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HT 2019 – 07 
 

       Assessing adequate financial resources 
   

The FCA has issued a consultation paper (CP19/20) entitled ‘Our Framework: Assessing Adequate Financial Resources’. 
Without proposing any new rules, the consultation paper aims to provide more clarity for solo-regulated firms over the way 

the FCA approaches the question of adequate resources, setting out: 

 the role of adequate financial resources in minimising harm 

 the practices firms can adopt when assessing adequate financial resources 

 how the FCA assesses the adequacy of a firm’s financial resources 

 
This article looks at how this affects UK general insurance intermediaries. 

 

What the FCA sets out to achieve 
In a market where competition and innovation are essential, it is inevitable that some firms will fail. Rather than targeting a 
zero failure rate, the FCA strategy is to minimise the risk of failure and ensure, as far as possible, that firms ceasing to trade 

wind down and exit the market in an orderly fashion.  

 
Megan Butler, Director of Supervision – Investment, Wholesale and Specialist at the FCA said in the CP; “If firms have 

resources to match their risk, there should be fewer disorderly firm failures, with lower costs passed onto the industry via 
the FSCS levy. This promotes fair and effective competition in financial markets.”   

 

The FCA aims to: 
 ensure firms have robust systems and controls, governance, leadership and a culture that reduces the risk of harm 

to consumers and markets 

 ensure there is a proportionate and consistent approach in the assessments of adequate financial resources 

 have firms hold adequate resources that reflect the harm they may cause to consumers or UK financial markets 

 reduce the likelihood that failure would impact consumers and the UK financial system 

 minimise harm in the event of firms’ failure as they exit the market, by having firms hold adequate resources and 

effective wind-down arrangements 
 

Based on the requirements of the Financial Services and Markets Act 2000 (FSMA) regulated firms must meet a number 
threshold conditions. Threshold Condition 4 of the FCA Handbook relates to the FSMA requirement for firms’ resources to be 

appropriate in relation to the regulated activities they carry on - this encompasses both financial and non-financial 

resources. Furthermore, Principle 4 of the FCA’s Principles for Businesses sets out a fundamental obligation on regulated 
firms to maintain adequate financial resources.  

 
This FCA expects firms to hold the type and quality of capital which, at all times, is equal to or higher than its overall 

assessment of what is necessary, both as a going concern and in a potential wind-down situation.  

 

Regulatory solvency and capital resources requirements 
The FCA solvency rule states that a firm must at all times ensure that it is able to meet its liabilities as they fall due; and for 
this, firms need adequate liquid resources. The Consultation Paper points out that in order to ensure continuing solvency 

firms need to take into account the strain could arise from cash-flow issues, such as, for example: 

- payments a firm decides to make to protect its franchise and reputation  
- debts arising from direct or indirect costs of litigation, redress or fines 

- payments for off-balance sheet commitments  
 



 
 
 
 
 
 
 
 
 
 
 
                                                        

In addition, an insurance intermediary must, at all times, maintain capital resources equal to or in excess of the relevant 

capital resources requirement which specifies that an insurance intermediary must hold, as a minimum, capital as specified 

as follows: 
- If no client money is held, the higher of £5,000, or 2.5% of annual income  

- If client money is held, the higher of £10,000 (£50,000 if consumer client money is held in a non-statutory trust) or 
5% of annual income 

[The minimum capital resource requirement increases if the firm carries a relatively high PII excess.] 

 
For the purpose of calculating the firm’s capital requirement, ‘annual income' is the annual income given in the firm's most 

recent annual financial statement of its insurance distribution activity. This would consist of all brokerage, fees, 
commissions and other related income, such as administration charges, over-riders, premium finance income, profit shares, 

due to the firm in respect of, or in relation to, its regulated activities. The figure should include commissions and other 

amounts the firm may have agreed to pay to other regulated firms involved in a transaction such as sub-agents or other 
intermediaries (but not amounts which the firm has collected on behalf of another party such as the product provider). If 

the firm is a principal, its annual income should include amounts due to appointed representatives in respect of activities for 
which the firm has accepted responsibility. [The FCA provides guidance on calculating annual income in MIPRU4.3 – see 

‘Further information’] 
 

Based on accepted accounting principles, the firm must determine its capital using only items which are eligible. Eligible 

capital generally includes share capital; audited accumulated profits retained by the firm and subordinated debt. Deductions 
must be made for non-liquid assets and intangibles, e.g. goodwill or investments in subsidiaries.  [FCA capital resource 

eligibility rules and guidance are in MIPRU 4.4 - see ‘Further information’.] 
 

Evaluating resources  
When assessing whether Threshold Condition 4 has been met, the FCA would look at the nature and scale of the firm’s 
business model, the risks to the continuity of the services provided and the impact the other members of the firm’s group 

might have on the adequacy of its resources.  
 

