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Learning Objectives

01

You will be able to
identify key areas of
product governance
and its implications for
the protection space

02

You will be able to
describe Providers
stance on distribution
quality and what
support is available at
SimplyBiz
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You will be to explain
how Compliance
Audits can be
beneficial to your
business
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TR24/2 - Thematic Review of
PROD for Gl and Protection
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TR24/2

« The principle focus for this publication
IS for PROVIDERS who are
manufacturers under PROD.

HOWEVER,

« The review does also covers BROKER
FIRMS who are distributors under PROD
and are subject to PROD 4.3.

F A CONDUCT
AUTHORITY

Thematic Review
TR24/2

Product Oversight and Governance
thematic review — General Insurance
and Pure Protection (PROD 1.4 and
PROD 4)

August 2024




FCA recommendations for BROKER FIRMS

« Understand the product being recommended - it's complexity and any risks

- Consider any value problems - There should be an individual designated for identifying value
problems — this would normally be the Senior Manager ‘Responsible for Insurance
Distribution’ on the FS Register

* Ensure your annual PROD and Fair Value Assessments are complete and that you have a
clear distribution strategy, target market, remuneration and clear evidence of product’s
infended value.

« Consider remuneration policies, its interaction with the services and benefits they provide
and its impact on the product’s value. — this would be part'6fthe value assessment. Worth
nohng here para 5.14 which reference,s, seﬁlng a cap on the pound valué of-eommission’.
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FCA recommendations for BROKER FIRMS

- Evidence of consideration of the provider’s target market statement and value
assessment — your target market should align to the provider's, including negative
target market.

» The firm should have Data and MI to show sold products are sold within your
relevant target market.

* Where products are sold as part of a package, there should be a process in place
to mitigate the risk of duplication of cover. e
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ACTION POINTS FOR FIRMS

Ensure the firm’s PROD review is up to date and goes into sufficient
detail

Ensure the firm has completed a Fair Value Assessment for each
service offered



SUPPORT AVAILABLE
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PROD takes account of:

e The characteristics of the target market
e The complexity of the product

e The distribution strategy

e The risk of consumer detriment relating
to the product

Fair Value Assessments additionally cover:
* Cost to the client
* Benefits / Value

* Behavioural Bias / Vulnerability

Fair Value templates - Consumer Duty Hub
PROD templates - operqhng centre - plans and
templaies ik



Market Study into Protection Distribution

The FCA is launching a ‘Market Study’ looking at how well the protection market is working for consumers and any areas
of potential harm.

This will take fime so we expect this to play out over 2025/2026.
As it stands the focus will be on:

term assurance,

critical illness cover,

income protection insurance, and

whole of life insurance including guaranteed acceptance over 50s plans

Commission incentives

This could lead to FCA identifying problems and then consulting on remedies
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Market Study into Protection Distribution

FCA concerns are outlined in para 3.2 and you will see that some are familiar:

The design of commission arrangements may not always support the delivery of
fair value:

Firms encouraging customers to switch unnecessarily to earn repeat
commission

the use of ‘loaded premiums’ — a mark-up to the standard premium paid by a
consumer that enables additional commission to be paid to an intfermediary

commission arrangements that incentivise firms to push products not consistent
with client needs

\Y}
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Compliance Audits
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Generally our firms do a fantastic job with their clients, with
firms crucial in helping their clients achieve their desired
financial outcomes.

There have been audits of mortgage and protection firms
which have revealed where gaps exist.
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The good

CPD - evidenced the advisers have undertaken at least 15 hours relevant Insurance
Distribution Directive (IDD) CPD on an annual basis.

Conduct Rules Training - all Senior Managers, Certified Persons and other relevant
staff members have completed Conduct Rules Training

FCA permissions - Firms are conducting business inline with permissions on the FCA
Financial Services Register

Consumer Duty - Firms can evidence steps have been taken to implement the
Consumer Duty. It's important this continues to be embraced at all levels as a ‘not
once and done’ exercise.
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Common problems

File checks — Advisers are undertaking suitability reviews on their own client files, or
these completed by a person who doesn’t have the relevant qualification /
experience.

Vulnerable customer - some firms are struggling to record potential client
vulnerabilities or documenting the steps taken to cater to vulnerable clients

Policies/Template documents — Policies should be personalised and be kept under
review. PROD assessments should be periodically considered.

Returns — Returns not being submitted in a fimely manner. It is important 1o ensure
that controls are in place 1o meet deadlines.

Infroducers - firms not recording details of, and/or completing regular due
diligence for, their infroducers.
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Distribution Channel

The FCA want firms in the same distribution chain to share relevant information with each
other. This will help firms to quickly address issues to prevent consumer harm and deliver good

outcomes.

Providers are themselves required to monitor the outcomes and this will lead to increased
monitoring of business quality that is submitted by firms.

YOU ARE REQUIRED UNDER FCA RULES TO RESPOND TO REASONABLE REQUESTS

A distributor must, upon request, provide manufacturers with relevant information including, where appropriate,
sales information and information on the reqular reviews of the product distribution arrangements. (PRIN
2A.3.18R)
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https://www.handbook.fca.org.uk/handbook/glossary/G3563d.html
https://www.handbook.fca.org.uk/handbook/glossary/G3541m.html

Providers and the benefits of audits

Providers audit too and will ask when a firm works with a compliance service provider do you have copies
of the audit .

