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1. INTRODUCTION 



1. Introduction 

 Intermediaries: the face of the insurance sector  
• Key distribution channels for insurance products – a pivotal role 
• Interface between consumers and insurers 
• First impression to insurance customers  
• Promoting financial awareness  
• Providing advice and support  to customers on insurance needs 

and insurance policies, including assistance with claims that may 
arise under policies they have been involved in selling 
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Presenter
Presentation Notes
Insurance plays an important role in society. In most insurance markets, intermediaries serve as important distribution channels of insurance. Their good conduct is essential to promote confidence in insurance markets.Intermediaries can promote consumer protection by assisting consumers to make better informed decisions about the products that they buy. At the heart of consumer protection are asymmetries of information between financial services product providers and the public to whom the products are sold. The adoption of good conduct of business practices by insurers and insurance intermediaries helps to ensure that customers are sufficiently informed on the insurance products they buy before concluding a contract.It is in the interests of supervisors, in promoting fair, safe and stable insurance markets, that the public has trust and confidence in the insurance sector. Insurance intermediaries’ interface between consumers and insurers gives them a key role in building and justifying this public trust and confidence.Intermediaries’ initiatives to promote financial awareness, where conducted with professionalism, may be seen as a public service and help to enhance both their own reputation and that of the insurance sector.



1. Introduction 

 The main objectives of intermediary supervision 
• Protecting consumer interests 
• Promoting public trust and confidence in insurance sector/market 
• Maintaining a level playing field / fair competition between 

market players  
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1. Introduction 

 What can go wrong: PPI example (UK) 
Payment protection insurance 

− Credit insurance product 
− Often sold by banks in connection with a mortgage loan 

but in many cases…. 
− Policy not suitable 
− Customers not told they had a choice of provider 
− Unfair contract terms (nil refund terms) 

resulting in… 
− 24 banks reporting their monthly redress payments to the regulator 
− Over £16.6 bn (€21 bn) paid in compensation from 2011 to date 

 
 

 
6 

Presenter
Presentation Notes
Outcome – loss of reputation, loss of trust in the financial sector



2. INSURANCE CORE PRINCIPLES 



2. Insurance core principles 

 Applying to the supervision of intermediaries: 
• ICP 18 (Intermediaries) 
• ICP 19 (Conduct of business) 
• ICP 21 (Countering fraud in insurance) 
• ICP 22 (Anti-money laundering and combating the financing of 

terrorism) 

8 

Presenter
Presentation Notes
ICP 18 is specific to the supervision of intermediaries, but other ICPs that apply, generally or in part, to the supervision of intermediaries are; ICP 19 Conduct of BusinessICP 21 Countering Fraud in InsuranceICP 22 Anti-Money Laundering and Combating the Financing of Terrorism (AML/CFT)Disclosure requirements on insurance products:Covered by ICP 19 Conduct of BusinessICP 18 is concerned with the disclosure of matters relating to intermediaries themselvesICP 21 Countering Fraud in InsuranceThe supervisor requires that insurers and intermediaries take effective measures to deter, prevent, detect, report and remedy fraud in insurance. ICP 22 Anti-Money Laundering and Combating the Financing of TerrorismThe supervisor requires insurers and intermediaries to take effective measures to combat money laundering and the financing of terrorism. In addition, the supervisor takes effective measures to combat money laundering and the financing of terrorism. 



2. Insurance core principles 

ICP 18 (Intermediaries): 
“The supervisor sets and enforces requirements for the conduct 
of insurance intermediaries, to ensure that they conduct 
business in a professional and transparent manner.” 
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2. Insurance core principles 

ICP 19 (Conduct of business): 
“The supervisor sets requirements for the conduct of the 
business of insurance to ensure that customers are treated 
fairly, both before a contract is entered into and through to the 
point at which all obligations under a contract have been 
satisfied.” 

