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2017 – 2019: Key Dates for the insurance 
sector
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Insurance Distribution Directive 
(IDD)
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Background and Purpose
◦ The IDD replaces its predecessor - the Insurance Mediation Directive

◦ IDD must be transposed by 23 February 2018 
◦ (note: European Commission confirmed on 20/12/17 that the application date of the IDD will be postponed until 1 October 2018,

although Member States would still be required to transpose the IDD into national legislation by 23 February 2018).

◦ Applies across the EEA area notwithstanding Brexit looming

◦ Purpose of IDD is to: 
◦ Ensure level playing field throughout the EEA

◦ Ensure level playing field for all participants in the distribution of insurance

◦ Strengthen customer protection
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Key changes
•Conduct of Business for non-investment insurance business
• Wider applicability 
• Large risks for commercial customers  - Additional requirements will apply to firms distributing large risks for “commercial 

customers” where the risk is located within the EEA (distribution of risks for “retail customers” are already included)

• Wholesale intermediaries and other intermediaries not in contact with the end customer - Additional requirements will apply to 

ALL intermediaries carrying out insurance distribution business regardless of whether they are in direct contact with the end

customer. EG. wholesale intermediaries and Lloyds brokers will be subject to obligations including the new “customer’s best 

interests rule” and an associated prohibition on remuneration and performance management practices which would conflict with 

the Customer’s Best Interest rule.

• General Principles and Customer’s Best interests
• A set of general principles applicable to all insurance distributors will be introduced. These are overarching requirements, which 

apply in a similar way to the FCA’s Principles for Businesses, and will include a new “Customer’s Best Interests” rule. 

• Disclosure
• Remuneration: Firms will need to comply with additional requirements in relation to the disclosure of remuneration

• Product: Additional information to be disclosed including  a new obligation to provide an Insurance Product Information Document

(IPID)

• Selling practices
• Customers must consent/agree to receiving documents by website/non-paper medium

• Additional provisions in respect of a customer’s demands and needs will be introduced as well as new requirements in respect of 

cross-selling activity
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Key changes
•Minimum necessary knowledge
• All employees (including management) involved in insurance distribution must have appropriate knowledge and ability (by meeting 

the “minimum necessary knowledge” criteria) and be able to demonstrate a minimum of 15 hours in continuing professional 
development every year.

• Product Oversight and Governance
• Specific requirements are set out in the Product Oversight and Governance Regulation (POG Regulation) in respect of the 

manufacture (and distribution) of products and it will be key for firms to ensure they understand their associated responsibilities as 
either a manufacturer or distributor (or both). Firms will need to ensure they have systems and controls in place for the design, 
approval, marketing and ongoing management of products throughout their lifecycle.

• Ancillary Insurance Intermediaries (AIIs)
• A new category of intermediary will be introduced, divided into three sub sets: “In-scope ALLs"; “Connected Travel Insurance (CTI) 

providers”; and “Out of scope AIIs.” 
• Additional requirements are placed on those firms distributing products through the out of scope AIIs including the requirement to 

ensure there are appropriate and proportionate systems and controls in place to comply with the “IDD minimum requirements” 
including the Customer’s Best Interests rule.

• Passporting Regime
• Various changes will be made to the passporting regime (whilst firms are still able to passport) in particular a more detailed process is 

to be followed than was the case under the IMD, and a new notification regime will apply to firms passporting for the first time.
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Changes for Reinsurance
•CASS 5 to be mandatory for reinsurance mediation 

•Use only authorised or exempt insurance intermediaries for insurance distribution

•Complaints procedures to cover commercial customers, including reinsurance transactions

•Minimum 15 hours CPD for anyone involved in reinsurance distribution activities
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Consider the adequacy of product design, oversight and governance processes

Assess how to comply with customers’ best interests rule and evidence compliance

Review appropriateness and contractual arrangements of distribution chain including position of introducers

Design training programme for staff and also processes for recording compliance

Identify all staff who will require appropriate training

Prepare IPID’s for all relevant products and review other documentation

Review commission arrangements and decide appropriate method for disclosures 

Key tasks



What YOU should be asking?
•Who is co-ordinating the IDD project?

