
Evolving concepts of effective 
corporate governance have 
created new challenges for 

insurance groups, especially those that 
have gone global. Insurers face different 
challenges than other businesses 
because of the different constituencies 
they serve. Investors, rating agencies 
and financial regulators/supervisors 
are separate stakeholders that have 
their own expectations of insurers. 
Policyholders also constitute an 
important stakeholder group whose 
interests, under many local laws, must 
be recognized and protected by the 
governance framework. 

Additional complexity arises when 
insurers operate as part of a group 
with subsidiaries in multiple countries. 
Many insurers operate under rules 
that charge boards of directors with 
responsibility to exercise independent 
decision making to ensure the insurer’s 
financial and operational soundness 
and protection of stakeholders where 
appropriate. These duties apply even 
when the insurer exists within a larger 
group. 

Yet well-functioning groups must 
also have some group-level controls 
since the fortunes and misfortunes of 
its subsidiaries roll up into the group’s 
consolidated earnings and balance 
sheet, while some groups may have 
high levels of centralization of decision 
making and coordinated business 
strategies, not to mention shared 
services across legal entities. 

Moreover, after the 2008 financial 
crisis, insurance supervisors began to 
focus more on intra-group contagion 
risk that regulated insurers may 
face. A consequence is enhanced 
supervisory attention to group-wide 
risk assessment and management, and 
with that, supervisors’ expectations for 
an effective governance framework at 
the group level.   

The challenge for insurance groups 
is how to ensure subsidiary boards will 
discharge their duties in ways that align 
with group strategies, ultimately to 
maximize shareholder value. Success of 
the subsidiary and success of the group 
normally are aligned – shareholder 
value at the group level is enhanced by 
the profits of the subsidiary and the 

subsidiary is strengthened by being 
part of a profitable group. But the 
alignment of interests is not always 
apparent.  

EU / UK Considerations
Insurance companies in Europe 
are currently subject to corporate 
governance requirements at both 
an EU level and in local member 
states. The governance standards 
implemented by an insurance company 
are therefore likely to comprise a 
mixture of mandatory requirements 
(e.g. Solvency II governance 
standards), regulatory guidance and 
best practice. This also means that it 
can be a confusing network of technical 
rules and best practice that applies 
which can be difficult to navigate 
through. 

Solvency II
Governance plays an important 
role in the Solvency II regime 
where it seeks to drive effective risk 
management through a risk based 
capital requirement. This comprises 
the requirement to produce and 
maintain an Own Risk and Solvency 
Assessment (ORSA) and further 
governance standards for insurance 
and reinsurance companies. 

In certain cases, the governance 
standards are fairly prescriptive 
(e.g. the need for a remuneration 
committee, and the standards the 
committee must comply with). In 
other instances, the requirements 
are broader in nature, and allow 
regulated firms a greater degree of 
discretion as to how the standards 
should be applied. However, the effect 
of the Solvency II regime has been, 
to a certain extent, a convergence of 
governance standards applying to  
(re)insurers across Europe.

UK Corporate Governance Code
UK companies with a premium listing 
of shares are required to comply with 
governance standards contained in the 
UK corporate governance code. The 
requirement to do so is enshrined in 
the concept of “comply or explain”, as 
set out in the UK Listing Rules. Listed 
companies will be required to either 
comply with the Code, or provide an 
adequate explanation to shareholders 
where they have failed or choose not to 
do so. 

Companies Act 2006
The governance standards should 
be viewed in the context of statutory 
directors’ duties, as contained in the 
Companies Act 2006. The duty to 
promote the success of the company 
will be particularly relevant where 
directors sit on the boards of multiple 
companies within an overall group. 
Similarly, there is an obvious tension 
where a director must act in the 
best interests of the company ‘for 
the benefit of its shareholders’ and 
any other regulatory duties that may 
apply – for example ensuring that the 
company ensures fair outcomes for 
policyholders.

PRA Statements / Guidance
The PRA has also published guidance 
on governance standards for regulated 
firms. Supervisory Statement SS5/16, 
for example, sets out specific guidance 
as to the responsibilities of the boards 
of regulated firms. These principles are 
relatively broad in nature, and in some 
instances, track certain provisions of 
the Code (e.g. the expectation that 
insurance companies should have 
a non-executive chairman who is 
independent on appointment).

In particular, SS5/16 makes reference 
to the role of subsidiary boards, and 
the duty of company directors to 
promote the success of the company 
for the benefit of its shareholders. This 
message was supported in a speech 
given in April 2016, by Chris Moulder, 
former Director of General Insurance 
at the PRA. Moulder re-stated these 
principles in a bid to “emphasise the 
PRA’s expectation on the independent 
governance of significant subsidiaries”. 
He noted that “the PRA recognises 
the fiduciary duties of directors of 
subsidiaries, including the duty to 
promote the success of the company 
for the benefit of its shareholders”.

