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1 Summary

On 29 March 2019, the UK will leave the EU. In March 2018, the UK and the EU agreed
the terms of an implementation period, which will start on 29 March 2019 and last until
31 December 2020. During this period, common rules will continue to apply and access
to each other's markets will continue on current terms®.

However, the implementation periodis part of the withdrawal agreement which is
subject to further negotiations between the UK and the EU. Both sides must agree
the final terms of the withdrawal agreement and, to take effect, it must be ratified by
the UK and the EU. In order to be ready for all scenarios, we have worked to put the
necessary arrangements in place for us to continue to meet our statutory objectives
and reduce harm should the withdrawal agreement not come into effect.

As part of its Brexit preparations, Parliament has passed the European Union
(Withdrawal) Act 2018 (EUWA). The EUWA will repeal the European Communities Act
1972, preserve existing UK laws which implement EU obligations and convert existing
directly applicable EU law at the point of exit into UK law?. It gives ministers powers to
make secondary legislation amending this body of law to ensure it functions effectively
when the UK leaves the EU. Our Handbook also needs to be amended so that it is
consistent with wider UK legislation and the UK's new position outside of the EU.

HM Treasury (The Treasury) has laid a Statutory Instrument (Sl) under the EUWA giving
us, the Prudential Regulation Authority (PRA), the Bank of England and the Payment
Systems Regulator (PSR) responsibility for amending and maintaining EU-derived
provisions in our Handbook and existing EU Binding Technical Standards (BTS) which
will be incorporated into UK law by the EUWA, so that they function effectively after
exit day’. BTS are EU legislation but they do not set overall policy direction. They sit
underneath Level 1 EU legislation and give technical detail on the overall legislative
requirements. The regulators' powers are subject to the constraints in the EUWA -
they are limited to addressing deficiencies and dealing with any failure of UK law to
operate effectively after exit, and the power is time-limited.

This is the first Consultation Paper (CP) setting out proposed changes to the
Handbook and to BTS as a result of Brexit. This CP principally addresses amendments
to the Handbook and BTS which relate to those Sls made under the EUWA which have
been published by the Government. A list of those Sls can be found in Annex 2 to

this paper. The CP also explains our proposed approach to European non-legislative
material, which we have set out in draft non-Handbook guidance. Our proposals aim
solely to correct 'deficiencies’ arising from Brexit and do not revisit policy decisions, in
accordance with the powers in the EUWA.

We intend to publish a second CP later in the Autumn covering the BTS and parts of
the Handbook affected by Sls which are due to be published later. We may also need to

1 For more detail on the implementation period please refer to the Treasury's approach to financial services legislation under the
European Union Withdrawal Act (27 June) https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_
data/file/720298/HM_Treasury_s_approach_to_financial_services_legislation_under_the_European_Union__Withdrawal__Act.pdf

2 The EUWA incorporates into UK law direct EU legislation ‘so far as operative immediately before exit day'. In particular, direct EU
legislation which is in force before exit day, but stated to apply after exit day, is not treated as being operative immediately before exit day

3 The Financial Regulators’ Powers (Technical Standards etc.) (Amendment etc.) (EU Exit) Regulations 2018
http:/www.legislation.gov.uk/ukdsi/2018/9780111171394/contents
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revisit material consulted onin this CP as a result of further changes being made to the
Handbook (for example, as a result of the Senior Managers and Certification Regime
or the implementation of the Insurance Distribution Directive) or as a result of further
published Sls.

1.7 As set out in our statement of 27 June 2018, and following the announcement on
8 October?, the Treasury has communicated that it will bring forward measures
that will give the regulators some flexibility to phase in changes to firms' regulatory
requirements under the EUWA. We are willing to use these powers to waive or modify
some requirements to allow for a smooth transition to the post-exit regulatory
regime. This means we do not expect firms, regulated entities providing services
within the UK's regulatory remit and other stakeholders to prepare now to implement
the changes from exit day. At the same time, we would be interested in views from
stakeholders regarding any aspects of the proposed changes to firms' regulatory
requirements which might cause implementation challenges if the changes were to
come into effect on exit day. We address this in Chapter 2.

1.8 If the UK and the EU agree on the terms of the withdrawal agreement, and there is an
implementation period, the amendments consulted onin this CP will not come into
effect on 29 March 2019. The changes we make to the Handbook and to BTS after the
implementation period will depend on the outcome of the negotiations on the future
relationship between the UK and EU.

What we cover in this CP

—

1.9 In April 2018, the Treasury began publishing its draft Sls to make the changes needed
to the UK's legal and regulatory framework as part of preparations for Brexit. The Sls
are designed to accommodate a scenario where there is no withdrawal agreement and
no implementation period in place once the UK leaves the EU and where the UK would
treat the EEA as a third country.

1.10 As noted above, this CP covers proposed changes to the Handbook and BTS and
sets out our approach to EU non-legislative material. These proposals make sure that
the regulatory framework still functions and remains in line with the EUWA and the
published draft SIs from the Treasury and other ministries.

1.11 We have structured this CP as follows:

o Chapter 2 sets out our approach to reviewing our Handbook and BTS. In it, we
explain the legal basis for making the proposed amendments and our approach to
the proposed changes. We also ask for feedback on the implementation challenges
the industry may face from the changes.

o Chapter 3 discusses a range of cross-cutting issues that we have identified which
span the Handbook and BTS. The chapter sets out our proposed approach to each

of these.
4 https:/www.fca.org.uk/news/statements/fca-role-preparing-for-brexit
5 Proposal for a temporary transitional power to be exercised by UK regulators

https:/www.gov.uk/government/publications/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators/
proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators
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o Chapter 4 explains the Handbook proposals covered in this CP and the type of
changes we propose to make by sector. The sections of this chapter include an
explanation of the more significant changes we propose:

— Section 4.1 includes a table of amendments with an overview of which
sourcebooks and chapters are covered in this CP and which stakeholders we think
will be most interested in these proposals.

— Section 4.2 covers our proposals to amend the Prudential Standards
sourcebooks. These include changes to prudential rules for solo-regulated firms
prudentially regulated by us and to conduct rules with prudential aspects for
insurers and friendly societies.

— Section 4.3 covers our proposals to amend parts of the Conduct of Business
sourcebook. These proposals include changes to conduct rules that apply to
insurers and friendly societies and the territorial application of the sourcebook.

— Section 4.4 covers changes affecting the fund management sector, principally,
amendments to both the Investment Funds sourcebook and the Collective
Investment Schemes sourcebook.

— Section 4.5 covers a brief overview of MiFID-related Handbook changes.

o Chapter 5 outlines the changes we propose to make to BTS. This includes an
explanation of our approach to BTS and where we propose to make amendments.

o Chapter 6 explains how we intend to treat EU non-legislative material, such
as Guidelines and '‘Questions & Answers' documents issued by the European
Supervisory Authorities (ESAs) or their predecessor bodies (Level 3). Within this
chapter, we cover specific changes we propose making to chapters 19A and 19D of
the Senior Management Arrangements, Systems and Controls sourcebook (SYSC),
as it refers to European Banking Authority (EBA) Guidelines on remuneration.

Why we are consulting

Our Handbook implements and refers to EU legislation and to UK law which relates to
or refers to the EU. It also refers to EU institutions and concepts and to the European
Economic Area (EEA). Leaving the EU, and the amendments to legislation made under
the EUWA, requires us to update our Handbook to reflect the UK's new legal and
regulatory framework after exit day so that it remains functional.

Amendments are also needed to BTS so that they function effectively on exit day
including ensuring that they are consistent with the changes the Governmentis
making to Level 1 EU legislation using its powers under the EUWA. More detail on our
proposals to amend BTS can be found in Chapter 5.
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Who this applies to

Given the breadth of changes we propose in this CP, we expect this consultation to
affect all our stakeholders. To help readers navigate this CP, we set out in Chapter 4 a
list of interested stakeholders by Handbook sourcebook covered in this CP.

In addition, we expect our proposed changes to BTS to be particularly relevant to:

Credit rating agencies

o Trade repositories

o Allfirms which trade derivatives (whether they are financial or non-financial firms)
o Financial market infrastructure firms

e Trading venues

o Central counterparties

o Stakeholders involved in the fund management sector

o Allpersons within MiFID scope and MiFID optional exemption firms

e Consumers

e Trade associations

The outcome we are seeking

We seek to ensure that our Handbook and BTS continue to work effectively as we
leave the EU. This is to ensure the UK has a clear and coherent legal and regulatory
framework.

Most of the proposed changes are consequential in nature and follow the amendments
the Government is proposing to make under the EUWA. Our approach has not been to
revisit previous policy decisions or use this as an opportunity to refine our Handbook
provisions or amend BTS for purposes unconnected to Brexit. We have only made
changes to our Handbook to address deficiencies arising from Brexit, in line with the
approach the Treasury has adopted within the various Sls. We set out the approach we
have taken in more detail in Chapter 2.

We also seek to ensure through this CP that a clear approach to the treatment after
Brexit of Level 3 material is established.

How it links to our objectives

Our Business Plan 2018/19 highlights Brexit preparations as one of the priorities for the
coming year given its impact both on those we regulate and our broader stakeholders.

—
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As part of our strategic objective of ensuring that the relevant markets function well,
we have been working to put in place contingencies for the UK leaving the EU without
a withdrawal agreement. The proposals in this CP are part of the work we have been
undertaking to ensure that there is a functioning regulatory framework in place in the
event the UK leaves the EU without an agreed implementation period after March
2019.

The proposals in this CP are intended to advance our operational objectives of:
consumer protection, market integrity and promoting competition in the interests
of consumers. We have also had due regard to our Mission and used our discretion to
ensure harm or potential for harmis reduced.

Measuring success

We will consider our changes successful if the Handbook and BTS function effectively
on exit day and if firms, consumers and our broader stakeholders are clear about what
the proposed changes to the Handbook, BTS and the new guidance about EU Level 3
materials mean for them.

Next steps

We want to know what you think of our proposals. Please send us your comments by
7 December. Use the online response form https://www.fca.org.uk/cp18-28-response-
form on our website or write to us at the address on page 2.

The consultation period for this CP is eight weeks. This is to ensure we have sufficient
time to incorporate comments from stakeholders ahead of 29 March 2019. We intend
to give feedback on this CP in early 2019 and publish final versions of these materials
shortly before exit day. We may also publish further amendments to material consulted
oninthis CPin our later CP.
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2 How we have reviewed the Handbook
and BTS

As explained in our Business Plan 2018/19 and our statement of 27 June 2018°, a
major part of our Brexit work so far has been to ensure there is a functioning legal and
regulatory framework in place when the UK leaves the EU.

We have undertaken this work collaboratively with relevant Government departments,
particularly the Treasury. This is because many of the amendments needed to our
Handbook and to BTS flow from the provisions of the EUWA or the changes the
Governmentis proposing to make to UK law in SIs. These Sls are being made under the
EUWA and amend:

o existing UK law, where it implements or relates to EU legislation or otherwise relates
to the EU/EEA

o EUlawthatisincorporated into UK law under the EUWA

The process of incorporating EU law into UK law and amending it so it functions when
the UKis no longer a member of the EU is referred to by the Treasury, and in this CP, as
‘onshoring’. Amendments are being made via a series of Sls under the EUWA. The Sls
are subject to parliamentary processes.

The proposals in this CP should be read alongside the EUWA, the Sls” and the
Treasury's accompanying policy statements so that stakeholders can understand how
the overall regulatory framework will change because of Brexit.

The proposals may reflect the content of SIs which have not been made at the time
of publication and are therefore only available in draft form. More detail on how this
impacts on our proposed Handbook amendments is available in paragraph 2.21. Our
proposed changes to BTS in Chapter 5 have also been written to reflect the changes
set outin the draft Sls.

Legal basis for the proposed amendments

On 16 July 2018, the Treasury laid in Parliament its Sl on Financial Regulators’ Powers®.
This S, if approved by Parliament, will delegate to regulators, including the FCA, powers
to correct deficiencies arising from Brexit in the Handbook and in BTS.

The FCA will be subject to a number of constraints in using this power. For example,
a 'deficiency'?is explicitly defined in the EUWA, which limits the nature of the

6 The FCATs role in preparing for Brexit https:/www.fca.org.uk/news/statements/fca-role-preparing-for-brexit

7 The list of Sls giving rise to the amendments proposed in this CP can be found in Annex 2

8 The Financial Regulators’ Powers (Technical Standards etc.) (Amendment etc.) (EU Exit) Regulations 2018 Sl
http:/www.legislation.gov.uk/ukdsi/2018/9780111171394

9 A definition of deficiency can be found on section 8 of the Explanatory Notes on the European Union Withdrawal Act (EUWA)

https:/www.legislation.gov.uk/ukpga/2018/16/pdfs/ukpgaen_20180016_en.pdf

—
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amendments that can be made. Allamendments under the power must also be
approved by the Treasury before the FCA can make them. The Treasury may only
grant approval if they consider the amendments to be within the scope of the power in
the SI.

Using the powers conferred by the SI means that FSMA obligations to publicly consult
and conduct Cost Benefit Analysis (CBA) do not apply. However, we have chosen to
consult stakeholders, and will continue to do so as far as possible, to help inform the
amendments to our Handbook and to BTS.

Most of the changes in our instruments are consequential upon the provisions of the
EUWA or amendments the Government is proposing to make to legislation under the
EUWA. In some instances, though, several options were viably open to us for how to
fix deficiencies arising from Brexit. Where this was the case, we have explained the
rationale for our proposal against other potential solutions. However, we have not
included CBA for any of the proposals set out in this CP.

In amending our Handbook and issuing non-Handbook guidance, we are using our
general power in section 139A FSMA (power of the FCA to give guidance).

Underlying assumptions

In reviewing our Handbook and BTS we have applied the test set out in the Financial
Regulators' Powers Sl. Hence, we only propose changes to the Handbook and BTS
which will deal with deficiencies arising from the UK leaving the EU. We have not sought
tointroduce broader policy changes unrelated to Brexit.

The Treasury has made clear'® that in amending legislation under the EUWA it will
work on the basis that, if there is no withdrawal agreement, the UK cannot rely on any
new specific arrangements being in place between the UK and the EU. The Treasury
therefore would, in general, treat the EU and its member states in the same way

as it treats non-EU or third countries after exit day (the baseline approach). This is
consistent with the fact that, in the absence of agreeing a new arrangement, the

UK would be outside of the EU framework for financial services and would be a third
country to the EU and its member states.

However, the Treasury has made clear that there are instances where it will diverge
from this approach where it is necessary. This is to ensure that there is a functioning
regime in place on exit day to enable firms and regulators to be ready for exit, to
protect the existing rights of UK consumers or to ensure financial stability. To ensure
consistency across the wider legislative framework we are taking the same approach.
Where relevant, this baseline approach also applies to the EEA and its members.

Departures from this approach have been considered where:
e wejudge itis needed to ensure a sound, functional regulatory regime on exit day

» we wish to avoid significant disruption to firms, investors and/or consumers

10 These can be found in HM Treasury's approach to financial services legislation under the European Union Withdrawal Act (27 June)
under the Treasury's approach to fixing deficiencies https:/assets.publishing.service.gov.uk/government/uploads/system/uploads/
attachment_data/file/720298/HM_Treasury_s_approach_to_financial_services_legislation_under_the_European_Union__
Withdrawal__Act.pdf
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Where we propose to depart from the baseline third-country approach, we have set
out our reasons. We also ask for feedback on whether there are cases where we should
consider departing from the baseline approach, either on the basis set out above, or
for other reasons.

Our approach to the proposed changes

As set out above, the majority of individual changes we are proposing in this CP

are consequential upon the provisions of the EUWA or the changes the Treasury is
proposing to make to legislation under the EUWA. These amendments do not involve
a choice on our part, but reflect important effects the EUWA and proposed legislative
changes will have — for example if they relate to the ability to conduct business on a
cross-border basis.

For these changes, our focus has been on ensuring they are correctly expressedin the
Handbook and BTS and we are seeking views from stakeholders on whether we have
done that successfully. The changes are set out in draft instruments in Appendices 1
and 2, but we have generally not provided further detail on these changes in this CP.

Many of the consequential changes we have identified through our review of the
Handbook affect several chapters or sourcebooks. We term them 'cross-cutting’. We
outline cross-cutting changes in Chapter 3.

In addition, in this CP we provide more detail on changes to the Handbook and BTS
where:

o there are different potential approaches to correcting a deficiency, which covers a
small number of the changes in the CP. For these changes, we have explained the
policy decisions underlying the amendments.

o we consider that an explanation is appropriate to make clear the rationale for
following, or departing from, the baseline approach explained in paragraphs 2.11

to 2.15.

For all these amendments, we have sought to maintain the existing policy intent
behind the provisions.

The relevant version of the Handbook, and future consultations

This CP is based on the version of the Handbook in effect on 1 July 2018, This is to
ensure that the proposals in this CP relate to a stable set of Handbook provisions. We
may need to consult further on the chapters and sourcebooks covered in this CP. This
may be because:

o The proposalsin this CP reflect the content of SIs which have been published in
draft but have not yet passed through Parliament. The final SIs may differ from the
draft versions. In addition, further Sls may be published that affect our proposals

11 The 1 July version of the Handbook can be found here:
https:/www.handbook fca.org.uk/handbook?date=01-07-2018&timeline=True

—
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or provisions in material covered by this CP'?. We cannot prejudge the outcome
of Parliament scrutinising the draft SIs but we will address as soon as we can any
modifications needed to the proposals in this CP.

o Interdependencies with chapters and sourcebooks addressed in later CPs may
affect chapters and sourcebooks included in this CP'*. As our work progresses, we
may identify the need for changes in one part of the Handbook that have knock-on
implications for the chapters and sourcebook on which we consult here.

o Our proposals may be affected by cross-cutting issues other than those addressed
in Chapter 3 of this CP, which will be discussed in our subseguent CP. We set out in
Chapter 3 the cross-cutting issues on which we are still conducting analysis.

o Between 1 July 2018 and 29 March 2019 developments unrelated to our Brexit work
may affect these proposals. The publication of final Handbook provisions regarding
our Senior Managers and Certification Regime is an example of an initiative that may
give rise to additional amendments to parts of the Handbook covered in this CP.

Stakeholders should further note that we are consulting in this CP on changes to the
Handbook glossary. Changes to glossary terms may affect the scope, application

or meaning of Handbook chapters or sourcebooks covered by this CP. Stakeholders
should have regard to these proposed changes when reviewing the amendments we
propose. Further changes may be made to glossary terms included in this CP resulting
from further analysis of the Handbook or the publication of later Sls. Our next CP

will also include further proposals for glossary changes that may be of relevance to
Handbook chapters and sourcebooks covered in this CP.

We are not consulting in this CP on forms that are related to these chapters or

sourcebooks. We will set out in due course our intentions on making changes to forms
to ensure that they are fit for purpose after Brexit.

Implementation challenges

In the event that the UK and the EU are unable to agree on the terms of the withdrawal
agreement and the UK leaves the EU without an implementation period, firms and
other regulated persons will have a limited amount of time to act on changes to
requirements before exit day.

The Treasury announced on 27 June and confirmed on 8 October* that it will bring
forward legislation to allow regulators to phase in changes to firms' regulatory
requirements. The Treasury has said that these powers will be available to phase

in changes to requirements which the regulators supervise and which have been
amended under the EUWA. The powers will cover changes to requirements in

12 For example, material covered in this CP refers to incoming ECA providers and regulatory information services. As the relevant Sl
which relates to these provisions has not yet been published, we will cover any changes required to these provisions in a later CP.

13 For example, while MAR chapters are consulted on in this CP, provisions in GEN 2 which are referred to in these chapters are not
covered in this CP. Should any amendments be made to those GEN 2 provisions in a subsequent CP, we will consider whether any
further changes are required to the relevant MAR provisions.

14 Proposal for a temporary transitional power to be exercised by UK regulators
https:/www.gov.uk/government/publications/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators/
proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators

11


https://www.gov.uk/government/publications/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators
https://www.gov.uk/government/publications/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators/proposal-for-a-temporary-transitional-power-to-be-exercised-by-uk-regulators

CP18/28
Chapter 2

2.26

2.27

2.28

2.29

12

Financial Conduct Authority
Brexit: proposed changes to the Handbook and
Binding Technical Standards —first consultation

FCArules, as well as to changes in requirements in retained EU regulations and UK
domestic legislation made by the Treasury through Sls. The powers will not be available
where specific transitional measures are already contained in an Sl.

We expect to use these powers in a proportionate manner, bearing in mind our
statutory objectives and the implementation challenges faced by firms.

