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FSA regulation for insurance products 
– new rules for the motor trade

N(GI) - new rules for selling insurance products

From January 2005, the sale and administration of general insurance products in the UK will be regulated by
the Financial Services Authority (FSA), in the same way that investment products and firms are now regulated.

This is referred to by the FSA as N(GI), and will mark a major regulatory event for the UK insurance market.
Businesses which transact insurance as a secondary activity, such as the motor trade will be covered in 
this regulation. 

This briefing is designed to cover the high level issues that face motor traders who transact general 
insurance business. 

How will this affect the motor trade?
The new regulations effectively cover all types of insurance. This includes all the insurance products
commonly sold by the motor trade:

• Credit Protection insurance

• GAP and Vehicle Asset Protection insurance

• Insured warranties and extended warranties

• Tyre and Exhaust insurance

• MOT insurance

• Key Fob insurance

• Motor insurance (including “free insurance” supplied with car sales and insurance purchased by
customers with rental cars)

• Breakdown recovery insurance

If you are involved in providing insurance as part of your business – whether that be selling, advising
on, discussing, or arranging insurance products, taking payment of premiums (or initial premium deposits) 
or issuing certificates or policy documentation – then you will be affected by these new regulations.
Even firms who “introduce” customers to other brokers or insurers are likely to come within the new rules.

Will this be important to your business?
• Many firms in the motor trade are very dependent on their income from the sale of Finance & Insurance

products as secondary business lines.

• From January 2005, all firms will need to be regulated to carry on dealing with insurance
products. It will be a criminal offence to deal in insurance products without authorisation, either 
directly or through another authorised firm. Also, insurers and intermediaries will be required to 
ensure that they only deal with authorised firms in distributing insurance products.

• Any firms which don’t get organised successfully for FSA regulation will need to cease all dealings with
insurance products, and accept the loss of all income from those products.

• If you have already decided to not continue your involvement with general insurance you should discuss
with the insurer(s) whose products you sell to agree how you will discontinue.
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When will it happen?
• The statutory regulation of general insurance will become effective on 14 January 2005.

• The FSA has completed its consultation process with the UK industry, and the final rules for general
insurance have been published.

• The FSA has geared up for the challenge of getting the entire insurance market authorised, and
applications to the FSA have already started.

• More importantly, there is an effective “safety zone” deadline for completed FSA applications of 13 July
2004, after which time FSA cannot guarantee that applications can be processed in time for regulation day.

• This means that NOW is the time for action – to step up your preparations for N(GI), or to get
started as soon as possible.

What options do you have in order to continue dealing with 
insurance products?
To continue dealing in insurance products, you must get authorised – either directly or through another
authorised firm. In broad terms. there are 4 possible options:

• Firms that wish to become Appointed Representatives (ARs) will need to find an authorised firm willing to
act as Principal for their insurance activities. This might be an insurer, a finance company, an insurance
intermediary, or a network. If you sell a range of products from more than one insurer, you will need to
find a Principal or Principals for all of your products.

• The more limited activities of “Introducing” are not likely to be practicable for most types of insurance
products provided to motor trade customers, which need to be actively sold, “on the spot”, with customers.

• In practice, most firms in the motor trade will need to apply for direct authorisation to retain the
flexibility and provide multiple products. This will also ensure that you retain control over the way that
you do business.

Authorised Firm Direct authorisation from FSA for insurance mediation activities

Appointed Representative Allowed to deal with insurance products under the regulatory
responsibility of one or more directly authorised firms acting as
Principal for the Appointed Representative – these may be
insurers or other insurance intermediaries.

Introducer Appointed Representative Appointed Representative limited to introducing customers to
another firm which is authorised to carry out the sales process
for the insurance product(s).

Exempt Introducer A very limited form of “introducing” which falls outside the
scope of regulation – this is restricted to passive introductions
such as making leaflets available for customers.
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Can you be authorised as a group, or on behalf other firms?
An authorised firm may also take regulatory responsibility as a Principal for one or more other firms, which
act as Appointed Representatives (ARs)

• Groups which are made up of a number of individual operating companies (rather than branches) can
consider organising themselves so that one company is authorised, and acts as the authorised Principal for
the other companies in the group, which are designated as Appointed Representatives (ARs)

• It is important to note that Principals are fully responsible to the FSA for the activities of their ARs,
and there are a number of specific additional requirements and rules for Principals, relating to
controls over ARs. In practice, Principals will also require ARs to have at least one Approved Person 

• Applying for authorisation through one company will mean submitting and paying for one FSA application
and may be more cost effective for some groups. However, you should be aware that this may also
require changes to your existing management arrangements

• Companies can only be authorised if they are carrying on regulated activities. This means that for groups with
parent companies that do not themselves trade in insurance, the parent will not be able to be authorised 
as a regulatory Principal for its subsidiaries. Such groups need to consider carefully how they structure
themselves for authorisation. Authorising all group companies individually may be necessary, but it may be
possible to authorise one of the companies trading in insurance as Principal, with the others acting as its ARs.
These arrangements are likely to require more significant changes to the existing management arrangements.

