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What today looks like:
- - Why are we here
- - What we need from you
- - What are the next steps
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Corporate Governance
Why are we here?
1. Evidence shows that failures in firms are caused by poor
management
2. Poor culture and governance causes poor customer
outcomes
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Corporate Governance
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8 Core Principles for Corporate Governance
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Corporate Governance Core Principles
1.
2.
3.
4.
5.
6.
7.
8.

Culture
Board Composition
Skills Mix
Oversight of Executive Management
Independence
Resource and Time Availability
Performance reviews and succession planning
Remuneration
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Culture

Open and
transparent

Evaluation
and
Message

Leading by
example

What is 'Corporate Culture‘
“Corporate culture refers to the beliefs and behaviors that determine how a company's
employees and management interact and conduct the company’s business. Often,
corporate culture is implied, not expressly defined, and develops organically over time
from the cumulative traits of the people the company hires.
A company's culture will be reflected in its dress code, business hours, office setup,
employee benefits, turnover, hiring decisions, treatment of clients, client satisfaction and
every other aspect of operations.”

- Investopedia
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Culture

Open and
transparent

Evaluation
and
Message

Leading by
example

Setting the ‘right’ Culture
Integrity, good conduct, appropriate behaviour and transparency
- Staff and Board are able and encouraged to raise matters and these are
addressed
- Company acts in an open and transparent manner with stakeholders
Ensure the Culture is embedded from the TOP, reinforced and
subsequently evaluated!
Crucial for good Customer outcomes
14 November 2018
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Board Composition
The Board is critical to ongoing sustainability of the business which is
aligned with the overall mission and objectives of the company.
• Right mix of executive and independent non-executive directors
• Right mix of skills and experience
• Work should be Open and Transparent

Challenge is IMPORTANT!
14 November 2018
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Skills Mix
Amalgamation of Collective Skills and Individual Responsibility
• Complementary skills and experience
• Sufficient technical knowledge to challenge executive functions
• Balance in diversity regarding:
‒ Background
‒ Experience
‒ Knowledge

14 November 2018

10

Oversight of Executive Management
The Board should provide constructive challenge to executive management,
holding them to account on goals and objectives.
•
•
•
•
•
•

Set strategic direction, offer guidance and obtain advice where needed
Assess ongoing performance of the Company
Manage Risk and Ensure Compliance
Ensure data used for oversight is accurate
Sufficient understanding of industry and participate in technical discussions
Consider use of Internal and External Audit functions
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Independence

- Functional conflicts in Group environments
- Number of INEDs appointed

Independence should be considered both from a Company and
Individual perspective
- Include sufficient Independent Non-Executive Directors
- Separate Managing Director and Board Chair roles
- Consider Conflict of Interests at a Company and Individual level and
how to mitigate these
- Consider potential biases against objectives
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Independence
- Periodic reassessment
- Documented
Conflicts register

Length of service

Services provided by
related entities

Shareholdings

Other
appointments/Fees
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Performance reviews/Succession planning
• Assess performance of Board and Committees
annually
• Contribution of individual directors and ability
to work as a team

Cohesive unit
and ability to
work as team

• Chair of Board should lead the process
• Engagement and feedback

• Succession planning considered well in advance
• Periodic refreshment of Board

High performing
board/high
performing
company
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• Be flexed depending on company plans and
skills mix needs
• Allow for a suitable handover
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Resource and Time Availability
• The Board should ensure that members have sufficient time to
support and carry out their duties
• Assessment of relevant skills and time availability prior to
appointment
• Assessments periodically to ensure individuals can continue to
conduct the roles to which they are appointed
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Remuneration

Remuneration
policy impacts
Culture

Board should establish adoption and implementation of policy

– case in point
PPI

• Remuneration policy should align to long term objectives
• Should not induce excessive or inappropriate risk taking
• In line with culture, objectives, risk appetite and strategy

• Should cover all persons who may have material impact on risk exposure
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What’s next:
The GFSC will publish
presentation on
Corporate Governance
and 8 key principles
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Industry comment on
the presentation
Commencement of
Governance Thematic

Feedback to firms
individually
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Questions
Comments

