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INTRODUCTION

This guidance has been designed for Lloyd’s managing agents and is intended to highlight certain
important aspects of the Senior Managers & Certification Regime (SM&CR) with particular emphasis
on the required changes. It is not intended to cover every aspect of the new regime.

Managing agents should refer to the relevant Prudential Regulation Authority’s (PRA) Rulebooks,
Financial Conduct Authority (FCA) Handbook, Policy Statements, Supervisory Statements,
Statements of Policy and Consultation Papers along with corresponding European legislation for full
details of their regulatory responsibilities. Links to these documents are provided in Appendix 1.

The new regime will come into effect on 10 December 2018.

BACKGROUND

Broadly, the pre-Senior Insurance Managers Regime (SIMR) Approved Persons Regime remained
unchanged since the Financial Services and Markets Act 2000. However, following the formation of
the PRA and FCA, the PRA committed to reforming the Approved Persons Regime for the banking
sector as part of the Financial Services (Banking Reform) Act 2013. Whilst the PRA recognised that
there were differences between banks and insurers, its intention was to operate a single,
consistent regime wherever possible and the SIMR reflects this aim.

Starting November 2014, the PRA and FCA issued a joint series of three consultation papers
(CP26/14, CP7/15 and CP13/15) proposing changes to the Approved Person Regime’. In part, the
proposed changes were intended to address certain governance and fitness & propriety
requirements under the SII Directive.

Through its consultation process, the PRA proposed:

e a set of PRA Senior Insurance Management Functions;

¢ rules on the allocation of responsibilities to senior insurance managers including a set of
‘Prescribed Responsibilities’;

e rules requiring the notification and fit and proper assessment of individuals responsible for
‘key functions’;

o rules describing how firms should assess the fitness and propriety of SIMFs and persons
performing key functions; and

e a set of specific Conduct Standards to be applied to all SIMFs and key function holders, and a
set of generic conduct standards to be applied for all persons performing a key function.

The regulators later published Policy Statements (PS3/15) and (P522/15) which included new rules
setting out the regime. Published alongside PS22/15 was a Supervisory Statement (5535/15) which
set out the PRA’s expectations of firms in relation to the regime.

The PRA’s SIMR applied to managing agents along with the FCA’s Approved Persons Regime.

Amendments to the Financial Services and Markets Act 2000 (FSMA) and enactment of the Financial
Services Act 2016 (the 2016 Act) obligated regulators to extend the SM&CR to all regulated firms.

The PRA and FCA published final rules on 4 July 2018. The additional requirements for insurers are
modest due to their current compliance with the SIMR.

In addition, the FCA published an SM&CR guide for insurers on 5 July 2018

' The LMA responded to each consultation. All LMA responses to regulatory consultations can be
found on the LMA website.


http://www.bankofengland.co.uk/pra/Documents/publications/cp/2014/cp2614.pdf
http://www.bankofengland.co.uk/pra/Documents/publications/cp/2015/cp715.pdf
http://www.bankofengland.co.uk/pra/Documents/publications/cp/2015/cp1315.pdf
http://www.bankofengland.co.uk/pra/Documents/publications/ps/2015/ps315.pdf
http://www.bankofengland.co.uk/pra/Documents/publications/ps/2015/ps2215.pdf
http://www.bankofengland.co.uk/pra/Documents/publications/ss/2015/ss3515.pdf
https://www.fca.org.uk/publication/policy/guide-for-insurers.pdf
http://www.lmalloyds.com/LMA/Legal/Consultation_Responses/Web/market_places/legal/Consultation_responses.aspx?hkey=b57555b4-7696-455d-8453-5b555bfb668d

SENIOR MANAGERS REGIME
SENIOR MANAGEMENT FUNCTIONS (SMFS)

These are the controlled functions which have been designated as Senior Management Functions
(SMFs). Persons who hold an SMF (Senior Managers) are the most senior people in a firm and
require pre-approval from the PRA/FCA to carry out these functions.

PRA SMFs

The PRA is amending its terminology (removal of ‘insurance’ in SIMF and gender based
language) and have created two additional SMFs:

e Chief Operations Officer (SMF24) - the most senior individual responsible for managing the
internal operations and technology of a firm. This is the only SMF where responsibility can be
split, as opposed to shared (see below) between up to three people provided that the split
accurately reflects the relevant firm’s organisational structure and that comprehensive
responsibility for operations and technology is not undermined. Allocation of this SMF is
dependent upon the nature, scale and complexity of a firm’s internal operations.

¢ Head of Key Business Area (SMF6) - those individuals who are responsible for the
management of business areas and divisions that are sufficiently large and complex to have a
potential impact upon the firm’s safety and soundness. This SMF only applies in respect of
large firms (annual premium income > £1 billion or with assets related to regulatory activities
of > £10 billion). Therefore, unlikely to apply to the majority of managing agents.

PRA Senior Management Functions - Executive

SMF1 Chief Executive The function of having responsibility, under the immediate
Officer authority of the governing body, alone or jointly with others, for
carrying out the management of the conduct of the whole of the
business (or relevant activities) of a firm.

SMF2 Chief Finance The function of having responsibility for the management of the
Officer financial resources of a firm and reporting to the governing body of
a firm in relation to its financial affairs.

SMF4  Chief Risk Officer = The function of having responsibility for overall management of
the risk management system specified in Conditions Governing

Business 3.
SMF5 Head of Internal The function of having responsibility for management of the
Audit internal audit function specified in Conditions Governing Business

5. Note: insurers that are not ‘significant’ and which elect to
outsource their internal audit function to a third party are required
to allocate a new Prescribed Responsibility to one of their non-
executive directors who performs a SIMF or an FCA governing
function, such as the Chair of the Audit Committee (SIMF11), for
providing for an effective internal audit function and overseeing
the performance of the internal audit function.



