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Introduction

The financial crisis of 2008-2009 exposed significant
shortcomings in governance within banks and the
culture and behaviours which underpinned it. In
June 2012 the Parliamentary Commission on Banking
Standards (PCBS) was established to consider the
professional standards and culture of the UK banking
sector and report on lessons to be learned.
The PCBS concluded that a lack of accountability
contributed to the mismanagement of key risks and
led to public distrust in the industry. The PCBS made a
number of recommendations in relation to improving
individual accountability in the banking sector which
were incorporated into the Financial Services (Banking
Reform) Act 2013 (the “Act”).
The Act made significant amendments to the Financial
Services and Markets Act 2000 (FSMA) and, in
response, the Financial Conduct Authority (FCA) and
Prudential Regulation Authority (PRA) released a joint
consultation (FCA CP14/131 and PRA CP14/142) on
30 July 2014 with their specific proposals for creating a
new regulatory framework to encourage individuals to
take greater responsibility for their actions, and to make
it easier for both firms and regulators to hold individuals
to account. The proposals are applicable to UK banks,
building societies, credit unions and PRA-designated
investment firms.

In recent years the industry has seen a marked
increase in direct intervention by regulators and a
move to a more ‘intensive’ approach to supervision.
This has included CEOs, chairmen and boards
being asked to provide written attestations and
representations of compliance with regulatory
standards. This new framework, with its emphasis on
individual accountability for both senior individuals
and for a wider range of employees, is the culmination
of this trend.
The regulators set out in their consultation paper
(CP) that they expect the new framework to become
an integral part of their approach to Authorisation,
Supervision and Enforcement to ensure that key
individuals have clear roles and responsibilities
throughout their careers. The key message that
firms and individuals should take from the CP is that
regulators will expect greater levels of accountability
from more people across the industry than ever before.
As well as increasing the regulatory burden on firms
and individuals in ‘steady state’, the need to adapt to
this new normal may catch out those firms which are
not properly prepared.
This paper summarises the key points in the CP and
our expectations of what this will mean for firms and
individuals in practice, with a particular focus on the
challenges and what firms should be doing to prepare.

At the same time the FCA and PRA also released a
joint consultation on the implementation of new
remuneration rules (FCA/PRA CP15/143) which seeks
to introduce changes to remuneration structures.
Together the two consultations are seen by the
regulators as a package which will reinforce the trend
of greater responsibility and accountability across the
industry.

1	http://www.fca.
org.uk/news/cp1413-strengtheningaccountability-in-banking
2	http://www.
bankofengland.co.uk/
pra/Pages/publications/
cp/2014/cp1414.aspx
3	http://www.
bankofengland.co.uk/
pra/Pages/publications/
cp/2014/cp1514.aspx
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Executive summary

Key points
• Introduction of a new Senior Managers Regime
(SMR) for individuals subject to regulatory
approval. Focussing accountability on a narrower
group of senior decision makers than under the
existing Approved Persons Regime by removing
the requirement for individuals to seek regulatory
approval if only carrying out customer function roles.
• Confirmation of 18 Senior Management Functions
(SMFs) across both the FCA and PRA to replace the
existing Controlled Functions. Most SMFs relate
directly to existing functions, but new SMFs include:
–– Head of key business area [PRA] for individuals
managing a business area or division so large
relative to the size of the firm that it could
jeopardise its safety and soundness;
–– Group Entity Senior Manager [PRA] a specific
categorisation for individuals employed in the
parent or other group entity of a relevant firm but
who is deemed to exercise significant influence
over the relevant firm’s affairs; and
–– Significant Responsibility SMF [FCA] created to
allow firms the freedom to make senior executives
who are responsible for functions,but not appointed
as Board directors, part of the SMF structure.

• Statements of Responsibilities – further detail on the
requirement for relevant firms to submit statements
confirming which areas of the business a Senior
Manager is responsible for as part of the SMF
approval process and whenever there is a significant
change in those responsibilities.
• Responsibilities Maps – relevant firms will be required
to write and maintain a comprehensive and upto-date ‘management responsibilities map’ which
describes the firm’s management and governance
arrangements, including reporting lines and details
about the relevant people and their responsibilities.
• A ‘Certification Regime’ requiring firms to introduce
self-certification schemes to ensure all individuals
in SMFs and other roles deemed to pose a risk of
significant harm (including customer function roles)
are fit and proper to carry out the role. This will bring
a wider group of people than ever before under the
auspices of regulatory conduct rules.
• A new set of ‘Conduct Rules’ replacing existing
principles and applying to a wider set of individuals
than under the current Statements of Principle and
Code of Practice for Approved Persons (APER).
• Further details provided on the regulators’ anticipated
use of their new enforcement powers granted under
the Act, including:
–– a reverse burden of proof, whereby individuals
will be presumed culpable if a firm breaches
a regulatory requirement for which they were
responsible at the time the breach occurred, unless
they can demonstrate otherwise; and
–– a new criminal offence in relation to Senior
Managers taking a decision which causes a relevant
firm to fail, which is punishable by up to seven
years in prison and/or an unlimited fine.