Firms will not be expected to make individual applications to benefit from the
transitional powers that the Treasury is giving the regulators. We are keen to get
feedback in this CP on whether compliance with changes to regulatory requirements
by exit day would be a particular challenge for firms. We are interested in stakeholders'
views on the challenges associated with implementing changes that have been
proposed in this CP, as well as changes set out in relevant Sls that have been laid or
published in draft by the Treasury'®.

We welcome feedback on:

e Any situations in which compliance with new requirements may prove challenging
and, in particular where compliance with pre-exit requirements would no longer be
possible post-exit.

* Any systems that may need to be developed or amended, including the expected
time needed to build these changes.

* Any external dependencies that may affect firms' ability to comply with new
requirements in time for exit day.

We expect feedback on compliance challenges to provide evidence of reasons why
full compliance would be at risk, including relevant data where possible. This will allow
us to understand any challenges and consider proportionate adjustments to allow for
transition where necessary. In addition to providing feedback through this CP, firms
should discuss specific concerns that they may have with their usual supervisory
contact.

Q1: Do you think any of the proposed changes in this CP or in
relevant Sls represent a significant risk to compliance for
your firmin time for exit day? If yes, please specify which
and explain why this is the case, including projected time
needed to comply with requirements were they to come
into effect on exit day.

15 You can find the Sls that have been published by the Government
https:/www.gov.uk/government/collections/financial-services-legislation-under-the-eu-withdrawal-act#published-draft-
statutory-instruments

—
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3 How we will resolve cross-cutting issues

Introduction

In this chapter we explain how a no-deal Brexit would give rise to a range of issues, each
of which would affect multiple parts of our Handbook and BTS. We term these 'cross-
cuttingissues’. We explain what impact they have and how they arise.

We have adopted a consistent approach across the Handbook and BTS to resolving
cross-cuttingissues, unless there are specific reasons not to. We outline below our
proposed approach to each cross-cuttingissue, and the Handbook sourcebooks and
BTS affected. However, stakeholders should also note that these issues appear in
glossary terms.

We set out later in this CP where we propose to deviate from the general approaches
proposed below. This might be for a reason specific to a given Handbook sourcebook
or BTS.

In our next CP, we will aim to consult on further cross-cuttingissues as we finalise our
proposals to address them. These will include (but may not be limited to):

o further amendments to our Handbook that are consequential to changes the PRA
makes to its Rulebook

* how the EUWA will affect our ability to exercise our existing waiver and modification
powers in relation to rules which transpose EU directive requirements

These issues may be relevant to material we consult onin this CP. However, as noted in
Chapter 2, we will aim to consult on any further changes to the sourcebooks and BTS
addressed by this CP if they are impacted by our approach to these additional cross-
cuttingissues.

Importantly, the changes we propose in this CP do not relate to any transitional
provisions or long-term relationship that may be agreed between the UK and the

EU. As noted in paragraph 1.8, we will consider in due course whether our proposed
Handbook and BTS changes need to be re-considered to accommodate the outcome
of negotiations.

The position of EU law and how it relates to our Handbook

Affected Handbook sourcebooks

BIPRU, COBS, COLL, CONRED, FINMAR, FUND, GEN, GENPRU, IFPRU, IPRU(FSOC),
IPRU(INV), MAR, MIPRU, M2G, PRIN, RCB, SYSC, SUP

13



CP18/28
Chapter 3

3.7

3.8

3.9

3.10

3.11

3.12

3.13

14

Financial Conduct Authority
Brexit: proposed changes to the Handbook and
Binding Technical Standards —first consultation

EU law has supremacy over domestic law among member states of the EU. EU law
that takes the form of directives needs transposition into domestic law of EU member
states. Inthe UK, EU Directives have been incorporated into the Handbook or UK
legislation.

By contrast, EU Regulations are directly applicable. This means they do not need to be
transposed into the Handbook or UK legislation.

When the UK leaves the EU, directly-applicable EU Regulations will (in the absence of

a transitional arrangement) no longer apply, leaving a legislative gap. To compensate
for that, the EUWA incorporates EU Regulations into UK law. They will be amended to
make them work effectively by a series of Sls. Similarly, the Government is proposingin
a series of Sls equivalent amendments to UK laws that:

o relate to previously transposed directives
o reflect the UK's current membership of the EU or, where applicable, the EEA
o otherwise refer to the EU or EEA concepts

Where appropriate, we willamend the Handbook to reflect these changes. This
includes proposing amendments so that:

o the Handbook (including glossary terms) refers to the new or revised UK legislation
(or specific provisions of that legislation), rather than the EU equivalents

o passages of EU law, or UK law now being amended, that have been replicated in the
Handbook are updated to reflect the new provisions

» where relevant, references are kept to EU law to explain how the Handbook or BTS
implemented EU law in the past (rather than 'implements’ them)

These changes affect many sourcebooks in the Handbook reflecting the significance
of EU law in the financial services sector. A further amendment related to EU law
concerns references to the Treaty on the Functioning of the European Union (the
Treaty). The Treaty sets out the organisational and functional arrangements of the EU
and, along with the Treaty on European Union, establishes the basis of EU law.

As the UK will no longer be a member of the EU, references to the Treaty in our
Handbook will no longer be appropriate. This includes where such a reference is part
of a specific term —for example "Treaty firm' to refer to a firm exercising passporting
rights under the Treaty. We propose to remove these references, including relevant
glossary terms such as appropriate UK regulator or authorised person (please refer to
the Glossary Instrument in Appendix 1).

There are some exceptions to this approach, where we have found good reasons to
retain a reference to EU legislation. Where so, we will keep the existing wording'®.

16 For example, in COLL we are retaining references to EU Capital Requirements Regulation (‘CRR') in addition to UK CRR and there is a
new glossary definition for EU CRR
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The loss of passporting rights

Affected Handbook sourcebooks

BIPRU, COBS, COLL, CONRED, FUND, INSPRU, IFPRU, IPRU(INS), MAR, WDPG, PRIN,
RCB, SYSC, SUP

Under section 31 of FSMA, the definition of an authorised person includes firms which
exercise their rights to offer cross-border services into the UK or to set up a branch
(to passport).

In this way, FSMA gives effect to the provisions of EU law for cross-border financial
services and activities to be carried on (to be passported).

As we leave the EU's single market, passporting rights into the UK will cease to exist.
FSMA is being amended so that EEA firms, Treaty firms, operators and depositaries
of Undertakings for Collective Investment in Transferable Securities (UCITS) and
Alternative Investment Fund Managers (AIFM) qualifiers will no longer qualify as
authorised persons.

This means they will not have an automatic right to carry on regulated activities in the
UK. The Government also intends to remove provisions related to passporting from
relevant legislation.

Reflecting these changes in the Handbook mainly involves removing the provisions
related to passporting. This includes deleting references to the roles and
responsibilities of 'home’and 'host' regulators that relate to passported activities.
It also means amending or deleting some glossary terms such as consent notice,
passported activity or passport right (please refer to the Glossary Instrument in
Appendix 1).

These changes are distinct from the proposals in our consultation about temporary
permissions for incoming EEA firms, Treaty firms and UCITS/AIFM qualifiers®’.

We also plan to address in our next CP the implications of Brexit for Handbook
provisions which relate to the E-Commerce Directive and the Distance Marketing
Directive.

References to EU institutions

Affected Handbook sourcebooks and Binding Technical Standards

COBS, FINMAR, SYSC, MIFID BTS 2017/589, 2016/2020, 2017/658, 2017/585,
6016/2022, 2017/575, CRAR BTS 447/2012, 449/2012, 2015/1, 2015/2, SSRBTS
827/2012;: EMIR BTS 150/2013®

As the UK willno longer be a member of the EU, European institutions such as ESMA
and the European Commission will not have powers or obligations under UK law.

17 The terms UCITS qualifier and AIFM qualifier refer to UCITS management companies and AlIFMs respectively that are exercising their
marketing passport rights in relation to a UCITS or an AlF, without also exercising their management or services passport rights.
18 You can find the list of covered BTS in Annex 3
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In mostinstances, the Government will replace a named EU institution with a UK
equivalent.

We propose to remove or replace references in our Handbook and BTS to the
European institutions to ensure it is aligned with UK law, unless there is a specific
reason not to do so.

r

References to ‘'other member/EEA states’ and ‘other competent authorities

Affected Handbook sourcebooks and Binding Technical Standards

BIPRU, COBS, IFPRU, GENPRU, MAR, SYSC, MIFID BTS 2017/1945, 2017/584,
2017/565,6016/2022, CRAR BTS 449/2012, 2015/2; SSRBTS 826/2012, 827/2012,
EMIRBTS 150/2013

As the UKis currently a member state of the EU/EEA, there are references in our
Handbook and BTS to 'other member/EEA states’, 'another member/EEA state’ or
variants thereof. When the UK leaves the EU, it will no longer be appropriate for our
Handbook and BTS to refer to EU or EEA member states as if the UK were still one.

If we need to keep these references in some form, we propose to amend them to
'EU member states' or 'EEA member states', as appropriate. We propose equivalent
amendments for references to 'other competent authorities’ or 'another competent
authority' (or variants) where currently these refer to EU or EEA authorities.

References to information sharing with the European Supervisory
Authorities or ‘'other competent authorities’

Affected Handbook sourcebooks and Binding Technical Standards

FINMAR, MAR, MIFID BTS 2017/1943, 2016/824, SSR BTS 826/2012, 827/2012

Within the European regulatory framework, we are obliged to share information or
data with the ESAs in many situations. After exit day, this obligation will fall away. While
we may continue to share information and seek to cooperate with the ESAs, we will
no longer be required to do so and therefore propose to remove the references to
compulsory sharing of information with the ESAs.

Q2: Do you agree that we have correctly identified all relevant
amendments in our draft Handbook and BTS text related
to the cross-cutting issues set out above? Do you have
any other points you wish to raise regarding our approach
to these cross-cuttingissues?
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4 Changes to the Handbook

Section 4.1 Introduction

This chapter provides an overview of the Handbook sourcebooks and chapters that are
within the scope of this CP. It summarises the changes that we are proposing to make
to ensure our Handbook remains fit for purpose after Brexit.

Some sections of the Handbook chapters mentioned below are not within the scope
of this CP. In some instances, relevant Sls that will affect them have not yet been
published. In other cases, some rules within a chapter are unaffected by EU withdrawal.
Annex 2 provides a list of the Sls published that are relevant to the material coveredin

this CP.

Appendix 1 contains the draft instruments setting out detailed proposed amendments
to various sourcebooks, chapters and the glossary. Stakeholders should read this
appendix to gain a full understanding of all the changes proposed.

The table below gives an overview of the sourcebooks and chapters we have reviewed
for this CP and potential interested stakeholders by sourcebook. We expect all
stakeholders to have an interest in our proposed changes to the glossary.

Sourcebook

Senior Management
Arrangements, Systems and
Controls (SYSC)

Specific Chapters
1,3,4,5,6,7,8,9, 10,
13,14,18, 19, 20, 21,
TP2,TP3, Schedule 2

Interested stakeholders
Allauthorised persons, employees, consumers

Financial Stability and Market
Confidence (FINMAR)

All

Stakeholders involved in the buying, selling and
trading of financial instruments, market makers
and authorised primary dealers

General Provisions (GEN)

2,6and TP1

Firms, Lloyds, managing agents, members
agents

General Prudential
sourcebook (GENPRU)

1, 2, Schedules

Investment firms (and groups containing such
entities)

Prudential Sourcebook for All Investment firms (and groups containing such
Banks, Building Societies and entities)

Investment firms (BIPRU)

Prudential Sourcebook for All (except 11) Investment firms (and groups containing such
Investment firms (IFPRU) entities)

Prudential Sourcebook for All Insurers and friendly societies (and groups
Insurers (INSPRU) containing such entities)

Prudential Sourcebook 4 Mortgage and home finance firms, insurance
for Mortgage and Home intermediaries (and groups containing such
Finance firms, and Insurance entities)

Intermediaries (MIPRU)

Interim Prudential All Friendly societies

Sourcebook for Friendly
Societies (IFPRU-FSOC)
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Sourcebook Specific Chapters | Interested stakeholders

Interim Prudential All Insurers (and groups containing such entities)
Sourcebook for Insurers

(IPRU-INS)

Prudential Sourcebook for All (except 14) Investment firms, service companies, operators

Investment Business (IPRU
INV)

of an electronic systemin relation to lending (and
groups containing such entities)

1,2,3,4,6,8,9, 10,
11,12, 15,16, 18, 19,
20,21,22,TP1,TP2,
Schedules

Conduct of Business
Sourcebook (COBS)

Investment firms and other firms undertaking
designated investment business and long-term
insurance business in relation to life policies,
consumers

5,5A,6,7A,9,10, TP
and Schedules

Market Conduct Sourcebook
(MAR)

Regulated markets, operators of MTFs, operators
of OTFs, systematic internalisers, algorithmic
traders, Data Reporting Service Providers
(DRSPs), stakeholders involved in the buying,
selling and trading of financial instruments,
persons trading in commodity derivatives

Supervision (SUP) 3,4,5,6,8A, and

Allauthorised persons

App2, 21
Consumer Redress All Consumers, firms
Schemes Sourcebook
(CONRED)
Collective Investment All Managers and depositaries of UK-authorised
Schemes Sourcebook collective investment schemes and/or EEA
(COLL) UCITS schemes
Investment Funds All Managers and depositaries of alternative

Sourcebook (FUND)

investment funds

Regulated Covered Bonds All

Covered bonds issuers and owners

(RCB)

Wind-down Planning Guide | All FCA authorised solo-regulated firms

(WDPG)

The Responsibilities of All Regulated firms involved in the supply of products

Providers and Distributors
for the Fair Treatment of
Customers (RPPD)

or services to retail customers, consumers

MiIFID 2 Guide (M2G) All

All persons within MiFID scope, MiFID optional
exemption firms

Most changes we are proposing are cross-cutting in nature and conseqguential upon
the Treasury's approach to drafting its Sls. An overview of these types of change can
be found in Chapter 3, and the detailed amendments are in the draft instruments.

We include dedicated sections below with explanations of proposals where there are
different approaches we could have adopted to correcting a deficiency. Specifically, we
have done this where we deviate from the baseline approach explained in paragraphs
2.11to 2.15 or we consider that an explanation is helpful to make clear the rationale for
following the baseline approach.

We have also reviewed the following Handbook Guides for the purposes of this CP:

the Energy Market Participants Guide (EMPS)

the Oil Markets Participants Guide (OMPS)

the Service Companies Guide (SERV)

—
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The respective market participants will be interested in our proposed approach to each
of these guides. We are not proposing any changes to the text of SERV, but service
companies will be interested in the changes we are proposing to the glossary. As

noted in paragraph 2.22, changes to glossary terms may affect the scope, application
or meaning of Handbook provisions covered by this CP, including those sourcebooks
where we have proposed no textual amendments. Stakeholders should have regard

to these proposed changes set out in the glossary instrument in Appendix 1 when
reviewing the amendments we propose.

Q3: Are there any proposed changes reflected in the
instruments in Appendix 1 that are not cross-cuttingin
nature (see Chapter 3) or discussed in this chapter where
you think we should re-consider our approach? If so, why?

Q4: Are there any proposed changes where you think we

should not follow the baseline approach of treating the
EEA as a third country? If so, why?

Section 4.2 Changes to Prudential Standards

Prudential requirements for solo-regulated firms

Prudential treatment of EU 27 exposures

BIPRU sets out preferential capital treatment for certain types of exposures originating
from EU member states, reflecting the approach in the Capital Requirements
Regulation (CRR). Our baseline approach of treating EU member states as third
countries means that the UK version of the CRR* will remove this preferential
treatment. We propose to amend BIPRU to reflect the fact that the preferential capital
treatment for certain types of exposures originating from EU member states would
cease to apply after exit day. We are considering temporary transitional arrangements
in this area.

Conduct rules with prudential aspects for insurers and friendly societies

In addition to the cross-cutting changes to INSPRU, IPRU-INS and IPRU-FSOC?°,
we have identified two changes where we have considered different approaches to
correcting the deficiencies identified. These involve the treatment of:

» non-UKregulated markets

o stock-lending transactions where the counterparty is authorised in an EEA state
Non-UK regulated markets

The term 'regulated market'in INSPRU means a market that is outside the EEA (and,
therefore, outside of MiFID scope) and:

o that meets comparable requirements to those for MiFID regulated markets

* whose financial instruments dealt in are of comparable quality to those in a regulated
market in the UK

19 For more information on Treasury's proposed changes please refer to the Draft Capital Requirements (Amendment) (EU Exit)
Regulations 2018 https:/www.gov.uk/government/publications/draft-capital-requirements-amendment-eu-exit-regulations-2018

20 For more information on proposals to COBS 21, which also contains rules applying to insurers that have a prudential aspect, please
refer to the COBS chapter.
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INSPRU uses the term regulated market in two places®*:
» inplacing restrictions on investments in derivatives or quasi-derivatives
e inplacing restrictions on assets held by pure reinsurers

We propose to amend the definition as it relates to INSPRU, to refer to markets
‘'outside the UK’ (rather than the current 'outside the EEA') and require the market to
have comparable requirements to the UK market (rather than the current reference
to MiFID). This would mean that UK insurers could continue to hold their assets traded
on EEA regulated markets in the same way as they do now where those markets meet
the tests of being comparable to UK markets and trading instruments of comparable
guality to those on UK markets.

We consider this is unlikely to cause any market disruption in the immediate term as
EEA markets will meet the tests of comparability and quality. This is because they are
subject to the same EU-derived requirements that currently apply in the UK.

Qs: Do you agree with our proposal to amend the term
‘regulated market’ as it applies in INSPRU?

Stock-lending transactions where the counterparty is authorised in an EEA state —
INSPRU 3

INSPRU 3.2.36R, INSPRU 3.2.36A R and INSPRU 3.2.37G set conditions under which
stock-lending transactions are approved (including in relation to permitted links). The
rules limit stock-lending to transactions where the counterparty is either authorised
in the UK or another EEA state, or is a person authorised by certain authorities in the
USA.

The rules also exempt firms that make transactions through Euroclear Bank SA/NV's
Securities Lending and Borrowing Programme from having to obtain collateral from
the counterparty.

We considered options to:

o amend the rules to prevent exposure to stock-lending transactions where the
counterparty is authorised in an EEA state

o continue the current position and allow exposure to stock-lending transactions
where the counterparty is authorised in an EEA state

The baseline approach of treating EEA states as third countries would result in limiting

stock-lending transactions to those with UK or certain USA-authorised counterparties.

We consider that this approach could cause significant market disruption. This could
lead to firms having to redesign their investment strategies, potentially unwinding
existing transactions. This would potentially result in worse outcomes for customers.

We therefore propose to continue to permit exposure to stock-lending transactions
with EEA-authorised counterparties on the same basis as the current rules.

21 This term is used more widely in our Handbook. Outside of INSPRU, it applies to all uses of the term regulated market within the
Handbook, and is derived from the Markets in Financial Instruments Directive (MiFID II).
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Q6: Do you agree we should continue to permit exposure
to stock-lending transactions with EEA-authorised
counterparties on the same basis as under the current
rulesin INSPRU 3.2?

Section 4.3 Changes to the Conduct of Business Sourcebook

Exposure of insurance policy returns to stock-lending transactions — COBS 21

4.20 Therulesin COBS 21.3.11R and COBS 21.3.12R set out the conditions under which
long-term insurance policy returns can be linked to stock-lending transactions. As with
INSPRU 3, the rules:

o limit stock-lending to transactions where the counterparty is either authorised in the
UK or another EEA state, oris a person authorised in the USA.

o exempt firms that make transactions made through Euroclear Bank SA/NV's
Securities Lending and Borrowing Programme from having to obtain collateral from
the counterparty.

4.21 As with INSPRU 3, we are proposing to continue to allow exposure to stock-lending
transactions with EEA-authorised counterparties on the same basis as the current
rules to avoid the risk of significant market upheaval. It is also in line with the approach
we propose to adopt for UCITS (see paragraphs 4.46-4.48), where we propose to allow
ongoing investmentin EEA assets.

4.22 The rules allow exposure to loans or deposits made with an approved financial
institution. The definition of this term refers to a list of approved institutions, such
as central banks including the European Central Bank and the central banks of EEA
states. For the same reasons set out above, we recommend continuing to allow such
exposures. The proposal does not lead to a change for firms.

Q7: Do you agree we should continue to allow exposure
to stock-lending transactions with EEA-authorised
counterparties on the same basis as under the current
rulesin COBS 21.3?