Principal Authorised firm acts as Principal with regulatory responsibility
for one or more Appointed Representatives.

Company A Ltd Principal

Company C Ltd Company D LtdCompany B Ltd AR AR AR

Parent
Company A Ltd

Unauthorised

Company C Ltd AR

Company B Ltd Principal

Regulatory
responsibility
and controls Company D Ltd AR



Authorisation and registration for firm All firms will need to be authorised by, and registered
with the FSA, together with all their Appointed
Representatives (including Introducer ARs)

Individual registration for Approved Person(s) Individual registration and approval of Approved
Person(s) with the FSA for at least one senior person in
the firm with responsibility for insurance business

High Level Standards for firms and management Rules relating to the way firms organise and manage
their insurance business, focusing on management
systems and controls, and management responsibilities 

Financial requirements for capital and solvency Specific financial requirements for firms, including
minimum capital requirements and a basic solvency
requirement, geared to the size of insurance business

PI Insurance Professional Indemnity Insurance covering all insurance
activities, geared to the size of insurance business 
(or a comparable guarantee in certain circumstances)

Rules for insurance money accounts Specific rules and requirements for setting up and
operating insurance money accounts to ensure the
protection of client money

Rules covering customer sales & service Detailed Conduct of Business standards covering
marketing, sales and advice processes, customer
information and insurance documentation, 
and fair treatment

Training and Competence requirements Training & Competence rules requiring firms to
demonstrate adequate arrangements to ensure that 
all management and staff involved in insurance are 
fully competent

Complaints handling and dispute resolution rules Defined procedures for complaints handling and dispute
resolution, with compulsory membership of the Financial
Ombudsman Service (FOS) as a final recourse

Regulatory reporting Authorised firms will need to ensure that they provide
regulatory returns to the FSA on a regular basis in an
electronic format
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What will you be required to do under FSA regulation?
If you are looking to become FSA authorised for general insurance business that you transact as a motor
trader, then the FSA regulations as they relate to your business will include:

• The practical impact of these new requirements will mean making changes to your management
arrangements, sales processes and systems, customer documentation, and your accounting and
banking arrangements.

• You should also consider the costs of doing insurance business under the new regulatory regime.
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How will the authorisation process work?
All firms wishing to become authorised for insurance business will need to complete an application
to the FSA, unless another company has agreed to act as your Principal (as your business will then
be included in their application). The FSA has designed a specific authorisation process for those involved
in insurance mediation. 

Key elements of the process are:

Initial registration Firms need to register initially with the FSA, when they
will be issued an identity number and provided with
application forms (with options for either paper or on-
line formats). Details and registration can be found at
https://mgi.fsa.gov.uk/mgireg/

Application Form(s) The relevant application forms need to be completed 
for the firm, the firm’s Approved Person(s) and any
Appointed Representatives, together with any necessary
supporting documentation.
Larger firms with insurance earnings over £1m will need
to complete specific supplementary forms and provide
specified additional documentation (one of which will
need to be signed-off by a reporting accountant).

FSA assessment & processing The FSA will assess applications based on the application
form(s). If there are queries or matters requiring
clarification, they will contact the firm asking for
additional information, and in some cases may decide to
meet or visit firms before authorisation. If there are
serious concerns the FSA may reject the application

FSA confirmation “minded to authorise” For successful applications, FSA will first issue a “minded to
authorise” letter confirming their intention to authorise the
firm for insurance mediation. This provisional confirmation
is made subject to the completion of preparations for
compliance and any subsequent changes to the business
which may materially alter FSA’s regulatory view.

Notification to FSA of ongoing changes In the time leading up to “regulation day”, firms are
expected to notify the FSA of any changes to their
business which may be material to their authorisation.
In particular, FSA have recognised that Principals may
need to include additional Appointed Representatives
has after they have submitted their original application.

Authorisation & ongoing supervision FSA will issue final confirmation of authorisation when
regulation becomes effective. After this, firms will be
subject to FSA supervision. Some firms may receive a risk
assessment visit from the FSA following authorisation.
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• At the application stage, firms are required to make a commitment to completing compliance
arrangements in time for regulation, for many aspects of the rules. FSA will therefore look at how well
managed firms are, as an indication of their ability to successfully carry out these commitments.