Member firm recently received a request for information from a provider
Have any products been distributed outside of the Insurer's defined target markete
Have you made any changes to training or the assessment of advice qualitye

Have you made any changes to your vulnerable customer policy in the last 12 months?

How do you monitor fees charged by brokers (if applicable)? Have you made any changes in the last 12
months as a result of your fair value assessmentse

Audits help with provider surveys to create responses that are well versed.

In a FCA information request in another sector - asked for copies of audits within the last 24 month. With the
Market Study and the recent Thematic review, firms could start to see these kind of requests.
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Protection & Gl GRC Audit

Compliance | cONSULTANCY SERVICES
* We have enhanced our GRC audit with a Protection

and Gl focus for Protection firms.

* Provider relationships was a key addition Protection & G|
Governance,
* Covering specific protection concerns Risk & Controls Audit

- Unearned Indemnity Commission

Firm Name:  ABC Minancel Mannng Limiled

FCAFirm 235640
Reference No

Dete of Review: 77" January 2027

- Security Accounts

Consultant: AN Cther

- Lead Source

Tailored for Protection firms to ensure there’s
beneficial feedback
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Artificial Intelligence

The current regulatory system



Discussion point:

Has anyone started using Al within your business?

What has been your experience?




Benefits and risks

v'Save a firm time

v'Cut costs for consumers

I Data protection — how secure is client data

Il Responsibility for content and accuracy

e
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The FCA's approach to Al

1CO.

Information Commissioner's Office

“In 2023/24 ... the UK b)ecame home to over 1,300 Al companies.”

Al firm to help advisers
build suitability letters
in five minutes

| ‘First in the market’ tool launched to

automate suitability letters
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Al is not directly regulated

... HOWEVER it is indirectly regulated using existing frameworks

Principles Threshold
for Business @ Conditions

Consumer Rule Data
Duty breaches Profection

2]



Al Guide & Due Diligence

- How will it improve efficiency and
increase productivity¢

- How it can be adopted safely, and
does it offer accurate outputs?

« Whether it is compatible with existing
data protection

* How it will integrate with other
technology, e.g. back-office systems

Policy > Regulatory Guides
Operating centre > Advice Journey >
Research

Guidance on the regulation of Al for financial services intermediaries

Deerview

Artificial intelligence |Al} & becoming increasingly praminent in financial services. |t has the potential

s bransform the way Firms serve their custar
services. As abways, it is impartant to unders
designed to explain the existing regulatory s
non-exhiaustive list of due diligence consider.
wansiderations far 2 firm might be:

Horw it will improve efficiency and in
How it can be adopted safely and do
Can it help the custormer understand
Whether it i compatible with existin
Herw it will integrate with other techi

Al won’t replace a paraplanner, adviser arim
rale and give them more Hme to we soft skl
taols and have na ‘emational’ intalligence.

Regulation

There is na direck regulation af Al as it stand:
regulatory framewarks, for example through
identifiad the fallowing principles around rey
Appropeigte transparency and axplin shility;
cantestability and redres.

[Existing FOA relevant

Firms are already subject ta the fallowing re:

Principles for Business | Firms must condu
{Prireiple 2jand ¢
responsibly, effec
{Prireigle 33 Firm
accuracy and qual

Gystems and Contrals | A firm & required
miitigate risks that
relating to husing:

Threshald conditions | A firms basiness 1
the cansumer Th
senior manageme
undarstand the ta

The teal should di
products and sery
COnsUmEr SUppos
which is character
consumers {see Pl
Management Info

wubcomes experie

Al refated due diligence

B o ive list af fans for the: of a third party Al toal

How does the tool work? fie. a description of the tools functionality)

How client data is used and owned? |s client data locked within the tocl and cwned by your firm?

‘What data analysis dees the ool perform? Can client data be processed externally by the Al model
and procissad in ways the client would not expect?

‘What methods does the tool employ ta improve its output?

‘Where is the data stored? Data cannat be stared outside of the UK unless there is an adequacy
deision ar safeguards in place.

Wihiere applicaile, haw does the system integrats with other systems such as back-affice systems,
wideg-conferencing systems, D verification checks ewc.?

Can the system be customised to the needs of the Frm and its chents?




New Services

Supporting your needs



The growing importance of business quality

* A good sales process is one in which a customer feels like more than just a number

Business quality must be at the forefront of a firm’s objectives from the initial lead source through to retention of
the customer.

Firms should:
« Have oversight of the data and appropriate Ml
+ Engage with providers. Providers place a lot of importance on quality ‘Distribution Quality Management' forums

* Review your persistency rates — proper process leads to improved retentions and improved customer
experience and profitability!

« ldentify any trends or any areas where improvement is required

« Sales Quality Webinar Series
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Simplybiz Learning and Development Events R2 2024

'Check The Checker' Reviews

How can you demonstirate that your internal file
checking process is aligned to FCA
expectations?

 'Check the Checker’ file assessment reviews
client file and internal file review output

« Determines whether internal process is
suitably robust

» |dentifies any trends, tfraining needs or areas
for improvement

« Detailed feedback to identify any gaps in
your assessing standards to improve the
quality of your existing internal file
assessments.




Learning Outcomes

01

You will be able to
identify key areas of
product governance
and its implications for
the protection space

02

You will be able to
describe Providers
stance on distribution
quality and what
support is available at
SimplyBiz
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You will be to explain
how Compliance
Audits can be
beneficial to your
business
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