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What is a Conflict? 

• A conflict of interest can be described as a situation in which 
someone has competing interests (whether professional and/or 
personal) which may actually or potentially be an improper influence 
on the relevant decision-making process and make it difficult to fulfil 
their duties fairly.

• Situations where there may be competing interests include -

• Potential for financial gain or avoiding a financial loss

• Where a party is carrying on the same business as another party

• Receiving an inducement or other advantage 

• Personal relationships
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Conflict of Interests in a regulatory context

• There is no absolute definition of a conflict of interest 

• FCA Handbook, SYSC 10 A firm must take all reasonable steps to identify conflicts of 
interest between:

• the firm, including its managers, employees and appointed representatives, or any 
person directly or indirectly linked to them by control, and a client of the firm; or

• one client of the firm and another client;

that arise or may arise in the course of the firm providing any service (SYSC 10.1.3)

• The conflict of interest must have the potential to entail a material risk of damage to 
the interests of a client

NB: Conflicts identified in the regulatory context may not capture all types of conflicts of 
interest, e.g. commercial conflicts. A firm is likely to find it has some “commercial” 
conflicts of interest in addition to “regulatory” conflicts of interest.
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Conflicts of Interest and Conduct Risk

• Conduct risk is where a party’s actions may lead to poor outcomes for 
clients, the market, and/or other market users.

• Areas of conduct risk include
• Market abuse
• Improper market conduct 
• Product risk
• Suitability
• Conflicts of interest

• Although conflicts of interest can be part of the conduct risk landscape, 
firms should not extend the conflict of interest category to cover any 
and every type of conduct risk.
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Conflict of Interest and Managing Risk

Firms should also be aware of situations where there may be risk of a 
conflict due to a weakness in controls as opposed to a situation which 
gives rise to a conflict of interest per se. 

Consider the following scenarios:

A trader uses information on pending client orders in order to engage in front-
running for the firm

The ability to see the pending orders is not itself a conflict, but a weakness 
in the firm’s controls to manage the risk inherent in having both proprietary 
and client facing business. If however a trader is specifically using the 
information to the detriment of the clients, there is a potential conflict.

A trader who executes proprietary transactions can see pending client orders
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Conflicts of Interest in financial services 

Using client 
confidential 

information in order 
to solicit/win 

business from other 
clients, or for the 
benefit of other 

clients

Front-running 
client orders

Using third parties 
because of 

gifts/entertainment/ 
personal 

relationship/desire to 
benefit the firm rather 

than because it delivers 
best execution

Prioritising client 
A’s orders over 

client B (in breach 
of order handling / 
priority and best 
execution rules)

Remuneration 
arrangements 

incentivising staff to 
sell unsuitable 

products / services / 
strategies

Acting for a bidder 
and a seller, or 

multiple bidders, in 
respect of the 

same transaction

Personal 
relationships of 

employee 
incentivise him/her 

to act in a way 
which is contrary to 

interests of the 
firm/clients
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Key Regulatory Categories of Conflict

Based on SYSC therefore, there are three principal conflicts of interest:

NB: However, do not forget the possibility of conflicts between different 
legal entities and business lines within a group

Firm / Client

Employee / Client

Client / Client
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SYSC 10 Requirements

Identify actual/potential 
conflicts

Conflicts Policy and 
Record of Conflicts

Prevent Manage

Disclose
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Overview of Current UK Regulatory Requirements
FCA Principles for Business - Principle 8: Firm must manage conflicts of interest fairly, 

both between itself and its customers and between a 
customer and another client

- Principle 6: Firm must pay due regard to the interests of 
its customers and treat them fairly

- Principle 1: Firm must conduct its business with integrity

Systems and Controls Obligations (SYSC 10) - Identify, record and manage conflicts of interest
- Conflicts policy
- Disclosure

Best Interests Obligation (COBS 2.1) - Cannot be excluded

Specific Conduct Rules - Inducements (COBS 2.3)
- Use of dealing commission (COBS 11.6)
- Investment research (COBS 12)
- Allocations of securities in new issues COBS (10.1.13)
- Front running (MAR)
- PA dealing (COBS 11.7)
- Customer order and priority (COBS 11.3)

Market Abuse and Insider Dealing Regimes, Confidential 
information

- Use of inside information (MAR)
- Confidentiality obligations (MAR)

Takeover Code / Listing Rule Requirements - Independence of advisers
- Sponsors conflicts
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FCA on Conflict of Interests

The FCA has looked at conflicts of interest within investment banks in several recent 
papers.