Q8: Do you agree we should continue to allow exposure
to loans or deposits made with an approved financial
institution on the same basis as under the current rules in
COBS 21.3?

Territorial application and other changes to COBS
4.23 This section addresses amendments to a broad range of chaptersin COBS: 1, 2, 3, 6, 9,
10, and 22.

4.24 In our proposals to amend these chapters, we considered maintaining preferential
treatment for the EEA (e.g. in terms of protections provided to EEA consumers).
However, given our baseline approach of treating EEA member states the same as
any other third country (and the expectation EEA member states will do the same
with respect to the UK), we propose to amend the provisions in COBS accordingly.
We consider this to be consistent with the Treasury's approach to corresponding
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legislation and that it would ensure that appropriate levels of protection continued
to be provided to UK consumers (as explained further in relation to COBS 6, 9 and
22 below).

In line with this approach, we propose to amend COBS 1, which sets out the territorial
application of COBS. At present, UK conduct rules will generally only apply to an EEA
firm when it carries on business from an establishment (branch) in the UK. Incoming
EEA firms providing services on a cross-border passported basis are generally subject
to Home State conduct rules. After exit, if an EEA firm were to obtain authorisation
from us or the PRA, then COBS would apply to itin the same way as any other UK-
authorised third-country firm.

Agent as client and reliance on others — COBS 2

COBS 2.4 contains rules and guidance relating to when a firm can treat an agent as

its client and when a firm is entitled to rely on information from another investment
firm. COBS 2.4.4R sets out that such reliance can be placed when the latter is, among
other things, an investment firm authorised in an EEA state. As the guidance in COBS
4.5G explains, this means that a firm can rely on a suitability or appropriateness
assessment performed by another investment firm if that firm is subject to 'equivalent
requirements in another EEA State!

Proceeding on the basis that passporting rights will come to an end, we propose to
restrict the application of COBS 2.4.4R so that, in the context of MiFID or equivalent
third-country business, reliance can be placed only on UK authorised investment firms
subject to MiFID or equivalent requirements.

In parallel, we propose that the references in COBS 2.4.5G to equivalent requirements
in other EEA States be deleted. This change would have the effect of limiting this
guidance to scenarios involving reliance being placed on suitability and appropriateness
assessments undertaken by firms in compliance with the requirements in COBS 9A
and COBS 10A.2 respectively.

Client categorisation—-COBS 3

COBS 3.5.3BR through to COBS 3.5.3ER set out the circumstances in which a firm
may categorise a local public authority or municipality as an elective professional
client, rather than a retail client. A firm must make an assessment, both qualitative and
guantitative, of the client before re-categorising it.

With respect to MiFID business, MIFID Il allows member states to set additional

or alternative quantitative criteria for firms to use to assess whether alocal public
authority or municipality can be re-categorised. COBS 3.5.3ER states the relevant
quantitative test that we have chosen to adopt for firms categorising non-UK clients
of this type. The test makes a distinction between EEA and non-EEA local public
authorities and we propose to remove this distinction. This means EEA local public
authorities or municipalities will be treated under COBS 3 in the same way as local
authority clients based in third countries. When re-categorising EEA local public
authorities, therefore, firms will need to follow the same quantitative test that is
applied in relation to MiFID or equivalent third-country business generally under COBS
3.5.3R(2).

Appropriateness - COBS 10
COBS 10 specifies when a firm that is carrying on non-MiFID business must determine
whether a particular type of non-advised transaction is appropriate for a client.

—
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COBS 10.4.1R sets out that a firm need not carry out an appropriateness assessment
where the firm is providing an execution-only service relating to particular types of
financial instrument specified in COBS 10.4.1R (2) or other 'non-complex financial
instruments.' The criteria for determining whether a financial instrument is non-
complexincludes a reference to the financial instrument being capable of being
realised at market prices or prices made available, or validated, by valuation systems
'independent of the issuer’.

In COBS 10.5.5G we give guidance that sets out our views on when a valuation system
will be regarded as being 'independent of the issuer’. The guidance provision currently
provides that "...valuation systems will be independent of the issuer..where they are
overseen by a depositary thatis regulated as a provider of depositary servicesina EEA
state!

To ensure that the guidance continues to apply as intended we propose to replace
references to a depositary in ‘another EEA State' to in 'the UK'. As such, a valuation
system which is overseen by a depositary that is regulated within the EEA will fall
outside the scope of this guidance provision in the future.

The COBS instrumentin Appendix 1 also addresses changes to the appropriateness
rules in COBS 10A, which relate to non-advised services in respect of MiFID and
insurance-based investment products. The instrument does not include changes

with regard to circumstances when a firmis not required to ask its client to provide
information or assess appropriateness (COBS 10A.4.1R). We will propose amendments
to this rule in a subsequent consultation.

Disclosure of charges, remuneration and commission — COBS 6, Suitability and
basic advice (non-MiFID provisions) - COBS 9, Restriction on the distribution of
certain regulatory capital instruments — COBS 22

COBS 6.4 sets out the disclosure requirements that apply to a firm selling or arranging
the sale of a packaged product to a retail client, where the selling or arranging does
not relate to giving a personal recommendation. It requires a firm to disclose any
commission unless the retail client '...is not present in the EEA at the time of the
transaction..."

COBS 9.4 specifies that a suitability report does not need to be provided "...if the
clientis habitually resident outside the EEA and is not present in the United Kingdom
at the time of acknowledging consent to the proposal form, to which the personal
recommendation relates.’

COBS 22.2 sets out 'Restrictions on the retail distribution of mutual society shares' and
COBS 22.3 sets out 'Restrictions on the retail distribution of contingent convertible
instruments and CoCo funds'. In both chapters, the restrictions currently apply to firms
dealing with retail clients in the EEA.

We propose to amend the scope of these provisions so that they refer only to clients
in the UK. In the case of application provisions (COBS 22), this will mean that relevant
protections will no longer apply when firms deal with clients in the EEA. The scope of
exemptions (COBS 6.4 and 9.4) will be expanded as they will dis-apply requirements for
firms when dealing with clients in the EEA.

The UK-only approach maintains the current investor protections for UK retail clients,
but removes the existing protection for retail clients in the EEA provided by our rules.
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As passporting rights will fall away, UK firms conducting business in the EEA may be
subject to the EEA member states’ own local laws instead.

Q9: Do you agree with our proposed changes to COBS 2, 3, 6,
9,10and 22?

Section 4.4 Changes to fund management rules

In this section, we summarise the key changes we propose to the legal and regulatory
framework for fund management. This does not cover COLLG —the Collective
Investment Scheme Information Guide. We have decided not to review COLLG as it
needs a broader set of updates, beyond those related to Brexit. We will review it in due
course and therefore stakeholders should refer to the amendments to the Investment
Funds (FUND) and Collective Investment Schemes (COLL) sourcebooks for the
relevant regulatory framework post-Brexit.

Investment Funds sourcebook (FUND)

The Alternative Investment Fund Managers Directive (AIFMD) sets out a harmonised
regulatory framework for AIFMs. The AIFMD rules are largely set outin FUND. The
changes we propose relate to the loss of single market passporting rights given by the
Directive and reflect changes proposed by the Treasury??. They cover:

o the creation of an equivalent UK AIFM regime for existing alternative investment

funds (AlFs) managed by UK AIFMs and for AIFMs who may wish to launch new funds.

» continued cross-border management by AIFMs, whereby EEA AIFMs managing
unauthorised UK AlFs without carrying on a regulated activity in the UK will be
subject to the same rules as third-country AIFMs (it will no longer be possible for an
EEA AIFM to manage an authorised UK AlF if that AIFM is outside of the Temporary
Permissions Regime (TPR)).

e the continued cross-border marketing of EEA AlFs whereby, in order to access
the UK market, EEA AlFs will be subject to the National Private Placement Regime
(NPPR) unless they have already notified the FCA to begin marketing before exit day
and have applied to enter the TPR.

Collective Investment Schemes sourcebook (COLL)

The UCITS Directive sets out a framework for authorising and supervising EEA
collective investment schemes (funds) that can be marketed to retail investors.
Management companies of UCITS funds are also authorised and regulated under the
Directive.

The rules for how UCITS funds should be managed are largely set out in the Collective
Investment Schemes sourcebook (COLL). The changes we propose to make to COLL

22 The Alternative Investment Fund Managers (Amendment) (EU Exit) Regulations 2018: explanatory information
https:/assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746539/AIFM_Amendment_
Regulations_8-10-18__for_publication_.pdf
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746539/AIFM_Amendment_Regulations_8-10-18__for_publication_.pdf
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reflect the loss of single market authorisation and passporting rights** and mostly
relate to:

o the creation of an equivalent UK retail fund regime for the existing UK UCITS
schemes, and for UK management companies who may wish to launch new funds of
this kind in the UK (outside of the TPR EEA management companies will no longer be
able to manage UK UCITS).

o continued cross-border marketing of UCITS, whereby EEA UCITS wishing to
continue to market in the UK will be treated as third-country funds and will need to
apply for individual recognition by the FCA under s.272 FSMA (although passporting
funds already recognised under s.264 FSMA before exit day will be able to apply to
enter the TPR).

o cross-border mergers involving a UK UCITS scheme and a scheme based in the EEA,
which will no longer be possible using the procedure in the Directive.

e provisions for master-feeder arrangements, which will still apply to a UK feeder
UCITS when it invests in units of an EEA master UCITS. We do not expect that EEA
UCITS feeder funds will be allowed to investin a UK UCITS master fund after exit day.

We are not consulting on changes to section 5.9 of COLL, concerning money market
funds, because that section was removed by the Money Market Funds Regulation
Instrument 2018 (FCA 2018/37) on 20 July 2018.

UCITS investment powers

The UCITS rules describe the classes of eligible assets in which funds may invest

and the borrowing and leverage arrangements they may enter into. In some cases,

the UCITS regime makes a distinction between investments in EEA assets and
investments in the rest of the world. Treating EEA states as third countries could
cause significant disruption for some funds, resulting in them breaching risk-spreading
rules and having to sell their current holdings. For existing investors who chose a

fund expectingit toinvest in EEA-based assets, this approach could interrupt their
investment plans and it could limit the availability of alternative options for both
existing and new investors. We therefore propose to allow UK UCITS schemes to retain
the same freedom to invest in EEA assets as they do now.

Accordingly, we propose that referencesin COLL 5.2 to 'EEA'be amended to 'EEA and
UK' as needed to ensure that the current investment powers are kept.

We considered widening the range of eligible investments to treat assets from the
rest of the world the same as EEA-based assets. However, we consider this would
potentially change the risk profile of funds by allowing greater investment in less
well-regulated markets or less liquid assets. As a result, we do not judge this to be the
right change to make to our Handbook.

Q10: Do you agree that UK UCITS schemes should have the
same freedom to invest in EEA (non-UK) assets as they do
now?

23 The Collective Investment Schemes (Amendment etc.) (EU Exit) Regulations 2018: draft statutory instrument
https:/assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746543/2018.10.04_CIS__
Amendment_etc.__ EU_Exit__SI_Draft_40__watermarked___002_.pdf
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Depositaries of UK authorised funds (relevant for AIFs and UCITS)

UK funds must have a depositary that is 'established’ in the UK, which can include the
UK branch of anincoming EEA firm if that branch has a 'top-up' Part 4A permission

to act as a depositary. After Brexit, the concept of being established in the UK will, for
UK authorised funds, be limited to an entity incorporated in the UK. Depositaries of
authorised funds that currently use the UK branch model will have a transitional period
in which to restructure their operations. It will still be possible for branches of EEA firms
to hold a Part 4A permission to act as depositary for unauthorised Alfs.

We propose to amend FUND and COLL to remove references to a depositary of an
authorised fund that is a UK branch of an EEA firm.

Q11: Do you agree with our proposal to amend FUND and COLL

to remove references to a depositary of an authorised
fund that is a UK branch of an EEA firm?

Section 4.5 An overview of MiFID-related changes

MiFID Ilis being incorporated into UK law through a mixture of legislative provisions,
Handbook changes and conversion of Binding Technical Standards into UK legal
instruments. The draft Treasury legislation amends the legislative provisions it used
to transpose MIFID Il plus other relevant legislative provisions, and amends the UK
versions of MiFIR and the Commission delegated acts. In this CP we are consulting on
the Handbook changes and the Binding Technical Standards. For more information on
MiFID BTS changes please refer to Chapter 5.

In the changes we made to give effect to MiFID I, we included in certain parts of

the Handbook (most notably in SYSC and COBS) text copied out from Commission
delegated regulations, principally what we referred to as the MiFID Org regulation,
which is beingincorporated into UK law by the Treasury. We are retaining the copied
out text of the Commission delegated regulations in the Handbook and have only
proposed amendments to reflect the changes the Treasury has made in that process.

MiFID Il includes a category of firms, so-called ‘Article 3' firms, which are not required
to be authorised as investment firms under the Directive but are subject to some of
the same obligations as MiFID investment firms. Article 3 firms are restricted in the
activities they can carry out and include some financial advisors, corporate finance
boutigue firms and venture capital firms. Within the EU, unlike MiFID investment firms,
Article 3 firms are not allowed to passport their investment services. Brexit means
that for UK firms the MiFID Il passport will no longer be available. However, we are not
proposing for this reason to do away with the distinction between Article 3 firms and
MiFID investment firms as we do not think this constitutes a deficiency to be dealt with
under the EUWA.

In terms of deficiencies to be corrected in the incorporation of MiFID 2 into UK law,
the most significant relate to the transparency regime, transaction reporting and the
ancillary activities exemption for commercial firms trading commodities derivatives.
These are dealt with essentially through the Treasury's draft legislation and the UK
versions of BTS. Onshoring the MiFID Il provisions in the Handbook mainly involves
consequential changes to references to legislation, definitions or EU institutions. In

—
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this CP we consult on changes to the MiFID 2 Guide. Some of the remaining changes to
our Handbook arising from the onshoring of MiFID will be consulted uponin a later CP.

As for proposed amendments to GEN in the case of applying onshored EU regulations
to UK branches of third-country investment firms (now expanded to include EEA
firms), these should be read in conjunction with the amendments to the same module
relating to incoming EEA firms with temporary permissions (please refer to Chapter 4
of the TPR CP)*.

24 The Temporary Permissions Regime Consultation Paper
https:/www.fca.org.uk/publications/consultation-papers/cp18-29-temporary-permissions-regime-inbound-firms-and-funds
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5 Binding Technical Standards

Our approach to Binding Technical Standards (BTS)

This consultation sets out our proposals to correct provisions in BTS?® that would no
longer operate effectively once the UK has left the EU. These changes will ensure that
there is a functioning legal framework for UK financial regulation on the day that the UK
leaves the EU.

This consultation does not cover all of the BTS. A further consultation will follow later in
the Autumn, alongside our consultation on other parts of the Handbook. In this paper,
we are consulting on changes to BTS in respect of:

Credit Rating Agencies

Fund Management

o EMIR (only BTS related to registration and application of Trade Repositories)
o MIFID/MIFIR

o Short Selling

o Capital Requirements

As set out earlier in the paper, the Government has signalled its intention to delegate
powers to the Bank of England, PRA, FCA and PSR to correct deficiencies within BTS.
On 16 July 2018%°, the Financial Regulators’ Powers (Technical Standards) (Amendment
etc.) (EU Exit) Regulations 2018 was laid before Parliament. It is under these powers
that we are proposing to make changes to the Binding Technical Standards. All
changes made under the delegated power will be subject to approval by the Treasury
before the relevant instruments are made.

Some BTS within CRD, CRR, and MIFID are relevant to firms and persons supervised by
us, the Bank of England and the PRA. The draft Sl giving us the power to correct BTS
designates a regulator for each BTS and in some cases this is shared between two of
the regulators. The approach we, the Bank and the PRA are taking, in preparation for
exit day, is that one authority will take the lead in making corrections, based on which
authority’'s remit and objectives are most relevant. Where this is the case, we have
collaborated with the other designated regulator, and we will be sharing consultation
responses with one another.

On exit day, we and the PRA will be able to make our own changes to the BTS in line
with our respective statutory objectives and in respect of the entities we regulate. Any

25 Please see fulllist of BTS covered in this CP in Annex 3
26 The Financial Regulators’ Powers (Technical Standards etc.) (Amendment etc.) (EU Exit) Regulations 2018
http:/www.legislation.gov.uk/ukdsi/2018/9780111171394/contents
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future changes to the BTS, by either regulator, would be undertaken in consultation
with each other.

The Schedule of the Financial Regulators' Powers Slincludes the list of EU Regulations
for which we are the appropriate regulator. It also includes this for EU Regulations we
share with the PRA and the Bank.

In correcting BTS, we have followed the approach envisaged by Government inits
published secondary legislation under the EUWA and so, most of our changes are
consequential. These proposed changes are not described in detail in this consultation
but all draft instruments showing the changes can be found in Appendix 2.

We give more detail and reasoning where our proposals depart from the general
approach taken by Government or where we consider a different approach to

correcting the relevant deficiency is appropriate.

All changes to BTS should also be read alongside the amendments made to the Level 1
legislation. You may also find it useful to refer to the amendments to our Handbook.

Sectoral changes

Most of the changes that we are proposing to make to BTS are to fix gaps that are
cross-cutting in nature and are reflected within the cross-cutting chapter of this
consultation. We have specified below where changes are specific to certain BTS.

The Credit Rating Agencies Regulation associated BTS

Credit rating agencies (CRAs) in the EU are regulated under the Credit Rating Agencies
Regulation (CRAR) and supervised by ESMA. The CRAR will be incorporated into UK
law under the EUWA. This legislation will make us the supervisor responsible for CRAs.
CRAs should have regard to HMT proposals relating to registration regimes and the
standards that will apply to firms seeking to provide business in the UK.

The CRAR has several BTS associated with it. We will make appropriate amendments
to some of these and others will cease to be applicable. We propose to make
amendments to the following BTS:

o Commission Delegated Regulation (EU) No 447/2012 regarding the assessment of
compliance of credit rating methodologies

o Commission Delegated Regulation (EU) No 449/2012 regarding the information for
registration and certification of credit rating agencies

o Commission Delegated Regulation (EU) No 2015/1 regarding the periodic reporting
on fees charged by credit rating agencies for the purpose of ongoing supervision by
the European Securities and Markets Authority

o Commission Delegated Regulation (EU) No 2015/2 regarding the presentation of
the information that credit rating agencies make available to the European Securities
and Markets Authority
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Most of the changes are cross-cutting and as such, explanation for such approach

can be found in the cross-cutting chapter of this CP (Chapter 3). But some changes
are consequential to the approach communicated in the Treasury's Policy note on

the Credit Rating Agencies (Amendments etc.) (EU Exit) Regulations 2018%’. These
changes include, for example, replacing references to the European Rating Platform, in
Commission Delegated Regulation (EU) No 2015/2, with references to a public rating
database.

We have also had to consider more substantial changes. Commission Delegated
Regulation (EU) No 2015/2 required CRAs to give information to ESMA on all ratings
issued and not withdrawn when it came into force. Firms were required to submit this
information within 6 months from the Delegated Regulation entering into force.

We propose that CRAs that are currently registered with ESMA and that wish to
register with us will need to send us this information by exit day. We will work closely
with CRAs to test our systems in preparation to receive the information they will need
toreport to us. We expect CRAs to be familiar with the reporting requirements as they
are consistent with those in place under CRAR.

We are also working closely with stakeholders so that we can receive data in a similar
way to ESMA.

Finally, we will remove Commission Delegated Regulation (EU) 2015/3. This BTS
sets out disclosure requirements for structured finance instruments under Article
8b of CRAR. Article 8b will be removed by Article 40 of the Securitisation Regulation
(2017/2402) which will come into force on 1 January 2019.

Fund Management associated BTS

This section covers changes associated with AIFMD and the UCITS Directive. It does
not cover changes to BTS associated with the Regulations for Money Market Funds,
European Social Entrepreneurship Funds (EuSEF), European Venture Capital Funds
(EUVECA) or European Long-term Investment Funds (ELTIF) but we anticipate being
able to consult onthose BTS later this year.

The BTS associated with AIFMD, Commission Delegated Regulation (EU) No 2014/694,
defines when AlFs should be considered open-ended or closed-ended. We have not
identified any deficiencies with this BTS, except a cross-reference to an article of
AIFMD in Article 5 that needs to be replaced by its implementing measure in the UK,
and will not make any further changes to it.

Finally, we will remove the following Commission Delegated Regulation which will not
be applicable under the onshored legislation proposed by the Treasury as it relates to
reporting requirements which will cease as we exit the EU:

o UCITS: Commission Implementing Regulation (EU) No 2016/1212 prescribes the
process for reporting sanctions to ESMA under article 99e.