14 November 2018
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Corporate Governance
Corporate Governance is a key area of focus for regulators, primarily because evidence shows that poor
management causes failures in firms. Poor culture and governance cause poor customer outcomes.
Insurers make money by being a trusted custodian of people’s money, often for many years. Prudential
soundness is therefore important.
EIOPA has recently published a paper on failures and near misses in insurance following the financial
crisis. The two main factors identified to cause failures are:
1. Failed systems of Governance.
2. Management/staff lacking necessary skills and expertise.
Other factors cited include; inadequate Technical Provisions, poor Underwriting and poor Accounting
which all to some extent stem from poor overall Governance.
We have identified eight core principles of Corporate Governance based on the FRC UK Corporate
Governance Code, EIOPA’s Guidelines on systems of governance, EBA’s Guideline on internal
governance and the ICP7 Corporate Governance, in addition to our regulatory experience.

8 Core Principles of Corporate Governance
1.
2.
3.
4.
5.
6.
7.
8.

Culture
Board Composition
Skills Mix
Oversight of Executive Management
Independence
Resource and Time Availability
Performance Reviews and Succession Planning
Remuneration

Culture
Setting the ‘right’ culture is the Board’s responsibility and is crucial for good customer outcomes.
Directors should lead by example, act with integrity, promote the appropriate culture and ensure it is
embedded throughout the company. This should be reinforced by actions including how the directors
interact with customers, employees and regulators.
The Board is also responsible for evaluating its culture, good conduct and appropriate behavior. This
includes:
-

Ensuring that the company is open and transparent with all its relevant stakeholders, including
customers, shareholders and the regulator.
The workforce should be able to raise any matters of concern with management and the Board.
The Board should continually raise independence and conflicts of interest and ensure that these
are appropriately managed.
Where Board members have concerns, they should ensure that these are appropriately
discussed and addressed by the Board.
Where a Board member believes their concerns cannot be resolved, this should be set out to
the Board and regulator in their resignation statement.
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In our view, well run companies with the right culture have a lower average of complaints upheld by the
Financial Services Ombudsman, for example.

Board composition
The Board is critical to the ongoing sustainability of the business and to ensuring that this is aligned with
the overall mission and objectives of the company.
High performing companies usually exhibit many of the following characteristics;
-

-

Corporate risk and compliance culture come from the Board and cascade down through the
business.
Have the right mix of executive and independent non-executive directors. (The balance of INEDs
should be sufficient to challenge vested interests and to support each other meaning that a
sufficient quorum is needed).
Have the right mix of skills and experience.
Work in an open and transparent manner with its stakeholders.

*Firms should strongly consider appointing an INED as Chair.
Challenge is important and should be documented.
Broker/Insurance groups that perform well normally have strong Boards which are independent from
the wider group companies. This independence helps build the long-term value of the company through
the decision making process which looks after the best interests of the insurance company and generally
results in a successful and well capitalised insurance company.
Good practice
Example 1:
Company A is a small to medium insurance subsidiary of a large PLC in another jurisdiction. Insurance
is a complementary product offered by the group and the Gibraltar insurer is the only licensed
insurance company in the group. The company has several classes of business and offers ancillary
products which are mostly sold through a group distribution company.
The company has two executive directors on the Board, who are group employees, and whose
experience is mostly derived from current and former Underwriting and Compliance roles in the
insurance industry. The company also has two directors who are employees of the company’s
outsourced service provider for accounting, compliance and Solvency II. The company has also
appointed two INEDs who are group entity INEDs one of which is a qualified actuary and one of who
has had INED roles on other insurance companies and who formerly worked as internal audit and in
finance functions.
The Board are very keen in communicating the right culture to both the company’s employees but
also those of its outsourced service providers. This takes the form of quarterly updates on key
matters of interest and which reinforces the importance of the firm’s compliance culture and its
desire to work in an open and transparent way with stakeholders. These messages are reinforced
through the actions of the Board who lead through example and demonstrate these qualities in the
way which they interact with employees, other board members and stakeholders.