Senior Insurance  
Managers Regime
Insurers are also currently subject 
to the Senior Insurance Managers 
Regime and a revised version of the 
UK’s Approved Persons Regime, 
although this will be replaced by the 
Senior Managers & Certification 
Regime (expected to come into force 
in late 2018). The FCA and PRA are 
currently in consultation as to how this 
will be extended to insurers in practice. 
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In a broad sense, however, there are 
three key parts to the proposed regime:
c  the Senior Managers Regime – 

senior people who perform certain 
key management functions require 
regulators’ approval before taking on 
their roles

c  the Certification Regime – certain 
requirements apply to employees 
who aren’t senior managers, but 
whose function mean that they 
could potentially cause harm to the 
firm or customers. These are known 
as “certification functions”, and 
individuals performing these roles 
must be approved as fit and proper 
at least once a year

c  Conduct Rules – the FCA is 
proposing new high-level standards 
of behaviour such as integrity, that 
will apply to almost all employees 
conducting financial services 
activities in regulated firms 

The PRA has published guidance as 
to how it expects firms, and individuals 
performing a Senior Insurance 
Management Function (SIMF), to 
comply with the regime. In particular, 
firms will need to identify a Group 
Entity Senior Insurance Manager 
(SIMF 7). The guidance notes that the 
SIMF 7 definition is likely to include 
the chairman of the group, or the 
chair of a key group board committee 
where that committee has direct 
responsibility for oversight of the 
affairs of the firm. 

Firms operating across jurisdictions 
should be mindful of the territorial 
scope of the regime. In particular, the 
PRA has stated that, if an individual 
located overseas is directly responsible 
for taking decisions about how a UK 
firm should conduct its UK-regulated 
activities, and has not delegated 
responsibility to a Senior Insurance 
Manager based in the UK, in all 
likelihood, they will require approval as 
SIMF 7. 

Lloyd’s Minimum Standards
Managing agents operating at 
Lloyd’s are required to comply with a 
further set of governance standards, 
contained in the “Lloyd’s Minimum 
Standards”. These specific governance 
requirements, set out in “MS3 - 
Governance”, are for the most part, 
general expectations. These relate to, 
for example, the types of committee 
that managing agents should seek to 
institute, and the systems and controls 
that should be in place to effectively 
manage risk. In other cases, the 
guidance is more prescriptive however, 

(e.g. the expectation that an MGA’s 
audit committee should comprise 
independent non-executive directors). 

US Considerations
Corporate governance in the US 
is generally a matter of state law, 
although publicly-traded groups 
also will need to comply with the 
US Federal securities laws and stock 
exchange listing standards. Insurers 
rated by the major rating agencies 
also will be evaluated based on their 
governance practices and ERM 
programs. As a result, similar to the 
EU / UK, the governance standards 
implemented by US insurers are likely 
to comprise a mixture of mandatory 
requirements, regulatory guidance and 
best practice. 

State Corporate Law
State corporate codes generally impose 
the most basic requirements for 
corporate structure and governance 
for companies incorporated in the 
state. State statutory and common 
law define the rights and obligations 
of shareholders and management, 
including in particular their fiduciary 
duties, limit the scope of directors’ 
delegable authority, provide for the 
resolution of conflicts of interest and 
impose voting standards for certain 
corporate action.

State Insurance Law
State insurance laws can impose 
specific corporate governance 
requirements on the regulated US 
insurance company subsidiaries of 
an insurance group. Some state laws 
and regulations mandate reporting 
by regulated insurers and their 
parent companies, with the objective 
of forcing sound governance and 
risk management practices through 
disclosure to regulators. Furthermore, 
state insurance regulators review the 
corporate governance structures and 
practices of regulated US insurance 
company subsidiaries during risk-
focused financial examinations.

Many states insurance laws and 
regulations are based on models 
adopted by the National Association 
of Insurance Commissioners (NAIC). 
The NAIC has tried to avoid adopting 
corporate governance rules that 
operate in a prescriptive fashion 
with regard to corporate governance, 
in deference to differences in state 
corporate laws and to the federal law 
overlay applicable to publicly-traded 
insurance groups. 

The recently-adopted Corporate 
Governance Annual Disclosure Model 
Act and related regulation rely on 
annual disclosures to the lead state 
regulator of an insurance group. 
The disclosures cover governance 
frameworks and structures, board 
and board committee structures 
and practices, practices for directing 
senior management and oversight 
of critical risk areas. Insurers have 
latitude to determine which level to 
report (parent company, intermediate 
holding company or individual 
legal entity) depending upon how 
governance is structured, although the 
rules encourage reporting at the level 
at which risk appetite is determined, 
operating results are overseen or at 
which “legal liability for failure of 
general corporate governance duties 
would be placed.”

Similarly, the Form F Enterprise Risk 
Report required by state insurance 
holding company laws does not impose 
corporate governance requirements 
for insurers, but relies on mandated 
annual reporting of “enterprise risk,” 
i.e. events or conditions involving one 
or more affiliates of the insurer that 
if not promptly remedied are likely to 
have a material adverse effect upon 
the financial condition or liquidity of 
the insurer or its insurance holding 
company system as a whole.

Perhaps the most significant 
regulatory development affecting 
governance has been the NAIC’s 
adoption of the Risk Management 
and Own Risk Solvency Assessment 
(ORSA) Model Act. The Model Act 
requires insurers to maintain a risk 
management framework, regularly 
conduct an ORSA and file an annual 
ORSA Summary Report.

An important aspect of the new 
ORSA review process is that US 
regulators are expecting greater 
involvement at the board level in the 
development of effective group-wide 
governance and in the management 
of enterprise risk. The ORSA may be 
conducted at a level determined by 
the reporting insurer – group, legal 
entity or other subset – but the ORSA 
Summary Report must describe the 
group ERM framework, if the insurer’s 
framework is based on it, and a group 
risk capital assessment should be 
performed as part of the ORSA in a 
manner that encompasses the entire 
group. 
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