2 | Strengthening accountability in banking

Issues and challenges for firms
The proposed framework introduces a number of
new challenges for firms whilst exacerbating some
of the issues firms are already finding difficult. These
challenges include:
• Defining reporting lines and apportioning
responsibilities – the new framework introduces
a number of new requirements for recording and
reporting on responsibilities and reporting lines.
More than ever before firms will be expected to
have appropriate and well defined governance
arrangements, and to be able to clearly demonstrate
to regulators how they work in practice.
• Appropriate and effective management information
(MI) – the increased scrutiny of and threat of
enforcement on individual actions should focus
Senior Managers’ minds on ensuring that the MI
that they receive is appropriate to allow them to
effectively discharge their duties.

Timing
The consultation period closes on 31 October 2014
and regulators expect to publish their final policy
statements and any supporting guidance or supervisory
statements around end 2014/early 2015. The date on
which the new framework will take effect has not yet
been specified.

More than ever before firms will be expected to
have appropriate and well defined governance
arrangements, and to be able to clearly
demonstrate to regulators how they work in
practice.

• Difficulty finding and retaining the right people – the
increased regulatory burden introduced by the new
framework may deter well qualified candidates.
Firms will need to invest in improvements to
their governance arrangements, documentation,
performance management processes and training to
reduce uncertainty for Senior Managers and increase
the likelihood that such individuals will want to join or
remain within the organisation.
• Increased documentation requirements – under the
new framework, relevant firms will be required to
maintain even more extensive documentation of
governance arrangements than is currently the case.
Firms need to begin preparing for the new regime
by gaining a full understanding of the requirements
and by seeking to maximise utilisation of existing
resources.
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State of the industry

Prior to the financial crisis the approval of individuals
in Controlled Functions and Significant Influence
Functions (SIFs) was considered by some firms to be
little more than a box ticking process with a focus on
the probity of applicants. Little time was spent by either
the firm or the Financial Services Authority (FSA) on
the process and the FSA rejected very few applications.
Following the crisis, in recognition of serious individual
failures across some senior executive teams, the FSA
and its successors, the FCA and PRA, have placed more
emphasis on the approval process, requiring more
detailed information from firms and increasing the
use of interview panels. The process is now focussed
on ensuring that applicants have the right skills and
competencies for the role as well as their probity and
rejections of applications have now increased.

The PCBS recommendations aimed to address these
issues by improving individual accountability amongst
senior management. This included replacing the current
Approved Persons regime with a new framework,
incentives for better behaviour and enforcement
against specific individuals.

The focus on senior management was further
emphasised in the June 2013 PCBS report entitled
‘Changing Banking for Good’, which stated that “a lack
of personal responsibility has been commonplace
throughout the industry [and that] Senior figures have
continued to shelter behind an accountability firewall”.
The report concluded that prudential and conduct
failings had many shared causes but that no single
solution could restore trust in the industry. The PCBS
also concluded that whilst boards must be responsible
for managing the risk within their organisations,
culture and overall approach are more important than
structure or procedures.

In the regulators’ response to the recommendations of
the PCBS the regulators have stated they will continue
to require individuals to attest that remedial actions
have been completed, that other controls are fit for
purpose, and that such ‘individual attestations’ will
be a key part of their approach to Senior Managers.
The regulators will also continue their current practice
of considering action against specific individuals
throughout all enforcement investigations.

4	http://www.parliament.
uk/business/committees/
committees-a-z/jointselect/professionalstandards-in-thebanking-industry/news/
changing-banking-forgood-report/
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Individual accountability is not a new approach for
regulators. In recent years the industry has seen a
marked increase in the direct intervention by the
regulator into perceived governance failings within
organisations. We have already begun to witness the
use of attestations as a supervisory tool tied into the
regulators’ focus on the culture of firms and their push
to further define senior individuals’ accountability for
managing business strategy and key risks.

The joint FCA and PRA consultation paper provides
further detail on how the regulators will give effect
to the provisions in the Act concerning individual
accountability, bringing with it new challenges not only
for senior management, but for firms as a whole.

