
 

 

 

 

 

If you are going to ‘own’ an outsource arrangements under SMCR,  

You need to read this ….. 
 

February 2019 

Over the last eighteen months, I have carried out a number of assurance reviews of the 

controls framework surrounding outsource arrangements for a range of financial services 

companies. My findings suggest that few would stand up to real scrutiny and that many have 

significant shortcomings.   

With SMCR coming into force for investment managers on 9th December, senior managers 

who ‘own’ outsource arrangements could find themselves exposed to significant fines and 

other sanctions, if they are unable to evidence a robust controls framework around these 

outsource arrangements, whether they be intra-group or with 3rd parties. 

Having talked to the businesses that I review, I found that they sat in three camps. The first 

were those where the ‘owner’ of the outsource hadn’t yet been confirmed. The second was 

that the ‘owner’ of the arrangement had yet to really take real ownership, as the rules don’t 

come into force for over nine months. The third were those where the owner had been told 

or believed that the controls framework was fit for purpose. 

All the companies that I reviewed had SMCR projects up and running and many were 

coming towards the end of implementation and the question of ownership in some cases had 

yet to be confirmed. For those sitting in the second camp, the pressures of BAU and more 

urgent change projects meant that they had largely not really considered the implication of 

SMCR in any great detail, but it was on the ‘to do list’. Both camp one and camp two have 

the clock ticking against them and my experience tells me that the ‘owners’ will find 

considerably more work needs to be done than they expect, if they want to be confident that 

they have required evidence by December 2019. We then come to the final camp, where the 

owners believe or have been told by others in the business that outsourcing controls 

framework is fully compliant and has an effective 1st, 2nd and 3rd line of defence. It is this 

category that most concerns me and if you are shortly going to be responsible for one or 

more outsourcing arrangements, you should be too! 

From my reviews, these are some of the most common weak points: 

 Only really worrying about ‘material’ outsource arrangements and treating all others 

regardless of size and impact on the business as unimportant and therefore not 

needing to be controlled in the same way. Again, feedback from clients has been that 

the FCA is not only reviewing material outsource arrangements but also those that 

are large 



 

 

 

 

 The controls framework being managed by a tick box exercise. i.e. have we got a 

contingency plan, so ‘tick’, rather than reviewing the plan to see if it would actually 

work 

 Trusting the internal audit team’s findings that say that everything is fit for purpose. 

Outsourcing covers a wide range of disciplines and involves risk, compliance, 

operations, vendor management and finance and requires individuals who can take a 

holistic view of the whole rather than by looking at each of the parts and hoping that 

everything hangs together 

 Ensuring that the activities specified in the contract between the parties are actually 

taking place and are being done properly. All too often, we have found that service 

meetings have become informal, record keeping has been poor, little true root cause 

analysis is taking place and the designated individuals often too busy to attend. In 

addition, most contracts have audit rights allowing a business to go in and audit an 

outsource provider but it is rare that these audit rights are exercised annually 

 Board papers not reflecting the actual risk of outsource arrangements and the 

outsource risks on the risk register being overly vague 

 The level of control around intra-group arrangements (particularly those where there 

is a US parent) being insufficient 

Nobody can say that the industry hasn’t been warned. If we go back to Dec 2012, the FSA 

fired a major shot across the bow of the investment management industry with its Dear CEO 

letter raising concerns about the contingency plans that they had in place should their 

outsource provider fail and it advised the industry to review the effectiveness of their current 

oversight arrangements, making sure that the was sufficient internal expertise in place to 

carry out the oversight. Without doubt, the industry has tightened up procedures and 

improved their contingency plans but from what I have seen while conducting assurance 

reviews, the oversight arrangements (controls framework) in most cases have significant 

holes and some have more than others (Aviva Wrap and Aviva Pension Trustees was fined 

£8m in 2016 for failures in their oversight of outsource arrangements). It isn’t just the UK 

regulator that has concerns. In November 2018, the Central Bank of Ireland (CBI) published 

a discussion paper on findings and issues relating to outsourcing activity and one of the key 

findings was that there were major weaknesses identified in relation to risk management 

controls and processes, and business continuity planning around outsourcing. 

With the FCA able to hold individuals personally responsible in after 9th December, it’s my 

expectation that the regulator will be quick to make an example of a high-profile senior 

manager who owns one or more outsource arrangements and isn’t able to demonstrate 

control. I would expect fines and censure and careers coming to an end! 
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