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A ‘how to’ guide on running 
a Section 166 successfully



Baker Tilly’s risk and regulatory specialists provide Skilled 
Persons Reports for Financial Sector clients. The so-
called ‘Section 166’ Reports are a tool increasingly used 
by the new FCA and PRA to provide independent input or 
assurance to firms which they feel may be failing to meet 
regulatory requirements. A Baker Tilly led consortium 
(including Conduct specialists Enterprise Learning and 
financial services change specialists Apex Consulting) 
is on the FCA/PRAs’ panel of approved Skilled Person 
Review providers. We are able to carry out Section 166 
reports in the areas of Governance, Risk Management 
and Compliance, Conduct of Business and Technology & 
Data Security.
We recently led a workshop to discuss 
the experiences of firms that have 
been through a Skilled Person Review 
and to identify the key ‘lessons 
learned’. The FCA’s current priorities 
as set out in their plans for 2013-
14 are to focus their lens on the 
following:

yy Culture and governance of firms

yy Behavioural economics and how 
firms help customers to make well 
informed decisions

yy Sales processes and customer 
experience

yy Remuneration and incentives

yy Operational risks, including 
technology failures and business 
recovery

These themes are likely to drive their 
regulatory activities and therefore their 
use of the Section 166 tool.

The key ‘lessons learned’ from the 
collective experience of the workshop 
were as follows: 

yy Ensure the Top Team are Fully 
Aligned. Working with the Skilled 
Person and the regulator(s) 
requires a fully aligned top team 
who are prepared to invest 
the necessary time and/or are 
prepared to delegate authority for 
delivery to a dedicated project 
team. It is essential that the Board 
is ‘bought in’ and supportive 
of the need to change and not 
‘in denial’. The top team must 
instil confidence and have the 
correct dynamics, if not, then the 
Section 166 will ultimately fail. 
An attendee at the workshop used 
an external person to shadow and 
coach their project team.

yy Scope Accurately. Scope the 
review effectively at the start to 
avoid any ‘mission creep’ and 
to ensure that the potential cost 
will be understood from the 
outset. Do ‘push back’ where 
the Skilled Person’s findings are 
demonstrably based on incorrect 
or misinterpreted information 
but, once this process is worked 
through, embrace the need 
for change. Ensure the scope 
includes any associated tasks 
and costs, such as ‘Past Business 
Reviews’, plus any advice and 
support to implementation 
from external suppliers, e.g. 
project management. As well 
as allowing accurate budget 
forecasting for a process that can 
last for literally years, it should 
also avoid any subsequent and 
costly misunderstandings with 
PI insurers (assuming the firm’s 
PI policy responds to regulatory 
change costs!). 



yy Define Respective Roles. Carefully 
define a ‘contract’ between all 
contributors in the process i.e. 
who will do what, by when and 
how - to ensure all parties work 
together to reach the common 
goal and avoid any subsequent 
misunderstandings. This includes 
the Skilled Person, the FCA and 
any external specialists supporting 
the work.

yy Set Up a Formal Change 
Programme. Set up a change 
programme with formal 
governance and reporting 
to ensure that objectives, 
workstreams, tasks, resources, 
risks and issues are defined and 
managed effectively and there is 
a reporting mechanism/‘evidence’ 
trail to facilitate discussion 
with the Skilled Person and the 
regulator(s). Bring in external 
programme management expertise 
if necessary. Hold regular 
review meetings with the Skilled 
Person and/or the regulator(s) 
to demonstrate the firm is in 
control and provide evidence that 
milestones are being met. This is 
key to building up the regulator’s 
confidence in the firm’s ability to 
effect change which, in turn, will 
mean the firm is increasingly left 
alone to ‘get on with it’.

yy Over Communicate. The 
management team must ‘over-
communicate’ to ensure the 
necessary message is reaching 
all audiences, but at the 
same time need to control the 
messaging. There needs to be 
a communications strategy that 
defines who needs to know what; 
the regulator(s) and the Skilled 
Person require frequent and 
honest assessments of progress, 
but to avoid unnecessary concern 
and disruption different audiences 
(internally and externally) will 
require differing levels of detail. 
The Skilled Person will interview 
all levels from the CEO down to 
managers so it is also important 
your messages are clear and 
consistent throughout the firm.

yy Understand the Overall Impact of 
Changes. When making changes 
in one area, it is important that 
the firm understands the impact 
these changes can make on other 
areas and how significant they are. 
Without understanding the total 
impact across the firm, simple 
changes can cause serious and 
unforeseen consequences.

yy Understand the Skilled Person’s 
Role. Clearly understand the 
Skilled Person’s role. They 
represent the regulator and not the 
firm therefore; the skilledperson 
must be seen to fulfil their 
regulatory duties and should be 
treated accordingly. Be alert to 
the danger of the Skilled Person 
blurring the distinction between 
giving advice and delivering the 
Section 166 (not unusual where 
there is an already established 
relationship).  

Once all the changes have been 
completed to meet the Skilled Persons 
requirements, the next stage is to 
ensure the new standard is sustained. 
Installing appropriate incentives and 
rewards can make new behaviours 
‘stick’, but procedures and MI will 
need to be amended to ensure the 
right things are being measured. 
The participants of the workshop 
who actually completed a Section 
166 all said that governance and 
control changes made them a better 
organisation and created competitive 
advantage.

The discussions clearly showed that 
the completion of a Skilled Person 
Report is not easy and, as a member 
of a Senior Management team, it can 
be a bitter pill to swallow and difficult 
to not take personally. However, to go 
through the process, our participants 
said that it is critical important that 
the need to change is embraced by all 
and sufficient resources are allocated 
to ensure successful compliance. 

The ICAEW released a technical paper 
in March 2012 providing an insight into 
Section 166. Visit http://www.icaew.
com/~/media/Files/Technical/Financial-
services/tech-release-guidance-for-skilled-
persons-reporting-tech01-12fsf-march-
2012-web.pdf to review the paper.
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