•Have you got an Action plan? What are the key workstreams – Wordings for IPID; Professional 
Development?

•Are you on track?

•How are you communicating with your coverholders?

•How are you engaging with Legal/Compliance Representatives from EU jurisdictions to consider 
local implementation?

•Who is updating the firms policies and procedures around Product Governance, Training & 
Competence, Conflicts of Interest?

•How are you going to train ALL employees on the NEW requirements?
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Senior Managers and 
Certification Regime (SMCR)
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What next?
•Extension of the bank/insurer regime to all FCA-regulated firms which was implemented 
following Parliamentary recommendation to develop a new accountability system

•Three consultation papers have been issued

•The new rules will start when the Treasury sets the dates (assumed late 2018 for insurers and 
mid – late 2019 for solo regulated firms)

•FCA aims to ensure the regime is proportionate
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The changes
Three categories of firm
1. Enhanced Firm– small proportion of solo-regulated firms that will have to apply extra rules ( eg firms 

with total intermediary regulated business revenue of £35m or more p.a.)
2. Core Firm – Most of you are likely to be a core firm
3. Limited scope firm  - some firms will have a reduced set of requirements
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The new structure…
Three elements to the core regime
1. Senior Managers Regime – most senior individuals in 

a firm and will require FCA approval; all Senior 
Managers must have a statement of responsibility 
setting out what they are responsible and 
accountable for; will also have a duty of 
responsibility so that if anything goes wrong, the FCA 
can consider whether the individual took reasonable 
steps; some new responsibilities (prescribed 
responsibilities)

2. Certification regime – this is for those individuals 
who are not senior managers but whose roles could 
have a large impact on customers, markets or the 
firm. Are not FCA approved, but firm must check and 
confirm (ie certify) that they are suitable to perform 
their role on at least an annual basis

3. Conduct Rules – these rules will cover almost every 
person who works at the firm and are about 
improving the behaviour of staff 

Three categories of staff
1. Senior Managers  - Prior regulatory 

approval, Statement of responsibility, Duty 
of responsibility, prescribed responsibilities, 
subject to all new Conduct Rules

2. Individuals who are not senior managers 
but could have a large impact on customers, 
markets or the firm - Firm certifies as fit and 
proper; Subject to first tier Conduct rules

3. Nearly everybody else (ie all staff other 
than those considered to be ancillary eg
receptionists; post room staff; switchboard)  
- Subject to first tier Conduct rules
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Summary
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Senior Manager 
Conduct Rules

Individual 
Conduct Rules

Senior Managers regime 

Senior Management 
Functions

Duty of responsibility Statement of Responsibilities Regulatory pre-approval Prescribed responsibilities

Certification regime

All staff who perform financial services roles, except ancillary staff (for example, caterers, cleaners and security staff)

Other staff

Fit and proper requirements Regulatory references

Firms certify 
suitability of staff

Annual assessments by firm 
of staff suitability

Fit and proper requirements Regulatory references 
May cause significant harm 

to firm or customers



Who is a senior manager?
•Those individuals who are the most senior in a firm with the greatest potential 
to cause harm or impact upon market integrity. 
•The FCA defines which types of role are Senior Management Functions so it 
knows who a firm’s most senior decision makers are and to ensure firms clearly 
allocate responsibilities to those key decision makers. 
•Individuals can hold more than one function (and can be applied for at the same 
time). Also, similar to the existing Approved Persons regime, not all functions are 
applicable to all firms.
•There is no territorial limitation on the Senior Managers Regime. This means 
that the Senior Managers Regime will apply to anyone who performs a Senior 
Manager role, whether they are based in the UK or overseas.
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The Senior Management Functions 
(for core firms)

Function name Description
Governing Functions
SMF 1 – Chief Executive This is the person(s) with responsibility, under the immediate authority of the governing body, for the 

conduct of the whole of the business (or relevant activities).
Note: Although the Chief Executive is the most senior member of an executive team, it does not mean 
that a firm’s governing body cannot allocate specific responsibilities to other Senior Managers.

