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Climate change risk

Operational resilience

Following years of focus on the banking sector, the regulatory spotlight
is increasingly focused on the insurance industry. The FCA has
restructured their supervisory approach towards insurance, sent a shot
across the bows of insurer boards via the Dear CEO letter of April 2019
and commenced a range of market focused activities to tackle what it
sees as a lack of customer centricity across the industry.

There is accelerating regulatory focus on managing the ﬁnancial risks
from climate change. Since the Paris Agreement in December 2015,
106 laws and policies have been introduced worldwide.

On 5th June 2018 the Prudential Regulation Authority (PRA), Financial
Conduct Authority (FCA) and Bank of England issued a joint discussion
paper on operational resilience, highlighting the increased regulatory
focus.

The Dear CEO letter noted that the FCA had identiﬁed “signiﬁcant
potential for harm and poor outcomes for customers arising from the
product development and distribution approaches in some sectors of
the GI market” and that following previous supervisory attempts by the
regulator to increase standards “many GI ﬁrms have not responded
appropriately and are not sufﬁciently focused on customer outcomes”.
Given SMCR is now live for insurers, and will be live for brokers in
December 2019, the consequences of failings will now directly impact
the leaders of ﬁrms and not just the ﬁrm itself.

The PRA was the ﬁrst regulator to set standards for climate risk management. Policy Statement 11/19 was released in April 2019 requiring
banks and insurers to take a strategic approach to “managing the ﬁnancial risks from climate change, taking into account current risks,
those that can plausibly arise in the future, and identifying the actions
required today to mitigate current and future ﬁnancial risks." In addition it sets expectations in a number of areas including governance,
risk management, scenario analysis, and disclosures. Firms are required to have initial plans and updated senior management function
(SMF) forms in place by October 15th 2019. The policy set out in
PS11/19 has been designed in the context of the existing UK and EU
regulatory framework and will not be affected in the event that UK
leaves the EU with no implementation period in place.

Firms must also pay due regard to the following:
p FCA’s
-

Guidance consultation
Thematic review into the insurance distribution chain
Market study on pricing
Value-measures pilot

p CMA (Competition and Markets Authority) work on fair treatment of
long standing customers and pricing.
The FCA has been clear; they will no longer tolerate a lack of customer
centricity and the scant regard it thinks insurers have paid to its work.

Update on key timings and trends
Your guide to critical regulatory milestones, analysis
of hot topics and emerging regulatory trends

... continued

p Understand and manage resilience risk relating to third-party
suppliers and partners, with suppliers assessed on how they
manage risk at the point of selection as well as on an on-going
basis.
p Put in place an organisational culture that values behaviours
supporting resilient outcomes, and people with sufﬁcient skills and
knowledge to maintain resilience.
We are working with ﬁrms on all aspects of their resilience framework,
and helping them respond to some of the speciﬁc requirements in the
discussion paper, including helping them think through how to deﬁne
and prioritise services and calibrate their impact tolerances.

Insurance Distribution Directive (IDD)
Following delays and a fraught implementation period, IDD came into
force as of 1 October 2018. The FCA is concerned that, following several
issues that ﬁrms had in implementing their renewal transparency rules,
ﬁrms may be encountering similar challenges fully implementing IDD.
In particular the FCA will be monitoring ﬁrms to ensure that they:
p identify customers’ insurance demands and needs and ensure that
products offered are consistent with them
p have product oversight and governance arrangements in place
p adhere to the customer’s best interests rule
Given the FCA’s increased focus on customer conduct, insurance ﬁrms
may wish to review their IDD implementation. We are working with a
number of ﬁrms that have discovered late in the day that not all of the
implications of IDD had been fully considered in their original implementation plans.

Baringa is helping ﬁrms think through their approach to all of this with
a particular focus on overall conduct risk management and conduct
risk frameworks, product governance and oversight, regulatory change,
compliance monitoring, and culture.

In June 2019, the European Commission published guidelines on reporting climate change-related information under the Non-Financial
Reporting Directive 2014/95/EU. The guidelines are a part of the Commission’s Sustainable Finance Action Plan published in March 2018 that
aims to reorient capital toward sustainable investment, manage ﬁnancial risks arising from climate change, and foster transparency and a
long-term view in ﬁnancial and economic activities. The guidelines list
criteria for 67 economic activities and establish standards on taxonomy, EU green bonds, and benchmarks.
Overall, we are seeing momentum building among policy makers, investors, banks, insurers and companies in the real economy – both in
the UK and across the globe. We advise that companies act now to understand and prepare for the uncertain impacts of climate change by
developing comprehensive strategies and implementation plans to enhance their strategic resilience.

