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United Kingdom: FCA Consumer Duty Reform

Meaningful progress accompanied by new challenges

In brief

On 29 June 2026, the Financial Conduct Authority (FCA) published a long-awaited
consultation (CP26/23) on targeted changes to the scope and proportionality of the
Consumer Duty. The proposals are intended to clarify when the Consumer Duty
applies, support a more proportionate approach based on a firm’s role, and reduce
unnecessary cost and complexity, particularly for wholesale firms and firms operating
in distribution chains. The consultation closes on 18 September 2026, with any final
rules expected in Q1 2027. The proposals are likely to be of particular interest to
asset managers and other firms designing products that may end up in the hands of a
consumer, including where the firm itself has no direct interaction with consumers.

Key proposals

Firms carrying on “retail market business” will generally be subject to obligations
under the Consumer Duty. In the FCA'’s view, the vast majority of wholesale market
activity does not have a material impact on retail outcomes and is, therefore, rightly
outside scope of the Consumer Duty. However, for firms primarily engaged in
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wholesale activity, it can be somewhat difficult to determine when the Consumer Duty will apply, and the FCA has seen evidence of
some wholesale firms applying the Consumer Duty in a wider and more extensive way than intended by the regulator. The FCA’s
proposals are intended to reduce uncertainty about when the Consumer Duty applies, and to support a more proportionate
application of the rules in wholesale markets and complex distribution chains. For wholesale firms, the following key changes are

likely to be of significant interest:

. territorial scope: removing business with non-UK customers from the scope of the Consumer Duty;

. role-based application in distribution chains: clarifying that firms in a distribution chain do not need to comply with rules
under one or more of the four Consumer Duty outcomes if they do not conduct a particular role, process or step that is the

subject of these rules;

. limited or remote roles: clarifying that the Consumer Duty does not apply to firms with a limited or remote role, such that
they are unable to determine or influence outcomes for retail customers in relation to a product or service — refining what it

means to exert “material influence”;

. manufacturing responsibilities: replacing the concept of “co-manufacturing” with clearer roles and responsibilities for

“principal” and “secondary” manufacturers;

. excluded activities: setting out a non-exhaustive list of activities that would fall outside scope on the basis that they would

not involve retail market business activities;

. non-retail financial instruments: restating and amending the exclusion for activities linked to non-retail financial instruments
to make clear that the GBP 50,000 threshold applies per investment and per end investor; and

. client categorisation: confirming that encouraging a retail customer to seek categorisation as a professional client to
circumvent consumer protection rules would generally breach Consumer Duty obligations.
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Application of the Consumer Duty for non-UK business

The FCA proposes to limit the Consumer Duty to retail market business where the retail customer is usually resident in the UK,
based on the customer’s residential address or, where the customer is not an individual (e.g., in the case of micro-enterprises),
place of establishment. This means that:

. the Consumer Duty will not apply to a firm conducting business wholly for customers outside the UK;

. where products or services are intended both for sale to both and UK non-UK customers, firms must only comply with
Consumer Duty requirements in relation to customers usually resident in the UK; and

. UK firms may still choose to apply Consumer Duty processes more broadly, but would not need to design products to take
account of specific needs, characteristics and objectives of customers outside the UK, test non-UK customers’ understanding
of disclosure material, or monitor outcomes for customers outside the UK.

Whilst there are certain exclusions applying to the carve-out for non-UK customers (e.g., with respect to pre-paid UK funeral plans
and certain activities relating to UK pensions), these are limited in nature. In addition, the FCA notes that, where a firm finds that
products or services not intended for UK retail customers have in fact been distributed to such customers, that firm should review
and potentially amend its distribution strategy to guard against future sales occurring in the UK. This helpfully suggests that a minor
number of inadvertent sales to UK customers will not, in itself, trigger the application of the Duty, albeit that the distributor will need
to determine whether any particular harm has resulted with respect to UK clients in such cases.

Manufacturers seeking to rely on the new exemption will, however, need to ensure that distribution strategies reflect that a product
or service is intended only for distribution outside the UK. They may, as a result, decide to put in place contractual or other
restrictions on distributors around dissemination of products, to mitigate the risk of distribution to UK customers. Distributors will be
able to use customer addresses to determine a customer’s usual residence, unless there is any reason to believe otherwise.

