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Today/Learning outcomes...

By the end of this briefing you will h
an insight into:-

1. SM&CR proposals
2. Certification require
3. Fit and Proper r

Bear in mind...

» Today is not formal ‘advice’

* Itis an overview using
those of the FCA an
professional servi

* |t should, at




Today...

1. Introduction

2. Overview of
a) Senior Managers
b) Certification

Some common misconceptions

SM&CR is owned by
Compliance

SM&CR is just an iteration

of the Approved Person’s
Regime

No involvement needed
from other business
functions

Minimal crossover and
linkage with other systems
and processes

SM&CR does not involve
any sensitivities for
individuals




1. Introduction

that the ties of professional identity, which can serve to inculcate a sense of pride and personal responsibility
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6 A new framework for individuals

The contribution of governance

537. The previous chapter considered the extent to which the problems of standards and culture in banks can be
tackled through the improved operation of the market. This chapter, and the subsequent two, considers the
degree to which those problems can be addressed through changes to the governance of banks, supported where
necessary, by oversight. This chapter considers the current and possible future frameworks for individuals working
within banks. Chapter 7 examines the formal collective structures within banks for their governance and control,
and the more informal elements in play in helping to determine standards and culture in banks. Chapter 8
considers remuneration.

Taking individual responsibility

538. Chapter 3 examined the extent to which the underlying problems of standards and culture could be attributed
to the structures and incentives affecting the behaviour of individuals. A common thread of that analysis was a
pervasive sense, reinforced by much of the evidence, that a culture exists in banking which diminishes a sense of
personal responsibility. The Commission expressed concern, in particular, about the "accountability firewall" which
seems to have developed to prevent those in senior positions having a strong sense of personal engagement with
and responsibility for failings and misconduct within their line of management. The collective nature of official
decision-making has also served to insulate individuals from a sense of individual responsibility. We also noted




“An awful lot of people in banks are not part o
the Approved Persons Regime and so do
fall subject to its sanctions. For exampl
people who submit LIBOR data and
who are trading on the back of
would not have been part of
Persons Regime. That is
of the first things that
looked at is expandi

* “While the Commission’s recommendati
relate to standards in the banking se
consider it plausible that the wea
the approved persons regime
the banking sector but oth
financial services indus

* “The Government a

that many of the
Commission
sector.”



Enforcement

* 60% of fines levied against indivi
» Mainly against directors
» Average £570,000
They were responsi

Are we tr
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Sector Views

Consumer perspective

* Many do not feel that the literature provided
them chose the right product, provider or
able to meet their needs

* |nsurers command trust but not |

» Understanding of price com
by age (57% of 25-34 an

* Regulation is driving i
Differential prici




Harm indicators

1. Market abuse, unreliable performance, disorderly fai

2. Buying unsuitable or mis-sold products; custo
service/treatment;

3. Important consumer needs are not me
in the existing range of products, co
of market resilience;

4. Prices too high or quality to

5. Risk of significant harmf
the UK economy an

6. Customers with
. Customers

Cont...

8. Customers unaware of high excesses — potentiall
unaffordable business placed with unsuitable i

9. Customers not being treated fairly when t
10. Vulnerable customers;

11. Sales culture that is not in the in
12. Pressure selling leading to p

13. Lack of effective govern
board challenge;

14. Lack of due dili
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General Insurance Pricing Practices
Terms of reference

Market Study
MS18/1.1

October 2018




discussion paper on fair pricing in financial services. General insurance pricing practices remain an FCA
priority.

During the review, we identified the following issues regarding firms’ pricing practices that could cause
significant harm and poor outcomes for consumers.

i, Firms failing to have appropriate and effective strategies, governance, control and oversight of
their pricing practices and activities, such that they are unable to reliably assess and evidence
whether they are treating their customers fairly.

. Differential pricing leading to some identifiable groups of consumers paying significantly higher
prices than other identifiable groups of consumers with similar risk and cost to serve
characteristics.

ii. The risk of discriminating against consumers through using rating factors in pricing based (directly
or indirectly) on data (inclucing third party data) relating to or derived from protected
characteristics.

We view pricing by general insurers and relevant intermediaries as a key business activity. There is a




Veracity Index 2018 - all professions

“Now I will read you a list of different types of people. For each would you tell me if you generally trust them to tell the truth, or not?”

