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About Fairer Finance .

Fairer Finance is a ratings agency, consultancy, and
consumer group with a mission to create a fairer
financial services market.

We do this by publishing our unigue ratings — and
by working with companies who want our help and
expertise to do better.
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What we'll cover today

* Informing decisions

e Benchmarking fair value
* Win-win business maodels
e Discussion with O&A
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VWho we are

James Daley, Eve McGrady, Graeme Reynolds,

Managing Director Consultancy Manager  Director Director of Competition,
Financial Conduct
Authority
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Graeme Reynolds
Director of Competition, FCA



The Tair value test



The competitive market test

Customers make informed decisions.

There is a reasonable relationship between your product features, service guality,
and price.

Win-win business models. Profitability is not reliant on poor customer outcomes,
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Customers make informed decisions
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'nforming decisions. .

Some firms are very open about what the
product does, and does not do.

Source: Triodos Bank, https://www triodos.co.uk/current-accounts/current-
account

F Fairer Finance

Feature comparison

We believe in transparent banking, and we want to be clear on what you will, and
won't, get with a Triodos Current Account.

We offer:

Contactless Debit Mastercard.

Online banking through internet

banking and our mobile banking app.

Online statements.

Text message alerts to help manage
your money.

Secure messaging in Internet
Banking.

Securely access Internet Banking
with the Triodos App (using a second
device to scan the QR code on the
login screen).

Overdraft of up to £2,000 for a
specific purpose, available on
request. Subject to affordability and
credit checks.

Cheque book available on request.

Telephone support available Mon to
Fri:Bam-6pm, except Thu: 9am-6pm
(out of hours card services provided
24/7).

We don't offer:

Apple Pay or Google Wallet (Google
Pay, Android Pay). Find out why.

Interest on balances held in your
current account.

A unique IBAN. Find out how to
receive an international payment.

In-app messaging or live chat for
customer support.

Paying cash into your account
with over-the-counter services, like
the Post Office or PayPoint.

Immediate Faster Payments. Please
see our payment timescales below.
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Benchmarking features, service, and price

Above average

Market average | == ======= == @@ — — —— —m———— - ———

Below average

Can this be
justified?

Can you
evidence that
customers are
understand
this?

Product design

g

F Fairer Finance

/ features

|
Service guality

|

Price
(incl. all fees
and charges)
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Benchmarking fair value

Product Pricing Service
We assess the level of your product features against the market average to calculate Select a pricing field to display We benchmark this brand against our unique customer
scores. experience rating metrics.

25 year old (Individual) Europe

Comprehensiveness rank Product features Pricing 44.82% o Lower than average

26/599 ® PRIMARY SECONDARY £5272 0
© = 39%

TERTIARY FEES. CHARGES & EXC o Syt
226 /599 © == © =

Trust

40.09% 0 Lower than average

Pricing rank

Transparency

Silver More details 57.85% o Lower than average

Comprehensiveness rank Product features Pricing

12/599 @ ;’méw SRR £36.33 @ Complaints
68% y
Pricing rank h - i S e 60.55% 0 Lower than average

TERTIARY

121/ 599 (® 259 90%

Comprehensiveness rank Product features Pricing

316/599 @ PRIMARY : £30.93 0@

64%

Pricing rank 2 .
¢ TERTIARY XCESSES (@ D
777599 14% 86%

Claims satisfaction

57.53% O About average

Source: Fairer Finance, Fair Value tool,
https://www.fairerfinance.com/the-fair-
value-report-tool

Circled numbers indicate the quartile this score is in.

Quartiles are reversed for pricing - the 1st quartile is the lowest priced products.
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WIin-win business models

Analyse the full distribution of customer outcomes,

s your business maodel reliant on a group of customers who are receiving poor
outcomes? Or do you have a win-win business model?

Do you generate cross-subsidies? If so, have you quantified these, and then
iustified the extent of the cross-subsidy?

s the profitability of products in-line with what we would see in a competitive

Mmarket?
F Fairer Fiﬂaﬂce / fairerfinance.com
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Who are the most profitable customers, and why?

e

Number of customers vs. Profitability
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10-19%

20-29%

Profitability

30-39%

40-49%

VWhat customer behaviours
/ characteristics drive
profitable outcomes for the
business?

Get to the neart of the
business model by
analysing the distribution of

outcomes (cohorts,
individuals).

fairerfinance.com
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Profitability by cohort

Profitability of vulnerable customers Let your thinking on
potential customer
Non-vulnerable harms guide your
thinking on customer
Life event segmentation in your

fair value assessment.,
Health
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Low capability

Low financial
resilience

Profitability

e
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Profitability by product (1)
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In-credit balances

Fairer Finance

Overdrafts

Fees and charges

What customer behaviours
drive profitable outcomes
for the business?

Have vou stress-tested vour
fair value? What would
profitability look like under
different macroeconomic
conditions?

fairerfinance.com
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Profitability by product (1)

% Profit vs. Product

In general, larger margins
require better evidence to

justify that the value test is
still fulfilled.