27 Draft Credit Rating Agencies (Amendments etc.) (EU Exit) Regulations 2018: explanatory information
https:/www.gov.uk/government/publications/draft-credit-rating-agencies-amendments-etc-eu-exit-regulations-2018/draft-
credit-rating-agencies-amendments-etc-eu-exit-regulations-2018-explanatory-information
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The European Markets and Infrastructure Regulation (EMIR)-only BTS related to
registration and application of Trade Repositories

EMIR imposes requirements on entities that enter into derivative contracts. It also
establishes common organisational, conduct of business and prudential standards for
central counterparties (CCPs) and trade repositories (TRs).

In this CP we are consulting on proposed changes to the two BTS associated
with registration and application of Trade Repositories (TRs) for which we are the
lead authority. The changes are all consequential and derive from the Sl on Trade
Repositories®®. They are:

«  Commission Implementing Regulation (EU) No 1248/2012, regarding the format of
applications for registration of trade repositories

o Commission Delegated Regulation (EU) No 150/2013 regarding the details of the
application for registration as a trade repository

We intend to consult on RTS 151/2013 on data to be published and made available
by trade repositories when the Treasury publishes relevant material relating to the
treatment of EMIR.

The Markets in Financial Instruments associated BTS

The Markets in Financial Instruments Directive and the accompanying Markets

in Financial Instruments Regulation (collectively 'MiFID II') offer a framework for
regulating the buying, selling and trading of financial instruments (including shares,
bonds, units in collective investment schemes and derivatives) in the EU.

There are 44 BTS associated with MIFID II. This consultation paper does not cover, to
use the original numbering of the European Securities and Markets Authority, RTS 1
and 2, 3 and 11 dealing with pre-and post-trade transparency. We will communicate on
the approach to these BTS in due course.

In some cases, responsibility for the BTS associated with MIFID Il is shared between the
FCA and the Bank or the PRA as set out earlier in this Chapter.

In order to make the MiFID/MIFIR BTS more 'user friendly' we have included a specific
provision within each technical standard to define its scope and application —based on
the scope provisions in the Level 1 of MiFID Il together with a discrete provision setting
out definitions used in the BTS.

Our review of the MIFID II/MIFIR BTS did not find any significant deficiencies, beyond
those identified in the associated Level 1 text such as the scope of definitions, except
for minor amendments. Most of them are non-material in nature and included within
the cross-cutting chapter (Chapter 3). The list of BTS that only included cross-cutting
or minor amendments can be found in the table below.

28 Draft Trade Repositories (Amendment and Transitional Provision) (EU exit) Regulations 2018
https:/assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746257/Trade_Repositories__
Amendmentand_Transitional_Provisions___EU_Exit__Regulations18.pdf
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BTS2017/571,BTS 2017/581, BTS 2017/568, BTS 2017/592, BTS 2017/590, BTS
2017/591, BTS 2017/580, BTS 2017/574, BTS 2017/582, BTS 2017/575, BTS 2017/576,
BTS 2017/2154,BTS 2017/ 1945, BTS 2017/1093, BTS 2017/1943, BTS 2016/2022,
BTS 2017/1005, BTS 2017/1110, BTS 2017/1946, BTS 2017/579, BTS 2016/2020, BTS
2017/589, BTS 2017/584, BTS 2017/578, BTS 2017/573, BTS 2016/824, BTS 2017/566,
BTS 2017/569, BTS 2017/572

However, in RTS 23 Commission Delegated Regulation (EU) No 2017/585, we are not
proposing to follow the general onshoring approach of replacing references to Central
European Time (CET) with references to Greenwich Mean Time (GMT) and British
Summer Time (BST). Firms must still report reference data based on CET because we
recognise changing this deadline would otherwise effectively reduce the time we have
for processing the data and may have cost and system implications for firms. We are
however proposing to keep the data time format for data to be reported to Universal
Time Coordinated (UTC) to ensure consistency across order data, instrument
reference data and transaction reporting.

More generally, in the case of transaction reporting, RTS 22 maintains the application
of reporting requirements to the same categories of UK firms. Whilst the amendments
to RTS 22 and 23 are technical in nature, UK firms should note that these changes have
the following effects:

» UK trading venues will have to report transactions on their venue by EEA firms as
they will become third-country firms and will not have an obligation to report to
the FCA. They should not, however, report for UK branches of EEA firms as after
exit day these should be reporting to the FCA. Trading venues will therefore need
to distinguish trading by the UK branch from elsewhere where the branch is not
executing

o A UK firm will no longer be able to meet the conditions for transmission if they
transmit orders to an EEA firm. They will therefore have to either report transactions
themselves or ensure their transmission arrangements are with firms that have
obligations to report to the FCA

e The FCA will publish consolidated data on instruments traded on UK trading venues
and systematic internalisers and may publish other reference data

These changes tie in with the scope of the onshored transaction reporting regime

in MiFIR. For EEA firms, see commentary in Chapter 4 of this CP (an overview of
MiFID-related changes) relating to the application of GEN 2.2.22AR and the TPR CP

on requirements applying to temporary permission firms; if an EEA firm executes
transactions in financial instruments from a UK branch, it will need to report these to
the FCA's Market Data Processor (MDP) from exit day, either itself or using an approved
reporting mechanism, and have made the necessary arrangements to do so before
then.

To inform our operational onshoring programme, we seek feedback on the following
areas, in addition to the general questions set out in Chapter 2:

Q12: Do you foresee any specific challenges in implementing
the changes described above?
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Q13: How long do you anticipate it will take to implement the
changes? Please describe which changes you are referring
to.

Q14: Are there any other impacts that you have identified?

5.33 Finally, we will remove these MiFID II/MIFIR BTS as they will not be applicable under the
onshored legislation as they relate to obligations which will cease as we exit the EU:

e RTS 3A Delegated Regulation (EU) No 2017/1018 specifying information to be
Notified by investment firms, market operators and credit institutions

o ITS 1 Implementing Regulation (EU) No 2017/988 on standard forms, templates
and procedures for cooperation arrangements in respect of a trading venue whose
operations are of substantial importance in a host Member State

o ITS 4A Implementing Regulation on standard forms, templates and procedures
for the transmission of information under the freedom to provide services, or the
freedom of establishment

o |ITS 6 Implementing Regulation (EU) No 2017/980 on standard forms, templates and
procedures for cooperation in supervisory activities, for on-site verifications, and
investigations and exchange of information between competent authorities

o ITS 7 Implementing Regulation (EU) No 2017/981 on standard forms, templates and
procedures for the consultation of other competent authorities prior to granting an
authorisation

« |TS 8 Implementing Regulation (EU) No 2017/1111 on procedures and forms for
submitting information on sanctions and measures

e Commission Implementing Regulation (EU) No 2017/2382 regarding standard
forms, templates and procedures for the transmission of information

o Commission Delegated Regulation (EU) No 2017/586 regarding the exchange
of information between competent authorities when cooperating in supervisory
activities, on-the-spot verifications and investigations

e Commission Implementing Regulation (EU) No 2017/1944 regarding standard
forms, templates and procedures for the consultation process between relevant
competent authorities in relation to the notification of a proposed acquisition of a
qualifying holding in an investment firm

5.34 As discussed above these BTS, covering transparency requirements and tick sizes, are
still subject to ongoing discussions. We will consult on these in due course.

o RTS 1 Commission Delegated Regulation (EU) No 2017/587 regarding transparency
requirements for trading venues and investment firms in respect of shares,
depositary receipts, exchange traded funds, certificates and other similar financial
instruments and on transaction execution obligations in respect of certain shares on
atrading venue or by a systematic internaliser
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RTS 2 Commission Delegated Regulation (EU) No 2017/583, regarding transparency
requirements for trading venues and investment firms in respect of bonds,
structured finance products, emission allowances and derivatives. Commission
Delegated Regulation (EU) No 2017/2194 is an amendment to RTS 2 and will
therefore also be consolidated with RTS 2 in due course

RTS 3 Commission Delegated Regulation (EU) No 2017/577, regarding the volume
cap mechanism and the provision of information for the purposes of transparency
and other calculations

RTS 11 Commission Delegated Regulation (EU) No 2017/588 regarding the tick size
regime for shares, depositary receipts and exchange traded funds

The Short Selling Regulation associated BTS
We propose to make changes to the 3 BTS associated with the Short Selling
Regulation, namely:

Commission Delegated Regulation (EU) No 826/2012 —this BTS relates to
notification and disclosure requirements regarding net short positions as well as the
details of the information to be provided to ESMA in relation to net short positions,
and the method for calculating turnover to determine exempted shares

Commission Implementing Regulation (EU) No 827/2012 —this BTS relates

to the means for public disclosure of net position in shares, the format of the
information to be provided to ESMA in relation to the net short positions, the types
of agreements, arrangements and measures to adequately ensure that shares or
sovereign debt instruments are available for settlement and the dates and period for
the determination of the principal venue for a share

Commission Delegated Regulation (EU) No 919/2012 —this BTS relates to the
method of calculation of the fall in value for liquid shares and other financial
instruments

Most of the changes are cross-cutting, and as such, can be found in the chapter
on cross-cuttingissues. But some changes to these BTS are consequential to the
approach adopted in the Statutory Instrument by the Treasury.

These changes are relatively minor, and by way of example, include:

References to ESMA's publishing obligation in the Commission Delegated Regulation
(EU) 827/2012, where ESMA is required to publish a list of shares which are traded
on EU venues but which are exempt from the EU Short Selling Regulation as they are
principally traded on venues outside of the Union, will be transferred to us. We will
publish a list of shares principally traded outside of the UK.

References in the Commission Delegated Regulation (EU) No 919/2012 to financial
instruments in Section C of Annex 1 to Directive 2004/39/EC (MIFID) will be updated
to refer to the category of derivatives listed in the Regulated Activities Order, in line
with the Treasury’'s changes.
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Capital Requirements associated BTS

With reference to the BTS adopted under CRD IV and CRR, we share responsibilities
with the PRA for a proportion of these BTS, as set out in the Financial Regulators'’
Powers Sl (see para 5.6). For this dossier, we have agreed with the PRA to split

each onshored BTS at exit day using the power under Regulation 4 of the Financial
Regulators' Powers (Technical Standards) (EU Exit) Regulations 2018. We intend to
make the same onshoring changes as the PRA at exit and the outcome would be

to have separate butidentical onshored BTS applying to PRA-authorised and FCA-
authorised firms.

While we are conducting our own consultation through this paper on the onshoring
amendments to our portion of each split BTS, FCA-authorised firms should have
regard to the PRA consultation that will be published shortly to view the detail of the
proposed amendments. Any responses to our consultation should be provided either
directly to us or to the PRA, but we encourage firms to respond to the PRA where
possible.

Certain CRR BTS contain reporting and disclosure templates used by both PRA-
authorised and FCA-authorised firms. The PRA and we are proposing not to make line
by line changes to these templates or instructions at exit. This is due to the volume of
reporting and disclosure templates and instructions, the costs to firms of changing
reporting templates, and seeking to minimise/reduce the frequency of changes to
reporting requirements. We both plan to issue interpretative guidance on the approach
we expect firms to take after EU withdrawal in cases where reporting and disclosure
fields or definitions are based on concepts related to the EU.

In relation to all the changes we have discussed in this chapter:

Q15: Do you agree that we have correctly identified all
relevant amendments in our draft BTS text related to the
cross-cuttingissues set out in Chapter 3? Are there any
proposed changes in the instruments in Appendix 2 or
discussed in Chapter 5 where you think we should re-
consider our approach?
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6 European Level 3 materials

Our proposed general approach to Level 3

Under the EUWA, the broad range of non-legislative material produced by the
European Supervisory Authorities (ESAs) or their predecessor bodies (for example,
CESR) will not be incorporated into UK law.

This non-legislative material includes Guidelines and Recommendations on the
application of EU law, and Opinions, and is known collectively as Level 3 material. We
have also included '‘Questions and Answers' under this umbrella.

The ESAs currently have powers under the ESA Regulations to issue Guidelines and
Recommendations which are subject to a ‘comply or explain' requirement. Under the
provisions of the EUWA, the ESA Regulations willbecome part of UK law. However, the
Government has proposed revoking the ESA Regulations, which will mean the comply
and explain requirement no longer applies.

Because of these changes, we propose to issue FCA non-Handbook guidance on our
approach after exit day to existing Level 3 material. The proposed non-Handbook
guidance can be found at Appendix 3 to this CP. In summary, it sets out that:

» we recognise the value of existing Level 3 material within the current regulatory
structure and consider that this material will continue to be relevant after exit day to
us, financial institutions and other market participants

» we expect financial institutions and other market participants to continue to apply
ESA Guidelines and recommendations as they did before exit day

» we consider that references to other pre-exit EU non-legislative material (such as
Commission Q&A's and ESA Opinions) may continue to be relevant and that we will
continue to have regard to these as appropriate

o we expect to continue to apply pre-exit ESA Guidelines and recommendations which
relate to our functions, to the extent we currently comply with them

We will not carry out a detailed, line-by-line review of all existing Level 3 materials to
identify and resolve provisions which no longer have their intended effect (for example,
references to legislation that may have been amended as part of the withdrawal
process and may therefore no longer be correct). Instead, we expect financial
institutions and other market participants to interpret all EU Level 3 material sensibly
and purposively, taking into account the UK's withdrawal from the EU, the provisions of
the EUWA and amendments made to relevant legislation in the withdrawal process.

Q1ie: Do you have any comments on the proposed guidance on
our approach to EU Level 3 materials set out at Appendix
3 to this CP?
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Q17: Have you identified any specific provision in EU non-
legislative material which should be specifically reviewed
and amended because you think that the interpretive
approach proposed will not be enough to ensure the
regulatory framework remains fit for purpose? If so,
please explain why you think this is the case.

Remuneration requirements in SYSC 19

There is one area where we propose to change how we refer to EBA Guidelines. Our
IFPRU Remuneration Code and dual-regulated firms Remuneration Code allows firms
to apply a notional discount rate to the total variable remuneration awarded to material
risk takers (MRTs) to calculate the bonus cap. This lets firms account for the time value
of awards, considering factors such as inflation, interest rates and deferral periods
while continuing to meet the requirement to award variable remuneration only up to a
maximum of 100% or 200% of the value of their fixed remuneration.

The Handbook requires firms wishing to apply the discount rate to apply the
methodology set out in the EBA Guidelines on Applicable Notional Discount Rate for
variable remuneration, as published on 27 March 2014%°.

Anissue arises in this case because compliance with these Guidelines is mandatory,
and the formula for calculation relies on inflation and interest rates produced by
Eurostat. These figures may not continue to be produced for the UK following exit day.

To deal with this, we propose to remove from our rule the requirement to discount
variable remuneration in the way specified in the Guidelines and replace this with a
Handbook note reference.

By pointing firms to the relevant Guidelines and to our approach that firms should
make every effort to comply, we would ensure they apply the same consistent method
across Europe should Eurostat figures continue to be produced (as our UK equivalent
statistics may differ from those of Eurostat). Should Eurostat figures not be available
post-exit, firms would be expected to demonstrate that this data is not available in
their efforts to comply and explain the rationale for the use of appropriate alternative
figures which can then be verified by us.

Other non-Handbook guidance

There are various pieces of guidance that the FCA has published which sit outside of
our Handbook. This guidance may refer to FCA Handbook provisions which we propose
to change as aresult of Brexit, EU legislation or otherwise refer to the EU/EU concepts.
As such, this guidance may be impacted by Brexit.

We intend to publish our proposed approach to such guidance in our next consultation
paper.

29 These provisions are set out in SYSC 19A.3.44ER and SYSC 19D.3.53R.
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Annex 1
Questions in this paper

Q1: Do you think any of the proposed changes in this CP orin
relevant Sls represent a significant risk to compliance for
your firm in time for exit day? If yes, please specify which
and explain why this is the case, including projected time
needed to comply with requirements were they to come
into effect on exit day.

Q2: Do you agree that we have correctly identified all
relevant amendments in our draft Handbook and BTS
text related to the cross-cutting issues set out above?
Do you have any other points you wish to raise regarding
our approach to these cross-cutting issues?

Q3: Are there any proposed changes reflected in the
instruments in Appendix 1 that are not cross-cutting in
nature (see Chapter 3) or discussed in this chapter where
you think we should re-consider our approach? If so,
why?

Q4: Are there any proposed changes where you think we
should not follow the baseline approach of treating the
EEA as a third country? If so, why?

Qs5: Do you agree with our proposal to amend the term
‘regulated market’ as it applies in INSPRU?

Qeé: Do you agree we should continue to permit exposure
to stock-lending transactions with EEA-authorised
counterparties on the same basis as under the current
rulesin INSPRU 3.2?

Q7: Do you agree we should continue to allow exposure
to stock-lending transactions with EEA-authorised
counterparties on the same basis as under the current
rulesin COBS 21.3?

Q8: Do you agree we should continue to allow exposure
to loans or deposits made with an approved financial
institution on the same basis as under the current rules
in COBS 21.3?

Qo: Do you agree with our proposed changes to COBS 2, 3, 6,
9,10and 22?

Q10: Do you agree that UK UCITS schemes should have the
same freedom to invest in EEA (non-UK) assets as they

do now?
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Do you agree with our proposal to amend FUND and
COLL to remove references to a depositary of an
authorised fund that is a UK branch of an EEA firm?

Do you foresee any specific challenges in implementing
the changes described above?

How long do you anticipate it will take to implement
the changes? Please describe which changes you are
referring to.

Are there any other impacts that you have identified?

Do you agree that we have correctly identified all
relevant amendments in our draft BTS text related to
the cross-cutting issues set out in Chapter 3? Are there
any proposed changes in the instruments in Appendix 2
or discussed in Chapter 5 where you think we should re-
consider our approach?

Do you have any comments on the proposed guidance on
our approach to EU Level 3 materials set out at Appendix
3 to this CP?

Have you identified any specific provision in EU non-
legislative material which should be specifically reviewed
and amended because you think that the interpretive
approach proposed will not be enough to ensure the
regulatory framework remains fit for purpose? If so,
please explain why you think this is the case.
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Annex 2
List of relevant Statutory Instruments

The Financial Regulators' Powers (Technical Standards etc.) (Amendment etc.) (EU
Exit) Regulations 2018

Short Selling (Amendment) (EU Exit) Regulations 2018

Consumer Credit (Amendment) (EU Exit) Regulations 2018
Building Societies (Amendment) (EU Exit) Regulations 2018
Friendly Societies (Amendment) (EU Exit) Regulations 2018

EEA Passport Rights (Amendment, etc., and Transitional Provision) (EU Exit)
Regulations 2018

Collective Investment Schemes (Amendment) (EU Exit) Regulations 2018
Alternative Investment Fund Managers (Amendment) (EU Exit) Regulations 2018

The Deposit Guarantee Scheme and Miscellaneous Provisions (Amendment) (EU Exit)
Regulations 2018

Capital Requirements (Amendment) (EU Exit) Regulations 2018
Markets in Financial Instruments (Amendment) (EU Exit) Regulations 2018

Trade Repositories (Amendment, etc., and Transitional Provision) (EU Exit) Regulations
2018

Solvency 2 and Insurance (Amendment) (EU Exit) Regulations 2018

Payments and electronic money (Amendment) (EU Exit) Regulations 2018: draft
statutory instrument

The Credit Transfers and Direct Debits in Euro (Amendment) (EU Exit) Regulations
2018: draft statutory instrument
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Annex 3
List of relevant Binding Technical Standards

List of BTSs consulted on in this CP where the FCA is the sole regulator

AIFMD

Commission Delegated Regulation (EU) 694/2014 supplementing Directive
2011/61/EU of the European Parliament and of the Council with regard to regulatory
technical standards determining types of alternative investment fund managers.

Credit Rating Agencies Regulation

Commission Delegated Regulation (EU) 2015/1 of 30 September 2014
supplementing Regulation (EC) 1060/2009 of the European Parliament and of the
Council with regard to regulatory technical standards for the periodic reporting on
fees charged by credit rating agencies for the purpose of ongoing supervision by the
European Securities and Markets Authority.

Commission Delegated Regulation (EU) 2015/2 of 30 September 2014
supplementing Regulation (EC) 1060/2009 of the European Parliament and of the
Council with regard to regulatory technical standards for the presentation of the
information that credit rating agencies make available to the European Securities
and Markets Authority.

