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Extension of the Senior Managers and 
Certification Regime – Part II 

What has happened? 

In 2015, we published a Client Memorandum reporting the announcement by the then Chancellor of the 

Exchequer, George Osborne, of the extension of the Senior Managers and Certification Regime 

(“SMCR”) from the banks and Prudential Regulation Authority (“PRA”) designated investment firms 

(amongst others) already subject to SMCR to the rest of the UK financial services industry. 

The Financial Conduct Authority (“FCA”) has since consulted on the way in which SMCR should be 

applied to the rest of the sector, in substitution of the existing Approved Person regime, and on 4 July 

2018 published a Policy Statement containing the “near-final” rules and a Guide seeking to assist firms in 

preparing for the new regime. 

Although the implementation date is stated to be 9 December 2019, such that many firms may consider it 

too early to start taking action, now that the shape of the new regime is final (or, at least, near final), it is 

important that firms begin familiarizing themselves with how the regime will operate and commence 

preparations. 

This Client Memorandum is intended as an overview, rather than exhaustive guidance, and does not 

address every point of detail arising from the FCA Policy Statement. 

Tiered Application 

Perhaps the most important aspect of the SMCR, as applied to FCA-regulated firms generally, is that it 

will have a tiered application. 

“Limited Scope Firms” will be subject to a subset of the SMCR rules.  This designation will capture firms 

that currently have a limited application of the existing Approved Persons regime, and would include, for 

example, sole traders, limited permission consumer credit firms, certain authorised professional firms, oil 

market participants, service companies, energy market participants and certain insurance intermediaries. 

“Core Firms” (which will be the typical designation for mainstream investment firms) will be subject to the 

baseline or standard SMCR requirements. 

“Enhanced Firms” will, as the name suggests, be subject to enhanced SMCR requirements.  This 

designation will apply to a small proportion of firms meeting certain criteria related to the size of the 

business, assets under management, or revenue generated (for example, asset managers with £50 

billion or more AUM or advisers with business revenues of £35 million or more p/a, in each case 

calculated as a rolling three-year average). 

http://www.friedfrank.com/siteFiles/Publications/10192015-FINALVERSIONUKMEMO-Extension%20of%20the%20Senior%20Managers%20and%20Certification%20Regime.pdf
https://www.fca.org.uk/publication/policy/ps18-14.pdf
https://www.fca.org.uk/publication/policy/guide-for-fca-solo-regulated-firms.pdf
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The tiered application was proposed during the consultation process, and now appears to be cemented 

by the recent Policy Statement. 

Since most mainstream investment firms (and certainly most UK asset managers) will be Core Firms, this 

will be the focus of this Client Memorandum – though we will flag where there are points to consider for 

Limited Scope and Enhanced Firms. 

Senior Managers Regime 

The key to the new regime is the Senior Management Function (“SMF”), a new category of controlled 

function designated under the Financial Services and Markets Act 2000 (“FSMA”) and intended to allow 

the FCA to identify the most senior people within a firm with the greatest potential to cause harm or 

impact upon market integrity. 

Particular functions are designated as SMFs, so that the FCA knows who a firm’s most senior decision 

makers are, and to ensure that firms clearly allocate responsibilities to those key individuals. 

Anyone performing a SMF will need to be approved by the FCA before doing so (as under the existing 

Approved Persons regime).  As part of the approval process, the firm will need to submit a Statement of 

Responsibility in respect of the candidate, clearly setting out their roles and responsibilities. This is not a 

requirement under the existing Approved Persons regime and will serve, amongst other things, as a 

reference tool for the FCA if something were to go wrong at the firm.  For Core and Enhanced firms, the 

FCA also set out certain FCA-prescribed responsibilities (“PRs”) that need to be allocated as appropriate 

to ensure that there is a senior manager responsible for key conduct and prudential risks (as required 

under the original regime for the banks).  Again, this is not a requirement under the existing Approved 

Persons regime. 

Everyone carrying out a SMF will, personally, have a Duty of Responsibility to the FCA, such that if the 

firm breaches one of the FCA’s requirements, the relevant senior manager responsible for that area of the 

business could be held accountable if they did not take reasonable action to prevent the breach. 