Whilst the rules for insurance intermediaries specify a minimum level of capital, the minimum may not always be sufficient. 

Taking into account Threshold Condition 4, resources must be ‘appropriate’ to the firm’s regulated activities. 
 

Firms are expected to evaluate their own resources - financial and non-financial - in a way which is proportionate to the risk 
of harm and the complexity of their business. An assessment, which should be carried out at least annually, should: 

 take a forward-looking approach to risks and how these evolve throughout the economic cycle 

 reflect the risks to which the firm is exposed and the amount of risk it poses 

 be proportionate to the likelihood of the risks occurring 

 ensure the firm is financially sound while avoiding excessive costs 

 

Risk assessment 
It is essential to understand the key components of the firm’s business model and strategy in carrying out risk assessments. 

The FCA suggests that firms’ assessments should cover, for example: 
 details of business lines and activities including an analysis of how important each business line is in generating 

profits and cash flow, how this evolved in recent years, its forecasts and concentrations in revenue streams 

 details of external factors that influence the success of the business model and strategy, covering the main macro-

economic variables, regulatory and market trends, and the competitive landscape 
 the reliance on a firm’s franchise and reputation with consumers and other stakeholders and how this drives the 

success of its business model 

 competitive advantages over its peers, perhaps as a result of the quality of its IT platforms, or other factors such as 

a firm’s global network, the scale of its business and the range of products and services 

 
  



 
 
 
 
 
 
 
 
 
 
 
                                                        

Particular sources of risk identified in the Consultation Paper include: 

- the possibility of having to find resources to provide redress in the event of misconduct 

- losses related to changes in book value of assets 
- losses arising from failure of clients or counterparties to transactions  

- change in value of positions in financial instruments, foreign currencies and commodities 
- obligations to defined benefit pension schemes 

- being unable to convert different types of resources into available ‘cash’ to pay for obligations as they fall due 

 
A lack of adequate resources in terms of people, processes, and systems and controls, would also be likely to increase the 

risk of disruption. 
 

Summing up 
The FCA is concerned that some firms do not pay sufficient attention to their resource requirements. The concern seems to 
be justified, taking into account the fact that the Financial Services Compensation Scheme (FSCS) paid a total of £846m in 

compensation between 2013 and 2017 for failures of solo-regulated firms. 
 

Insurance intermediaries might be regarded as having limited potential to cause harm to consumers or markets. They 

should therefore be able to satisfy the basic resource requirements by maintaining a suitable level of capital and having the 
ability to pay all debts as they fall due. In addition to this, however, they are expected to understand the current and 

emerging risks inherent in their business model and to give due consideration to how changes in operational and economic 
circumstances might affect the risks to which they are exposed.  

 
As well as ensuring they have relevant capital and enough assets to cover their debts and liabilities, firms are expected to: 

 consider risk in their day-to-day activities, including the development of new products and services, taking on new 

customers, and changes in the firm’s business model 

 ensure management understands the firm’s activities, how it operates, the risks it faces and the appropriateness of 

controls 
 put in place policies and procedures to identify, manage or avoid conflicts of interest, including a segregation of 

duties and consideration of consumer interest 

 consider the impact of outsourcing on the business 

 
In other words, the assessment of ‘adequate resources’ shouldn’t be based solely on the short-term financial position – it is 

necessary also to identify, assess, manage, monitor and mitigate the risk of harm. This should include exploring recovery 

options and other measures which would help to reduce the impact of adverse conditions, including how the business could 
be closed down in an orderly way. It boils down to good risk management. 

 

What do we need to do now? 
The Consultation Paper does not put forward any new rules but it gives a clear message to firms about what they need to 
take into account when assessing the adequacy of their resources. This is likely to involve: 

 

 
- undertaking proportionate and regular assessment of risks (at least annually) 

- understanding their business model and strategy 
- taking steps to prevent harm from occurring 

- putting things right when they go wrong 
- minimising potential harm in failure 

 

 
 
 



 
 
 
 
 
 
 
 
 
 
 
                                                        

 
Further information from the FCA website 
Consultation Paper 19/20: https://www.fca.org.uk/publication/consultation/cp19-20.pdf 
The deadline for comments to the FCA is 13 September 2019. 

 
MIPRU 4.2 capital resource requirements: https://www.handbook.fca.org.uk/handbook/MIPRU/4/2.html 
 

MIPRU 4.3 calculation of annual income: https://www.handbook.fca.org.uk/handbook/MIPRU/4/3.html 
 

MIPRU 4.4 calculation of capital: https://www.handbook.fca.org.uk/handbook/MIPRU/4/4.html 
 

 

 
 

 
 

 

 
 

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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