Commission Delegated Regulation (EU) 2015/3 of 30 September 2014
supplementing Regulation (EC) 1060/2009 of the European Parliament and of the
Council with regard to regulatory technical standards on disclosure requirements for
structured finance instruments.

Commission Delegated Regulation (EU) 447/2012 of 21 March 2012 supplementing
Regulation (EC) 1060/2009 of the European Parliament and of the Council on credit

rating agencies by laying down regulatory technical standards for the assessment of
compliance of credit rating methodologies.

Commission Delegated Regulation (EU) 449/2012 of 21 March 2012 supplementing
Regulation (EC) 1060/2009 of the European Parliament and of the Council with
regard to regulatory technical standards on information for registration and
certification of credit rating agencies.

EMIR (Trade Repositaries)

Commission Delegated Regulation (EU) 150/2013 of 19 December 2012
supplementing Regulation (EU) 648/2012 of the European Parliament and of the
Council on OTC derivatives, central counterparties and trade repositories with
regard to regulatory technical standards specifying the details of the application for
registration as a trade repository.

Commission Implementing Regulation (EU) 1248/2012 of 19 December 2012 laying
down implementing technical standards with regard to the format of applications
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for registration of trade repositories according to Regulation (EU) 648/2012 of the
European Parliament and of the Council on OTC derivatives, central counterparties
and trade repositories.

MiFID

Commission Delegated Regulation (EU) 2017/1018 of 29 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets

in financial instruments with regard to regulatory technical standards specifying
information to be notified by investment firms, market operators and credit
institutions.

Commission Delegated Regulation (EU) 2017/1943 of 14 July 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard
to regulatory technical standards on information and requirements for the
authorisation of investment firms.

Commission Delegated Regulation (EU) 2017/566 of 18 May 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets in
financial instruments with regard to regulatory technical standards for the ratio of
unexecuted orders to transactions in order to prevent disorderly trading conditions.

Commission Delegated Regulation (EU) 2017/568 of 24 May 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard to
regulatory technical standards for the admission of financial instruments to trading
on regulated markets.

Commission Delegated Regulation (EU) 2017/569 of 24 May 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard
to regulatory technical standards for the suspension and removal of financial
instruments from trading.

Commission Delegated Regulation (EU) 2017/570 of 26 May 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets

in financial instruments with regard to regulatory technical standards for the
determination of a material market in terms of liquidity in relation to notifications of a
temporary halt in trading.

Commission Delegated Regulation (EU) 2017/571 of 2 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard to
regulatory technical standards on the authorisation, organisational requirements
and the publication of transactions for data reporting services providers.

Commission Delegated Regulation (EU) 2017/573 of 6 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets in
financial instruments with regard to regulatory technical standards on requirements
to ensure fair and Non-discriminatory co-location services and fee structures.

Commission Delegated Regulation (EU) 2017/574 of 7 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard to
regulatory technical standards for the level of accuracy of business clocks.

Commission Delegated Regulation (EU) 2017/575 of 8 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets in
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financial instruments with regard to regulatory technical standards concerning the
data to be published by execution venues on the quality of execution of transactions.

Commission Delegated Regulation (EU) 2017/576 of 8 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard
to regulatory technical standards for the annual publication by investment firms of
information on the identity of execution venues and on the quality of execution.

Commission Delegated Regulation (EU) 2017/578 of 13 June 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council on markets in
financial instruments with regard to regulatory technical standards specifying the
requirements on market making agreements and schemes.

Commission Delegated Regulation (EU) 2017/584 of 14 July 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard
to regulatory technical standards specifying organisational requirements of trading
venues.

Commission Delegated Regulation (EU) 2017/586 of 14 July 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard to
regulatory technical standards for the exchange of information between competent
authorities when cooperating in supervisory activities, on-the-spot verifications and
investigations.

Commission Delegated Regulation (EU) 2017/588 of 14 July 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard to
regulatory technical standards on the tick size regime for shares, depositary receipts
and exchange-traded funds.

Commission Delegated Regulation (EU) 2017/591 of 1 December 2016
supplementing Directive 2014/65/EU of the European Parliament and of the Council
with regard to regulatory technical standards for the application of position limits to
commoadity derivatives.

Commission Delegated Regulation (EU) 2017/592 of 1 December 2016
supplementing Directive 2014/65/EU of the European Parliament and of the Council
with regard to regulatory technical standards for the criteria to establish when an
activity is considered to be ancillary to the main business.

Commission Implementing Regulation (EU) 2016/824 of 25 May 2016 laying down
implementing technical standards with regard to the content and format of the
description of the functioning of multilateral trading facilities and organised trading
facilities and the notification to the European Securities and Markets Authority
according to Directive 2014/65/EU of the European Parliament and of the Council
on markets in financial instruments.

Commission Implementing Regulation (EU) 2017/1005 of 15 June 2017 laying
down implementing technical standards with regard to the format and timing of
the communications and the publication of the suspension and removal of financial
instruments pursuant to Directive 2014/65/EU of the European Parliament and of
the Council on markets in financial instruments.
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Commission Implementing Regulation (EU) 2017/1093 of 20 June 2017 laying down
implementing technical standards with regard to the format of position reports by
investment firms and market operators.

Commission Implementing Regulation (EU) 2017/1110 of 22 June 2017 laying down
implementing technical standards with regard to the standard forms, templates and
procedures for the authorisation of data reporting services and related notifications
pursuant to Directive 2014/65/EU of the European Parliament and of the Council on
markets in financial instruments.

Commission Implementing Regulation (EU) 2017/1111 of 22 June 2017 laying
down implementing technical standards with regard to procedures and forms for
submitting information on sanctions and measures in accordance with Directive
2014/65/EU of the European Parliament and of the Council on markets in financial
instruments.

Commission Implementing Regulation (EU) 2017/1944 of 13 June 2017 laying down
implementing technical standards with regard to standard forms, templates and
procedures for the consultation process between relevant competent authorities

in relation to the notification of a proposed acquisition of a qualifying holding in an
investment firm in accordance with Directives 2004/39/EC and 2014/65/EU of the
European Parliament and of the Council.

Commission Implementing Regulation (EU) 2017/2382 of 14 December 2017 laying
down implementing technical standards with regard to standard forms, templates
and procedures for the transmission of information in accordance with Directive
2014/65/EU of the EU Parliament and of the Council.

Commission Implementing Regulation (EU) 2017/953 of 6 June 2017 laying down
implementing technical standards with regard to the format and the timing of
position reports by investment firms and market operators of trading venues
pursuant to Directive 2014/65/EU of the European Parliament and of the Council on
markets in financial instruments.

Commission Implementing Regulation (EU) 2017/980 of 7 June 2017 laying down
implementing technical standards with regard to standard forms, templates and
procedures for cooperation in supervisory activities, for on-site verifications, and
investigations and exchange of information between competent authorities in
accordance with Directive 2014/65/EU of the European Parliament and of the
Council.

Commission Implementing Regulation (EU) 2017/981 of 7 June 2017 laying down
implementing technical standards with regard to standard forms, templates and
procedures for the consultation of other competent authorities prior to granting an
authorisation in accordance with Directive 2014/65/EU of the European Parliament
and of the Council.

Commission Implementing Regulation (EU) 2017/988 of 6 June 2017 laying down
implementing technical standards with regard to standard forms, templates and
procedures for cooperation arrangements in respect of a trading venue whose
operations are of substantial importance in a host Member State.
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MiFIR

Commission Delegated Regulation (EU) 2016/2020 of 26 May 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council on markets
in financial instruments with regard to regulatory technical standards on criteria for
determining whether derivatives subject to the clearing obligation should be subject
to the trading obligation.

Commission Delegated Regulation (EU) 2016/2022 of 14 July 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards concerning the information for registration of
third-country firms and the format of information to be provided to the clients.

Commission Delegated Regulation (EU) 2017/2194 of 14 August 2017
supplementing Regulation (EU) 600/2014 of the European Parliament and of the
Council on markets in financial instruments with regard to package orders.

Commission Delegated Regulation (EU) 2017/572 of 2 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards on the specification of the offering of pre-and
post-trade data and the level of disaggregation of data.

Commission Delegated Regulation (EU) 2017/577 of 13 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council on markets
in financial instruments with regard to regulatory technical standards on the volume
cap mechanism and the provision of information for the purposes of transparency
and other calculations.

Commission Delegated Regulation (EU) 2017/579 of 13 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council on markets
in financial instruments with regard to regulatory technical standards on the direct,
substantial and foreseeable effect of derivative contracts within the Union and the
prevention of the evasion of rules and obligations.

Commission Delegated Regulation (EU) 2017/580 of 24 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards for the maintenance of relevant data relating to
orders in financial instruments.

Commission Delegated Regulation (EU) 2017/583 of 14 July 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council on
markets in financial instruments with regard to regulatory technical standards on
transparency requirements for trading venues and investment firms in respect of
bonds, structured finance products, emission allowances and derivatives.

Commission Delegated Regulation (EU) 2017/585 of 14 July 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards for the data standards and formats for financial
instrument reference data and technical measures in relation to arrangements to be
made by the European Securities and Markets Authority and competent authorities.

Commission Delegated Regulation (EU) 2017/587 of 14 July 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council on
markets in financial instruments with regard to regulatory technical standards on
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transparency requirements for trading venues and investment firms in respect of
shares, depositary receipts, exchange-traded funds, certificates and other similar
financial instruments and on transaction execution obligations in respect of certain
shares on a trading venue or by a systematic internalise.

Commission Delegated Regulation (EU) 2017/590 of 28 July 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards for the reporting of transactions to competent
authorities.

Short Selling Regulation

Commission Delegated Regulation (EU) 826/2012 of 29 June 2012 supplementing
Regulation (EU) 236/2012 of the European Parliament and of the Council with regard
to regulatory technical standards on notification and disclosure requirements with
regard to net short positions, the details of the information to be provided to the
European Securities and Markets Authority in relation to net short positions and the
method for calculating turnover to determine exempted shares.

Commission Delegated Regulation (EU) 919/2012 of 5 July 2012 supplementing
Regulation (EU) 236/2012 of the European Parliament and of the Council on short
selling and certain aspects of credit default swaps with regard to regulatory technical
standards for the method of calculation of the fall in value for liquid shares and other
financial instruments.

Commission Implementing Regulation (EU) 827/2012 of 29 June 2012 laying down
implementing technical standards with regard to the means for public disclosure of
net position in shares, the format of the information to be provided to the European
Securities and Markets Authority in relation to net short positions, the types of
agreements, arrangements and measures to adequately ensure that shares or
sovereign debt instruments are available for settlement and the dates and period
for the determination of the principal venue for a share according to Regulation (EU)
236/2012 of the European Parliament and of the Council on short selling and certain
aspects of credit default swaps.

UCITS Directive

Commission Delegated Regulation (EU) 2017/2417 of 17 November 2017
supplementing Regulation (EU) 600/2014 of the European Parliament and of the
Council on markets in financial instruments with regard to regulatory technical
standards on the trading obligation for certain derivative.

Commission Implementing Regulation (EU) 2016/1212 of 25 July 2016 laying down
implementing technical standards with regard to standard procedures and forms for
submitting information in accordance with Directive 2009/65/EC of the European
Parliament and of the Council.

Commission Implementing Regulation (EU) 584/2010 of 1 July 2010 implementing
Directive 2009/65/EC of the European Parliament and of the Council as regards the
form and content of the standard notification letter and UCITS attestation, the use
of electronic communication between competent authorities for the purpose of
notification, and procedures for on-the-spot verifications and investigations and the
exchange of information between competent authorities.
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List of BTSs that are shared with the Bank of England or the PRA, where the
FCA is the lead authority

MiFID
FCA Lead, shared with the PRA

Commission Delegated Regulation (EU) 2017/1946 of 11 July 2017 supplementing
Directives 2004/39/EC and 2014/65/EU of the European Parliament and of the
Council with regard to regulatory technical standards for an exhaustive list of
information to be included by proposed acquirers in the notification of a proposed
acquisition of a qualifying holding in an investment firm.

Commission Delegated Regulation (EU) 2017/589 of 19 July 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council with regard
to regulatory technical standards specifying the organisational requirements of
investment firms engaged in algorithmic trading.

Commission Implementing Regulation (EU) 2017/1945 of 19 June 2017 laying

down implementing technical standards with regard to notifications by and to
applicant and authorised investment firms according to Directive 2014/65/EU of the
European Parliament and of the Council.

MiFIR
FCA Lead, shared with the Bank of England

Commission Delegated Regulation (EU) 2017/2154 of 22 September 2017
supplementing Regulation (EU) No 600/2014 of the European Parliament and
of the Council with regard to regulatory technical standards on indirect clearing
arrangements.

Commission Delegated Regulation (EU) 2017/581 of 24 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards on clearing access in respect of trading venues and
central counterparties.

Commission Delegated Regulation (EU) 2017/582 of 29 June 2016 supplementing
Regulation (EU) 600/2014 of the European Parliament and of the Council with regard
to regulatory technical standards specifying the obligation to clear derivatives traded
on regulated markets and timing of acceptance for clearing.
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Annex 4
Compatibility statement

This annex records the FCA's compliance with legislation relevant to the proposals in
this consultation.

The Financial Regulators’ Powers (Technical Standards etc.) (Amendment
etc.) (EU Exit) Regulations 2018

The FCA considers that all changes in this CP are appropriate to prevent, remedy
or mitigate any failure of the relevant FCA Handbook provisions or BTS to operate
effectively, or any other deficiency in the relevant FCA Handbook provisions or BTS,
arising from the withdrawal of the United Kingdom from the EU.

The proposals do not impose or increase taxation or fees; make retrospective
provision; create a criminal offence which is capable of leading to imprisonment

of more than two years; establish a public authority; implement the Article 50
Withdrawal Agreement; result in the transfer of a function of an EU authority to a UK
authority; confer any power to legislate by means of orders, rules, regulations or any
other subordinate instrument; or amend any legislation other than the relevant FCA
Handbook provisions and BTS.

Equality and diversity

We are required under the Equality Act 2010 (the Act) in exercising our functions to
‘have due regard’ to the need to eliminate discrimination, harassment, victimisation
and any other conduct prohibited by or under the Act, advance equality of opportunity
between persons who share a relevant protected characteristic and those who do not,
and to foster good relations between people who share a protected characteristic and
those who do not.

As explained in paragraph 2.16 the cross-cutting and sector-specific technical changes
proposed in chapter 3 have not involved a choice being made on our part.

By contrast, some of the changes proposed do involve a choice being made. We have
therefore focused on these changes in assessing the risk of people with protected
characteristics being adversely impacted.

Overall, we do not consider it likely that the proposed discretionary changes would
adversely impact people with protected characteristics. This is because the majority
of changes in question impact directly on financial institutions rather than on
individual products, which is where they would be more likely to affect individuals.
Where individual products are directly affected (e.g. amending the territorial scope of
COBS 22), we do not expect these changes to have a material impact on people with
protected characteristics. We would, however, welcome stakeholders' input on this
assessment.
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Legislative and Regulatory Reform Act

We are required under the LRRA to have regard to the principles in the LRRA and to
the Regulator' Compliance Code when determining general policies and principles
and giving general guidance (but this duty does not apply to regulatory functions
exercisable through our rules).

We have had regard to the principles in the LRRA for the parts of the proposals that
consist of general policies, principles or guidance. We believe that our proposals will be
effective in helping firms and others subject to Handbook requirements understand
and meet regulatory requirements more easily. We also believe that our proposals are a
proportionate response to the need to amend the Handbook to take account of Brexit
and to explain the approach to EU level 3 materials after Brexit.

We have also had regard to the Regulators’' Compliance Code for the parts of the
proposals that consist of general policies, principles or guidance.

Treasury recommendations about economic policy

In the remit letter published by the Chancellor of the Exchequer on 8 March 2017, the
Chancellor affirms our role in ensuring that stability in financial services can create

the right conditions for access to finance. This is part of the Government's economic
objective to create strong, sustainable and balanced growth. We have regard to this
letter and the recommendations within. As set out in this CP, our proposals ensure that
thereis a functioning, legally sound Handbook should the UK leave the EU without a
transitional arrangement.
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Annex5
Abbreviations in this document

AIFM Alternative Investment Fund Managers

AIFMD Alternative Investment Fund Managers Directive

AlFs Alternative Investment Funds

BIPRU Prudential Sourcebook for Banks, Building Societies and Investment
Firms

BST British Summer Time

BTS Binding Technical Standards

CBA Cost Benefit Analysis

CCPs Central Counterparties

CESR Committee of European Securities Regulators

CET Central European Time

COBS Conduct of Business Sourcebook

COLL Collective Investment Schemes Sourcebook

CONRED Consumer Redress Schemes Sourcebook

CcpP Consultation Paper

CRAs Credit Rating Agencies

CRAR Credit Rating Agencies Regulation

CRD Capital Requirements Directive

CRR Capital Requirements Regulation

EBA European Banking Authority

ECA Electronic Commerce Activity

EEA European Economic Area
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ELTIF European Long-Term Investment Fund

EMIR European Markets and Infrastructure Regulation
EMPS Energy Market Participants Guide

ESAs European Supervisory Authorities

ESMA European Securities and Markets Authority

EU European Union

EuSEF European Social Entrepreneurship Fund
EuVECA European Venture Capital Fund

EUWA European Union Withdrawal Act

FCA Financial Conduct Authority

FICOD Financial Conglomerates Directive

FINMAR Financial Stability and Market Confidence
FSMA Financial Services and Markets Act 2000

FUND Investment Funds Sourcebook

GEN General Provisions

GENPRU General Prudential sourcebook

GMT Greenwich Meridian Time

IDD Insurance Distribution Directive

IFPRU Prudential Sourcebook for Investment Firms
INSPRU Prudential Sourcebook for Insurers
IPRU(FSOC) Interim Prudential sourcebook for friendly societies
IPRU(INS) Interim Prudential Sourcebook for Insurers
IPRU(INV) Prudential Sourcebook for Investment Business
M2G MIFID 2 Guide

MAR Market Conduct Sourcebook
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MDP Market Data Processor

MiFID Markets in Financial Instruments Directive

MIFIR Markets in Financial Instruments Regulation

MIPRU Prudential sourcebo.olf for Mortgage and Home Finance Firms, and
Insurance Intermediaries

MRTs Material Risk Takers

MTFs Multilateral Trading Facility

NCAs National Competent Authorities

NPPR National Private Placement Regime

NURS Non-UCITS Retail Schemes

OMPS Oil Markets Participants Guide

oTC Over-the-counter Derivatives

OTFs Organised Trading Facility

PRA Prudential Regulation Authority

PSR Payment Systems Regulator

RCB Regulated Covered Bonds

RPPD Responsibilities of Providers and Distributors for the Fair Treatment of
Customers

RTS Regulatory Technical Standards

SERV Service Companies Guide

Sis Statutory Instruments

SSR Short Selling Regulation

SUP Supervision

SYSC Systems and Controls Sourcebook

TP Transitional Provisions

TR Trade Repositories

UCITS Undertakings for Collective Investment in Transferable Securities
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UK United Kingdom
USA United States of America
WDPG Wind-down Planning Guide

We have developed the policy in this Consultation Paperin the context of the existing UK and EU
regulatory framework. The Government has made clear that it will continue to implement and apply
EU law until the UK has left the EU. We will keep the proposals under review to assess whether any
amendments may be required in the event of changes in the UK regulatory framework in the future.

We make all responses to formal consultation available for public inspection unless the respondent
requests otherwise. We will not regard a standard confidentiality statement in an email message as a
request for non-disclosure.

Despite this, we may be asked to disclose a confidential response under the Freedom of Information
Act 2000. We may consult you if we receive such a request. Any decision we make not to disclose the
response is reviewable by the Information Commissioner and the Information Rights Tribunal.

All our publications are available to download from www.fca.org.uk. If you would like to receive this
paper in an alternative format, please call 020 7066 9644 or email: publications_graphics@fca.org.
uk or write to: Editorial and Digital team, Financial Conduct Authority, 12 Endeavour Square, London
E20 1JN
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Appendix 1
Draft Handbook text
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EXITING THE EUROPEAN UNION: HIGH LEVEL STANDARDS
(AMENDMENTS) INSTRUMENT 201[X]
Powers exercised
A. The Financial Conduct Authority makes this instrument in the exercise of:

regulation 3 of the Financial Regulators’ Powers (1echnical Standards
1 lation 3 of the Fi 1al Regul P Technical Standard
(Amendment etc.) (EU Exit) Regulations 2018; and

(2) section 139A (Power of the FCA to give guidance) of the Financial Services and
Markets Act 2000.

