Regime change

The UK's Senior Managers and Certification Regime was extended
to all FCA-authorised firms from December 2019 - and applied to
investment firms. John Decesare, director of group compliance at 3i,
gives his view on how private equity has dealt with the new rules

Given that the UK’s Financial Conduct
Authority (FCA) introduced the Senior
Managers and Certification Regime
(SMCR) in a proportionate and pragmatic
way for the vast majority of firms - known
as ‘core’ firms - the process has been
more evolution than revolution.

SMCR was devised to strengthen market
integrity by making firms and individuals
at those firms more accountable for their
conduct and competence. For some firms
this meant putting structures in place to
comply with SMCR.

We already had a strong compliance
culture at 3i. We had good governance
and controls, as you would expect from a
FTSE 100 company. Being listed, we may
not be typical, but I think most private
equity firms started from a good place.

RESPONSIBLE APPROACH
The principles underpinning the regime
were already largely embedded in our
organisation, such as clear job
descriptions for staff, clear
reporting lines leading all the
way up to the CEO, annual
appraisals and assessments,
and a focus on conduct
and culture. For us, it was
a question of what more
did we need to do.
We had to identify the
actual staff members
who were senior
managers, which was
pretty straightforward.
( Identifying certification
5 3 functions and specifically

allocating prescribed responsibilities to
the senior managers was also relatively
simple. We are well structured and people
know their responsibilities, so although
we had to review things internally - and
document matters specifically for SMCR
purposes - we were in a pretty good place
for compliance by 9 December 2019
(which was the original deadline for
compliance before it was extended to
31 March 2021, for certain aspects at
least, due to the COVID-19 pandemic).
Despite the process being evolutionary,
there was some benefit in shining a light
on people’s responsibilities throughout.
There’s always room for improvement,
and we used the opportunity to review
our existing arrangements and the way
they were documented.

PERFECT FIT

A key requirement of the SMCR has been
for firms to assess relevant staff as fit

and proper’ to carry out professional
roles. While we already had embedded
performance review processes, enhancing

“Having clear reporting
lines and job descriptions
should not only be a
regulatory requirement

- it's also good practice”

John Decesare,
director of group

&
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that to incorporate the specific requirements
of SMCR probably took the greatest amount
of time. Again, this was an example of us
extending existing processes rather than
implementing new ones. We completed our
first “fit and proper’ assessment of relevant
staff this year as part of our online
employee appraisal process.

THE BENEFITS?

Embraced in the right way, implementing
SMCR can deliver tangible, if incremental,
organisational benefits. Having clear
reporting lines and job descriptions
should not only be a regulatory
requirement - it’s also good practice.

The same applies to assessing staff
on an ongoing basis. However, SMCR
provided us with the opportunity to
review and, where necessary, enhance
existing controls.

Of course, as a regulated private equity
firm, you have to behave with integrity
and be competent. Reputation is key.
Nonetheless, for the first time there are
now conduct rules that apply to most
staff members as individuals.

A combined focus on responsibilities,
competence, conduct and culture like
this certainly helps to reinforce these
areas right across the organisation and
will benefit control functions generally.
And this will ultimately deliver tangible
benefits for all firms.

BACK TO BUSINESS

An ‘enhanced’ firm is in a similar position to
where the banks and insurance companies
were under the first wave of the SMCR
rollout in December 2019. The FCA’s view
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was that such regulation was only useful
in relation to systemically important firms.
In my opinion, it has been very sensible in
its approach, very pragmatic.

Most private equity firms are ‘core’
firms. The bar is quite high for ‘enhanced’
firms. If a firm is hovering around the
boundary, it may opt into the enhanced
regime to remove the complexity of
whether they should be in or out. At 3i,
we were clearly within the core regime.
You have to be a very large, significant,
systemically important firm to fall into
the enhanced category.

There has not been a lot of noise on
SMCR since it reached the implementation
phase. I think it’s because firms have just
got on with putting into practice what is
fundamentally a pragmatic regime. That
has certainly been the case for us.

At 3i, it has enabled us to focus on
governance, controls, reporting lines,
appraisals, people’s conduct and culture,
and making sure they’re taking their
regulatory training on time. Used
properly, this project can deliver some
noticeable compliance benefits. ®
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