Scope issues: determining whether a firm is conducting business subject to the Consumer Duty

Firms must consider several factors to understand whether they are subject to the Consumer Duty. While this can sometimes be
straightforward (for example, where a firm is solely responsible for manufacturing or distributing retail products), wholesale firms
providing some services to retail-facing firms may find this assessment more challenging. The FCA proposes to simplify this
assessment as follows:

Definitional changes

. The consultation proposes a number of definitional changes, intended to provide clarity around distribution chains and simplify
the current “product” definition.

. Notably, the FCA is proposing to amend the existing definition of “retail market business” by specifying more clearly the types
of activities that are within scope. This definition is key to the application of the Consumer Duty, which is expressed to cover
retail market business, so any changes in its scope are likely to generate market attention.

. The FCA has proposed in particular that the definition of retail market business should be stated to apply across a defined set
of activities carried out in relation to any product or service that is, or is intended to be, offered, provided or sold to retail
customers.

. These activities include: (i) manufacturing; (i) distributing; (iii) setting the price of a retail product or service; (iv)
preparing or communicating information, including promotions, for a retail product or service; and (v) the provision of
pre- or post-sale consumer support for a retail product or service (along with certain specified activities where there is a
clear connection to products sold to retail customers).

. This final category relating to pre- and post-sale activity functions as a fairly general catch-all category covering a range
of activities (e.g., complaints handling, customer support, product administration and transaction processing).

. As such, the new definition would not appear to significantly narrow the current range of activities that firms currently
consider to be within scope of the Consumer Duty. Indeed, the new reference to pre- and post-sale activity may, if
implemented, introduce new uncertainties given its wide-ranging scope.

. The FCA has, nonetheless, proposed certain helpful exclusions to the definition of retail market business, including, for
example, acting as third party custodian or depositary (see further below).
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Distribution channels

The FCA proposes to clarify which arrangements would bring a firm into a distribution chain for the purposes of the Consumer
Duty, including where a firm provides business-to-business services to enable another firm to undertake its own retail market
business. In general, however, the concept continues to be defined broadly, with a wide range of commercial arrangements
scoped into the concept of a distribution chain.

The responsibilities of firms in a distribution chain will depend on their role in relation to the relevant product — the FCA
clarifies that firms do not need to comply with rules under one or more of the four Consumer Duty outcomes if they do not
conduct a particular role, process or step that is the subject of these rules (for example, the consumer understanding outcome
rules will not apply if a firm has no role in preparing or issuing communications).

The FCA is also proposing to update its guidance to make clear that firms within a distribution chain may rely on information
provided by other firms in that chain, and also on representations as to any actions they have taken (provided that such
reliance would not be unreasonable in the circumstances).

Concept of “material influence”

The FCA proposes to clarify the scope of the Consumer Duty in relation to the concept of material influence by focusing more
on the firm’s role and the extent of its involvement with a retail product or service.

As background, the FCA'’s current guidance on the application of the Consumer Duty provides that where a firm’s role in the
distribution chain means it is unable to determine or materially influence retail customer outcomes in connection with the
product, the firm will not be subject to any obligation under the Consumer Duty (PRIN 2A.1.13). The FCA proposes to delete
this guidance, to be replaced by a new rule and non-Handbook guidance providing that the Consumer Duty does not apply to
firms with a limited or remote role, such that they are unable to determine or influence outcomes for retail customers in
relation to a product or service.

Examples of limited or remote roles provided by the FCA include:

. a portfolio manager whose role is limited to managing assets under a tightly defined mandate from a third party for an
investment product, as it is unlikely that the portfolio manager has a role determining the design, branding and promotion
of the product;

. the manager of an authorised fund which is included in a model portfolio service (MPS) built by a wealth manager,
without the authorised fund manager’s input and without any arrangement between the firms in relation to the design or
operation of the MPS — here, the authorised fund manager would not have any Consumer Duty obligations relating to
the MPS (but would remain subject to relevant obligations in its role as manufacturer of the authorised fund);

. the provision of factual information to support the work of another firm in the chain; and

. the provision of IT systems.

