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EXECUTIVE SUMMARY
Thomson Reuters Accelus’s first global survey into the concept of 
conduct risk has identified distinct industry-wide trends against 
which firms can benchmark their own preparations.

•   Firms in the UK, the U.S., Asia and Australasia are following the 
supranational policy maker the Financial Stability Board’s lead 
on risk governance and culture.

•   The concept of conduct risk is gathering momentum globally but 
there is still much work to be done and as yet there is no universal 
definition; 84 percent of respondents did not have a working firm-
specific definition of “conduct risk”.

•   Firms were in broad agreement on what constitutes conduct 
risk. Culture came out on top (76 percent), closely followed by 
corporate governance (74 percent), then conflicts of interest 
and reputation (both at 68 percent).

•   The majority of firms have begun to address conduct risk. Firms 
in Europe and Australasia have done the most, while the Middle 
East has yet to catch up. Most of the changes made have been 
implemented in the last 12 months, suggesting that firms’ 
awareness of conduct risk is growing and that the emphasis 
which regulators are placing on consumer protection and 
having the right corporate culture is beginning to take hold.

•  Almost two-thirds of respondents have implemented 
arrangements to deal with conduct risk, but they still require 
additional work and resources to embed fully, or are at the 
development stage.

•   Just over half of the firms surveyed reported having no, or a 
partly developed conduct risk appetite in place.

•   Twenty-eight percent of respondents stated that the board 
in their organizations owned the conduct risk policy. Sixteen 
percent said that the policy was owned by everyone. A third said 
that the control functions of compliance and risk management 

owned the policy and a worrying 9 percent had no policy. 

•   Just over half of firms had allocated responsibility for conduct 
risk to a senior manager. 

NEXT STEPS
There are five main steps for firms to consider:

•   Define  Firms need to define what “good” in terms of conduct 
risk looks like for their particular business. The regulators 
have repeatedly said that conduct risk is not a one-size-fits-all 
concept and that boards need to decide for themselves how 
conduct risk should be managed within their firm. 

•   Assess  Once firms have decided how they wish to consider 
and manage conduct risk issues a gap analysis needs to be 
undertaken to highlight any and all areas where current practice 
is out of step with where the firm wishes to be.

•   Reform  All areas from the gap analysis need to be considered 
and prioritized. Resources and, where needed, sponsorship 
from the very highest levels of the firm should be devoted, and 
importantly be seen to be devoted, toward bringing the firm’s 
activities into line with the defined appetite and stance on 
conduct risk and culture.

•   Measure  All firms need to be able to measure and report on the 
qualitative as well as any quantitative elements making up the 
diverse concept of conduct risk.

•   Evidence  Clear evidence of all these activities needs to be 
provided, so that a transparent audit trail is available and all 
material decisions recorded. This is for the benefit of internal 
staff and will help with reporting to the board (and elsewhere) 
and to assure the regulators that a firm has a firm grip on all 
aspects of its governance and control of conduct risk.

MANAGING CONDUCT RISK – HOW DO YOU 
MEASURE UP?

KEY COMPONENTS OF CONDUCT RISK
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INTRODUCTION

WHAT IS CONDUCT RISK?

The aftermath of the financial crisis sparked significant changes 
in the approach taken toward financial services regulation around 
the world. While the immediate priorities involved stabilizing 
and repairing firms’ balance sheets and implementing liquidity 
and capital reforms, the regulators’ attention and resources are 
now centred on the behavior of firms and how they conduct their 
business.

Although managing and mitigating conduct risk has become one 
of the highest priorities for regulators worldwide, a universally 
agreed definition of conduct risk does not, as yet, exist. In response 
to changing regulatory expectations compliance officers, risk and 
other senior managers at financial services firms are having to 
establish what it means for their organization and to put in place 
systems and controls to manage the risks they have identified.

To support the financial services industry in its management of 
conduct risk, and in particular to enable firms to benchmark their 
own preparations and practices against global peers, Thomson 
Reuters Accelus has undertaken its first survey dedicated to 
finding out how the industry is defining and dealing with conduct 
risk. The results provide a point-in-time “pulse-check” of how 
developed and embedded current thinking and practices are. The 
survey will be followed up in future years to determine how far 
these approaches have evolved and become embedded. 

More than 200 compliance and risk practitioners from financial 

services firms around the world were polled between September 
and October 2013. The responses received covered Africa, the 
Americas, Asia, Australasia, Europe and the Middle East. They 
represented firms from across the financial services sector, 
including banks, insurers and fund managers.

The results reflect the wide and uncertain scope of conduct risk. 
There remain variations in how firms are defining conduct risk 
and similarly how regulators are referring to the concept. This 
focus on behavior however universally incorporates fundamental 
and complex aspects including: corporate governance; the 
demonstrably fair treatment of retail customers; the approach 
to the design, manufacture and selling of products; how staff 
are incentivized; and, perhaps most critically of all, the firm’s 
approach to culture. The results demonstrate significant disparity 
in approaches and in the attention given to this developing 
concept, which is unsurprising given the ever-increasing volume 
of regulatory change, demands and priorities with which firms 
continue to be faced.

As well as providing deep insight into current industry thinking 
and practices, this report also seeks to de-mystify the uncertainty 
surrounding the concept of conduct risk. To assist firms to develop 
their approach, it suggests practical steps that firms can take to 
manage conduct risk.

The phrase “conduct risk” comprises a wide variety of activities 
and types of behavior which fall outside the other main categories 
of risk, such as market, credit, liquidity and operational risk. In 
essence it refers to risks attached to the way in which a firm, 
and its staff, conduct themselves. Although there is no definitive 
definition, it is generally agreed to incorporate matters such as 
how customers are treated, remuneration of staff and how firms 
deal with conflicts of interest.

CONDUCT RISK: THE FINANCIAL STABILITY BOARD’S VIEW
The Financial Stability Board (FSB) operates under the aegis 
of the G20 and is charged with developing and promulgating 
global financial services policies designed to minimise the 
likelihood of another financial crisis by improving the behavior of 
and risk management within firms. In its Peer Review Report on 
Risk Governance, published in February 2013, the FSB identified 
business conduct as a new risk category, and stated:

“One of the key lessons from the crisis was that reputational 
risk was severely underestimated; hence, there is more focus on 
business conduct and the suitability of products, e.g., the type of 
products sold and to whom they are sold. As the crisis showed, 

consumer products such as residential mortgage loans could 
become a source of financial instability.”

The realization that reputational risk was underestimated severely 
in the period leading up to the financial crisis is recognition of the 
critical role which market and consumer confidence play in the 
maintenance of a functioning financial system. Consumers are 
only confident where they have been sold products that perform 
as they have been led to believe, and are suitable for them. 
Market participants are only confident where they can trust 
the integrity of statements made by firms about their financial 
position, for example. 

Thus, integrity and trust take centre stage in the assessment of 
how firms behave, and how customers and investors are treated. 
These matters have been subsumed into the idea of “culture”, 
which itself is an amalgam of specific behavior (that will differ 
from firm to firm) and which, when taken together, indicate that 
a firm is conducting its business in a fair manner. 

The FSB has also been consulting on guidance for regulators 
on how best they can increase the intensity and effectiveness of 
supervision through interacting with firms on risk culture. 
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The FSB’s proposed guidance has set out the main elements 
which contribute to a sound risk culture within a firm. It has also 
identified core practices and attitudes which could be used as 
indicators of the firm’s risk culture, as well as criteria for assessing 
the strength and effectiveness of a firm’s culture in managing 
risks. 

