered by the FCA’s
BCOBS, but included within our terms of reference. We expect the Order or
undertakings to apply to the BCA providers subject to the FCA’s rules.

Timing of implementation

We expect the FCA to prepare for testing following the publication of our final
report, and to begin testing following the making of the Order. We expect that
testing and the analysis of results will be completed by the end of 2017. The

FCA would then consult on any proposed changes to its rules or guidance in

the summer of 2018.

Laws and regulations

The design and implementation of the remedy would need to have regard to
the following laws and regulations:

(a) Data protection legislation;
(b) PAD; and

(c) PSD, PSD2 and CCD.
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3.337

3.338

3.339

3.340

3.341

3.342

3.343

e Data protection legislation

In response to our Remedies Notice, the ICO told us that the prompts to be
delivered to customers under this remedy might constitute direct marketing.
Therefore, the remedy would need to comply with the regulation of direct
marketing provided for in the Data Protection Act 1998 (DPA) and Privacy and
Electronic Communications (EC Directive) Regulations 2003 (PECR).2%°

In particular, Regulation 22(2) of PECR prohibits the sending of direct
marketing by electronic mail, which includes text messages, unless the
recipient has provided consent (ie the recipient has opted in to receiving direct
marketing) or the requirements of Regulation 22(3) are met.?3!

As only some customers have currently opted in to receive marketing
messages, the efficacy of this remedy would be significantly diminished if the
prompts were considered to represent direct marketing.

We have consulted with the ICO and are satisfied that sending prompts
intended to change customers’ behaviour will not, in principle, constitute direct
marketing, although this depends on the precise wording of the prompts. The
prompts are not intended to be the communication of advertising or marketing
material.

We do not consider that this issue will act as a significant obstacle to the
effective implementation of this remedy. It will be for the FCA to ensure that
this remedy complies with the relevant data protection and electronic
marketing legislation.

e PAD

PAD sets common regulatory standards that EU member states must meet, in
order to improve the transparency and comparability of fees related to current
accounts. PAD came into force on 17 September 2014 and has been
implemented in the UK by the Payment Accounts Regulations 2015.

PAD requires member states to mandate to PCA providers the provision of
two new standardised documents to PCA customers: a pre-contractual fee

230 Section 11 of the DPA defines direct marketing as ‘the communication (by whatever means) of any advertising
or marketing material which is directed to particular individuals’. The ICO has also published guidance on direct
marketing, which explains that the definition of direct marketing extends beyond commercial marketing and
includes ‘the promotion of an organisation’s aims and ideals’.

231 Regulation 22(3) allows for direct marketing to be sent by electronic mail without the recipient’s consent if the
recipient is provided with an opportunity to opt out of receiving such messages at the time they provide their
details, and at each subsequent communication, if contact details are obtained in the course of the sale or
negotiations for the sale of a product or service and the direct marketing is in respect of the provider’s similar
products and services.
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3.344

3.345

3.346

3.347

information document and an annual statement of fees. The statement of fees
must include at least the following information:

(a) the unit fee charged for each service and the number of times the service
was used;

(b) the total amount of fees incurred for each service, each package of
services provided and services exceeding the quantity covered by the
packaged fee;

(c) the overdraft interest rate applied and the total amount of interest charged
relating to the overdraft (where applicable);

(d) the credit interest rate and the total amount of interest earned; and
(e) the total amount of fees charged for all services.

PAD is a minimum harmonisation measure, thus allowing member states to
adopt more favourable provisions to the consumer, including sending more
frequent summaries. The content and presentation of these documents will be
prescribed in forthcoming EU technical standards, which are yet to be
developed by the European Banking Authority.

e PSD, PSD2 and CCD

PSD sets out various requirements as to the information which must be
provided to customers by banks. PSD is a maximum harmonisation directive,
which means that member states may not impose varied or additional
requirements on banks concerning matters falling within its scope. However,
PSD does not seek to harmonise all informational requirements on banks, and
there remains flexibility for member states to impose requirements relating to
matters falling outside the scope of PSD.

Articles 47 and 48 of PSD set out the information that providers are required
to provide customers in relation to individual payment transactions. They
include a reference to identify the payments, the amount of payment, any
charge for the transaction, exchange rates, date of credit or debit.

PSD2 will replace PSD.?*? It aims to update the current framework on
payment services, extending its scope to payment services providers that
were previously unregulated, and to improve the transparency and security of
payment services.

232 pSD2 came into force in January 2016. Member states must transpose it into national law by January 2018.
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3.348

3.349

3.350

3.351

CCD harmonises certain aspects of the provision of consumer credit across
the EU. It is considered in greater detail in our discussion on overdraft alerts
(see Section 5).

We do not think that the information that we have proposed to be provided to
customers under this remedy conflicts with PSD, PSD2 or CCD. Among other
considerations, the FCA will, however, need to take into account the scope of
these directives when designing, testing and implementing the remedy via its
rule-making powers.

These directives would not restrict the FCA'’s ability to mandate providers to
send prompts to customers. However, care would need to be exercised in
relation to mandating the content of prompts which duplicates information
required under either PSD, PSD2 or CCD. We expect any uncertainty in this
regard to be the subject of consultation between the FCA and the CMA as set
out in paragraph 3.224.

Monitoring and enforcement

We will ensure that providers comply with the provisions contained in the
Order or undertakings. Once the remedy is implemented, the FCA will be best
placed to monitor and supervise compliance with its rules.

Cost of remedies

3.352

3.353

3.354

There are likely to be three principal costs associated with this remedy:
(a) Finalisation of remedy design.

(b) Remedy implementation.

(c) Monitoring and enforcement.

The cost of finalising remedy design largely comprises the undertaking of
further testing by the FCA, and will depend on the extent of testing required to
finalise the key remedy design parameters. There could also be additional
costs should it be deemed necessary by the FCA to undertake testing (eg lab
testing) in preparation for RCTs, and to engage an academic expert to assist
in the design of the prompts.

The primary costs of delivering the prompts to customers are likely to involve
the design of content and changes to providers’ IT systems and wider
communications infrastructure.
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3.355 The cost of monitoring compliance with and enforcement of the remedy will
depend on the rules made by the FCA, and the extent to which the FCA will
be required to modify the arrangements for monitoring and supervising
compliance with its rules.

3.356 We invite views on the likely costs of each of these elements of the remedy.

3.357 The FCA will assess the costs of the remedy design, implementation and
monitoring and enforcement against the benefits that the introduction of the
prompts, as part of our overall package of remedies, will be expected to
deliver.

112



4, Current account switching package
Overview

Measures we intend to adopt

4.1 In our Remedies Notice, we characterised the switching of current account
provider by PCA customers or SMESs not as an event but as a process or
‘journey’ comprising a sequence of steps. The last step in this journey is
customers initiating the switching process, either closing their former account
(which we refer to as a ‘full switch’) or keeping both the old and the new
account open (referred to as ‘partial switch' or ‘multi-banking’).

4.2 In this section we set out remedies aimed at improving customers’ experience
of this final step. These remedies will provide additional assurance to
customers about the ease and benefits of switching accounts. They will also
create a more effective governance framework for the Current Account Switch
Service (CASS)?* operated by Bacs,?3* so that the service continues to be
developed and operated, through effective participation of a wide range of
relevant stakeholders, in the interest of customers.

4.3 These remedies include:

(a) measures to reform CASS governance including changes to its corporate
governance and introducing regulatory oversight?®®> of CASS by the PSR;

(b) measures to improve specific aspects of the switching process,
specifically increasing the length of the CASS redirection period, and
requiring provision of transaction history; and

(c) measures to increase awareness of and confidence in CASS.

233 CASS is managed and owned by Bacs. CASS is a free-to-use service designed to make it quicker and easier
for customers to switch current accounts. It is available to consumers, small businesses, small charities and small
trusts. Customers can switch their personal or business current accounts to another provider with all their
incoming and outgoing payments (ie direct debits and standing orders) switched automatically. The switching
process takes seven days and customers can choose the exact date of the switch. The service includes a CASS
Guarantee which fully protects customers against financial loss if something goes wrong during the switch. Over
40 banks and building societies participate in CASS.

234 Bacs is a membership company limited by Guarantee, with responsibility for the schemes behind the clearing
and settlement of UK automated payment methods, direct debit and Bacs direct credit, as well as the provision of
managed services for third parties, such as the Cash ISA Transfer Service, and the development, management
and subsequent ownership of CASS. See Bacs website.

235 To implement this measure, we have provisionally decided to make a recommendation to HMT to provide
additional powers to PSR for it to assume regulatory oversight of CASS. While acting on our recommendation,
HMT may want to consider if another appropriate body would be more suited to provide regulatory oversight of
CASS. See paragraphs 4.68—4.69.
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4.4

The specific objectives of these measures are to:

(@)

(b)

(€)

ensure that Bacs management and the CASS Management Committee
(the MC) have stronger incentives to operate and develop CASS in the
interest of customers;

reduce customers’ concerns about payments made to their old current
account going astray, and losing access to transaction history after
switching through CASS; and

increase personal and business customers’ awareness of and confidence
in CASS so that their concerns in relation to the convenience and security
of switching would no longer pose a barrier to switching current accounts.

Measures we do not intend to adopt

4.5

4.6

We also set out those remedies which we considered in our Remedies Notice
but have decided not to pursue further as part of this inquiry. These are:

(@)
(b)

(c)

introducing account number portability (ANP);

introducing a partial switch service guarantee and requiring all providers
to offer the partial switch service; and

requiring the transfer of continuous payment authorities (CPAs) on debit
cards when switching through CASS.

While we felt that each of these measures had merit, we have provisionally
decided not to pursue these further for the following reasons:

(@)

Both ANP and our proposal for an extension to the redirection period are
ways of addressing the same underlying concerns relating to incoming
payments going astray in the switching process. While ANP is generally
easier for customers to grasp and tends to perform better in customer
surveys, in practical terms, our proposal of extended redirection is
effective at reducing the risks of missed payments. ANP also raises some
concerns about security, specifically a greater perceived danger of
account fraud. Further, our proposal, which allows for permanent
redirection for customers who may need it, costs substantially less to
implement than ANP and is capable of much more rapid implementation,
which is an important dimension of effectiveness. After taking all factors
into account, extended redirection is effective in addressing our concerns,
and is much less expensive and onerous to implement compared with
ANP.
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(b) Bacs told us that it was considering revisiting the attitudinal and
behavioural considerations of overdraft users, those who wished to retain
more control over the switching process, and the more complex require-
ments and needs of SMEs. It believed that based on this analysis, a
partial switching proposition could be built into the wider CASS. It is
unclear to us that requiring all banks to offer the partial switch service will
be an effective remedy, since customers effectively already have the
option of a partial switch by opening a new account without closing their
existing account. While we are not proposing a partial switch remedy, we
note that this facilitates multi-banking, and we encourage Bacs to further
investigate the partial switch service, and work with banks that offer the
partial switch service to increase the customer awareness of this service.

(c) Our assessment of requiring transfer of CPAs on debit cards when
switching through CASS suggests that:

(i) few customers are likely to be adversely affected by the non-transfer
of CPAs;

(i) debit card scheme providers already offer a solution for many
customers who could be affected; and

(i) the likely cost and complexity of building a facility to automatically
transfer CPAs as part of the switching process would be
considerable.

How these remedies address the AECs and/or the resulting customer detriment

4.7

4.8

4.9

We provisionally found that there are barriers to switching PCAs and BCAs,
which give rise to AECs in both GB and NI. Even where customers had
decided that switching an account to a new provider could be advantageous,
some nonetheless refrained from doing so because they lacked confidence in
the switching process.

PCA customers perceive that switching accounts is burdensome, and have a
fear that something will go wrong. For many SMEs, the switching process is
perceived to be time-consuming, difficult and risky. Further, awareness of and
confidence in the CASS switching service was low both for PCAs and BCAs.

To address these issues, we have provisionally decided to introduce reforms
to the governance of CASS,2%¢ and adopt measures to improve specific

236 CASS is available to all PCA customers and almost all (99%) of BCA customers. Since April 2015, an SME
with an annual turnover that does not exceed £6.5 million and employs fewer than 50 people can use the CASS.
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4.10

411

4.12

413

4.14

aspects of the switching process, which should increase customer confidence
in the service. We have also provisionally decided to adopt measures to
increase awareness of and confidence in CASS. These measures together
seek to address existing barriers to customer (PCA and BCA) engagement
and switching in both GB and NI. We provide an overview of these measures,
including the contribution made by each to address the AECs below.

Reforms to CASS governance

A well-designed and more customer-focused CASS governance structure
would provide those managing the service with stronger incentives to operate
and develop the service in the interests of customers. In particular, it would
lead to greater transparency, customer focus and diversity of views in the
management of CASS.

The specific changes to CASS governance that we intend to adopt are:
requiring greater transparency around the decisions made by the MC and
CASS’s performance; expanding the membership of the CASS decision-
making bodies to ensure greater independence, and diversity of views in the
MC and its sub-committees/groups; and introducing regulatory oversight of
CASS by the PSR.

These changes would have the benefit of motivating the MC and Bacs’
management team to continue to seek out new ways to improve the switching
process for the benefit of customers over the long term. These, in turn, would
help in addressing the AECs by increasing the confidence in and awareness
of CASS thereby reducing barriers to switching.

Improvements to the switching process

The measures that we intend to adopt to improve specific aspects of the
switching process, ie extending the length of the CASS redirection period, and
making transaction history more easily available to customers, will increase
customers’ confidence in CASS and the reliability of the switching process.

Our remedy to extend the redirection period under CASS will provide further
assurance to customers that their payments will not go missing after switching
accounts through the implementation of a form of ‘perpetual’ redirection of
incoming payments for users who may need it. This measure achieves many
of the perceived benefits of ANP at a much lower cost.
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4.15 Providing a facility for customers to receive their transaction history at the time
of and after account closure will help reduce the perceived or real risks of
switching, and encourage customers to switch accounts.?3’

Measures to increase awareness of and confidence in CASS and the
switching process

4.16 This remedy will support Bacs in its efforts to increase customer awareness of
and confidence in CASS, so that customers’ concerns in relation to the
convenience and security of switching no longer pose a barrier to switching
current accounts.

4.17 It complements our proposal to reform CASS governance enhancing the
incentives of Bacs and the MC to operate and develop CASS in the interests
of customers. It also complements our proposed measures to increase
customer awareness of the potential benefits of switching and prompt further
investigation of other providers, where the message can be communicated to
individual customers at times when they are more likely to be receptive of
such messages.

4.18 In the remainder of this section, we set out further details of our provisional
decisions on the design and implementation of the remedies included in the
current account switching package.

Reforms to CASS governance

Introduction

4.19 We provisionally found that barriers to switching accounts still remain despite
the introduction of CASS and that awareness of and confidence in CASS was
low. In our Remedies Notice, we noted that a well-designed governance
structure would have the benefit of motivating Bacs’ management team and
the MC in operating and developing CASS in the interests of the customers in
the long run.

4.20 From an operational and strategic perspective, CASS is run by participating
banks through the MC?® and is supported by Bacs’ resources and staff.
CASS’s budget and spending plans are decided by the MC, and Bacs’ board
approves these only from a financial planning perspective. Although CASS is

237 For example, past bank statements could be required to be submitted for a mortgage or loan application.

238 The MC'’s Terms of Reference state that in addition to CASS participants (banks), other external experts may
also be invited to attend the MC meetings where necessary. These may include representatives from the BBA,
other Scheme companies, regulators and suppliers (eg VocaLink).
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subject to corporate oversight by the Bacs board,?® this is limited to activities
that might result in reputational or financial impacts to Bacs, or have any
potential implications on the stability of the payment systems.

4.21 The Bank of England (BoE) and the PSR have some oversight of Bacs, but
this does not extend to directly overseeing CASS governance.

4.22 Figure 4.1 illustrates current governance of CASS.

Figure 4.1: CASS current governance

Regulators Bacs/CASS Banks

/other stakeholders

/ Current regulator)r overs_i_ght / [ \
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[ ERIE } J. Board |
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) ) ) participants
Funding {operations, promotion) (banks)
7 — )

Source: CMA.

4.23 We also stated in our Remedies Notice that the current balance of influence
between providers in the MC who are likely to be net winners and those that
are likely to be net losers from the switching process may not fully align with
Bacs’ objectives of promoting awareness of and confidence in CASS.

Summary of the measures we are proposing to take forward

4.24 We have provisionally decided to introduce a remedy to strengthen CASS
governance, with the overall objectives of increasing awareness of and
confidence in the service, to address existing barriers to switching and
customer engagement. This remedy is summarised in Figure 4.2.

239 See Bacs board.

118


https://www.gov.uk/cma-cases/review-of-banking-for-small-and-medium-sized-businesses-smes-in-the-uk#provisional-findings-and-possible-remedies
http://www.bacs.co.uk/Bacs/Corporate/CorporateOverview/Pages/BacsBoard.aspx

Figure 4.2: Proposed reforms to CASS governance and requiring regulatory oversight

Changes to CASS corporate governance

Currently, the MC?% is chaired by a Bacs board member and includes represen-
tatives of participating banks. The CMA is proposing the following reforms to
transparency and decision-making of CASS.

e The CMA has provisionally decided to seek undertakings from Bacs to ensure
greater transparency around decisions of the MC, and CASS performance.
This could be done, for example, through Bacs publishing on its website on a
regular basis (a) minutes of the meetings of the MC and its subcommittees/
groups; (b) CASS’s performance against Key Performance Indicators (KPIs);
and (c) an annual report on CASS’s performance by the MC Chair, which is
also provided to the PSR.

e The CMA has provisionally decided to seek undertakings from Bacs that it
appoints an independent?*! Chair of the MC, and includes independent
members, representatives of relevant customer groups and intermediaries, for
example PCWs in the MC and its subcommittees/groups.?42

Regulatory oversight of CASS

The CMA has provisionally decided to make a recommendation to HMT to provide
additional powers to the PSR for it to assume regulatory oversight of CASS.

We envisage that the proposed regulatory oversight of CASS by the PSR would
be relatively light touch, and be limited to potentially include the following:

e Ongoing: review of, and report on CASS’s performance against KPIs.
e Annually/periodically:

- Agree CASS’s governance arrangements including KPIs, membership and
Terms of Reference of the MC; and

- Agree CASS’s annual and longer-term (eg three-year) strategic plans.

We expect the implementation of changes to CASS corporate governance within
six months of the CMA’s acceptance of undertakings from Bacs. We expect the
PSR to assume regulatory oversight of CASS once HMT provides it with additional
powers.
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How this remedy addresses the AECs and/or the resulting customer detriment

4.25 In our provisional findings we found that aspects of the current account
switching process act as a barrier to switching for both BCA and PCA
customers. In particular, we found that some customers had a concern that
something would go wrong when switching accounts, and that awareness of
and confidence in CASS was low.

4.26 A well-designed CASS governance structure based around principles of
transparency, independence and diversity of views would provide those
managing the service with stronger incentives to operate and develop the
service in the interest of customers. This would have the benefit of motivating
Bacs’ management to continue to innovate to improve the switching process
over the long term. Overall, our proposed measures would help in addressing
the AECs provisionally identified, by increasing confidence in CASS and
reducing barriers to switching.

4.27 Another potential benefit of reforming CASS governance would be that it
would reduce the need to mandate particular conduct by CASS participants
on an ongoing basis. Our proposed changes to the governance of CASS will
both enhance our other remedies that target specific aspects of CASS, and
also ensure that the service is run and developed effectively in the interests of
customers in the future.

4.28 Figure 4.3 illustrates our proposed changes to CASS governance under this
remedy.

240 Effectively CASS’s board.
241 Independent from banks and Bacs.
242 These new members should have full membership rights.
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Figure 4.3: Changes to CASS governance
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Source: CMA.
Note: Changes to current governance are indicated by dashed lines and text in bold italics.

Remedy design considerations

Changes to CASS corporate governance

4.29
subcommittees/groups, the need for greater transparency around the
decisions made in these and CASS performance against KPIs.

e Composition of the MC and representation of a wider group of
stakeholders’ interests

4.30 The MC, which is chaired by a Bacs board director and includes

In the design of this remedy, we considered the composition of the MC, its

representation from CASS bank participants, is charged with managing the
scheme from an operational and strategic perspective. It meets once every
two months where a minimum of eight banks must be present for each
meeting. Bacs told us that it also invited external attendees, for example
regulators, the BBA, other scheme companies and appointed suppliers (eg
Vocalink) to the meetings of the MC, but this was based on specific agenda

items being discussed.

4.31
Product and Strategy, whose team also provides secretarial and
administrative support for its meetings. The Bacs board receives, for
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information, regular updates on various aspects of CASS performance
including operations, budgets, risk management and compliance. Under the
MC’s Terms of Reference, issues that cannot be resolved by the MC are
referred to the Bacs board.?*3

4.32 The MC has also empowered the following subcommittees or groups to take
decisions within their defined areas of responsibility:

(a) CASS Operations and governance committee;4
(b) CASS Strategic Communication Group;2*° and
(c) CASS Redirection Technical Group.246

4.33 Bacs told us that each CASS subcommittee/group comprised subject matter
experts drawn from the participant banks, and its chair was appointed by the
MC. External specialists could also be invited to attend meetings, but this was
ad hoc and agenda-driven. Although each subcommittee/group was
empowered to take decisions within its sphere of responsibility, in practice
they provided a report to the MC and where appropriate, the MC noted and
confirmed the decisions taken by the subcommittees/groups.*’

4.34 Banks that responded to our Remedies Notice were generally of the view that
the current membership and voting structure of the MC did not blunt its
incentives to promote switching between current account providers.

4.35 Virgin Money told us that the membership and voting structure of the MC were
satisfactory and provided adequate representation for the smaller banks.

4.36 HSBCG stated that there were 26 member banking groups on the MC, and
each of these had a right to only one vote. Given that a 75% voting majority
(ie 20 or more votes if all members voted) was required for measures to be

243 Bacs told us that the Bacs board may overturn any decision taken by the MC where they were able to demon-
strate that the integrity of the Bacs payment system was put at risk as a consequence of the decision, and/or the
risk associated with a decision were deemed to be unacceptable to the Bacs Scheme Company Limited. In this
situation, Bacs would provide the MC with details in writing.

244 This committee is responsible for product, rules, participant compliance, CASS operation and
communications.

245 The main function of this committee is the delivery of the communications strategy to meet targets set by the
MC.

248 Its main function is to ensure that the redirection technical solution complements the revised and strengthened
customer guarantee as it is developed by the CASS Strategic Communications.

247 Bacs told us that the only scenario where the MC would be likely to overrule the subcommittees/groups was
where the CASS budget was a critical consideration or where the integrity and/or reputation of CASS were
deemed to be at risk.

122


https://www.gov.uk/cma-cases/review-of-banking-for-small-and-medium-sized-businesses-smes-in-the-uk#provisional-findings-and-possible-remedies

4.37

4.38

4.39

4.40

441

4.42

implemented, it meant that smaller banks had a significant influence over
policies, and it was not possible for larger banks to veto proposals.?42

According to Danske, the voting structure was agreed as ‘one man — one
vote’ to ensure that all participants had a voice and carried the same weight in
discussions.?*°

Bacs told us that the MC worked on the basis of consensus and voting on
issues was only required where agreement could not be attained. It stated
that voting was on the basis of ‘one person, one vote’ and this meant that
participants with multiple brands only had one vote, and 75% majority of the
votes cast was required before a decision was carried.

It stated that the only issue that had been presented for voting since the MC'’s
inception in 2014 related to a call for funding for additional communications
activity that had not been in the service budget for 2015. It informed us that
those voting for the additional funding had included a number of participants
that had been net losers of accounts, contrary to what might have been
expected. Bacs also told us that it was possible for a participant to change
from being a net loser to a net gainer based on the timing of a new product
and advertising campaign, and some net loser organisations had brands that
were net gainers.

HSBCG told us while smaller banks had a significant influence over CASS
policies, and it was not possible for larger banks to veto proposals, the
governance of CASS could be improved, to ensure a more strategic and
customer-focused approach. This could be done, for example, by having
independent directors with votes, and allowing PCWs to sit on the MC since
they were likely to have incentives to ensure that CASS was effective.?>0

LBG noted that, while the MC had been effective in developing and
establishing the redirection service and that CASS was operating well,?5!
changes to its management structure were likely to be required to deliver
effectively the enhancements to the CASS service envisaged by the CMA’s
proposed remedies. LBG stated that it would welcome these changes.?5?