 

 Most of the requirements apply to the supervision of 
intermediaries as well as to that of insurers 
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3. INTERMEDIATION AND TYPES OF 
INTERMEDIARY 



3. Intermediation and types of intermediary 

 Insurance intermediation – IAIS definition: 
• Activity of soliciting, negotiating or selling insurance contracts 

through any medium 
− “Solicit” : attempting to sell insurance 
− “Negotiate” : the act of conferring directly with, or offering advice 

directly to, a purchaser or prospective purchaser of a particular 
contract of insurance 

− “Sell” : to exchange a contract of insurance by any means, for 
money or its equivalent 

 Insurance intermediary 
• Any natural person or legal entity that engages in insurance 

intermediation  
 

12 

Presenter
Presentation Notes
“Solicit" means attempting to sell insurance or asking or urging a person to apply for a particular kind of insurance from a particular company for compensation."Negotiate" means the act of conferring directly with, or offering advice directly to, a purchaser or prospective purchaser of a particular contract of insurance concerning any of the substantive benefits, terms or conditions of the contract, provided that the person engaged in that act either sells insurance or obtains insurance from insurers for purchasers. "Sell" means to exchange a contract of insurance by any means, for money or its equivalent, on behalf of an insurance company. In the EU "Insurance mediation" means the activities of introducing, proposing or carrying out other work preparatory to the conclusion of contracts of insurance, or of concluding such contracts, or of assisting in the administration and performance of such contracts, in particular in the event of a claim.These activities when undertaken by an insurance undertaking or an employee of an insurance undertaking who is acting under the responsibility of the insurance undertaking shall not be considered as insurance mediation (this differs from the IAIS). “Insurance intermediary" means any natural or legal person who, for remuneration, takes up or pursues insurance mediation.The provision of information on an incidental basis in the context of another professional activity provided that the purpose of that activity is not to assist the customer in concluding or performing an insurance contract, the management of claims of an insurance undertaking on a professional basis, and loss adjusting and expert appraisal of claims shall also not be considered as insurance mediation. [ US definition of intermediary/intermediation ]The US is a state regulated industry, which means the definition of “producer” (intermediary) can vary from state to state. The NAIC definition is as follows: “Insurance producer” means a person required to be licensed under the laws of a state to sell, solicit or negotiate insurance.



3. Intermediation and types of intermediary 

 Type of intermediary 
• Direct sales staff of insurers 

 

• Agent 
− act primarily on behalf of one or more insurers 
− may act for a single insurer; may be referred to as “tied”  
− may be restricted by agency agreements with the insurer(s) 

concerned 
− traditionally, life insurers have tended to market their products 

through tied agents 
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Presentation Notes
Where the intermediary acts primarily on behalf of the insurer, the intermediary sells products for and on behalf of one or more insurers, they are often referred to as “agent” or “producer”. Intermediaries may act for a single insurer (sometimes referred to as “tied”) or represent several. The products they can offer may be restricted by agency agreements with the insurer(s) concerned. 



3. Intermediation and types of intermediary 

 Type of intermediary (cont) 
• Brokers (or independent financial advisors) 

− act primarily on behalf of customer (either policyholder or insurer) 
− typically independent of the insurers whose products they 'offer' to 

their customer  
− may be involved with several insurance companies and offer 

customers a wide choice of insurance products 
− non-life insurers tend to distribute their offerings extensively 

through brokers 
 

 Some supervisors do not distinguish between agents and brokers in 
legislation and instead focus on the activity performed 
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Presentation Notes
Where the intermediary acts primarily on behalf of the customer, the intermediary is independent of the insurer(s) whose products he sells. Often referred to as “broker”, or “independent financial adviser”, they are able to select products from those available across the market.It would need to be noted that the insurance broker should not be confused with the independent financial advisor providing investment advice who is a completely different figure. Some intermediaries do not have direct contact with the customer but act with other intermediaries to place business with insurers (Such as wholesale intermediaries). Even though they don’t necessarily deal directly with the purchaser of insurance, they perform one or more of the functions in the chain of selling, soliciting or negotiating contracts of insurance. In this respect, all activities performed within the “chain of intermediation” for the conclusion or performance of an insurance contract shall be subject to ICP 18. 



3. Intermediation and types of intermediary 

 Typical characteristics of brokers and agents 

* Sources : IAIS Core Curriculum (2006)  

Agents 

• Broker contract (no ties to 
insurer) 

• Provides advice, including 
insurance options available 
on the market 

• Solely responsible for 
professional conduct 

 

• Agent contract (implies ties 
to the insurer) 

• Does not provide advice of 
other insurance options on 
the market 

• Depend on the insurer for 
performance 

• Insurer responsible for 
their professional conduct 

Brokers 
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There can be more than one intermediary involved in the chain of the intermediation activity for one risk or client.  Furthermore, there are reinsurance brokers who solicit, negotiate and place reinsurance cessions and retrocessions on behalf of ceding insurers seeking coverage with reinsurers.  Reinsurance brokers can also be involved in a reinsurer’s retrocession of parts of his risk.