PRA Senior Management Functions - Executive

SMF6

SMF7

SMF9

SMF10

SMF11

SMF12

SMF14

SMF20

SMF23

SMF24

Head of Key
Business Area

(unlikely to apply to
the majority of
managing agents.)

Not intended to
encompass individuals
who are already acting
in another SMF role

Group Entity
Senior Manager

Chair of the
Governing Body

Chair of Risk
Committee

Chair of Audit
Committee

Chair of
Remuneration
Committee

Senior
Independent
Director

Chief Actuary

Chief
Underwriting
Officer

Chief Operations
Officer

Split and shared functions

The function of having responsibility for management of a business
area or division of a firm where: (1) the relevant business area or
division of the firm accounts for more than 20% of the firm’s gross
revenue; and (2) the person performing that function does not
report to a person performing the Head of Key Business Area
function in respect of that same business area or division of the
firm; and (3) either the gross total assets or the technical
provisions of the relevant business area or division of the firm
exceed £10 billion.

The function of having a significant influence on the management
or conduct of one or more aspects of the affairs of a firm in
relation to its regulated activities (other than in the course of the
performance of another PRA senior management function) and
which is performed by a person employed by, or an officer of i) a
parent undertaking or holding company of a firm; or ii) another
undertaking which is a member of the firm’s group.

The function of having responsibility for chairing, and overseeing
the performance of the role of, the governing body of a firm.

The function of having responsibility for chairing, and overseeing
the performance of any committee responsible for the oversight of
the risk management system specified in Conditions Governing
Business 3.

The function of having responsibility for chairing, and overseeing
the performance of any committee responsible for the oversight of
the internal audit system specified in Conditions Governing
Business 5.

The function of having responsibility for chairing, and overseeing
the performance of any committee responsible for the oversight of
the design or implementation of the remuneration policies and
practices of a firm.

The function of performing the role of a senior independent
director, and having particular responsibility for leading the
assessment of performance of the person performing the Chairman
of the Governing Body function.

The function of having responsibility for the actuarial function
specified in Conditions Governing Business 6.

The function of having responsibility, in respect of the firm’s
general insurance business, for the underwriting decisions in
respect of material insurance risks that, in relation to managing
agents, are borne by members.

The function of having responsibility for the internal operations
and technology of a firm.

In certain circumstances, a managing agent may be allowed to have more than one individual
responsible for a single SMF where appropriate and justified. Where two or more individuals share
an SMF, each will be deemed fully accountable for all the responsibilities inherent in, or allocated
to that SMF (excepting SMF24 which is the only SMF where the responsibilities can be split between
two to three individuals).



A person who performs SMF9 must not perform SMF1 within the same firm. A member of a group
must ensure that a group executive does not perform SMF9, SMF10, SMF11, SMF12 and SMF14 in
respect of the firm.

The PRA expects to see a clear explanation and justification for how the relevant responsibilities
are allocated or shared between the individuals responsible for the SMF, along with the reporting
lines and lines of responsibility for each individual.

Further details can be found in the PRA Supervisory Statement 35/15 and the PRA Rulebook
Insurance - Senior Management Functions

Collective Responsibility

The PRA views the SM&CR and its application as consistent with the principle of collective decision-
making. The SMR co-exists with the statutory and fiduciary duties of directors under UK company
law and domestic and international corporate governance standards. The SM&CR clarifies and
formalises individual responsibilities.

For guidance, refer to the PRA Supervisory Statement S55/16 on Corporate governance: Board
responsibilities.

Diversity

The PRA introduced additional rules, with effect from Monday 9 April 2018, in respect of PRA
Rulebook - Conditions Governing Business:

A firm must:

e engage a broad set of qualities and competences when recruiting members to the board; and
e putin place a policy promoting diversity on the board.

If the firm maintains a website it must explain on that website how it complies with the above
requirements.

FCA SMFs

The FCA is proposing to replace the controlled functions under the revised APR with the following
SMFs in addition to the PRA SMFs. Although other SMFs are being introduced, they are unlikely to
apply to managing agents.

FCA Senior Management Functions - Executive

SMF3 Executive Director The function of acting in the capacity of a director (other than

(CF1) a non-executive director) of the firm.

SMF16  Compliance The function of acting in the capacity of a person who is
Oversight allocated the function in SYSC 3.2.8R (having responsibility for
Extended to include GI oversight of the firm’s compliance and reporting to the

governing body in respect of that responsibility).

SMF17  Money Laundering The function of acting in the capacity of the money laundering
(CF11)  Reporting Officer reporting officer of a firm.
Not applicable to general
insurance
SMF18  Other Overall The function of having overall responsibility for an activity,
Responsibility business area or management function of the firm.


https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2018/ss3515update.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2016/ss516

FCA Senior Management Functions - Executive

SMF23b Conduct Risk The function of having responsibility for overseeing the conduct
Oversight Officer of business standards required of managing agents.
(Lloyd’s only)

Not applicable to
managing agents

FCA Senior Management Functions - Non-Executive

SMF13  Chair of Nominations The function of acting in the capacity of the chair of that
(CF2a) Committee committee.

The two new SMFs relevant to managing agents are:

e Other Overall Responsibility (SMF18) - those individuals with overall responsibility for an
activity, business area or management function of the firm (only when they do not hold
another SMF). Overall responsibility means a Senior Manager will have primary and direct
responsibility for briefing and reporting to the board about that activity, areas or function
and for putting matters for decision about that activity, area or function to the board. In
PS18/15, the FCA states that it has not made final rules regarding SMF18 and Heads of
Legal/General Counsels. The FCA states that it will consult further on this in due course.

e Compliance Oversight (SMF16) - the most senior individual with overall oversight of the
firm’s compliance with FCA requirements.

Refer to Appendix 2 for the proposed mapping of current Approved Persons in controlled functions
to the FCA SMFs. Where conversion of a current controlled function to a SMF is not possible, the
existing approval will lapse upon implementation of the new regime. However, these roles may fall
into the Certification Regime (refer to the Certification Regime section on page 12).