Danske stated that CASS was a management committee rather than a
company board, but it believed that elements of Principle 2 (Governance) of

248 HSBCG response to Remedies Notice, paragraph 144.

249 Danske Bank response to Remedies Notice, paragraph 2.12(a), p31.

250 Provided they were prepared to make a small contribution to its costs. HSBCG response to Remedies Notice,
paragraph 145.

251 | BG stated that this was acknowledged by the FCA.

252 | BG response to Remedies Notice, paragraph 12.1.
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4.43

4.44

4.45

4.46

4.47

the CPSS-1I0SCO?2°3 framework should apply to it. It also welcomed
independent oversight of CASS. According to Danske, this could be achieved
through having an independent Chair and/or by referring key matters for
ratification/noting to a subset of the Bacs board.?>*

Although the responses to our Remedies Notice did not in general raise
concerns about the current voting structure of the MC, we consider that the
CASS governance arrangements need to be strengthened to ensure a more
strategic and customer-focused approach.

We have therefore provisionally decided to introduce measures to ensure that
relevant stakeholders’ interests are properly represented in the CASS
decision-making processes. This can be achieved by having an independent
Chair of the MC and opening up the membership of the MC and its sub-
committees/groups to include independent members and representatives of
relevant customer groups and intermediaries such as, for example, PCWs.2%
This will provide a more balanced representation of the views of a wider range
of stakeholders in the CASS decision-making processes, and help ensure that
the service is developed in the interests of customers both in the short and the
long term.

It is important that the new governance process and arrangements under this
remedy are supported by a strong and effective Bacs management structure,
including a strong CASS executive office. We therefore encourage Bacs to
undertake a review of its organisation structure and implement any necessary
changes so that the new CASS governance framework under this remedy can
be further embedded.2%¢

e Transparency

Having greater transparency about the decisions made by the MC, as well as
CASS’s performance against prescribed KPIs will strengthen the CASS
corporate governance.

Although the MC is technically not a ‘board’, it plays a board-like role in
respect of CASS operations, and greater transparency will help relevant

253 Committee on Payment and Settlement Systems: Technical Committee of the International Organization of
Securities Commissions. Bank for International Settlements (April 2012), Principles for financial market
infrastructures, Part 3.

254 Danske Bank response to Remedies Notice, paragraph 2.12(d), p32.

255 These non-bank members should have full membership rights.

256 CASS'’s day-to-day operations are supported by a team of five permanent Bacs staff based within its Product
and Strategy team, which is led by Bacs’ Director of Product and Strategy, who also sits on the MC. In addition,
currently there are also four other non-permanent/contractual roles, which support the management of CASS at
Bacs. These roles relate to accreditation, marketing, communications and research activities.
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stakeholders to better understand its decisions, raise any concerns, and
ultimately help increase confidence in the service.

4.48 Therefore, we have provisionally decided that Bacs should take steps to have
greater transparency around the MC’s decisions and decision-making
processes, as well as CASS performance against KPIs. This could be
achieved, for example, through regularly publishing the minutes of the MC, its
subcommittees/groups and CASS’s performance in achieving its target KPIs
on Bacs’ website and also sharing these with the PSR.?%” The independent
Chair of the MC should also provide an annual report to the PSR detailing
CASS performance and strategy. This report should also be published on
Bacs’ website.

4.49 Overall, we believe that our proposed remedy would both strengthen the
incentives for the Bacs management team and the MC to ensure that CASS is
run in the interest of the customers on an ongoing basis.

Regulatory oversight of CASS

4.50 The PSR?%8 was established under the Financial Services (Banking Reform)
Act (FSBRA) 2013 to regulate designated payment systems, of which Bacs is
one, but the PSR does not regulate CASS or any other alternative switching
schemes under FSBRA.

451 The FCA undertook a review of CASS?>° before the creation of the PSR, and
has been engaging with Bacs over the implementation of the FCA’s
recommendations following its review.

4.52 The BoE oversees Bacs’ operations, but this oversight is only in relation to the
BoE’s statutory responsibility to oversee certain payment systems and does
not extend to directly overseeing CASS.

4.53 Several parties?%° who responded to our Remedies Notice were of the view
that some form of independent oversight of CASS would improve its
governance.

257 See paragraphs 4.50-4.65, where we discuss our proposed measure to introduce regulatory oversight of
CASS by the PSR.

258 www.psr.org.uk.

259 FCA (March 2015), Making current account switching easier. The effectiveness of the Current Account Switch
Service (CASS) and evidence on account number portability.

260 For example, HSBCG, LBG, Nationwide, TSB, Danske, Financial Services Consumer Panel (FSCP).
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4.54

4.55

4.56

4.57

4.58

4.59

4.60

RBSG made the point that CASS was already overseen by Bacs and was
subject to scrutiny by the FCA/HMT, which was a satisfactory arrangement.261
Santander’s view was that CASS governance worked well in practice, and
awareness and promotion of CASS were more significant issues than further
innovation.262

LBG stated that CASS was already subject to oversight from the CMA, the
FCA and the PSR. It told us that it may be preferable if CASS were principally
accountable to a single regulator. It considered that the FCA was best placed
to maintain regulatory oversight of CASS.263

Virgin Money stated that it was not aware of any significant concerns that
would justify independent oversight. If independent oversight of CASS was
considered appropriate, Virgin Money suggested that it should be done by the
PSR.264

FSCP stated that it supported reforms to the governance of CASS to remove
it from the control of the industry. It was of the view that CASS should either
be governed by an independent board or brought within the oversight of the
PSR.265

While TSB has had no issues with its CASS membership and the
management structure of CASS to date, it stated that greater regulatory
oversight of CASS would be beneficial to ensure that the scheme was
operated in the interests of the entire industry and customers. TSB suggested
that the FCA adopts this supervisory role.?56

Our provisional view is that there is merit in having a clear regulatory
oversight of CASS to ensure that it is run in the interest of customers on an
ongoing basis.

We note that in implementing the switching provisions of the PAD, the govern-
ment has made the PSR the competent authority for the designation of any
alternative switching arrangements as alternatives to the switching process
set out in the Directive. This will involve the PSR making a determination on
whether any alternative switching arrangement meets the criteria of regulation

261 RBSG response to Remedies Notice, paragraph 3.12(d), p54.

262 santander response to Remedies Notice, paragraph 15.1.

263 | BG response to Remedies Notice, paragraph 12.2, p10.

264 \irgin Money response to Remedies Notice, p20.

265 Financial Services Consumer Panel response to Remedies Notice, p6.

266 Gjven that the FCA has oversight of PCAs more broadly and has recently acquired competition enforcement
powers, and CASS is integral to the PCA switching process (TSB response to Remedies Notice, paragraph 60).
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15 of the Payment Accounts Regulations 2015 (the PARs).?67:268 The PSR’s
powers and duties under the PARs are not limited to CASS but apply to any
alternative switching arrangement, which is designated as such.

4.61 The FCA will have responsibility for monitoring whether all payment service
providers who seek to rely on participation in an alternative arrangement to
discharge their Article 10 obligations are in fact a party to such
arrangements. 269

4.62 Given the PSR’s role in designating alternative switching services under PAD,
and its remit as the regulator of payment systems (including Bacs) in the UK,
we have provisionally decided to recommend to HMT to provide for regulatory
oversight of CASS by the PSR.

4.63 We consider that this proposed oversight aligns well with the PSR’s goals to
promote competition and innovation and to ensure payments systems are
operated and developed in the interests of the people and businesses that
use them.?’0 |t also complements the PSR’s current focus and work agenda
on governance of payment systems in the UK.%"!

4.64 We envisage that regulatory oversight of CASS would be relatively light touch,
and be limited to potentially include the following:

(&) Ongoing: review of, and report on CASS'’s performance against KPIs, for
example awareness/confidence metrics, operational and accuracy
indicators.?"?

(b) Annually/periodically:

(i) agree CASS'’s governance arrangements including KPIs, membership
(subject to the changes we propose above in paragraph 4.44) and
Terms of Reference of the MC, (subject to the changes we propose
above in paragraph 4.48); and

267 Transposing Article 10(1) of PAD.

268 HMT (16 November 2015), Implementation of the EU payments accounts directive. Consultation Outcome,
Section 3.

269 jbid.

270 See Payment Systems Regulator.

271 In December 2015, the PSR published a report on Access and governance of payment systems.

212 1n respect of KPIs Bacs uses to manage CASS, it told us that the MC was responsible for the overall service
and specifically the awareness and confidence targets as these were consumer-focused, In addition, there were
a number of operational requirements of the service, for example adhering to the message response times which
were monitored by a subcommittee made up of participant representatives. Further, it told us that the Bacs board
was responsible for the integrity of the Bacs system which underpinned the service infrastructure and ensured
that the underlying communication channels and payments were processed in accordance with the scheme rules.
There were a number of service KPIs around the redirection service which were monitored and managed by the
board.
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4.65

(i) agree CASS’s annual and longer-term (eg three years) strategic
plans.

Effective regulatory oversight of CASS by the PSR, or another appropriate
body, would enable it to review and report on governance and operations of
CASS, and recommend appropriate action as necessary. For example, if the
KPlIs or the targets were not appropriate, or if they were not met. This will, in
turn strengthen the incentives of the MC and Bacs’ management team to run
and develop the scheme in the interest of customers.

Implementation issues

4.66

4.67

4.68

4.69

4.70

4.71

Method and time of implementation

In our view, the measures related to changes to CASS’s corporate govern-
ance under this remedy should be implemented through seeking suitable
undertakings from Bacs, since the measure only involves one party. We
expect CASS participant banks to fully support Bacs in the implementation of
this remedy. However, we will consider issuing an order if we are unable to
negotiate satisfactory undertakings with Bacs.

We expect the implementation of changes to CASS’s corporate governance to
be done within six months of the CMA’s acceptance of undertakings from
Bacs.

On the assumption that the PSR would need additional powers to assume the
proposed regulatory oversight of CASS, we have provisionally decided to
make a recommendation in this regard to HMT. HMT may want to consider
whether the PSR’s additional powers need to be more general, ie to also
cover other switching services that may emerge in the future, to ensure non-
discriminatory treatment. We welcome views on whether the PSR currently
has existing powers to undertake the regulatory oversight we are proposing.

HMT may also want to consider if another appropriate body would be more
suited to provide regulatory oversight of CASS.

We have outlined in paragraph 4.64 broad principles about the proposed
regulatory oversight of CASS, but it will be for HMT to determine the scope as
well as the implementation timetable.

Monitoring

In light of our proposal for the PSR to have regulatory oversight of CASS, the
PSR should monitor the ongoing compliance with this remedy.
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4.72

Until HMT provides the PSR with additional powers to assume regulatory
oversight of CASS, we have provisionally decided that the CMA will monitor
compliance with this remedy, possibly through reviewing periodic reports
provided by Bacs on how it has complied with the requirements of its
undertakings.

Cost of remedies

4.73

4.74

4.75

4.76

We do not consider that Bacs will incur any material incremental costs from
the measures we have proposed in this remedy. While there may be
additional administrative costs by, for example, having more members in the
MC and subcommittees, we expect these to be relatively small, ie less than
£50,000 a year.

We consider that the proposed regulatory oversight of CASS will not impose
any significant incremental costs on the PSR, Bacs and the industry, and will
complement the PSR’s role of regulating payment systems, and in
designating alternative switching arrangements in the UK under PAD.

The costs of monitoring compliance with this remedy are also likely to be low
since they will be based on reviewing and reporting on periodic reports
provided by Bacs on how it has complied with the requirements of the
remedy.

We invite further views on the costs of implementing this remedy.

The length of the redirection period

Introduction

4.77

4.78

CASS was launched in September 2013 to reduce barriers to switching by
making the process simpler and quicker for customers. CASS guaranteed
incoming payments being routed to a customer’s new account for up to

13 months after a customer switched account to both prevent payments from
going astray in that period, and provide third parties with a period of time to
update their records with the switching customer’s new details.

In its review of CASS, the FCA reported that around 8% of switched accounts
still had at least one redirected payment after 12 months, after which the
proportion of accounts with such payments fell further but much more slowly.
It argued that if this problem was not addressed, there was a risk that when
the redirection period ended, the number of payments that failed to be
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4.79

4.80

redirected would cause detriment to those affected customers and could also
be sufficient to undermine confidence in the service.2’3

Following the announcement in the 2014 Autumn Statement to upgrade
CASS to include 99% of SMEs and an extension of the redirection service,
Bacs extended the CASS redirection period from 13 to 36 months, and this
extended redirection period was subsequently included in the CASS
Guarantee at the end of March 2015.274

In our Remedies Notice, we noted that customers may be deterred from
initiating the switching process because of the risk that payments made into
their old account after the end of that period would be lost. In its review of
CASS, the FCA noted that despite the planned extension to the redirection
period to 36 months, the issue still remained.?”> Accordingly, we proposed a
remedy to address the actual and perceived risk that payments made into an
account that had been closed as part of the switching process would go
astray. We considered two remedy options:

(a) an extension of the CASS redirection period; and

(b) introduction of account number portability (ANP).

Summary of the measures we are proposing to take forward

4.81

We have provisionally decided to introduce a remedy to extend the CASS
redirection period based on a proposal that is being developed by Bacs in
conjunction with the industry.?’® This remedy is summarised in Figure 4.4.

Figure 4.4: Extending the CASS redirection period

The CMA has provisionally decided to seek an undertaking from Bacs to the effect
that:

Beyond the current 36-month redirection period, after a PCA or BCA customer
has switched account using CASS, it provides perpetual redirection for
customers as long as they have had a redirected payment within the preceding
13 months.

This will mean that:

273 FCA CASS report, paragraph 8.19.

274 HMT (December 2014), Autumn Statement, p47.

275 ECA CASS report, paragraph 1.7.

278 |n its review of CASS (p59), the FCA made a recommendation that Bacs develops a proposal to mitigate the
risk of the end of the redirection service undermining confidence in CASS.
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We expect this to be implemented within six months of the CMA accepting
undertakings from Bacs.

for the first 36 months after switching, incoming payments to a customer’s
old account will be redirected to their new account; and

after the first 36 months, incoming payments will continue to be redirected
to their new account for a customer, if they have had a redirected payment
within the preceding 13 months.

How this remedy addresses the AECs and/or the resulting customer detriment

4.82

4.83

This remedy will provide further assurance to PCA and BCA customers (to the
extent that CASS applies to BCA customers) in GB and NI that their payments
will not go missing after switching accounts through the implementation of a
form of ‘perpetual’ redirection of incoming payments for users who may

need it.

By instilling users with greater confidence in the switching process, we believe
that this remedy will help in removing potential barriers that occur at the end
of a customer’s switching journey and reduce the incumbency advantages of
the longer-established banks.

Remedy design considerations

4.84

4.85

We considered two solutions that had the potential to ensure, and provide
assurance, that payments from a customer’s old account do not go astray
when they are redirected to a customer’s new account:

(a) an extended redirection period within the existing CASS framework; and

(b) account number portability (ANP).

An extended redirection period

Our proposal is to strengthen the current CASS guarantee so that, beyond the
current 36-month redirection period after a customer has switched account,
CASS provides perpetual redirection for switching customers from their old
account to their new one as long as they have had a redirected payment
within the preceding 13 months.
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4.86

4.87

4.88

4.89

e Perpetual and extended redirection period options

Bacs told us that its research showed that the proposed extension to the
redirection period would be a robust and effective solution to address the risk
of the end of the redirection service undermining confidence in CASS
because it provided:

(a) a strengthened ‘CASS Guarantee’ that all participants could stand behind;

(b) ‘future-proofing’ in that it would cover some of the most affected
customers for an unlimited period;

(c) a safeguard for most recurrent day-to-day transactions which took place
within a 13-month time frame; and

(d) an environment that ensured the integrity of the payment system was
maintained.

We also considered an alternative approach of requiring an unlimited
redirection period. The BoOE told us that an unlimited redirection period could
potentially give rise to operational risks in managing a much larger and
complex redirection database, and increase risk to the smooth functioning of
the Bacs and Faster Payment Service payment systems. Further, the BoE
stated that it could provide a disincentive for the customers and payment
initiators to update their records, which would create unnecessary
dependence on the redirection system.

By contrast, the BoE told us that an approach along the lines of what had
been proposed by Bacs would allow the redirection database to be cleansed
of materially obsolete data and therefore prevent a build-up of multiple
redirections, thus helping to minimise operational risk.

Therefore, although an unlimited redirection period would be attractive for
customers, it will subject the payment systems to various operational risks,
and could also have a negative impact on financial stability for the reasons
outlined above. Overall, we consider that the proposed changes to the
redirection service beyond the current 36 months will provide an adequate
safeguard for most recurrent day-to-day transactions, which take place within
a 13-month time frame.
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e Customer impact

4.90 Of those eight parties?’” who responded to our Remedies Notice that the
current 36-month redirection period was not sufficient, five parties were of the
view that Bacs’ proposal®’® was a solution that would sufficiently reassure
customers in the switching process.?79:280.281

4.91 Many of these parties indicated that Bacs’ proposal in effect created an
indefinite redirection for the relatively small number of affected customers who
still had a redirected payment 36 months after they had switched accounts. Of
those who did not consider that an enhancement to the extension period
would be effective, Virgin Money believed that only ANP would be sufficient to
increase switching, BGL Group told us that ANP would induce more switching
than an extended redirection period while the three others?®? considered that
the existing three-year redirection period was sufficient. RBSG and First Trust
Bank considered that more time was needed to evaluate the recent extension
to a 36-month redirection period before considering the effectiveness of a
further extension.

4.92 To help us assess the potential impact of an extension to the redirection
period, we referred to our omnibus survey results on an extension to the
redirection period and the FCA’s evidence on an unlimited extension to the
redirection service.

4.93 Our omnibus surveys suggested that by itself, an extension to the redirection
period would only encourage a small proportion of PCA or BCA customers to
switch account providers.?83

277 Nationwide, Barclays, Danske, LBG, HSBCG, Virgin Money, FSCP, BGL Group.

278 Which HSBCG said was for regular payments.

279 Barclays, HSBCG, Nationwide, LBG and Danske.

280 santander also told us that it believed that the proposal had already been implemented and therefore the
issues we identified had already been addressed.

281 gpecifically, Barclays told us that the current 36-month redirection period might not be sufficient for some
customers. It was of the view that the proposal being developed by industry was a solution that would provide
reassurance for customers in the switching process. It also stated that the number of customers utilising the
switching process after 36 months was estimated at [<]%.

282 TSB, Tesco Bank and the Institute of Directors.

283 |n response to the question, ‘1 am going to read out some changes which might be made to the switching
process. For each one I'd like you to tell me if it would make you any more or less likely to consider changing
your account?’ 12% of PCA users said that they would be more likely to switch and 15% said that they would be
less likely to switch if the redirection period of any payment made to their old account lasted for longer than 36
months, which is currently the case. See PCA survey, pl11l. In response to the same question 11% of BCA users
said that they would be more likely to switch and 14% said that they would be less likely to switch if the
redirection period of any payment made to their old account lasted for longer than 36 months, which is currently
the case. See SME survey, p32. Note that the greater proportion of respondents saying they would be less likely
to switch (compared with those saying they would be more likely to switch) may indicate that the question was
misunderstood.
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The FCA’s evidence painted a mixed picture. While the FCA’s quantitative
research results?®4 showed that an unlimited extension of the redirection
service would not be a material improvement above extending the then 13-
month period to the current 36-month redirection period,?® its qualitative
research suggested that an unlimited incoming payment redirection service
was a welcome improvement for users as there was even less risk of
payments going missing once the switch has been completed relative to any
form of capped extension to the redirection system.

The Moorhouse report on ANP28¢ commissioned by the FCA noted that the
customer experience from the perpetual CASS redirection model (for
unlimited redirection) was likely to be positive since it provided more time for
third parties to update records of customers’ account details and therefore
greater assurance to customers. Further, it noted that the disruption to the
customer should be minimal since the new bank would be responsible for the
transfer of outgoing mandates, and incoming payments would be rerouted.?®’

We note that since all these sources assessed the effectiveness of proposed
extensions to the redirection service on a stand-alone basis, in the absence of
our remaining package of remedies, their findings should be treated as
indicative of a lower bound on the potential effectiveness of the relevant
proposals.

Overall, the evidence suggests that extending the redirection period would
provide some further reassurance to customers. While unlikely to act as a
catalyst for customers to switch, it may act as a ‘hygiene factor’, and help
reduce customers’ fears about the risks of switching using CASS.

Since our proposal is sufficiently closer to an unlimited redirection than a fixed
period extension (as it provides perpetual redirection for many customers
beyond 36 months from the switch date), it is more likely to provide greater
confidence in the switching process, particularly if it was effectively promoted
by Bacs.

This measure would also help ensure that our other remedies would be
effective since switching customers would have few reasons to perceive that

284 Report commissioned by the FCA. YouGov (March 2015), Current Account Switch Service — Quantitative
research. The results of this research indicate that extending the redirection period would lead to 4% more
customers being more likely to switch than they would if redirection stayed at 36 months. The same was also true
for businesses though the finding was not statistically significant.

285 ibid. The results of this research indicate that extending the redirection period indefinitely would only lead to
4% more PCA customers being more likely to switch than if redirection remained at 36 months. The same was
true for businesses but the result was not statistically significant.

286 Report commissioned by the FCA. Moorhouse (March 2015), Account Number Portability, p44.

287 Customers will still need to provide updated details of their new debit card numbers, if they used these to
make certain payments. This is not true for ANP.
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at the end of their switching journey payments would go astray, thus removing
this barrier to switching.

e Costs

4.100 Bacs told us that the current estimated central spend spanning 2016 and
2017 to deliver the incremental change to the redirection service was in the
order of £2.5 million. In respect of costs for CASS participants, Bacs stated
that it did not monitor participant costs, but as a guide its experience
suggested that central costs represented around 10% of the total industry-
wide costs.

4.101 On this basis, the total cost of implementing this proposal is likely to be
around £25 million.

Account number portability

4.102 Account number portability (ANP) is the ability for a customer to switch current
account provider while still retaining the same banking identifier. This means
that after having switched current accounts, all customers would not have to
change any of the payment instructions associated with their account or
inform payors. Instructions for incoming payments could remain unchanged
as the underlying infrastructure would route payments to the new account.
Further, outgoing payments such as direct debits could also be pulled from
the new account without interruption.

4.103 The Moorhouse report commissioned by the FCA identified three separate
variants for ANP:288

(a) The Retain Identifier Model provides ANP by using a customer’s
combined original sort code and account number as a unique identifier.
This solution would run on the existing bank infrastructure, but would not
integrate with international payments or other payment system provider
solutions. It also puts restrictions on banks reallocating old account
numbers. It would require a number of centrally managed services such
as a repository for identifiers and a payments mandate database that are
integrated with the existing payments infrastructure, along with active
management of this repository to prevent the re-issue of account
numbers.

(b) The New ldentifier Model provides ANP by using an alternative identifier
as a proxy to a sort code and account number. This solution would

288 Account Number Portability, p4.
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4.104

4.105

integrate with international payments or other payment system provider
solutions. However, the viability of this option would depend on the
selection of an alternative identifier, in terms of its uptake and integration
with the existing payments infrastructure.?®® Similar to the Retained
Identifier Model, it would require a number of centrally managed services
such as a repository for identifiers, a payments mandates database and a
payments redirection database that are integrated with the existing
payments infrastructure.

(c) The Central Utility Model could provide ANP through either an existing or
new identifier. It could have wider benefits in addition to ANP in that it
provides an opportunity to modernise banking infrastructure through a
centrally managed core banking platform; enables wider capabilities such
as the ability to retain historical payment records upon switching; and
lowers the barriers to entry for challenger banks.?% It would require a new
redirection database, payments mandates database, and shared
operations platform that would replace significant parts of the existing
payments infrastructure, which would all be enhanced by a Know Your
Customer (KYC) database.

e Customer impact

In response to our Remedies Notice, Virgin Money said that only ANP would
be sufficiently effective now or in future to address the issue of customers’
concerns about missing payments. BGL Group told us that ANP would be
sufficiently effective now or in future to address the issue of customers’
concerns about missing payments whereas an extended redirection would not
be. The FSCP told us that ANP, or a system which performed the same
function, might be better in the long run, but it should be informed by a full
cost-benefit analysis. Other than the Social Market Foundation,?®* the same
parties?®? who considered that an extension to the redirection period would
not be effective also believed that ANP would not be.