3. Intermediation and types of intermediary 

 Practical examples of intermediaries  
• Insurers use various distribution channels, such as 

− car dealerships, post offices, retailers and travel agents who offer 
insurance in respect of the primary goods and services in which 
they trade  

− bancassurance: a bank’s distribution network is used to sell 
insurance products  

 Remuneration for intermediation  
• Through fees or commissions paid by the insurer or charged 

directly or indirectly to the customer, depending on the 
circumstances 
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Presentation Notes
Insurers use various distribution channels to market and sell insurance products. These can include a variety of partners such as car dealerships, post offices, retailers and travel agents who offer insurance in respect of the primary goods and services in which they trade. In many cases this activity will represent intermediation on the respective insurance products.Bancassurance describes the relationship between a bank and an insurer whereby the bank’s distribution channels are used to sell insurance products. Intermediaries are generally remunerated through fees or commissions, which may be paid by the insurer, deducted from funds invested in a policy or charged directly to the customer, depending on the circumstances. Where insurers’ direct sales staff carry out insurance intermediation as employees of the insurer, they may be salaried as well as receive any applicable commission.



4. FRAMEWORK FOR SUPERVISION OF 
INTERMEDIARIES 



4. Framework for supervision of intermediaries 
Setting Optimal Supervisory 

Framework 
- Licensing  
- Supervisory Review 
- Supervisory Powers 

 
Qualification Requirements  

- Knowledge, Integrity, Competence 
 
Conduct of Business Requirements 
- Fair treatment of customers 
 

Corporate Governance 
- Suitability of persons 
- Adequate internal controls 
- Control over outsourcing 

 

Disclosure to customers 
- Terms of business   
- Intermediary  status   
- Remuneration 
 

Intermediary  
Supervision 
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4. Framework for supervision of intermediaries 

 Licensing (or registration)  
• Ensuring that insurance intermediaries are required to be licensed 
• Meeting appropriate standards of professionalism and competence 
• Specifying in the licence the types of insurance intermediation 

− Prior to issuing a license, supervisors should require application 
together with additional information; business plan, details of policies, 
procedures and controls in key area (Compliance, AML/CFT, new 
business, client money, complaints, conflicts of interest, Etc.) 

• May set minimum financial resource requirements 
− Setting an appropriately risk-based financial resource requirement  

• Issuing licences that may be renewable periodically  
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In some jurisdictions other terminology or processes, such as “authorisation” or “registration”, are used in place of “licensing”. For the purposes of this ICP these terms are collectively referred to as “licensing”.The supervisor may choose to license intermediaries at the entity level or the individual level, or both. Where insurers’ direct sales staff carry out insurance intermediation as employees of the insurer, these activities may be covered by the insurer’s licence or may require separate intermediary licensing.[ Québec example ] Firms must obtain authorization to practice through certified intermediaries and provide the AMF with all relevant information e.g. information related to : liability insurance contract, convictions, separate account. Registration does not have an expiry date but must be updated annually.  Insurer must register as an intermediary, if it distributes its products through employees who are certified intermediaries.  [ USA example ] Each U.S. Supervisor ensures insurance intermediaries are licensed in their respective jurisdictions. Supervisors license intermediaries at both the entity and individual levels. In addition, the licensing of intermediaries occurs by line of authority so that an entity or individual must be licensed for each line of authority to be sold, solicited or negotiated. Prior to issuing a license, the supervisor requires an application with information such as demographic information of the applicant and background questions.[ UK example]The FCA requires all insurance intermediaries to be registered with the FCA.[Netherlands example ]According to the Act on Financial Supervision (Wet Financieel Toezicht) intermediaries are obliged to be licensed. The license being obtained and issued, will be annually controlled by the Supervisor by way of Self Assessment and Risk Based Auditing.[EU IMD (Directive on Insurance Mediation)]Insurance and reinsurance intermediaries shall be registered with a competent authority as defined in Article 7(2), in their home Member State.