The authorities are expected to publish a consultation paper in Q4 this
year, reafﬁrming their approach to resilience and providing some
further clarity on some of the key principles outlined in the discussion
paper. However, the authorities are already holding some ﬁrms to the
standards set out in the discussion paper, and European and US
regulators are also exploring a similar direction. Insurance ﬁrms
therefore need to start responding to this now, if they haven’t already.
But what does being resilient really mean, and how should Insurers
respond? We believe that operational resilience cannot be achieved in
isolation, and is a factor of existing capabilities across the organisation.
These capabilities need to work in concert to allow an organisation to
offer resilient services to its customers and other interested parties.
Key areas of focus are:
p Ensure clear ownership and accountability for operational
resilience, which includes understanding the critical people,
processes and systems that underpin a resilient service. The Board
should actively weigh up the costs of operational failures against
the ﬁnancial cost of being resilient.
p Design operational processes and locations to support resilience
during disruption. This includes areas such as Incident and crisis
management, and business continuity planning.
p Manage Business and IT change in a way that supports resilient
outcomes and resilience is a standard part of the change process.
p Ensure technology systems, processes, data and infrastructure are
sufﬁciently resilient to maintain service during disruption, and
support fast and effective recovery.
p Put adequate Information Security capabilities in place
to protect against adverse cyber security events.

The EU Cybersecurity Act

SMCR

About Baringa Partners

On the 27 June, ENISA, the EU Agency for cyber security adopted its
new mandate under the European Cybersecurity Act. The Act, further
increases the important role that ENISA plays in both ensuring
effective cybersecurity across the EU and driving innovation and cooperation. Under its new mandate ENISA will be developing a
Cybersecurity Certiﬁcation Framework aimed at ICT products and
services, ultimately addressing two distinct challenges affecting
industries today:

While solo-FCA ﬁrms have a little more time to implement, insurance
ﬁrms (apart from intermediaries), went live on 9 December 2018. Now
is the time for ﬁrms to assess how well the regime was implemented
as post-implementation cracks starting to appear.

Baringa Partners is an independent business and technology
consultancy. We help businesses run more effectively, navigate
industry shifts and reach new markets.

1. The emergence of different cyber security certiﬁcation schemes
that do not align to any overarching framework and therefore
struggle to be sustained or valued in the market, and;
2. The lack of support and governance to ensure strong coverage of
cyber security requirements across multiple industries, whether it’s
supporting smaller SMEs that provide ICT products and services to
large organisations, or the security of IoT affecting critical national
infrastructure.
Organisations should keep a close eye on the development of this
framework and seek to embed this change within their vendor
management and risk assessment frameworks.
Organisations should keep a close eye to the development of this
framework and seek to embed this change within their vendor
management and risk assessment frameworks.
Recent reports that the ICO intend to ﬁne British Airways £183m for
breaches of data protection law have caused a stir. Tesco Bank were
also ﬁned £16.4m by the FCA in 2018 for failures in a 2016 cyber
attack.

Insurance ﬁrms were only given a year by the regulator to implement
the regime and while some elements of the Senior Managers Regime
already had to be delivered as part of Solvency II (SIMR), it remained
challenging.

We use our industry insights, ideas and pragmatism to help each
client improve their business.
Collaboration is central to our strategy and culture ensuring we
attract the brightest and the best. And it’s why clients love working
with us.

Here are some of our observations from implementation so far:

Baringa. Brighter together.
p Certiﬁcation is yet to happen for some ﬁrms - This is the part of
SMCR ﬁrms have found harder to implement but it needs to be
addressed for compliance
p The need for a system to support the regime - Firms are investing
in software to support the documentation and audit trail required
p A Reasonable Steps Framework – This has been introduced by ﬁrms
as good practice
p Some Groups have both solo-FCA and dual-regulated entities
(different implementation dates), we would expect some level of
consistency in implementation across entities
As SMCR transitions to become a mature regulation there is a need for
ﬁrms who have done the minimum initial implementation to move toward best practice and avoid being left behind.