To help us assess the effectiveness of introducing ANP we have considered
the results from our omnibus surveys, the FCA'’s quantitative research and the
FCA’s qualitative research.

289 |n particular, if mobile telephone numbers were used as an alternative identifier, one would need to take
account of the fact that they are regulated separately by Ofcom, and that any changes to the identifier would be
outside of the banking industry’s control.

2% Through access to a common platform. Account Number Portability, p5.

291 Who told us that there was little evidence that ANP would encourage switching.

292 TSB, Tesco Bank, Institute of Directors.
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4.106 Our omnibus surveys results suggest that the introduction of ANP would
encourage some PCA and BCA users to switch current account providers.??3
In addition, out of all potential changes to the switching process mentioned in
the survey, ANP was most popular among both PCA and BCA holders.?%

4.107 The FCA’s quantitative survey results?%® suggested that the introduction of
ANP would be perceived as more of an improvement over and above
extending the, then, 13-month period to the current 36-month redirection
period, than an unlimited redirection period. The results also suggested that a
greater proportion of PCA holders and SMEs?°¢:2%7 would be more likely to
switch if they could retain their existing account details or were to have
portable account details compared with an unlimited extension period.

4.108 When given the choice to pick among a number of different improvements to
the switching process that would make them more likely to switch (in the
same context of a 13-month redirection period pre March 2015), 38% of
businesses and 33% of customers chose the ability to keep the same account
details as the option that would make them most likely to consider
switching.??® This result was not substantially greater than that for the
unlimited redirection of payments.?®°

4.109 At a high level, the FCA’s qualitative research found that ANP was regarded
to be more seamless and less risky than the existing means of switching

293 |n response to the question ‘| am going to read out some changes which might be made to the switching
process. For each one I'd like you to tell me if it would make you any more or less likely to consider changing
your business account?’ 21% of PCA users said that they would be more likely to switch and 13% said they
would be less likely to switch if they could keep their existing account number and sort code when switching. See
PCA survey, p120. In response to the same question 26% of BCA users said that they would be more likely to
switch and 10% said that they would be less likely to switch if they could keep their existing account number and
sort code when switching. See SME survey, p34.

294 45% of PCA holders and 49% of BCA holders who rated at least one of the proposed changes positively,
selected ANP as a change most likely to encourage them to switch. See PCA survey, p146 and SME survey,
pal.

295 Current Account Switch Service — Quantitative research.

2% 329% and 35% of PCA users respectively said that they would be more likely to switch providers in the next 12
months if they had portable account details or retained their account details when switching. This was compared
to 24% of PCA users who would be more likely to switch providers in the next 12 months if their providers were to
offer a 36-month redirection period and 28% of PCA users more likely to switch if they were offered unlimited
redirection.

297 38% and 40% of BCA users respectively said that they would be more likely to switch providers in the next 12
months if they had portable account details or retained their account detailers when switching. This was
compared to 26% of BCA users who would be more likely to switch providers in the next 12 months if their
providers were to offer a 36-month redirection period and 30% of BCA users more likely to switch if they were
offered unlimited redirection.

2% The other options were incoming payments being redirected for an indefinite redirection, a guarantee that
nothing will go wrong when switching, all payments, direct debits and standing orders being automatically
transferred to the new account, the ability to choose the date of the switch, the switch taking place within five
days and none of these.

299 30% of businesses and 29% of customers chose incoming payments being redirected for an indefinite period
as the option that would make them most likely to consider switching.
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accounts. It was also seen as an easier concept for users to grasp as there
are fewer elements to take on board when compared with CASS.3%°

ANP was also seen to address some of the barriers that were commonly
associated with changing account details including the ‘hassle’ of changing
account details (such as the need for notifications and the need for admin
updates) and the risks of changing account details (if something changes it
creates room for error). Businesses and charities who felt that they would be
likely to experience greater inconvenience from changing account details than
consumers would, found ANP to be particularly useful because it removed the
need to notify customers of a change in details and make changes to
stationery and invoicing documentation.30*

However, ANP also caused customers to raise some concerns about security,
in that it was felt that it could increase the risk and impact of fraud if account
details were unique and it was so easy to switch banks.3%2

Further, ANP may not completely eliminate the need to change some
payment details when changing current account provider. Some international
inward payments and regular payments associated with customers’ debit
cards would not be transferred automatically under ANP, unless separate and
specific arrangements were incorporated into the system.303

Taken together, the research evidence suggests that both our remedy and
ANP could appeal to both PCA users and BCA users, and would be effective
in addressing confidence in CASS. However, the incremental benefit of ANP
over extending the redirection period is less clear. In particular, one of the
reasons for ANP’s popularity raised in the qualitative research was that it was
a concept that was easier to grasp than other solutions. This suggests that if
other remedies raise the awareness and understanding of the switching
service, the difference in appeal between ANP and Bacs’ proposed extension
to the redirection period would fall.

e Costs

Many parties raised concerns about the proportionality of ANP in their
response to our Remedies Notice. They considered that the cost of
implementing ANP was high and the number of customers affected by

300 Optimisa report commissioned by the FCA (March 2015), Engagement with current accounts and the
switching process (‘FCA CASS qualitative research’), p53.

301 ECA CASS qualitative research, pp53-54.

302 ECA CASS qualitative research, p55.

303 ECA CASS report, paragraph 1.23.
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payments going astray in the switching process was small, so given its high
cost ANP would not be a proportionate remedy. However, two parties®** told
us that a variant of ANP would be their favoured solution now or in future.

4.115 We have used the Moorhouse report, which was commissioned by the FCA,
to provide estimates of the likely cost and complexity associated with ANP.305
It evaluated that:

(a) The Retain Identifier Model, the most basic solution for ANP, has industry
costs in the region of £2—£3 billion3% and would take five to seven years
to implement according to an estimate provided by VocaLink.3°” The
implementation risk and operational financial stability of this option was
considered to be low since it used existing technology and solutions.3%8

(b) The New ldentifier Model, which enables greater integration with
international payments and other Payment Service Provider (PSP)
solution, has a total industry indicative cost range of £3—£4 billion and
would take seven to ten years to implement according to an estimate
provided by VocaLink. Overall, the risk of using the new identifier model
was considered to be medium to high.30°

(c) The Central Utility Model, which would modernise banking infrastructure
through a centrally managed core banking platform, was considered to be
highly complex, very expensive and taking long to implement, which could
also result in significant disruption to banks as they integrate systems to
the new model.3!° The Moorhouse Report cited a report by KMPG for the
Payments Council, which estimated that the costs of building such a
model were £5—£10 billion with annual running costs of over £1 billion.
The migration costs for the largest individual banks were estimated to be
over £1 billion. Overall, the risk for implementing this option was
considered high.3%!

304 Virgin Money and BGL Group.

305 Account Number Portability.

306 The Moorhouse Report stated that ‘In addition, the cost of a payments mandates database is likely to range
between £100-200 million. The total cost to implement CASS was estimated to be £750 million. Given that a
similar infrastructure is required for the Retain Identifier model (redirection database), with the addition of a
payment mandates database (£200-300 million), the incremental cost is likely to be in the region of £1-2 billion.’
Account Number Portability, p21.

307 \ocaLink was formed out of the merger between Voca Limited and LINK Interchange Network Limited on

2 July 2007. As part of the merger a newly established holding company was formed (VocaLink Holdings Limited)
which acquired the entire share capital of both Voca and LINK Interchange Network Limited. VocaLink Limited is
the principal trading entity, which is a wholly owned subsidiary of VocaLink Holdings Limited. A consortium of

18 banks and building societies own VocaLink Holdings Limited.

308 Account Number Portability, p22.

309 ibid, p30.

310 ibid, p37.

311 ibid, p38.
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Based on the above estimates, the cost of providing ANP (minimum £2—

£3 billion) is likely to be substantially higher relative to our proposal (estimated
at £25 million) to extend the redirection period, and it will take in excess of
five years for ANP to be implemented.

Conclusion on remedy options

Both ANP and our proposal for an extension to the redirection period are
ways of addressing the same underlying concerns relating to incoming
payments going astray in the switching process. ANP is generally easier for
customers to grasp and tends to perform better in customer surveys.

However, in practical terms, extended redirection is able to reduce the risks of
missed payments to very low levels. In effect, our proposal allows for
permanent redirection for customers who may need it.

Our proposal on extended redirection is also likely to cost substantially less to
implement than ANP. Estimates suggest that it will cost about £25 million to
be implemented industry wide, while the estimated costs (£2—£10 billion) for
implementing ANP are substantially higher. Our proposal is also capable of
much more rapid implementation, which is an important dimension of
effectiveness. Further, there are fewer risks in implementing this proposal,
given that it will be using a proven technology.

Taking all factors into account, extended redirection is effective in addressing
barriers to switching and is clearly much less expensive and onerous to
implement.

Overall, it is a more proportionate remedy that would provide a low-cost,
timely solution to improve this aspect of the AECs. Our conclusion aligns with
our guidelines for market investigations, which state that a proportionate
remedy is one that is the least onerous if there is a choice between several
effective measures.3!?

Further, when considered in conjunction with our overall package of remedies,
we consider that this remedy will instil greater confidence in the switching
process.3!3

312 The Guidelines, Part 4, paragraph 344(c).

313 We note that the PSR has set up an industry forum (Payments Strategy Forum or PSF) to develop and agree
strategic priorities and how to best implement them. The PSF is expected to produce a draft strategy in mid July,
followed by a six-week consultation period, with a final strategy by the end of October 2016. Its Horizon Scanning
Working Group (HSWG) is progressing the analysis of ANP. It submitted a Horizon Scanning ANP Report, to the
recent April 2016 PSF meeting, where it was agreed that analysis of ANP should be progressed to the next
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Implementation issues

4.123
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Since Bacs is already working with the stakeholders to develop and
implement this proposal, we consider that inviting Bacs to provide suitable
undertakings would be the most appropriate method of implementing this
remedy. However, we will consider issuing an order if we are unable to
negotiate satisfactory undertakings with Bacs.

We would expect the banks that participate in CASS to fully support Bacs in
its efforts to implement this remedy, for example by fulfilling their obligations
which fall within scope of the redirection service.

We would require implementation of this remedy within six months of
accepting undertakings from Bacs.

The CMA will monitor compliance with this remedy, possibly through
reviewing periodic reports provided by Bacs on how it has complied with the
requirements of the remedy.

Costs of remedies

4.127

4.128

4.129

As we outlined in paragraph 4.101, the total cost of implementing these
changes to the CASS redirection process is likely to be around £25 million,
which is substantially lower than the other remedy options we considered. We
also note that Bacs is already working with CASS-participating banks to
introduce these changes, and therefore any additional costs associated with
implementing this remedy can be expected to be minimal.

The cost of monitoring compliance is also likely to be low since it will be based
on reviewing periodic reports provided by Bacs on how it has complied with
the requirements of the remedy.

We invite further views on the costs of implementing this remedy.

stage, which will focus on the benefits to service users and the costs of a potential technical solution. The HSWG
will continue to develop its thinking and proposals in its next stage of work, and its outputs are due to be
considered by the forum in late June 2016.
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Provision of transaction history

Summary of the measures we are proposing to take forward

4.130

4131

4.132

4.133

4.134

In our Remedies Notice, we noted that customers may be deterred from
initiating the switching process since, once their old account has been closed,
they may no longer have access to their transaction history.

In our qualitative research we found that one potential barrier to switching is
that SMEs will lose access to their previous transaction history following a
switch through CASS. This could potentially affect businesses’ ability to apply
for financial products in the future as they would not have proof of their
transaction history.34

A customer survey commissioned by LBG found that customers believed that
loss of history with their current provider was a potential barrier to them
switching current accounts. It also found that keeping or having access to
transaction history (and relationship banking) had ‘broadest appeal’ for
potential customers to switch their bank accounts, although this was stronger
for customers who were already considering moving, rather than a trigger to
move accounts. LBG did not conduct behavioural research to test these
survey results. However, it believed that the conclusions of the survey did
reflect the importance of transaction history to customers considering
switching.31®

To address this issue, we had proposed a remedy to retain and provide BCA
and PCA customers, on demand, with their transaction history.

We have now come to a provisional decision to introduce such a remedy,
which is summarised in Figure 4.5.

314 provisional findings, paragraph 8.126(a).

315 | BG stated that, in particular, there were still a number of situations in which a customer may need access to
historical bank statements (for example, when applying for a mortgage) to prove their income and/or allow a
provider to assess affordability and verify monthly expenditure. Past statements for six months are usually
required, and although former PCA providers will make bank statements available on request, the need to
contact a former provider (and potentially pay a charge) introduces further hassle for a customer who has
switched their account.
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Figure 4.5: Providing transaction history to PCA and BCA customers

We have provisionally decided to make an Order requiring that all PCA and BCA
providers:

e At the time of closing a PCA or BCA, provide free of cost at least five years’
transaction history to their customers. This would be subject to an opt-out
choice by the customers.

e Retain, at the minimum, five years’ transaction history for PCAs and BCAs after
account closure, and provide it to ex-customers at their request, free of cost, or
at a fee which should not be more than what would be payable under the Data
Protection Act 1998 (DPA) (currently £10).316

- Example: if the date of the account closure is 31 December 2015, and the
customer requests transaction history details on 1 January 2017 (one year
after account closure), the bank would at the minimum be required to
retain/provide the transaction history for the period between 1 January 2012
and 31 December 2015 (covering four years).

e Publish on their website, their policy regarding retention of transaction history
of old accounts, and the process and other requirements for requesting
transaction history.

The transaction history would need to be provided to the customer within a
reasonable period, but no later than one week after the customer’s request,
subject to the customer providing necessary identity/other documentation required
by the bank.

We would expect the implementation of this remedy to be completed within six
months of our final Order.

How this remedy addresses the AECs and/or the resulting customer detriment

4.135 This remedy would address the AEC by providing assurance to PCA and BCA
customers who are considering switching, or have switched accounts, that
their transactions history will continue to be available to them, thus reducing
this barrier to switching in both GB and in NI.

316 Section 7 of the DPA provides rights to individuals in respect of personal data that the organisations hold
about them. Organisations may charge a fee of up to £10 (£2 if it is a request to a credit reference agency for
information about your financial standing only) for providing this information. Information Commissioner’s Office.
The Data Protection Act.
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It requires banks to retain and provide transaction history to customers both at
the time of, and after, closing their accounts. The remedy also requires banks
to publish on their website, their policy regarding retention of transaction
history of old accounts, and the process and other requirements for
requesting transaction history.

In response to our Remedies Notice, several banks3!’ told us that they
already had a policy of providing transaction history to ex-customers.
However, the number of years for which this facility was available varied
between banks, and not all banks automatically provide transaction history to
their customers when they close their account.

Barclays told us that it had a policy of providing transaction history to ex-
customers on request. HSBCG stated that it had a policy to retain ex-
customers’ transaction history and provide it upon request from ex-customers.

According to our omnibus survey results, while the perceived benefit of having
five years of historical transactions was relatively low for PCA users overall, it
was higher for PCA users who had switched or considered switching, and
those who used overdrafts.3® Availability of historical transaction data
seemed more important for BCA users.319

Section 7 of the DPA provides rights to individuals in respect of personal data
that the organisations hold about them. However, we are of the view that by
mandating the provision of transactions history at the time of switching or
closing their account, the proposed remedy makes it easier to receive
transaction history than under the provisions of the DPA. It also provides
further assurance to customers who are considering switching that they will
continue to have access to their transaction history for a certain period of time
after closing their accounts.

Overall, our view is that being able to receive transaction history both at the
time of, and after, account closure can reduce the perceived or real risk of
switching. Transaction history may be required as part of, for example, a
mortgage application and while in the past customers may have retained hard

317 For example, Virgin Money, LBG, Santander, Nationwide, RBSG.

318 This is against a backdrop of low switching rates. See, for example, provisional findings, paragraphs 7.16—
7.22 and 8.40.

319 249% of BCA users said that they would be more likely to switch if they received five years of bank statements
as evidence of their transaction history and 10% said that they would be less likely to switch. When it comes to
PCA users, 14% said that they would be more likely to switch and the same proportion (14%) said that they
would be less likely to switch if they received the statements See PCA survey, p129 and SME survey, p36; 22%
of PCA users who have switched or considered switching and 26% of overdraft users said they would be more
likely to switch if they received five years of bank statements. See PCA survey, p133.
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copies of bank statements, as they are increasingly accessed online, fewer
customers may retain them.

4.142 Further, this remedy will provide a minimum standard across the industry
about access to transaction history, and help in reducing this barrier to
account switching.

Remedy design considerations
4.143 We identified the following design parameters for the remedy:

(a) Should the provision of transaction history at the time of account closure
be automatic or based on customers’ request?

(b) For how long should a bank retain, and provide, transaction history to ex-
customers?

(c) Should banks be allowed to charge for providing transaction history to
customers?

(d) What role, if any, should CASS play in the provision of transaction
history?

Should the provision of transactions history at the time of account closure be
automatic or on customers’ request

4.144 In response to our Remedies Notice, many banks32° expressed the view that
requiring providers to offer transaction history on demand was more efficient
both for the providers and the customer than if providers were mandated to
automatically provide transaction history, which they may not need at the time
of account closure.

4.145 LBG’s view was that porting of transaction history should form part of the
CASS switching service, and therefore transaction history should be provided
automatically to the new provider when the account was closed.3?!

4.146 Although Clydesdale was unconvinced about the potential benefit of this
remedy, it stated that if pursued, it should be integrated into the account

320 For example, HSBCG, Nationwide, RBSG, Danske, Virgin Money.
321 | BG further response to Remedies Notice, p43.
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4.148

4.149

4.150

4.151

closure process in order to reduce the burden of ad hoc transaction data
requests.3??

After considering the pros and cons of automatic provision of transaction
history at the time of account closure, we have provisionally decided to adopt
a remedy which requires banks to provide transactions history at the time of
account closure, unless customers decide to opt out. This will provide a
degree of certainty for customers about receiving transaction history at the
time of closing their account. Further, even if customers decide to opt out of
receiving their transaction history at the time of closing their account, the
remedy design will ensure that they are reassured about the facility of
receiving it in the future.

The transaction history could be provided in either physical or/and electronic
format, based on customers’ request.

For how many years after account closure should the banks be obliged to
provide transactions history

Respondents to our Remedies Notice generally felt that although banks
should not be required to retain details of BCA and PCA transactions over an
unnecessary long period, a five-year period was broadly acceptable.

A few parties questioned the usefulness of providing such historical data,
since lending applications and identity requirements were usually supported
by much more recent data.3?3 Danske made the point that while implementing
the remedy, we needed to give consideration to the manner in which
information relating to past transactions was provided to customers, to ensure
its confidentiality.324

Our view is that customers should have access to their transaction history for
as long a period as practically possible, to give them confidence that it will be
available in case they needed it after having switched accounts using CASS.

This in turn, will reduce the perceived or real risk of switching. We understand
that pursuant to the Money Laundering Regulations 2007 (MLR), banks retain

322 Clydesdale questioned whether, based on customer behaviour to date, customers would request and benefit
from reviewing a five-year transaction history, particularly given that this information will be provided once
customers have switched. Clydesdale Bank response to Remedies Notice, paragraphs 6.1-6.2.

323 For example, RBSG, Santander, First Trust Bank.

324 Danske Bank response to Remedies Notice, paragraph 2.9(a).
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transaction history of their customers for five years,®?® and many banks
already have a policy to provide transaction history to their ex-customers.

Therefore, our provisional decision on this remedy is that banks should retain
a minimum of five-year transaction history for their PCA and BCA customers,
and should provide it (unless customers opt out) at the time of account
closure. We consider that this would provide adequate assurance to
customers and help to remove this barrier to switching across the UK.
Regarding access to transaction history after account closure, we believe that
ex-customers should be able to request transaction history from previous
providers for the period that falls within the five-year retention period.

Should banks be allowed to charge for providing transaction history?

Many parties who responded to this question in our Remedies Notice
favoured levying a charge, which was proportionate to the actual cost of
providing this information to ex-customers.

HSBCG pointed out to us that it charged a fee for the provision of copy
statements (of account transaction history) for both existing and ex-
customers, and suggested that providers should continue to be permitted to
charge for the provision of this service as there were costs associated with
storing data and also administrative costs of making the data available.32¢

Danske’s view was that providers should be able to levy a charge for this
information, which was proportionate to the actual cost of providing this
information.3?”

Subject to the final design of this remedy, LBG did not consider that providers
should be permitted to charge for this information except in certain situations,
for example, if an ex-customer were to make a number of requests which
required additional manual steps to process.328

Business Finance Compared stated that the provision of the transaction
history to be free of charge where it is ported as part of the switching process
and to be available at a minimum cost where the data is required post
switching.32°

325 paragraph 8.16 of the Joint Money Laundering Steering Group’s (JMLSG) guidance on prevention of money
laundering/combating terrorist financing for the UK financial sector (revised November 2014) states in relation to
Regulation 19(3) of the MLR: records of all transactions relating to a customer must be retained for a period of
five years from the date on which the transaction is completed.

326 HSBCG response to Remedies Notice, paragraph 131.

327 Danske Bank response to Remedies Notice, paragraph 2.9(b).

328 | BG further response to Remedies Notice, p43.

329 Business Finance Compared response to Remedies Notice, p24.
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After considering the responses received and the issues sought to be
addressed by this remedy, namely reducing barriers to switching, we have
come to a provisional decision that customers should be able to receive
(unless they opted out) their transaction history at the time of closing their
account free of cost.

However, banks should be allowed to levy a charge if they so wished, when
providing transaction history to customers after they had closed their account.
This charge, however, should be not higher than what would be payable
under the DPA (currently capped at £10).

Role of CASS in the provision of transaction history

In our Remedies Notice, we had sought comments on what role, if any, would
it be appropriate for Bacs/CASS to play in the provision of transaction history
to customers.

RBSG told us that Bacs/CASS could play a role in delivering the transactions
data to the new bank, and this would open up an opportunity for the recipient
bank to provide this data electronically to the new customer. It stated that this
solution would have a large impact on RBSG as it would require additional
capability in respect of data storage and presenting the information. Further,
CASS and CASS participating banks would also face considerable cost and
challenge in building such a service. It submitted that there was little evidence
of demand for this service, and further customer research would be required if
this approach were to be pursued.33

HSBCG did not consider it to be either necessary or appropriate for Bacs/
CASS to have a role in providing transaction history to customers.33! Danske
stated that provision of transaction history was primarily a matter between the
provider and the customer.33?

A contrasting view was expressed by LBG, which favoured the porting of

transaction history to become part of CASS, and provided automatically to the
new provider when the account was closed. In addition, customers could also
be prompted to port their transaction data with them when switching accounts

330 RBSG response to Remedies Notice, paragraph 3.9(e).
331 HSBCG response to Remedies Notice, paragraph 132.
332 Danske Bank response to Remedies Notice, paragraph 2.9(e).
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using their Midata33* profile which could be provided automatically by
providers at account closure.334:335

4.164 Business Finance Compared told us that ideally Bacs/CASS could be one of
the intermediaries which could access transaction data on behalf of the SME
and pass this to the new provider. It stated that it might require technical
investment by Bacs/CASS to enable secure retention and transfer of this data.
Further, it was put to us by Business Finance Compared that by enabling
open access to transaction data, the transaction history could be ported to the
new provider removing the need for providers to hold archived information for
previous customers.33

4.165 In response to our Remedies Notice, TSB suggested the introduction of a
‘Credit Passport’,33” which would provide absolute assurance to prospective
switchers that they would not be losing their credit history in the event that
they switched account.338

4.166 Although building a capability to port transaction history in CASS and
introducing the Credit Passport could be attractive, we have provisionally
concluded that the remedy we provisionally propose to adopt is a simpler and
less onerous solution to effectively address the customers’ concern around
losing access to their transaction history after switching accounts.33%:340

4.167 Therefore, we are content with the current account providers being made
responsible to provide transaction history to customers both at the time of,
and after closing their account.