4. Framework for supervision of intermediaries 

 On-going supervisory review    
• analysis of complaints against insurers and intermediaries 

− identifying poor conduct in the area of intermediation  

• off-site monitoring and on-site inspection 
• regular formal meetings with intermediaries as a means of 

supplementing off/on site procedures 
− may also use other tools such as “mystery shopping” 

• indirect supervision through insurers (may be appropriate for the 
agent model rather than broker model) 

• Self-regulatory organisations on professional standards 
 

20 

Presenter
Presentation Notes
A self-regulatory organisation (SRO) is a non-government organisation that exercises some degree of supervisory oversight for an industry or profession. The supervisory functions of a self-regulatory organisation can contribute to the supervision of intermediaries through the regulation of its members and requirements for professional standards.Where an SRO is involved in the supervision of intermediaries, the supervisor should ensure that the SRO meets appropriate standards before being allowed to exercise authority. The supervisor should maintain oversight of the self-regulatory system by verifying that its functions are being performed adequately and that its standards are sufficiently robust and take appropriate action to deal with any shortcomings. An SRO’s regulatory and professional requirements may not address all the aspects of the supervision of insurance intermediaries in which the supervisor has an interest. Therefore, where an SRO shares some of the supervisory responsibility, the supervisor should nevertheless not abdicate its overall responsibility for supervision as a result of the operation of such as system.[ Germany ]According to the Trade, Commerce and Industry Regulation Act, intermediaries are obliged to be licensed by the local Chamber of Commerce. Licenses can be revoked at any time if the intermediary is in violation of the laws. 



4. Framework for supervision of intermediaries 

 Supervisory powers 
• Supervisor needs to be able to take actions against the 

insurance intermediary as licensee where appropriate  

• Supervisory action should apply at either the entity level or 
individual level, as appropriate 

• Due process rights are in place for an intermediary to appeal 
supervisory action 

  The supervisor of intermediaries can be different from the insurance 
supervisor 
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[ Québec example ] Tools and structures to detect violations:inspections and surveillance teams: supervisory framework to monitor the activities of entities carrying out business in the insurance and distribution sectorscybersurveillance team:detection and prevention of illegal practice in relation to the sale of insurance products - surveillance of Internet websites and social networking services complaints received through Contact Centre: forum through which complainants may report their concerns via telephone, e-mail, online or through AMF’s website or even in person	Enforcement:AMF can assess penalties or take legal action against the guilty party, the accomplice or the abettorAMF has the power to require freeze of assets ordersAMF can refuses to issue or renew a certificate, or can add conditions or restrictions on a certificateAMF can ask the court to order any offender to remit to it amounts obtained as a result of non-compliance[US example]U.S. supervisors have broad authority to take action against Insurance intermediaries as licensee, both as an entity and individual where appropriate (for example, when the intermediary fails to meet licensing regulatory requirements).  In 2011, U.S. supervisors took 27,712 actions against licensed intermediaries.  Supervisors take actions against insurers in the case of direct sales and when an insurer knowingly cooperates with an intermediary which is violating a regulatory requirement. Actions may be corrective or involve sanctions such as requiring the implementation of enhanced policies and procedures or restricting business activities. Some actions involve the suspending or barring specific individuals from engaging in intermediary business. Supervisors ensure that due process rights for an intermediary (or insurer where relevant) to appeal supervisory action are in place and that sanctions are appropriate for the shortcomings.[Netherlands]The Dutch supervisor AFM has sufficient power and authority, to take action. In these cases , e.g. withdrawal of a licence or in case of a fine, the name of the company and the amount of the fine  are being published.  [EU IMD (Directive on Insurance Mediation) ]Appropriate sanctions are needed against persons exercising the activity of insurance or reinsurance mediation without being registered, against insurance or reinsurance undertakings using the services of unregistered intermediaries and against intermediaries not complying with national provisions adopted pursuant to this Directive.



4. Framework for supervision of intermediaries 

 Qualification requirements: knowledge, integrity and 
competence    
• professional knowledge to carry out their responsibilities  

− attainment of relevant professional qualification 
− intermediaries have policies and procedures to achieve relevant 

professional qualifications 
− keep their professional knowledge up to date 
− be knowledgeable regarding the status of the insurers whose 

products they sell 
• Integrity and high ethical standards 

− internal policies and procedures, ethical standards of professional 
bodies, code of conduct  