The Board takes its independence from the wider group very seriously and are keen to always point
out that the company must make decisions which are in the best interest of the insurance company
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even if these conflict with the goals of the wider group. The Board composition is such that between
the two outsourced function directors and two independent non-executive directors, the two group
executive directors can be outvoted at meetings.
Example 2:
Company B is a small insurance company which is shareholder managed and controlled. It has close
economic ties with a broker in the UK which operates in a fairly niche market. The company has two
Executive directors, being the shareholder controller who fulfils the role of CEO and leads the
Underwriting team and the group Claims Director who is responsible for the claims operations of the
company which are handled by a group service company. Within the example, “group,” is used in a
loose way as the Gibraltar and UK operating groups have different ownership structures.
The company has two other directors, one of which is an employee of the service provider in
Gibraltar, which deals with the company with regulatory compliance and accounting services. The
other director is a local lawyer who provides the company with any legal advice required.
The company utilises an external company to support one of the INEDs who also acts as the Actuarial
Function Holder. The Board is having discussions on whether the Board composition is appropriate
and is seeking to appoint additional INEDs to the Board which can provide the necessary expertise
and oversight over some of the executive functions such as underwriting, accounting and reserving.

Skills mix
Collective skills are important, along with individual responsibility.
-

-

-

The company Board should be comprised of individuals with complementary skills and
experience, which contribute to the overall decision-making process of the company.
The Board should ensure that there are sufficient members with the appropriate industry
knowledge and experience to challenge executive management on areas of specialist skills or
knowledge.
INEDs must have multiple skill sets to allow for discussion and challenge.
Boards should consider the overall needs of the Board and the relevant attributes of individuals
when making appointments.
The Board should also consider whether there is an appropriate balance in diversity as regards
backgrounds, experience and knowledge such that it is likely to enhance the perspectives
contributed to discussions and the decision-making processes. This should include a good
understanding of the conduct of business requirements, Solvency II, actuarial, accounting,
managing outsourced services etc.
Boards should bring in external expertise when required, however, should have sufficient
understanding of the subject matter to allow for appropriate oversight.
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Oversight of executive management
The Board should:
-

Set the company’s strategic direction, offer guidance and obtain advice where needed.
Provide constructive challenge to executive management and hold them to account on goals
and objectives.
Have sufficient understanding of industry and technical discussions to be able to assess
suitability of plans and documents being discussed.
Ensure that it has the processes, controls, reports and information needed to be able to
understand and assess the historic and future performance of the company.
Ensure that the procedures for managing risk and ensuring compliance with its obligations are
appropriate for the size, complexity and business of the company.
This should extend to the use of internal and external audit as well as outsourced services or
specialist skills required for running the business.
The composition of the Audit Committee and the interaction with the Board of the company
should be considered and assessed for effectiveness and appropriateness.

The Board should ensure that Function Holders are accountable to the Board as a whole and provide
regular updates on their areas of responsibility. This should extend to ensuring that the Internal Audit
Programme is directed in such a way so as to give the Board comfort on the data they are receiving to
make Governance decisions and for the key controls and processes of the company.

Good practice
Example 1:
Company A received very detailed Board packs on the performance of the business. Each of the
directors ensures that reports are received from the various business functions and service provider
companies on Board agenda items.
As part of the monitoring of outsourcing, required KPI data is also received from outsourced service
providers. The board skills mix is such that the Board can discuss most areas of interest and exercise
sufficient challenge as there are at least two persons on the Board which are specialists in each topic
area and/or have substantial industry experience. When required this is supplemented through the
engagement of consultancy services and experts.
The Audit Committee are charged with ensuring the accuracy of the Board packs and data used for
Governance purposes and the Board keep tabs on the work performed by the Audit Committee.
Areas of required testing are detailed in the annual plan and are sent to the group internal audit
function well in advance so that resources are available and visits are planned.
Only the two Group INEDs and one of the NEDs sit on the Audit Committee.