Again, the sharing of SMFs is permitted, where appropriate and justified. Where two or more
individuals share a SMF, each will be deemed fully accountable for all the responsibilities inherent
in, or allocated to, that SMF.

Whereas the FCA has extended application of the Compliance controlled function to include
general insurers, it has confirmed (in its near final rules) that is not introducing any new
requirements on firms to have an MLRO. Firms only need to have an MLRO SMF if the Money
Laundering Regulations apply to them. However, they still need to have appropriate systems and
controls to prevent financial crime.

Further details can be found in the FCA Sourcebook SUP 10.

Appointed Representatives

The provisions of the Approved Persons Regime still apply to Appointed Representatives (ARs).
Principal firms remain fully responsible for their ARs adherence to the FCA’s rules. The FCA are
expected to consult on the approach under SM&CR for Approved Persons of ARs. However, the
timescale for consultation is not known.

DUTY OF RESPONSIBILITY

Every Senior Manager will have a duty of responsibility under FSMA. This means that if a firm
breaches a regulatory requirement, the Senior Manager responsible for that area

could be held accountable along with the firm if they did not take ‘reasonable steps’ to prevent or
stop the breach.



The burden of proof lies with the PRA/FCA to show that the Senior Manager did not take

the steps a person in their position could reasonably be expected to take to avoid the

firm’s breach occurring (or continuing). In doing so, they will need to assess (a) the steps that the
specific Senior Manager actually took, against (b) the steps the FCA/PRA considers they could have
been reasonably expected to take.

The PRA sets out its expectations in Supervisory Statement 35/15 and the FCA in CP17/42 on how
they propose to apply this new duty in practice.

PRESCRIBED RESPONSIBILITIES

Prescribed responsibilities are a set of specific responsibilities that a managing agent is required to
allocate to Senior Managers.

The PRA is introducing four additional prescribed responsibilities in respect of the SM&CR and

outsourced operations in conjunction with the FCA’s intention to establish additional prescribed
responsibilities as detailed below:

Prescribed Responsibilities iy, e Allocation
or shared

The firm’s performance of its obligations under the senior Shared
management regime

The firm’s performance of its obligations under the certification Shared
regime

Compliance with the firm’s obligations in relation to its management = Shared

responsibilities map SMF (other

than SMF18)
Ensuring that the firm has complied with its obligations in Insurance | PRA

- Fitness and Propriety to: (a) ensure that every person who
performs a key function but does not also perform a PRA senior
management function or a certification function is a fit and proper
person; and (b) provide and obtain regulatory references

Leading the development of the firm’s culture by the governing PRA

body as a whole SMF9

Overseeing the adoption of the firm’s culture in the day-to-day PRA

management of the firm

The production and integrity of the firm’s financial information and = PRA SMF (other

its regulatory reporting than SMF18)

Management of the allocation and maintenance of the firm’s: (a) PRA

capital; and (b) liquidity

The development and maintenance of the firm’s business model by PRA SMF (other

the governing body than SMF18)
PRA SMF (other

Performance of the firm’s ORSA than SMF18)

Leading the development and monitoring effective implementation Shared
of policies and procedures for the induction, training and

professional development of all members of the firm’s governing SMF9

body

Monitoring effective implementation of policies and procedures for Shared

the induction, training and professional development of all of

the firm’s key function holders (other than members of SMF (other
the firm’s governing body; than SMF18)



Prescribed Responsibilities i, e Allocation
or shared

Oversight of the independence, autonomy and effectiveness of
the firm’s policies and procedures on whistleblowing including the
. ; Shared
procedures for protection of staff who raise concerns from NED SMF
detrimental treatment

Overseeing the development and implementation of the firm’s PRA

4 - - SMF12
remuneration policies and practices
PRA SMF (other
than SMF18
The firm’s performance of its obligations in respect of outsourced )
operational functions and activities under Conditions Governing SMF11 for
Business outsourced
Internal
Audit
Responsibility for the firm’s obligations in relation to conduct rules FCA SMF (other
(COCON)for training and reporting than SMF18)
For the firm’s policies and procedures for countering the risk that FCA SMF (other
the firm might be used to further financial crime than SMF18)
Compliance with CASS  Not applicable to managing agents FCA SMF

Each prescribed responsibility should normally be held by only one person, i.e. the most senior
person responsible.

The PRA and FCA have proposed additional guidance on their expectations in respect of firms
ability to share prescribed responsibilities in Supervisory Statement 35/15 and CP17/26
respectively.

The FCA is proposing to allow for their prescribed responsibilities to be divided, or shared, where
appropriate. Firms will only be able to divide or share a prescribed responsibility in limited
circumstances where they can show that this is appropriate and justifiable.

Identifying and managing financial risks from climate change (NEW)

On 15 April 2019, the PRA published Policy Statement PS11/19 (and its appended Supervisory
Statement SS3/19) on managing the financial risks from climate change. The SS states that the
board and the highest level of executive management should identify and allocate responsibility for
identifying and managing financial risks from climate change to the relevant existing Senior
Management Function(s) (SMF(s)) most appropriate within the firm’s organisational structure and
risk profile, and ensure that these responsibilities are included in the SMF(s)’s Statement of
Responsibilities.

The PRA expects the SMF(s) to be responsible initially for ensuring there is a plan in place to
address and implement the expectations in the SS. However, the SMF holder(s) will not immediately
be held accountable for meeting all expectations. The PRA expects to see the expertise of the
assigned SMF(s) develop over time. To ensure SMFs are in place and are able to manage firms’
responses to this SS, firms should have identified the individual(s) and notified the PRA using Form J
by Tuesday 15 October 2019. By this point, the PRA expects firms to have a plan in place to meet
the expectations in the SS.