• Competence 
− Implement policies and procedures to assess the competence of 

the individuals undertaking intermediation work 
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Presentation Notes
[ Québec example ] Before issuing a certificate to an intermediary (individual), the AMF must ensure that the candidate has acquired essential knowledge for consumer protection and a minimum level of education or equivalent experience and meets the standards of professionalism, proficiency and integrity.AMF examinationsProbationary periodBackground checks (e.g disciplinary or criminal record, unpaid fines or civil suits, etc.)Intermediaries (individuals) are required to maintain proficiency through mandatory continuing education courses. Training must cover various topics related to an intermediary’s activities, such as discipline, compliance, products, etc. Under the rules of ethics, an intermediary (individual) must :Avoid placing himself in a situation of conflict of interestAct with honesty and integrity at all times[US examples]U. S. Supervisors ensure intermediaries have professional knowledge by requiring the passing of licensing examinations which demonstrate that a certain level of professional knowledge has been achieved. The supervisors ensure that individuals responsible for Insurance intermediation activities have professional qualifications and experience appropriate for the business which they intermediate. Supervisors require that all licenses satisfy continuing education requirements of 24 hours, including 3 hours of ethics, every two years.  [ EU IMD (Directive on Insurance Mediation) ]Insurance and reinsurance intermediaries shall possess appropriate knowledge and ability, as determined by the home Member State of the intermediary.Home Member States may adjust the required conditions with regard to knowledge and ability in line with the activity of insurance or reinsurance mediation and the products distributed, particularly if the principal professional activity of the intermediary is other than insurance mediation. In such cases, that intermediary may pursue an activity of insurance mediation only if an insurance intermediary fulfilling the conditions of this Article or an insurance undertaking assumes full responsibility for his actions. 



4. Framework for supervision of intermediaries 

 Fair treatment of customers 
• Insurers and intermediaries should act with due skill, care and 

diligence when dealing with customers 
• Insurers and intermediaries should establish and implement 

policies and procedures on the fair treatment that are part of their 
business culture, such as:  
− providing customers with clear information before, during and after 

the point of sale 
− reducing the risk of sales which are not appropriate to customers’ 

needs 
− ensuring that any advice given is of a high quality 
− dealing with customer complaints and disputes in a fair manner 
− protecting the privacy of information obtained from customers 
− managing the reasonable expectations of customers 
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Proper policies and procedures dealing with the fair treatment of customers are likely to be particularly important with respect to retail customers, because of the asymmetry of information that tends to exist between the insurer or intermediary and the individual retail customer. (ICP 19.2.2)Supervisory requirements with respect to fair treatment of customers may vary depending on the legal framework in place in a particular jurisdiction. While the desired outcome is fair treatment of customers, this may be achieved through a variety of approaches, with some jurisdictions favouring a principles-based set of requirements, some favouring a rules-based approach, and others following some combination of approaches depending on the circumstances. (ICP 19.2.3)Ensuring the achievement of fair outcomes for customers will tend to require that intermediaries adopt the fair treatment of customers as an integral part of their business culture and that policies and procedures to support this objective are properly embedded in the organisation. (ICP 19.2.5)



4. Framework for supervision of intermediaries 

Promotion and selling 
 Insurers and intermediaries should promote products and 

services in a manner that is clear, fair and not misleading 
• the information provided should be easily understandable; 
• be consistent with the result reasonably expected to be achieved 

by the majority of customers of that product; 
• state prominently the basis for any claimed benefits and any 

significant limitations; and 
• not hide, diminish or obscure important statements or warnings 
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Presentation Notes
Extent of information provided will depend on the nature of the product.Should include information on key features (eg name of insurer, type of contract, premium level, risks covered and excluded, unusual exclusion or limitations)Should include information on rights and obligationsCustomer’s – rights to cancel, claim benefits, complain; obligation to disclose material facts, monitor cover



4. Framework for supervision of intermediaries 

Disclosure 
 Insurers and intermediaries should provide customers with 

clear information before, during and after the point of sale 
• Accurate, clear and not misleading 
• Easily understandable (in plain language) 
• In a durable medium (eg in writing) 
• Should enable an informed decision to be made 
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Presentation Notes
Extent of information provided will depend on the nature of the product.Should include information on key features (eg name of insurer, type of contract, premium level, risks covered and excluded, unusual exclusion or limitations)Should include information on rights and obligationsCustomer’s – rights to cancel, claim benefits, complain; obligation to disclose material facts, monitor cover



4. Framework for supervision of intermediaries 

 Disclosure (cont) 
• Terms of business 

− by whom they are licensed and supervised 
− whether they act as agents or brokers 
− the services provided, including whether they offer products from a 

full range of insurers, from a limited range or from a single insurer 
− charging arrangements, cancellation rights, notification of complaints 
− client money arrangements, etc. 