The FSB has already articulated what it considers to be the 
foundation elements of a strong risk culture in its publications 
on risk governance, risk appetite and compensation. The FSB 
has broken down the indicators into four parts which need to be 
considered collectively, and as mutually reinforcing. The FSB has 
made it clear that looking at each indicator in isolation will ignore 
the multi-faceted nature of risk culture. The four parts are: 

•   Tone from the top The board of directors and senior managers 
are the starting point for setting the financial institution’s core 
values and risk culture, and their behavior must reflect the 
values being espoused. The leadership of the institution should 
systematically develop, monitor and assess the culture of the 
financial institution. 

•   Accountability Successful risk management requires employees 
at all levels to understand the core values of the institution’s risk 
culture and its approach to risk, be capable of performing their 
prescribed roles and be aware that they are held accountable for 
their actions in relation to the institution’s risk-taking behavior. 
Staff acceptance of risk-related goals and related values is seen 
as essential.

•   Effective challenge A sound risk culture promotes an environment 
of effective challenge in which decision-making processes 
promote a range of views, allow for testing of current practices 
and stimulate a positive, critical attitude among employees and 
an environment of open and constructive engagement. 

•    Incentives Performance and talent management should 
encourage and reinforce maintenance of the financial institution’s 
desired risk management behavior. Financial and non-financial 
incentives should support the core values and risk culture at all 
levels of the financial institution. 

CONDUCT RISK: THE REGULATORS’ VIEW
Most of the major global regulators are engaging with ideas that, 
when taken together, become conduct risk. The U.S. Securities 
and Exchange Commission (SEC) states its mission as being to 
protect investors; maintain fair, orderly, and efficient markets; 
and facilitate capital formation. Its vision is to promote a market 
environment that is worthy of the public’s trust and characterized 
by transparency and integrity. More specifically, in its 2012 
Agency Financial Report it stated that some of its risk-focused 
efforts would include enhanced focus on high-risk activities at 
firms, for example: 

•   the valuation of investments that are privately placed, thinly-
traded, or otherwise difficult to value (such as securities lending 
collateral investments); 

•   remuneration arrangements, especially when client monies are 
paid to entities affiliated with the adviser; 

•   verification of the existence of client assets.

Inherent in the remuneration point above is the risk of conflicts 
of interest. The SEC, in common with the UK’s Financial Conduct 
Authority (FCA) and the Australian Securities and Investments 
Commission (ASIC) put public trust and consumer and investor 
protection at the heart of their work. Activities that contribute to 
these aims, such as firms only selling products that are suitable 
for their clients, and operating with a culture that pays due regard 
to consumer interests, go to make up the concept of conduct risk, 
which will differ from firm to firm, even though key elements will 
be common to all. The FCA has already done plenty of thinking 
on conduct risk which firms and other regulators can leverage.

In a speech entitled, “Building a common language in the 
mortgage market”, Linda Woodall, director of mortgages and 
consumer lending at the FCA, told delegates at the Council of 
Mortgage Lenders (CML) Mortgage Industry Conference and 
Exhibition in November 2013 that the FCA deliberately did not 
have a master definition of conduct risk, and that conduct risk 
profiles would be unique to each firm. It was impossible to put 
a one-size-fits-all framework in place to assess it, Woodall said. 

The FCA has made it clear that having the right “culture”, i.e., 
one which puts customers and market integrity at the heart of 
the firm’s business, is an important component of conduct risk. 
The FCA has not specifically defined culture either, but has said 
that it will assess it by looking at areas of a firm’s business and 
behaviors and drawing conclusions therefore; “joining the dots”, 
to use the FCA’s own phrase. This may be through a range of 
different measures such as: 

•   how a firm responds to, and deals with, regulatory issues;

•   what customers are actually experiencing when they buy a 
product or service from front-line staff;

•   how a firm runs its product approval process and what factors 
it takes into account;

•   the manner in which decisions are made or escalated;

•   the behavior of that firm in certain markets; and even

•  the remuneration structures. 

The FCA has provided ideas on how a firm might begin to assess 
conduct risk, primarily in its 2013 Risk Outlook, in which conduct risk 
was identified as having three main causes: 

•   Inherent factors A range of inherent drivers of conduct risk interact 
to produce poor choices and outcomes in financial markets. 
These drivers are a combination of supply-side market failures 
(e.g., information problems) and demand-side weaknesses (e.g., 
inbuilt biases), which are often exacerbated by low financial 
capability among consumers.

•   Structures and behaviors Structures, processes and management 
(including culture and incentives) that have been designed into 
and become embedded in the financial sector, allowing firms 
to profit from systematic consumer shortcomings and from 
market failures.

•   Environmental factors Long-running and current economic, 
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regulatory and technological trends and changes are important 
drivers of firm and consumer decisions.

The regulator has also produced a diagram (reinterpreted below) 
which can be overlaid onto almost any area of a firm’s business 
and used to produce a snapshot of where the most likely drivers 
of conduct risk may lie.

This plan can be cross-referred with the six clear stages of the 
product lifecycle to produce a thorough assessment of where the 
firm may be exposed to risk, and to identify the steps that can be 
taken to reduce those risks.

Consideration of conduct risk issues is also central to the 
FCA’s methodology when conducting firm-specific supervision 
under the Firm Systematic Framework, as well as when it is 
doing event-driven work or looking at issues and products. The 
three pillars of the FCA’s supervisory framework comprise firm 
supervision (using the Firm Systematic Framework), event-driven 
work and work around issues and products. 

The Firm Systematic Framework (which replaced ARROW 
supervision when the Financial Services Authority (FSA) was 
disbanded and the FCA became operational in April 2013), has 
as one of its elements an assessment of governance and culture, 

KEY DRIVERS OF CONDUCT RISK
(FCA RISK OUTLOOK 2013)
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IN YOUR FIRM WHAT ARE CONSIDERED TO BE THE KEY COMPONENTS OF CONDUCT RISK? MULTIPLE RESPONSES REQUESTED.

which includes an assessment of the effectiveness of a firm’s 
identification, management and reduction of conduct risk.

Elements of conduct risk will also be present within a firm’s 
product design, post-sales services and sales processes, which 

are also analyzed by regulators around the world. As an example, 
these are used by the newly formed Consumer Financial Protection 
Bureau in the U.S.. Conduct risk can be said to permeate nearly 
every aspect of a firm’s operation, in some way. It will be defined 
differently for different firms, however, depending on their business 
model, the markets in which they operate and the nature of their 
customer base.

WHAT YOU TOLD US
The regulators themselves do not have a specific definition of 
conduct risk, because they expect firms to develop their own 
definition that fits their activities. The fact that the field is in its 
infancy is reflected by the high number of firms which reported 
the absence of a working definition: 84 percent. 

However, some of the 16 percent of firms which do have a 
definition provided it, and examples follow.

Conduct risk is:

“The risk that detriment is caused to our customers, clients, 
counterparties and their employees because of inappropriate 
judgement in the execution of our business activities.”

“The risk of customer detriment due to inappropriate culture.”

“The risk of unfair outcomes to the end consumer and subsequent 
damage to the reputation of the firm and to the achievement of 
its strategic objectives. Classified as: people, processes, systems, 
external events.”

Reputation, culture and customer detriment are recurring 
themes.
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Firms were in broad agreement when asked to indicate their view 
as to the elements of conduct risk. Culture came out on top (76 
percent), closely followed by corporate governance (74 percent), 
then conflicts of interest and reputation (both at 68 percent). 

Just over a third of respondents cited remuneration as a key 
component of conduct risk. The way in which staff are rewarded 
and incentivized to behave in the right way are significant factors 
that contribute to a firm’s culture. The relatively low response 
rate on this component may be because some firms handle 
remuneration issues separately from conduct risk issues. Also, 
given that each firm will have a different approach to conduct 
risk, it might be that remuneration practices take a higher 
priority in firms that have lots of retail sales staff, for example, 
but are not as significant for firms that have fairly conservative 
remuneration practices (with a very limited performance-related 
pay element, for instance).