333 In our provisional findings we explained the background and purpose of HMT’s Midata project, which launched
on the GoCompare PCW in March 2015. Midata aimed to facilitate price comparisons between PCAs using
customers’ own transaction history. See provisional findings, paragraphs 7.94—7.96 and Appendix 3.1,
paragraphs 203-205.

334 | BG further response to Remedies Notice, p43.

335 | BG considered that a new provider would be in a better position to curate the transaction history and also,
having the prime relationship with the customer, be best placed to guard against the potential risks of identity
theft and other fraud which the retention model presented. LBG response to Remedies Notice, paragraph 9.2.
336 Business Finance Compared is a platform dedicated to helping UK SMEs find and compare alternative
sources of funding to grow and support their business through the use of innovative technology and analytics.
Business Finance Compared response to Remedies Notice, p24.

337 Under the Credit Passport proposed, all PCA providers would be mandated to provide a centralised resource,
such as an existing credit rating agency, with customers’ account usage and transactional histories. The credit
agency, when requested by the consumer, would make the data available, in a usable format, to any prospective
alternative PCA provider. This would make it easier to assess an applicant’s risk and affordability at the point of
application or inquiry, thereby increasing the likelihood that a new provider will match a consumer’s existing
overdraft limit. TSB response to Remedies Notice, paragraphs 35 & 36, p7.

338 TSB response to Remedies Notice, paragraph 39.

339 This also aligns with our guidelines for market investigations, which state that a proportionate remedy is one
that is the least onerous if there is a choice between several effective measures. The Guidelines, Part 4,
paragraph 344(c).

340 Fyrther, as we note in our remedy on open banking standards set out in Section 3, the sharing of PCA
transaction data using APIs may perform the function of the ‘Credit Passport’ proposed by TSB.
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Implementation issues

4.168

4.169

4.170

4171

4.172

4.173

Duration and timing of implementation

HSBCG suggested having a sunset clause for this remedy because access to
transaction history may be available through other means in the future. It
made a reference to the emergence of open data and API standards, whereby
transaction history may become accessible via those channels without the
need for customers to approach their former PCA/BCA provider directly.34!

LBG supported using open APIs to allow customers to transfer their historical
transaction history when they switched to their new provider to remove any
perceived hassle factor and remove a potential reason why some customers
might be reluctant to switch.342

Business Finance Compared told us that open API would enable this data to
be transferred in a standard format to an intermediary (such as a PCW) or to
the new provider where it acknowledged receipt of the data and securely
stored this data on behalf of the SME. It noted that without this, there was an
unintended consequence of passing sensitive data to SMEs who might not
have the necessary knowledge and systems to store this data securely.343

We agree that in the future, transaction history may become accessible to
customers through other means. However, it is not clear at this stage whether
this will extend to transaction history once a customer has switched.344

With regard to timing, we would expect this remedy to be implemented within
six months after CMA'’s final Order.

Which providers should be covered by this remedy

Our provisional view is that we would require all PCA and BCA providers to be
covered by this remedy. We will consider any representations on whether
there should be a de minimis threshold for implementing this remedy; this may
be set relatively low (for example at 150,000 to 200,000 active34> PCAs per
provider and 20,000 to 25,000 active BCAs per provider) thus covering the

341 HSBCG response to Remedies Notice, paragraph 133.

342 | BG did not, however, support the use of credit reference agencies (CRAS) to act as the hub for customers’
transaction history as they currently relied on a business model that typically charged customers between £10
and £15 a month for access to the data they held on customers.

343 Business Finance Compared response to Remedies Notice, p24.

344 Should there be market developments affecting this remedy, it will always be open to the CMA to consider
whether there has been any change of circumstances such that the order should be varied or revoked (see
section 162 of the EA02).

345 Using a common definition across providers.
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majority of active accounts and including larger providers in both GB and NI,
while also excluding the large number of very small providers.

Monitoring of compliance

4.174 We propose that the CMA would monitor compliance with the requirements of
this remedy. This could be through the provision of an annual compliance
statement from banks.

Legal /regulatory issues

4.175 We also considered if there could be any legal or regulatory issues in relation
to implementing this remedy.

4.176 A number of respondents to our Remedies Notice referred to potential issues
around data protection and security while implementing this remedy.

4.177 For example, FSCP pointed out that although this remedy might give some
consumers confidence to switch, it needed to be aligned with UK and EU data
protection requirements.3*¢ RBSG made the point that measures would need
to be in place to verify the identity of the customer before historical
transactional data was released, and there might be data protection issues if
customer data was retained for too long with no specific purpose.34’

4.178 We note that the DPA requires that organisations do not hold records for
longer than is necessary for the purposes(s) for which it is processed.
However, we understand that pursuant to the MLR,3*® banks retain
transaction history of their customers for five years.

4.179 Since our remedy does not require banks to retain customers’ transactions
data for any longer than what is prescribed by existing industry guidance on
the MLR, we do not consider there are any regulatory issues or hurdles in
implementing this remedy.

Cost of remedies

4.180 Banks already have a duty to retain transactions data of customers for five
years. We have provisionally decided to oblige banks to provide transaction
history to customers at the time of account closure on the basis of an opt-out

346 Financial Services Consumer Panel response to Remedies Notice, p6.

347 RBSG response to Remedies Notice, p47.

348 paragraph 8.16 of the JMLSG guidance on prevention of money laundering/combating terrorist financing for
the UK financial sector (revised November 2014) states in relation to Regulation 19(3) of the MLR: records of all
transactions relating to a customer must be retained for a period of five years from the date on which the
transaction is completed.
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choice, and have also allowed the banks to charge a reasonable fee for
providing it to ex-customers after closing their account. Therefore, we expect
the costs of implementing this remedy to be low.

4.181 Barclays made a point that since start-up and newer SMEs have the highest
failure rates, the majority of new businesses would not benefit from business
data being kept for five years. It stated that implementing a remedy that would
only be available for a maximum 40% of all SMEs would not be proportion-
ate.34° Even if only 40% of all SMEs benefited from this remedy, we
provisionally consider this proportionate given that the costs of implementing
are likely to be low. We discuss proportionality of the package as a whole in
Section 9.

4.182 The cost of monitoring compliance with this remedy will also be low since it
will be based on annual compliance statements provided by the banks.

4.183 We invite further views on the costs of implementing this remedy.
Measures to increase awareness of and confidence in CASS

Summary of the measures we are proposing to take forward

4.184 The current account switching remedies that we have provisionally decided to
introduce will be most effective if there is greater customer awareness of and
confidence in the switching process. We have therefore provisionally decided
on the following measures to increase public awareness of the benefits of
using CASS to change current account provider. This remedy is summarised
in Figure 4.6.

Figure 4.6: Remedy of increasing awareness of and confidence in CASS

The CMA has provisionally decided to seek undertakings from Bacs to:

e work with the participants of CASS to ensure their commitment to a long-term
promotional campaign to first meet and then exceed the awareness and
confidence targets agreed with HMT, and to sustain these levels over time;

e ensure that any future promotional activity reflects any changes made to CASS
as a result of our remedy package (eg an increase in the redirection period),
and aligns with our measures to increase customer awareness of the potential
benefits of switching and prompt further investigation of other providers in

349 Barclays response to Remedies Notice, paragraph 10.5, p24.
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communicating to customers the security and convenience of using CASS to
switch current accounts;

e continue to target those customer groups that have low awareness of CASS
and/or could benefit most from switching current account providers, notably
SMESs, overdraft users, customers with high credit balances, the young and the
financially disadvantaged; and

e develop its awareness and confidence metrics to measure customer
understanding of the switching process.

Our proposed remedy to strengthen CASS’s corporate governance will ensure that
both Bacs and the participants of CASS are suitably incentivised to operate and
develop the service in the interest of customers.

4.185 In our Remedies Notice, we proposed that in addition to communicating the
benefits of using CASS to change current account provider, the remedy could
also increase public awareness of the potential savings or rewards that could
be obtained by switching.

4.186 We have provisionally decided that a general advertising campaign would not
be effective in increasing public awareness of the potential savings or rewards
that could be obtained by switching current account provider, because the
value of any such rewards, whether financial or related to service or quality,
are likely to be specific to each customer, and therefore, difficult to
communicate via a mass campaign.

4.187 We believe that the raising of awareness of the benefits of switching is better
addressed under our proposed measures to increase customer awareness of
the potential benefits of switching and prompt further investigation of other
providers, where the message can be communicated to individual customers
at times when they are more likely to be receptive to such messages.

How this remedy addresses the AECs and/or the resulting customer detriment

4.188 We provisionally found that, despite the introduction of CASS and its
promotion by Bacs, customer awareness of and confidence in CASS was low,
customers perceived that switching account was burdensome and there was
a fear that something could go wrong.2*° For example, our PCA survey found

3% provisional findings, p238.
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that 55% of customers considered that switching was a ‘hassle’ and 42% fear
that something ‘may go wrong’.3%?

4.189 The purpose of the remedy is to support Bacs in its ongoing efforts to

increase customer awareness of and confidence in CASS, so that customers’
concerns in relation to the convenience and security of switching no longer
pose a barrier to switching current accounts in GB and NI.

Remedy design considerations

4.190

4191

4.192

We set out below our consideration of issues relating to the design of the
remedy, covering:

(a) the effectiveness of raising awareness of the benefits of switching through
mass advertising;

(b) the scale and duration of promotional activity required to sufficiently raise
awareness of and confidence in CASS;

(c) whether there are any particular customer segments that should be
targeted by such promotional activity;

(d) who should undertake and manage the promotional activity; and

(e) how the effectiveness of promotional activity should be measured.

Benefits of switching

In our Remedies Notice, we proposed that in addition to communicating the
benefits of using CASS to change current account provider, the remedy could
also increase public awareness of the potential savings or rewards that could
be obtained by switching.35?

In response, Which? questioned whether a general advertising campaign
would be effective in increasing public awareness of the potential savings or
rewards that could be obtained by switching current account provider.353
Similarly, the MAS told us that an advertising campaign might raise aware-
ness of improvements to the CASS process and how it worked, but it was
unlikely to prompt people not already interested in the market to switch.3%

351 provisional findings, p20.

352 Remedies Notice, pp12-13.

353 Which? response to Remedies Notice, p2.

354 Money Advice Service response to Remedies Notice, p10.
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4.193 We think that mass promotional activity similar to that required to raise
awareness of and confidence in CASS is unsuitable to raise awareness of the
benefits or rewards of switching, because the value of any such rewards,
whether financial or related to service or quality, are likely to be specific to
each customer and therefore difficult to communicate via a mass campaign.

4.194 We have provisionally decided that the raising of awareness of the benefits of
switching is better addressed under our proposed foundation remedy to
increase customer awareness of the potential benefits of switching and
prompt further investigation of other providers (as set out in Section 3). Under
these measures, the rewards of switching can be communicated to individual
customers at times when they are more likely to be receptive to consider
switching provider. We intend for this measure to focus on communicating to
customers the security and convenience of using CASS to switch current
accounts to address customers’ negative perceptions of the switching
process.

4.195 We intend to seek an undertaking from Bacs that its future promotional
campaigns are aligned with our proposed measures to increase customer
awareness of the potential benefits of switching and prompt further
investigation of other providers in communicating the benefits of using CASS
to switch current accounts.

4.196 For example, both the targeted prompts delivered to individual customers
under our proposed foundation remedy to prompt customers to consider their
banking arrangements and Bacs’ mass promotional activity under this remedy
should share common wording and messaging in explaining the security and
convenience of switching current accounts using the service. Bacs’ future
promotional campaign under this remedy could also help in addressing data
security issues we have highlighted earlier (see Section 3). Bacs could, for
example, following the occurrence of a data breach or data security issue,
raise awareness of the benefits of switching via a mass advertising campaign.

Scale and duration of promotional activity

4.197 We think that raising awareness of and confidence in CASS requires
sustained investment over time. For example:

(a) Danske told us that a promotional period of one to three years seemed
appropriate, where the promotion could be concentrated in the first year,
with periodic reminders throughout years two and three.3%°

355 Danske Bank response to Remedies Notice, paragraph 2.2, p6.
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(b) HSBCG told us that a short-term promotional campaign of approximately
12 months would provide an initial boost and re-launch customer
awareness, but it was imperative that promotion in the long term was
considered so as to avoid a drop off in customer awareness as soon as
any initial campaign was concluded.3%¢

(c) The government’s ‘Power to Switch’ campaign, launched in February
2015 to encourage consumers to switch energy supplier.®>’ In March
2015, the government reported that more than £38 million was saved by
130,000 households switching energy supplier.3*® However, BIT told us
that switching rates in the energy sector fell in the months following the
campaign.3*® This suggests that the effect of the campaign was short-
lived and required sustained advertising over a longer period to drive
lasting behavioural change.

We have provisionally decided to seek an undertaking from Bacs that it works
with participants to ensure their commitment to a long-term promotional
campaign to increase levels of awareness of and confidence in the service,
and to sustain these levels over time. These campaigns should also reflect
any changes made to CASS as a result of our wider remedies package, for
example an increase in the redirection period.

It is for Bacs, in consultation with participants, to determine the level of
funding that it requires to first meet and then exceed the awareness and
confidence targets agreed with HMT,3¢° and to sustain these levels over time.
The changes to the CASS governance intended under our proposed
measures, especially the PSR’s regulatory oversight and greater transparency
around achievement against KPIs, will support Bacs in achieving this
objective.

We also expect CASS patrticipants to ensure their commitment to Bacs’ efforts
to promote CASS, and in particular, support a long-term promotional
campaign to be undertaken by Bacs as envisaged in this remedy.

We consider that the promotion of partial switching could also increase
customer confidence in the switching process and encourage more people to

3% HSBCG response to Remedies Notice, paragraphs 52-55.

357 The ‘Power to Switch’ campaign ran for four weeks across the UK and included national, regional and online
advertising. It focused on raising the awareness of the savings to be gained from shopping around for the best
energy deal using Ofgem accredited sites, such as uSwitch.com.

358 See DECC press release (24 March 2015): ‘Millions saved in one month as switching energy supplier rockets’.
359 Behavioural Insights Team response to Remedies Notice, pp7-8.

360 Prior to the launch of CASS, Bacs agreed with HMT targets of 75% consumer awareness and confidence in
CASS (ie that 75% of consumers and SMEs were aware of and confident in the service).
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switch, as under this service, the customer’s existing account remains open.
Our quantitative research found that there was very low awareness of the
partial switching service (5% and 8% of PCA and BCA customers respectively
were aware of the service).%6! We support measures which will facilitate multi-
banking, since it puts competitive pressure on banks. We encourage Bacs to
work with its partial switch service participants to raise the awareness of the
partial switch service (see paragraphs 4.248 and 4.249).

Target customer segments

In our Remedies Notice, we stated that SMEs were relatively uninformed
about CASS and were less likely to switch BCAs using the service, and
regular overdraft users and customers with large credit balances might
specifically be targeted since they could benefit substantially from switching
provider.362

In addition to these customer groups, parties have also identified the young
and the financially disadvantaged as being particularly disengaged with
CASS.

In relation to SMEs, a number of parties have suggested that in addition to
mass marketing campaigns, increasing awareness of CASS could also be
achieved through more targeted means. For example, Business Finance
Compared?® told us that SMEs responded very well to advice from their local
network and peers.364

Bacs told us that it had established a working group to specifically address
audience targeting, and this group would meet on a regular basis to share
information and help inform the wider promotional campaign. For example, it
told us that it had engaged with SMEs to understand in more depth their
existing segmentation, bodies of research, campaigns that had worked well
(and why), key contact methods and how they managed relationships. Bacs
told us that the outputs from the working groups would enable it to create
nuanced messaging, appropriate for the specific needs of each customer
segment, and this would be reflected in communications from the second
guarter of 2016. Further, it was currently investigating (with participants)
audience mapping and segmentation, in order to establish effective ways in

361 See PCA survey, p202 and SME survey, p57.

362 Remedies Notice, p13.

363 Business Finance Compared is a platform dedicated to helping UK SMEs find and compare alternative
sources of funding to grow and support their business through the use of innovative technology and analytics.
364 Business Finance Compared response to Remedies Notice, p9.
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which customers could be segmented and targeted through paid, owned and
earned media.

4.206 Bacs told us that it was also paying particular attention to the channels
employed to deliver these messages by, for example, considering strategic
partnerships with respected and trusted bodies, such as the Federation of
Small Businesses (FSB)*%® and the Forum of Private Business (FPB). Bacs
told us that it had already been working with the FSB and the FPB, among
other SME groups, in order to tailor activity directly for this audience and that
specific campaigns targeting this group were being designed.

4.207 Given the ongoing efforts of Bacs in raising awareness of CASS among those
customer groups that have low awareness of CASS and/or could benefit most
from switching current account providers, we have provisionally decided to
seek an undertaking from Bacs that it continues to target these customers, in
future promotional campaigns. Bacs could demonstrate its commitment to this
by, for example, allocating a suitable proportion of its annual budget to
targeting these key customer segments, and ensuring that its annual and
longer-term business plans reflect this allocation.

Management of promotional activity

4.208 We think that Bacs is best placed to undertake the long-term promotion of
CASS for the following reasons:

(a) Bacs assumed ownership of CASS when it launched in 2013 and it
remains responsible for the development and management of the service.
Bacs told us that that it had been selected as the most appropriate
organisation to manage CASS in part due to its extensive experience in
the development and marketing of the Direct Debit scheme. Bacs was
directly involved in the development and execution of the CASS launch
campaign, and has subsequently worked with participants to continue to
build the brand.

(b) Bacs has been relatively successful to date in raising awareness of
CASS, although further action is required to increase confidence in the
service. Bacs told us that since launch, over 2.25 million consumers had
used the service, which was now offered by 40 high street banks and
building societies.3%¢ Bacs told us that to date, awareness of CASS had

365 The FSB is a non-profit organisation that promotes and protects the interests of the self-employed and small
business owners.
366 Bacs response to Remedies Notice, p5.
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reached 74%, while confidence in CASS was currently 10% lower. It told
us that the target for awareness would be achieved in 2016, and further
work was under way to understand how best to achieve the confidence
target.367

(c) Bacs appears committed to sustained public awareness activity. For
example, Bacs told us that it recently launched a multi-million-pound
advertising campaign, covering print, radio, online and television
advertising, as well as a social media and PR campaign, to coincide with
the second anniversary of the service. Further, it told us that participants
had committed to spending £9.2 million in 2016 on central activities to
increase awareness of and confidence in CASS.

Measuring effectiveness of promotional activity

4.209 We think that Bacs’ existing measures in relation to awareness of and
confidence in CASS are important in measuring the effectiveness of ongoing
and future promotional activity.368

4.210 However, recent research by the FCA found that awareness of and
confidence in CASS was lower than that reported by Bacs. The FCA found
that:

(&) only 41% of consumers and 47% of small businesses had heard of CASS
prior to completing the FCA'’s survey; and

(b) consumers’ biggest fear when switching was something going wrong and
that the measure for confidence in an error-free process was much lower
than the average confidence score of 65%.369370

367 Bacs measures awareness of and confidence in CASS through an online, monthly omnibus survey. To
measure awareness, respondents are asked whether they have heard of the service. To measure confidence,
respondents are asked whether switching would be easy, quick and take very little effort; whether they would be
in control of the process; and whether the process would be error free, and their responses to these five
questions are used to derive a composite confidence metric.

368 \We do not think that the measurement of switching rates is an appropriate indicator of customer awareness of
and confidence in CASS, as such measures do not take into account those customers who review their banking
arrangements, but decide not to switch provider for reasons other than a lack of awareness of or confidence in
the service.

369 See FCA CASS report.

370 Bacs told us that it worked with an independent market research agency to understand the differences
between its awareness tracking data and the research conducted by the FCA. The agency suggested that the
differences were mainly due to different ways of asking the respondents about awareness and that both the
FCA'’s and Bacs’ questions introduced some element of bias, however, if the objective was to monitor changes in
awareness over time, Bacs’ question provided a consistent time series. Bacs told us that it had worked closely
with the FCA during its assessment of CASS and to understand how its recommendations might best be fulfilled,
including those concerning awareness and confidence.
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Similarly, our quantitative research found that awareness of CASS among
PCA customers was low (43% of those surveyed had heard of the service).3"!
Further, understanding of its main features was superficial.>’? Awareness of
CASS was much lower among SMEs (28% of those surveyed had heard of
the service),®’3 and understanding of its main features was minimal.374

BIT told us that behavioural literature suggested that raising awareness did
not automatically lead to changes in behaviour. Therefore, it recommended
the consideration of a more in-depth measure of awareness, which assessed
whether consumers were aware of the steps required to use CASS.37°

In this regard, Bacs told us that it was conducting research with the University
of Bristol to define a more appropriate measure of the competitive environ-
ment that took account of levels of engagement, and that one such measure
might be consideration of switching (ie a metric that measured the level of
consumers actively looking at offers in the market).37¢

In the meantime, Bacs told us that it was developing a number of initiatives to
educate customers in using CASS, including:

(a) the introduction of an infographic to be displayed on the CASS website,
explaining the steps involved in using CASS;

(b) working with intermediaries, such as PCWs, to explain the benefits of
using CASS; and

(c) focusing advertising in 2016 on confidence building, which would naturally
develop customer understanding in the steps required to use the service.

Given the recent findings of the FCA (see paragraph 4.210) and the results of
our qualitative research (see paragraph 4.211), we have provisionally decided
to seek from Bacs undertakings to develop its awareness and confidence
metrics to measure customer understanding of the switching process. Our
proposed measure to strengthen CASS’s corporate governance will ensure

371 PCA survey, p63.

372 \When asked about the features of CASS, the most popular responses given were: ‘easy to switch/bank does it
all for you/no paperwork’ (36% of those who had said they were aware of CASS); ‘bank will switch/set up all
direct debits/standing orders’ (16%); and ‘rewards/incentives’ (11%). In addition, 18% of respondents replied
‘don’t know/can’t remember/only heard about it'. PCA survey, p70.

373 SME survey, p22.

374 For SMEs, the most popular responses to the same question were ‘I'm generally aware’ (41%); ‘makes it
easier/less hassle/minimises impact on your business’ (14%); ‘they switch direct debits’ (13%). In addition, 20%
of respondents replied ‘don’t know’. SME survey, p23.

375 BIT response to Remedies Notice, pp6-7.

376 The research is planned to report in the middle of 2016.
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that both Bacs and the participants of CASS are suitably incentivised to
operate and develop the service in the interest of customers.

Implementation issues

4.216 We have provisionally decided to seek undertakings from Bacs, as Bacs has
already undertaken substantial work to raise awareness of and confidence in
CASS, and it has committed to further promotional activity in 2016 and
beyond. However, we will consider issuing an order if we are unable to
negotiate satisfactory undertakings with Bacs.

4.217 Our proposed measure to strengthen CASS’s corporate governance will
further ensure that both Bacs and the participants of CASS are suitably
incentivised to operate and develop the service in the interest of customers.

4.218 We think that the PSR is best placed to monitor compliance with the remedy,
as under our proposed measure to introduce regulatory oversight of CASS
(see paragraphs 4.50 to 4.65), we envisage that the PSR will undertake an
annual review of the CASS governance arrangements. This could involve an
annual assessment of Bacs’ promotional activity in relation to raising
awareness of and confidence in the service, as well as reviewing and
agreeing KPlIs involving awareness and confidence targets.3’

4.219 Regarding recovery of Bacs’ costs, prior to the launch of CASS, Bacs agreed
with HMT to fund the operational costs of the service via a fee of £5 split
evenly between the old and new provider.3’® Bacs told us that at current
volumes, this fee was adequate to cover the direct operating costs of the
service, but it was insufficient to fund the level of central advertising
considered necessary to reach the awareness and confidence targets.

4.220 RBSG told us that further funding should be allocated based on net gains
from switching, as this would align the costs with the beneficiaries of the
service.3™

4.221 Bacs told us that the service rules allowed for exceptional costs to be
recovered via a call to all participants based on their share of the current
account market (ie the number of current accounts eligible for the service). It
told us that this mechanism was agreed during the development of the service
and formed part of the Participation Agreement. Bacs told us that the

377 Until HMT provides the PSR with additional powers to assume regulatory oversight of CASS, we have
provisionally decided that the CMA will monitor compliance with this remedy.

