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Ensuring value in distribution chains 

As if the recently implemented Insurance Distribution Directive and the Senior Manager and Certification Regime were not 

enough to concentrate the minds of General Insurance (GI) firms, the FCA has been busy looking at value in distribution 

chains. Alongside its report entitled, “General insurance distribution chain”, the regulator has issued a warning to the 
industry that it will intervene where firms fail to have appropriate regard to the value customers receive. The findings are 

likely to contribute towards the on-going investigations into fair pricing and the FCA’s monitoring of compliance with the 
rules derived from the Insurance Distribution Directive. 

What’s the problem? 
Jonathan Davidson, executive director of Supervision – Retail and Authorisations at the FCA introduced the report on 
distribution chains, saying: 'Through our recent work we have continued to see poor manufacturing, sales and distribution 

approaches leading to sales of low value and inappropriate products, unfair treatment of claims and service issues. The 

widespread extent of these issues demonstrates a culture which pays insufficient regard to customer outcomes in some 
parts of the general insurance sector.’ 

 
Distribution chains are a common and important feature of the UK insurance market – involving underwriters, product 

manufacturers and one or more intermediaries before the product reaches the consumer. For the most part they deliver 

good value with no evidence of harm. The FCA noted, however, that some distribution chains have become long and 
complex and that the number or nature of parties in some distribution chains can increase the price of GI products and 

adversely affect the value of the products and associated services.  
 

Some distribution chains are potentially subject to significant influence from parties that are not FCA regulated, such as 
retailing groups whose main business is unregulated. The examples of poor outcomes mentioned in the report relate 

primarily to products sold by secondary intermediaries such as tour operators, car dealers and mobile phone retailers. That 

doesn’t mean that insurance brokers and other professional insurance intermediaries are immune to the scrutiny. Some of 
their products may be sourced via distribution chains and some firms may ‘manufacture’ products that they distribute 

through various channels.  
 

The potential harm that might be experienced by insurance customers was summarised in the report as follows:  

 Customers paying potentially excessive prices due to parties in the chain receiving remuneration which appeared to 

significantly exceed the costs incurred in distributing the products. This was most prevalent where insurance was 
linked to another non-financial purchase, such as a car or a holiday. 

 Customers buying potentially unsuitable products, due to issues with either the distribution or sales approaches in 

place. 
 Customers not receiving the services they needed and experiencing poor outcomes, for example when making 

claims or complaints. This was most common where firms delegated authority to another party. 

 
The FCA notes that some firms involved in distributing GI products to customers may be charging administration fees as 

well as receiving commission. The regulator found that fees were frequently applied to all transactions, including both new 

business and renewal. In some cases fees were added at multiple points within the distribution chain, for example by a 
wholesale distributor as well as by the retailer.  

 
Examples 
The FCA report set out several examples where customers could receive poor value, such as tour operators providing travel 

insurance for coach trips bought by (often elderly and potentially vulnerable) consumers as a secondary purchase to the 



 
 
 
 
 
 
 
 
 
 
 
                                                        

coach trip. In one case only £24,426 of the £92,167 paid by customers was passed on to the MGA and insurer. The 

remaining £67,741 was retained by the tour operator as commission. The 2017 case of Express Gifts Limited – where the 

firm paid £12.5m redress to approximately 330,000 customers who were sold insurance that offered little or no value - 
shows how such questionable business models can be brought to book.    

These cases involved relatively low-value insurance products being sold alongside the primary purchase. It appeared that 

neither the insurer underwriting the products nor the MGA manufacturing it had actively considered the price, utility or 
value of the product to the end customer.  

The report also points to examples of parties involved in the distribution chains for GAP insurance receiving high (and 

potentially excessive) levels of commission. In a typical case, the insurer received only 27% of the total cost to the 
customer with the end distributor receiving the lion’s share. Similar issues with ‘scratch and dent’ and furniture and white 

goods policies were identified.  

New guidance  
Two primary causes of potential harm to consumer have been identified by the FCA. The first involves firms having a 
purpose and culture with insufficient focus on customers, particularly in relation to value and customer outcomes. The 

second relates to poor governance and oversight of product design, manufacture and distribution processes and practices – 
both over firms’ own business activities and where these were undertaken by other parties in the distribution chain. 