Baringa’s Finance, Risk and
Compliance Team
Baringa’s Finance, Risk and Compliance Team specialises in helping
ﬁrms understand and respond to the strategic, ﬁnancial and
operational implications of new regulation and to enhance risk
management. A trusted advisor to risk, compliance and treasury
leaders, Baringa Partners’ capabilities and credentials span banking,
insurance, asset management, capital markets, commodities and
wholesale energy.
For more information please contact: risk@baringa.com or Dan
Golding (Partner) on +44 203 763 4870 or Alex Gurr (Partner) on
+44 203 327 4313.

Baringa Partners LLP, 3rd Floor, Dominican Court, 17 Hatﬁelds, London SE1 8DJ
T +44 (0)203 327 4220 F +44 (0)203 327 4221 W www.baringa.com
E risk@baringa.com

Theme

Insurance
Regulatory
Developments
Tracker
2019

Financial
Regulation

Market
Structure

Alternative Investment Fund Management
Anti-Money Laundering Directive V
Bank of England
Central Counterparty
Credit Default Swaps
Capital Requirements Directive/Regulation
European Banking Authority
European Commission
European Central Bank
European Economic Area
European Insurance and Occupational Pensions Authority
European Market Infrastructure Regulation
European Supervisory Authority
Environmental, Social and Governance
European Securities and Markets Authority
Euro Short-Term Rate
European Union
Financial Advice Market Review
Financial Conduct Authority
Financial Institution
Financial Stability Board
General Insurers
Her Majesty's Revenue & Customs
Her Majesty's Treasury
Information Commissioner's Ofﬁce
Insurance Capital Standard
Information and Communications Technology
International Financial Reporting Standard 17
Life and Pensions
Long-Term Guarantees
Markets in Financial Instruments Directive
Post Merger Integration
Prudential Regulatory Authority
Packaged Retail Investment Products
Payment Service Directive II
Regulatory Technical Standards
Strong Customer Authentication
Secure Customer Communication
Securities Financing Transactions Regualtion
Sustainable Insurance Forum
Systemically Important Insurers
Senior Managers and Certiﬁcation Regime
Sterling Overnight Index Average
Single Supervisory Mechanism
Task Force on Climate-related Financial Disclosures
Undertaking for Collective Investments in Transferable Securities
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FEB

MAR

p IFRS 17

p Insurance Capital
Standards
p AMLD V
p UK exits EU
p Digital Regulatory
Reporting (FCA)
p Cyber Resilience
Insights Report

Capital

p Solvency II
p Stress Testing

Investment
Management

p Automated Advice
p PRIIPS
p Fund Performance
Fees
p IBOR Reform

p Fintech
p Crowdfunding
p InsureTech

APR

MAY

JUN

JUL

AUG

SEP

OCT

NOV

DEC

2020+

2018-2020: IFRS 17 preparation / implementation, comparative ﬁgures

01.01.21: IFRS 17 becomes effective
Q4 2025: IAIS expects ICS to be implemented as a prescribed capital
requirement following the end of the ﬁve year monitoring period

18.08.19: PRA and FCA joint Consultation Paper 18/19 “UK withdrawal
from the EU: Changes following extension of Article 50” closes

Due Q3 2019 onwards: Digital Regulatory Reporting Pilot Phase II report

31.10.19: UK exits the EU (in case of no
extension agreed by EU27 members)
Q4 2019: Adoption of the ICS Version 2.0
is expected at the IAIS s 2019 Annual
Conference

21.08.19: PRA consultation paper11/19 “Supervisory Statement SS6/16 ‘Maintenance of the ‘transitional measure on
technical provisions’ under Solvency II’” closes

10.01.20: Directive will come into force, bringing virtual currency
exchanges and custodian wallet providers into it l 01.01.20: IICS version
2.0 will be used for conﬁdential reporting to group-wide supervisors and
for discussion in supervisory colleges l Q1 2025: IAIS expects ICS to be
implemented as a prescribed capital requirement following the end of the
ﬁve year monitoring period
30.09.19: Submission to the PRAs biennial insurance
stress test for the largest life and general insurers are required - Sections A and B