• The final report of the investment and corporate banking market study in October 
2016 highlighted concerns around potential conflicts in banks’ IPO allocations to buy-
side firms which contribute more in revenue to banks, for example by using other 
services.

• TR15/13 “Flows of Confidential and Inside Information” looked at how a sample of 
investment banking firms dealt with information, and details examples of good and 
bad practice in managing the associated conflicts:

• Good practice included physical separation, clear policies and procedures and 
strong top down message about the importance of compliance.

• Bad practice included senior management not taking ownership of compliance and 
demonstrating a poor understanding of the risks.
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Actions by the FCA – Conflicts framework 
In February 2016, the FCA fined W H Ireland Limited £1.2m and restricted them from 

taking on new clients within its Corporate Banking division for 72 for breaches of 
Principle 3 (systems and controls) and SYSC 10 (conflicts of interest). Particularly 

severe sanctions.

The FCA found serious breaches of Principle 3 because it failed to take reasonable 
care to organise and control effective systems and controls to protect against the 
risk of market abuse failings.

The FCA found there was a failure to maintain an effective written conflicts of 
interest policy, and inadequate recording of the kinds of service or activity carried 

out by WHI in which a conflict of interest had arisen or may arise.

The FCA found that WHI had failed to comply with SYSC 10, in relation to its failure 
to keep and regularly update a conflicts of interest register or record, and to 

establish and implement an effective conflicts of interest policy.



Actions by the FCA – Firm/Client Conflict

The FCA found  breaches of Principles 3 and 8 between August 2005 and 
June 2013.

The FCA also found that Aviva had an incentive structure that created 
conflicts of interest whereby traders had an incentive to favour funds paying 
higher performance fees, “risk and controls were wrongly perceived by some 

as hindering performance” and “compliance training was not viewed as a 
mandatory obligation”.

Aviva had a poor control environment, a culture of “assumed trust rather than 
control”,  which enabled its traders to delay recording the allocation of 

executed trades for several hours without being detected. 

The FCA fined Aviva Investors Global Services £17,607,000 in February 
2015 for failing to control the conflicts inherent in the management of funds 

that paid differing levels of performance fees on the same desk within its 
Fixed Income business.
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Actions by the FCA – Firm/Client Conflict

The FCA found that Sesame Ltd failed to manage fairly the conflict of interest 
between its own (or its group’s) commercial interests and those of its clients 

because it was influenced by whether providers would enter into service 
agreements with its wider group and the related benefits it expected to 

accrue

In October 2014, the FCA fined Sesame Limited, the UK’s largest network 
of financial advisers, £1,598,000 for failing to manage fairly a conflict of 
interest between its own commercial interests and its customers’ best 

interest. 

The FCA found that Sesame’s actions undermined the ban on 
commission payments through the Retail Distribution Review in breach of 

COBS 2.3.1R and Principle 8
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Changes On the Horizon – MiFID II
Conflict - Change

Conflicts of Interest (Art. 23 MiFID II)
• Firms to take all appropriate steps to identify and to prevent or manage 

conflicts of interest.
• Where administrative or organisational arrangements cannot manage the 

conflict, the conflict must be clearly disclosed in a durable medium.

• Conflicts to be specifically considered in context 
of inducements from 3rd parties and the firm's 
own remuneration / incentive structures.

• Changes to policy and disclosure of conflicts 
requirements – however disclosure to clients is 
to be a measure of last resort.

Inducements (Art.24 MiFID II)
• General Rule: Prohibition on providing/receiving any benefits to or by 

any person unless it is (a) designed to enhance the quality of the service 
and (b) does not impair compliance with the firm’s duty to act fairly, 
honestly and professionally in accordance with the best interests of the 
client. 

• PM and “independent” IA must comply with significant restrictions in 
relation to the receipt of monetary and non-monetary benefits.

• Prohibition on Portfolio Managers/ Independent 
Advisers on receiving rebates/payments subject 
to a few limited exceptions. 

• New requirements in relation to unbundling.

• Restrictions on use of dealing commissions.

Investment Research (Art.13  MiFID Delegated Regulation)
• The provision/receipt of investment research is subject to the General Rule 

on inducements. 

Research can be an inducement, but research shall
not be regarded as an inducement if it is received in
return for:
• direct payments by the firm out of its own

resources; or
• payments from a separate research payment

account controlled by the firm provided that:
Disclosure to clients of the budgeted amount for
research, amount of the expected charge for each of
the clients AND annual information on the total costs
actually incurred for third party research
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Questions
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