External economic factors are often categorized as “market 
risk”, but there is an overlap with conduct risk, the degree of 
which will depend on the firm and the markets within which it 
operates. A firm may not have any direct market risk (as it is not a 
wholesale market participant), but the prevailing wider economic 
environment could affect its conduct in a number of ways. For 
example, in a recession it might be harder for sales staff to hit 
targets, and so there might be a greater risk that corners are cut 
and standards not adhered to, in the interests of making that 
elusive sale.

Although conduct risk is not a straightforward concept to define, 
what is clear is that it has wide application and applies to all firms 
of all types. All firms therefore need to take an active approach to 
its identification and mitigation if they are to meet regulatory, and 
increasingly consumer, expectations.

WHAT PROGRESS HAVE FIRMS MADE IN THE LAST YEAR?
The survey asked firms about the changes that have been made in 
their organization to address conduct risks in the last 12 months.

CULTURE
Overall, half of firms had reassessed their approach to culture in 
the last year. In Australasia, this figure stood at 65 percent and 67 
percent in South America. By contrast, only 35 percent of firms 
in North America and 38 percent of firms in the Middle East had 
reconsidered their approach to culture in the last 12 months. 

There is general consensus among regulators that culture cannot 
be prescribed or assessed by ticking boxes. It is for firms to decide 
the type of culture that they want and regulators will assess this 
holistically by assessing a series of qualitative measures. What 
regulators have stressed is that the fair treatment of customers 
and market integrity must always be at the centre of a firm’s 
corporate culture and its business activity.

SALES PRACTICES
In the last 12 months, 41 percent of firms had reassessed sales 
policies and processes and a further 62 percent of firms had 

changed or improved product information for customers.

These figures mask some stark geographical differences, however. 
In Asia, more than half (52 percent) of firms had reassessed sales 
policies and procedures and 47 percent of firms had done so in 
Europe. By contrast, none of the firms surveyed in the Middle East 
had re-evaluated sales policies and procedures in the last year. 

Asked whether consumers’ financial capabilities had been 
assessed and appropriate changes made to products, policies 
and processes, 49 percent of firms said that changes had been 
made or had been previously completed. A quarter of firms said 
that they had not assessed consumers’ financial capabilities 
or made any changes. This figure is higher as 22 percent of 
responses came from firms for which this form of assessment was 
not applicable. 

Regulators around the world have focused on sales practices. Since 
its launch on April 1, 2013, the UK FCA has gone to great lengths 
to explore and to understand how consumers make financial 
decisions. It has explained in numerous speeches its intention 
to employ this knowledge, together with its understanding of 

“Most financial institutions do acknowledge the importance of conduct and culture and the vital role of awareness of one’s 
personal behavior and group-dynamics for the success of the organization, even though many have only a vague idea on how to 
translate this awareness into concrete policies and procedures.”

De Nederlandsche Bank (DNB) examination report, “Leading by Example – Conduct in the board rooms of financial 
institutions”, May 2013.
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behavioral economics, in its approach to supervising firms and 
assessing their culture.

In her November 2013 speech to the Council of Mortgage Lenders, 
Linda Woodall, director of mortgages and consumer lending 
at the UK FCA, gave some illustrations of good and poor sales 
practices. While good practice might include designing a product 
for a specific target market and implementing a process to 
monitor whether sales are made to the right types of customers, 
poor practice might be where a firm seeks to increase sales by 
widening its target audience and increasing incentives, without 
due regard for its customers. 

The same themes are seen in Hong Kong. In November 2013, the 
Hong Kong Monetary Authority (HKMA) issued its Treat Customers 
Fairly Charter. The charter incorporates five high-level principles 
and is primarily aimed at retail consumers. It is based on the 
good practices promoted under the G20 High-Level Principles on 
Financial Consumer Protection, promulgated in October 2011. All 
retail banks in Hong Kong have signed up to the charter to pledge 
their commitment to implementing the treating customers fairly 
principles.

The five principles are: 

1.    Banking services and products should be designed to meet 
the needs of customers. Banks should assess the financial 
capabilities and needs of customers before offering them a 
service, advice or product. The provision of advice or selling of 
financial products should take into account the interest of the 
customers, having regard to their profiles and the complexity 
of the banking services or products in question. 

2.   Banks should set out and explain clearly the  main features, risks 
and terms of the products, including any fees, commissions or 
charges applicable to customers. Appropriate information 
should be provided to the customers before, during and after 
the point of sale. 

3.   All promotional materials and information designed for 
customers should be accurate and understandable. Misleading 
representations or marketing practices should be avoided. 

4.   Banks should provide customers with reasonable channels to 
submit claims, make complaints, seek redress, and should not 
impose unreasonable barriers on customers to switch banks. 

5.   Banks in Hong Kong that engage in mass retail market 
should provide reasonable access to basic banking services 
to members of the public, paying special attention to the 
needs of vulnerable groups. Recognizing that consumers 
also have their responsibilities, banks should join forces with 
government, regulatory bodies and other stakeholders in 
financial education to promote financial literacy. 

In Australia, ASIC has taken disciplinary action against a number 
of individuals who had made false statements to consumers 
or provided unsuitable advice. In most cases, the individuals 
concerned are, for a specified period, no longer permitted 
to provide financial services. The Future of Financial Advice 
(FoFA) reforms came into force in Australia in July 2013. The 
reforms comprise a range of measures intended to improve the 
experience of retail consumers when receiving financial advice. 
They include:

•   A prospective ban on conflicted remuneration structures 
including commissions and volume-based payments, in 
relation to the distribution of and advice about a range of retail 
investment products.

•   A duty for financial advisers to act in the best interests of their 
clients, subject to a “reasonable steps” qualification, and place 
the best interests of their clients ahead of their own when 
providing personal advice to retail clients.

•   An opt-in obligation that requires advice providers to renew 
their clients’ agreement to continuing fees every two years.

In November 2013, a subsidiary of Royal Bank of Scotland agreed 
to pay more than $150 million after it was charged by the SEC with 
misleading investors in a 2007 subprime residential mortgage-
backed security (RMBS) offering. The charges, which the bank did 
not admit or deny, alleged that the bank misled investors about 
the quality of the underlying loans and the likelihood that they 
would be repaid.

Firms which continue to prioritize financial gain over consumers’ 
interests are taking a big risk as regulators across the globe are 
taking action against firms demonstrating poor sales practices. 

REMUNERATION AND INCENTIVES
Remuneration and incentive schemes are often regarded as an 
impediment to good sales practice. Since the financial crisis 
broke in 2008, they have become increasingly controversial 
and large performance-based financial rewards have become 
synonymous with greed and egoism in the media. Such views 
are not unfounded. A review conducted by the UK FCA found 
that sales rewards and incentive schemes were likely to have 
exacerbated the risk of poor sales practice.

“The board and senior management must take responsibility 
for embedding a culture of fair dealing in their organizations 
that goes beyond meeting business goals and mere 
compliance with regulatory requirements. They should 
inculcate a corporate culture where customers’ interests 
are placed first. After all, customers are the heart of the 
business and there is no better way to grow a business than 
having satisfied customers.” 

Merlyn Ee, executive director of the Monetary Authority of 
Singapore (MAS), at the Association of Financial Advisers 
(Singapore) 12th Annual Congress, July 2013.
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A cross-industry review conducted by the UK FCA found that the 
largest banks had made significant changes to pay structures 
and that some firms were moving toward a more balanced 
approach by introducing customer-focused measures. The FCA 
also found that the direct link to sales incentives for front line 
staff in branches and call centres has also been removed by three 
banks.