Commencement

B. This instrument comes into force on [29 March 2019 at 11 p.m].

Amendments to the FCA Handbook

C. The modules of the FCA’s Handbook of rules and guidance listed in column (1)

below are amended in accordance with the Annexes in this instrument listed in
column (2) below.

) )
Senior Management Arrangements, Systems and Annex A
Controls sourcebook (SYSC)
Financial Stability and Market Confidence sourcebook Annex B
(FINMAR)
General Provisions (GEN) Annex C

Citation
D. This instrument may be cited as the Exiting the European Union: High Level

Standards (Amendments) Instrument 201[X].

By order of the Board
[date]
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Editor’s notes

1)

()

(3)

(4)

The amendments proposed in this instrument relate to the statutory instruments set out
in Annex 2 of the accompanying paper and other matters arising from the UK’s
withdrawal from the EU. We will set out our approach in due course for any
additional amendments which are required to these provisions as a result of the
publication of further statutory instruments.

The text in this instrument may also need to be amended at the time of the final
instrument if there are further changes to the content of the statutory instruments set
out in Annex 2 of the consultation paper.

The amendments in this instrument are based on the text of the Handbook in force on
1 July 2018. If amendments are made to the relevant text between 1 July 2018 and
exit day, we will consider whether these give rise to further deficiencies or have a
material impact on the proposed amendments set out in this instrument. Unless this is
the case, we intend to proceed in the final instrument with deleting or amending the
relevant provision based on the text of the Handbook in force immediately before exit
day, rather than the text of the Handbook in force on 1 July 2018.

The consultation is based on the assumption that the Financial Conduct Authority will

have the power under the Financial Regulators’ Powers (Technical Standards)
(Amendment etc.) (EU Exit) Regulations 2018 to make the proposed rule changes.
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Annex A

Amendments to the Senior Management Arrangements, Systems and Controls

sourcebook (SYSC)

In this Annex, underlining indicates new text and striking through indicates deleted text.

1

1.1A

1.1A.2

Application and purpose

Application

G

The provisions in SYSC should be read in conjunction with GEN 2.2.23R
to GEN 2.2.25G. In particular:

(1)
@)

3)

[deleted]

Provisions made by the FCA, and by the PRA in the PRA Rulebook,
may be applied by both regulators to PRA-authorised persons. Such
provisions are applied by each regulator to the extent of its powers
and regulatory responsibilities.

For Solvency Il firms, the FCA considers that the requirements and
guidance in Chapters 2, 3, 12 to 18, 21 and 22 of SYSC are not
inconsistent with:

(@) the parts of the PRA Rulebook mplementing which
implemented the governance provisions in the Solvency Il
Directive (articles 40 to 49);

(b) the Solvency Il Regulation (EU)-2015/35-6f10-October 2014
{artieles 25816275}, or

(c) EIOPA guidelines on systems of governance dated 28 January
2015 (EIOPA-B0S-14/253 EN).

In most cases, there is no direct overlap with those provisions
because the SYSC requirements are directed at FCA conduct
requirements not expressly covered by or under provisions which
implemented or supplemented the Solvency Il Directive. Where
there is a direct overlap with SYSC rules and guidance, the FCA will
take requirements and guidelines which implemented or

supplemented the Solvency Il Directive derived-reguirements-and
guidelines into account and-will-interpret the SYSCrules-and
guidancetha-way-thataveids-inconsistency. The definition of

Solvency Il firm includes (for SYSC) large non-directive insurers
because the PRA have applied certain Solvency Il derived
requirements to those firms. Where SYSC refers to the PRA
Rulebook applicable to Solvency Il firms, large non-directive
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insurers should read those references as if they were references to
the corresponding part of the PRA Rulebook applicable to large non-
directive insurers.

1 Annex Detailed application of SYSC 1

1

Part 1

Application of SYSC 2 and SYSC 3 to an insurer, a UK ISPV, a managing
agent and the Society

Who?

11

R SYSC 2 and SYSC 3 only apply to an insurer, a UK ISPV, a managing
agent and the Society except that:

(1) | foran-incoming-EEA-firm-or-anincomingFreaty-firm:

SYSC 3. applles_ bu_t onky-in-50 Iaul las |espe||s_|blllt5 for-the I
Hrm- - [deleted]

2 N — —
%W%”%W ) . S o
the-United-Kingdom,-SYSC-2-and-SYSC-3-do-not-apply; [deleted]

3) | foranincomi e which - W

[deleted]

(4)

(5) | SYSC 2 and SYSC 3 do not apply to an incoming ECA provider
acting-as-such- [deleted]

1.2
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&
&)
4
State-regulator-can-be-found-at SUP-13A-Annex2: [deleted]
What?
1.4 R | SYSC 3.2.6AR to SYSC 3.2.6JG do not apply:
(1)

(2) | in relation to the following regulated activities:

(c) | long-term insurance business which is outside the scope of the
Solvency Il Directive (unless it is otherwise one of the
regulated activities specified in this rule);

1.10 R (1) | SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, also applies in a

prudential context to an overseas firm {otherthan-an-incomingEEA
firm-or-an-incoming-Treaty-firm) with respect to activities wherever

they are carried on.

Part 2 Application of the common platform requirements
Who?
2.2 R | Feranincoming-EEAfirm-oran-incomingTreaty-firm:
@ | | ibility of seni ¥ 3)d
apply;
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2.6A The common platform requirements do not apply to a firm ¢neluding-an
ncoming-EEA-firm) in relation to its carrying on of auction regulation
bidding, except for:

(1) | SYSC 6.1.1R which only applies to the extent that it relates to the
obligation to establish, implement and maintain adequate policies
and procedures for countering the risk that the firm (including its
managers, employees and appointed representatives) might be used
to further financial crime; and

(2) | SYSC 6.3 (Financial crime).

2.6F
2.7

Felauen—teﬂa—braneh#r—the-um%ed-lémgdem |de|eted |
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https://www.handbook.fca.org.uk/handbook/glossary/G2746.html
https://www.handbook.fca.org.uk/handbook/glossary/G430.html
https://www.handbook.fca.org.uk/handbook/glossary/G505.html
https://www.handbook.fca.org.uk/handbook/glossary/G526.html
https://www.handbook.fca.org.uk/handbook/glossary/G863.html
https://www.handbook.fca.org.uk/handbook/glossary/G243.html
https://www.handbook.fca.org.uk/handbook/glossary/G243.html
https://www.handbook.fca.org.uk/handbook/glossary/G974.html
https://www.handbook.fca.org.uk/handbook/glossary/G1232.html
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html
https://www.handbook.fca.org.uk/handbook/glossary/G530.html
https://www.handbook.fca.org.uk/handbook/glossary/G863.html
https://www.handbook.fca.org.uk/handbook/glossary/G243.html
https://www.handbook.fca.org.uk/handbook/glossary/G243.html
https://www.handbook.fca.org.uk/handbook/glossary/G974.html
https://www.handbook.fca.org.uk/handbook/glossary/G1232.html
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html
https://www.handbook.fca.org.uk/handbook/glossary/G430.html
https://www.handbook.fca.org.uk/handbook/glossary/G526.html
https://www.handbook.fca.org.uk/handbook/glossary/G2937.html
https://www.handbook.fca.org.uk/handbook/glossary/G2937.html
https://www.handbook.fca.org.uk/handbook/glossary/G430.html
https://www.handbook.fca.org.uk/handbook/glossary/G1659.html
https://www.handbook.fca.org.uk/handbook/glossary/G416.html
https://www.handbook.fca.org.uk/handbook/glossary/G2374.html
https://www.handbook.fca.org.uk/handbook/glossary/G1969.html
https://www.handbook.fca.org.uk/handbook/glossary/G113.html
https://www.handbook.fca.org.uk/handbook/glossary/G1232.html
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2.7A

2.8A

Subject to (2) and (3), articles 1(2), 21 to 25, 30 to 32 and 72 of the
MiFID Org Regulation (including any relevant definitions in MiFB
the Glossary, MiFIR and the MiFID Org Regulation) apply as if
they were rules or guidance in accordance with Part 3 (Tables
summarising the application of the common platform requirements
to different types of firm) to a firm’s carrying on of the business set
out in SYSC 1 Annex 1 2.8R which is not MiFID business or a
structured deposits regulated activity.

1

Subject to (2) and (3), articles 33 to 35 of the MiFID Org Regulation
of the MiFID-OrgRegulation (including any relevant definitions in
MiFID the Glossary, MiFIR and the MiFID Org Regulation) apply
as if they were rules or guidance in accordance with Part 3 (Tables
summarising the application of the common platform requirements
to different types of firm) to a firm’s carrying on of the business set
out in SYSC 10.1.1R which is not MiFID business or a structured
deposits regulated activity.

(@)

References in Column (1) to a word or phrase used in the MiFID
Org Regulation for the purpose of (1) have the meaning indicated in
Column (2) of the table below:

1) (2)
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“ancillary services”

ancillary services or ancillary activities
associated with the firm s regulated
activities

“client” and “potential | client
client”

“competent authority” | FCA
“investment firm” and | firm

‘Lﬁrm,’

“investment service”
and “investment
services and activities”

designated investment business

“portfolio
management” and
“portfolio management
service”

managing investments

%gl g 6§’E. Y |e_Ie|e|_|ee is-to-a SBIEG.'I'G.B'G”IS'G“ e{l ;a_
. corri I i o
2 :
5. 96I291 I .aﬁd theit
measures
“shall” must
3)
rule: [deleted]
(4) | This rule does not apply to a collective portfolio management

investment firm in relation to the firm s business other than its

MiFID business.

2.16
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https://www.handbook.fca.org.uk/handbook/glossary/G1971.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1969.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1969.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G430.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
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i - [deleted]

2.16A
2.16B
2.16D
2.16F
. 2l i .y e M
i i i - [deleted]
2.18 The common platform organisational requirements, except the common

platform requirements on financial crime, also apply in a prudential
context to a UK domestic firm and to an overseas firm {otherthan-an
ncoming-EEA-firm-oran-thcomingTreaty-firm) with respect to activities
wherever they are carried on. However, SYSC 4.5 (Management
responsibilities maps for UK relevant authorised persons), SYSC 4.6
(Management responsibilities maps for non-UK relevant authorised
persons), SYSC 4.8 (Senior management responsibilities for third country
relevant authorised persons: allocation of responsibilities), SYSC 4.7
(Senior management responsibilities for UK relevant authorised persons:
allocation of responsibilities), SYSC 4.9 (Handover procedures and
material) and SYSC 5.2 (Certification regime) apply in accordance with
the rules in those sections.
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https://www.handbook.fca.org.uk/handbook/glossary/G113.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G329.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G844.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G113.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G329.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G844.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G113.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G329.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1199.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G2889.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G508.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G508.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G3101.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G3101.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G3122.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G3110.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G113.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G329.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1970.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1969.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1969.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G3093.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1976.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1976.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G113.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G329.html?date=2018-01-04
https://www.handbook.fca.org.uk/handbook/glossary/G1968.html
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html
https://www.handbook.fca.org.uk/handbook/glossary/G1971.html
https://www.handbook.fca.org.uk/handbook/glossary/G931.html
https://www.handbook.fca.org.uk/handbook/glossary/G931.html
https://www.handbook.fca.org.uk/handbook/glossary/G1209.html
https://www.handbook.fca.org.uk/handbook/glossary/G818.html
https://www.handbook.fca.org.uk/handbook/glossary/G526.html
https://www.handbook.fca.org.uk/handbook/glossary/G530.html
https://www.handbook.fca.org.uk/handbook/SYSC/4/5.html#D257
https://www.handbook.fca.org.uk/handbook/SYSC/4/6.html#D366
https://www.handbook.fca.org.uk/handbook/SYSC/4/8.html#D544
https://www.handbook.fca.org.uk/handbook/SYSC/4/7.html#D367
https://www.handbook.fca.org.uk/handbook/SYSC/4/9.html#D545
https://www.handbook.fca.org.uk/handbook/SYSC/5/2.html#D164
https://www.handbook.fca.org.uk/handbook/glossary/G1036.html
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Table A: Application of the common platform requirements in SYSC 4 to SYSC 10

Provision
SYSC 4

COLUMN A

Application to a
common
platform firm
other than to a
UCITS
investment firm

COLUMN
A+

Application to
a UCITS
management
company

COLUMN
A++

Application to
a full-scope
UK AIFM of
an authorised
AlF

COLUMN B

Application to all
other firms apart
from insurers, UK
ISPVs, managing
agents the
Society, full-
scope UK AIFMs
of unauthorised
AlFs, MiFID
optional
exemption firms
and third country
firms

SYSC
43.1R

Not applicable

Rule

Not applicable

SYSC
4.3.2R

Not applicable

Rule

Not applicable

Guidance {but-net
HEOMIAY EE.’ '
#Fms,—m_eemng
Hreaty I"“'S.e.'
UCHS-gualitiers)

SYSC
4.3.2AG

Not applicable

Not
applicable

Not applicable

Guidance (but-net
applicable to

UCITS gualifiers)
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Table C:

Part 1: Application of the requirements in articles 1(2), 21 to 25, 30 to 32 and 72 of the
MiFID Org Regulation to MiFID optional exemption firms and third country firms

Provision MiFID Org Text of the MiFID MiFID Third country
Regulation Org-Regulation-as optional firm
of: exemption
firm
Article 1 — Subject- (2) | 3432017 Not applicable | Not applicable
matter and scope
Article 21 — General (1) | 3432017 Rule (@), (b) and (g):
organisational Guidance;
requirements ©, (@), (@), ()
and final
paragraph: Rule
(2) Rule Rule
3) Rule Guidance
4) Rule Guidance
(5) Rule Guidance
Avrticle 22 — (1) | 3432017 Guidance Guidance
Compliance
(2) Guidance Guidance
3 Guidance (@), (¢), (d) and
(e): Guidance;
(b): Rule
4) Guidance Guidance
Article 23 — Risk 3432017 Guidance Guidance
management
Article 24 — Internal audit 31312017 Guidance Guidance
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records

Article 25 — Responsibility of | 31/3/2017 Guidance (1): Rule;

senior management (2), 3) and (4):
Guidance

Article 30 — Scope of critical | 343/2017 Guidance Guidance

and important operational

functions

Article 31 — Outsourcing 31/3/2017 (1): Rule; (1): Rule;

critical or important

operational functions g])d 8 @ g; g’a’iég‘sg d

Guidance

Article 32(1) and (2) — 3H32047 Rule Guidance

Service providers located in

third countries

Article 72 — Retention of 314312017 Rule Guidance

Part 2: Articles 1(2), 21 to 25, 30 to 32 and 72 of the MiFID Org Regulation

EU | Article 1 - Subject-matter and scope

UK
2 References to investment firms shall encompass credit institutions and

references to financial instruments shall encompass structured deposits in
relation to all the requirements (so far as relevant) in Chapters Il to 1V of this
Requlation.
|_eIe|I|ed to-4R-/ t|e|_e_1(3) ane-1{4)-6f Dlneel Hve 291”‘55‘ E. S-and-theh

EU | Article 21 - General organisational requirements

UK

requirements:

1 Investment firms shall comply with the following organisational

@ establish, implement and maintain decision-making procedures and an
organisational structure which clearly and in documented manner
specifies reporting lines and allocates functions and responsibilities;

(b) | ensure that their relevant persons are aware of the procedures which
must be followed for the proper discharge of their responsibilities;
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(©) establish, implement and maintain adequate internal control
mechanisms designed to secure compliance with decisions and
procedures at all levels of the investment firm;

(d) | employ personnel with the skills, knowledge and expertise necessary
for the discharge of the responsibilities allocated to them;

(e establish, implement and maintain effective internal reporting and
communication of information at all relevant levels of the investment
firm;

U] maintain adequate and orderly records of their business and internal
organisation;

(g) | ensure that the performance of multiple functions by their relevant
persons does not and is not likely to prevent those persons from
discharging any particular function soundly, honestly, and
professionally.

When complying with the requirements set out in the this paragraph,
investment firms shall take into account the nature, scale and complexity of
the business of the firm, and the nature and range of investment services and
activities undertaken in the course of that business.

Investment firms shall establish, implement and maintain systems and
procedures that are adequate to safeguard the security, integrity and
confidentiality of information, taking into account the nature of the
information in question.

Investment firms shall establish, implement and maintain an adequate
business continuity policy aimed at ensuring, in the case of an interruption to
their systems and procedures, the preservation of essential data and functions,
and the maintenance of investment services and activities, or, where that is
not possible, the timely recovery of such data and functions and the timely
resumption of their investment services and activities.

Investment firms shall establish, implement and maintain accounting policies
and procedures that enable them, at the request of the competent authority, to
deliver in a timely manner to the competent authority financial reports which
reflect a true and fair view of their financial position and which comply with
all applicable accounting standards and rules.

Investment firms shall monitor and, on a regular basis, evaluate the adequacy
and effectiveness of their systems, internal control mechanisms and
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arrangements established in accordance with paragraphs 1 to 4, and take
appropriate measures to address any deficiencies.

=&

Article 22 - Compliance

1 Investment firms shall establish, implement and maintain adequate policies
and procedures designed to detect any risk of failure by the firm to comply
with its obligations under Bireetive2014/65/EJ UK law on markets in
financial instruments (“UK obligations™), as well as the associated risks, and
put in place adequate measures and procedures designed to minimise such
risk and to enable the competent authorities to exercise their powers
effectively under thatBireetive UK law on markets in financial instruments.

Investment firms shall take into account the nature, scale and complexity of
the business of the firm, and the nature and range of investment services and
activities undertaken in the course of that business.

2 Investment firms shall establish and maintain a permanent and effective
compliance function which operates independently and which has the
following responsibilities:

(@ to monitor on a permanent basis and to assess, on a regular basis, the
adequacy and effectiveness of the measures, policies and procedures
put in place in accordance with the first subparagraph of paragraph 1,
and the actions taken to address any deficiencies in the firm's
compliance with its obligations;

(b) |to advise and assist the relevant persons responsible for carrying out
investment services and activities to comply with the firm's

obligations-under Directive2014/65/ED UK obligations;

(© to report to the management body, on at least an annual basis, on the
implementation and effectiveness of the overall control environment
for investment services and activities, on the risks that have been
identified and on the complaints-handling reporting as well as
remedies undertaken or to be undertaken;

(d) to monitor the operations of the complaints-handling process and
consider complaints as a source of relevant information in the context
of its general monitoring responsibilities.

In order to comply with points (a) and (b) of this paragraph, the compliance
function shall conduct an assessment on the basis of which it shall establish a
risk-based monitoring programme that takes into consideration all areas of the
investment firm’s investment services, activities and any relevant ancillary
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services, including relevant information gathered in relation to the monitoring
of complaints handling. The monitoring programme shall establish priorities
determined by the compliance risk assessment ensuring that compliance risk
is comprehensively monitored.

In order to enable the compliance function referred to in paragraph 2 to
discharge its responsibilities properly and independently, investment firms
shall ensure that the following conditions are satisfied:

@) the compliance function has the necessary authority, resources,
expertise and access to all relevant information;

(b) | acompliance officer is appointed and replaced by the management
body and is responsible for the compliance function and for any

reporting as to compliance required by-Birective 2014/65/EU in
relation to its UK obligations and by Article 25(2) of this Regulation;

(©) the compliance function reports on an ad-hoc basis directly to the

management body where it detects a significant risk of failure by the

firm to comply with its ebligatiens-underDireetive2014/65/EY UK
obligations;

(d) |the relevant persons involved in the compliance function are not
involved in the performance of services or activities they monitor;

(e) the method of determining the remuneration of the relevant persons
involved in the compliance function does not compromise their
objectivity and is not likely to do so.

An investment firm shall not be required to comply with point (d) or point (e)
of paragraph 3 where it is able to demonstrate that in view of the nature, scale
and complexity of its business, and the nature and range of investment
services and activities, the requirements under point (d) or (e) are not
proportionate and that its compliance function continues to be effective. In
that case, the investment firm shall assess whether the effectiveness of the
compliance function is compromised. The assessment shall be reviewed on a
regular basis.

=&

Article 23 - Risk management

Investment firms shall take the following actions relating to risk management:

@ establish, implement and maintain adequate risk management policies
and procedures which identify the risks relating to the firm's activities,
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processes and systems, and where appropriate, set the level of risk

tolerated by the firm;

(b) | adopt effective arrangements, processes and mechanisms to manage
the risks relating to the firm's activities, processes and systems, in
light of that level of risk tolerance;

(©) monitor the following:

Q) the adequacy and effectiveness of the investment firm's risk
management policies and procedures;

(if) | the level of compliance by the investment firm and its relevant
persons with the arrangements, processes and mechanisms
adopted in accordance with point (b);

(iii) | the adequacy and effectiveness of measures taken to address
any deficiencies in those policies, procedures, arrangements,
processes and mechanisms, including failures by the relevant
persons to comply with such arrangements, processes and
mechanisms or follow such policies and procedures.