The PRA has no plans at this time to make climate change a prescribed responsibility.


https://urldefense.proofpoint.com/v2/url?u=https-3A__www.bankofengland.co.uk_-2D_media_boe_files_prudential-2Dregulation_policy-2Dstatement_2019_ps1119.pdf&d=DwMFAg&c=_-E_V9TP-vnjAd14m09AlQ&r=B0wEaA5-i9iUodXuv5-lhQi8NaLfZol-IDvEdTQj8qA&m=3QereNbfSUJ4lOBf6gY_QwYjNdQ5V7e5-AUsuYSkeNI&s=qqbd3FDfDerBZuVBtircsq76NnNqbZvoA4KdvVK2ZCs&e=
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.bankofengland.co.uk_-2D_media_boe_files_prudential-2Dregulation_supervisory-2Dstatement_2019_ss319.pdf&d=DwMFAg&c=_-E_V9TP-vnjAd14m09AlQ&r=B0wEaA5-i9iUodXuv5-lhQi8NaLfZol-IDvEdTQj8qA&m=3QereNbfSUJ4lOBf6gY_QwYjNdQ5V7e5-AUsuYSkeNI&s=fmVtLp9FVvlkhld_HNc223JMI0iR5XoaMhUIwgl-TQI&e=

STATEMENTS OF RESPONSIBILITY (SOR)

Scope of Responsibility documents are to be renamed Statements of Responsibility (SoR) and will
require drafting/updating for the new SMF and prescribed responsibilities.

The SoR is a document that is required to be kept up to date for all Senior Managers. It should
clearly set out a Senior Manager’s role and what they are responsible for. There is a standard SoR
template to use, which must be submitted to the PRA/FCA for all new approvals.

SoRs will also need submitting to the FCA/PRA following any significant change.

Each version of the SoR must be retained for a period of ten years from the date on which it was
superseded by a more up-to-date record.

The PRA sets out its expectations for SoRs in Supervisory Statement 35/15 and the FCA in
Sourcebook SUP 10C.11.

HANDOVER PROCEDURES

Managing agents need to take all reasonable steps to ensure that a person taking on a Senior
Manager role or new Senior Manager responsibility has all the information and materials they could
reasonably expect to have in order to do their job effectively.

A written policy must be in place and followed along with an audit trail of the steps taken to
comply in each case.

When someone is taking over an SMF from someone else, the FCA suggests a handover note might
satisfy the above requirement. The FCA does not provide any guidance on what a handover note
might contain and so managing agents should consider developing their own views now and
reflecting those views in internal procedures, including those for departing staff.

APPLICATION OF CONDITIONS AND TIME LIMITS TO APPROVALS

The PRA and FCA have the right to apply conditions and/or time limits to any SMF approvals given
to an individual.

The PRA is consulting on a consolidated Statement of Policy (SoP), ‘Conditions, time limits, and
variations of approval’ which explains how the PRA proposes to exercise its ability to apply such
conditions or time limits, or to vary any approvals given to an individual to be appointed as a senior
manager. The FCA has proposed adding a statement of policy to the FCA Sourcebook SUP 10C.

The PRA and FCA have the right to apply conditions and/or time limits to any SMF approvals given
to an individual.

KEY FUNCTIONS - PRA ONLY

A managing agent must identify, record and keep up to date each of the functions that they
consider to be a key function; and any such key function that amounts to effectively running the
firm. As a minimum, risk-management, compliance, internal audit and actuarial should be
classified as key functions in addition to all of the SMFs.

Examples of additional key functions that are of specific importance to the sound and prudent

management of the firm could be investment, claims management, operational systems and
controls, IT and reinsurance (if separate from the other key functions).

10



Key Function Holder (KFH)

The relevant individuals responsible for these key functions are termed key function holders (KFH)
and the PRA expects that they will report into a very senior figure at the firm, such as the CEO.

In cases where there is more than one head of a function, the PRA anticipates that responsibility
for a particular key function will be shared between more than one individual. This would be in a
similar way, and subject to similar restrictions, to the sharing of responsibilities by two Senior
Managers.

There is no regulatory pre-approval requirement for KFHs (assuming that they are not otherwise
performing a SMF). However, the PRA does require notification, as soon as reasonably practicable,
after their appointment.

MANAGEMENT RESPONSIBILITIES MAP (MRM)

Governance Maps are to be renamed Management Responsibilities Maps (MRMs) and managing
agents will need to update their maps to reflect the aforementioned changes.

MRMs are required to set out management and governance arrangements in an accessible, clear and
comprehensive way.

The MRM must include items such as:

e a list of the key functions, business areas and management functions of the firm;

e the names of the Senior Managers, KFHs and other persons who effectively run the firm along
with a summary of their responsibilities including any prescribed responsibilities;

o the rationale for any shared or divided responsibilities and details of how each of the
individuals are to carry out those responsibilities in practice;

e reporting lines and lines of responsibility within the firm (and group, where applicable) for
each named person;

e where a firm is a member of a group how the firm’s management and governance
arrangements interact with the group and the extent to which those arrangements are
provided by or shared with other members of the group; and

e matters reserved for the board including the terms of reference of its committees.

The MRM should be made available to the PRA/FCA on request and must be submitted alongside any
application for approval or in the event of a significant change. Each previous version of the MRM
must be retained for a period of 10 years. The PRA sets out its expectations for MRMs in
Supervisory Statement 35/15 and the FCA in CP17/26.

11



CERTIFICATION REGIME NEW

The Certification Regime is a new FSMA requirement and is one of the biggest changes for managing
agents compared to the current SIMR and revised APR.

It will apply to employees who are not Senior Managers (or NEDs) but whose roles could allow them
to cause significant harm to the firm or its customers.

The regime will come into force 12 months after implementation of the SMR (i.e. 10 December
2019). However, as all affected individuals will need to have been certified by that date, managing
agents will need to start the process earlier, and consideration should be given to integrating it into
the 2018/19 appraisal process.