Summary of the consultation

The regulators’ aim in proposing this new framework is to
encourage individuals to take greater accountability for their
actions, and to make it easier for both firms and regulators to
hold individuals to account. While no-one, especially in the current
climate, could dispute the importance of this aim, there are
questions about the practicality of the proposed approach and
the consequences for firms.
What has been clarified?
Appendix 1 provides detail on the specifics of the
consultation. Here we highlight the key points of
interest for firms which the CP has now clarified.
Scope – the CP confirms that the new framework will
initially only apply to UK banks, building societies,
credit unions and PRA-designated investment firms.
Senior Managers Regime – the new regime
introduces a combined list of 18 SMFs to replace the
existing 18 Controlled Functions. Whilst the number
of functions has stayed the same, accountability is
focussed on a narrower number of senior individuals
in a firm as some of the existing functions (e.g. CF30
customer function) are now being covered by the
Certification Regime. The CP also confirms that whilst
individuals intending to perform more than one SMF
will require separate approvals for each, these can be
combined into a single application.
Grandfathering – of particular importance is the
confirmation that any approved person whose current
approval maps onto a new SMF will be able to be
‘grandfathered’ into the new regime, meaning, for
instance, Chief Executives will not have to be reauthorised as such. However, firms will be expected
to attest to the regulators as to how their existing set
of SIF approvals and Controlled Functions will map
across to the new SMFs, and the new statements of
responsibilities will need to be in place at the point of
transition to the new regime. The process for applying
for new approvals will otherwise remain similar to the
current process.

Certification Regime scope – the FCA and PRA both
propose to apply the Certification Regime to ‘material
risk takers’ (as defined in PRA CP15/14) who fall outside
the scope of the newly defined SMFs. In addition,
the FCA proposes to extend the regime to individuals
previously carrying out SIF roles no longer covered
by the new SMFs; individuals in customer facing roles
which are subject to qualification requirements; and
anyone supervising or managing a Certified Person who
is not already an SMF holder.
What questions are still outstanding?
The consultation has clarified a number of key points
for firms, but a number of issues remain unresolved.
Branches of non-UK banks – the regulators are
waiting for further work from HM Treasury before
developing this part of the framework, as further
legislation is required to bring non-EEA firms in scope.
However, the PRA suggests that it will require at least
one individual per incoming non-EEA branch to be
approved as an ‘Overseas Branch Senior Executive
Manager’, with a role similar to that of a CEO in relation
to a branch. The Certification Regime would also apply
to UK branches of non-EEA firms.
UK branches of EEA banks – neither the PRA nor the
FCA are generally permitted to assess the competence
of persons performing a Controlled Function in a UK
branch of an EEA bank as this is a matter reserved
to the Home State Supervisor (HSS). Whilst the PRA
will not specify any SMFs applying to a UK branch
of an EEA bank, the FCA intends to consider in
future consultations the extent to which it would
be appropriate to continue assessing and approving
individuals performing certain functions in UK branches
of EEA banks to the extent that those functions are not
reserved to the HSS.
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Extension to insurers and other firms – the new
framework replaces large swathes of the existing
approvals regime for banks, building societies, credit
unions and PRA-designated investment firms, but the
CP made no mention of the possible extension of any
part of the framework to other regulated firms. Mark
Carney, Governor of the Bank of England, previously
stated in May 2014, that the Bank is “considering
a similar regime for senior persons in the insurance
sector.” He said this would not mean applying the
banking regime “indiscriminately”, but that the Bank
would work to build a framework which is aligned
“in spirit” with that for banking, but suitably tailored
for insurers.5

However, given the breadth and depth of the changes
proposed we expect that the proposals will generate a
significant additional compliance burden as firms and
individuals seek very precise definitions of responsibility
and to record decisions in increasingly minute detail to
safeguard themselves against potential future action.
It remains to be seen how much real value some of this
will add.

What is the impact?
The proposed new framework is largely in line with
expectations, however it is likely to introduce a number
of new challenges for firms.

In addition, the introduction of new SMF roles for
‘Heads of key business areas’ and ‘Group Entity
Senior Managers’ formalises the existing regulatory
expectation that individuals who exert significant
influence on the UK firm will have to go through an
approval process, no matter where in the world they
are based. The extent of the extra-territorial reach
of the provisions may place UK banks at a further
competitive disadvantage in overseas markets, not only
in recruiting risk takers but also risk managers.

The PRA notes in its impact assessment that firms are
unlikely to experience a ‘material change’ in the overall
regulatory scope for approvals.

In the next section of this paper we discuss some of the
specific challenges firms are likely to face in this new
regulatory environment.