Example 2:
Company B also receive very detailed Board packs on the performance of the business. Data however
can be received quite late in the process as pulling these together can be a fairly manual process. The
Board also insists that KPI data from the outsourced service providers performance is available at
each Board meeting.
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The Board recognises that it has limited expertise in some areas and therefore regularly requests that
the actuary who supplements the work of the AFH attend Board meetings. The Audit Committee is
comprised of the main Board but is chaired by the INED as required by the SII Directive. They always
require that the external audit and internal audit team attend meetings to ensure that any issues can
be explained in detail, advice sought and issues debated in an open and transparent way.
The Board have already had discussions on supplementing the Board skills mix and following
discussions with the regulator, have initiated a search for a suitable candidate. Because of the issues
with the Board packs, the Audit Committee have charged the outsourced internal audit team to
consider the appropriateness of the reporting processes and controls, test pack accuracy and come
up with recommendations for improvements.

Independence
Conflicts of interest will exist and it is important that these are mitigated. Independence should be
considered both, from a Company perspective and from an Individual perspective.
Company
Independence from a company perspective should be considered as regards ensuring all of the
company’s objectives are met and that these are not overridden or biased towards group objectives to
the detriment of the company [example: broker led or large groups].
This can be achieved by having sufficient independent non-executive directors, who are not part of
group management or the group Board. There should also be sufficient INEDs to allow for objective
discussion and these should have a suitable mix of technical skills to be able to oversee the operations
of the company.
In addition, the managing director should not be Chair of the Board and firms should strongly consider
appointing an INED as Chair. Boards should ensure that appropriate systems and procedures are put in
place to capture and deal with the potential conflicts of interest which may arise from a company and
individual perspective.

Individual
As discussed under the considerations for Board composition, the company should assess how many
independent non-executive directors are needed to ensure the independence of the company from
shareholders, groups and service providers.
The GFSC expects firms to be able to explain the basis for the number of independent non-executive
directors appointed. The following criteria should be considered when assessing the independence of
individuals:
-

Any financial or other obligation the individual may have to the insurance undertaking or its
directors;
Whether the individual is or has been employed by the insurance undertaking or a group entity
in the past and the post(s) so held;
Whether the individual is (individually or as part of another organisation) or has been a provider
of professional services to the insurance undertaking in the recent past;
Whether the individual is or represents a significant shareholder;
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-

Circumstances where the individual has acted as an independent non-executive director of the
insurance undertaking for extended periods;
Any additional remuneration received in addition to the director’s fee, related directorships or
shareholdings in the insurance undertaking; and
Any close business or personal relationship with any of the insurance undertaking’s directors or
senior employees.

Where factors are identified which could suggest threats to independence, Board should consider
and discuss whether the individuals are indeed independent and document their considerations in
the Board minutes.
Overall
•
•

Firms should re-assess the independence of the Board and the individuals on the Board
periodically.
Firms should document and minute how the firm has considered these issues and has
applied good practice.

Performance reviews and succession planning
The Board should consider its performance and that of its committees and members on an annual basis,
assessing the contribution of individual directors and the ability to interact and work as a team.
It would be appropriate for the Chair of the Board to lead on this in conjunction with INEDs where
necessary.
Board members should engage with the process and consider any feedback or development needs
identified.
Succession planning should be considered well in advance and allow for periodic refreshment of the
Board to avoid independence issues arising and bring in new skills and experience where needed.

Resource and time availability
The Board should ensure that as a collective and when making individual appointments, that the
members will have sufficient time and support to carry out their responsibilities.
Prior to making an appointment, the Board should assess the relevant skills and time availability of the
individuals being considered against the required responsibilities which will accompany the post.
Assessments should then be undertaken periodically to ensure that individuals can continue to conduct
the roles to which they were appointed.
*This applies to all levels of the company so that functions are appropriately resourced.
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Remuneration
Remuneration influences behavior and behavior impacts culture.
The Board should set appropriate performance and remuneration standards consistent with the longterm strategy and the financial soundness of the insurer. This should include the adoption and effective
implementation of a written remuneration policy for the insurer, which does not induce excessive or
inappropriate risk taking and is in line with the corporate culture, objectives, strategies, identified risk
appetite, and long-term interests of the insurer.
The Remuneration policy should have proper regard to the interests of its policyholders and other
stakeholders; and ensure that such a remuneration policy, at a minimum, covers those individuals who
are members of the Board, Senior Management, Key Persons in Control Functions and other employees
whose actions may have a material impact on the risk exposure of the insurer.
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