A managing agent will be required to issue certificates each year to individual employees in such
roles, to show that the managing agent is satisfied that the individual is fit and proper to perform
that role, or, where a certificate is not provided, what steps the firm proposes to take in relation
to the person as a result of the decision. Firms must then keep a record of all such valid

certificates. Our understanding is that certificates need not be physical. Electronic (email)
certificates will be acceptable.

In addition, it is proposed that these individuals will be subject to the relevant conduct rules and
standards, and that firms would be required to obtain regulatory references before appointment.

Refer to the relevant sections below for further details.

CERTIFICATION FUNCTIONS

FSMA defines a Certification Function as one that:
‘requires the person performing it to be involved in one or more aspects of the firm's affairs, so

far as relating to a regulated activity, and ... those aspects involve, or might involve, a risk of
significant harm to the firm or any of its customers’.

PRA Certification Function

The PRA has proposed the following criteria that it considers meets the FSMA definition:

Any person who is responsible for discharging a key function (a

Key Functions Holders (KFHs) function which is of specific importance to the sound and
prudent management of the firm). Excludes those also
performing PRA SMF or relevant FCA SMF.

Material Risk Takers (MRTs) in

Large Firms Employees in large firms whose activities have a material
Unlikely to apply to the majority of impact on the firm’s risk profile i.e. material risk-takers (MRTS).
managing agents These MRTs are defined in a similar way as the Solvency Il

remuneration requirements, and could therefore be identified
by managing agents in accordance with the expectations set out
in Supervisory Statement S510/16.

12



FCA Certification Function

The FCA has proposed a list of roles that it considers to be certification functions and those most
likely to apply to managing agents are listed below:

Significant Management These individuals perform functions that would have been
Function Significant Influence Functions under APR i.e. they have
(previously CF29) significant responsibility for a significant business unit. They

are individuals below Senior Managers who are responsible for
business units that, on account of their size, nature or impact,
are considered ‘significant’ by the firm.

Material Risk Takers (MRTs) MRTs within all Sl firms are in scope under the FCA’s rules.
For managing agents, MRTs are those individuals that already
need to be identified under Solvency Il regulations on
remuneration (those individuals whose professional activities
have a material impact on the firm’s risk profile).

Supervisors or Managers of The function of managing or supervising a certification
Certified Persons employee, directly or indirectly, unless undertaken by a Senior
Manager.

It is important to note the difference in approach between the PRA and FCA regarding MRTs. The
FCA’s application is wider than the PRA’s - MRTs within all SlI firms are in scope under the FCA’s
rules, while only those within large Sll insurers and large NDFs are in scope under the PRA’s rules.
This is a deliberate distinction and reflects the different statutory objectives of the two regulators.

However, with respect to the scope of application to individuals, the FCA has confirmed that it is
not looking beyond those who are subject to the Sll remuneration requirements.

In respect of both the PRA and FCA, any individual whose appointment is solely to cover the
absence of an employee in a certification function whose absence is reasonably unforeseen, and is
for less than four weeks, would be excluded.

Certification

Managing agents will be required to assess whether an employee is fit and proper to perform all
aspects of the certification function(s) and issue a valid certificate prior to them undertaking the
role and, thereafter, on an annual basis.

There is no specific format for the certificate. However, it must only be valid for a period of up to
12 months and state that the managing agent is satisfied that the person is a fit and proper person
to perform the function(s) as described in the certificate. A full audit trail must be maintained.
Managing agents should refer to section 63E (Certification of employees by Authorised Persons) and
section 63F (Issuing of certificates) of FSMA in addition to the PRA Rulebook Insurance -
Certification, Insurance - Fitness and Propriety and the FCA FIT Handbook for further details.

An example Certificate template is provided in Appendix 3.
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STANDARDS OF CONDUCT

Certain individuals are required to observe specific PRA and FCA standards of conduct.

Firms are required to take all reasonable steps to ensure those individuals are aware of this
requirement and that they understand how these standards apply to them, including through the
provision of suitable training.

PRA CONDUCT STANDARDS

The PRA proposes to extend the application of the Individual Conduct Standards to those
performing certification functions and those performing Senior Manager Functions on a temporary
basis.

Individual Conduct Standards PRA Application

1. Acting with integrity e Persons performing
key functions
2. Acting with due skill, care and diligence » Certification functions

¢ Key function holders
. . (including Notified
3. Be open and co-operative with the FCA, the PRA and other NEDs)
regulators « PRA SMF or FCA
Relevant SMF
[including temporary
appointments (not

approved)]
Senior Manager Conduct Standards PRA Application
1. Take reasonable steps to ensure that the business of the firm for e PRA SMF or FCA
which you are responsible is controlled effectively relevant SMF

2. Take reasonable steps to ensure that the business of the firm for
which you are responsible complies with the relevant requirements e Key function holder
and standards of the regulatory system (excluding notified

3. Take reasonable steps to ensure that any delegation of your NEDs)
responsibilities is to an appropriate person and that you oversee the
discharge of the delegated responsibility effectively

4. Disclose appropriately any information of which the FCA or the PRA | ¢ PRA SMF or FCA

would reasonably expect notice relevant SMF

5. When exercising your responsibilities, you must pay due regard to
the interests of current and potential future policyholders in ¢ Key function holders
ensuring the provision by the firm of an appropriate degree of (including notified
protection for their insured benefits NEDs)

The PRA expects the conduct standards to only relate to the activities of the firm or group for
which they are working and that they are set out in Senior Manager’s/KFH’s job descriptions or
conditions of engagement and for those performing other applicable functions in a staff manual or
similar.

The PRA sets out its overall expectations on the application of conducts standards in Supervisory
Statement 35/15 and the PRA Rulebook Insurance - Conduct Standards Rulebook.
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FCA CONDUCT RULES

The FCA proposes to make significant changes to the type of persons required to adhere to the
Conduct Rules.