In Australia, tranche 3 of the MySuper reforms requires the 
remuneration of responsible officers to be disclosed. The 
requirement was introduced as part of the government’s 
commitment to improving transparency in the superannuation 
system and goes towards fulfilling ASIC’s strategic priority of 
promoting confident and informed investors and consumers.

Sixty-six percent of firms said that they had reviewed their 
approach to incentives since 2008, the majority of which (48 
percent) had done so in the last 12 months. Just over half of firms 
(52 percent) had made changes to their remuneration policy, a 
third of them in the last 12 months. A further 10 percent of firms 
plan to make changes in the next 12 months. 

TRAINING
As well as introducing changes to pay structures and 
implementing customer-centric incentive schemes, firms can 
take action by ensuring that their staff are trained on conduct 
risk. The survey identified that 56 percent of firms had provided 
staff with training on conduct risk. Of this number, 38 percent 
had given training to all staff; the remaining 18 percent of firms 
had implemented training for the board, senior managers or all 
managers and above.

The HKMA has drawn a clear line between director-level training 
and the quality of corporate governance and risk management 
within firms. The regulator now expects authorised institutions to 
require directors to submit records of the training, development 
and other activities in which they have participated during the 
preceding year. 

Whether training is restricted to the board or rolled out to all 
employees, it is essential that the board and senior management 
set the right tone from the top and create a culture where 
everyone has ownership and responsibility for doing the right 
thing.

NO ACTION
Nearly a quarter (22 percent) of firms surveyed said that their 
organization had not made any changes to address conduct risk. 
Once again, the regional variations are stark. Half of firms in the 
Middle East and a third of firms in North America had not made 
any changes. By contrast, only 11 percent of firms in Europe and 
12 percent in Australasia had done nothing to address conduct 
risk.

The majority of firms around the world had begun to address 
conduct risk. The survey identified that firms in Europe and 
Australasia had done the most, while the Middle East had yet to 

catch up. Most of the changes made have been implemented in 
the last 12 months, suggesting that firms’ awareness of conduct 
risk is growing and the emphasis which regulators are placing 
on consumer protection and having the right corporate culture is 
beginning to take hold.

“The appropriate tone and standard of behavior ‘at the top’ is 
a necessary condition for promoting sound risk management. 
However, it is far from sufficient. For lasting change, the tone 
and behavior ‘in the middle’, and indeed throughout the 
institution, is also important.”

Financial Stability Board consultative document “Guidance 
on Supervisory Interaction with Financial Institutions on Risk 
Culture”, November 2013.
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HOW DO YOU MEASURE GOOD OUTCOMES? MULTIPLE RESPONSES REQUESTED.

CONDUCT RISK: A DEVELOPING PICTURE

Overall the results of the survey presented a developing picture. 
Some firms had already implemented and embedded conduct 
risk strategies. Some firms had partly implemented arrangements 
and some firms were at the planning stage.

Sixteen percent of firms said that they had a “robust and 
embedded” framework and resources in place. The majority of 
respondents (62 percent) had implemented arrangements but 
they still required additional work and resources to embed fully, 
or they were at the development stage. Twenty-two percent said 
that their approaches were either incomplete or that no formal 
programme existed.

To illustrate this picture further the results showed that 39 percent 
of respondents had not undertaken some form of stocktake to 
establish strengths and weaknesses in their current approach to 
conduct risk issues.

To provide a basis for reporting the findings of the survey, the 
diagram above sets out some suggested milestones for the 
various stages during the development of an approach to conduct 
risk.

CUSTOMER OUTCOMES

The survey explored a number of areas around the subject of 
customer outcomes. To be effective conduct risk needs to place 
the customer at the heart of the organization. 

Organizations need to spend time establishing what they wish 
to be appropriate outcomes for customers and then test and 
monitor these approaches.

“Policies and checklists are important, but they do not 
guarantee good conduct. And although sound record 
keeping is crucial, it isn’t good enough to meticulously 
document sales, if the ultimate outcome for the customer is 
that they walk away with a product that isn’t right for them.” 

Linda Woodall, director of mortgages and consumer lending 
FCA, at the Council of  Mortgage Lenders (CML) Mortgage 
Industry Conference and Exhibition, November 2013.
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The survey asked how firms measured good customer outcomes. 
Fifty-five percent selected the analysis of complaints as a way 
they monitored customer outcomes and 50 percent said that this 
was undertaken through compliance monitoring programmes. 
However, 25 percent reported that they did not do any specific 
analysis of customer outcomes.

HOW ARE GOOD CUSTOMER OUTCOMES RECOGNIZED AND 
ENCOURAGED?

HOW ARE NEGATIVE BEHAVIORS IN RELATION TO 
CONDUCT RISK DEALT WITH?

An important part of encouraging employees to adopt a customer 
outcome-focused approach was by rewarding good customer 
outcomes and by pointing out examples where the customer 
outcome was weak. The survey showed that the most common 
vehicle for praising employees for good customer outcomes was 
through the performance appraisal process (55 percent) with 

verbal recognition (both formal and informal) next (27 percent). 
For poor customer outcome behavior firms appeared to use 
their internal disciplinary process (37 percent) backed up by the 
performance assessment process (33 percent).

CONDUCT RISK POLICY
To embed conduct risk issues fully within an organisation the 
board needs to consider the conduct implications of the firm's 
strategy and put in place policies and procedures to support this 

throughout the organisation. This could be achieved by putting in 
place an appropriate conduct risk policy that can be communicated 
throughout the organisation, and for which training can be devised. 
Key to this policy will be to define what conduct risk means to that 
particular organisation, to put in place a meaningful strategic 
direction for conduct in a firm and to determine the behaviors that 
the firm wishes to demonstrate when fulfilling that strategy.

WHO OWNS THE CONDUCT RISK POLICY IN YOUR 
ORGANIZATION?
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“Tell your management that they will get much more credit 
from regulators by demonstrating that misconduct is an 
outlier in a highly ethical and compliance-driven culture rather 
than a remedial step after investors have suffered losses.”

Stephen L Cohen, associate director of enforcement, U.S. 
SEC, at the Society of Corporate Compliance and Ethics 
(SCCE) Annual Conference in Washington DC, October 2013.
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Twenty-eight percent of respondents said that the conduct risk 
policy in their organization was owned by the board.  Given that 
culture and tone from the top are essential elements of conduct 
risk, this figure might have been expected to have been a little 
higher. Thirty-four percent said that the policy was owned by the 
control functions of compliance and risk management. Seventeen 
percent of respondents said that everyone in their firm owned the 
policy, which may be another way of making it clear that staff are 
expected to bear responsibility for their own conduct. 

The varying responses to this question support other survey 
findings around a general lack of a working definition of conduct 
risk. In this area, there is no “one-size-fits-all” approach. The 9 
percent of firms which reported having no conduct risk policy 
may wish to refocus efforts in this area. Fifty-four percent of 
respondents said that they had allocated responsibility for 
conduct risk to a senior manager. Forty-six percent had not.

HAS YOUR FIRM IMPLEMENTED TRAINING ON CONDUCT 
RISK?

To underpin and reinforce the corporate, conduct and cultural 
messages from the board it is imperative that employees receive 
the necessary training to inform their behavior and truly embed 
the appropriate approach within the organization. The survey 
showed that a wide breadth of training was provided to all levels 
of an organization. Thirty-eight percent of firms said that no 
training was provided to any level.

CORPORATE GOVERNANCE

Board involvement and the tone at the top are critical to 
the successful implementation and embedding of appropriate 
approaches to conduct risk issues. The survey set out to assess 
whether there was sufficient board involvement in the adoption 
and embedding of conduct issues within organizations.

The survey showed overwhelmingly that boards did set the 
appropriate cultural and governance message, with 83 percent 
of respondents replying positively. Of the negative replies a small 
number of comments were made about a failure of the message 
from the board to filter down; a focus on the bottom line and 
productivity; a lack of visible board involvement; and a lack of 
board engagement with risk and compliance teams. 