Nurses I 96%

Doctors
Teachers
Engineers
Professors
Scientists

o ———————2252525————————————EEEE—— L
—cc————— B
I 27 %
I, 36
I S5 %

Judges I 33%
Members of the Armed Forces I 78%
The Police I 76%
Television news readers I 62%
Clergy/priests I 52%
The ordinary man/woman in the street [ 2%
Civil Servants I 62%
Pollsters I 529
Charity chief executives I 8%
Trade union officials [ 45%
Bankers [N 41%
Local councillors I 40%
Business leaders I 34%
Estate agents
Journalists
Government Ministers
Politicians generally [N 19%

Advertising executives 16 % trust to tell the truth

Base: 1,001 British adults aged 15+, fieldwork 12 - 21 October 2018

OVERALL THEMES FOR CONSUMERS

Loyalty is the key opportunity, with customers feeling that they are forced to switch providers
every year or face being ripped off

10

Over Served

Speed (claims)
® Confi dénce

Maintain
® protection |

Performance

3 Relationship~
5 Improve
: |
Urgent Action
0 |
| 2 3 4 5 6 7 8 9 10

Importance




TOP FIVE OPPORTUNITES FOR CONSUMERS

Overall the biggest opportunities show that customers want to stay with the same insurer,
but don't believe that heir insurer recognises or values their loyalty

10

9  over Served

The policy is
explained clearly

I understand any /

discounts or no
claim bonus

=

Provider matches
-a cheaper price

Maintain

Performance
-9

Discount for staying
O with the same company

» | Improve
Premium doesn't increase
because I'm not a new customer

Urgent Action

[o} 1 2 3 4 5 6 7 8 9 10
Importance

2. Overview
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The Senior Managers and Certification Regime:

Guide for FCA solo-regulated firms

>b@ Read Me!

Finalised guidance

FINANCIAL
CONDUCT
AUTHORITY

FG19/2 Senior Managers and Certification
Regime: Guidance on statements of
responsibilities and Responsibilities

Maps for FCA firms

March 2019




Preamble...

FCA believe that holding individuals to accou
key component of effective regulation

Senior Insurance Managers regime (
applies to insurers, reinsurers, Llo
Agents (applies to senior indivi

Senior Managers and Certifi
rolled out at the same ti
all employees

Following the B
Services Act
regulated fi
prudenti

* It replaces the current Approved Persons
Regime, changing how individuals workin
financial services are regulated

* Aims to reduce harm to consumer
strengthen market integrity by
more accountable for their
competence.

e Further aims to:




» Accountability means the FCA have cl
to who is responsible for what, an
are responsible for ensuring all i
within their areas meet the c
and competency

* SMs have a very clo
the business - to

Applicability?

* The proposals relate to all firms reg
the FCA

* As well as the firms themsel
proposals will affect eve
financial services role

* The proposals do
persons and i
Representati




Scope

Limited
reduced set of requirement
Core

standard set of re
Enhanced
where re
— additi

Firm type Description
Limited Scope Firm Firms that will be subject to fewer requirements than core firms.
This covers all firms that currently have alimited application of the
Approved Persons Regime, including:
¢ Limited Permission Consumer Credit Firms
® soletraders
* authorised professional firms whose only regulated activities in are
non-mainstream regulated activities
* oilmarket participants
* service companies
* energy market participants
* subsidiaries of local authorities or registered social landlords
* insurance intermediaries whose principal business is notinsurance
intermediation and who only have permission to carry oninsurance
mediation activity inrelation to non-investment insurance contracts
* internally managed AlFs
Core Firm Firms that will have a baseline of SM&CR requirements applied
Enhanced Firm A small proportion of solo-requlated firms that will have to apply
extrarules




Are you a firmthat

is currently exempt You are notan

fromthe APP{CWed £ SMA&CR firm
Persons Regime?

!

Are youafirm thatis

currently subjecttoa " o
e e
‘the Approved 5

Persons Regime?

J

T

You are a Core SM&CR firm unless one of the following applies:

You,af ”gtzr“ You are afirm Youarea
You are a firm with intermediary reve‘:i‘;g il mb( f'tl ga_{g:
Ye Assets Under regulated business S
ouarea ; by regulated administrator
St ‘You area CASS Management of revenue of 2
Significant = = consumer credit {thatis not a bank)
FPRU firm Large firm £50 billion or more £35 million or lending of £100rm with 10,000 or
as athree year more per annum, orrncii'g e Fhérer Si-d
rolling average caiculated as th z gi]
athree year asa ree year mortgages
rolling average rolling average outstanding

A \ ! !