Individual Conduct Rules - All employees (including NEDs but excluding ancillary staff) will be
required to adhere to the Individual Conduct Rules.

Senior Manager Conduct Rules - Senior Managers will be required to comply with the Senior
Manager Conduct Rules. In addition, notified NEDs (i.e. those NEDs which are not approved) will be
required to meet rule number 4.

They also propose that these conduct rules will be in respect of both regulated and unregulated
financial services activities.

Individual Conduct Rules FCA Application

1. Acting with integrity e Senior Managers
[including temporary

2. Acting with due skill, care and diligence appointments (not

approved)]
. . o Certified Persons
3. Be open and co-operative with the FCA, the PRA and other (including under 4
regulators weeks)
4. Pay due regard to the interests of customers and treat them fairly | e Notified NEDs
5. Observe proper standards of market conduct * All other staff, except

ancillary staff

Senior Manager Conduct Rules FCA Application

1. Take reasonable steps to ensure that the business of the firm for ¢ Senior Managers
which you are responsible is controlled effectively (including temp/non-
2. Take reasonable steps to ensure that the business of the firm for approved)

which you are responsible complies with the relevant
requirements and standards of the regulatory system

3. 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
e Senior Managers
[including temporary
appointments (not
approved)]
¢ Notified NEDs

4. Disclose appropriately any information of which the FCA or the
PRA would reasonably expect notice

Refer to FCA Sourcebook COCON for further details

NOTIFICATION REQUIREMENTS

FSMA also requires firms to notify the PRA/FCA when disciplinary action has been taken against a
person.

This new notification requirement will not change or remove managing agents’ obligations to report
concerns about an individual’s conduct under the existing rules and principles.

Managing agents should consider whether reference to such requirements should be made in
employee handbooks.
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PRA Requirements

The PRA will require notification as soon as possible where the disciplinary action relates to any
action, failure to act, or circumstance that amounts to a breach of any Conduct Standard.

If a managing agent reports a breach of a Conduct Standard, and subsequently takes disciplinary
action against the person for matters relating to the breach, the managing agent should make a

separate notification to the PRA of the disciplinary action. The PRA sets out its expectations in
Supervisory Statement 35/15 and the PRA Rulebook: Conduct Rules - Notifications.

FCA Requirements

The FCA also proposes to require notification of disciplinary action only when that action was due
to a breach of the Conduct Rules. For Senior Managers, it is proposed that firms notify the FCA of
this information within seven business days of the firm becoming aware of the matter. For other
staff, it is proposed the notification is made once a year.

Refer to FCA Sourcebook SUP 15 for further details.

FITNESS AND PROPRIETY

A firm must ensure that persons who perform specific functions are at all times fit and proper.

It is proposed that the fit and proper requirements will now apply to all Senior Managers, KFHs and
Notified NEDs and extend out to also apply to those performing Certification Functions.

Firms are required to give consideration to the following when assessing an individual’s fitness and
propriety:

Initial Assessment
= Personal characteristics (good repute, integrity, financial soundness etc.)

In addition, for SMF or Notified NED roles a firm is required, with prior consent, to obtain and
have regard to:

UK Criminal Record Check - the fullest information that it is lawfully able to request under Police
Act 1997 (DBS or equivalent checks)

Overseas Criminal Record Check - the fullest information that it is lawfully able to request under
applicable overseas legislation (previous 5 years)

= References / Regulatory references (appropriate references from previous employers
covering the past 6 years)

= Level of competence, knowledge and experience
= Qualifications

= Training (required and/or undertaken)

Initial and On-Going Assessment

= Past conduct and performance

= Compliance with Conduct Standards/Rules



Regulatory references

Managing agents are required to obtain and also provide regulatory references for certain
individuals which forms part of the fit and proper assessment.

The regulatory reference requirements will now apply to those performing certification functions as
well as Senior Managers and Notified NEDs.

There is a standard template in which to disclose certain mandatory information covering the
previous six years to include details of disciplinary action, any findings that the individual was not
fit and proper and any other information relevant to such an assessment. In respect of serious
misconduct, there is no time limit and managing agents will need to use their judgement when
considering what is relevant in each individual case.

Any new and significant information which comes to light following the issue of a regulatory
reference will also need to be provided.

Further details can be found in PRA Rulebook Insurance - Fitness and Propriety and FCA Sourcebook
SYSC 22.
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FCA Transition From APR

Up to commencement

| ilndi\.rl'duals at Solvency Il firms and Large NDFs will be converted from APR functions to Senior Management
i {Functions, subject to the submission of a conversion notification and accompanying documentation.

Submission of:

Form K
(Conversion Motification)

Statements of
Responsibilities (SoRs)

Responsibilities Map

If someone is currently approved by the FCA for their role, and the equivalent role exists in the
SMR, they will not need to apply for re-approval. However, firms will need to submit a Form K
conversion notification, Statements of Responsibilities and a Responsibilities Map, to convert
existing approved individuals to new Senior Management Functions. Firms should submit an
updated Form K where the information submitted changes.

To maximise the transition period available to firms, the FCA has proposed that the cut-off date for

Form K conversion notifications will be one week before the start of the new regime.

Managing agents should submit the relevant forms/documentation for the approval of individuals
who will perform SIMF24/SMF6, from Monday 10 December 2018.

Failure to do so may mean problems converting the firm’s individuals.

Following Commencement

Managing agents will be required to check the updated Financial Services Register after the start
of the new regime to ensure that they hold the correct approvals.

Other Conduct Rules staff

Other Conduct Rules staff are those who are subject to the Conduct Rules in COCON, but who do
not hold a Senior Management Function or a Certification Function.