Given this background the survey probed a number of different 
ways organizations might provide evidence of the appropriate 
“tone at the top”. The survey asked whether board-level focus 
had increased. There is no doubt that the financial crisis and the 
subsequent regulatory reaction has raised the profile of conduct 
risk in all firms.

Board focus on conduct risk had increased in the last year in 44 
percent of firms. This may be down to greater regulatory focus 
in this area, especially in the financial services industry. Against 
this background it is perhaps more surprising that in 30 percent 
of firms the focus had either not increased or the board did not 
consider conduct risk issues.

The survey asked whether knowledge of, and competence in 
dealing with, conduct risk issues had increased in the last 12 
months. The heightened focus on conduct risk has brought 
different priorities for the board, and this has entailed a different 
focus on different skill sets. It was interesting to see that 66 percent 
of respondents indicated that the boards in their organizations had 
reacted to the changing disciplines by increasing their knowledge 
and competence of conduct risk issues in the last 12 months. 
Twenty-eight percent replied that their boards had not increased 
their knowledge and competence in this area, however.

Yes – to all staff

Yes – to the board

Yes – to senior 
managers

Yes – to all managers 
and above

No

Other

38%

4%
5%

9%

38%

6%

“The culture of compliance must be set and lived at the very 
top of every company.” 

Mary Jo White, chair of the  U.S. SEC, at the National Society 
of Compliance Professionals National Membership Meeting, 
October 2013.
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CONDUCT RISK FRAMEWORK

Organizations should put in place appropriate controls to 
manage conduct risks and this will form the basis of a conduct 
risk framework. The survey explored a number of areas that 
could be included in a conduct risk framework. Other firms and 
regulators may choose to leverage the UK’s framework, the six 
treating customers fairly principles:

•   Outcome 1: Consumers can be confident that they are dealing 
with firms where the fair treatment of customers is central to 
the corporate culture.

•   Outcome 2: Products and services marketed and sold in the 
retail market are designed to meet the needs of identified 
consumer groups and are targeted accordingly.

•   Outcome 3: Consumers are provided with clear information 
and are kept appropriately informed before, during and after the 
point of sale.

•   Outcome 4: Where consumers receive advice, the advice is 
suitable and takes account of their circumstances.

•   Outcome 5: Consumers are provided with products that 
perform as firms have led them to expect, and the associated 
service is of an acceptable standard and as they have been led 
to expect.

•   Outcome 6: Consumers do not face unreasonable post-sale 
barriers imposed by firms to change product, switch provider, 
submit a claim or make a complaint.

The survey explored a sample of these areas:

Products (Outcomes 2 and 5)   

Products in the financial services industry have been a focus for 
regulatory activity since the financial crisis begun. For example, 
the FCA has been given further legal powers to ban inappropriate 
products and financial promotions and it has emphasized that a 
review of a firm’s products and sales processes is central to its 
supervisory approach.

“Staff in a good culture will smoothly and effectively fill 
in the inevitable gaps in risk policies and procedures, 
promoting actions that are fully consistent with the spirit, 
and not just the letter, of the risk appetite statement. Those 
in a weak culture may seek to exploit opportunities to take 
risks that are not expressly prohibited, or to work around the 
constraints that are designed to reinforce risk appetite. Staff 
in a good culture will identify new and unexpected risks and 
will escalate problems quickly and clearly. Those in a weak 
culture will stifle bearers of bad news.”

Michael Alix, senior vice president at the Federal Reserve 
Bank of New York, “Risk Governance: Appetite, Culture and 
the Limits of Limits”, at the Risk USA 2012 Conference in 
New York City, November 2012

“So what does this new world mean for the financial 
community — firms and regulators? First, for firms it means 
encouraging a more consumer-centric approach to business. 
Placing far more emphasis on the culture of the firm at every 
level and at every stage: from chief exec to frontline staff, 
from product design to sale.” 

Martin Wheatley, chief executive of the UK FCA, at Mansion 
House, London, October 2013.
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WHEN DESIGNING NEW PRODUCTS DOES YOUR FIRM CONSIDER: MULTIPLE RESPONSES REQUESTED.

The survey asked firms about their approach to products. Sixty-two percent of respondents said that they had changed and/or 
improved their product information for customers. Thirty-eight percent had not, or did not know whether they had. When asked what 
was considered when designing new products, nearly three-quarters (73 percent) of respondents said that they considered customer 
demand, 70 percent considered the complexity of the product and 65 percent thought about governance of product design and 
development. This suggests that firms have a well-controlled approach to product design. 
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“... if you want to predict how people will behave, you look at 
their incentives”. 

Martin Wheatley, chief executive of the UK FCA, at Mansion 
House, London, October 2013.

Remuneration (Outcome 1) 
In recent years remuneration and incentive policies have been 
identified as an area that has posed organizations with significant 
conflict of interest risk and one that needs to be closely controlled. 
Part of this control has come through additional regulation but 
there remains significant onus on firms to have effective systems 
and controls around remuneration systems.

A workshop held by the FSB in November 2012, during which 
participants shared their experiences of the implementation of 
FSB Principles and Standards for Sound Compensation Practices, 
led the FSB to conclude that firms were moving in the right 
direction, and there have been tangible benefits from the focus 
on remuneration. 

The FSB also noted that more work was needed to embed positive 
risk management in firms’ compensation practices and achieve 
effective alignment with risk and performance. 

The survey asked a range of questions about the way firms dealt 
with the remuneration of their staff.

HAS THE FIRM REVIEWED ITS APPROACH TO INCENTIVES?

HAS THE FIRM CHANGED ITS REMUNERATION POLICY?

When asked whether incentive schemes were deemed to be 
highly influential to conduct issues, 32 percent of firms said that 
they were and 60 percent said that they were not. A further 8 
percent responded that they did not know, highlighting that this 
was an area which was still very much under debate. Sixty-six 
percent of firms had reviewed their remuneration policies either 
in the last 12 months or since 2008. Nineteen percent had not 
and had no plans to do so. Twelve percent said they planned to 
do so in the next 12 months.

Sixty percent of firms indicated that incentives schemes were 
not highly influential to conduct issues; 33 percent said that they 
were.

Fifty-two percent of firms had changed their remuneration 
policies since 2008, while 10 percent planned to do so in the next 
12 months and 32 percent had no plans to do so.

Sales processes (Outcomes 2 and 4) 
Sales processes can be the prime conduit between a firm and its 
customer and can demonstrate firms’ approach to conduct risk 
most clearly. The sales process needs to consider the customer 
requirements, the suitability of the customer for the product being 
sold, whether recommending a product would be appropriate 
and the information disclosure needs of the customer. 

In all of these areas the conduct risk of the organization needs 
to be controlled. The survey showed that 41 percent of firms had 
reassessed their sales policies and processes to address conduct 
risks in the last 12 months. Twenty-one percent of respondents 
reported that they had taken no action. 
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Financial capabilities 
The financial capabilities of customers has been a particular 
focus in the wake of the financial crisis since many customers 
found that they could not afford commitments made previously, 
whether investments, insurance products or mortgages. The 
regulators’ message has been that firms should treat customers 
in financial difficulties fairly, and in turn this is a significant 
conduct risk for firms.

WITHIN THE LAST 12 MONTHS, HAS YOUR FIRM ASSESSED 
CONSUMERS’ FINANCIAL CAPABILITIES AND MADE 
CHANGES TO PRODUCTS, POLICIES AND PROCEDURES 
ACCORDINGLY?