5	http://www.
bankofengland.co.uk/
publications/Documents/
speeches/2014/speech731.
pdf

6 | Strengthening accountability in banking

Challenges for firms

As discussed already in this paper, one of the key
regulatory trends in recent years has been the
increasing scrutiny of senior management within
financial services firms and an emphasis on individual
accountability for their actions. In practice this has
meant regulators taking a much tougher approach
to the approval of individuals as well as asking for
signed attestations from senior individuals. The
new framework is clearly intended to reinforce this
process of increased and tightly specified individual
accountability.
The introduction of the new criminal offence,
punishable by up to seven years in prison, for senior
individuals taking a decision which causes a financial
institution to fail, is the most extreme example of the
potential for holding individuals accountable for their
actions. Although prosecutions may seem unlikely,
its existence will no doubt concentrate minds in
boardrooms across the industry.
However, the key change for most Senior Managers
in terms of the day-to-day running of a bank is the
reversed burden of proof – Senior Managers will be
presumed guilty of misconduct if their firm contravenes
regulatory requirements for which they were
responsible at the time, unless they can demonstrate
that they took reasonable steps in order to prevent it
happening. This reversal is not linked to the separate
criminal offence introduced by the Act, but it does
suggest that misconduct cases are likely to be brought
against individuals more frequently and with a higher
success rate.
The message from the regulators is clear; they
will increasingly expect senior management to
take personal responsibility for the activities under
their control and be able to demonstrate that they
have done so. The CP provides firms with a timely
opportunity to consider what impact the new
framework will have on their governance arrangements
and for Senior Managers to reflect on their
responsibilities and accountabilities.

Key challenges
Senior Managers need to ensure that their governance
models are designed in a way which allows them to be
comfortable that they have appropriate oversight and
control of the key activities and risks of the business.
Ignorance of issues will not wash with regulators and
so, more than ever before, Senior Managers will need
to have a clear understanding of their responsibilities
and to play an active role in determining the level and
detail of information they receive from the business and
control functions. Those Senior Managers who fail to
prepare adequately can expect to be on the receiving
end of supervisory enquiry and potentially enforcement
actions from the FCA and PRA.
We have worked with a range of firms from across
the industry and have identified several areas in which
firms have struggled to adapt governance models to
meet the increasing scrutiny. Some of these issues
are explicitly addressed in the CP, but all are essential
for Senior Managers to consider if they are to be able
to discharge their responsibilities effectively. Such
problems, where they exist, will be exacerbated by the
requirements introduced under the new framework.
Defining reporting lines and apportioning
responsibilities
By failing to define reporting lines properly and
apportion key responsibilities for individuals and
committees many firms still fall at the first hurdle of
developing an effective governance model.
The introduction of ‘responsibilities maps’ and
‘statements of responsibilities’ for SMFs will
formalise the requirement for firms to document
the key responsibilities of their decision makers and
demonstrate a clear organisational structure with
well defined, transparent and consistent lines of
responsibility. Firms should ensure they fully understand
which individuals, committees and departments are
responsible for specific tasks and decisions, in order
to clearly and accurately communicate this to the
regulators.
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The use of responsibilities maps should help focus firms’
attention on the connections between various divisions
and geographies. Many complex multi-jurisdictional,
multi-sector organisations have developed dual or
joint reporting lines, which in some cases can lead to
mixed messages, confusion and a lack of accountability.
If individuals do not know who they ultimately report
to and Senior Managers do not know who they are
responsible for, the resulting conflicts can potentially
lead to serious governance failings. Senior Managers
not only need to know who they are responsible for,
but need to be able to demonstrate that they have
effective control over them.
Clearly defining reporting lines and apportioning
responsibilities can help firms increase control over
key activities and risks whilst avoiding unnecessary
duplication of effort and resources. However,
in complex firms this can be a difficult and time
consuming task and the PRA confirms in the CP that
it expects responsibility maps to include a list of all
reporting lines from all Senior Managers to other
individuals in the relevant authorised person, the Board
and any board committees.
Whilst the PRA and FCA expect individuals to
be accountable for their actions, there is also
an expectation that relevant firms will still act in
a collective manner and an understanding that
decisions will be often be made by consensus.
There is nonetheless a risk that the new framework
could focus relevant firms’ attention on individual
accountability and as a result dilute collective
responsibility. For example, where each individual may
be more concerned about making sure that his/her
individual responsibilities have been discharged without
considering the quality of the decision that the Board
or committee as a whole is taking. Firms should seek to
strike a balance to ensure the individual responsibilities
of Senior Managers do not override the collective
interest of the firm and its customers.
In future these maps and statements will be an
important supervisory and enforcement tool. It is clear
that, when something goes wrong, the maps should
lead the regulators straight to the individual who is
responsible. Firms will have to declare annually that
they comply with the requirements. If the maps do not
do their job, then the firm will be at fault.
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Appropriate and effective management information
Regulators recognise that senior management cannot
be in all places at once, but they do expect them to
achieve effective oversight of the business including
through regular and appropriate management
information (MI). The reversal of the burden of proof
introduced by the new framework should reinforce in
the minds of Senior Managers the need for MI that
allows them to adequately discharge their duties and
direct the business through the effective discussion and
challenge of key issues.
However, we have seen that firms have continually
struggled to balance the desire for comprehensive MI
with the requirement for MI to be accurate, insightful
and concise. Particular challenges that firms face with
producing MI include:
• Concise – all firms produce reams of information in
carrying out their business, and Boards can be easily
overwhelmed by MI which seeks to be a complete
representation of all activity within the firm. The most
effective MI is that which summarises key information
in an easily digestible format with clear links to risk
appetite thresholds and trending analysis. In this way
the Senior Managers can quickly identify the key
issues, assess how material each one is and focus
their attention and time accordingly.
• Legal entity focus – regulators expect the Boards
of all UK regulated entities to have a meaningful role
in strategy, business planning, risk appetite setting
and compensation for that legal entity. This requires
the production of MI that is clearly aligned to the
legal entity. However, in complex multi-jurisdictional
firms there is a tendency to produce MI on a business
line basis, masking the intricacies of the legal entity
operations.
• Conduct risk – whilst firms have long been required
to assess conduct risks in relation to retail customers,
the FCA now expects firms to do the same for their
wholesale customers. Most firms already produce a
range of information relating to conduct risks, but the
challenge firms are currently facing is to consolidate
this into a single high-level view, which is linked to a
well-defined conduct risk appetite.