378 It was also agreed that the level of the fee could not exceed £5 for the first five years of the operation of
CASS.

379 RBSG response to Remedies Notice, p21.
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application of a mechanism based on market share rather than switching
volumes better reflected the role of CASS in promoting competition in the
market by removing a perceived barrier to switching, and it also encouraged
participants to improve their customer retention activities.

This view was supported by TSB, which told us that funding based on net
gains from switching would unduly discriminate against those participants
most successful in attracting switchers, or even risk deterring providers from
actually competing for new customers.3&

We think that the generation of additional funding based on market share is
an appropriate mechanism, as it minimises barriers to entry by new providers
and encourages providers to compete for new customers. Further, non-
switchers also stand to benefit from increased competition in the market, and
this also supports cost recovery on the basis of market share. We therefore
do not intend to seek any amendments to the CASS funding mechanisms as
part of this remedy.

Cost of remedies

4.224

4.225

We think that there will be three principal costs associated with this remedy:

(a) The funding of a long-term promotional campaign to increase levels of
awareness of and confidence in CASS and to sustain these levels over
time, including the funding of additional promotional activity to target those
customer segments that have low awareness of the service.

(b) The development of a more robust and insightful confidence metric, and
an additional metric that measures consumer consideration of switching.

(c) Monitoring of compliance with and enforcement of the remedy.

Promotional activity

Bacs told us that participants had committed to spending £9.2 million in 2016
on central activities to increase awareness of and confidence in CASS (see
paragraph 4.208(c)). The cost of future promotional activity beyond 2016 will
not necessarily require the provision of additional funds; it may be that better
outcomes can be achieved within similar scales of budget committed to in
recent years. The cost is likely to be determined by the degree of activity
required to sustain levels of awareness and confidence above and beyond
75%. This includes our proposal for Bacs to develop its awareness and

380 TSB response to Remedies Notice, p8.
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confidence metrics to measure customer understanding of the switching
process, and any additional promotional activity required to engage those
target customer segments which have low awareness of CASS.

Development of metrics
Bacs told us that:

(a) it was due to commission further quantitative research to develop a more
robust and insightful confidence measure;38! and

(b) it was conducting research with the University of Bristol to define a more
appropriate measure of the competitive environment that took account of
levels of engagement, and that one such measure might be consideration
of switching.38?

The costs related to the development of these metrics will be in line with Bacs’
current plans. As such, we do not envisage our proposals to result in any
significant additional costs.

Monitoring and enforcement

The cost of monitoring compliance with and enforcement of the remedy is
likely to be modest, as this can be incorporated into the PSR’s review of
CASS governance under our proposed measure to address the service’s
governance.

We invite further views on costs of implementing this remedy.

Measures not being taken forward

Enhancements to the partial switch service

4.230

In addition to CASS (referred to as ‘full switch’), banks operating in the UK
can also offer the partial switch service to their customers38. The partial
switch service can be used to transfer payment arrangements between
accounts for PCAs and all SMEs and larger corporate entities. It is defined as
such because not all payment arrangements need to be transferred from the

381 Bacs response to Remedies Notice, p19.
382 Bacs response to Remedies Notice, p197.
383 For description of full and the partial switch service, see Bacs website.

163


https://www.gov.uk/cma-cases/review-of-banking-for-small-and-medium-sized-businesses-smes-in-the-uk#responses-to-provisional-findings-and-notice-of-possible-remedies
https://www.gov.uk/cma-cases/review-of-banking-for-small-and-medium-sized-businesses-smes-in-the-uk#responses-to-provisional-findings-and-notice-of-possible-remedies
https://www.bacs.co.uk/Services/accountswitchingservice/Pages/AccountSwitchingService.aspx

4231

4.232

4.233

4.234

4.235

old to the new bank during the switch and many other aspects of CASS are
also not available to customers.384

We note that the partial switch service facilitates multi-banking, which puts
competitive pressure on banks, and may also encourage switching. In our
Remedies Notice, we had spelled out the features that could be included in a
partial switch service guarantee. These included automatic redirection of
incoming payments, ability to choose a switch date and completion of
switching within a seven-day period and refunding of any interest paid or lost
and any charges made if anything went wrong with the switching process.

Regarding the automatic redirection of incoming payments, we were informed
that this worked at sort code and account level under CASS, and therefore,
building a facility under the partial switch service for certain payments to be
transferred to the new account and for some to remain with the original
account would be complex and costly. In particular, Bacs told us that it was
technically more complex to identify which payments were to be redirected if
both accounts remained open.

It was also pointed out to us that a guarantee for the partial switch service
particularly around timelines and redirection would have significant limitations.
We were told that since the partial switch service required additional
communication with the customer to provide and select lists of payments that
are to be transferred, a defined time period for completing the switch would be
difficult to implement.

Bacs told us that timescales for a partial switch were agreed on a case-by-
case-basis between banks and their customers considering the complexity of
the switch, and therefore switching on a time-limited basis might not be
appropriate for customers switching using the partial switch service. Further,
according to Bacs, since requirements for SMEs with turnover in excess of
£6.5 million (which cannot use CASS) were complex, full switching under
CASS on a time-limited basis would not be appropriate for these SMEs.

Bacs told us that once the PAD was transcribed into UK law, payment service
providers (PSPs) would only be able to offer consumers (personal customers)
a PAD-compliant switching service operated in accordance with the
regulations or a designated alternative that must meet the criteria stipulated in
the regulations. Any PSP that is a member of a designated switching

384 For example, the partial switch service does not guarantee completion of a switch within seven days.
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service®® need only offer consumers the designated alternative switching
service.

Bacs also told us that it was possible for PSPs to offer the partial switch
service to consumers alongside CASS (or a PAD-compliant switch service),
but it was unlikely that Bacs would be seeking PAD designation for a second
switching service (eg the partial switch service). However, Bacs informed us
that it was reviewing the partial service proposition for different customer
market segments while also taking into account the impending implementation
of PAD.

However, clarifying the issue of the possibility of offering the partial switch
service under PAD, HMT has stated that:

The government considers that provided a payment service
provider offers either a PAD compliant switching service or a
designated alternative switching service, the payment service
provider will also be able to offer a non-compliant service such as
‘Partial Only’. The government considers that a non-compliant
service such as ‘Partial Only’ may also be offered to customers
alongside the PAD compliant service or the designated alternative
switching service. This will ensure existing provision may be
maintained and provides choice for customers.386

We recognise that many steps in the partial switching process require a
customer interface, and are not in banks’ control, and therefore, it is difficult to
have an overall timescale for completion of a partial switch. Further, automatic
redirection of incoming payments is not currently offered under the partial
switch service, and it is difficult to introduce such a facility, since the old
account remains open. Having two different types of guarantees under CASS
and the partial switch service could also confuse customers.

Overall, we consider that a partial switch service guarantee is likely to be
complex to implement, and after having considered the likely effectiveness
and practicality of introducing such a guarantee, we have provisionally
decided not to pursue it further.

4.240 We also considered if all CASS participants should be mandated to offer the

partial switch service both inwards and outwards.

385 We have been told by Bacs that it will be requesting CASS designation from the PSR.
386 HMT (November 2015), Implementation of the EU payment accounts directive: Consultation responses,
paragraphs 60—61.
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Bacs told us that all CASS participants were required to support customers
who wished to move their accounts to a new provider using the partial switch
service, although a small number of banks did not support customers
switching into them in this way.

Explaining the reasons for not offering the partial switch service and a partial
switch guarantee to PCA customers wishing to switch to it, [¢<] outlined the
following reasons:

(a) First, it was unnecessary since customers already effectively had the
option of a partial switch since they could open a new account without
switching their existing account, and after they had satisfied themselves
that they were happy with their new provider, they could approach their
bank at any time to carry out a full CASS switch.

(b) Second, it would be technically complex and costly to provide a CASS-
type guarantee and redirection service, as this would require a move from
simple account level redirection to redirection at the level of each
individual payment instruction. It would be difficult and costly to re-
engineer CASS for certain payments to be transferred to the new account,
and for some to remain with the original account.

(c) Third, it would be counterproductive, since banks were targeting the
primary banking relationships.

(d) Fourth, [¢<] had concerns about the risks and potential damage to
confidence in CASS given that banks did not have control over customer
behaviour. It therefore considered that there were likely to be more issues
around guaranteeing a partial switch than a full switch.

Regarding SMEs, [¢<] recognised that there may be particular benefits to
choosing certain mandates to be moved or not. However, its view was that,
overall, these factors were not sufficient to justify the additional cost and
complexity of guaranteeing partial switching under CASS in circumstances
where SMEs could already effect a partial switch.

[6<],%87 which previously did so, no longer offers the partial switch service to
PCA customers who want to switch to it. It told us that there were a number of
issues which generated complaints related to the switching process from
partial switching customers. Given that the partial switching service was not
covered by the CASS switching guarantee (and therefore not bound by the
same requirements and timescale obligations as full switching), [¢<] observed

387 []
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that this caused confusion for customers over the timescales and the account
opening process. As a result of customers’ feedback, [¢<] removed the partial
switching-in option for new PCA customers in [¢<] and from the online
channel in [].

It appears that the decision whether to offer the partial switch service or not, is
a decision taken by a bank based on various considerations including its
technical and commercial viability, and the feedback from customers.

It is unclear to us that requiring all banks to offer the partial switch service
both inward and outwards will be an effective remedy, since customers can
already undertake an ‘effective’ partial switch by opening a new account, and
at a later stage, make a full switch using CASS, if they were satisfied with
their new account. Therefore, we have provisionally decided not to require all
banks to offer the partial switch service.

Bacs told us that as a consequence of the impending implementation of PAD,
it was considering developing its existing partial switch service offering. It also
stated that the industry, through Bacs, was committed to developing CASS to
address customer requirements not effectively met by the current ‘full switch’
service.

In particular, Bacs told us that it was considering revisiting the attitudinal and
behavioural considerations of overdraft users, those who wished to retain
more control over the switching process, and the more complex requirements
and needs of SMEs. At this stage Bacs was unclear whether this would lead
to any specific changes to the partial switch service, but it believed that based
on this analysis, a partial switching offering could be built into the wider
CASS, with the aim of explicitly positioning the partial switch service as an
alternative for customers wanting to switch.38838°

While not proposing a partial switch remedy, we encourage Bacs to initiate a
detailed investigation of this proposal, and to work with its partial switch
service participants to increase the customer awareness of this service.3%

388 Bacs told us that a primary objective of this proposal was to provide participants with the ability to tailor their
offer to customers with overdrafts. It would be reviewing the information provided by the New Bank to develop the
options available for overdrafts. Specifically it would look at the customer engagement with the New Bank to
ensure the customer requirements were known and addressed before initiating the switch. It would also review
the automated messaging between old and new banks to look for any improvements.

389 Bacs told us that at this stage, it was not considering implementing specific enhancements (for example,
introducing a redirection service) to the partial switch service.

390 Only 5% of PCA users and 8% of BCA users in our Omnibus surveys claimed they had heard of it — questions
19 and 23 in respective surveys) See PCA survey, p202 and SME survey, p57.
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Continuous payment authorities
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4.252

4.253

4.254

4.255

In our provisional findings,3°* we noted that the non-transfer of continuous
payment authorities (CPAs) was one of the outstanding operational issues in
the CASS, and therefore requiring the automatic transfer of CPAs during the
switching process could help instil greater customer confidence in the
switching process. Accordingly, we included such a remedy in our Remedies
Notice.

In response, most parties considered that requiring the transfer of CPAs in the
switching process would not be a proportionate remedy. Many of them told us
that there was little evidence that the non-transfer of CPAs presented a
material barrier to switching, and that the FCA had stated that this was not
something that arose in its customer research and not something that
appeared to have impaired the switching process.

Some responses also noted that a technical solution to transfer CPAs may
compromise the integrity of the CASS switching service if CPAs were not
100% guaranteed to be transferred in the switching process. Only LBG and
TSB were in favour of this remedy in principle.392:393

To assess the impact of this remedy, we looked both at the customers who
could potentially benefit from this remedy and the limitations and potential
adverse impacts associated with its implementation.

To look at the number of customers who could potentially benefit, we used the
results of our omnibus surveys and consulted with Visa and MasterCard,
which have around [2<]% and [<]% share of the UK debit card sector in the
UK respectively.

Both MasterCard and Visa told us that the non-transfer of CPAs affected
relatively few customers. MasterCard told us that in 2015 recurring
transactions represented less than [6<]% of transactions on its debit cards
and credit cards, and Visa referred to industry statistics on UK consumer
payments which indicated that in 2014, CPA transactions represented less

391 See provisional findings, paragraph 7.107.

392 | BG considered that adding the transfer of CPAs would be a positive enhancement to the CASS service and
customer experience, and noted that LBG customers had 1.5 million incorrect card details on their accounts,
resulting in confusion, payment errors and customer annoyance. LBG also noted that implementation would
require the engagement of the card schemes (such as Visa and MasterCard) as well as merchants. It was not
something which the banks and Bacs could deliver alone, as they did not possess the relevant information to
make a redirection (Bacs is not involved in processing CPAs, and LBG, as a card issuer, does not have the
information regarding the arrangements between the customer and a merchant or payment service provider that
is necessary to implement a switch). LBG response to Remedies Notice, paragraphs 10.1-10.3.

393 TSB told us that it was open to exploring this remedy with the rest of the industry.
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than [¢<]% of the total recurring payments market. Both card schemes also
informed us about the solutions they already had in place — updater services
to address many of the perceived issues raised by the non-transfer of CPAs
as part of the switching process. For these solutions, [6<].3%4

The results of our omnibus surveys suggested that including the non-transfer
of CPA payments in the switching process would not address a significant
issue for consumers. There was a low reported usage of CPAs on debit cards
among PCA and BCA holders®®® and among PCA holders, who were aware
that they had CPAs linked to their debit cards, there was also a low level of
awareness that CPAs are not transferred as part of the switching process.3%
According to these results, it is unlikely that the non-transfer of CPAs is a
significant issue that prevents many customers from switching.

Bacs told us that, in practice there were a very small number of CPA
transactions and processes were in place to enable a merchant to update its
records when cards were replaced, including when an account was switched.
Bacs also stated that none of its research or performance monitoring of CASS
had identified customer concerns about the switching of CPAs and that it did
not believe this issue had a material effect on customer switching
behaviour.3%7

This suggested that contrary to our provisional findings, the non-transfer of
CPAs was not a material issue that affected many customers’ confidence in
the switching process.

To look at the limitations and adverse impacts associated with the
implementation of the automatic transfer of CPAs as part of the switching
process we consulted with Visa and MasterCard.

Visa told us that the costs of implementing a solution that would integrate with
CASS could be considerable for a number of stakeholders. It would require
the construction of a CPA mandates database and that every merchant would
be required to send its CPA mandates to the manager of the database which
would require new messaging and connections to be put in place and
maintained, creating additional costs to merchants relative to the current
existing market solutions. It also told us that since our proposed remedy

394 []

3% |In response to ‘Do you have any Continuous Payment Authorities linked to you debit card at the moment’, 8%
of BCA users and 19% of PCA users said yes. See PCA survey, p174 and SME survey, p49.

3% |n response to ‘As far as you are aware, are Continuous Payment Authorities automatically transferred as part
of the switching process’, 30% of PCA users who believe they have CPAs linked to their debit card told us that
they were transferred and 22% told us that they were not. The remaining 48% didn’t know. See PCA survey,

p181.

397 Bacs response to Remedies Notice.
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would only apply to the UK it would create an additional cost for cross-border
merchants who would want to carry out business in the UK, particularly as
enabling retailers to have one single method of payment accepted globally
was a key benefit of CPAs for cross-border merchants.

4.261 MasterCard told us that although there were no technical limitations in the
automatic transfer of CPAs during the switching process, it would require
implementing a process and an interface for sharing information between
banks. This was likely to include putting in place a coordinated process
between a customer’s old and new bank to ensure that a customer’s new
bank updated MasterCard after a customer had switched accounts.

4.262 Overall, our assessment of this remedy suggests that (a) few customers are
likely to be adversely affected by the non-transfer of CPAs, (b) debit card
scheme providers already offer a solution for many customers who could be
affected, and (c) the likely cost and complexity of building a facility to
automatically transfer CPAs as part of the switching process would be
considerable.

4.263 Because of these factors, we consider that requiring the implementation of
this remedy would not be proportionate. For this reason, we have provisionally
decided not to pursue this remedy further.
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5. Additional remedies targeted at PCA overdraft customers

Overview

5.1 As setoutin the previous sections, a key objective of our remedies is to
address low engagement and barriers to searching and switching. These
market features are present in the PCA and SME banking markets in both GB
and NI. The remedies that we have described aim to tackle these issues
across all customer groups.

5.2  However, we also identified in our provisional findings that there are additional
market features that apply specifically to PCA overdraft users that contribute
to their low engagement and further limit awareness and comparison of
overdraft offers. We found that overdraft charging structures are particularly
complex, and that overdraft users show limited awareness of and
engagement with their overdraft usage, and face additional barriers to
switching due to the uncertainty surrounding acceptance and timing of an
overdraft approval. We also found that heavier overdraft users have a lower
tendency to switch.

5.3 These factors are likely to affect customers using unarranged overdrafts more
than customers using arranged overdrafts. This is due to unarranged
overdraft usage being outside a borrowing limit agreed in advance between
PCA providers and their customers. Customers who use an unarranged
overdraft will often not have intended to do so and underestimate the
likelihood of incurring unarranged overdraft charges.3%® Without alerts it is
difficult for unarranged overdraft users to be aware of when they have
exceeded an arranged limit and become liable to the charges associated with
doing so. This can be costly for them, since unarranged overdraft customers
can accumulate higher charges than arranged overdrafts from interest and
fees. PCA providers’ incentives to compete on unarranged overdraft charges
are therefore particularly limited.3%°

398 See our provisional findings, Appendix 7.4.

399 Similar concerns may apply in relation to facilities such as Barclays’ emergency borrowing facility, which in
contrast to other PCA providers’ unarranged overdrafts specifies a borrowing limit of the facility. Barclays has
stated its views that its emergency borrowing facility is not an unarranged overdraft facility. Whether or not such
emergency borrowing facilities are unarranged overdraft facilities, they are alternatives to other PCA providers’
unarranged overdraft facilities. They are all lending facilities that are offered to PCA customers after they have
exceeded an initial arranged borrowing limit. As with other PCA providers’ unarranged overdraft facilities,
customers may underestimate their likelihood of using such facilities on top of any initial borrowing limit.
Customers can also accumulate higher charges in using such facilities in the same way that customers can
accumulate higher charges from using other PCA providers’ unarranged overdraft facilities. At this stage, we
therefore include facilities such as Barclays’ emergency borrowing facility within the full scope of our remedies
that are targeted at unarranged overdrafts, although we welcome views on this issue. For convenience, we use
the term unarranged overdraft in this document to refer to Barclays’ emergency borrowing facility and other PCA
providers’ unarranged overdraft facilities (or unplanned or unauthorised overdraft facilities).
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5.4  Since publishing our provisional findings, we have undertaken further analysis
on switching rates by type and degree of overdraft usage. This analysis,
which is set out in Appendix 1, finds that the switching rates are generally very
low and there is some variation depending on the level of overdraft use:

(&) The heaviest overdraft users tend to have the lowest switching rates of all
PCA customers.

(b) There is some evidence that users who only use an arranged overdraft
facility are more likely to switch than users who go into unarranged
overdraft. However, the switching levels among overdraft users as a
whole, while very low, are very slightly higher than for customers who do
not use overdrafts.

5.5 We have also conducted further analysis on the gains from switching for
overdraft users, and found that the annual gains from switching for overdraft
users can be as much as three to four times as high as that for customers that
do not use an overdraft, and higher still if the customer is a heavy user of
unarranged overdrafts (see Appendix 1). We found that the gains increased
with frequency of overdraft usage. Despite this, the switching rates tend to fall
for more frequent overdraft users. This suggests that overdraft users are
relatively disengaged, or that they face high barriers to searching and
switching, or both.

5.6  Given the specific problems we have identified in relation to overdrafts, we
consider that additional remedies targeted at overdraft customers are
necessary to address these issues and to reinforce the effectiveness of our
other measures for these customers. Most of our additional measures focus
on unarranged overdraft users for the reasons set out in paragraphs 5.3 and
5.4(b). In combination with our other remedies, we expect these measures to
increase competition and to improve the outcomes for PCA overdraft
customers (who represent 44%?4% of PCA customers). The various elements
of the package are complementary to and reinforce one another as they:

e build on our other measures to empower overdraft customers to search for
better value and to switch;

e help customers take more control of their overdraft usage; and

400 See our provisional findings, Appendix 7.4, paragraph 7.
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¢ introduce a measure targeted at the heaviest users, to increase
transparency of the cumulative cost of unarranged overdrafts and
constrain customers’ exposure to these charges.

5.7  The additional measures we are proposing in relation to overdraft users may
be summarised as follows:

e We propose to increase PCA customer awareness of, engagement with
and management of their overdraft usage and charges by:

— requiring PCA providers to automatically enrol all their customers into
an unarranged overdraft alert. This alert would inform customers on a
reasonably timely basis when they have or are at significant risk that
day of exceeding an arranged overdraft limit;40*

— requiring PCA providers to offer, and inform customers of the
opportunity to benefit from, grace periods during which they can take
action to avoid or mitigate the charges resulting from unarranged
overdraft use;

— recommending to the FCA that it undertakes further work to identify,
research, test and, as appropriate, implement measures to increase
overdraft customers’ engagement with their overdraft usage and
charges.

e We propose the following measures to limit the cumulative effect of
unarranged overdraft charges:

— Requiring PCA providers to introduce a monthly maximum charge
(MMC) covering all unarranged overdraft charges (including debit
interest). Disclosure of the MMC should be no less prominent than
other overdraft charges. The level of the MMC will be set by each PCA
provider and may be different for each of its PCAs.

— Recommending the FCA undertakes work to assess the ongoing
effectiveness of the MMC and consider whether measures (such as the
introduction of rules if appropriate) could be taken to further enhance
its effectiveness.

401 Where a PCA does not have an arranged overdraft facility, we consider it to have an arranged overdraft limit
of £0 for the purposes of the remedies in this section.
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e We propose to recommend that the FCA looks at ways to engage
customers more in considering overdraft features and their potential
relevance and impact, during the PCA opening process.

e We propose the following combination of measures to address specific
barriers to searching and switching for overdraft users:

— Seeking undertakings from Bacs to work with CASS participants to
review the account switching process to ensure that PCA providers
offer a firm decision on the overdraft offered after a customer has
completed the PCA provider’s application process but before they
switch accounts.

— Recommending that, following the introduction of open APIs, the FCA
consider requiring PCA providers to offer online tools that indicate
whether a prospective customer may be eligible for an overdraft.

These additional measures reinforce and are complementary to the proposed
remedies in Sections 3 and 4 which are just as relevant to overdraft
customers as to any other customers. These remedies aim to:

(a) increase customers’ engagement via prompts to review their PCA
arrangements at times when they may have a higher propensity to
consider a change;

(b) make current account switching work even better, building on and
improving the existing CASS; and

(c) improve transparency and make it easier to effectively compare products
in respect of both price and quality.

On the last of these, we propose that one of the five core quality measures to
be included in the quality of service metrics to be prominently publicised by
providers (see Section 3) should be related to overdraft services.

It is important to place our overdraft remedies in the context of the overall
regulatory landscape. The package includes measures that address the AECs
for overdraft users, including heavier overdraft users for whom we observe
lower levels of switching and higher charges. In doing so we are mindful of the
fact that some of these heavier overdraft users will be customers in financial
difficulties. There will be less scope for competition, and therefore for our
investigation, to help such customers, in particular those that have reached an
unsustainable level of debt. It is not in our remit to tackle the problems arising
from over-indebtedness. In this context we note the remit of the FCA to
regulate providers of consumer credit, and the provisions its rules make to
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safeguard responsible lending and fair treatment of consumers, including
those in financial difficulties (principles that are additionally embedded in the
industry Lending Code). We also note the UK and EU initiatives to provide
basic bank accounts to all customers not otherwise eligible for a bank
account, and other government initiatives such as the November 2011
BIS/HMT review of consumer credit and personal insolvency.*%> We have
been mindful, in designing our remedies, of the fact that these will be
supplemented by existing additional protections for customers affected by
financial difficulties or otherwise potentially excluded from the PCA market.