The survey tested whether firms had updated their approach to 
customers’ financial capabilities and made appropriate changes. 
This only applied to 78 percent of respondents, and of them 44 
percent of respondents said they had considered consumers’ 
financial capabilities. Twenty-five percent said that they had not, 
with 5 percent having assessed this previously.

CONDUCT RISK APPETITE
It is good risk management practice for organizations to set 
tolerances for the amount of risk they will allow and to have 
effective monitoring and reporting mechanisms in place to 

alert senior managers when these indicators are close to being 
breached. It is also good practice for organizations to analyze the 
component parts of conduct risk and to develop a risk appetite 
that allows them to be aware when risks could crystallize.

The survey showed that 44 percent of responding firms had 
developed a risk appetite, although the majority, 51 percent, 
had either not developed one or had only partially done so. A 
combination of factors could explain this. First, the complexity of 
putting together such an appetite and then agreeing it at board 
level means that this process could be quite lengthy. Secondly 
there is still a lack of clarity and understanding about what 
conduct risk is and about how it should be measured. Finally, 
if firms have not developed a policy and begun the process it is 
understandable that a risk appetite would be further down the 
priority list.

MONITORING, REVIEW AND REPORTING
The monitoring, review and reporting of how the conduct risk 
policy and arrangements are operating in an organization is crucial 
to demonstrating the successes and failures of the approach. 
This is important internally to demonstrate that the organization 

is continually learning and open to improving arrangements, 
thereby reducing conduct risk, and externally to show customers 
and regulators that the firm is taking an appropriate approach to 
conduct risk issues.

Monitoring and review
Monitoring can be undertaken by a number of different areas, 
from first-line monitoring teams to more independent reviews by 
internal audit. The survey sought to establish what involvement 
the risk management function had in assessing various elements 
of firms’ conduct risk framework.

Across all elements identified respondents to the survey 
reported that there was a healthy degree of assessment by risk 
management functions. Corporate governance (42 percent), the 
treatment of customers (39 percent) and financial capabilities 
(34 percent) were the top three issues that were captured 
in monitoring programmes. Conversely it was surprising that 
31 percent of respondents had no involvement in assessing 
incentives or remuneration arrangements.
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“A sound risk culture is a substantial determinant of whether 
an institution is able to successfully execute its agreed 
strategy within its defined risk appetite.” 

Financial Stability Board  consultative document, “Guidance 
on Supervisory Interaction with Financial Institutions on Risk 
Culture”, November 2013.

“The board of directors and senior management are the 
starting point for setting the financial institution’s core values 
and risk culture, and their behavior must reflect the values 
being espoused. As such, the leadership of the institution 
should systematically develop, monitor, and assess the 
culture of the financial institution.” 

Financial Stability Board  consultative document, “Guidance 
on Supervisory Interaction with Financial Institutions on Risk 
Culture”, November 2013.
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HOW OFTEN DOES YOUR FIRM REVIEW CONDUCT RISK 
ISSUES?

The survey asked about the frequency of reviews of conduct risk 
issues. Conduct risk issues were reviewed by most firms quarterly 
(26 percent). The frequency of reviews will depend on the firms, 
their size and the complexity of their arrangements for conduct 
risk issues. Simply reviewing these issues on an annual or ad hoc 
basis may not be sufficient to satisfy the regulatory requirements 
that are expected of many firms, however.

WHAT QUALITATIVE INDICATORS DO YOU USE TO ASSESS CULTURE? MULTIPLE RESPONSES REQUESTED.
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Alongside physical monitoring of conduct risk activities firms also used a number of qualitative indicators to assess culture. The 
survey explored five of these. Fifty-five percent of respondents had adopted strategic key performance indicators, with 49 percent 
relying on individual performance objectives and 45 percent on staff surveys. Firms used a number of different risk models to assess 
conduct risk. The most commonly used was the three lines of defence (37 percent) while others used the Committee of Sponsoring 
Organisations of the Treadway (COSO) framework (26 percent) or a simple red/amber/green indicator. Twenty-one percent of firms 
said that they did not use a specific risk model to assess conduct risk, not even offering an alternative in the other selection.



          CONDUCT RISK REPORT 201318

Reporting

HOW OFTEN DO CULTURAL INDICATORS GET REPORTED 
TO THE BOARD?

HOW FREQUENTLY DOES YOUR RISK OR OTHER 
COMMITTEE DISCUSS CONDUCT RISK ISSUES WITH THE 
BOARD OF DIRECTORS?

These cultural indicators appear to be reported to the board 
most frequently on a quarterly basis (33 percent) with 17 percent 
reporting annually and 31 percent reporting on an ad hoc basis. 
The results on how frequently risk or other committees discussed 
conduct risk issues with the board of directors were more 
encouraging. Quarterly (42 percent) was the most prevalent 

result with monthly coming next (16 percent) then ad hoc (20 
percent) and annually (8 percent).

Much as with conduct risk, it is unlikely that reporting on an 
annual or ad hoc basis will be sufficient to demonstrate a firm’s 
commitment to an appropriate approach to conduct risk issues. 

FOR CONDUCT RISK, ARE REPORTS FROM THE RISK AND 
CONTROL FUNCTIONS (I.E., COMPLIANCE, RISK AND 
INTERNAL AUDIT) ALIGNED?

It was a feature of the FSB’s paper on Risk Governance issued 
in 2013 that boards were getting conflicting and confusing 
information from different control functions, so that firms should 
work to align the messages to boards to make it clearer and 
easier for them to understand and analyze. It is encouraging that 
57 percent of respondents had already aligned the reports from 
their control functions with 28 percent not having done so and 15 
percent having partly done so.
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EXAMPLES OF POOR CONDUCT AND POOR 
MANAGEMENT OF CONDUCT RISK

Regulators across the globe have taken extensive action against 
firms for failings that relate to their conduct over the last 12 
months. The impact on a firm of failing to manage its conduct 
risk appropriately can be severe; large fines can be imposed 

and firms can be ordered to pay significant sums by way of 
compensation and disgorgement. Case studies on three of the 
most high-profile matters to come before regulators recently in 
the UK, the U.S. and Hong Kong follow.

UK FCA FINES LLOYDS BANKING GROUP FIRMS A TOTAL OF £28,038,800 FOR SERIOUS SALES 
INCENTIVE FAILINGS

In December 2013 the Financial Conduct Authority meted out its largest-ever fine for retail conduct failings, to Lloyds 
TSB, Bank of Scotland and Halifax (all part of the Lloyds Banking Group), in the sum of £28,038,800. It included a 
reduction of 20 percent on the original figure of just over £35 million because of early settlement. The FCA increased 
the fine by 10 percent as a punitive measure because the then Financial Services Authority had warned about the 
use of poorly managed incentive schemes over a number of years, and due to the firms' previous disciplinary record. 
This included an FSA fine of Lloyds TSB Bank plc for the unsuitable sale of bonds in 2003, which was caused in part 
by the general pressure to meet sales targets.

The fine was imposed because the FCA found that the group had serious failings in the systems and controls 
governing the financial incentives that they gave to sales staff in Lloyds TSB, Halifax and BoS branches. The staff 
sold protection and investment products to customers on an advised basis.  The firms did not adequately identify the 
risks caused by the use of incentives, had inadequate systems and controls and poor governance of remuneration 
and incentives for advisors.

Tracey McDermott, the FCA's director of enforcement and financial crime said of the case:

"The findings do not make pleasant reading.  Financial incentive schemes are an important indicator of what 
management values and a key influence on the culture of the organisation, so they must be designed with the 
customer at the heart. The review of incentive schemes that we published last year makes it quite clear that this is 
something to which we expect all firms to adhere. 

"Customers have a right to expect better from our leading financial institutions and we expect firms to put customers 
first – but firms will never be able to do this if they incentivise their staff to do the opposite.