• When: at the time of intermediation (at least prior to entering 
into agreement) + supplementary whenever needed. 

• How: provision of a copy, acknowledged in writing by the 
customer 
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[ Québec example ] Intermediaries (individuals) must be completely transparent with their clients and present according to specific standards.Information must appear in a written document given by the intermediary to the client at their first meeting to:inform them of the discipline or discipline class in which he is authorized to practice; anddisclose important business relationship between himself and a financial institution or another intermediaryAn intermediary (individual) who requires compensation directly from his client must:inform the latter in writing of the amounts required, and whether or not he is receiving other sources of compensation, where applicableProvisions related to sales contests stateincentives must be used with the utmost respect for the client, while protecting the intermediary against the risk of conflict of interest[ UK ]In the UK there is a general requirement to provide retail customers with information about the firm and its services.  Where the product concerned is a life policy with an investment element, there are detailed rules concerning disclosure about fees, remuneration and commission.  An intermediary must disclose any commission it receives if so requested by a commercial client.



4. Framework for supervision of intermediaries 

 Disclosure (cont) 
• Intermediary status 

− Information on their relationship with the insurers with whom they 
deal  

• Remuneration 
− Objective of disclosure is to avoid conflict of interest between the 

customer and the intermediary 
− Information on charging structures can be important information to 

customers 
− May require disclosure of the basis on which intermediaries are 

remunerated under the circumstances that potential conflicts of 
interest exist 

− require to provide with further information on fees and commissions 
upon a customer’s request 

 
 The supervisor should be aware of the use of non-monetary benefits, so called “soft” 

commissions, offered by insurers to intermediaries 
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Insurance intermediaries are generally remunerated by way of fees and commissions:Fees paid directly by the customer;Fees or commissions paid indirectly by the customer, e.g. by way of deduction from premiums or funds invested; orFees or commissions paid by the insurer.Information on charging structures can be important information to customers, depending on the types of insurance involved. For example, for insurance products with an investment element, information on any fees or other costs deducted from the initial amount invested, as well as on fees or commissions deducted from the investment thereafter will be important. For non-life insurance and pure life insurance products, where fees are not paid directly by the customer, such information may have less of a direct impact but may have a bearing on the independence of any advice that is provided.Some forms of remuneration of insurance intermediaries may potentially lead to a conflict of interest; an intermediary may be tempted to recommend a product which provides higher fees or commissions than another. The supervisor will wish to ensure that robust procedures are in place to identify and resolve conflicts of interest and ensure that customers’ best interests are served. Conflicts of interest may be managed in different ways as relevant to the circumstances; for example, through appropriate disclosure and informed consent from customers. Where they cannot be managed satisfactorily this would result in the intermediary declining to act. In cases where the supervisor may have concerns about the ability of disclosure to deal adequately with conflicts of interest, the supervisor may consider requiring other options to manage such conflicts. Examples from some jurisdictions, in place or under consideration include:prohibitions on certain types of financial intereststructural changes to the retail distribution model, such as by prohibiting the payment or receipt of commission on investment products in favour of a fee-based approach. 



4. Framework for supervision of intermediaries 

 Advice 
• Where advice is given this should be appropriate, taking into 

account the customer’s disclosed circumstances 
− Customer’s financial knowledge and experience 
− Needs, priorities and circumstances 
− Ability to afford the product 
− Risk profile 

• Reason for a recommendation should be explained 
• Where advice is given before concluding a contract, any conflicts 

of interest should be properly managed 
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Advice relates to the provision of a recommendation on the appropriateness of a productThe supervisor may also wish to specify particular types of policies or customers for which advice is not expected to be given. Typically, this may include simple to understand products, products sold to customer groups that have expert knowledge of the type of product or, where relevant, mandated coverage for which there are no options. (ICP 19.6.4)The basis on which a recommendation is made should be explained and documented, particularly in the case of complex products and products with an investment element. All advice should be communicated in a clear and accurate manner, comprehensible to the customer. Where investment advice is provided, this should be communicated on paper or another durable medium accessible to the customer and a record kept in a “client file”. (ICP 19.6.5)A complaint can be defined as an expression of dissatisfaction about the service provided by an insurer or intermediary. It may involve a claim for a financial loss and does not include a pure request for information. (ICP 19.10.1)The supervisor should require an intermediary to have sufficient safeguards in place to prevent the misuse or inappropriate communication of any personal information it has in its records.