5.11 In the rest of this section we describe our additional overdraft remedies in
more detail. For some of these remedies we note a possible de minimis
threshold, for which PCA providers below a certain size would not be subject
to the remedy. We will consider any representations on whether there should
be a de minimis threshold for implementing these remedies; this may be set
relatively low (for example, at 150,000 to 200,000 active PCAs*%3) thus
covering the majority of active PCAs and including larger providers in both GB
and NI, while also excluding the large number of very small providers.

Measures to increase customer awareness of and engagement with their
overdraft usage and charges

Summary of the measures we are proposing to take forward

5.12 Figure 5.1 summarises the remedy proposed, which will work alongside the
grace period remedy set out in Figure 5.2 in the next subsection. In
combination these remedies are intended to increase overdraft users’
awareness that they are about to incur charges and allow customers to make
an informed decision about whether to use an overdraft facility, or reduce or
avoid the charge altogether.

402 BIS/HMT Consumer Credit and Personal Insolvency Review: Formal Response on Consumer Credit.
403 Using a common definition across providers.

175


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/31841/11-1341-consumer-credit-and-insolvency-response-on-credit.pdf

Figure 5.1: Summary of the overdraft engagement remedy

We have provisionally decided to make an Order to require PCA providers to enrol
automatically all their customers, where feasible, into an unarranged overdraft alert.
This alert would inform customers on a reasonably timely basis when they have or
are at significant risk that day of exceeding an arranged overdraft limit. All UK PCA
providers (subject to a possible de minimis threshold) that charge customers for
exceeding or attempting to exceed an arranged limit would be subject to this
measure. PCA customers would be able to opt out of these alerts.

To make this measure effective, we would include a requirement on PCA providers
to collect an account holder’'s mobile phone number during the account application
process and in instances when an account holder updates their contact details
unless the customer has opted out of receiving alerts.

We have also provisionally decided to recommend to the FCA that it identifies,
researches, tests and, as appropriate, implements measures to increase overdraft
customers’ engagement with their overdraft usage and charges.

We have provisionally decided to recommend to the FCA that it considers the
following matters as part of this programme of work:

(a) How PCA providers may be able to enhance the effectiveness of overdraft
alerts, for example by changing the type, medium and content of the alerts
offered.

(b) The set of alerts customers should be automatically enrolled into by PCA
providers.

(c) How to articulate the concept of available funds to customers, in particular
whether this is inclusive or exclusive of an arranged overdraft.

To facilitate the FCA'’s testing, we have provisionally decided to follow the same
approach as the prompts remedy in Section 3, which would involve making an
Order to require all PCA providers (subject to a possible de minimis threshold) in the
UK to cooperate with the FCA in RCTs. We would also permit PCA providers to
modify or remove the unarranged overdraft alerts for a set of its customers if the
FCA requested them to do so as part of its testing.

Our proposal to require UK PCA providers to enrol their customers into an
unarranged overdraft alert would be an initial measure which we expect to be in a
position to consider removing once the FCA has concluded its testing and is ready
to introduce measures that are effective at increasing overdraft customers’
engagement with their overdraft usage and charges. In doing so we recognise the
need to minimise regulatory duplication.
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How this remedy addresses the AECs and/or the resulting customer detriment

5.13 In our provisional findings we found that overdraft users in both GB and NI
have limited awareness of and engagement with their overdraft usage, and
that overdraft charging structures are particularly complex.4%* We provisionally
concluded that, as a result of this, the competitive pressure on overdraft
charges is low.4%°

5.14 Increasing customers’ awareness of and engagement with their overdraft
usage and charges would contribute to addressing the AECs and the
detriment arising from them.

(a) Itwould lead to greater awareness by customers of their overdraft use
and its cost. Greater awareness of the use and cost of overdraft use may
prompt customers to consider whether they could get a better deal if they
switched provider. This in turn would increase incentives for PCA
providers to compete on overdraft charges. As set out in Table 2 at
Appendix 1, overdraft users, and particularly heavy overdraft users, have
the most to gain from switching their PCAs.

(b) It would, in particular through enhanced overdraft alerts, increase
customers’ price sensitivity in terms of how much they use an overdraft.
This would increase constraints on overdraft charges. As set out in
paragraph 38 of Appendix 1, 52% of overdraft users and 55% of
unarranged overdraft users underestimated their usage by two or more
months.

(c) The increased awareness and price sensitivity from overdraft alerts and
associated reduced usage would be expected to directly reduce the
detriment from the AEC in relation to overdraft charges. As noted in our
provisional findings, the FCA has found that signing up to text alerts
alongside using mobile banking reduced the monthly unarranged
overdraft charges incurred by customers by 24% on average (a reduction
of around £11 each year per customer). The FCA also found that signing
up to text alerts without mobile banking reduced monthly unarranged

404 provisional findings, paragraph 12.6.
405 provisional findings, paragraph 12.12.
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overdraft charges incurred by customers by 6% on average (a reduction
of around £3 each year per customer).406:407

5.15 PCA providers have already taken some steps to increase customer
engagement on overdrafts, such as through the use of overdraft alerts and
money management tools. These developments have been supported by
previous interventions*® and we consider that further measures are
necessary to increase the levels of engagement of customers on their
overdraft usage and charges. In particular, there is scope for improvement in
the take-up and impact of overdraft alert services, as customers’ awareness
of their overdraft usage is still low*%® even with the existing provision of alerts.
The scope for improvement is consistent with PCA providers’ conflicting
incentives to innovate in these types of services due to the revenue they could
lose from increased customer engagement.

5.16 Itis important to make sure that there is timely implementation of this remedy
in order that customers can benefit sooner rather than later. However, we also
consider it important that these measures are developed in a way that
maximises their impact. Our proposal therefore involves the FCA undertaking
further research in order to develop measures to maximise customer engage-
ment. While the FCA undertakes this research with a view to implementing its
own measures, we consider it appropriate in the meantime to introduce a
simple initial measure to ensure that PCA providers inform customers when
they have exceeded, or are at significant risk of exceeding, an arranged
overdraft limit. We refer to this alert as an unarranged overdraft*'° alert for
convenience in the remainder of this section and set out the case for such an
alert in paragraphs 5.42 to 5.43.

5.17 In addition to unarranged overdraft alerts, we also propose that the FCA
considers how PCA providers articulate available funds to customers, in
particular whether this is inclusive or exclusive of any funds available through
an arranged overdraft facility. Our proposed recommendation on available
funds aims to address the potential customer confusion that can arise relating

406 See FCA (March 2015) Occasional Paper No. 10: Message received? The impact of annual summaries, text
alerts and mobile apps on consumer banking behaviour. We only report results for Bank A. Note that these
estimates refer to the average impact across all active PCAs that are eligible for unarranged overdratft.

407 PCA providers have also provided us with similar evidence on the impact of overdraft alerts. LBG, through an
RCT, found a 6% average reduction in unarranged overdraft charges for those customers it automatically
enrolled in unarranged overdraft text alerts (LBG Trials Report, slide 13). [¢<] HSBCG found that the impact of
unarranged overdraft text alerts was significant. The number of customers transferring funds on the first day they
went over their arranged limit increased from 16% to 50% for HSBC and the respective increase for First Direct
was from 32% to 74%.

408 Such as the November 2011 BIS/HMT review of consumer credit and personal insolvency: BIS/HMT
Consumer Credit and Personal Insolvency Review: Formal Response on Consumer Credit.

409 provisional findings summary, paragraph 53.

410 This includes Barclays’ ‘Emergency Borrowing’ for the reasons set out in footnote 399 (above).
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5.18

5.19

5.20

to the inclusion of arranged overdrafts in available funds and the widespread
customer perception that overdrafts are free as long as customers remain
within an agreed limit.#! The way in which available funds are articulated may
also impact the extent to which customers are engaged with the management
of their overdraft usage, and may affect their price sensitivity to overdraft
charges.

Taking all of the above into account, we consider that these proposed
measures working alongside the grace period measures set out in the next
subsection will help address the AECs identified in both the GB and the NI
PCA markets. By making a recommendation to the FCA for further testing, we
can also ensure that the full potential of the measures is realised.

Existing provision of alerts

Most PCA providers*'? have some form of alert system in place to
communicate account-relevant information to their customers. There is
considerable variation in terms of the range of incidents that trigger such
alerts, and also in terms of the alert content, the frequency and the medium
used to reach the customer.

The overdraft alerts that PCA providers offer, include:*3

e Imminent arranged overdraft alert: this informs customers whenever they
are close to using their arranged overdraft facility (if they have one).

e Actual arranged overdraft alert: this informs customers whenever they
have started using their arranged overdraft facility.

e Imminent unarranged overdraft alert (retry): this informs customers when
there is an upcoming payment that will or may be declined due to lack of
funds. Unlike the more general alerts above, this is only triggered by
certain types of scheduled transactions (specifically direct debits, standing
orders and future dated payments, under the retry scheme agreed
between the FCA and a number of PCA providers;** for some providers,
these alerts are also triggered by cheque payments).

411 provisional findings, paragraph 78. Also see FCA (7 April 2014), Consumer Credit Qualitative Research:
Credit Cards & Unauthorised Overdrafts, pA1, which notes ‘Overdrafts were rarely seen as debt among
consumers. Providers often included overdrafts within the “funds available”, positioning the debt as part of the
consumers’ balance, which was then seen as “my money”.’

412 Excluding, for example, AIB and Bol.

413 Building on the different types of overdraft alerts we set out in our Supplemental Remedies Notice,
paragraph 60.

414 While PCA providers offer these alerts, they are not required under the voluntary retry initiative.
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e Imminent unarranged overdraft alert (near limit): this informs customers
whenever they are close to using an unarranged overdraft facility or are
close to exceeding an arranged borrowing limit, based on criteria set by
the PCA provider.

e Actual unarranged overdraft alert: this warns customers whenever they
have exceeded an arranged borrowing limit. This can be triggered by
periodic (eg end of day) overall account status changes, and/or by the
processing of transactions, both scheduled and unscheduled, as they
occur during the day. Unscheduled transactions include ATM withdrawals,
debit card transactions, cheque transactions where not covered by banks’
retry schemes, or transactions initiated by the customer in branch or by
telephone, mobile or online banking.

e Confirmed declined item alert: this informs customers whenever a PCA
provider has refused payment due to lack of funds (and that this decision
cannot be reversed).

5.21 Table 5.1 below sets out which PCA providers offer each of these alerts
alongside balance alerts. Overall, this shows that the range of overdraft alerts
that customers are set up to receive is limited. No PCA provider in the UK
offers (either on an opt-in or opt-out basis) all of the alerts specified in the list
at paragraph 5.20 above.

5.22 In addition to overdraft alerts, PCA providers also provide balance alerts.
Balance alerts are provided on an opt-in basis for all PCA providers that offer
alerts, and the balance limits that trigger the alerts can be customised by the
account holder. Balance alerts#'® can therefore in theory mimic some types of
overdraft alert, for example by setting a low balance limit at the arranged
overdraft limit. We distinguish this type of alert from overdraft alerts, which are
specifically designed to be triggered by imminent or actual overdraft usage.

5.23 Most PCA providers that offer alerts also offer retry alerts. However, as
discussed above retry alerts are not triggered by all transactions, in particular
debit card transactions. We therefore distinguish this alert from more general
near-limit alerts that warn the customer about imminent risk of using an
unarranged overdraft irrespective of the nature of the transaction. We further
distinguish between retry alerts and declined item alerts (ie irrevocable
decisions to refuse a payment due to lack of funds) and find that the latter are
rarely offered (Santander is the only PCA provider we are aware of to offer
this alert).

415 Or rather the combination of different balance alerts and possibly limit alerts.
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5.28

Arranged overdraft alerts (imminent and actual) are not widely used by PCA
providers. We are only aware of Barclays offering an alert that warns its
customers when they have started making use of their arranged overdraft
facility.

As for unarranged overdraft alerts, some PCA providers (LBG, Santander and
TSB) offer imminent unarranged overdraft (near limit) alerts. Many PCA
providers (LBG, Santander, TSB, RBS and NatWest)*' offer alerts which
warn of actual unarranged overdraft usage. However, HSBC is the only PCA
provider we are aware of that automatically enrols all relevant customers into
an actual unarranged overdraft alert, where this is possible.#*” The others
require a customer to opt in to the alert.

For alerts more generally, few PCA providers choose to automatically enrol
their customers into them:

e As noted above, HSBC is one PCA provider that does this for all its
customers where this is possible.

e Barclays automatically enrols all its customers for retry alerts (where this is
possible).418

¢ RBS and NatWest automatically enrolled their existing customers into
overdraft alerts*'® in 2015 and offer the service on an opt-in basis to new
customers.

Coverage of alerts is high when there is some form of automatic enrolment.
For example, HSBC estimated that it sent text messages to [<]% of its
customers using an unarranged overdraft facility. RBS estimated that [¢<]% to
[¢<]% of PCA accounts (excluding Ulster Bank) were registered for alerts.

By contrast, PCA providers that do not automatically enrol their customers
into alerts have much lower take-up of alerts. For example, [¢<]% of active
PCA customers for Santander, [¢<]% of the PCA customer base for
Clydesdale, [<]% of accounts for Lloyds, [¢<]% of accounts for BoS and

416 Barclays offers an alert to its customers when they have started using their Emergency Borrowing facility.
417 All customers for whom they have a valid mobile contact number and that have not opted out of the service.
418 Barclays has also auto-enrolled for overdraft alerts, customers that in 2014 had signed up for at least one
alert. Since the auto-enrolment is limited to customers that had previously opted into some alert, we do not
consider it universal.

419 Act Now alerts that are triggered in the following situations: account in excess; account in excess reminder
after five days; account in excess and possible unpaid item; account in excess reminder after five days and
possible unpaid item; possible account excess and likelihood of unpaid item; possible unpaid item and possible
account excess.
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Halifax, [¢<]% of accounts for the Co-op Bank, and [¢<]% of Danske’s PCA
customers are signed up for text alerts.*?°

5.29 Given the current range and take-up of overdraft alerts there is considerable
scope for improvement. This is particularly important for alerts relating to the
use of an unarranged overdraft facility, for the reasons set out in
paragraph 5.3.

420 The definition of accounts or customers for this purpose varied by PCA provider.

182



Table 5.1: Summary of existing provision of overdraft alerts

LBG RBSG HSBCG
Co-op

Lloyds Halifax BoS RBS NatWest Ulster | Barclays* | HSBC First Direct | Santander Nationwide TSB  Clydesdale Bank Danske Tesco
Balance alerts
High balance opt-in  opt-in  opt-in | opt-in opt-in opt-in X opt-in opt-in opt-in opt-in optin opt-in opt-in  optin  optin
Low balance opt-in  opt-in  opt-in | opt-in opt-in opt-in opt-in opt-in opt-in opt-in opt-in optin opt-in opt-in  opt-in  opt-in
Monthly/weekly balance opt-in  opt-in  opt-in | opt-in opt-in opt-in opt-in opt-in opt-in opt-in opt-in opt-in opt-in opt-in  opt-in X
Overdraft alerts
Confirmed declined itemt X X X X X X X X X opt-in X X X X X X
Imminent arranged X X X X X X X X X X X X X X X X
overdraftt
Actual arranged overdraftt X X X X X X opt-in X X X X X X X X X
Imminent unarranged . . . . .
overdraft (retry) X X X opt-in opt-in X auto auto auto opt-in opt-in opt-in X X X auto
Imminent unarranged . . . . .
overdraft (near limit) + opt-in  opt-in  opt-in X X X X X X opt-in X opt-in X X X X
Actual unarranged . . . . . . . .
overdraft} opt-in opt-in opt-in | opt-in  opt-in X opt-in auto auto opt-in X opt-in X X X X
Mentions unarranged v X v v v N/A v v v v N/A v N/A NA  NA  NA
charges
Includes level of X x x X X N/A v v v X N/A X N/A NA  NA  NIA
unarranged charge(s)
Specifies grace period v X v v v N/A v v v X N/A v N/A N/A N/A N/A

Source: Parties’ responses.

* Regarding Barclays, references to ‘unarranged overdraft’ alerts should be taken to mean alerts offered for its Emergency Borrowing facility. See footnote 399.
1 To be considered as offering each of these alerts a PCA provider must send these alerts in all circumstances (eg regardless of the transaction that triggered it).

Notes:

1. We consider that a bank auto-enrols its customers to an alert service only when all customers (existing and new) are enrolled where feasible.
Bol and AIB currently do not offer any alerts and are therefore not included in the table.

2.
3. Itis possible for a combination of types of alerts to have broadly the same effect as another type of alert.
4.

N/A = not applicable.
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Remedy design considerations

5.30

5.31

5.32

5.33

5.34

We set out below our consideration of the issues relating to the design of
these remedies, covering:

(a) the importance of further research and testing in designing an effective
set of remedies and the role of the FCA,

(b) the design of our initial measure to enrol customers automatically into an
unarranged overdraft usage alert; and

(c) variants to our remedies proposed by parties.

Research, testing and the role of the FCA

The aim of these measures is to increase overdraft customers’ engagement
with their overdraft usage. As this involves behavioural change, we consider it
important that research and testing are used to inform the design of the
measures implemented. This will help increase their effectiveness and to
avoid any unintended consequences. Respondents to our Supplemental
Remedies Notice generally agreed that the design of the alerts should be
subject to behavioural research and testing.

In the case of overdraft usage alerts, research and testing can inform what
range of alerts it would be best to enrol customers automatically into. More
generally (beyond alerts alone), research and testing can inform the type,
medium and content of PCA providers’ communications relating to customers
overdraft usage and charges. For example, how the available funds are
articulated to customers may affect how actively they manage their
account.*?* The precise programme of research would be for the FCA to
determine.

We consider that the FCA is best placed to undertake this research and
testing for the same reasons set out in relation to its proposed role in our
prompts remedy in Section 3. In particular, it has experience of conducting
RCTs, which could be an effective way of testing the impact of different types
and design of overdraft alert.

In doing this further research and testing, we recommend that the FCA seeks
to identify alerts which result in:

421 One possible research question is whether making the available funds negative when a customer is in an
arranged overdraft may lead to increased engagement with their overdraft usage.
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5.35

5.36

5.37

5.38

(a) increased awareness and understanding of overdraft usage and charges;

(b) increased willingness of customers to manage their overdraft use with a
view to reducing charges; and

(c) behavioural change: for example, changes to overdraft usage and
charges incurred by customers (such as charges avoided as a result of
the alerts).

We set out below measures for the FCA to consider as part of this remedy,
reflecting on the responses we received to our Supplemental Remedies
Notice.

e Overdraft alerts

For the reasons set out above in paragraphs 5.13 to 5.18, we consider that
there is a case for the FCA to pursue overdraft alerts as a way to increase the
engagement of customers with their overdraft usage. This includes the FCA
considering the type, medium and content of the alerts, what set of alerts
customers should be automatically enrolled into by PCA providers, and which
PCA providers are to be subject to its measures.

In response to our Supplemental Remedies Notice, there was broad support
for our proposal to use overdraft alerts to increase the engagement of
customers with their overdraft usage. This included support for automatically
enrolling customers into a core set of overdraft alerts, although some
responses raised the issue that if customers received too many alerts it could
reduce engagement. In relation to the possibility of including charge
information in the alerts, others noted alternative obligations addressing such
information. These are areas the FCA could explore as part of its research
and testing.

e Available funds

In our provisional findings we noted that qualitative consumer research
commissioned by the FCA found that there was a widespread perception that,
as long as customers remained within the agreed limit, then the overdraft was
free, with little or no understanding of interest being charged on any
balance.*?? This research also found that overdrafts were rarely seen as debt

422 ECA (7 April 2014), Consumer Credit Qualitative Research: Credit Cards & Unauthorised Overdrafts, p20.
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5.40
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among consumers and found that this was driven in part by the way providers
often included the overdraft in ‘available funds’.4%3

Responses to our Supplemental Remedies Notice generally noted that it
could be useful to clarify further whether an overdratft is included in available
funds.

We consider that it would be useful for the FCA to assess how to articulate
the available funds to customers, in particular whether this is inclusive or
exclusive of an arranged overdraft. This is due to the risk that the
effectiveness of overdraft alerts could be undermined if customers do not
have sufficient clarity about what funds are available to use without incurring
charges and due to the scope for the articulation of available funds to
influence customer behaviour.

Automatically enrolling customers in an unarranged overdraft alert

While we have provisionally decided to recommend to the FCA to identify,
research, test and, as appropriate, implement measures to increase overdraft
customers’ engagement, we have also provisionally decided to require all
PCA providers in the UK (subject to a possible de minimis threshold) to
automatically enrol their customers into an unarranged overdraft alert. This
would inform customers when they have incurred or are at significant risk of
incurring charges that day as a result of exceeding or attempting to exceed*?
an arranged borrowing limit.

As noted in paragraph 5.14(c), there is evidence that overdraft alerts are
effective at helping customers engage with their overdraft usage. An
unarranged overdraft alert can specifically increase awareness of and
engagement with unarranged overdraft usage. This is particularly important
given that unarranged borrowing is outside a borrowing limit agreed in
advance between PCA providers and their customers, and is a product
typically intended only for short-term, emergency borrowing.#?® This gives a
strong case for ensuring that customers are quickly notified when this
borrowing limit has been or is likely to be exceeded.

This case is strengthened further given that unarranged overdraft charges are
higher than arranged overdraft charges and our finding that 63% of

423 ibid, p11.

424 This would include the risk of unpaid item fees in cases where a PCA provider prevents the customer from
exceeding an arranged borrowing limit.

425 All these features apply to Barclays’ emergency borrowing facility, which is outside an initial borrowing limit.
See footnote 399.
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5.45

5.46

5.47

unarranged overdraft users did not realise or remember that they had gone
into unarranged overdraft.4?6 The low awareness of unarranged overdraft
usage may mean that some customers are incurring costs inadvertently.
Unarranged overdrafts being used for a smaller number of consecutive
months than arranged overdrafts could also suggest that unarranged
overdraft usage is inadvertent or unplanned (as set out in paragraphs 49 to 52
in Appendix 1).

Given the customer benefits (set out in Appendix 1) and the evidence that
overdraft alerts can engage customers, we consider it important that an
unarranged overdraft alert is implemented in a timely manner. Therefore we
are proposing that PCA providers be subject to an initial minimum obligation
to provide an unarranged overdraft alert while the FCA undertakes further
work to design and implement a full set of overdraft engagement measures.

Further alerts (for example, balance or arranged overdraft alerts) could lead to
increased engagement. However, we do not include these in our proposed
minimum obligation as it is important to assess further what the overall impact
of adding them would be. For example, it is conceivable that multiple types of
alert might have the effect of reducing overall engagement as, rather than
increasing it, customers might become less responsive to the alerts if there
are too many. This can be explored as part of the FCA’s research.

Below we set out the specific design considerations for this initial measure,
including:

(a) the content of the alert;
(b) the medium of the alert;
(c) when the alert should be triggered and sent; and

(d) how automatic enrolment in the alert would work.

e Content of the alert

We are not proposing to take a prescriptive approach to the content of the
alert. This is to permit PCA providers to tailor the alerts to their specific PCA
offer. Moreover, this approach provides the FCA flexibility to test different
content of alerts, to assess what content is more effective and subsequently
take a more prescriptive approach, if this is shown to be appropriate.

426 See provisional findings, Appendix 7.4, Annex C, Figure 2.
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5.50
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5.53

While our Order would therefore not stipulate the precise wording of the
default alert, it would set out the following principles regarding the minimum
information that an alert must communicate:

(a) the customer has exceeded or is at risk that day of exceeding an
arranged limit and/or using an unarranged overdraft facility;*?” and

(b) the customer has a grace period (if applicable) during which the customer
has an opportunity to take action to avoid charges.4?42°

e Medium of the alert

We have provisionally decided to specify two media that could be used in the
alert that we are proposing banks be required to provide to customers: text
messages and mobile application push notifications.

In our Supplemental Remedies Notice, we proposed taking a technology-
neutral approach to the medium of alerts. However, some PCA providers
suggested that some media may be more appropriate than others.

Barclays provided customer research that found that text messages were the
most appropriate channel for sharing urgent and personalised account
information or when prompt action was required. This research also found that
mobile application push notifications were perceived as less likely to be urgent
than texts but that mobile banking users almost universally switched to push
alerts if these could be actioned easily by swiping through to log into mobile
banking. It found email to be the least effective of the channels and for most
customers it was checked less frequently (daily rather than hourly).