You are an Enhanced SME&CR firm

The core regime

1. Senior Managers
2. Certification
3. Conduct Rules




a. Senior
Managers

Senior Managers Regime

Focuses on the
most senior
people

Approved by Duty of
the FCA Responsibility

Statement of Regulatory Criminal
Responsibility References Records Checks

Prescribed Senior Manager

Responsibilities Conduct Rules i Rl

Different Senior Management Functions (SMFs)
and Prescribed Responsibilities (PRs) apply to
different tiers




Senior Managers

» Only exec directors and partners and th
chair of a board (or snr ind dir)

» Will incl those with overall respo
key activities and business ar
Management Functions)
Prescribed Responsibili

» Statement of Res
responsibilities

e Annual

Core SMFs

There are 6 SMFs within the Core SMR, and these are set out in the table below.

SMFs for Core firms

Function Name Description

Governing Functions

SMF1—ChiefExecutive | Thisis the personls) 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.

SMF3 —Executive Adirector of a firm, other than a Non-Executive Director.
Director
SMF27 - Partner A partnerinafirm, other than a limited partnerin a partnership registered

under the Limited Partnership Act 1907.

SMF9 - Chair The person with responsibility for chairing, and overseeing the performance
of the role of, the governing body of the firm

Required Functions®

SMF16— Compliance This is the person responsible for the compliance function in the firm and
Oversight reporting to the governing body on this.

SMF17 —Money This is the person who has responsibility for overseeing the firm's
Laundering Reporting compliance with the FCA's rules on systems and controls against

Officer money laundering.

The SMFS — Chair is the only approved function that can be held by a Non-Executive
Director (NED). Other NEDs currently approved te hold the CF2 function under the
APR will nc lenger need to be approved by us, and their existing approval will lapse at
the start of the new regime.

These NEDs will, however, still be subject to our Conduct Rules, fit and proper
requirements and regulatory reference rules, as set out in Section 11




Compare AP to SMCR

Current controlled function

CF1-Director

Possible corresponding Senior
Management Function(s)

SMF3 -Executive Director

CF2-Non-Executive Director®

SMF9—Chair

CF3 -Chief Executive

SMF1 -Chief Executive

SMF19—Head of Third Country Branch

CF4-Partner

SMF3 - Executive Director

SMF27 —Partner

CF5-Director of Unincorporated Association

SMF3—Executive Director

CF6-Small Friendly Society Function

SMF3 —Executive Director

CF8 - Apportionment and Oversight Function

SMF29 - Limited Scope®

CF10-Compliance Oversight

SMF16-Compliance Oversight

CF11-Money Laundering Reporting
Officer (MLRO)

SMF17 -Money Laundering Reporting
Officer (MLRO)

CF29-Significant Management Function’

SMF21 -EEA Branch Senior Management Function

Existing approved roles that end at Commencement of the SM&CR

A number of existing functions at Core and Limited Scope firms won't be automatically
converted at Commencement of the new regime. This is because these roles will

no longer require approval by the FCA. However, some of these roles will fall into the
Certification Regime. The relevant functions are:

* CF2-Non-Executive Director (NED) (with the exception of an SMF9 - Chair).
* CF10a-CASS Oversight Function
+ CF28-Systems & Controls Function

+ CF29-Significant Management Function (though this can be converted to the new
EEA Branch Manager function for EEA Branches)

* (CF30-Customer Function

Individuals performing these functions won't be converted to a new SMF unless they
also hold an existing mapped function, apply for an additional mapped function using
Form A, or the firm submits a Form E to transfer them to one of these functions.




| Statement of Responsibilities

* Needed for every SM and submitted
at approval stage (not at conversi

* Must be kept up to date and
changes have to be submi
prescribed responsibiliti
removed or where
amongst SMs)

ii Duty of responsibility

» This will enhance the FCA'’s enforc
powers against the firm and als
individual

* If a firm breaks a requir
(and/or firm) can be
reasonable step
or stop that b

e Down to




Reasonable steps.......?7

Be aware of regulatory requirements and wider environment;

Investigate & review your area of responsibility;

Implement, police & review appropriate policies and procedures;
Organise & control day-to-day operations, and manage delegation;
Obtain & monitor appropriate internal management information;

Raise issues and follow them up;

Take pre-emptive action to prevent breaches and respond to any breach;
Seek & obtain appropriate expert advice or assurance;

Deploy adequate resources, especially for control functions;

0. Keep a proper record of actions, initiatives, decisions and remedies.

= 0PN O R BN

:."-‘
What does this tell us?