The FCA proposes giving firms 12 months from Commencement to get ready to apply the Conduct
Rules to their Other Conduct Rules Staff - the same as they did for banking.
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APPENDIX 1

PRA Documents

Policy Statement 15/18 Strengthening individual accountability in insurance: Extension of the
Senior Managers and Certification Regime to insurers

Policy Statement | PS1/18 Strengthening individual accountability in insurance: optimisations to
the SIMR - February 2018

Supervisory Statement | §535/15 Strengthening individual accountability in insurance - February
2018

Consultation Paper | CP28/17 Strengthening accountability: implementing the extension of the
SM&CR to insurers and other amendments - December 2017

Consultation Paper | CP14/17 Strengthening individual accountability in insurance: extension of
Senior Managers & Certification Regime to insurers - July 2017

Consultation Paper | CP8/17 Strengthening accountability in banking and insurance: optimisations
to the SIMR, and changes to SMR forms

PRA Rulebook

Policy Statement | PS11/19 Enhancing banks’ and insurers’ approaches to managing the financial
risks from climate change

Supervisory Statement | SS3/19 Enhancing banks’ and insurers’ approaches to managing the
financial risks from climate change

FCA Documents

SM&CR Guide for insurers

Policy Statement PS18/15 Extending the Senior Managers & Certification Regime to insurers -
Feedback to CP17/26 and CP17/41 and near-final rules - July 2018

Consultation Paper CP17/41 Individual Accountability: Transitioning insurers and individuals to
the Senior Managers & Certification Regime - December 2017

Consultation Paper CP17/25 Individual Accountability: Extending the Senior Managers &
Certification Regime to all FCA firms - July 2017

Consultation Paper CP17/26 Individual Accountability: Extending the Senior Managers &
Certification Regime to insurers - July 2017

FCA Handbook
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https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2018/ps1518.pdf?la=en&hash=9D28A1451F4AAF123C12E9ABF8E2213E17E70023
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2018/ps1518.pdf?la=en&hash=9D28A1451F4AAF123C12E9ABF8E2213E17E70023
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2018/february/ps118.pdf?la=en&hash=6424AC319AD37506CFCC8D481394A6181F3C1302
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2018/february/ps118.pdf?la=en&hash=6424AC319AD37506CFCC8D481394A6181F3C1302
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2018/ss3515update.pdf?la=en&hash=577C15B3BAE22FA279C68480F01A6BECF78F6636
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2018/ss3515update.pdf?la=en&hash=577C15B3BAE22FA279C68480F01A6BECF78F6636
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp2817.pdf?la=en&hash=F3D6E15342206132EB5A53A45025AE9344CFFBB1
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp2817.pdf?la=en&hash=F3D6E15342206132EB5A53A45025AE9344CFFBB1
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp1417.pdf?la=en&hash=73F2C442B0EAF0BDACB9974BB2BB2074AA4D0483
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp1417.pdf?la=en&hash=73F2C442B0EAF0BDACB9974BB2BB2074AA4D0483
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp817split.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/consultation-paper/2017/cp817split.pdf
http://www.prarulebook.co.uk/rulebook/Content/Sector/211132/02-02-2018
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2019/ps1119.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/policy-statement/2019/ps1119.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319.pdf
https://www.fca.org.uk/publication/policy/guide-for-insurers.pdf
https://www.fca.org.uk/publication/policy/ps18-15.pdf
https://www.fca.org.uk/publication/policy/ps18-15.pdf
https://www.fca.org.uk/publication/consultation/cp17-41.pdf
https://www.fca.org.uk/publication/consultation/cp17-41.pdf
https://www.fca.org.uk/publication/consultation/cp17-25.pdf
https://www.fca.org.uk/publication/consultation/cp17-25.pdf
https://www.fca.org.uk/publication/consultation/cp17-26.pdf
https://www.fca.org.uk/publication/consultation/cp17-26.pdf
https://www.handbook.fca.org.uk/handbook

APPENDIX 2
FCA MAPPING

The table below shows the proposed mapping of current approved persons in controlled
functions to the FCA Senior Management Functions.

Current controlled function

CF1 - Director

Possible corresponding FCA

Senior Management Function(s)

SMF3 - Executive Director

SMF27 - Partner

SMF23b - Conduct Risk Oversight
Officer

CF2a - Chair of the Nominations
Committee

SMF13 - Chair of the Nominations
Committee

CF2b - Chair of the With-Profits
Committee

SMF15 - Chair of the With-Profits
Committee

CF5 - Director of Unincorporated
Association

SMF3 - Executive Director

CF6 - Small Friendly Society Function

SMF3 - Executive Director

CF10 - Compliance Oversight

SMF16 - Compliance Oversight

CF10a- CASS Operational Oversight
Function

SMF18 - Other Overall Responsibility

CF11 - Money Laundering
Reporting Officer (MLRO)

SMF17-MoneyLaundering
Reporting Officer (MLRO)

CF28 - Systems and Controls Function

SMF22 - Other Local Responsibility
Function

CF51 - Actuarial Conduct Function

N/A

CF29 - Significant Management Function

SMF18 - Other Overall Responsibility

SMF21 - EEABranch Senior Manager
Function

SMF22 - Other Local Responsibility
Function
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APPENDIX 3 (NEW)

FITNESS AND PROPRIETY ASSESSMENT RECORD TEMPLATE

Name of assessed individual

Type of Certified role of assessed
individual (v)

Key Function Holder

Material Risk Taker

Significant Management function

Managers of Certification employees

Job title of assessed individual

The aspects of the affairs of the firm in
which the assessed individual will be
involved in performing the function(s).

Name of F&P assessor(s)

Role of F&P assessor(s)

Completion date of assessment

Has an annual appraisal been performed?