Finding and retaining the right people
One of the core considerations for financial services
organisations when adopting a governance model is
ensuring that the senior management team, particularly
the Board, comprises competent individuals with the
right blend of skills and experience. The regulators
expect firms to have a capable, competent and
effective senior management group and when this is
clearly demonstrated, firms are likely to see a material
improvement in their standing and relationship with
their supervisors.
The PRA and FCA cost benefit analyses recognise
that the proposed regime may affect recruitment and
retention of senior individuals but state that firms
confident in the robustness of their recruitment,
vetting and ongoing management processes need not
experience material impact. Unfortunately, in practice
firms are likely to find that the increasing regulatory
burden on senior management positions, particularly
the reverse burden of proof and the introduction of a
formal Group Entity Senior Manager SMF, may deter
well qualified candidates from putting themselves
forward.
The new Certification Regime and extension of the new
Conduct Rules to a broader set of employees than is
currently covered will also increase the expectation that
firms have the ‘right people’ across the organisation.
As a result firms will need to adapt and extend existing
training programmes to make employees aware of
the relevant Conduct Rules and to train them to an
appropriate level. The training programmes will need
to cover a range of different positions across all levels
of the firm and firms will need to demonstrate that
consideration has been given to tailoring training
appropriately to avoid a ‘one-size-fits-all’ approach.
Firms will also need to review existing monitoring
processes to ensure that the correct behaviours, as
outlined in the new Conduct Rules, are being exhibited
by employees. Where behaviours are not appropriate,
firms will need to demonstrate they are acting to
correct such behaviours. This is likely to result in the
need to strengthen existing performance management
processes with sanctions being implemented where
necessary through disciplinary action and/or reductions
in compensation.

Robust documentation
A cornerstone of demonstrating good governance
is the establishment of a proportionate process to
record the discussion of key issues and evidence the
rationale of actions taken by senior management.
The requirement under the new framework for
responsibilities maps and statements of responsibilities
will increase the regulatory burden on firms as they
will have to establish a process linked in with the
existing governance arrangements and controls for
both agreeing responsibilities and for recording and
tracking compliance. Consideration will also be required
to ensure the documentation process is robust enough
to allow Senior Managers to review and re-attest to the
statements of responsibilities on an annual basis and to
manage handover certificates when Senior Managers
join, leave or change roles.
We also expect that the reversed burden of proof
that will apply if things go wrong will cause firms
and individual Senior Managers to seek to record
decisions even more meticulously than they have done
in the past and that such record keeping will have to
extend beyond the usual decision making fora (e.g.
committees). This will increase the record-keeping and
documentation burden. It remains to be seen what
effect it will have on the quality of actual decision
making.
The new Certification Regime will also introduce new
documentation requirements, with firms each needing
to develop a process for defining significant harm
functions and for satisfying themselves that employees
are fit and proper with regard to qualifications, training,
competence, and personal characteristics. Firms will
have to give particular consideration to how they can
demonstrate and document effective policing of selfcertification to ensure regulators are comfortable with
the process.
In practice, some firms still struggle to provide clear
documentation when requested by supervisors. Given
the importance placed on this documentation, or lack
thereof, in the supervisory and enforcement processes,
firms should be prioritising increasing resources in and
fostering closer ties between their Human Resources,
Compliance and Company Secretariat functions as well
as ensuring documentation processes are subject to
regular reviews.
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Implications for firms
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.
Given the limited scope of the new framework it is also
possible that those groups which comprise both banks
and other types of regulated firms not covered may
have to operate under two regimes in future. This could
further increase the regulatory burden on such firms,
particularly where certain individuals, in group functions,
would be a SMF for one part of the firm and a SIF in
another. In practice, it is possible that such groups will
adopt the same, “SMF-proof” standard across all of
their activities, but the practicalities and issues of this
approach will remain to be seen.