2 Investment firms shall, where appropriate and proportionate in view of the

nature, scale and complexity of their business and the nature and range of the
investment services and activities undertaken in the course of that business,
establish and maintain a risk management function that operates
independently and carries out the following tasks:

(@ implementation of the policy and procedures referred to in paragraph
1;
(b) provision of reports and advice to senior management in accordance

with Article 25(2).

Where an investment firm does not establish and maintain a risk management
function under the first sub-paragraph, it shall be able to demonstrate upon
request that the policies and procedures which it is has adopted in accordance
with paragraph 1 satisfy the requirements therein.

=&

Article 24 - Internal audit

Investment firms shall, where appropriate and proportionate in view of the nature,
scale and complexity of their business and the nature and range of investment
services and activities undertaken in the course of that business, establish and
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maintain an internal audit function which is separate and independent from the other
functions and activities of the investment firm and which has the following
responsibilities:

@ establish, implement and maintain an audit plan to examine and
evaluate the adequacy and effectiveness of the investment firm's
systems, internal control mechanisms and arrangements;

(b) issue recommendations based on the result of work carried out in
accordance with point (a) and verify compliance with those
recommendations;

(©) report in relation to internal audit matters in accordance with Article
25(2).

=&

Article 25 - Responsibility of senior management

1 Investment firms shall, when allocating functions internally, ensure that
senior management, and, where applicable, the supervisory function, are
responsible for ensuring that the firm complies with its obligations under
Directive 2014/65/EYJ UK law on markets in financial instruments (“UK
obligations™). In particular, senior management and, where applicable, the
supervisory function shall be required to assess and periodically review the
effectiveness of the policies, arrangements and procedures put in place to

comply with the ebhgations-underDirective 2014/65/EY UK obligations and

to take appropriate measures to address any deficiencies.

The allocation of significant functions among senior managers shall clearly
establish who is responsible for overseeing and maintaining the firm’s
organisational requirements. Records of the allocation of significant functions
shall be kept up-to-date.

2 Investment firms shall ensure that their senior management receive on a
frequent basis, and at least annually, written reports on the matters covered by
Articles 22, 23 and 24 indicating in particular whether the appropriate
remedial measures have been taken in the event of any deficiencies.

3 Investment firms shall ensure that where there is a supervisory function, it

receives written reports on the matters covered by Articles 22, 23 and 24 on a
regular basis.

4 For the purposes of this Article, the supervisory function shall be the function

within an investment firm responsible for the supervision of its senior
management.

Page 20 of 48




FCA 201X/XX

x=

Article 30 - Scope of critical and important operational functions

For the purposes of the-first subparagraph-of-Article-16(5)-of Directive
2014/65/EU [SYSC 8.1.1R] and rule 2.1 of the Outsourcing Part of the PRA

Rulebook, an operational function shall be regarded as critical or important
where a defect or failure in its performance would materially impair the
continuing compliance of an investment firm with the conditions and
obligations of its authorisation or its other obligations under Birective
2014/65/E0 UK law on markets in financial instruments, or its financial
performance, or the soundness or the continuity of its investment services and
activities.

Without prejudice to the status of any other function, the following functions
shall not be considered as critical or important for the purposes of paragraph
1:

@) the provision to the firm of advisory services, and other services
which do not form part of the investment business of the firm,
including the provision of legal advice to the firm, the training of
personnel of the firm, billing services and the security of the firm's
premises and personnel;

(b) | the purchase of standardised services, including market information
services and the provision of price feeds.

=&

Article 31 - Outsourcing critical or important operational functions

Investment firms outsourcing critical or important operational functions shall
remain fully responsible for discharging all of their obligations under
Directive2014/65/EU UK law on markets in financial instruments and shall
comply with the following conditions:

@ the outsourcing does not result in the delegation by senior
management of its responsibility;

(b) | the relationship and obligations of the investment firm towards its
clients under the terms of Birective2014/65/EY UK law on markets in
financial instruments is not altered;

(©) the conditions with which the investment firm must comply in order to
I horised i I " ol f Directi .y

have permission under Part 4A of FSMA to carry on a requlated

activity which is any of the investment services and activities (within
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the meaning of requlation 2(1) of the Markets in Financial Instruments
Requlations 2017), and to remain so, are not undermined;

(d) none of the other conditions subject to which the firm's authorisation
was granted is removed or modified.

Investment firms shall exercise due skill, care and diligence when entering
into, managing or terminating any arrangement for the outsourcing to a
service provider of critical or important operational functions and shall take
the necessary steps to ensure that the following conditions are satisfied:

@) the service provider has the ability, capacity, sufficient resources,
appropriate organisational structure supporting the performance of the
outsourced functions, and any authorisation required by law to
perform the outsourced functions, reliably and professionally;

(b) | the service provider carries out the outsourced services effectively and
in compliance with applicable law and regulatory requirements, and to
this end the firm has established methods and procedures for assessing
the standard of performance of the service provider and for reviewing

on an ongoing basis the services provided by the service provider;

(©) the service provider properly supervises the carrying out of the
outsourced functions, and adequately manage the risks associated with
the outsourcing;

(d) |appropriate action is taken where it appears that the service provider
may not be carrying out the functions effectively or in compliance
with applicable laws and regulatory requirements;

(e the investment firm effectively supervises the outsourced functions or
services and manage the risks associated with the outsourcing and to
this end the firm retains the necessary expertise and resources to
supervise the outsourced functions effectively and manage those risks;

)] the service provider has disclosed to the investment firm any
development that may have a material impact on its ability to carry out
the outsourced functions effectively and in compliance with applicable
laws and regulatory requirements;

(9) the investment firm is able to terminate the arrangement for
outsourcing where necessary, with immediate effect when this is in the
interests of its clients, without detriment to the continuity and quality
of its provision of services to clients;
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(h) | the service provider cooperates with the competent authorities of the
investment firm in connection with the outsourced functions;

(i) the investment firm, its auditors and the relevant competent authorities
have effective access to data related to the outsourced functions, as
well as to the relevant business premises of the service provider,
where necessary for the purpose of effective oversight in accordance
with this article, and the competent authorities are able to exercise
those rights of access;

() the service provider protects any confidential information relating to
the investment firm and its clients;

(k) | the investment firm and the service provider have established,
implemented and maintained a contingency plan for disaster recovery
and periodic testing of backup facilities, where that is necessary
having regard to the function, service or activity that has been
outsourced,;

() the investment firm has ensured that the continuity and quality of the
outsourced functions or services are maintained also in the event of
termination of the outsourcing either by transferring the outsourced
functions or services to another third party or by performing them
itself.

The respective rights and obligations of the investment firms and of the
service provider shall be clearly allocated and set out in a written agreement.
In particular, the investment firm shall keep its instruction and termination
rights, its rights of information, and its right to inspections and access to
books and premises. The agreement shall ensure that outsourcing by the
service provider only takes place with the consent, in writing, of the
investment firm.

Where the investment firm and the service provider are members of the same
group, the investment firm may, for the purposes of complying with this
Article and Article 32, take into account the extent to which the firm controls
the service provider or has the ability to influence its actions.

Investment firms shall make available on request to the competent authority
all information necessary to enable the authority to supervise the compliance
of the performance of the outsourced functions with the requirements of

Directive 2014/65/EU-and-ts-implementing-measures UK law on markets in

financial instruments.
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Article 32 - Service providers located in third countries

1 In addition to the requirements set out in Article 31, where an investment firm

outsources functions related to the investment service of portfolio
management provided to clients to a service provider located in a third
country, that investment firm ensures that the following conditions are
satisfied:

(a)

the service provider is authorised or registered in its home country to
provide that service and is effectively supervised by a competent
authority in that third country;

(b) | there is an appropriate cooperation agreement between the competent
authority of the investment firm and the supervisory authority of the
service provider.

2 The cooperation agreement referred to in point (b) of paragraph 1 shall ensure

that the competent authorities of the investment firm are able, at least, to:

(a)

obtain on request the information necessary to carry out their
supervisory tasks pursuant to Bireetive-2014/65/EY UK law on
markets in financial instruments and Regulation (EU) No 600/2014;

(b)

obtain access to the documents relevant for the performance of their
supervisory duties maintained in the third country;

(©)

receive information from the supervisory authority in the third country
as soon as possible for the purpose of investigating apparent breaches
of the requirements of Birective-2014/65/EU-and-its-tmplementing
measures UK law on markets in financial instruments and Regulation
(EVU) No 600/2014;

(d)

cooperate with regard to enforcement, in accordance with the national
and international law applicable to the supervisory authority of the
third country and the competent authorities in the Ynien United
Klngdom in cases of breach of the reqmrements of D+Feewe

UK law on markets in flnanC|aI mstruments.

3 Competent-authorities-shalpublish-on-their The FCA must publish on its

website a list of the supervisory authorities in third countries with which they
have a cooperation agreement referred to in point (b) of paragraph 1.
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Article 72 - Retention of records

1 The records shall be retained in a medium that allows the storage of
information in a way accessible for future reference by the competent
authority, and in such a form and manner that the following conditions are
met:

@) the competent authority is able to access them readily and to
reconstitute each key stage of the processing of each transaction;

(b) it is possible for any corrections or other amendments, and the
contents of the records prior to such corrections or amendments, to be
easily ascertained;

(©) it is not possible for the records otherwise to be manipulated or
altered;

(d) it allows IT or any other efficient exploitation when the analysis of the
data cannot be easily carried out due to the volume and the nature of
the data; and

(e the firm’s arrangements comply with the record keeping requirements
irrespective of the technology used.

2 Investment firms shall keep at least the records identified in Annex I to this
Regulation depending upon the nature of their activities.

The list of records identified in Annex I to this Regulation is without
prejudice to any other record-keeping obligations arising from other
legislation.

3 Investment firms shall also keep records of any policies and procedures they

are requwed to malntaln pursuant to D%&WO%%&EU—Regulaaen%EU}

thaprespeetnwrplemermﬂgmaswes Requlatlon (EU) No 600/2014

Regulation (EU) No 596/2014 and their implementing measures (as amended
under the European Union (Withdrawal) Act 2018) and the law of the United
Kingdom or any part of the United Kingdom which was relied on
immediately before exit day to implement Directive 2014/65/EU, Directive
2014/57/EU and their implementing measures in writing.
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r

Competent authorities may require investment firms to keep additional

ecords to the list identified in Annex | to this Regulation.

3 Systems and Controls

3.2 Areas covered by systems and controls

3.2.18 G  Itis possible that firms’ remuneration policies will from time to time lead to
tensions between the ability of the firm to meet the requirements and
standards under the regulatory system and the personal advantage of those
who act for it. Where tensions exist, these should be appropriately
managed. See also Solvency Il Regulation (EJ)-2015/35-6f 10-October
2014 (Article 275) and EIOPA Guidelines on system of governance dated
28 January 2015 (EIOPA-B0S-14/253 EN) (Guidelines 9 and 10).

4 General organisational requirements

4.1 General requirements

4.1.1D R | A UK UCITS management company must comply with the UCITS
Remuneration Code if it:
& manages a UCITS scheme.;-o¢
& managesan-EEA-UCH S seheme:

[Note: article 14a(1) of the UCITS Directive]

4.1.1E R | A UK UCITS management company must have appropriate procedures for
its employees to report potential or actual breaches of natienal-provisions
transpesing UK provisions which implemented the UCITS Directive
internally through a specific, independent and autonomous channel.

[Note: article 99d(5) of the UCITS Directive]
4.1.2B R | For a management company or a full-scope UK AIFM, the arrangements,

processes and mechanisms referred to in SYSC 4.1.1R and SYSC 4.1.1AR
must also take account of the UCITS schemes ard-EEA-UCHS-schemes
managed by the management company or the AlFs managed by the full-
scope UK AIFM.
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[Note: article 12(1) second paragraph of the UCITS Directive and article 18(1)
second paragraph of AIFMD]

Resources for management companies and AIFMs

4.1.2C R | A management company; and a full-scope UK AIFM and-an-tnrceming-EEA
AtEM-branch-must have, and employ effectively, the resources and
procedures that are necessary for the proper performance of its business
activities.

[Note: articles 12(1)(a) and 14(1)(c) of the UCITS Directive and article 12(1)(c)
of AIFMD]

Subordinate measures relating to provisions implementing article 12(1) of
AIFMD

4.1.2E G | Articles 16 to 29 of the AIFMD level 2 regulation provide detailed rules
supplementing the previstens-ef UK provisions which implemented article
12(1) of AIFMD, and articles 57 to 66 of the AIFMD level 2 regulation
provide detailed rules supplementing the UK provisions which
implemented articles 12 and 18 of AIFMD.

4.2 Persons who effectively direct the business

General requirement

421 R | The senior personnel of a common platform firm, a management company,
a full-scope UK AIFM, or of the UK branch of a rer-EEA non-UK bank
must be of sufficiently good repute and sufficiently experienced as to
ensure the sound and prudent management of the firm.

[Note: article 9(1)(4) of MIFID, article 7(1)(b) of the UCITS Directive, article
8(1)(c) of AIFMD and article 91(1) of CRD]

Composition of management

422 R | A common platform firm, a management company, a full-scope UK AIFM
and the UK branch of a rer-EEA-bank non-UK bank must ensure that its
management is undertaken by at least two persons meeting the
requirements laid down in SYSC 4.2.1R and:

@ for a full-scope UK AIFM, SYSC 4.2.7R; or

(b) for a common platform firm, SYSC 4.3A.3R.

Page 27 of 48




4.3A

FCA 201X/XX

[Note: article 9(6) first paragraph of MiFID, article 7(1)(b) of the UCITS
Directive, article 8(1)(c) of AIFMD and article 13(1) of CRD]

Management body and nomination committee

4.3A.7

R | For the purposes of SYSC 4.3A.5R and SYSC 4.3A.6R:

(2) the following shall count as a single directorship:

(b) | executive or non-executive directorships held within:

(1) | firms-that-are-members-of-the-same-institutional
) I dod that 1 iti
[deleted]

(it) | undertakings (including non-financial entities) in
which the firm holds a qualifying holding.

[Note: article 91(4) and (5) of CRD and article 9(1) of MiFID]

5.1

Employees, agents and other relevant persons

Skills, knowledge and expertise

5.1.5AD

G | ESMA-has-issued-guidelines-specifying The ESMA “Guidelines for the

assessment of knowledge and competence”, 3 January 2017 (ESMA71-
1154262120-153), specify the criteria for the assessment of knowledge and
competence for the purposes of SYSC 5.1.5ABR. Fhe-ESMA-guidelines-can

A

6.1

Compliance, internal audit and financial crime

Compliance
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Adequate policy and procedures

6.1.1 R | A firm must establish, implement and maintain adequate policies and
procedures sufficient to ensure compliance of the firm including its
managers, employees and appointed representatives (or where applicable,
tied agents) with its obligations under the regulatory system and for
countering the risk that the firm might be used to further financial crime.

[Note: article 16(2) of MiFID and article 12(1)(a) of the UCITS Directive]

6.1.2 R | A management company must, taking into account the nature, scale and
complexity of its business, and the nature and range of financial services
and activities undertaken in the course of that business, establish,
implement and maintain adequate policies and procedures designed to
detect any risk of failure by the firm to comply with its obligations under
the regulatory system, as well as associated risks, and put in place adequate
measures and procedures designed to minimise such risks and to enable the
FCA to exercise its powers effectrvely under the regulatory system ane-to

[Note:16 article 10(1) of the UCITS implementing Directive]
6.1.7 R &

&
braneh- [deleted]

[ - articl ¢ MIFID]
7 Risk control
7.1 Risk control
7.1.2B G | A management company should be aware that COLL 6.11 contains

requirements implementingarticle-12-of the JCITS-implementing Directive
in relation to risk control and internal reporting that will apply to it.
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8 Outsourcing
8.1 General outsourcing requirements
8.1.11 R | Afirm (other than a common platform firm) must make available on request

to the FCA and-any-otherrelevant-competent-authority all information
necessary to enable the FCA and-any-otherrelevant-competentauthority to

supervise the compliance of the performance of the outsourced activities
with the requirements of the regulatory system.

9 Record-keeping
9.1 General rules on record-keeping

General requirements

9.11 R | Afirm (other than a common platform firm) must arrange for orderly
records to be kept of its business and internal organisation, including all
services and transactions undertaken by it, which must be sufficient to
enable the FCA er-any-otherrelevant competent-authority-underthe JCHS
Bireetive to monitor the firm’s compliance with the requirements under the
regulatory system, and in particular to ascertain that the firm has complied
with all obligations with respect to clients.

[Note: article 12(1)(a) of the UCITS Directive and article 4(1)(e) of the UCITS
implementing Directive]

9.2 Credit institutions providing account information services or payment
initiation services

9.21 R A credit institution must keep records of any account information services
and payment initiation services it provides in the UK.

9.2.2 R AUKI rmmustkeep-the recordsrequired-by-SYSC-9-2-1R-inrespeet-of

9.2.3 R AnEEAfirm-mustkeep-the recordsrequired-by-SYSC-9-2-1R-inrespect-of
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Conflicts of interest

Application

General application

(2)  This section also applies to a management-company UK UCITS

management company.

This section also applies to:
(1) a full-scope UK AIFM of:

@ a UK AIF; and

(b) an EEA AlF managed or marketed from an establishment in
the- UK;-and [deleted]

(© a pen-EEA-AHF non-UK AIF; and

@ . . | hwhicl I
Al [deleted]

Additional requirements for a management company

10

10.1

10.1.1 R
10.1.1A R
10.1.17 R
10.1.18 G

A managementcompany UK UCITS management company, when
identifying the types of conflict of interests for the purposes of SYSC
10.1.4R, must take into account:

(@D)] the interests of the firm, including those deriving from its belonging
to a group or from the performance of services and activities, the
interests of the clients and the duty of the firm towards the UCITS
scheme erEEA-JCHS-seheme it manages; and

2 where it manages two or more UCITS schemes e-EEA-UCHS
schemes, the interests of all of them.

For a management-company UK UCITS management company, references
to client in SYSC 10.1.4R and in the other rules in this section should be
construed as referring to any UCITS scheme erEEA-JCIHS-scheme
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managed by that firm or which it intends to manage, and with or for the
benefit of which the relevant activity is to be carried on.

Structure and organisation of a management company

10.1.19 R A managementecompany UK UCITS management company must be
structured and organised in such a way as to minimise the risk of a UCITS
scheme 's; EEA-JCHS-seheme-s or client’s interests being prejudiced by
conflicts of interest between the management-company UK UCITS
management company and its clients, between two of its clients, between
one of its clients and a UCITS scheme eran-EEA-JCIHS-scheme, or
between two such schemes.

Avoidance of conflicts of interest for a management company

10.1.20 R A managementeompany UK UCITS management company must try to
avoid conflicts of interest and, when they cannot be avoided, ensure that the
UCITS schemes and-EEA-UCHFS-schemes it manages are fairly treated.

Disclosure of conflicts of interest for a management company

10.1.21 R (1)  Where the organisational or administrative arrangements made by a
management-company UK UCITS management company for the
management of conflicts of interest are not sufficient to ensure, with
reasonable confidence, that risks of damage to the interests of the
UCITS scheme erEEA-UCHS-scheme it manages or of its
Unitholders will be prevented, the senior personnel or other
competent internal body of the firm must be promptly informed in
order for them to take any necessary decision to ensure that in all
cases the firm acts in the best interests of the scheme and of its
Unitholders.

(2) A managementecompany UK UCITS management company must
report situations referred to in (1) to the Unitholders of the UCITS
scheme er-EEA-UCIHSscheme it manages by any appropriate
durable medium and give reasons for its decision.

13 Operational risk: systems and controls for insurers
13.1 Application
13.1.1 G  SYSC 13 applies to an insurer unless it is:

€  anon-directive friendly society;-or
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@ N -
SYSC 13 applies to:

@)  anEEA-depesitinsurer;-and
)  aSwiss general insurer:

only in respect of the activities of the firm carried on from a branch in the
United Kingdom.

Outsourcing

4) EIOPA guidelines on system of governance dated 28 January 2015
(EIOPA-B0S-14/253 EN) include guidelines on, or relating to,
outsourcing.