"Because there have been numerous warnings to the industry about the importance of managing incentives 
schemes, and because Lloyds TSB had been fined in 2003 for unsuitable sales of bonds, we have increased the fine 
by ten per cent.

"Both Lloyds TSB and Bank of Scotland have made substantial changes, and the reviews of sales and the redress 
now being made should right many of these wrongs."



          CONDUCT RISK REPORT 201320

HONG KONG SECURITIES AND FUTURES COMMISSION REPRIMANDS AND FINES MANULIFE ASSET 
MANAGEMENT FOR INTERNAL CONTROL FAILINGS 

In March 2013 the Hong Kong Securities and Futures Commission (SFC) issued a reprimand to Manulife Asset 
Management (Hong Kong) Ltd and fined it HK$24 million for inadequate internal controls in relation to the 
distribution of Manulife Global Fund from 2007 to 2012.

The decision followed an SFC investigation into the distribution of the Manulife Global Fund by Manulife Asset 
Management in which the SFC found a number of serious deficiencies in the way the Manulife Global Fund had 
been distributed between 2007 and 2012.

The SFC found that Manulife Asset Management's systems and processes for understanding its customers' 
financial situation, investment experience, and investment objectives in soliciting or recommending the sale of 
the Manulife Global Fund to them, were inadequate. Furthermore, it was found that between 2007 and 2009 the 
firm obtained information about customers by compiling an investor profile for each one. However, 73 percent of 
the customers in 2009 were not profiled or their information was either incomplete or out-of-date by at least 12 
months.

From 2010, the firm introduced a questionnaire to assess each customer's risk profile. By February 2012, the new 
process had not been fully implemented to cover all customers and the firm had still not secured a completed 
risk profile questionnaire from 70 percent of its Manulife Global Fund customers.

The SFC found that, together with concerns about the quality and extent of Manulife Asset Management's record 
keeping, the failures jeopardised Manulife Asset Management's capacity to ensure that recommended securities 
were suitable for each customer.

Mark Steward, the SFC's executive director of enforcement, said: "Intermediaries are obliged to ensure a product 
which they recommend is suitable for the customer. This cannot be done in a vacuum and is only effective if it 
is based on accurate, up-to-date information about the customer's financial situation, needs and objectives. 
Manulife Asset Management failed to implement proper processes to comply with this most basic obligation for 
intermediaries."

U.S. DEPARTMENT OF JUSTICE, FEDERAL AND STATE PARTNERS SECURE $13 BILLION GLOBAL 
SETTLEMENT WITH JPMORGAN FOR MISLEADING INVESTORS ABOUT SECURITIES CONTAINING TOXIC 
MORTGAGES

The U.S. Department of Justice, together with federal and state partners, announced on November 19, 2013 a 
$13 billion settlement with JPMorgan, the largest settlement with a single entity in American history, to resolve 
federal and state civil claims arising from the packaging, marketing, sale and issuance of residential mortgage-
backed securities (RMBS) by JPMorgan, Bear Stearns and Washington Mutual prior to January 1, 2009. 

As part of the settlement, JPMorgan acknowledged that it had made serious misrepresentations to the public, 
including the investing public, about numerous RMBS transactions. The resolution has also required JPMorgan 
to provide relief to underwater homeowners and potential homebuyers, including those in distressed areas of the 
country. The settlement does not absolve JPMorgan or its employees from facing any possible criminal charges.

"Without a doubt, the conduct uncovered in this investigation helped sow the seeds of the mortgage meltdown," 
Eric Holder, attorney general, said. "JPMorgan was not the only financial institution during this period to knowingly 
bundle toxic loans and sell them to unsuspecting investors, but that is no excuse for the firm's behavior. The size 
and scope of this resolution should send a clear signal that the Justice Department's financial fraud investigations 
are far from over. No firm, no matter how profitable, is above the law, and the passage of time is no shield from 
accountability."
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These cases concern very different types of firm — an asset 
manager, an investment bank and a retail bank — but one 
element of conduct is common to them all: the disregard for the 
interests of the customer, whether that was a direct customer 
(as in Clydesdale Bank’s case) or an indirect customer or investor 
(i.e., U.S. mortgage holders in the JPMorgan matter).

All three firms placed their own commercial interests above all 
else. The culture and “tone from the top” at these firms were 
probably not as they should have been. This is most apparent in 
the JPMorgan case; the firm was found to have made “serious 
misrepresentations to the public” about what they were selling. 
This same firm has also recently been severely reprimanded 
in the UK and the U.S. for failing to control the behavior of its 
traders in the London Whale case, where the firm was found to 
have misled regulators, among myriad other contraventions.

This behavior resulted in fines from UK and U.S. regulators 
totalling $920 million, with an additional $100 million being 
paid to the Commodity Futures Trading Commission (CFTC) in 
October 2013.

The CFTC charged the bank with violating a prohibition on 
manipulative conduct when it traded in the credit default swaps 
to which the bank had built an outsized exposure by early 2012. 
The bank then needed to exit quickly to try to minimise the 
losses. The CFTC said that by selling a huge volume of swaps in 
a concentrated period, the bank’s traders “recklessly disregarded” 
the principle that legitimate market forces should set prices, 
and that, “JPMorgan traders acted recklessly with respect to 
this fundamental precept by employing an aggressive trading 
strategy.” 

JPMorgan put its commercial interests ahead of market integrity. 
It has now set aside $23 billion to cover future legal costs, and 
has announced plans to spend $1.5 billion and recruit 5,000 
extra staff to bolster its risk and compliance functions.  Tracey 
McDermott, FCA director of enforcement and financial crime, 
said of this plan: “But even 5,000 extra staff will not be enough 
if the culture on the front line doesn’t change. Relying only on 
people’s fear of being caught, whether by compliance or the 
regulator, is not enough. Individuals need to recognise their 
obligations to the markets and their clients and customers, and 
sharpen and heed their sense of moral responsibility.”

“JP Morgan failed to be open and cooperative, even on one 
occasion deliberately misleading us.”

Tracey McDermott, director of enforcement and financial 
crime, UK FCA, October 2013.

 CLOSING THOUGHTS AND NEXT STEPS
Conduct risk is the next step in regulatory evolution. Given 
the deliberate lack of precise detailed rules and prescriptive 
requirements from the regulators it might even be considered 
a revolution. The crux of the challenge for firms and senior 
individuals lies in this very lack of a detailed rulebook and 
associated comfortable safe harbour. Firms and, critically, those 
who run them, need to be able to consider, build and measure for 
themselves what "good" looks like in terms of culture, customer 
outcomes and the way business is undertaken. In other words, 
senior individuals need to choose for themselves how to approach 
the new regulatory expectations and then lead their firms in the 
management and evidenced mitigation of conduct risk. 

There are a number of next steps for all firms to consider. Doing 
nothing is not an option. It may be that, having assessed all 
elements of conduct risk, a firm is happy that all business is being 
done in an appropriately customer-focused, risk-aware way and 
that no changes to the identification and, where needed, the 
mitigation of conduct risks is required. 

Even in this, admittedly unlikely, scenario, however, firms will 
need to still take action by implementing a suite of management 
information and reporting to provide the evidence required by the 

board that conduct risks continue to be managed appropriately 
in line with the firm's own risk culture criteria.

There are five main steps for firms to consider, each of which may 
be broken down into numerous other activities:

•   Define  Firms need to define what "good" in terms of conduct 
risk looks like for their particular business. The regulators have 
repeatedly said that conduct risk is not a one-size-fits-all and 
that boards need to decide for themselves how conduct risk 
should be managed within their firm. It is not a given that the 
individual members of a board will agree on what "good" look 
likes in terms of culture and conduct risk but it is essential 
that a working consensus is reached to enable a coherent and 
positive tone from the top to be set.