Reasonablesteps= | |

Chief Executive Is really interested in all aspects of the business
Oversees and monitors delegates and does not just rely
Secures an effective risk function

Senior Managers Considers and mitigates risks

Ensures risks are properly managed

Puts in place effective mitigation — policy / procedure
Oversees and monitors delegates and does not just rely

Control Functions Scrutinises and manages risk

(Certified Staff?) Calls for resources when needed

SHEEEEEE N N SN A

Oversees and monitors delegates and does not just rely

The Board has a role in this ...

But responsibility is personal, not collective




il Prescribed Responsibilities

e These are NEW

* Must be given to a SM — the most
that area

* In addition to inherent resp

» Should have sufficient
and competence

Will apply to cor

Statement of Responsibilities
3.1.2 Senior Management Functions
Tick SMF applied for or held
Core firms
Description of | Limited | UK EEA
Senior senior scope |core |core | Third Enhanced
management | management | SMCR |SMCR | SMCR | country | SMCR Effective
function function firms firms | firms | branches | firms Date
Executive
SMF 3 Director v 09/12/2019
3.2.1 Prescribed Responsibilities
Does this
Prescribed Is this Prescribed
Prescribed Responsibility (Applicable to UK | Responsibility Responsibility
Ref Core SMCR firms) apply? shared?
a Responsibility for the firm's performance of
its obligations under the senior Yes No
managers regime
b Responsibility for the firm's performance of Yes No
its obligations under the certification regime




3.4.1 Other Responsibilities

Please provide a title for this
other responsibility

Please provide further details of
this other responsibility

Is this other responsibility
shared?

If 'Yes' please provide, the
name(s), IRN(s) and/or
job title(s) of the
individual(s) you are
sharing this responsibility
with (where known)

Mortgage sales and advice

Responsible for all aspects of
mortgage advice and sales apart
from mortgages on commercial
properties.

No

Customer service

Responsible for providing services
to existing mortgage customers,
including responses to queries
and processing alterations to
existing mortgages, liaising with
providers as necessary. This
includes mortgages on
commercial properties

No

Business upgrade

Responsible for the business
change programme ‘Cosmos’;
Cosmos is a project up-scaling
our Mortgage Unit, ending in
August 2020,

No

Partnerships

 All ‘involved’ partners to be SMs

* If partners have different roles t
should be reflected in their
Responsibilities

» Approval needed fo

roles being perf




Chairman of the Board

* They WILL need to apply for ap
Form K as currently FCA o

b. Certification




Certification Regime

Roles that can
have a big impact 8 ‘Certification
on customers, Functions’ set out befs iﬁgrggzd o
markets or the in our Handbook
firm

Annual
certification by
firm

Regulatory

References Conduct Rules

The Certification Regime applies in the same
way to every tier

Certification

Individuals (not senior managers) certified fit and pro
by the firm initially and on an ongoing basis to pe
function(s) where they have a significant impa
firm/customers

Those in legal, compliance and audit ¢
(do you have any CF28/29s now?)
oversee CASS and any supervi
someone who is a certified p

If roles do not currently
Certified Regime

Current CF30s




c. Fit and Proper

Fitness & Propriety — what is it?

Personal —
good repute

Personal -
Fithess & integrity References
Propriety Competence / Criminal
“BE

Relevant
Qualifications

Fitness & Propriety applies to all Senior Managers and Certification

Staff and to NEDs even if not Senior Managers




Fit and Proper

* Firms to assess whether SMs, NEDs and ¢
individuals are fit and proper

» Don't forget firms still have to ensur
of “good repute” as per IDD

* At least an annual assessm

« SMs and NEDs must h
undertaken and DBS
needed/umbrella

+ References
certified i

Criminal record check?

SYSC 28.3.4R - In considering a person’s rep
firm must at a minimum ensure:

(1) has a clean criminal record or a
equivalent in relation to serious cri
linked to crimes against prop
related to financial activiti

(2) has not previou

* unless they
with natio




Regulatory references

Firms will need to request regulatory referen
going back 6 years

Firms will therefore need to keep su
information going back 6 years a
former staff so that they will b
and accurate references

Standard template to
To cover discipli
No non-discl

FINANCIAL FCA Website PRA Rulebaok Glossary Useful Links Contact Us
CONDUCT Search the Handbook Q
AUTHORITY

Advanced Search

Home WEVALGELWWGOE Whats New Instruments  Foms  Guides JonUp  MyFCA

Home >> FCAHandbook »> SYSC >> S§YSC22 > SYSC 22 Annex 1 Template for regulatory references...