SMF 3 – Executive Director A director of a firm, other than a Non-Executive Director.
SMF 27 - Partner A partner in a firm, other than a limited partner in a partnership registered under the Limited 

Partnership Act 1907.
Governing Function – Non-Executive
SMF 9 - Chair The person with responsibility for chairing, and overseeing the performance of the role of, the 

governing body of the firm.
Required Functions
SM16 – Compliance Oversight This is the person responsible for the compliance function in the firm and reporting to the governing 

body on this
SMF 17 – Money Laundering Reporting officer This is the person who has responsibility for overseeing the firm’s compliance with the FCA’s rules on 

systems and controls against money laundering.
SMF 29 – Limited Scope Function (relevant to 
some limited scope firms only)

This is currently called the ‘Apportionment and Oversight Function’ under the Approved Persons 
Regime. It is the person who deals with the apportionment of responsibilities under SYSC 4.4.3 R and 
oversees the establishment and maintenance of controls under SYSC 4.1.1 R.
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Responsibilities
•Statement of Responsibilities

◦ Every Senior Manager must have a Statement of Responsibilities Document which sets out their role 
and responsibilities.

◦ These must be submitted to the FCA when applying for approval/on significant change
◦ There will be a template provided

•Duty of Responsibility
◦ Every Senior Manager will have a duty of responsibility as a result of FSMA so that they are held 

accountable if a firm breaches one of the FCA’s requirements and they did not take “reasonable steps” 
to prevent the breach

◦ Burden of proof lies with the FCA to prove that the Senior manager did not take steps a person in that 
position could reasonably be expected to take to avoid the firm’s breach occurring
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Responsibilities
•Prescribed Responsibilities

◦ Specific Responsibilities defined by the FCA which must be allocated to Senior Managers (should be 
given to the most Senior Manager responsible for that issue)

◦ For Core forms these are:
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Prescribed 
Responsibility

Description

1 Performance by the firm of its obligations under the Senior Managers Regime, including implementation and oversight
2 Performance by the firm of its obligations under the Certification Regime
3 Performance by the firm of its obligations in respect of notifications and training of the Conduct Rules
4 Responsibility for the firm’s policies and procedures for countering the risk that the firm might be used to further financial crime
5 Responsibility for the firm’s compliance with CASS (if applicable)
6 Responsibility for ensuring the governing body is informed of its legal and regulatory obligations 



Systems and Controls
•Firms – will need to ensure they have the systems and controls in place to comply with the new 
requirements (eg governance procedures, fit and proper processes, allocation of Prescribed 
Responsibilities)

•Individuals – Senior Managers must ensure they understand the nature of their role and the 
obligations, responsibilities and duties of being a Senior manager
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Responsibilities map
Compile and maintain document(s) showing:

• Firm’s key functions
• What positions run the firm
• Individuals in each position or with responsibility
• Allocation significant responsibilities
• Reporting lines

The responsibilities map should:
• Be a comprehensive up-to-date document(s)
• Describe management and governance arrangements
• Ensure collective allocation of responsibilities complete
• Detail lines of reporting & responsibility & the persons performing them
• Detail management & governance of firm’s main business areas & governance functions

Regulator will use for BAU and will scrutinise during supervision



What do you as an individual need to do?
Your responsibility is personal, not collective

1. Walk through your area of responsibility from nose to tail 
• Periodically refresh your understanding of the risks especially as things change
• Is the governance fit for purpose

2. Identify and calibrate the risks
• How do you manage them
• Look at the MI you give and receive

3. Assess operational risk framework
• Check what Compliance monitors
• Does the business get the right messages

4. Review your role (and statement of responsibility)
• Is it clear and up-to-date
• Are your reports suitable and do you oversee them



Responsibility of NEDs
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NED

Understand 
Business Risks

Scrutinise and 
Challenge 
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Contribute 
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Accurate 
Minutes

MI
Performance

Financials
Controls

Your 
Committee

Management 
oversight & 
reporting 
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Remuneration

Responsibility of NEDs



Key impact
The shift towards individual responsibility may make it harder to attract and retain Senior Managers.