•   Assess  Once firms have decided how they wish to consider 
and manage conduct risk issues a gap analysis needs to 
be undertaken to highlight any and all areas where current 
practice is out-of-step with where they wishes to be.

•   Reform  All areas from the gap analysis need to be considered 
and prioritised. Resources and, where needed, sponsorship 
from the very highest levels of the firm should be devoted, and 
importantly be seen to be devoted, to bringing  firms' activities 
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into line with the defined appetite and stance on conduct risk 
and culture.

•   Measure  All firms need to be able to measure and report on the 
qualitative as well as any quantitative elements making up the 
diverse concept of conduct risk.

•   Evidence  Firms need to be able to provide clear evidence of 
all of the above activities, so that a transparent audit trail is 
available and all material decisions recorded. This is for the 
benefit of internal staff and will help with reporting to the 
board (and elsewhere), and to assure the regulators that firms 
have a strong grip on all aspects of their governance and 
control of conduct risk.

There are several threads running through the developing 
expectations and practices associated with conduct risk, not 
least of which is the need to document and provide evidence 
of all aspects of conduct risk. Indeed, the FSB has gone so far 
as to recommend that firms' willingness to document in detail 
the elements supporting its risk culture should, in itself, form 
part of the regulator's overall assessment of risk management 
in the firm. Comprehensive documentation for all elements and 
steps in the definition, assessment, reform and measurement of 
conduct risk may seem like undue bureaucracy but it is critical if 
a firm is to be able to prove to itself and to its regulators that it 
has not only done the right things but it has also done them in 
the right way. 

Other threads are the fundamental role played by the board and 
senior individuals in the successful development of a practical 
positive framework in which to manage conduct risk. The board 
will only be able to succeed in all its risk management endeavours 
if it is supported by truly aligned risk, compliance and control 
functions. This is even more critical in the qualitative world of 
conduct risk, particularly when it comes to the need for high-

quality risk management reporting. When the FSB reviewed the 
matter as part of its work on risk governance it found that "the 
information provided to the board was voluminous and not easily 
understood which hampered the ability of directors to fulfil their 
responsibilities". 

Given that the responsibilities of the board and senior individuals, 
and the personal liability associated with those roles, have 
increased in line with changing regulatory expectations, a 
core competency will be the provision of high-quality, concise, 
coherent management information which enables boards to 
have line of sight to all key risks in the business and to take 
informed risk decisions. Firms need to be aware, however, that 
this may well be a core competency that does not come cheap 
given the investment likely to be required and the need for 
more, industry-wide, work on developing the methodologies and 
mechanisms to measure, document and evidence, consistently, 
the qualitative elements of conduct risk.

Regulators have made it clear that their expectations of firms 
and senior individuals have changed and that conduct risk 
is the new normal. Not all regulators around the world have 
badged conduct risk as such but the changing expectations 
placed on firms by supervisors, and equally on supervisors by 
the supranational bodies and governments, with regard to risk 
culture are universal. 

Financial services is at the start of another phase of change, 
made all the more challenging as it is not driven by a detailed 
set of rules. Firms that do not rise to the challenge will find 
regulators willing to impose ever-higher sanctions and fines. 
Senior individuals who do not engage positively with conduct risk 
may well find that this is career-limiting, and in extreme cases 
career-ending, as regulators seek to enforce their expectations 
on the delivery of good customer outcomes.
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We hope that this new report on conduct risk has been of interest. 
Many of our clients tell us that these reports are helpful when 
they are seeking to benchmark their activities, or for building 
business cases to support greater investment in conduct risk 
programs in the business. We hope this report will be helpful.

HOW ELSE CAN WE HELP YOU?
Thomson Reuters Accelus delivers a wide range of connected 
solutions designed to enable organizations to drive performance 
by better understanding and managing the challenges – as 
well as opportunities – they face through the lenses of risk, 
governance and compliance.

IMPROVE YOUR ORGANIZATION’S RISK CULTURE
Thomson Reuters Accelus eLearning ensures your employees 
adopt your organization’s risk culture, as well as understand and 
correction action specific conduct risk requirements. We offer 
practical, interactive, customizable and cost-effective training 
courses, which change behavior and help to support a culture of 
integrity and compliance. We are a proven partner in delivering 
comprehensive training programs and have provided courses in 
over 30 different languages to more than 2,000 training clients 
and over 2,000,000 users globally.

UNDERSTAND AND MANAGE CONDUCT RISK
Thomson Reuters Accelus Risk Manager is a powerful, connected 
solution for understanding, analyzing, and acting on conduct 
risk information. Accelus Risk Manager enables organisations 
to establish a framework for conduct risk based on their risk 
appetite. The solution captures information such as conduct 
risk incidents, indicators, assessment responses and scenario 
analysis data. The solution provides risk managers with the 
insight to analyse conduct risk through the lenses of their 
organisation’s various structures and reporting lines, so that 
both the cause and effect of specific elements of conduct risk 
can be fully understood. Accelus Risk Manager also empowers 
executives to actively manage conduct risks across the business, 
track the tasks others are expected to perform and report status 
to key stakeholders. The information contained in the solution 
can be linked to key deliverables in an organisation’s conduct risk 
appetite framework, enabling a holistic approach to measuring 
and managing conduct risk. 

MANAGE CONFLICTS OF INTEREST PROGRAMS 
EFFECTIVELY
Accelus Conflicts Compliance helps organizations manage 
a specific aspect of conduct risk – it streamlines employee 

supervision by automating conflict-of-interest and code-of-
conduct management. The solution includes a  Personal Trade 
Monitoring capability, which simplifies the employee trade pre-
clearance process; automates the capture of trade confirms from 
brokerages; reviews employee trading activity against restricted 
lists, insider trading rules, front-running, tailgating and other 
conflict scenarios; and facilitates annual employee attestations 
and disclosures related to personal trading. The solution also has 
a Compliance Program Management capability, which helps firms 
track employees’ gifts & entertainment, political contributions 
and outside interests; automates employee attestations and 
disclosures; and maintains an audit trail of all compliance 
activities for internal and external regulatory reporting.

UNDERSTAND THE CONDUCT RISK REGULATORY 
ENVIRONMENT
Accelus Regulatory Intelligence offers a proactive, connected and 
comprehensive solution to tracking and analyzing the regulatory 
changes that may impact your organization’s exposure to 
conduct risk. Conduct risk is an evolving area of supervisory 
scrutiny – regulators globally are expected to issue new rules 
and approaches to conduct risk over the next two years. In some 
jurisdictions, whole new regulators have been created to manage 
conduct risk regulation. Key features of Accelus Regulatory 
Intelligence include expert regulatory guidance; a search facility 
covering thousands of topics; over 400 regulators and exchanges 
covered; effective, systematic workflow; and direct data feeds.

ENSURE YOUR BOARD IS ON TOP OF CONDUCT RISK
Directors are being held accountable for their actions more than 
ever before, with legal and reputational liability at an all-time 
high. There is increasing pressure from shareholders to balance 
business performance against legal and regulatory obligations, 
while at the same time board directors are being taken to task 
by regulators for poor conduct by employees and inadequate 
risk cultures.  BoardLink is available on iPad or via a web-based 
portal. It enables Board members and corporate secretaries 
to communicate documents, create topic-specific workspaces 
and compile and share Board books, anytime, anywhere. With 
BoardLink, compiling and distributing Board books becomes a 
secure, organized process and the time and resources required 
are significantly reduced.

To speak to a advisor about how Thomson Reuters can help you 
contact us on: North America: Eastern U.S. +1.763.278.8601 or 
Western U.S. +1.763.278.8602; UK & Europe: +44 (0)207 029 
5950; Asia Pacific: +65 6870 3982 or email us on: accelus@
thomsonreuters.com
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