• The quality of the application and supporting information is critical. FSA have have already rejected
a number of applications, in some cases because the applications have not been adequately completed.

• If you submit an electronic application you will be entitled to an application discount. The electronic
application process will also ensure that you answer all the questions before you can submit your
application.

• It is important to provide the FSA with full, accurate and clearly presented information, and to be
open and honest with them about all relevant aspects of your business.

• Above all, remember that first impressions count – for most firms, the application form is the first 
time the FSA will have had any contact with the firm, and the way you present yourself at this time 
will establish the way in which FSA views your business going forward.
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What action should you be taking now for FSA regulation?

• If you haven’t already started preparing for FSA regulation, start now

• Ensure that your key decision makers have an adequate understanding of this impending FSA
regulation and the impact it will have on your business

• Establish a full working understanding of the FSA rules and requirements that apply to your business

• Identify and assess your options for becoming authorised under the FSA regime 

– find out what positions your insurers and any other trading partners are taking

– if you are considering the AR route, ensure that you have a suitable Principal 

• Review your current insurance business, practices and management arrangements against the FSA
rules, and the impact regulation will have on your business

– consider whether you need to make fundamental changes to your insurance business – such as your
business structure, products, insurers, or other trading partners

– contact your insurers and trading partners to ensure that you co-ordinate your move through to FSA
regulation, under suitably updated agency or trading agreements

• Register with the FSA and review the application form(s) to establish the information requirements,
decisions and arrangements required for your application

• Establish your FSA project with appropriate priority - plan and start to implement the necessary changes

– ensure that you identify and cover all the FSA requirements

– prioritise the work in line with your key deadlines - your application; and “regulation day”

– set interim milestones and targets for your preparation to ensure that it will be completed in time

• Decide upon your Approved Person(s) and prepare their Approved Person application form(s) early

• Review your management arrangements & controls for insurance business – in particular, consider 
how you will assure the FSA that you will be ready and able to meet your regulatory responsibilities

• Assess and plan how you will meet, and ensure that you continue to meet, the financial requirements
for capital and solvency – these are strict requirements for authorisation

• Before completing your application, allow time to obtain the required information and produce any
necessary supporting documentation

• PI insurance is a strict requirement for authorisation. Norwich Union can provide, for many of its 
Motor Trade policyholders, a Professional Indemnity solution, subject to terms and conditions

• Begin the development of detailed processes and systems in time to ensure a controlled and successful
implementation

• Contact your manufacturers, finance companies and  insurers to obtain their confirmation that their
revised documentation will be ready and compliant. You will also need to check your own customer
documentation to ensure that it meet the requirements of the FSA

• Develop your Training and Competence arrangements in time to get your people ready for regulation.
This should include establishing a training log to monitor ongoing training requirements and how 
these are being met

• Keep reviewing your progress to make sure you stay on track
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How is Norwich Union responding?
As the leading motor trade insurer in the UK, Norwich Union has a vested interest in working together with
you to ensure that the motor trade successfully migrates into the new regulatory environment.

Further information
• The FSA’s website includes full details of their rules and guidance, policy consultation and announcements,

and additional information for insurance intermediaries, including the recently published Guide to the FSA
Handbook for Small Mortgage and Insurance Intermediaries.

www.fsa.gov.uk/mgi

There is also an FSA telephone helpline for enquiries about insurance regulation: 0845 60 555 25

The information in this newsletter represents PwC’s understanding at the time of going to press. 
The information in this paper is generic, and is not intended to be a substitute for a proper analysis 
of the impact of the FSA’s rules and proposals.

• Professional Indemnity cover for Norwich Union motor trade customers

There is no existing established market providing Professional Indemnity insurance to the motor trade
for insurance activities. Norwich Union is the first major insurer to offer motor traders the lifeline of
specifically designed professional indemnity cover, to complete our package of motor trade insurance
protection. 

This cover will be available from 1st June 2004. You should contact your usual insurance advisor
to discuss further.

• Other support for Norwich Union motor traders 

We have been working with PricewaterhouseCoopers LLP (PwC) to produce a series of Regulation
Briefings for the Primary Insurance market. Many of the points raised in these briefings will be
valuable to your business. They can be downloaded from the Norwich Union e-broking website at 

http://www.norwichunion.co.uk/ebroking/business_advisor/fsa_regulation_briefings.htm

We also have a Self Assessment Toolkit, which should help you to look at how regulation will impact
on your business. This is available electronically from

http://www.norwichunion.co.uk/ebroking/business_advisor/fsa_self_assessment_toolkits.htm
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