Rules that are irrelevant to a firm’s role

3

The FCA is consulting on the implementation of a new rule which would provide that — where an obligation that forms part of
one of the four Consumer Duty outcomes is simply not relevant to a firm’s “proper role and activities” with respect to a product
or service — that firm is not required to comply with the relevant rule.

Examples given by the FCA of where this disapplication provision may apply are as follows:

. the firm in question is aware that another authorised firm in the distribution chain is responsible for compliance with the
relevant rule;

. the firm is a manufacturer but is not involved in forming the product’s distribution strategy (meaning that the firm would
not be required to comply with obligations relating to the selection of distribution channels); and

. the firm has no involvement in the preparation or issuance of customer communications (meaning that it would not be
required to comply with consumer understanding outcome rules).

Whilst this proposal is generally helpful in providing comfort to in-scope firms that choose to disapply certain aspects of the
Consumer Duty, it seems unlikely to substantially cut down on the current scope of requirements that firms are required to
meet. For example, current FCA guidance already provides scope for a proportionate application of the rules in light of a firm’s
role and the degree to which it can influence consumer outcomes in practice.
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Firms working together to manufacture products

Where more than one firm has a role in the manufacture of a retail product or service, the Consumer Duty requires them to work
together to agree and document their respective roles and responsibilities. The FCA'’s proposals clarify the regulator’'s expectations
for firms working together, including where a firm outsources activities linked to product manufacture to another authorised firm.
Proposed changes include:

rule changes for firms working together to manufacture retail products or services, building on the FCA’s December 2025

statement clarifying regulatory expectations;

removing references to “co-manufacturing”, which feedback suggests lacks clarity, and referring instead to principal and

secondary manufacturers. Firms with substantive control
over the design or operation of the product or service
would be classed as the principal manufacturer and
other firms as secondary manufacturers. More detailed
obligations would apply to firms with a more central role
in the design or operation of a product or service;

principal manufacturers will need to ensure that the
contribution of all manufacturers is set out in a written
agreement that outlines firms’ respective roles and
responsibilities under the relevant Consumer Duty rules.
This is in line with PRIN 2A.3.11, which currently
provides that firms collaborating to manufacture a
product must set out in a written agreement their
respective roles and responsibilities in the product
approval process. The proposed rules reflect that this is
a responsibility of the principal manufacturer, and clarify
what the agreement should cover. The FCA expects that
this agreement would not necessarily be in a separate
document and other, wider agreements between the
firms could be used to meet the requirement;

secondary manufacturers will have more limited
obligations. Specifically, the obligations that would
otherwise apply under the product and services and
price and value outcomes would be disapplied for
secondary manufacturers. Rather, a secondary
manufacturer would be required simply to consider the
substance and impact of its contribution to the
manufacture and pricing of the product or service, and
to ensure that its contribution does not create a material
risk that the relevant product or service would cause
foreseeable harm to retail customers; and

where a firm outsources activities to an outsourced
service provider that is also an authorised firm, both
firms should assess their respective responsibilities
under the Consumer Duty. In doing so, firms should
focus on the substance of what they do, rather than the
contractual structure of the outsourcing arrangement.
The FCA expects that a firm outsourcing manufacturing

New secondary manufacturer obligations

The FCA proposes that “secondary manufacturers” will not
be subject to the complete set of current rules under the
Consumer Duty products and services outcome, nor the
price and value outcome. Instead, secondary
manufacturers will need to comply with more limited
obligations, and what is required of a secondary
manufacturer under the cross-cutting obligations will
generally be less demanding than what those rules would
require of the same firm if it were a principal manufacturer
or the product’s sole manufacturer. A secondary
manufacturer's more limited obligations would include:

= taking reasonable care to consider the substance and
impact of its contribution to the manufacture of the
product and to the overall price or cost of the product,
having regard to the contributions of other manufacturers
in the distribution chain;

= taking reasonable care to ensure that its contribution
does not create a material risk that the product fails to
meet the needs and objectives of retail customers,
causes foreseeable harm to retail customers, or does not
provide fair value to retail customers; and

= sharing with the principal manufacturer (upon request)
information that is reasonably required by the principal
manufacturer to comply with its Consumer Duty
obligations relating to product governance and value
assessment.