4. Framework for supervision of intermediaries 

 Corporate Governance 
• Minimum corporate governance requirements  

− to provide for sound and prudent management of the business and 
to protect the interest of stakeholders 

• Good governance may be promoted by the supervisor, as well 
as other authorities (or organisations) publishing guidance on: 
− standards on suitability of persons 
− appropriate standards for conduct of business (code of conduct) 
− adequate human resources to conduct the business 
− appropriate level of internal controls of the business 
− maintaining adequate files and records and ensuring their 

availability for inspection 
− maintaining appropriate controls over outsourced functions 
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[ Québec example ] Intermediaries (firms) are subject to general corporate governance legislation.Certain corporate governance information is filed by a firm at the time of its application e.g.:Shareholdersname of directors and officersname of responsible officercopy of liability insurance coverage of the firma declaration with regard to probity of the firm and its directors and officersThe firm must notify the AMF if a change arises and affects the accuracy of this information. It also must update this information on an annual basis in order to maintain its registration.AMF may refuse a registration if, in its opinion, the firm or a director or executive officer thereof, does not show the required honesty, competence or solvency. 



4. Framework for supervision of intermediaries 

 Sufficient safeguards on client monies    
• Policies and procedures to safeguard “client monies” 

− Use of separate client accounts distinguishable from the 
intermediary’s accounts 

− Disallowing monies other than client monies within the account 
− Ensuring that monies are paid into the account promptly; 
− Ensuring that adequate financial systems and controls, adequate 

books and records are maintained and subject to audit 
− Ensuring that reconciliations are performed on a regular basis and 

reviewed 
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[ Québec example ] An intermediary (firm) who handles his clients’ money must take the necessary measures to protect these funds:amounts must be held in a separate accountany insurance premiums paid to an insurer through an intermediary are deemed to have been paid directly to the insurerIntermediaries must contribute to the Financial Services Compensation Fund which compensates victims of fraud, fraudulent tactics and embezzlement that occur while doing business with them[US example]U.S. jurisdictions require intermediaries to have adequate policies and procedures in place for the safeguarding of such funds in the interests of their customers. State statutes generally recognize that all funds received by any person acting as an insurance agent are received and held in a fiduciary capacity and shall be promptly accounted for and paid to the insurer. State insurance regulators may suspend or revoke a license because of the misappropriation of a client’s money.[ EU IMD ( Directive on Insurance Mediation) ] In Article 4.4 of the EU Directive on Insurance Mediation of 2002, four options to safeguard client money are presented:  4. Member States shall take all necessary measures to protect customers against the inability of the insurance intermediary to transfer the premium to the insurance undertaking or to transfer the amount of claim or return premium to the insured.Such measures shall take any one or more of the following forms:(a) provisions laid down by law or contract whereby monies paid by the customer to the intermediary are treated as having been paid to the undertaking, whereas monies paid by the undertaking to the intermediary are not treated as having been paid to the customer until the customer actually receives them;(b) a requirement for insurance intermediaries to have financial capacity amounting, on a permanent basis, to 4% of the sum of annual premiums received, subject to a minimum of EUR 15 000;(c) a requirement that customers' monies shall be transferred via strictly segregated client accounts and that these accounts shall not be used to reimburse other creditors in the event of bankruptcy;(d) a requirement that a guarantee fund be set up. [UK]In the UK, the principles for businesses require a firm to arrange adequate protection for clients' assets when the firm is responsible for them.  There are accordingly detailed rules on the handling of client assets, including money received from, or on behalf of, a client.  In particular, a firm must introduce adequate organisational arrangements to minimise the risk of the loss or diminution of client money, or of rights in connection with client money, as a result of misuse of client money, fraud, poor administration, inadequate record-keeping or negligence.  There must be adequate arrangements to safeguard the client's rights and prevent the use of client money for a firm’s own account.  These arrangements will include taking the necessary steps to ensure that client money is held in an account or accounts identified separately from any accounts used to hold money belonging to the firm; keeping such records and accounts as are necessary to enable the firm, at any time and without delay, to distinguish client money held for one client from client money held for any other client, and from its own money; and maintaining its records and accounts in a way that ensures their accuracy, and in particular their correspondence to the money held for clients. There are also rules governing cases where intermediaries receive premiums or pay claims as agents of an insurer.”(Principle 10 of the principles for businesses provides: “A firm must arrange adequate protection for clients' assets when it is responsible for them.”; the detailed rules are in the CASS block of the FCA Handbook.)[ The Netherlands ]The collection of premiums and the payment of claims remain the responsibility or financial risk of the insurance company (this is regulated by law ). [ Germany ]Intermediaries collecting premiums need to have securities (percentage of the premium collected) or an insurance cover or they need to have the approval of the insurance company which means the client is relieved from its obligation to pay the premium to the insurer the moment he pays it to the intermediary.