Employers will want to ensure that the Statement of Responsibilities is detailed and comprehensive while Senior Managers are likely to want to 
minimise the areas for which they would be held responsible, leading to lengthy negotiations. It is likely that Senior Managers will want to obtain 
independent legal advice and may look to the employer to cover this cost.

Senior Managers keeping more detailed records of decision making within their business area may fuel a practice of ‘finger pointing’.

Exits could become more protracted with Senior Managers potentially threatening to provide unhelpful handover certificates unless their demands 
for severance are met.

Banks could see an increase in whistleblowing allegations from Senior Managers who are exited to try and minimise culpability and extract exit 
packages.

In future, a Senior Manager's entry on the FCA database will include more information on disciplinary action taken against them. This could have 
implications for a manager's future employment prospects.

The new regime may require changes to employment contracts and policies such as ensuring that there is a requirement to comply with the 
Conduct Rules, complete Statements of Responsibilities and handover certificates and a contractual basis for dismissing with immediate effect 
where these requirements are not met.

Although much of the focus of the new regime is on Senior Managers, the conduct rules will be extended to cover more employees than the 
previous regime.
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The Certification Regime and other staff
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Certified staff …
Are those staff that:
• are involved in the firm’s regulated activities
• Are not Senior Managers
• Are based in UK/deals with UK customers; and
• Whose activities involve a risk of significant 

harm to firm or customers

•The FCA has set out the roles it considers to 
be Certification functions
• The Significant Management Function applies 

to those who has a significant responsibility for 
a significant business unit and is not limited to 
those that perform commercial activities (so 
could include HR, IT, Ops)
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Certification Function Overview
Significant 

Management Function 
(based on current CF 

29)

These individuals perform functions that would have been Significant 
Influence Functions under the Approved Persons Regime.
These important roles can seriously impact the way the firm conducts 
its business.

Proprietary traders 

(covered by CF 29)

CASS Oversight 
function (current CF 

10a)
Functions subject to 

qualification 

requirements

This includes, for example, mortgage advisers, retail investment advisers 
and pension transfer specialists. The full list is set out in the FCA’s Training 
and Competence Sourcebook.

The client dealing 
function (expanded 

from the current CF 30)

This function will be expanded from the current CF30 function to apply to 
any person dealing with clients, including retail and professional clients and 
eligible counterparties. This will cover people who:
• advise on investments (other than a non-investment insurance contract) 
and perform other related functions, such as dealing and arranging
• deal, as principal or agent, and arrange (bring about) deals in investments
• act in the capacity of an investment manager and all functions connected 
with this
• act as a bidder’s representative

Supervisors or 
Managers of a 

Certified Function 
(indirectly or directly) 

but who is not a Senior 

Manager

This will ensure that people who supervise certified employees are held to 
the same standard of accountability. It also ensures a clear chain of 
accountability between junior certified employees and the Senior Manager 
ultimately responsible for that area. For example, if a firm employs a 
customer-facing financial adviser, every manager above them in the same
chain of responsibility will have to be certified (until the Senior Manager 
approved under the SMR is reached).



Fit and proper
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Fit and Proper
•Fit and Proper requirements apply to Senior Managers, NEDs, and Certification staff

•Firms must assess an individuals fitness and properness on an ongoing basis and at least once a 
year

•Firms must collect new evidence when assessing candidates for these roles including criminal 
records checks and regulatory references
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Conduct Rules
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First tier – rules for everybody
Individual Conduct Rules

Rule 1: You must act with integrity.
◦ Manage risk, exercise sound judgement, observe rules as well as honesty

Rule 2: You must act with due skill, care and diligence.
◦ Understand the business, the regulations and act compliantly & competently

Rule 3: You must be open and cooperative with the regulators.

Rule 4: You must pay due regard to the interests of customers and treat them fairly.

Rule 5: You must observe proper standards of market conduct.
◦ All markets, not just listed securities
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Second tier – Senior Manager Conduct 
Rules
SC1: You must take reasonable steps to ensure that the business of the firm for which you are 
responsible is controlled effectively.