Different media have different reach across the UK: 93% of adults in the UK
personally own/use a mobile phone whereas 66% of UK adults own/use a
smartphone.430

Given the differences in reach of different media across the UK and the
potential impact the medium could have on customers’ response to the alerts,
we are proposing to take a more prescriptive approach than the one we
suggested in our Supplemental Remedies Notice.

427 Based on the term proposed by the FCA for standardising terms under PAD or the equivalent final term that is
implemented under PAD.

428 Including specific charges would be compatible with this measure but would not be a specific requirement.

429 The minimum requirements for this grace period are summarised in Figure 5.2 under our grace period

remedy.

430 Ofcom CMR facts & figures 2015.
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5.54 We have included text messages as a medium to ensure that as many
customers as possible can receive the alerts specified. We have also included
mobile application push notifications as an alternative default medium to text
alerts, but only where the customer is using a mobile banking application.
Doing so can allow customers to benefit from the increased functionality of
push notifications (eg swiping through to mobile banking) and potential future
developments in this area. Our proposed recommendation to the FCA will
mitigate the risk that our initial required approach will become outdated.

5.55 We have excluded email from being a required medium for providing the
unarranged overdraft alert. This is because there is less scope for customers
to receive these in time for them to take action, with a lower proportion of
customers having smartphones and with some checking their email less
frequently than other media. Emails may also be seen as less urgent.
However, our formulation of the remedy would not prevent PCA providers
from allowing customers to switch to email notifications if this was the
customer’s preferred channel of communication. Further, if customers had
already signed up and indicated a preference for an unarranged overdraft
alert by email that otherwise met the minimum content and trigger
requirements specified, PCA providers would not be required to enrol them
automatically into another alert as well.

5.56 This measure has scope to benefit directly most customers, ie those with a
mobile phone. The small number of customers without a mobile phone may
also benefit indirectly if increased engagement of other customers with their
overdraft puts greater pressure on overdraft charges for all customers.

e When the alert should be triggered and sent

5.57 The most effective alerts are those that are received with sufficient time for
the recipient to take action, if they wish to do so. The subsection on grace
periods (specifically paragraphs 5.96 to 5.129) sets out our approach to the
communication of the cut-off time by which customers are asked to act to
avoid unarranged overdraft charges. Our proposed approach is to give PCA
providers flexibility as to the precise timing of the alert, subject to giving
customers a reasonable opportunity to add funds.

5.58 An alert should be triggered at or shortly before the commencement of each
episode of unarranged overdraft use*3! or attempted unarranged overdraft
use. However, so long as at least one alert is sent, we do not propose to

431 This is defined as the period from the time a customer starts using an unarranged overdraft to the time they
return within their arranged overdraft limit or into credit if they do not have an arranged overdraft limit.
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mandate further alerts being sent, for example where an episode lasts for
multiple days.

The alert should be triggered when the PCA provider has information from
which it:

(a) would know that a customer had, at a specific point in time, exceeded an
arranged borrowing limit; or

(b) is reasonably able to determine that such limits are at significant risk of
being exceeded during the day, taking into account information it knows
or receives on transactions to be settled for that day (eg scheduled
payments such as direct debits).

The two scenarios above should cover all types of transactions, including
scheduled transactions (direct debits, standing orders and future dated
payments), offline authorised debit card transactions, and all other
transactions occurring during the day (including online authorised debit card
transactions, CPAs, cheques, ATM withdrawals and other customer-initiated
payments).

There are many variants of these alerts that could qualify as satisfying (some
of) these requirements. For example, retry alerts, alerts when entering a
buffer zone, and alerts when exceeding an arranged limit.

As regards the timing and frequency of when the alerts are sent (ie how soon
after the PCA provider has the necessary information it should initiate an alert
within its IT systems), we recognise there are various practical and cost
considerations to take into account, including whether the provider’s IT
systems are configured to communicate with customers on a real-time basis
or only as part of batch processes that run periodically.

Bearing in mind differences in providers’ processes, and considering the initial
nature of this measure, we are minded not to be unduly prescriptive in
immediately mandating the timing and frequency of such alerts — noting that
these parameters could be further explored by the FCA as part of its wider
programme of work on overdraft alerts. Instead, we have provisionally
decided to require that any unarranged overdraft alerts for the purposes of
this remedy be set up to achieve, as a minimum, the following outcomes after
an alert has been triggered (as set out in paragraph 5.59):

(a) For scheduled payments (direct debits, standing orders and future dated
payments), that an alert should be sent as early in the morning of the day
of scheduled payment as reasonably possible. This is intended to fit with
the current retry scheme voluntarily adopted by a number of providers.
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(b) For all other payments, that an alert should be sent as soon as
reasonably possible, but no later than the day after the alert has been
triggered (or some shorter time period to be specified following this
consultation). An alternative approach we are considering for these other
payments would be to require an arrangement whereby a provider does
not charge for the use of an unarranged overdraft facility in any day where
it has not sent at least one unarranged overdraft alert.

We welcome views on our approaches as set out above.

e How automatic enrolment in the alert would work

PCA providers would be required to automatically enrol existing and new
customers into our proposed alert. The only exception would be existing
customers that had already opted out of an alert that met the minimum
requirements of our proposed alert. In line with our provisional decision
regarding the medium of the alert, customers should be automatically enrolled
either for text alerts or (where the customer is known to have installed and be
using a mobile banking app) mobile banking push alerts.

For new customers, the default position as part of the account application and
opening process would be to receive our proposed alert, although customers
could opt out of the alert during this process. More generally, this remedy
would allow customers to opt out of the alerts at any time.

To support the automatic enrolment of alerts, PCA providers will need to
ensure that they have their customers’ mobile phone numbers. We would
generally expect PCA providers to have customers’ mobile phone numbers,
for example, in order to report fraudulent activity.

Nonetheless, we propose to place some requirements on PCA providers to
collect mobile phone numbers. This is to reduce the risk that the remedy will
be less effective as a result of fewer customers receiving the alerts.
Specifically, we propose that PCA providers are required to collect an account
holder’'s mobile phone number during the account application process and in
instances when an account holder updates their contact details. The only
exception to this would be when account holders expressly inform the PCA
provider that they do not have a mobile phone.

Variants to our remedies proposed by parties

LBG proposed variants to our overdraft engagement measures:
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5.70

5.71

(a) That we require PCA providers to enrol automatically their customers into
their existing alerts and then use behavioural research to guide what
further measures to introduce.

(b) That ATM alerts for customers without mobiles or email and the
presentation of balances on ATMs should be considered as other
measures to engage overdraft users.

Regarding LBG’s proposal to enrol automatically customers into PCA
providers’ existing alerts, we consider that the preferred option is to require all
PCA providers initially to enrol automatically customers into an unarranged
overdraft alert and then for the FCA to research what measures to introduce.
This shares the benefits of LBG’s proposal but also ensures that there are
benefits from at least one overdraft alert as soon as possible.

As for alerts and account balances on ATMs, these are proposals that would
be best considered by the FCA.

Implementation issues

5.72

5.73

5.74

5.75

We consider in this subsection how to support our recommendation to the
FCA, specifically the approach to involving PCA providers in the FCA'’s testing
and how to implement our initial measure. We also discuss the relevant laws
and regulations, and set out our intended approach to monitoring and
enforcement.

Approach to involving PCA providers in the FCA’s testing

We have provisionally decided to follow the same approach to facilitating
RCTs as the prompts remedy in Section 3. This would involve an Order
requiring PCA providers in the UK to cooperate with the FCA in RCTs to
support its work on the overdraft engagement measures.

We consider that this is the most appropriate method of implementation for
the same reasons as set out in the prompts remedy in Section 3.

Unarranged overdraft alert

With regards to our unarranged overdraft alert, we consider that an Order is
the most appropriate method of implementation. A recommendation to
providers, or requesting undertakings from them, could result in the risk that
PCA providers do not fully implement the remedy and reduce its
effectiveness. In addition, given that the remedy is intended to apply to
multiple PCA providers it is less practicable to seek undertakings.
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5.76 We intend to make the Order during the six months following the publication
of our final report and would intend to review the Order when the FCA is at the
stage of implementing its broader set of overdraft engagement measures. We
are considering giving PCA providers a further six months to comply with this
Order. Given that many PCA providers offer some form of alert already, albeit
in most cases not on an automatically enrolled basis, we consider it feasible
for compliance to be achieved within this time frame and welcome further
views on this.

Laws and regulations

5.77 The following laws and regulations are particularly relevant to the design and
implementation of the remedy:

(a) data protection legislation; and

(b) the Consumer Credit Directive (CCD) alongside the Payment Services
Directive (PSD).*%?

e Data protection legislation

5.78 A number of parties have raised the possibility that alerts might constitute
direct marketing, and therefore, the remedy would need to comply with the
regulation of direct marketing provided for in the Data Protection Act 1998
(DPA)*3 and Privacy and Electronic Communications (EC Directive)
Regulations 2003 (PECR). In particular, Regulation 22(2) of PECR prohibits
the sending of direct marketing by electronic mail, which includes text
messages, unless the recipient has provided opt-in consent or the
requirements of Regulation 22(3) are met.*** A requirement to provide opt-in
consent would conflict with our provisional decision to require banks to
automatically enrol customers into alerts.

5.79 The alerts we have provisionally decided to require do not, however, fall into
the definition of direct marketing. Alerting customers that they are at a
significant risk of incurring an overdraft charge is not the communication of

432 As set out in the prompts remedy in Section 3, PSD will be replaced by PSD2 once it has been implemented,
the deadline for which is January 2018. None of the legal analysis turns on whether PSD or PSD2 applies and so
for convenience references are only made to PSD.

433 Section 11 of the DPA defines direct marketing as ‘the communication (by whatever means) of any advertising
or marketing material which is directed to particular individuals’. The ICO has also published guidance on direct
marketing in which it sets out its application to not-for-profit organisations, which explains that the definition of
direct marketing extends beyond commercial marketing and includes ‘the promotion of an organisation’s aims
and ideals’.

434 This allows for opt-out consent at the time of providing the details and at each subsequent communication if
contact details are obtained in the course of the sale or negotiations for the sale of a product or service and the
direct marketing is in respect of the provider’s similar products and services.
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5.80

5.81

5.82

5.83

5.84

advertising or marketing material. PCA providers would not be able to include
a marketing message within the alert.

The FCA will need to consider the implications of the DPA and PECR when
implementing our proposed recommendation. Such considerations will
depend on the detail of any mandated alert. As with our prompts remedy (see
Section 3), we envisage that the FCA will work with the ICO and the CMA in
resolving such issues. PCA providers will also need to consider when
introducing alerts how to ensure that they comply with data protection
legislation. This may involve amendments to their terms and conditions in
relation to data protection and avoiding use of personal identifiers in text
alerts. We do not consider that these considerations will act as a significant
obstacle to the effective implementation of this remedy.

e CCD andPSD

The CCD is a European directive that harmonises certain aspects of the
provision of consumer credit in the European Union. Where the CCD contains
harmonised provisions member states are prohibited from maintaining or
introducing provisions diverging from those laid down in the directive.
However, where no harmonised provisions exist member states are free to
maintain or introduce national legislation.3®

Article 18 of the CCD is the material provision applying to ‘overrunning’ which
we consider to include unarranged overdrafts.*®¢ This specifies information
that needs to be provided at the time of account opening (Article 18(1)) and
information to be provided following a significant overrunning exceeding a
period of one month (Article 18(2)). Such information includes the amount of
borrowing, the borrowing rate and any penalties, charges or interest.*3’

We do not think the alerts we have provisionally decided to require fall within
the scope of CCD. It is materially different in nature to the informational
requirements of Article 18 or any other provision of CCD.

The application of PSD is discussed in relation to the prompts remedy in
Section 3. We do not consider the alerts we have provisionally decided to
require come within the scope of PSD. Specifically Article 47 of PSD concerns
the information to be provided after the execution of individual payment

435 This is set out in Article 22(1) and recital 9 of CCD.

436 Qur analysis is not materially affected where banks’ provision of unarranged overdrafts falls outside the
definition of ‘overrunning’ and fall to be an overdraft facility regulated principally by Article 12 of CCD. See
Articles 2 and 3 of CCD.

437 This provision has been implemented into UK law through FCA rules set out in CONC 4.7.
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transactions. This is not so broad as to capture a requirement for an alert
which does not provide information as to the nature of the individual payment
transaction but rather the impending or actual use of an unarranged overdraft.

5.85 Danske*® raised concerns about whether an alert would be a ‘payment
instrument’ for the purposes of PSD. A PCA provider is prohibited from
sending an unsolicited payment instrument under Article 57 of PSD. We
believe that the alerts proposed in this remedy are not ‘payment instruments’
as defined in Article 4(23) PSD as they are not ‘used by the payment service
user in order to initiate a payment order’.

5.86 The FCA will need to take into account the scope of CCD and PSD when
carrying out the programme of work we have provisionally decided to
recommend. This is particularly the case when considering use of its rule-
making powers to mandate additional information, such as previous overdraft
usage and actual charges, to be included in alerts. The FCA may therefore
need to adopt a variety of approaches to implementation including seeking
voluntary agreement from PCA providers.

Monitoring and enforcement

5.87 We intend to monitor compliance with our Order under this remedy. For any
broader measures subsequently introduced by the FCA, it is best placed to
monitor compliance.

5.88 We consider that compliance reporting will be the most cost-effective method
of ensuring enforcement with our Order with PCA providers presenting to us
annual reports confirming that they are automatically enrolling customers into
and delivering the type of alert specified. This would include a description of
what triggered the alerts, their medium and content. It would also include the
number and percentage of new and existing accounts registered for the alert,
the number of PCA accounts that had opted out of the alert, and the number
and timings of successful and failed deliveries of these alerts.

Cost of remedies
5.89 The costs of the remedy will be related to:

(a) the FCA developing the overdraft engagement measures including
participation by PCA providers in RCTs;

438 Danske response to Supplemental Remedies Notice, p4.
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(b) the FCA implementing the overdraft engagement measures;
(c) implementation of our initial measure; and

(d) monitoring and enforcement of the initial measure and the FCA'’s overdraft
engagement measures.

5.90 We consider these potential costs to be small relative to the potential benefits
to customers. The costs relating to the FCA developing and implementing its
measures will depend on the scope of the FCA’s work and some of these
costs will be shared with the prompts remedy in Section 3. The FCA will
assess these costs against the benefits that its measures, as part of our
overall package of remedies, will be expected to deliver.

5.91 Regarding our initial unarranged overdraft alert measure, we expect the
incremental costs for PCA providers to be low. Most PCA providers already
offer some form of alert so there would typically only be incremental costs
involved in changing their alerts to comply with our Order and automatically
enrolling their customers into our proposed unarranged overdraft alert.
Moreover, PCA providers periodically update their customer communications,
including alerts, so many of the costs could be incorporated into any such
periodic updates.

5.92 Specific costs of automatic enrolment would include IT changes, changing
customers’ terms and conditions if required, collecting relevant customer
contact details (for example, where they are missing) and the bulk upload of
these contact details. There would also be costs associated with sending
more alerts as a result of the increase in the number of customers registered
for them.

5.93 Only RBSG provided an estimate of the potential costs of it developing a full
suite of overdraft alerts including automatically enrolling all its customers into
a set of these alerts. [<]

5.94 HSBCG estimated that the cost of auto-enrolling customers into unarranged
overdraft alerts was between £[<] and £[<].

5.95 Given that the associated costs are likely to be low overall, and the customer
benefits significant, we consider that our proposed measures do not produce
disadvantages which are disproportionate to their aim.
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Supplemental measures to help customers engage with and manage their
overdraft usage

Summary of the measures we are proposing to take forward

5.96 In this subsection we set out our proposal to require grace periods during
which customers can take action to avoid or mitigate the charges resulting
from unarranged overdraft use.

5.97 This remedy (summarised in Figure 5.2 below) is supplemental to the alerts
set out in the previous subsection. It seeks to engage customers more
actively with their unarranged overdraft use by empowering them (where
funds allow) to manage their account use.

Figure 5.2: Summary of the grace period remedy

We have provisionally decided to make an Order requiring all PCA providers
(subject to a possible de minimis threshold) in the UK that offer unarranged
overdraft facilities or additional lending over an arranged limit, to implement a grace
period during which their PCA customers, by adding sufficient funds to their
account, can reduce or avoid charges relating to the use of an unarranged
overdraft:

(&) Such charges would include paid item, debit interest, daily, monthly and/or any
other charges relating to the use of an unarranged overdraft.43°

(b) The grace period must operate as a minimum on a daily basis and, if on a daily
basis, must end (ie the actual cut-off time for calculating unarranged overdraft
charges must be) no earlier than 17:00 each day.

(c) In addition, PCA providers must communicate to customers as part of the
unarranged overdraft alerts initial measure (in Figure 5.1) a grace period cut off-
time that allows customers some reasonable opportunity to take action (such as
adding funds to their account) to reduce or avoid unarranged overdraft charges,
and in any event no earlier than a specific time on the day of the alert (14:00 or
later).

439 For the avoidance of doubt, this does not include charges incurred when a provider declines to offer an
unarranged overdraft (such as unpaid item fees, which can separately be avoided via existing retry periods).
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How this remedy addresses the AECs and/or the resulting customer detriment

5.98 As with the overdraft engagement measures in the previous subsection, the
grace period remedy addresses the AECs by increasing engagement with
overdraft usage and charges, as well as addressing directly the detriment
resulting from these AECs (see paragraphs 5.13 to 5.14 and 5.42 to 5.43 for
further details). The grace period remedy specifically increases effectiveness
of the unarranged overdraft alert we proposed in Figure 5.1 by giving
customers more opportunities to engage with and manage their overdraft
usage. It does this by alerting them that they have the opportunity to take
action to avoid or reduce unarranged overdraft charges during this grace
period. In turn, this can reduce the detriment associated with the payment of
high unarranged overdraft charges.

Background to development of this remedy

5.99 In developing our remedy proposals, we have sought to build on existing
industry initiatives relating to suspension periods, in particular the voluntary
retry scheme initially established by the FCA in 2013 and, further to the
November 2011 BIS/HMT review of consumer credit and personal insolvency,
the voluntary agreement by the major UK PCA providers (including Barclays,
HSBC, LBG, RBS and Santander) to make grace periods available by March
2013.440

5.100 A ‘suspension period’ describes a short period of time during which charging
and/or pay/no-pay decisions**! are suspended. This enables the customer,
once made aware of a risk of unarranged overdraft use, to take action (during
this period) to avoid or mitigate the resulting charges or possible adverse
consequences such as declined payments. At the end of the suspension
period, customers will become liable for any charges associated with their
overdraft balance, or arising from any pay/no pay decisions that remain
necessary, at that time.

5.101 Suspension periods can take various forms, but for convenience in the
remainder of this subsection we propose to define two possible types of
suspension periods as follows:44?

440 BIS/HMT Consumer Credit and Personal Insolvency Review: Formal Response on Consumer Credit,
paragraphs 6 & 7.

441 This is when a PCA provider makes a decision on whether or not to process a transaction.

442 These terms are used somewhat interchangeably by industry, so that what some PCA providers refer to as a
grace period may be a retry period according to our definitions. Furthermore, a grace period and retry period
overlap where a transaction that is retried would be paid despite insufficient funds.
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(a) ‘Retry periods’, which we define as periods during which customers may
take action to avoid regular payments being declined and incurring unpaid
item charges in this event.

(b) ‘Grace periods’, which for the purposes of this discussion will refer to
periods during which customers may take action to avoid paid item
charges and daily, monthly and/or interest charges.

5.102 At present, PCA providers*42 covering almost all of the PCA market are
signed up to an industry agreement with Payments UK (formerly the
Payments Council) and the FCA to a ‘retry’ system*** for direct debits,
standing orders and future bill payments (ie regular payments) where, if a
customer does not have sufficient funds for the payment, the payment will be
held in the system and retried later in the day before being declined.**> Many,
but not all, providers currently also include cheques in their retry period.

5.103 Customers may be alerted to this situation 46 and given the opportunity to
transfer funds into their account to avoid the payment being declined (see
Table 5.1 above). This system therefore reduces the risk of unpaid item fees.
It also reduces unarranged overdraft charges insofar as additional funds are
paid into the account by the customer during the retry period.

5.104 The industry agreement sets a minimum 14:00 deadline for the receipt of
funds and the payment will be retried after this deadline. This 14:00 deadline
allows for PCA providers and other third parties to manage effectively their
own internal clearing and settlement processes enabling timely payments to
third parties so that customers are protected from defaulting on third party
agreements. PCA providers can also compete by providing a later cut-off time
(which some providers do).

5.105 PCA providers also operate ‘grace periods’ (as defined in paragraph 5.101)
for transactions that are paid despite insufficient funds. The extent to which
customers are alerted to the opportunity to use the grace period also varies by
provider and customers’ stated communication preferences (see Table 5.1
above). A customer’s ability to take advantage of any available grace period,
while influenced by the communications received, will also depend on the

443 AIB, Barclays, Bol, Co-op Bank, Coventry Building Society, Clydesdale (Yorkshire Bank), Cumberland
Building Society, Danske, Handelsbanken, HSBCG (including HSBC, First Direct and M&S Bank), LBG (including
Lloyds, Halifax, TSB, Bank of Scotland), Nationwide, RBSG (including RBS, NatWest, Ulster, Coutts, Adam and
Company and Isle of Man Bank), Santander, Tesco Bank and Virgin Money.

444 FCA press release (7 June 2013): ‘FCA secures commitment from high street banks to use a ‘retry system’
when processing payments to stop unnecessary penalty charges’.

445 |f a decision was made to send the payment, despite there being insufficient funds, and charge a paid item
fee, the customer may also have until the cut-off time to pay in sufficient funds to avoid the paid item fee.

446 To varying extents depending on the communications policies of the PCA provider and customers’ stated
communications preferences.
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5.106

5.107

5.108

5.109

5.110

channels they can access to deposit funds during the grace period. For
example, a customer who does not use online or mobile banking will only be
able to benefit from a grace period up to the end of branch opening hours
even if the actual grace period extends beyond this time.

e Focus of this remedy

In our Supplemental Remedies Notice we proposed a measure, focused on
grace periods, which would require providers to:

(a) offer customers an opportunity to avoid charges for using an unarranged
overdraft; and

(b) alert customers to this opportunity.

Responses to our Supplemental Remedies Notice were generally supportive
of proceeding with this remedy, considering that it was likely to have a positive
impact for customers.

We consulted on whether the focus on grace periods was appropriate, noting
that the retry system currently has a good level of participation and covers
nearly all payments that PCA providers have the discretion to retry. The
majority of respondents agreed that the focus should be on grace periods,
although Barclays suggested that it would be beneficial to extend the retry
period across the industry.*4’

After further consideration, we have provisionally decided to proceed with a
remedy focusing solely on grace periods, as detailed further in this
subsection. The FCA, having set up the retry scheme, is best placed to
continue to monitor and work with providers as regards that scheme, any
future developments to it and how it interacts with grace periods. Providers
can continue to compete on buffer zones, waivers and other charging
structures.

The provision of a grace period (which relates only to how charges are
applied) is not dependent on the provision of a retry period (which relates to
the timing of the pay/no pay decision and hence affects charges to the extent
that charges flow from this decision). It is therefore valid to require a grace
period independent of any voluntary participation in a retry system. We do,
however, recognise that there are overlaps between the grace and retry
period which means that decisions affecting a grace period might affect a retry
period (for example, multiple similar messages might be sent out under these

447 Barclays response to Supplemental Remedies Notice, paragraph 5.2.
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5.111

schemes and customers may find messages regarding the retry and the grace
period to be confusing, especially if different cut-off times are adopted for
these purposes). We also consider that the grace period would work best
alongside a retry period and would not wish to see any change to the
voluntary participation in the retry scheme.

In designing the communication of grace periods, we have sought to allow
sufficient flexibility to enable providers to manage customer communication so
that the schemes can co-exist effectively. Furthermore, the FCA, in under-
taking research on overdraft alerts as recommended in Figure 5.1, can
consider whether changes in the content of the alert referring to grace and/or
retry periods would be necessary to maximise the effectiveness of this grace
period remedy.