The FCA has therefore put forward consultation on new non-Handbook guidance, intended to address the harm to 

customers arising from: 

 failures in product design 

 a lack of robust oversight of the distribution chain 

 poorly designed product distribution strategies 

 conflicts of interest caused by remuneration structures 

 

The draft guidance says that all GI firms should: 

- consider the value customers ultimately receive from their products and services 
- maintain appropriate systems and controls over the remuneration they receive 

- maintain appropriate systems and controls (including the production and use of appropriate management 
information) over their GI products and services. This includes when delegating authority to another 

business (such as an Appointed Representative) 
- consider the impact of their distribution strategy (including the distribution method and the level of 

remuneration they receive) on the overall value of the product for their customers 

 
The guidance places an onus on product manufacturers to ensure that they have sufficient, good quality management 

information to enable them to consider the value provided by the product and the impact the distribution chain has on it. 
They are expected to have sufficient knowledge of the roles and remuneration of all entities in their distribution chains to 

be able to assess the impact they have on the value customers receive. For example, the proposed guidance says that 

where the manufacturer offers a ‘net-rate’ to another party in the chain, they should ensure they receive all relevant 
information on the remuneration of other parties in the chain, and the final selling price. This is to enable them to consider 

how the distribution strategy affects overall value to the customer, given the final price that the customer will pay. 

 
Summary 
Previous FCA reviews have highlighted issues associated with delegated authority and appointed representatives’ 
arrangements. This distribution review points towards similar problems involving lack of product oversight, management 

information and monitoring.  
 

The report underlines the need for compliance with the existing rules and guidance on Product Oversight and Governance 

(POG) introduced in line with the IDD. Firms’ POG arrangements must be geared towards ensuring that each link in a 
distribution chain adds value but avoids conflicts of interest and excessive charging. To avoid consumer detriment, the 



 
 
 
 
 
 
 
 
 
 
 
                                                        

imperative is that all firms involved in the GI distribution chain to act honestly, fairly and professionally in accordance with 

the best interests of their customers. 

 
In a letter to the CEOs of authorised GI firms, the FCA is encouraging product manufacturers to consider the value provided 

by their products through their product approval processes and their oversight of distribution arrangements. As part of this, 
manufacturers would be expected to have sufficient knowledge of the roles and remuneration of all entities in the 

distribution chains to be able to assess the impact they have on the value customers receive.  

 
Insurers and intermediaries that design and develop products, especially those providing relatively low-value policies sold 

via retailers and service providers should pay particular attention to the FCA’s concerns. The value of a product could well 
be in question where the remuneration of a distributor is inconsistent with the services it provides to the customer or its 

role in the chain. 

 
The FCA intends to carry out further supervisory work in this area to assess the extent to which firms are complying with 

relevant rules and meeting expectations. The Senior Managers and Certification Regime (SM&CR) which comes into force 
for insurance intermediaries in December 2019 will strengthen the regulator’s hand to call individuals to account if they fail 

to manage their businesses appropriately.  

 
What do we need to do now? 
All distributors are expected to consider the impact their distribution processes have on the value the customer receives and 
ensure they comply with the requirement not to be remunerated in a way that conflicts with the customer’s best interests.  

 
The following is based on the proposed non-Handbook guidance from the FCA: 

 

 

All distributors: 
- Monitor the products and their distribution arrangements, on an ongoing basis, taking steps to identify 

initial signs of a product resulting in customer harm because of poor value it is providing. For example, this 
could be: 

 through their direct interactions with customers 

 through their assessments of customers’ demands and needs 

 by referencing the data published as part of the FCA’s work on value measures in general insurance 

 through analysis of claims or complaints 

- Regularly review distribution processes to ensure that they are in line with the intended target market of 

the product, and that they are not adversely affecting customers. 
- If a product is resulting in customer harm, inform the manufacturer and, if necessary, alter the way they 

distribute the product or stop distributing the product entirely. 

 

Product manufacturers:  

- Have in place and be able to evidence a product approval process, covering product design and review. As 
part of this process, the FCA expects manufacturers to consider the value that the product presents for its 

intended customers (the target market) and how the distribution chain affects overall value. This should 

include consideration of: 
 the benefits the product is intended to provide to the target market 

 the value considerations which are relevant to the target market 

 the overall cost to the end customer, including product costs and charges, and 

remuneration received by other parties in the distribution chain 

 



 
 
 
 
 
 
 
 
 
 
 
                                                        

 

Further information 

FCA thematic review: https://www.fca.org.uk/publication/thematic-reviews/tr19-02.pdf 

FCA guidance consultation:: https://www.fca.org.uk/publications/guidance-consultations/gc19-2-general-insurance-

distribution-chain-proposed-guidance  Any responses to the guidance consultation should be sent to the FCA by 9 July 

2019. 

ICS Hot TopICS 2018-02 - IDD Product Oversight and Governance: log in at www.insurancecompliance.co.uk 

 

 
 

 
 

 

 
If you would like any help or information on any FCA regulation issues, ICS Services, e-learning or anything 

else we might be able to assist you with, please contact your usual ICS representative, Head Office on 01892 
539600 or admin@insurancecompliance.co.uk 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 The above information is a summary of certain matters which will affect the majority of firms conducting Insurance Mediation and reflects ICS’s views at the 

date of publication. Each firms’ requirements are individual and rules are regularly changing;  it is therefore important that you always seek specific advice from 
ICS before acting on anything contained in this publication. 
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