We have seen that many firms have been caught
out by the shift in focus towards greater individual
accountability that has happened over the past
few years and have been slow to adapt to the new
expectations and requirements of regulators. The
proposed new framework will both formalise and
reinforce the regulators’ expectations in this area and
firms will need to start taking action now to be ready
for the increased scrutiny it introduces.

Given the limited scope of the new framework it is also possible
that those groups which comprise both banks and other types
of regulated firms not covered may have to operate under two
regimes in future.
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What firms should be doing

The regulators are asking for feedback on the proposals on the CP by 31 October 2014 and firms should take
the time to consider the proposals set out in the consultation carefully to ensure, where necessary, they seek
clarification and challenge the proportionately and effectiveness of specific suggestions.
The regulators are seeking views on the implementation timetable for the introduction of the new regimes and
expect to publish this with their final policy statements and any supporting guidance or supervisory statements
around end 2014/early 2015.
The CP makes clear that transitional periods will be granted to ensure firms can conform to the new standards
once they enter into force, but in the meantime firms should begin thinking about preparatory work which they
can start now.
Practical next steps
We continue to work with firms across the industry to develop practical solutions to ensure that appropriate
governance arrangements have been adopted. Whilst the individual requirements for each firm are unique, the
general steps that can be taken include:

Practical steps

Benefits

Defining reporting lines and apportioning responsibilities
Formal and robust documentation of the firm’s governance
arrangements into responsibilities maps and statements of
responsibilities, setting out board and committee structures,
roles, responsibilities, escalation lines.

Provides greater clarity and transparency internally whilst
complying with the requirements of the new framework.
Also ensures allocation of responsibilities is clearly
communicated and individual accountabilities understood.

Mapping existing SIF approvals onto the new SMF
framework, and identifying staff potentially subject to the
Certification Regime.

Allows firms to stay ahead of the curve in undertaking any
remedial action needed and be ready for implementation of
the new framework on day one of the transition.

Apportionment amongst Senior Managers of the proposed
PRA prescribed responsibilities and/or FCA responsibilities.
Ensuring all required responsibilities are allocated to one or
more appropriate individual.

The proposed responsibilities are unlikely to change much
prior to implementation so firms can prepare ahead of
time. Also by carrying out this task now, firms may be able
to uncover potential issues with the definition of functions
which could be communicated to the regulators.

For those groups comprised of firms both in and out of the
scope of the new framework discussing and deciding on
appetite to have different standards across firms or whether
to adopt a higher standard across all firms.

An early, high level determination of the approach to be
taken by dual-framework groups will provide such firms with
greater clarity as to how to implement changes in relation to
the proposals. In particular, the adoption of an “SMF-proof”
standard across all of their activities could well reduce the
complexity of the compliance task.

Appropriate and effective MI
Developing accurate, insightful and concise MI across all
risk types against well-defined and articulated risk appetite
tolerances.

Allows identification of risks and prioritisation of actions by
senior management.

Utilising existing information from across the business to
produce a consolidated view of conduct risks within the
organisation against risk thresholds.

Demonstrates that the firm has a clear understanding of
conduct risks and allows for proportionate controls to be put
in place to mitigate risks.

Introducing delineated MI on a legal entity basis as well as
by business line.

Provides Senior Managers with the information they need
to satisfy regulators that decision making considers the
interests of each UK regulated entity.
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Practical steps

Benefits
Finding and retaining the right people

Formalising Board and Senior Manager training to include
preparation for the new framework.

The new framework introduces a much more granular level
of accountability than has previously been the case. Firms
need to ensure Senior Managers are properly prepared to
respond to regulators’ expectations.

Updating approvals training to ensure individuals undergoing
the new Senior Manager approvals process are fully aware
of their responsibilities and of the type of questions they are
likely to be asked.

This approach, often using third parties with experience of
UK regulators’ expectations, can greatly increase the chances
of an application being successful.

Embedding a culture of accountability through training,
improved documentation, communication and involvement
from Senior Managers.

Avoids the potential of having governance arrangements that
look good on paper but that are bypassed in practice.

Implementing effective monitoring of individual behaviours
and demonstrating escalation through the governance
structure of identified instances of negative behaviours
by SMFs and individuals certified under the Certification
Regime.