SC2: You must take reasonable steps to ensure that the business of the firm for which you are 
responsible complies with relevant requirements and standards of the regulatory system.

SC3: You must take reasonable steps to ensure that any delegation of your responsibilities is to 
an appropriate person and that you oversee the discharge of the delegated responsibility 
effectively.

SC4: You must disclose appropriately any information of which the FCA or PRA would reasonably 
expect notice.
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Breach Regulatory 
Investigation

Identify responsible 
individual

What action did you 
take?

Do you have an audit 
trail?

Did you make the 
notification to the 

regulator?

Did you mitigate the 
risk?

What lessons did you 
learn?

How did you enhance 
your controls?



Thematic reviews and market 
studies
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FCA wholesale insurance market study
◦ In its 2017/2018 Business Plan, the FCA announced its intention to undertake a wholesale insurance market study, 

to be completed in 2018/2019.

◦ The study is “to ensure that the wholesale insurance market is working well and fosters innovation and competition 
in the interests of a diverse range of consumers". 

◦ The FCA will assess “how effectively competition is working in these markets, including how firms ensure practices 
do not create market integrity and conduct risks."

◦ The Regulator will take “appropriate remedial action” following this.
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FCA - Value in the distribution chain review

◦ In its 2017/2018 Business Plan, the FCA further announced that it would carry out a review into value in 
distribution chains.

◦ The FCA said that “Our review into the effectiveness of governance and oversight of delegated authority 
outsourcing showed that the length of the distribution chain can potentially erode the value of a 
product or service in different sub-sectors.”

◦ Therefore the FCA has stated that it “…will conduct a further review to understand the end-to-end 
relationships in these distribution chains. The findings will help us decide whether, and what, further 
action is required in this sector.”
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FCA – Firms’ pricing practices
◦ In its 2017/2018 Business Plan, the FCA also announced that it would carry out a review into pricing practices.
◦ First announced in September 2016, when the regulator published a Feedback Statement on its Call for Inputs on 

Big Data in retail general insurance. 
◦ Intentions for the study include:

◦ “..gain a better understanding of how these developments are affecting the market”
◦ Looking at “…how firms’ pricing approaches and rating factors work in practice”
◦ Assessing “…the drivers and types of systems and data [that] firms use to decide the final price to consumers”

◦ The FCA is concerned that big data might lead to price discrimination rather than price optimisation

36

Slide Layout:
Simple Bullet list

Simple bullet list



Pain points

Increased regulatory burden in an age where the 
focus of accountability on the most senior individuals 

GDPR in May 2018 followed by IDD and SMCR

These new challenges will impose significant 
operational requirements on firms, both in 
implementation and as on-going business as usual 
activities. Preparation will be required to ensure 
sufficient resources are available in the middle and 
back office to support the transition

It is imperative that firms do not underestimate the 
amount of work required to ensure compliance with 
the new regimes



Pain points (cont.)

Rising cost of regulation / compliance:
◦ BIBA: 70% increase in regulation cost for small business brokers

◦ Accenture: Compliance costs for Financial Institutions will continue to 
increase over the next two years, driven by regulations and emerging risks 

-- (Global Accenture Survey of Executives)

◦ Thomson Reuters: 63% UK financial firms believe the cost of senior 
compliance staff will increase in the next 12 months 

-- (2017 Cost of Compliance Report)

Greater risk of missing something important due to 
increased regulatory burden



Pain points (cont.)
Business fines

Personal liability for senior execs (SMCR)



Reg Tech Solutions
u Continually updated with regulatory expertise

u Multi-device (web, tablet, mobile)

u Cost-effective - cost of compliance is a heavy burden 
on the industry, somewhere between £10 billion and 
£20 billion in the UK

u Secure

u Inncreasing the effectiveness and the efficiency of 
compliance

u Increased bureaucracy damages customer retention 
and onboarding, while complex regulation can get in 
the way of innovation

u Can be applied across different areas of the business



QUESTIONS?