Q4 2019: PRA Response to consultation paper 4/19 “Liquidity risk management for insurers” l 21.10.19: PRA consultation paper16/19 “Solvency II: Q1-Q4 2020: EIOPA is expected to submit
an Opinion on the assessment of the
Group availability of subordinated liabilities and preference shares” closes l 31.10.19: The PRA aims to publish the updated Insurance XBRL
application of the long-term guarantees
taxonomy by the end of October 2019 l 31.10.19: Submission to the PRAs biennial insurance stress test for the largest life and general insurers are
measures and the measures on equity
required - Section C
risk to the European Commission
2019: The EC due to review PRIIPs Regulation by the end of 2019. European supervisory authorities have
also indicated that they intend conduct a comprehensive revision of related Level 2 requirements
Q1 2019: FCA is expected to feedback on its outcomes testing on automated advice
Q1 2019: ESAs are expected to submit RTS to the Commission setting out targeted amendments to PRIIPs rules
Q1 2019: FCA is expected to publish a feedback statement on its call for input l Q1 2019: ESMA is expected to publish guidance on performance fees

Q1 2019-Q4 2020: Euro risk free rates
working group is expected to develop and
launch a Euro risk free rate term structure

Q1 2019: EU Commission is expected to
publish a report on best practices for
regulatory sandboxes l Q1 2019: ESAs
will explore the need for guidelines on
outsourcing to cloud service providers
Q1 2019: EIOPA will publish the ﬁndings
of its review on Big Data

Q2 2019: Euro risk free rates working
group is expected to provide
recommendations on contract, protocol
and regulatory amendments
Q2-Q4 2019: A term SONIA term rate is
expected to be available

Q3 2019: Expected start date of the
SONIA term rate daily publication
Q3 2019: Publication of ﬁndings from the
FCA and PRA’s joint Dear CEO letter later
this year with the intention to widen
supervision of ﬁrms’ transition from
LIBOR and focus on ﬁrms that are not
effectively managing their transition risks

Q4 2019: Daily publication of
ESTER is expected to start

01.01.21: Review of the LTG
measures and the measures
on equity risk in SII

Q4 2021: FCA announced that by end-2021 they
would no longer seek to compel or persuade
panel banks to submit LIBOR quotes

Q4 2019: UK government’s Fintech Delivery Panel will publish a set of industry
standards that will support Fintech ﬁrms by providing them with a consistent
understanding of what ﬁnancial services ﬁrms will need from them before entering
into partnership arrangements

Q2 2019/2020: FCA will publish its ﬁnalised rules on crowdfunding, to address areas of concern, especially for loan-based crowdfunding
Q2 2019: EU Commission Expert Group will asses unjustiﬁed regulatory obstacles to ﬁnancial innovation, and whether the current
regulatory framework fosters ﬁnancial innovation and the scaling up of innovative start-ups
Q2 2019: G7 expected to publish a statement on cyber-risk red team testing
Q2-Q3 2019: BoE and PRA are expected to publish further details on the
upcoming Cyber and operational resilience stress-testing pilot approach

Cyber
Resilience

p Operational Resilience
p IT Risk Management

Q1-Q2 2019: ECB expected to issue supervisory expectations on how banks approach IT risks in general
Q1-Q4 2019: ECB is expected to publish maturity-based expectations for Cyber and operational resilience of SSM banks

Pensions

p Pensions &
Retirement Outcomes

Q1 2019: FCA will publish an occasional paper on the savings adequacy of the UK population

Financial
Inclusion

p Big Data

General
Insurance

p General Insurance
Claims Inﬂation
p General Insurance
Market Study
p General Insurance
Renewals Evaluation

UK

p SMCR
p Fair pricing
p Travel insurance

Consumer
Vulnerability

p Vulnerable customers

Sustainable
Finance

p Climate Change
p Green Bonds
p Credit Rating
p Sustainability Ratings
p Corporate
Governance
p TCFD Report

Wholesale
Insurance

p Wholesale Insurance
Market Study

For more information please contact:
risk@baringa.com or Dan Golding (Partner) on
+44 203 763 4870 or Alex Gurr (Partner) on
+44 203 327 4313.

