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The Financial Conduct Authority (FCA)

Strategic objective
« ensuring the relevant markets function well

Operational objectives

« promoting effective competition in the
Interests of consumers

 securing an appropriate degree of
protection for consumers

« protecting and enhancing the integrity of
the UK financial system
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How will we achieve our objectives?
Superuvision of firms — Three Pillars

Sector risk assessment

Pillar 3: Proposed cross firm
or product work

Pillar 1 ; Pillar 2:
Firm Proposed . e ene . Propbosed Event
systematic firm Risk Prioritisation eve?\t driven
framework specific driven risk

follow-up ork

Proposed cross firm or
product work

Discovery / mitigation / intervention
- Outcome focused
- Time limited
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Issues & Products work affecting insurers

Examples of current or recent thematic work — by sector:

Life Ipr‘]g\?iséton,jse glt Asset General Cross-
Insurance St tar e Management Insurance sectoral

Non-advised

Annuities sales &
simplified
advice

Financial
Incentives

GI Claims
handling

Inducements &
. Motor Legal
Conflicts of Fund charges Expenses

investment
sales

How firms are

implementing Mobile phone Complaints

insurance

Unit-linked fund the RDR
governance
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Governance of unit-linked funds

Governance of unit-linked funds:

Summary results of
the thematic review
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Method of assessment

« Information request to sample firms

« Analysis of data
« On-site visits: interviews & walkthroughs

« Assessment of results
« Moderation
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What did we find?

Overall, results were mixed

e With room for improvement in most areas

Few common failings

¢ No evidence of significant systemic failings in the sector

Some material failings in specific firms

e Depending on their particular business model or operational arrangements

No evidence of customer detriment

¢ But skilled persons are investigating in a few cases
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Common failings identified

Poor oversight of outsource service providers

Delays in the rectification of errors
Conflicts of interest
Fair apportionment of tax

Historic pricing
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Material firm specific failings

Governance structure not able to provide adequate challenge
Deficient controls to assess whether assets were permitted links

Reliance on estimated unit prices without sufficient controls

Insufficient operational capacity and knowledge of pricing team

Inadequate oversight of outsource service provider
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Governance of unit-linked funds

Governance of unit-linked funds:

Selected results from
the thematic review

Mike Hawes
MacNaughtan Consulting Limited
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Three key areas of assessment

Assets backing unit-
linked policies were
appropriate for
customers

(‘investment
management’)

Firms had adequate
systems and controls to
administer and manage

funds fairly
(‘governance’)

Customer benefits were
calculated fairly and

accurately
(‘customer benefits’)
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Specific Elements

Governance

Board Oversight
Committee structure

Risk Management and
Compliance Oversight

Conflicts of Interest !
Outsourcing i

Strategy i*

Breach Reporting and
notifications

Investment Customer Benefits
Management

Mandate Compliance I* Valuation of Assets

?:ndtConsisLt_(Encytwith y  Unit Pricing Process
e Unit Pricing Basis -

Permitted Links and : .
Economic Effect Test i _'?:;ant?c')”ngr Bid Offer

Investment Restrictions

Third Party Fund Link ;;edatEngggﬁgefSCharges
Reassurance Credit Risk l.  cash investment and
Fund Launches, Closures disinvestment

and Mergers Box Management and
Stock Lending Unit Allocation
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Governance

Assets backing unit-
linked policies were
appropriate for
customers

(‘investment
management’)

Firms had adequate
systems and controls to
administer and manage

funds fairly

(‘governance’)

Customer benefits were
calculated fairly and
accurately

(‘customer benefits’)
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Example findings — Outsourcing
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Example findings - Contflicts of Interest
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Example findings - Errors and Breaches
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Investment Management

Assets backing unit-
linked policies were
appropriate for
customers

(linvestment
management’)

Firms had adequate
systems and controls to
administer and manage

funds fairly
(‘governance’)

Customer benefits were
calculated fairly and

accurately
(‘customer benefits’)
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Example findings - Permitted Links
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Example findings -Third Party Fund Links -

it-linked funds
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Our findings - Reinsurer Credit Risk

21 Financial Conduct Authority




Example findings - Stock Lending
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Customer Benefits
(aka Fund Administration)

Assets backing unit-
linked policies were
appropriate for
customers

(‘investment
management’)

Firms had adequate
systems and controls to
administer and manage

funds fairly
(‘governance’)

Customer benefits were
calculated fairly and

accurately
(‘customer benefits’)
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Example findings - Unit Pricing
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Example findings - Apportioning Tax
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Governance of unit-linked funds

Governance of unit-linked funds:

Next Steps
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What action are the FCA taking?

The sample firms

e Few common failings, some specific material ones

e Firm reviews and improvements of processes — most
complete

e Skilled person reviews for material failings
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ASSOCIATION OF BRITISH
INSURERS

What action are the FCA taking?  °

A GUIDE OF GOOD PRACTICE
FOR UNIT LINKED FUNDS

Wider market mitigation

e Publication of thematic report outlining findings
e Firms have begun reviewing practices
e Working with ABI to enhance ABI guide to good practice

e Key FCA message: Your Fund, Your Customer, Your
Responsibility
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Governance of unit-linked funds

Governance of unit-linked funds:

Questions ?
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