For a Core Firm the SMFs and PRs are as follows: 

Senior Management Function Description 

SMF1 Chief Executive 

SMF2 Executive Director 

SMF9 Chair 

SMF16 Compliance Oversight 

SMF17 Money Laundering Reporting Officer 

SMF27 Partner 

 

Prescribed Responsibility Description 

PR(a) Performance by the firm of its obligations under SMR, including 

implementation and oversight 

PR(b) Performance by the firm of its obligations under the Certification 

Regime 
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Prescribed Responsibility Description 

PR(b-1) Performance by the firm of its obligations in respect of notifications 

and training of the Conduct Rules. 

PR(d) Responsibility for the firm’s policies and procedures for countering 

the risk that the firm might be used to further financial crime 

PR(z) Responsibility for the firm’s compliance with the FCA’s client 

money and assets rules (“CASS”) (if applicable) 

Limited Scope Firms are subject to a shorter list of SMFs and do not have to allocate to PRs. 

Enhanced Firms, as one would expect, are subject to a longer list of SMFs and PRs, as well as a 

requirement to designate a senior manager that has overall responsibility for each activity, business area 

and management function, and a requirement to produce a responsibilities map setting out the firm’s 

management and governance arrangements in a single document. 

Certification Regime 

The second aspect of the new regime is the Certification Function.  This is intended to capture functions 

that are not SMFs but can still have a significant impact on customers, the firm and/or market integrity.  

The individuals carrying out Certification Functions do not need to be approved by the FCA, but firms will 

be required to certify at least annually that the relevant individuals are suitable to carry out the relevant 

functions.  Importantly, this shifts full responsibility for verification of fitness and responsibility onto the 

firm, meaning the FCA is no longer a “gatekeeper”. 

The certification process involves the firm checking and confirming that the person is fit and proper to 

perform the function and issuing them a certificate to this effect.  Firms should take account of whether 

the individual has obtained a qualification, undergone or is undergoing training and possesses a level of 

competence.  The certificates issued should state that the firm is satisfied that the person is fit and proper 

to perform the Certification Function, and set out the aspects of the firm’s business in which the individual 

will be involved. 

The Certification Functions are as follows: 

Certification Function Overview 

Significant Management Function This covers significant responsibility for a business unit, and is not 

limited to revenue-generating areas 

Proprietary Trader This covers all proprietary traders 

CASS Operational Oversight 

Function 

This covers oversight of the operational effectiveness of a firm’s 

systems and controls for client money and assets 

Functions subject to Qualification 

Requirements 

This includes (amongst others) mortgage advisers, retail 

investment advisers and pension transfer specialists 

Client Dealing Function This covers any person dealing in or arranging investments with 

clients and would include 

 Financial advisers 

 Corporate finance advisers 

 Investment managers 

 People involved in dealing or arranging deals 
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Certification Function Overview 

Supervision of a Certified Function This covers anyone supervising a Certified Function (who is not 

themselves a senior manager or would not otherwise be regarded 

as carrying out a Certified Function) 

Material Risk Takers This is the same concept as that in the FCA Remuneration Codes 

applicable to different types of firms 

Algorithmic Trading This function includes people with responsibility for approving 

deployment of trading algorithms, approving material amendments 

to trading algorithms and monitoring or deciding whether their use 

or deployment remains compliant 

Not all functions will apply to all firms – only those that are relevant. 

Fitness and Propriety 

A further element of the SMCR regime is reinforcement of the role that firms are required to take in 

assessing the fitness and properness of staff to undertake their functions, with the requirement to assess 

individuals carrying out both SMFs and CFs, and any non-executive directors (“NEDs”), annually. 

The assessment is much the same as the fitness and properness assessment that firms should already 

be carrying out (since fitness and propriety is already an ongoing requirement of Approved Persons), but 

the FCA has now been more prescriptive as to what it expects firms to consider and has now specified 

the evidence it expects firms to obtain.  The assessment should include an assessment of honesty, 

integrity and reputation, consideration of competence and capability and should also look at the relevant 

individual’s financial soundness.  When assessing candidates for the first time, firms are also expected to 

carry out criminal records checks (for senior managers and NEDs, though the FCA indicates that firms 

“may” also choose to extend this to other staff) and to obtain regulatory references from previous 

employers. 