‘ Table of Contents Instruments
SYSC 22 Annex 1 Template for requlatory references  /

oy given by relevant authorised persons and disclosure
" Showielne requirements
070312017 Part One; Form of Template
Content Options
2 @ Rules Guide to using this template:

r @ LegalInstuments
Each question must be answered. Where there is nothing to disclose, this should be

confirmed by ticking the “No” box for the relevant question.
% Add to favourites




d. Conduct Rules

Conduct Rules

Be open and
cooperative with
the FCA, PRA and
other regulators

Act with due
Act with integrity care, skill and
diligence

Pay due regard
to the interests
of customers and

Observe proper
standards of
market conduct

treat them fairly

The Conduct Rules apply to almost all staff in
the same way to every tier



Sitting over the top...

« Staff will have to pay due regard to t
interests of customers and treat t
(note already PRING for the fi
extends to all staff)

* SMs to disclose ‘issu
PRIN11 does this

Who will be subject to them?

e SMs
» Certified Individuals
 NEDs

» All other employees (ex
e Firm to make staff

* Where Conduct
be notified wi
annually

applie




B

Key elements — Conduct Rules / Standards

1st Tier — Applies to (nearly) all 2nd Tjer — Senior Managers must take
staff — You must: reasonable steps to ensure:
— Act with integrity The business of the firm for which you
are responsible is controlled
effectively
Act with due care, - - -
| skill and diligence The business of the firm for which you
L J are responsible complies with the
- relevant requirements & standards of
|| Be open and honest with the 0 IR OIS S0
regulators

an appropriate person and you

oversee the discharge of the
delegated responsibility effectively

Pay due regard to the interests
—— of customers and treat them
fairly

Disclosure of any information of
Observe proper standards of which the FCA or PRA would

Any delegation of responsibilities is t_o]

market conduct reasonably expect to have notice *

* Applies to NEDs together with the First Tier Rules

Relevant Training

» SMs and Certified Staff will have ha
been trained and abide by the C
from 9 December 2019

* Other staff have 12 mon
and reporting require
(by 8 December




Reporting

* Annual notification will be needed
breaches have occurred (an an
Gabriel made in October)

* Formal written warning
dismissal and recov
remuneration/co

e. What next?



Core and Limited Scope firms: what do | need to submit?

The diagram provides a non-exhaustive summary of the most commeon scenarios
explained in this section.

Are 2l of tha individuals willing to parform E mu.ga‘]he
it e o e == e

Py

Do jou wishto
comvert allexistng

Daes the firm need
aNEDChar?

1

i

Doss the frmhave
2n Executive Chair?®

"

SubrmiForm Asnd ScRito
SubrmitFomm C the teppatie ro L, 4 i = SuBmEAPR Form,
remaningmapnabis wilbe s tomstcel, e g conversionof CF2and et SubmESMECR:
rchidusisiibe comeredirissa oo nsiabi “:‘."' SIS heremanceradoe. sutomaticalycomveried FormAandSch
conertEs FormCi , . =l ceneaed & Commencemant?

‘Sttornaticaly comerted
LriessFormCis suteritted

Transitional Period

Commencement day One year post-
2019 commzeonzcoement

ConductRulesapplyto

. Conduct Rulesapply
SMFsand Certified Staff Trainall other Concuct Rules staff

toal staff

Ongoing requirement to train new staffin
the Conduct Rules

Ongoing requirement torecertify Certified
Staff as fit and proper at least annually
Assess Existing Certification Staff




8. Conclusion

Senior
L ELEGETES
Regime

Certification Regime

Conduct Standards

«  Training
« Updated employment
contract

+  Updated job description
« Fitness & Propriety
attestation

« Training
«  Updated employment
contract

+ Updated job description

-
The impact on individuals & firms

Ongoing screening
Approval before doing
the role

Full handover on
departure

Learning & development

Certification Staff

Fitness & Propriety
attestation

Ongoing screening
Annual Certification
Learning & development

«  Training
+  Awareness

Ongoing assessment
Learning & development




What should you be doing now?

* Project team

» Board level engagement
» Workstreams

» Governance mapping
* Identify potential seni
Review job descri

Today/Learning outcomes...

By the end of this briefing you will h
an insight into:-

1. SM&CR proposals
2. Certification require
3. Fit and Proper r