By closely monitoring and reporting on behaviours within
the organisation, firms can highlight areas of concern, act on
them quickly through the use of disciplinary measures and
report on these actions to regulators.

Robust documentation
Building a formal governance support framework to manage
the increasing regulatory burden introduced by the new
framework, including increasing the resources in and
fostering closer ties between Human Resources, Compliance
and Company Secretariat functions. In relation to Board
training and governance documentation should be a
specific focus.

Creates efficiencies in the process of administering
governance and provides senior management with greater
confidence in the timeliness, accuracy and completeness of
the governance processes.

Firms have made significant strides in improving their governance arrangements since the financial crisis. However,
the increasing shift in focus to individual accountability and the introduction of the new framework should prompt
firms to review and reassess the robustness of their governance models and control structures.
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Appendix 1 – Summary of Senior
Managers Regime
Scope
• The proposals in the CP apply to individuals working for UK banks, building societies, credit unions and PRA-designated
investment firms (relevant firms).
• The proposals in the CP do not currently apply to UK branches of relevant firms that are headquartered overseas. Both
regulators are waiting for further consultation from HM Treasury on extending section 71A of FSMA to include ‘all banks
that operate in the UK, including foreign branches’ before progressing this part of the framework.

Senior Managers Regime
• For relevant firms, the Act replaces the concept of SIFs in FSMA with that of SMFs.
• The CP defines an SMF as, “A function that will require the person performing it to be responsible for
managing one or more aspects of the relevant firm’s affairs, so far as relating to regulated activities,
and those aspects involve, or might involve, a risk of serious consequences for the authorised person,
or for business or other interests in the UK.”
• As expected the set of SMFs will be narrower than the existing set of Approved Persons. In the
consultation the PRA and FCA set out a combined list of 18 SMF roles based on existing SIF ones but
with the introduction of key new roles, including:

Senior
Management
Functions

–– Head of key business area (PRA) for individuals managing a business area or division so large
relative to the size of the firm that it could jeopardise its safety and soundness.
–– Group Entity Senior Manager (PRA) a specific categorisation for individuals employed in the parent
or other group entity of a relevant firm but who is deemed to exercise significant influence over the
relevant firm’s affairs.
–– Significant Responsibility SMF (FCA) created to allow firms the freedom to make senior executives
who are responsible for functions, but not appointed as Board directors, part of the SMF structure.
• Pending the extension of FSMA to bring non-EEA firms into scope, the PRA has suggested that
it would also require at least one individual per incoming non-EEA branch to be approved as an
‘Overseas Branch Senior Executive Manager’, with a role similar to that of a CEO in relation to a
branch.
• Both regulators propose to require firms to include certain additional information in their applications
for approval to perform an SMF, including but not limited to CVs, job descriptions, organisational
charts, learning and development plans, statements of responsibilities and responsibilities maps.
• FSMA, as amended by the Act, requires relevant firms to submit statements of responsibilities as
part of the SMF approval process and whenever there is a significant change in the Senior Manager’s
responsibilities.

Statements of
Responsibilities

• The statement will be designed so that relevant firms and regulators can ensure that a named
individual is accountable for each key risk in their businesses, and could be used to hold these
individuals to account in the event of failure.
• In the CP, both regulators detail the responsibilities they would expect firms to demonstrate have been
covered by individuals. The PRA sets out 20 ‘prescribed responsibilities’ whilst the FCA outlines its
expectations in a ‘responsibility framework’.
• The regulators also propose to impose a requirement on firms to take reasonable steps to ensure that
newly appointed Senior Managers are made aware of all necessary materials/information and risks of
regulatory concern in order to perform their responsibilities effectively. This is likely to take the form
of a ‘handover certificate’.
• Relevant firms will be required to write and maintain a comprehensive and up-to-date ‘management
responsibilities map’ which describes the firm’s management and governance arrangements, including
details of reporting lines and their responsibilities.

Responsibilities
Maps

• The PRA prescribed responsibilities specifically include one requiring “compliance with the rules
relating to the firm’s management responsibilities map”. The CP also proposes requiring an
annual confirmation, from the relevant firms’ Boards, that there are no gaps in the allocation of
responsibilities within the firm.
• Responsibilities maps will be considered an important supervisory tool in future, both for supervising
Senior Managers and in assessing corporate governance in general.
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Certification regime
• The Act introduced into FSMA the requirement for firms to certify certain employees as being fit and
proper to perform certain functions. This encompasses both those individuals captured under the
new SMFs and a wider group of individuals, on the basis that the existing Approved Persons Regime
brought in too narrow a set of individuals within the scope of regulation.
• The CP sets out proposals for a new Certification Regime for employees who fall outside the scope of
the newly defined SMFs, but whose roles nevertheless involve, or might involve, a risk of “significant
harm” to the firm or its customers:
Scope