Limited Scope Firms are subject to slightly lighter requirements, with sole-traders and non-approved 

directors falling outside the scope of some of the requirements. 

Firms will need to consider how this annual assessment can be integrated into the appraisal process. 

Conduct Rules 

The final limb of the SMCR regime is the new Conduct Rules setting out basic rules of personal conduct 

against which staff can be personally held to account.  The conduct rules will apply to all senior 

managers, all certified functions, all NEDs who are not senior managers and all other employees, except 

specific ancillary staff who do not perform a role specific to financial services (the FCA provides an 

exhaustive list including, for example, receptionists, post room staff, catering staff etc). 

Whilst in principle they are not unlike the existing Code of Practice for Approved Persons, the application 

is wider since as noted above, the rules apply to all staff (other than “ancillary staff” referred to above). 

As with the original regime for banks, there is a two-tier regime with the new rules as follows: 

First Tier – Individual Conduct Rules 

1 You must act with integrity 

2 You must act with due care, skill and diligence 
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First Tier – Individual Conduct Rules 

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

4 You must pay due regard to the interests of customers and treat them fairly 

5 You must observe proper standards of market conduct 

 

Second Tier – Senior Manager Rules 

SC1 You must take responsible steps to ensure that the business of the firm for which you are 

responsible is controlled effectively 

SC2 You must take responsible steps to ensure that the business of the firm for which you are 

responsible complies with the relevant regulatory requirements and standards of the regulatory 

system 

SC3 You must take responsible 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 

SC4 You must disclose appropriately any information of which the FCA or PRA would reasonably 

expect notice 

As noted above, the First Tier of Individual Conduct Rules are not unlike those already contained in the 

existing FCA rules.  What is interesting about the Second Tier (applicable only to Senior Managers) is the 

specific requirements to take reasonable steps to oversee the business for which senior managers are 

responsible.  Whilst one can argue this is implicit in any management function, it is specifically codified 

here as part of the drive to increase individual accountability. 

Transition 

The FCA has indicated that it wishes to make the transition from the existing Approved Persons regime to 

the SMCR as easy as possible for firms. 

The FCA will contact firms before the transition date (9 December 2019) to provide its indicative 

assessment of the firm’s designation, and there are also two transitional periods to help firms move to the 

new regime: 

 firms will have to identify staff subject to the certification regime from the transition date, but will 

have 12 months to complete the certification process; 

 whilst senior managers and certification staff will need to be identified and trained in the new 

conduct rules from the transition date, firms will have 12 months to train other staff on the conduct 

rules. 

In addition, the FCA has indicated that where a senior manager is already an approved person, they will 

not need to seek new approval, but will instead be “grandfathered” across to the new regime (subject to 

dealing with the allocation of PRs and the responsibilities map for Enhanced Firms). 

With the move to the certification regime, the FCA notes that some persons who are currently approved 

persons will no longer need to be approved – this is intentional, and is part of the objective of clarifying 

that firms, not the regulator, are responsible for the fit and proper determination in relation to these staff. 
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Conclusion 

Whilst SMCR will not impact on firms’ business directly in the way that some other recent regulatory 

changes have, and is more of an “internal” matter, there will be important consequences for the way firms 

are managed and for individuals personally. 

There is still a reasonable amount of time until the SMCR commencement date, but there may be 

considerable work to do to map existing Approved Person to SMFs or Certification Functions, allocate 

PRs, produce a responsibilities map (where required), update policies and procedures and design and 

deliver training (amongst other things), such that firms would be well advised to begin preparations in 

good time. 

* * * 

Authors: 

Gregg Beechey 

Zac Mellor-Clark 

This memorandum is not intended to provide legal advice, and no legal or business decision should be 

based on its contents. If you have any questions about the contents of this memorandum, please call your 

regular Fried Frank contact or an attorney listed below: 
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