Remedy design considerations

5.112

5.113

5.114

The main remedy design considerations for a grace period relate to:

(a) the time until which charges are suspended (the ‘actual cut-off time’,**® as
set up in the providers’ systems);

(b) customer communication, including the deadline for action (the time by
when providers encourage customers to take action to avoid charges, or
the ‘customer cut-off time’); and

(c) the types of transactions and charges covered.

‘Actual’ cut off times

In our Supplemental Remedies Notice we consulted on the length of time of
the grace period providers would be required to offer, ie the ‘actual cut-off
time’ until which charges are suspended.

Regarding grace periods relative to when an unarranged overdraft is used
(‘floating’ grace periods), or set at a fixed cut-off time beyond one calendar
day (‘inter-day’ grace periods), parties noted concerns regarding feasibility
and costs, and the risk of confusing customers. Additional concerns were
raised that longer grace periods could incentivise less desirable customer
behaviour. For example, some respondents submitted that:

448 The discussion of the appropriateness and calibration of a cut-off time in this subsection is for the purpose of
developing this grace period remedy. It is not intended to describe the length of a ‘business day’ for the purposes
of the Payment Services Regulations. Providers would also of course need to comply with their obligations under
the Payment Services Regulations, including Regulation 73 (Value date and availability of funds) and consider
the overall effect of the two.
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5.115

5.116

5.117

5.118

(a) customers may feel less urgency to act on grace period alerts, which
could result in fewer taking the opportunity to do so; and

(b) customers may also become increasingly willing to use (or to take greater
risks of using) unarranged overdrafts due to perceptions that they are
‘free’ short-term loans or that their use has little financial consequence.

Providers who commented on the possible time frame of a grace period were,
however, broadly accepting of a possible requirement for a fixed cut-off time
within one calendar day (‘intra-day’ grace periods). Responses to information
requests showed that:

(a) Providers already effectively operate intra-day grace periods. Their
systems typically do not calculate the daily and interest charges for an
account until certain end-of-day processes are run. If an overdrawn
position is corrected within a day it will not therefore be charged for. Any
charges that could arise due to an overdrawn position arising between the
end-of-day and midnight (if the provider's end-of-day is earlier than
midnight) are carried over to the next day’s grace period.

(b) Some providers notify this to their customers, for example by way of alerts
informing them that they should correct their overdrawn positions by a
certain time to avoid charges. Others do not send such alerts to their
customers (see Table 5.1 above).

We have therefore provisionally decided that PCA providers should be
required to offer customers intra-day grace periods and notify them of this in
the unarranged overdraft alert we proposed in Figure 5.1.

The opportunity for customers to act on these alerts will be more limited for
real-time transactions and cheques depending on when during the day they
are processed. However, this could not be addressed except by requiring
floating grace periods, which we do not consider proportionate due to their
complexity and cost. We consider that an intra-day grace period will still be
effective even if, for some proportion of transactions, customers may only
have a short time period in which to act to avoid the initial charges. Providing
such an opportunity to act will help to address the AECs by promoting
customers’ awareness of and engagement with their overdraft use and
addressing a part of the detriment arising.

A key design decision concerns the minimum intra-day cut-off time to be
required for the calculation of unarranged overdraft charges. As illustrated in
Table 5.2, current cut-off timings vary considerably across providers, ranging
from 17:00 onwards.
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Table 5.2: PCA providers’ grace period cut-off times

Customer cut-off

PCA Indicative actual cut-off times communicated
provider times in alerts

AIB [<] N/A
Barclays [<] 18:30

Bol [<] N/A

BoS [<] 15:30
Clydesdale [<] N/A

Co-op Bank [<] N/A
Danske* [<] N/A

Halifax [<] ’As soon as possible’
HSBC [<] 23:45

Lloyds [<] 15:30
Nationwide [<] 14:30

RBSG [<] 15:30
Santander [<] 16:00

Tesco Bank [<] 17:00

TSB [<] 15:30

Source: PCA providers.
* Due to operational reasons, this estimate is given on a best endeavours basis.

Notes:

1. Information for Barclays relates to charges for Emergency Borrowing usage.
2. Where multiple actual cut-off times may apply, we have used the earliest actual cut-off time.
3. N/A means that the provider does not offer alerts or does not communicate a time by which customers should take action in

alerts.

5.119

5.120

5.121

Providers indicated that implementing changes to their end-of-day timings
could be disproportionately costly and complex. We recognise the potential for
such changes to be disruptive and our provisional decision regarding the
mandatory actual cut-off time for this remedy has aimed to minimise any
requirement on providers to change their existing system cut-off times.

Based on the data we have collected from providers, 17:00 appears to be an
actual cut-off time that PCA providers could readily comply with. Hence, for
this grace period remedy, we have provisionally decided to require an actual
cut-off time of no earlier than 17:00.

While PCA providers already comply with this grace period cut-off time (as far
as we are aware), we consider it important to mandate this. This is to mitigate
the risk that PCA providers reduce their current grace period cut-off times in
response to increased customer awareness of when they can take advantage
of the grace period as a result of our proposed enhanced overdraft alert
measures.
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5.123

5.124

5.125

5.126

Communications, including communicated ‘customer’ cut-off times

Communicating a time by when a customer should act to benefit from a grace
period is part of the unarranged overdraft alert ‘call to action’. We refer to this
as the ‘customer cut-off time’, as opposed to the provider’s internal systems
cut-off time or ‘actual cut-off time’. This call to action embodied by the grace
period offer is important — it can be expected to significantly strengthen the
impact of the overdraft alert, as it creates a tangible incentive for the customer
to engage promptly with the alert.

The customer cut-off time is bounded, in practice, at the earliest by the actual
retry cut-off time**° (as a customer might already be able to avoid unpaid item
fees during the retry process and it may confuse them if a grace period cut-off
is set earlier than the retry period cut-off), and at the latest by the actual grace
period cut-off time.

Providers can take different approaches in selecting a customer cut-off time.

(a) Some use the time by which additional funds can be guaranteed to reach
a customer’s account that day, across the range of platforms through
which the customer can sufficiently quickly deposit funds for same-day
use, for example in-branch or via Faster Payments. These times will vary
by provider depending on their operational processes and IT capabilities.

(b) Some select customer cut-off times that are consistent with those they
give as part of their retry schemes.

(c) Others communicate an earlier cut-off time than the actual system cut-off
time. This could be beneficial in driving a higher incidence of avoided fees
as it allows contingency in case of processing delays/issues and for
attempted ‘last-minute’ transfers.

(d) Some providers may communicate different times for more immediate
alerting purposes compared to their terms and conditions.

All of these decisions may be affected by the complexity of the range of alerts
offered by a provider as well as the frequency of such alerts.

Given the various considerations above, we have provisionally decided to
require PCA providers to set a customer cut-off time:

449 Retry period timings are constrained by the need to ensure that counterparties receive funds on a timely basis
— ie the policies and IT constraints of third parties receiving payments and payment schemes enabling these
payments, which are outside a provider’s control, must also be taken into account.

204



5.127

5.128

5.129
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5.131

(a) aimed at allowing customers some reasonable opportunity to add funds to
their account to reduce or avoid unarranged overdraft charges; and

(b) no earlier than a specific time (the minimum retry scheme period of 14:00
or later).

This approach allows providers flexibility to tailor their communications as
they see fit given individual operational considerations, and to continue to
differentiate their offerings. It also helps to ensure that PCA providers can
send unarranged overdraft alerts that support and fit well with their retry
schemes. The FCA, in the longer term pursuant to our provisional
recommendation on further research on overdraft alerts, could require
improvements to such communications, including more precise limitations on
the customer cut-off time, if appropriate.

We welcome views on this approach, or whether immediately implementing a
more prescriptive approach (such as requiring a customer cut-off time of no
less than one hour before the provider’'s actual cut-off time) would be more
appropriate either in all or specific circumstances (for example in cases where
unarranged overdraft use is expected to be authorised, so that any overlaps
with a retry period are minimised).*%°

Finally, respondents to our Supplemental Remedies Notice generally
supported a review of terminology relating to retry and grace periods. We
consider that the FCA would be best suited to undertake this as part of any
testing it carries out in relation to overdraft alerts, and in monitoring the retry
scheme; however, we do not consider this warrants a formal recommendation
to the FCA.

Types of transactions and charges covered

We have considered the types of transactions to which a grace period would
apply and how the grace period should affect the application of charges to an
account. For example, we have considered whether arranged and/or
unarranged overdraft charges should be affected, and the implications for
paid item fees.

As defined in our Supplemental Remedies Notice, the grace period covered
all transaction types and charges associated with the use of an unarranged

450 Or in circumstances as outlined in paragraph 5.63(b), where the alternative we are considering could
potentially be implemented by way of an inter-day grace period.
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overdraft. We did not receive any responses opposed to this. Accordingly, we
propose to require that a grace period would cover:

(a) All transactions not declined by the PCA provider, of any type, that took a
PCA into unarranged overdraft. This would include standing orders, direct
debit, future dated payments, debit card transactions including CPAs,
ATM withdrawals, cheques, and other payments originated through
branch, telephone, online or mobile banking.

(b) All charges relating to the use of an unarranged overdraft or using an
arranged overdraft beyond the initial agreed limit. This would include
(where applied by a provider) paid item fees, daily or monthly fees, debit
interest and/or any other charges relating to the above circumstances.

5.132 Charges relating to a provider declining to offer an unarranged overdraft (ie
unpaid item fees) are covered by existing voluntary retry periods and will
therefore not be covered by this grace period remedy.*%*

5.133 Finally, we note that providers’ systems currently operate in such a way as to
effectively offer a grace period for arranged as well as unarranged overdraft
charges. We do not propose to mandate that the grace period remedy also
extends to arranged overdraft charges. While we welcome PCA providers
offering a grace period for arranged overdraft charges, there are fewer
reasons to mandate this as part of our remedies package.*>?

Implementation issues

5.134 We considered whether to implement this remedy via an Order, or, as the
FCA has successfully done with the retry scheme, to seek voluntary
cooperation from providers to set it up.

5.135 We think that this remedy should be applied as widely as reasonable to
address the AEC and customer detriment as fully as possible. As such, a

451 There are, potentially, some additional technical complexities in relation to how this remedy would affect the
charges applied. In particular, providers may take different approaches to customers who only partially re-credit
their account (ie only reduce, and hence still remain in, unarranged overdraft). For example, providers may differ
in terms of the order in which they process the topped-up funds, or stipulate that customers would only benefit
from the grace period if the account is fully re-credited by the end of the grace period. This may affect the extent
to which charges can be avoided. However, we do not propose to seek to prescribe any of the above. For the
remedy to be effective, it is sufficient that customers have a clear and simple opportunity to avoid charges. The
most effective outcome would be for customers to be able to avoid charges altogether by bringing the account
fully out of unarranged overdraft. The above assumes that such variations are not symptomatic of PCA providers
systematically misusing transaction processing policies to treat customers unfairly. We have not seen evidence of
this. However, if there were such evidence it would clearly be a matter that falls within the FCA’s supervisory
remit.

452 See, for example, paragraph 5.3.
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voluntary approach (or seeking undertakings) would be less practicable and in
addition it would not stop PCA providers from withdrawing grace periods.

We are therefore proposing to make an Order requiring all PCA providers in
the UK (subject to a possible de minimis threshold) to comply with the
measures set out in this subsection.

Typically, PCA providers already effectively operate a grace period but
several do not actively inform their customers of this. We are proposing to
require a conservative minimum actual cut-off time that most or all providers
should be able to meet without necessitating substantial changes to their IT
systems. Hence we anticipate that the implementation work necessary for this
remedy will be relatively limited, relating to the set-up of alerts that we
propose to require for the overdraft alerts remedy. Accordingly, we therefore
propose to require the same implementation time frame as the time frame
specified in paragraph 5.76 relating to our overdraft alert remedy of six
months from the date of the Order.

Laws and regulations

We have set out in paragraphs 5.83 to 5.86 our conclusions on how certain
European Directives apply to overdraft prompts. We similarly believe that
inclusion of information about grace periods in alerts falls outside the scope of
PSD and is therefore compatible with it.

We specifically considered whether Article 46 of PSD might apply in relation
to this remedy. This article concerns the provision of advance information at a
payer’s request for information on the maximum execution time and charges
payable by the payer for a specific payment transaction. We believe that
notification of the amount of time that an individual has to avoid fees is
different from the execution time of a transaction and therefore Article 46 does
not apply. Overall the implementation of a grace period is of sufficiently
gualitative difference to the matters falling within the terms of PSD as to fall
outside its scope.

Monitoring and enforcement

We anticipate monitoring this remedy via annual compliance reports
confirming the initial set-up of the grace period and details of the alerts
provided for this purpose, as well as the customer cut-off time communicated
in these alerts and through other means such as terms and conditions and on
providers’ websites.
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5.141 We would also seek information on the volumes of customers receiving these
alerts who take action to avoid unarranged overdraft charges, how quickly
they do so and which channels they typically use.

Cost of remedies

5.142 As is the case with the overdraft alert remedy, we have designed this remedy
so that the incremental costs of implementing this remedy can be minimised,
hence we expect them to be modest.

5.143 PCA providers’ systems currently already operate in a way compatible with
grace periods and we have set the actual grace period cut-off at a time that
should be compatible with most PCA providers’ end-of-day processes.
Therefore, incremental IT costs should be limited and would be expected to
relate primarily to the implementation of alerts when a customer can benefit
from a grace period.

5.144 The other main type of cost we foresee relates to the development of general
communication material about the grace period, and corresponding staff
training, as necessary. While not to be disregarded, this seems likely to be
low and can be incorporated with careful planning into PCA providers’
ongoing updates of materials and training programmes.

5.145 A range of views were expressed relevant to costs. HSBCG, for example, said
‘we consider that same day grace periods are relatively straightforward and
inexpensive to implement, and can be put in place in a matter of months’.4>3
While none of the smaller banks, with the exception of Virgin Money,** made
proportionality arguments specifically against this remedy proposal, a number
commented in general on the fixed cost of remedy implementation weighing
more heavily on smaller banks.

5.146 Some responses suggested this remedy could be substituted by or was
unnecessary given the rapid innovation occurring in payment services and the
increasing control customers have over their account use. While such future
innovations (which the PSR has an important role in fostering) may help and
are welcome, their development is currently unclear. The promotion of grace
periods and related calls to action has already been shown to be effective and
can readily be deployed at relatively low cost. We consider it preferable to
secure in a timely manner the expected benefits for overdraft users (and
indeed wider benefits of increased engagement) via this remedy. The FCA

453 HSBCG response to Supplemental Remedies Notice, paragraph 21.
454 Virgin Money response to Supplemental Remedies Notice explained its views that the remedy would be
technically complex and costly while offering limited benefit.
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review of overdraft alerts can include a review of innovations and their impact
on these remedies to the extent that is appropriate at the time. Likewise the
CMA can note such developments as part of its own monitoring of the
remedy.

Some responses raised the risk of unintended consequences, as this remedy
could reduce competitive differentiation in the market. While we have
considered this, and the possibility that it could reduce the gains from
switching and hence dampen incentives to switch that could in the long run be
detrimental to competition, we note that:

(a) this concern can only be realised if customers are engaging more actively
with their accounts by noting their overdraft use and making use of the
grace period. In our view, the potential long-run benefits to competition
from such greater awareness and engagement are likely to outweigh any
such risk of unintended consequences;

(b) this remedy has the additional benefit of addressing detriment even where
customers do not switch;

(c) providers retain a degree of flexibility in setting their actual and customer
cut-off times beyond the minimum required; and

(d) setting the expected limited incremental cost of the remedy and limited
risk of unintended consequences against the demonstrated efficacy of
such ‘calls to action’, it is proportionate to require this remedy.

We consider that the costs are proportionate to the benefits foreseen from this
remedy.

Measures to limit the cumulative effect of unarranged overdraft charges

Summary of the measures we are proposing to take forward

5.149

In this subsection we set out our proposed remedy for the introduction of a
monthly maximum charge which will limit the cumulative effect of unarranged
overdraft charges, particularly for those customers that are heavier users of
unarranged overdrafts.
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Figure 5.3: Summary of measures

We have provisionally decided to make an Order to require all PCA providers in the
UK*5 to specify the maximum total charge that a customer could incur in any given
month as a result of exceeding or attempting to exceed an arranged borrowing limit.
We refer to this as a monthly maximum charge (MMC).45¢

PCA providers will be required to make the presentation of the MMC no less
prominent than other overdraft charges.

We have also provisionally decided to recommend to the FCA that it undertakes
work to assess the ongoing effectiveness of the MMC and consider whether
measures (such as the introduction of rules if appropriate) could be taken to further
enhance its effectiveness. Should the FCA introduce relevant rules, we would
expect to consider removing our Order requiring all PCA providers in the UK to
specify a MMC. In doing so we recognise the need to minimise regulatory
duplication.

How this remedy addresses the AECs and/or the resulting customer detriment

5.150 We provisionally found that PCA customers in GB and NI are not sufficiently
engaged with their overdraft use and that overdraft charges are complex.
Remedying these issues raises a particular challenge for the most frequent
users of unarranged overdrafts, who may incur significant charges over time
associated with using an unarranged borrowing facility and for whom the level
of such charges is likely to be a source of significant customer detriment.

5.151 As noted in our provisional findings, despite having higher potential gains from
switching,**” heavier overdraft users are generally less likely to switch.#>® This
suggests that heavier overdraft users are relatively disengaged, or that they
face high barriers to searching and switching, or both.4%°

5.152 Heavier unarranged overdraft users, whose credit scores may be becoming
impaired, face higher search costs due to difficulties in finding PCA providers
that are willing to offer them sufficient credit. There remains scope for
competition to benefit such customers in cases where they have not reached
a level of unsustainable debt. However, such customers may face uncertainty

455 We provisionally believe it is not appropriate to apply a de minimis threshold for this remedy.

456 The MMC would apply to the use of an unarranged overdraft facility but it would also apply to other cases
such as where a PCA provider does not extend an unarranged overdraft facility but charges for refusing a
payment due to insufficient funds. The maximum total charge would include interest, monthly charges, daily
charges, paid and unpaid item fees and all other fees incurred in exceeding any arranged overdraft.

457 provisional findings, paragraphs 51(c) & 7.35.

458 provisional findings, paragraph 7.124. See also Appendix 1, paragraphs 11-12.

459 This is further supported by our analysis in Appendix 1, paragraph 27.
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about how much PCA providers will lend to them. They may also have fewer
options either for switching PCAs, or switching to other forms of credit. The
uncertainty they face and their restricted options may result in higher barriers
to searching. This in turn reduces the competitive pressure on unarranged
overdraft pricing.

In this context we note that, in 2014, customers incurred high unarranged
overdraft fees on a sizeable number of accounts.*®® Our analysis of the
largest providers’ data in GB and NI shows that in at least 1% of accounts,*6*
the account holder incurred more than £100 in total monthly unarranged
overdraft fees (excluding interest).462

Under this remedy, each PCA provider would be required to set and publicise
an MMC for each of its PCAs at a level of its choosing. This would address
the AECs and resulting customer detriment by limiting the charges to heavier
unarranged users, including by increasing engagement through greater
transparency and by stimulating competition.

Moreover, our proposed MMC remedy will limit the total charges that PCA
providers could levy for the use of an unarranged overdraft facility during a
particular month. This will enable customers to have access to a single
measure which sets out the cumulative effect of charges, thus increasing
awareness and understanding of the cumulative charges. While this
information will be most relevant to heavy overdraft users (who are at risk of
incurring unarranged overdraft charges), it will be accessible more generally
and thereby better engage all customers in considering, rather than possibly
overlooking, for example due to behavioural biases, their potential overdraft
use and the attendant risks of unarranged overdraft charges.

Further, by providing a single, comparable MMC figure for a given PCA,
intermediaries (such as PCWs and consumer groups) could help customers
understand the total charges each month that they are at risk of incurring if
they use an unarranged overdraft facility. Customers could use MMCs as a
factor when deciding whether to have an unarranged overdraft facility and in
making comparisons between providers, either when opening a PCA or
having experienced overdraft charges with an existing provider.

460 Appendix 1, paragraphs 31 & 32.

461 This analysis relates to the most popular on-sale PCA products offered by those providers. More detail is
included in Appendix 1, paragraph 31.

462 \We note that initiatives to reduce unarranged fees (such as, for example, the introduction of MMCs that
exclude overdraft interest by HSBC, First Direct and Santander) are likely to have reduced the frequency of
customers incurring high unarranged fees.

211



5.157

5.158

5.159

5.160

A requirement on PCA providers to specify an MMC therefore has potential to
both directly limit unarranged overdraft charges on customers and to put PCA
providers under greater competitive and reputational pressure to reduce these
charges.

This remedy would complement other transparency measures — for example,
those based on enabling customer-specific comparisons using customers’
transaction data. It could also extend the scope for effective comparison of
these charges to customers who have not previously incurred high
unarranged overdraft fees or who are reluctant to share their transaction data
to make price comparisons. In this respect, we expect the introduction of
MMCs to reinforce the impact on charges of other measures aimed at
encouraging searching and switching, as well as measures to incentivise
providers to engage more effectively with their customers through greater
prominence of service quality metrics for overdraft users.

Our measures are aimed at addressing adverse effects on competition and
resulting customer detriment. However, competition may not help heavy
unarranged overdraft users that have reached or are likely to reach a level of
unsustainable debt. There therefore remains a role for regulatory intervention
to ensure that PCA providers and other credit providers appropriately support
customers in such circumstances. In this respect, we welcome the FCA’s and
industry’s work to promote responsible lending (as set out in paragraph 5.10).
As part of the FCA’s work, there is scope for it to monitor the levels of
unarranged borrowing and charges and for it to intervene where it deems
appropriate.

For reasons that we explain in paragraphs 5.173 to 5.185, we do not consider
it necessary or proportionate to introduce, as a competition measure, a
regulated upper limit on the MMCs that PCA providers set (what we referred
to as capped MMCs in our Supplemental Remedies Notice) or any other form
of price control.

Remedy design considerations

5.161

In this subsection we consider the following:

(a) Designing the remedy to reduce the scope for potential unintended
consequences.

(b) Whether the MMC should have an upper limit set by a regulator, and/or
whether to introduce other forms of price control on overdraft charges.

(c) Giving PCA providers the flexibility to set different MMCs for different
types of PCA.
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(d) The period over which the total maximum charge should apply.
(e) The charges to be included within the MMC.

() The communication and prominence of the MMC.

Designing the remedy to reduce the scope for potential unintended
consequences

In designing the remedy we sought to ensure that in remedying one aspect of
the AEC we did not cause additional detriment or distortions, which we refer
to as ‘unintended consequences’.

The risks that we and parties identified primarily relate to the potential to
distort the supply of overdraft facilities and the potential to distort customer
behaviour.#3 Having taken into account the responses to our Supplemental
Remedies Notice, and the scale of the detriment we have identified, we think
that the risk of unintended consequences of requiring PCA providers to set
MMCs is low and unlikely to outweigh the potential benefits.

e PCA providers’ willingness to lend

We considered the potential concerns that an MMC might reduce PCA
providers’ willingness to offer unarranged overdraft facilities to customers
and/or affect the amount and type of lending offered. We do not consider
these to be significant concerns, due to the flexibility that PCA providers will
retain over their overdraft offers. PCA providers will be able to offer higher
arranged limits and select an MMC to balance the benefits of being able to
communicate a more attractive MMC, against the unarranged lending they
provide. As explained in paragraphs 5.186 and 5.187, we are also proposing
that PCA providers are able to set different MMCs for different types of PCA
to reflect different customer preferences. The MMCs can also form part of a
PCA provider’s responsible lending policy. Providers could consider whether it
is responsible to extend further unarranged lending to customers that reach
the MMC limit.

To explore the risk that an MMC may distort the unarranged lending offered,
we asked seven PCA providers*¢4 to describe whether their existing caps on

463 For example, RBSG questioned whether mandating the publication of an MMC addressed the AEC and
expressed some concerns that overdraft customers may focus too much on MMCs, relative to other potentially
more relevant charges, when comparing different account providers. We consider this in our discussion of
distorting customer behaviour in paragraphs 5.168 & 5.169.

464 The six largest providers of PCAs in GB (LBG, RBSG, Barclays, HSBCG, Santander and Nationwide) and

Danske.