4. Framework for supervision of intermediaries 

 Other ongoing requirements 
• Insurers and intermediaries should have policies and processes to 

handle complaints in a timely and fair manner 
• Insurers and intermediaries should have policies and procedures 

for the protection of private information on customers 
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Presentation Notes
Complaints a key indicator of conduct issuesCan include record keeping for each complaint and the measures taken for its resolutionNeed to have adequate safeguards against the misuse of personal information (including to comply with legal provisions)



5. IMPLEMENTATION 



5. Implementation 

 Proportionality principle 
• Various business models, ranging from sole traders to large 

enterprises, including specialist wholesale or reinsurance 
intermediaries 

• Nature of the customers with which an intermediary interacts  
− Private customers vs. larger businesses  

• Complexity of the products offered 
− life products with an investment element vs. general personal lines 

products 
 

 Diversity  
• Intermediation systems are closely linked with jurisdictions’ 

tradition, culture, legal regime, and the degree of the 
development of insurance markets 
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Presentation Notes
The supervisor should consider the application of these standards and guidance material taking into account that there are various business models ranging from sole traders to large enterprises, including specialist wholesale or reinsurance intermediaries. The nature of the customers with which an intermediary interacts and the complexity of the products offered are also relevant. Private customers have different needs in terms of consumer protection than larger businesses; life products with an investment element are typically more complex than general personal lines products.In order to take into account the nature, scale and complexity of the business in applying this ICP and standards, the supervisor may wish to take a functional approach, focusing on the activity carried out by the intermediary, to ensure consistency and prevent the opportunity for regulatory arbitrage.Diversity should be taken into consideration in implementing this ICP and related standards and guidance material in order to achieve the outcome of fair treatment of customers. 



5. Implementation 

 Risk-based approach 

• Requirements should take into account risk factors such as the 
nature of the business to be intermediated 

• Greater attention is focused on higher risk areas 
− where intermediation includes the provision of advice 
− intermediation on long-term or complex products or those with a 

significant investment element 
− in respect of less sophisticated customers 
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Presentation Notes
In conducting ongoing supervision, the supervisor may wish to consider the advantages of a risk-based approach in which greater attention is focused on areas which may be of higher risk, for example:where intermediation includes the provision of adviceintermediation on long-term or complex products or those with a significant investment elementin respect of less sophisticated customers.



5. Implementation 

 Market monitoring and review of supervisory framework  

• Need on-going review whether the supervisory framework 
continues to work in an effective/efficient manner  

• Monitor potential risks due to market development & change of 
trends 

• Consider the need for further supervisory action/requirements  
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6.  LOOKING AHEAD 



6. Looking ahead 

 Self assessment and peer review on ICPs 18 & 19 

• A voluntary exercise involving IAIS Members, over 2015 

 Application paper on approaches to the supervision of 
intermediaries and insurance distribution 

• To be developed over 2015-2016 
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7.  CONCLUSION 



7. Conclusion 

 Intermediaries’ key role 
• The face of the insurance sector 
• Opportunity to promoting financial awareness  
• Role in providing advice, support and assistance to the client on 

risk and insurance  
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7. Conclusion 

 Key aims of intermediary supervision 
• Enhancing the level of consumer protection 
• Maintaining a level playing field / fair competition between 

market players  
• Strengthening public trust and confidence in insurance sector 

 

 To achieve this (in a nutshell) 
• Implement a supervisory framework that is optimal to its own 

jurisdiction, and aims to ensure that intermediaries have a high 
level of professionalism, integrity and competence 
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Contact information 

Peter Cooke 
Senior policy advisor 
 
Telephone: + 41 61 280 9647 
Mobile: + 41 76 350 9647 
Email: peter.cooke@bis.org 
 
c/o Bank for International Settlements 
Centralbahnplatz 2 
CH-4002 Basel 
Switzerland 
Website: www.iaisweb.org 
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