It remains to be seen what the market response will be to
the concept of secondary manufacturing. On the one hand,
explicit recognition that the compliance burden should be
lighter for those firms which are not the primary
manufacturer of a financial product appears helpful. On the
other, however, the proposals may reduce some of the
flexibility that joint manufacturers currently have to allocate
responsibilities amongst themselves.

activities will be the principal, or only, manufacturer for the purposes of the Consumer Duty, and the authorised firm acting as
an outsourced service provider will be a secondary manufacturer (subject to obligations under the Consumer Duty that are
proportionate to its contribution). However, the FCA notes that there may be limited cases in which the role of the outsourced
service provider goes beyond providing support and instead involves shaping the key features of the product or how it is
offered to retail customers, such as where it designs or determines core aspects of the product or service, has the ability to
made or approve decisions about operation, distribution or value to retail customers, or acts as the main provider of the
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product to retail customers. In these cases, the FCA would treat the outsourced service provider as a principal manufacturer
for the purposes of the Consumer Duty.

This clarity proposed by the FCA has the potential to be helpful to the market, which has struggled with the concept of “co-
manufacturers” for some time. However, it may remove some of the flexibility firms currently have to determine where responsibility
should lie for compliance with product governance and other requirements.

Additional exclusions for activities falling out of scope

The FCA proposes the following non-exhaustive list of activities excluded from scope on the basis that they would not involve retail
market business activities:

. merchant acquiring (unless the merchant client meets the definition of a retail customer for the payments sector);
. market making;

. provision of ESG ratings (to be aligned with the FCA's final approach in the final rules for ESG ratings providers, which will be
published in Q4 2026);

. acting as an indirect access provider (e.g., providing another firm sponsored access to the UK interbank retail payment
systems);

. providing certain products or services that act as components in a third-party’s retail product or service (the FCA gives the
example of derivatives built into a retail investment product for example);

. safeguarding of funds for payment services or e-money activity, where firms do not engage directly with retail customers in
relation to the activity;

. acting as a third-party custodian or as depositary, where firms do not engage directly with retail customers in relation to the
activity; and

. supporting defined benefit pension scheme trustees with respect to scheme members, where firms do not engage directly
with retail customers in relation to the activity.

Application of the Consumer Duty to non-retail financial instruments

There is an exclusion from the Consumer Duty’s scope for certain activities linked to financial instruments designed primarily for
wholesale investors, where the minimum investment is GBP 50,000. In light of the FCA’s concerns that the current wording might
be interpreted as excluding certain retail activity that it was not intended to capture such as platform sales aggregated to meet the
threshold, the FCA has helpfully proposed to restate and amend the exclusion to make clear that the GBP 50,000 threshold applies
per investment (minimum denomination or otherwise minimum investment) and per end investor.

Retail customer scope and client categorisation

The FCA confirms that encouraging a retail customer to seek categorisation as a professional client to circumvent consumer
protection rules would generally breach Consumer Duty obligations. Although no changes are proposed in this consultation to rules
and guidance relating to client categorisation, the FCA will further clarify its expectations as part of its workstream on client
categorisation.

Next steps

The consultation closes on 18 September 2026, with any final rules expected in Q1 2027. A number of the proposals are likely to
be welcomed, particularly the proposed limitation to non-UK customers, the endorsement of the GBP 50,000 minimum investment
threshold, and the recognition that firms should not automatically be scoped into the Consumer Duty simply because their products
are incorporated into another firm’s retail investment product. Others may receive a more mixed response, particularly with respect
to the proposals on secondary manufacturers.

Over the next few months, firms should keep track of the evolving rules and review the proposals against their current Consumer
Duty scoping analysis, distribution chain arrangements and product governance frameworks. They should also consider whether
existing documentation clearly records each firm’s role and responsibilities, particularly where multiple firms contribute to the
manufacture or distribution of a retail product or service.
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