Yes/No

Comments:
. . e o
Have any skills gaps been identified? Yes/No Comments:
Have any training or development Yes/No
requirements been identified? Comments:
Have any conduct or disciplinary issues Yes/No
been identified? Comments:
Is the role description up to date? Yes/No .
Comments:

Overall assessment

Fit and proper declaration:

This certifies that the assessed individual is a

fit and proper person to perform the
function(s) listed above

Yes/No

Reasons in the case of not assessed as fit and

proper

Any limitations that have been imposed on the
scope of the role to enable the person to meet

their responsibilities
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APPENDIX 4

SUMMARIES

Application Summary

Fit and Fit and Conduct Conduct Regulatory Required
proper proper standards standards references DBS checks
assessment  assessment apply applied by
by by firm directly to  firm
regulator individuals
PRA S(I)MF Pre-
or FCA approval v All All v v
Relevant PP
SMF
Notified Yes., post v See Note 2 | See Note 2
NED appointment
KFH (other
than a Yes, post All
g v
‘notified appointment Al
NED’)
Certification . Individual
¢ . Individual
unction X v conduct conduct v X
(other than rules onl standards
a KFH) y only
. Individual
Performing conduct
a key X v X X X
¢ . standards
unction
only
Other
employees o
(excluding X dFlr‘m's v v X X
. ecision
ancillary
staff)

This table shows how the various constituent elements of the SM&CR for insurers will be applied
to the different categories of individual within each firm.

Notes

1) Individuals who hold multiple roles in the table above must comply with the requirements
consistent with their highest level role.

2) For ‘Notified NEDs’, including Conduct Rules NEDs, the conduct standards to be applied by
the firm would be the three individual conduct standards, plus the additional senior
(insurance) manager standards requiring proactive disclosure of information by individuals
to the PRA and FCA, and having regard to the interests of policyholders. For Conduct Rules
NEDs, these same conduct standards will also apply directly to the individuals as conduct
rules.
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To Do Lists

What firms need to do under the Senior Managers Regime
If a person will be performing a Senior Manager Function, the firm will need to:

o Satisfy themselves that the candidate is fit and proper to perform the relevant function.

o Work out whether there is an overlap with a PRA SMF and if not, apply for the person to be
approved by the FCA before they start their role.

o If there is an overlap, then firms don’t need to seek separate approval from the FCA. They will
just require PRA’s approval.

e Send the FCA a Statement of Responsibilities and Responsibilities Map (if applicable) with each
application for approval.

After a Senior Manager has been approved, the firm will need to:

¢ Update Statements of Responsibilities and Responsibilities Maps and resubmit the Statements of
Responsibilities to us whenever there is a significant change to a Senior Manager’s
responsibilities.

e Assess that their Senior Managers are fit and proper to carry out their role at least once a year.
Also, firms will need to make sure they have appropriately allocated all of the relevant
Prescribed Responsibilities and Overall Responsibility (where applicable) to their Senior
Managers.

What Senior Managers need to do

e Any person who is a Senior Manager will have a ‘duty of responsibility’.
e Senior Managers must ensure that their Statements of Responsibilities are accurate and up to date.
e There are also Conduct Rules that apply to Senior Managers.

What firms need to do under the Certification Regime

The Certification Regime will make firms more responsible for assessing that their staff are fit and
proper to carry out Certification Functions. FCA approval is not required for anyone who performs a
Certification Function. Firms will need to:

¢ Identify employees who perform a Certification Function.

e Assess whether those employees are fit and proper to perform their role. Firms need to do this
assessment at the point of recruitment (or before a person performs a Certification Function)
and on an ongoing, annual basis.

¢ Issue a certificate to the employee if the firm is satisfied that they are fit and proper to perform
that Certification function.

e Set out what aspect of the firm’s affairs the person will be involved in as part of performing
their function.

e |If the firm completes a fit and proper assessment and then decides not to issue a certificate to
someone, the firm must give the person a notice in writing setting out what steps (if any) the
firm proposes to take in relation to the person as a result of the decision.

What firms need to do under the Conduct Rules

e Provide staff training.

o Notifying the FCA when disciplinary action is taken because of a breach of the Conduct Rules.

o Allocate the Prescribed Responsibility for the firm’s obligations for Conduct Rules notifications
and training.
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What will individuals need to do

Where the Conduct Rules apply, relevant individuals need to be aware of and comply with the rules

as part of their role.

Which forms to submit

The table below summarises the forms required in different scenarios.

Scenario

Convert approved individuals to mapped Senior
Management Functions

Action

Form K - Conversion Notification

Statements of Responsibilities

Include the individual on the firm’s
Responsibilities Map

An approved individual is not to be converted
to the corresponding Senior Management
Function (e.g. where they have resigned)

Do not include the individual on Form K -
Conversion Notification or Responsibilities Map

No SOR required

If the individual leaves the role before the start
of the new regime then a Form C should be
submitted

An approved individual is going to give up an
existing controlled function that will lapse at
the start of the new regime and take up a new
corresponding controlled function, with
intention that they will be converted to a
relevant Senior Management Function. For
example, an individual moving from the CF29 -
Customer Function to the CF1 - Director
function in order to hold the SMF3 - Executive
Director function under the new regime.

Submit the existing APR Form E

Include the individual on Form K

Submit a Statement of Responsibilities

Include the individual on the firm’s
Responsibilities Map

An approved individual is going to give up an
existing controlled function that will lapse at
the start of the new regime and take up a new
Senior Management Function after
Commencement.

Submit the new SM&CR Form A

Submit a Statement of Responsibilities

Include the individual on the firm’s
Responsibilities Map

Seeking approval for a new individual with
immediate effect, with the intention that they
will be converted to a relevant Senior
Management Function after

Submit the existing APR Form A

Include the individual on Form K

Summary: solvency Il firms and large NDFs will need to submit a conversion notification (Form K),
Statements of Responsibilities (SOR) for their proposed SMFs, and a Responsibilities Map. Additional
forms may be needed where other applications are also made. Possible scenarios are outline

below.
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CONTACT US

LIMIA

INSIGHT CONSENSUS INFLUENCE

Steve Morrell

Head of Regulatory Affairs
Company Secretary

Tel: 0207 3278372

Email: steve.morrell@lmalloyds.com
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