–– the PRA focuses on those functions which might involve a risk to the safety and soundness of the
relevant firm and proposes that the PRA regime should include those staff designated as ‘material
risk takers’ (as defined in PRA CP15/14);
–– the FCA also proposes that the regime should cover ‘material risk takers’ but that it will also extend
to: individuals previously carrying out SIF roles no longer covered by the new SMFs; individuals in
customer facing roles which are subject to qualification requirements; and anyone supervising or
managing a Certified Person who is not already an SMF holder.
• The CP also sets out that the Certification Regime should apply to UK branches of non-EEA firms
following the proposed extension of FSMA to bring non-EEA firms into scope.
• Firms will be expected to take reasonable care to ensure that a person does not perform a certification
function without having being certified as fit and proper, having regard to qualifications, training,
competence, and personal characteristics.
• Firms will be expected to refer to the FCA’s FIT Handbook for guidance on factors to be considered in
assessing the fitness and propriety of certified individuals. The PRA does not yet have similar rules and
plans to create a new section in its Handbook covering its expectations.

Application

• Certificates must set out the aspects of the role in which the individual will be involved and will be
valid for a 12 month period.
• Both regulators will expect firms to make a single assessment and issue a single certificate to an
employee in respect of a particular certification function. An individual carrying out multiple roles
must be assessed in each role but may be covered by a single certificate.
• The regulators state that they expect that in practice a firm will be able to put in place a single process
for certifying each employee who falls within either regulator’s regime.
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Conduct Rules
• The CP sets out the regulators’ proposed new set of enforceable Conduct Rules that will replace
existing APER principles and guidance for relevant firms.
• The PRA proposes to apply Conduct Rules to all individuals who are approved by the PRA or FCA
as Senior Managers or who fall within the PRA’s Certification Regime. The PRA believes this set of
individuals comprises those identified as being able to cause significant prudential harm to the firm.
Application

• The FCA also proposes to apply Conduct Rules to all individuals who are approved by the PRA or
FCA as Senior Managers or who fall within the FCA’s Certification Regime. However, it also proposes
extending the rules to all other employees other than ancillary staff who perform a role that is not
specific to the financial services business of the firm. In the consultation paper the FCA specifically sets
out the roles that may be categorised as ancillary, e.g. cleaners, drivers, and post room staff.
• Firms are responsible for making employees aware of the relevant Conduct Rules and providing
training. Breaches of these Conduct Rules will be subject to the full range of the regulators’
enforcement powers.
The Conduct Rules are high level and reflect the breadth of people subject to them, and draw
significantly on the existing APER framework.
First tier – Individual Conduct Rules
Rule 1

You must act with integrity.

Rule 2

You must act with due skill, care and diligence.

Rule 3

You must be open and cooperative with the FCA, the PRA and other 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.

Second tier – Senior Manager Conduct Rules
Conduct Rules

SM1

You must take reasonable steps to ensure that the business of the firm for which you are
responsible is controlled effectively.

SM2

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.

SM3

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.

SM4

You must disclose appropriately any information of which the FCA or PRA would reasonably
expect notice.

*FCA only
The FCA also provides additional guidance in Annex 6 of the CP to clarify the behaviours expected under
each of the new Conduct Rules.
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Supervision and Enforcement
• The Act introduced new disciplinary powers for regulators, including a reverse burden of proof,
whereby individuals will be presumed culpable if a firm breaches a regulatory requirement for which
they were responsible at the time the breach occurred, unless they can demonstrate otherwise.
Presumption of
responsibility

• Individuals can rebut this presumption if they can demonstrate that they took steps that they could
“reasonably be expected to take” to avoid the contravention of regulatory requirements from
occurring or continuing. For example, ensuring appropriate systems and controls were in place.
• The CP contains little further guidance as to what the regulators will expect in relation to the reversed
burden of proof. The PRA states that it will determine what constitutes ‘reasonable steps’ on a caseby-case basis, whilst the FCA refers to its existing manual for decisions, procedures and penalties
(DEPP).
• The Act introduced a new criminal offence in relation to Senior Managers taking a decision which
causes a relevant firm to fail. The offence is punishable by up to seven years in prison and/or an
unlimited fine.

Criminal offence

• For this offence to be considered a Senior Manager would have to take or agree to the taking of, or
fail to take steps to prevent, a decision from being taken, which causes the financial institution to fail,
in awareness that failure was a possibility, with conduct falling “far below” expectations.
• The CP recognises that in practice such prosecutions would be rare. This is attributed to improvements
in the regulatory regime which make such failures less likely. However, proving that a Senior Manager’s
behaviour fell below this standard is also likely to be too high a bar for the majority of cases to be
prosecuted under this offence.
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