—

=
O
—_
o
o

3

Main insurance product Add-ons Premium finance

Product

e

Fairer Finance
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f versus 9o

£ profit per customer
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Main insurance product
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Fairer Finance

Add-ons

Product

Premium finance

Add-ons may represent a
high 9% profit margin —
but a low £ contribution.

fairerfinance.com
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Value up and down the distribution cnain

B Paidoutinclaims @ Underwriter [ MGA [ Broker

gl

Fairer Finance

Manufacturers must
understand what cut
distributors are taking and see
the supporting evidence that
this is reasonable.

All commissions must be
iustified, individually and in
aggregate,

Distributors need to have sight
of manufacturer's fair value
assessments,

fairerfinance.com
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Evidencing fair value: key questions to ask...

|s there a reasonable relationship between | Within your customer base, what is the Are your customers making informed

your product, service, and price, relative to | distribution of outcomes? decisions?

the market?

1. After adjusting for service quality and 2. Who are your most profitable customers, and 6. Which are the key features, costs, risks, and
product features, are your prices in line with why? limitations of the product about which a
what customers would expect? If not, why customer must understand to make an
not? 3. Isyour business model reliant on a group of informed decision?

customers who are receiving poor outcomes?
Or do you have a 'win-win' business model? /. (Canyou demonstrate that your customers
understand how their behaviour affects the
4. Do you generate cross-subsidies? If so, have value they enjoy?
you quantified these, and justified the extent
of the cross-subsidy? 8. (Canyou prove that the customers who enjoy
the least value are making informed
B, Is the profitability of different products decisions about their product usage and
(including add-ons) in-line with what we behaviour?

would see in a competitive market?

9. Do vyour customers understand the value
equation? For example, if prices appear out of
line with product features and quality of
service, can you prove that your customers
are aware of this and choose to purchase the
product anyway.

Fairer Fiﬂa HEeE fairerfinance.com







The Fairer Finance tair value rramework

(1) Is there a reasonable relationship between your
product, service, and price, relative to the market?

Can the differential between your prices and market prices be justified by
differentials in product features and quality of service?

We benchmark your product features, pricing and guality of service to
the market. We analyse Fairer Finance product ratings and customer
experience polling; publicly available data; and your own data.

(3) Are your customers making informed decisions?

Do customers understand the value equation? For example, if prices
appear out of line with product features and quality of service, can you
prove that your customers are aware of this and choose to purchase the
product anyway.

Fairer Finance

(2) Within yvour customer base, what is the distribution
of outcomes?

Follow the money: which customers generate the most profitability?
Why is this? Who are these customers? Does a certain type of customer
drive the business model? (e.g. vulnerable customers) How does
customer behaviour and product usage affect outcomes and
profitability?

We analyse on your data on margins, costs, and revenues by customer.

Do customers understand how their behaviour affects the value they
enjoy? Can you prove that the customers who enjoy the least value are
making informed decisions about their product usage and behaviour? Or
are customer decisions poorly influenced by the design of the choice
architecture?

fairerfinance.com



Lontact Us

James Daley
Managing Director

. 07747830105
e jamesd@fairerfinance.com

TimHogg
Dligelavels

t 07498401717
e: timh@fairerfinance.com

Eve McGrady
Consultancy Manager
e: evern@fairerfinance.com

k www.fairerfinance.com

, @fairerfinance

F Fairer Finance

. U -
:‘\ T 1 P l‘-.ﬂf g : £ Y.<
g GRS o P E = A
r <!{\‘ ““('.'> *ﬁ W
L ! I # Rmgat
Ll T s 1 f i
|2 {f‘_*'ﬁ L= :.'r-: Sl ;. T
:-.iﬁ,';-i‘:'?-.—':w ':% BR2> 1 ;’fﬂ,ﬁ.i =aes H‘
LU o s L TR |

d
!ll’\ "
,iil 11
{1 I >
-’ _AEgN
- Lagi
PR, | dasd

. e B L — lagm

Gt [Tae hd | <
le 4’5'; i ti.
- e L]
- oy ] 3

:.&‘ rf ,7 ! *4‘ r “5&‘!‘"5{ F:‘b 1-"":' .7— ! yr ™
Leive ;. NPT A E i | e - I
' w:;;f s - ,-.' :l’ 4 ;-:";T-. . g u\';;f il w.‘l' ’..v
e : LU e | T, . e
P | 1 B+ :. o o

/ fairerfinance.com



	Slide 1
	Slide 2
	Slide 3: About Fairer Finance
	Slide 4: What we’ll cover today
	Slide 5: Who we are
	Slide 6
	Slide 7
	Slide 8: The competitive market test
	Slide 9: Customers make informed decisions
	Slide 10: Informing decisions…
	Slide 11: Benchmarking features, service, and price
	Slide 12: Benchmarking fair value
	Slide 13: Win-win business models
	Slide 14: Who are the most profitable customers, and why? 
	Slide 15: Profitability by cohort 
	Slide 16: Profitability by product (I) 
	Slide 17: Profitability by product (II) 
	Slide 18: £ versus %
	Slide 19: Value up and down the distribution chain
	Slide 20
	Slide 21: Evidencing fair value: key questions to ask…
	Slide 22
	Slide 23: The Fairer Finance fair value framework
	Slide 24