JAN

08.03.19: Cyber security – industry
insights report published by FCA

Disruption &
Innovation

Abbreviations
AIFM
AMLD V
BoE
CCP
CDS
CRD/R
EBA
EC
ECB
EEA
EIOPA
EMIR
ESA
ESG
ESMA
ESTER
EU
FAMR
FCA
FI
FSB
GI
HMRC
HMT
ICO
ICS
ICT
IFRS 17
L&P
LTG
MiFID
PMI
PRA
PRIIPS
PSD II
RTS
SCA
SCC
SFTR
SIF
SII
SMCR
SONIA
SSM
TCFD
UCITS

Accounting

EU / Global

The timelines reﬂect a number of key regulatory themes
in the shape of both guidance and requirements that
will be affecting the insurance sector in 2019 and
looking forward to 2020. It is important that ﬁrms
consider the potential impacts on their business. The
timeline covers themes such as operational resilience,
IT risk management, vulnerable customers and climate
change.
Baringa’s Finance, Risk and Compliance team specialises
in helping ﬁrms understand and navigate the spectrum
of regulatory milestones and challenges as well as
provide insight and solutions addressing key industry
trends. We are unique in our ability to bring together
these skills within a single team, combining capabilities
to bring the very best advisory and delivery services to
our clients.

Sub-theme

Q1-Q4 2019: EBA is expected to publish a report on ﬁnancial exclusion and big data

Q4 2019: General Insurance Pricing Practices Market Study ﬁnal report

Q3 2019: FCA is to review whether brokers and motor insurers are inﬂating claims through referral to claims management companies and volume discounts l Q3 2019: FCA is expected to publish its interim report of its
general insurance market study l Q3 2019: Following the GI add-ons market study and subsequent reporting on value measures data by ﬁrms the FCA plan to publish a policy statement potentially leading to more regular
reporting and publication of value measures data l Q3 2019: GI Renewals evaluation on Renewals Transparency requirements and impact and success within the market

01.04.19: FCA price cap on rent-to-own
products is expected to come into force
pending a consultation

Q4 2019: Discussion Paper on the review of FCA principles on Fair pricing in ﬁnancial services
Q4 2019: Following the FCA Call for Input on Access to Travel Insurance, an FCA consultation is
expected on enhanced and consistent signposting for consumers accessing travel insurance

Q1 2019: FCA is expected to publish new guidance on vulnerable consumers
Q1-Q2 2019: Treasury Committee is expected to report on its inquiry into the
level of access consumers have to ﬁnancial services, with
June 2019: Expected
a particular focus on vulnerable customers
revision of guidelines for
April 2019: FCA expected to consult on how
companies on how to
workplace personal pension schemes consider
disclose non-ﬁnancial
ESG and climate change risks and opportunities
information in relation to
and relevant non-ﬁnancial factors
climate-related data

Q1 2019: ESAs are
expected to collect
evidence of undue shortterm pressure from capital
markets on corporations

Q1 2019: FCA is expected to publish its
interim report of its market study on
wholesale insurance brokers

Q3 2019: EU classiﬁcation system for
climate change and sustainable
activities is expected to come into effect
Q3 2019: EC to report on progress made
on actions involving credit rating
agencies
Q3 2019: TCFD expected to publish a
report on implementation progress

09.12.19: FCA has stated it expects the SM&CR
regime will commence from mid-to-late 2019

Q4 2019: Sustainable Finance Disclosure Regulation expected to be published in the
Ofﬁcial Journal of the European Union
Q4 2019: EC technical expert group is expected to provide an EU classiﬁcation
system for
22.11.19: PRA seeks feedback on its “Framework for
climate
assessing ﬁnancial impacts of physical climate change change
A practitioner’s aide for the general insurance sector” by
mitigation
22/11/2019
activities

Q2 2019: PRA is expected to publish its supervisory statement on the management of ﬁnancial risks from climate change
Q2 2019: EC technical expert group is expected to report on an EU standard for green bonds
Q2 2019: A delegated act on the content of the prospectus for green bond issuance is expected
Q2 2019: EC technical expert group is expected to report on the design and methodology of the low-carbon benchmark
Q2 2019: ESMA is expected to assess practices in the credit rating market and to include ESG information in its guidelines on disclosure for credit rating agencies
Q2 2019: EC is expected to carry out a study on sustainability ratings and market research
Q2 2019: EC is expected to assess potential measures to promote corporate governance more conducive to sustainable ﬁnance
Q2 2019: TCFD expected to publish an updated report to the FSB