Risk management and associated systems and controls for insurers

Application

R

This section applies to an insurer unless it is:
&)  anon-directive friendly society;-or
2}  anincoming-EEAfirm-or

This section applies to:

&)  aSwiss general insurer;

only in respect of the activities of the firm carried on from a branch in the
United Kingdom.
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18 Whistleblowing
18.1 Application and purpose
Purpose

18.1.2 G (1) The purposes of this chapter are to:

(ca) setout the requirements which #mplement implemented the
whistleblowing obligation under article 73(2) of MiFID,
which require MiFID investment firms (except collective
portfolio management firms) to have in place appropriate
procedures for their employees to report potential or actual
infringements of the MiFID ard-M=IR regime (SYSC 18.6);

18.3 Internal arrangements

Reporting of concerns by employees to regulators

18.3.6A G
[deleted]
18.6 Whistleblowing obligations under the MiFID regime and other EU sectoral
legislation

Whistleblowing obligations under the MiFID regime

18.6.1 R (1) A UK MIFID investment firm (except a collective portfolio
management investment firm) must have appropriate procedures in
place for its employees to report a potential or actual breach of:

@) any rule implementing which implemented MiFID; or
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19A

19A.1
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(b)  arequirement imposed by MiFIR or any onshored regulation
which was previously an EU regulation adopted under
MiFID or MiFIR.

R SYSC 18.6.1R applies to a third country investment firm as if it were a Uk
MiFID investment firm (unless it is a collective portfolio management
investment firm) when the following conditions are met:

G  When considering what procedures may be appropriate for the purposes of
SYSC 18.6.1R(1), a MIFID investment firm or a third country investment
firm may wish to consider the arrangements in SYSC 18.3.1R(2).

Whistleblowing obligations under other sectoral legislation

G Inaddition to obligations under the MiFID regime, similar whistleblowing
obligations apply to miscellaneous persons subject to regulation by the FCA
under the following non-exhaustive list of EU-legislation:

(1) article 32(3) of the Market Abuse Regulation, as implemented in
section 131AA of the Act;

(2)  the UK provisions which implemented article 71(3) of the CRD (see
IFPRU 2.4.1R in respect of IFPRU investment firms);

(3)  the UK provisions which implemented article 99d(5) of the UCITS
Directive (see SYSC 4.1.1ER in respect of UK UCITS management
companies, and COLL 6.6B.30R in respect of depositaries); and

4) article 24(3) of the securities financing transactions regulation.

IFPRU Remuneration Code
General application and purpose
Who? What? Where?

R (1 The Remuneration Code applies to:

(d) an overseas firm that:
th  isnetanEEAfW;
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Part 2 of SYSC 1 Annex 1 provides for the application of SYSC 4.1.1R
(General Requirements). In particular, and subject to the provisions on
group risk systems and controls requirements in SYSC 12, this means that:

G

)
Purpose
G

(2)

©)

in relation to where the Remuneration Code applies, it applies in
relation to:

(@) afirm’s UK activities; and

(b)
anotherEEA-Staterand [deleted]

The Remuneration Code implements the main provisions of the
CRD which relate to remuneration. In applying the Remuneration
Code, firms should comply with the EBA “Guidelines on sound
remuneration policies under Articles 74(3) and 75(2) of Directive
2013/36/EU and disclosures under Article 450 of Requlation (EU)

No 575/2013” 21 December 2015 (EBA/GL/2015/22) -Gwdehnes

[deleted]

Remuneration principles for IFPRU investment firms

Application: groups

R

1)

A firm must apply the requirements of this section at group, parent
undertaking and subsidiary undertaking levels, including those
subsidiaries established in a country or territory which is retan-EEA
State outside the UK.
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(2) Paragraph (1) does not limit SYSC 12.1.13R(2)(dA) (which relates to
the application of the Remuneration Code within UK consolidation
groups and rer-EEA non-UK sub-groups).

[Note: article 92(1) of CRD]

G

R

SYSC 12.1.13R(2)(dA) requires the firm to ensure that the risk management
processes and internal control mechanisms at the level of any UK
consolidation group or Arer-EEA non-UK sub-group of which a firm is a
member comply with the obligations set out in this section on a
consolidated (or sub-consolidated) basis. In the FCA ’s view, the application
of this section at group, parent undertaking and subsidiary undertaking
levels in SYSC 19A.3.1R(1) is in line with article-109{2)-6f CRD-6n the
application of systems and controls requirements to groups (as in SYSC
12.1.13R).

(1) Remuneration Code staff comprises:

(@ anemployee of an IFPRU investment firm whose professional
activities have a material impact on the firm s risk profile,
including any employee who is deemed to have a material
impact on the firm s risk profile in accordance with Regulation

(EY)-604/2014 of 4-March-2014-(Regulatory-technical
=T OF ol ) the

Material Risk Takers Requlation; or

(b) subject to (2) and (3), an employee of an overseas firm in SYSC
19A1.1.1R(1)(d) (i.e., an overseas firm that would have been
an IFPRU investment firm if it had been a UK domestic firm)
whose professional activities have a material impact on the
firm’s risk profile, including any employee who would meet
any of the criteria set out in articles 3 or 4(1) of Regulation
(EU) 604/2014 of 4 March 2014 (Regulatory technical

Material Risk Takers Regulation if it had applied to him.

(2)  Anoverseas firm in SYSC 19A1.1.1R(1)(d) (i.e., an overseas firm
that would have been an IFPRU investment firm if it had been a UK
domestic firm) may deem an employee not to be Remuneration Code
staff where:

(@ the employee:

M would meet the criteria in article 4(1) of Regulation
(EU)y-No-604/2014-0F 4 Mareh-2014 the Material Risk

Takers Requlation;
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(i) would not meet any of the criteria in article 3 of

Regulation{(EU)-No-604/2014-of 4 March-2014 the

Material Risk Takers Requlation; and

(ili)  was awarded total remuneration of less than €750,000
in the previous year; and

(b) the overseas firm determines that the professional activities of
the employee do not have a material impact on its risk profile

on the grounds described in article 4(2) of Regulation{EU)-No
604/2014-of 4 Mareh-2014 the Material Risk Takers

Regulation.

(3)  Where the overseas firm deems an employee not to be Remuneration
Code staff as set out in (2), it must notify the FCA, applying the

approach described in article 4(4) of Regulation{EU)-No-604/2014
of4-March-2014 the Material Risk Takers Regulation.

[Note: article 92(2) of CRD and articles 3 and 4 of Regulation{(EU)-Ne
604/2014-of 4-Mareh-2014 the Material Risk Takers Reqgulation.]

Remuneration Principle 11: Non-compliance with the Remuneration Code

19A332 R

19A3.44 R
B

A firm must ensure that variable remuneration is not paid through vehicles
or methods that facilitate non-compliance with the Remuneration Code,
the EU-GRR UK CRR or the UK legislation that implemented the CRD.

[Note: article 94(1)(q) of CRD]

A firm must ensure that any approval by the its shareholders or owners or
members for the purposes of SYSC 19A.3.44AR is carried out in accordance
with the following procedure:

(3)  the firm must:

(b) demonstrate to the FCA that the proposed higher ratio does not
conflict with its obligations under the UK legislation that
implemented the CRD and the EJ-CRR UK CRR, having
particular regard to the firm’s own funds obligations;
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19A.3.44 R  Afirm may apply a discount rate to a maximum of 25% of an employee s
D total variable remuneration provided it is paid in instruments that are
deferred for a period of not less than five years.

[Note: article 94(1)(g)(iii) of CRD]

[Note: on 27 March 2014, the EBA published “Guidelines on the applicable
notional discount rate for variable remuneration”, 27 March 2014
(EBA/GL/2014/01).]

19A3.44 R m-applﬂng—m&dﬁewn%ﬁe—mé%G—LgA%MDR—a#m—me%apply—me

E 2 gdeHhes-on-tne

Femanepaﬂen—pubmhed—en—Z—LMareh—ze% |deleted |

19B AIFM REMUNERATION CODE

19B.1 Application

19B.1.1 R  The AIFM Remuneration Code applies to a full-scope UK AIFM of:
(1) aUKAIF; and
(2) anEEAAH anon-UK AIF.;and
(3) anon-EEA-AIF [deleted]

19B.1.1 G (1) Full-scope UK AlFMs are advised that ESMA published Guidelines

A on sound remuneration policies under the AIFMD on 3 July 2013
(Guidelines on sound remuneration policies under the AIFMD,
03.07.2013|ESMA/2013/232), which full-scope UK AlIFMs should
comply Wlth in applylng the rules in this section. Ih&GHMehﬂesean

()

19C BIPRU Remuneration Code

19C.1 General application and purpose
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19C.3

19C.3.1

19C.3.2

19D

19D.1

19D.1.1

G
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Part 2 of SYSC 1 Annex 1 provides for the application of SYSC 4.1.1R and
SYSC 4.1.1CR (General Requirements). In particular, and subject to the
provisions on group risk systems and controls requirements in SYSC 12, this
means that:

(2)  where the BIPRU Remuneration Code applies, it applies to:
(@ afirm’s UK activities; and

(b) -
anotherEEA-Staterand [deleted]

Remuneration principles

Application: groups

R

G

(1) A firm must apply the requirements of this section at group, parent
undertaking and subsidiary undertaking levels, including those
subsidiaries established in a country or territory which is retar-EEA
State outside the UK.

(2) Paragraph (1) does not limit SYSC 12.1.13R and SYSC 12.1.15R
(which relate to the application of the BIPRU Remuneration Code
within UK consolidation groups and rer-EEA non-UK sub-groups).

The effect of SYSC 12.1.13R (2)(dA) and SYSC 12.1.15R is that the firm is
required to ensure that the risk management processes and internal control
mechanisms at the level of any consolidation group or Aer-EEA non-UK
sub-group of which a firm is a member comply with the obligations set out
in this section on a consolidated (or sub-consolidated) basis.

Dual-regulated firms Remuneration Code

Application and purpose

Who? What? Where?

R

(1)  The dual-regulated firms Remuneration Code applies to:

(d) an overseas firm that:
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(2)
Purpose
G

(2)
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has.its head offi ide-the EEA- and

€

) would be a firmin (a), (b) or (c) if it had been a UK
domestic firm, had carried on all of its business in the
United Kingdom and had obtained whatever
authorisations for doing so as are required under the Act.

For a firm which falls under (1)(a), (1)(b) or (1)(c), the dual-
regulated firms Remuneration Code applies in relation to:

(@) its UK activities; and

) i | activiti iod on f I hi I
EEA-State;and [deleted]

The dual-regulated firms Remuneration Code implements the main
provisions of the CRD which relate to remuneration. In applying the
rules in the dual-regulated firms Remuneration Code, firms should
comply with the EBA “Guidelines on sound remuneration policies
under Articles 74(3) and 75(2) of Directive 2013/36/EU and
disclosures under Article 450 of Regulation (EU) No 575/2013”, 21

December 2015 ( EBA/G L/2015/22) Gurdelmes—publmqed-by—the

Remuneration principles

Application: groups

R

1)

A firm must apply the requirements of this section at group, parent
undertaking and subsidiary undertaking levels, including those
subsidiaries established in a country or territory which is retan-EEA
State outside the UK.
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(2) Paragraph (1) does not limit SYSC 12.1.13R(2)(dA) (which relates to
the application of the dual-regulated firms Remuneration Code
within UK consolidation groups and rer-EEA non-UK sub-groups).

[Note: article 92(1) of CRD]

G

R

SYSC 12.1.13R(2)(dA) requires the firm to ensure that the risk management
processes and internal control mechanisms at the level of any UK
consolidation group or Arer-EEA non-UK sub-group of which a firm is a
member, comply with the obligations in this section on a consolidated basis
(or sub-consolidated basis). In the FCA s view, the application of this
section at group, parent undertaking and subsidiary undertaking levels in
SYSC 19D.3.1R(1) is in line with article-109(2)-of the CRD-on the
application of systems and controls requirements to groups (as in SYSC
12.1.13R).

(1) Dual-regulated firms Remuneration Code staff comprises:

(@ anemployee of a dual-regulated firm whose professional
activities have a material impact on the firm s risk profile,
including any employee who is deemed to have a material
impact on the firm s risk profile in accordance with Regulation

(EY)-604/2014 of 4-March-2014-(Regulatory-technical
=T OF ol el ) the

Material Risk Takers Requlation; or

(b) subject to (2) and (3), an employee of an overseas firm in SYSC
19D.1.1R(1)(d) (i.e., an overseas firm that would have been a
UK bank, building society or UK designated investment firm if
it had been a UK domestic firm) whose professional activities
have a material impact on the firm s risk profile, including any
employee who would meet any of the criteria set out in articles
3 or 4(1) of Regulation (EU)-604/2014 of 4 March-2014 the
Material Risk Takers Regulation if it had applied to him.

2 An overseas firm in SYSC 19D1.1.R(1)(d) (i.e., an overseas firm that
would have been a dual-regulated firm if it had been a UK domestic
firm) may deem an employee not to be a dual-regulated firm
Remuneration Code staff where:

(@) the employee:

(i)  would meet the criteria in article 4(1) of Regulation
(EU)-Ne-604/2014-of 4 Mareh-2014 the Material Risk

Takers Requlation;

(i) would not meet any of the criteria in article 3 of

Regulation (EU) Ne-604/2014-of 4 March 2014 the

Material Risk Takers Requlation; and
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(iii) was awarded total remuneration of less than €750,000 in
the previous year; and

(b) the overseas firm determines that the professional activities of
the employee do not have a material impact on its risk profile

on the grounds described in article 4(2) of Regulation{EL)
604/2014-of 4-Mareh2014 the Material Risk Takers

Requlation.

3) Where the overseas firm deems an employee not to be dual-
regulated firms Remuneration Code staff as set out in (2), it must
notify the FCA, applying the approach described in article 4(4) of

i the Material Risk

Takers Requlation.

[Note: article 92(2) of CRD and articles 3 and 4 of Regulation (EU) No
604/2014 of 4 March 2014.]

Where an overseas firm in SYSC 19D1.1R(1)(d) (i.e., an overseas firm that
would have been a dual-regulated firm if it had been a UK domestic firm)
wishes to deem an employee who earns more than €750,000 not to be dual-
regulated firms Remuneration Code staff, the overseas firm may apply for a
waiver of the requirement in SYSC 19D.3.4R in respect of that employee.

Remuneration Principle 11: Non-compliance with the Remuneration Code

19D.3.34 R

19D.350 R

A firm must ensure that variable remuneration is not paid through vehicles
or methods that facilitate non-compliance with the Remuneration Code,
the EU-CRR UK CRR or the UK legislation that implemented the CRD.

[Note: article 94(1)(q) of CRD]

A firm must ensure that any approval by the its shareholders or owners or
members, for the purposes of SYSC 19D.3.49R, is carried out in accordance
with the following procedure:

3) the firm must:

(b) demonstrate to the FCA that the proposed higher ratio does
not conflict with its obligations under the UK legislation that
implemented the CRD and the EU-CRR UK CRR, having
particular regard to the firm’s own funds obligations;
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19D.3.52 R  Afirm may apply a discount rate to a maximum of 25% of an employee s
total variable remuneration provided it is paid in instruments that are
deferred for a period of not less than five years.

[Note: article 94(1)(g)(iii) of CRD]

[Note: on 27 March 2014, the EBA published “Guidelines on the applicable
notional discount rate for variable remuneration”, 27 March 2014
(EBA/GL/2014/01).]

19D.3.53 R Inapplying the discountrate in SYSC-19D.3.52R -a firm must apply the

19E UCITS Remuneration Code
19E.1 Application

19E.11 R (1) The UCITS Remuneration Code applies to a UK UCITS management
company that:

&  manages a UCITS scheme;-er

b}  managesanEEAUCIHTS scheme.

@)

that-managesa-JCHS-scheme: [deleted]

(3) Inthis section; a firm under (1){a)-er({b)-above; is referred to as a
management company.

19F Remuneration and performance management of sales staff
19F.1 MIFID remuneration incentives
Application

19F11 R (D) SYSC 19F.1 applies to:

(b) ...;and
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20 Reverse stress testing

20.1 Application and purpose
Application

20.1.1A R

3) Subject to (4), where all of the BIPRU firms within the same UK

consolidation group or the ren-EEA-sub-greup non-UK sub-group,
taken together, as if they were one firm, meet any of the criteria in

(2), SYSC 20 applies to each of those BIPRU firms as if it
individually met the criteria in (2).

20.2 Reverse stress testing requirements

20.2.2 R Where the firm is a member of:

(2 a UK consolidation group; ef

3) a ren-EEA-sub-group non-UK sub-group;

it must conduct the reverse stress test on a solo basis as well as on a
consolidated basis in relation to the UK consolidation group or the rep-EEA
sub-group non-UK sub-group, as the case may be.

Annex B
Amendments to the Financial Stability and Market Confidence sourcebook (FINMAR)

In this Annex, underlining indicates new text and striking through indicates deleted text.

2 Short selling
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Measures to prohibit, restrict or limit transactions in short selling

Where the FCA imposes measures under article 23 of the short selling
regulation it will normally specify that the measures will not apply to natural
or legal persons who have satisfied the criteria to use the market maker
exemption or the authorised primary dealer exemption and who are included
on the list maintained and published by ESMA the FCA pursuant to article
17(13) of the short selling regulation.

Exchange rate calculations

G

G

1) For the purposes of article 23(1)(b) of Cemmission-Delegated

Regulation-(EU)-Noe-918/2012 the SSR Delegated Regulation 2 the
FCA will convert the figure of EUR 0.50 into pounds sterling using

the daily spot foreign exchange rate of Sterling to Euro of the Bank
of England applicable at the end of the first business day of October
2012 rounded up to the nearest £0.01. The FCA will state this figure
(the ‘sterling figure”) on its public website.

The FCA will treat the FTSE 100 index as the main national equity index of
the Member-State United Kingdom for the purposes of article 6(4) of

Commisston-tmplementing-Regulation-(EU)-Ne-827/2042 the SSR
Implementing Requlation and-article-4-of Commission-Delegated-Regulation
(EU)yNe-826/2012and article 23(1) of Commission-DelegatedRegulation
{EU)y-No-918/2012; the SSR Delegated Regulation 2 aH-subject-to-approval
by—EH-FG-pea-H—pa-Fl-l-a-men-t—&Hd—GGHﬂGH- j .
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[Editor’s note: the text in this Annex takes account of the proposed definition ‘TP firm’
suggested by CP18/29 ‘Temporary permissions regime for inbound firms and funds’
(October 2018) as if it was made.]

Annex C

Amendments to the General Provisions (GEN)

In in this Annex underlining indicates new text and striking through indicates deleted text.

Interpreting the Handbook

EU Onshored Regulations and third country firms

2.2
22.22A R
2222B G

(1)

(@)

1)

Unless exempted in (2) and subject to (3), MiFIR, and any EY
regutation onshored requlations adopted-as-at 3-January-2018-under
previously deriving from MiFIR or MiFID, apply to a third country
investment firm as if it were a UK MiFID investment firm when the
following conditions are met:

Paragraph (1) does not apply:

(@) to the extent MiFIR or an EU-regulation onshored regulation
adopted-under previously deriving from MiFIR or MiFID
imposes a specific requirement in relation to a third country
investment firm; and

(b) to EU-regulations onshored regulations which were previously
EU regulations adopted under articles article 7,-34-and-35 of
MiFID.

GEN 2.2.22AR(1) is subject to articles 2A to 2E of MiFIR and article
1(3) to (5) of the MiFID Org Regulation.

In relation to TP firms GEN 2.2.22AR(1) does not apply requirements
imposed by and under MiFIR or by the MiFID Org Requlation in
addition to those referred to in articles 2A to 2E MIFIR and article 1(3)
to (5) of the MiFID Org Regulation.

The purpose of GEN 2.2.22AR is to ensure eensistency-with-the
principlereferred-to-inrecital- 109-to-MiFID that a third country

investment firm should not be treated |n a more favourable way than an
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EXITING THE EUROPEAN UNION: PRUDENTIAL SOURCEBOOKS
(AMENDMENTS) INSTRUMENT 201[X]
Powers exercised
A. The Financial Conduct Authority makes this instrument in the exercise of:

(1) regulation 3 of the Financial Regulators’ Powers (Technical Standards)
(Amendment etc.) (EU Exit) Regulations 2018; and

(2) section 139A (Power of the FCA to give guidance) of the Financial Services and
Markets Act 2000.

Commencement

B. This instrument comes into force on [29 March 2019 at 11 p.m].

Amendments to the FCA Handbook

C. The modules of the FCA’s Handbook of rules and guidance listed in column (1)

below are amended in accordance with the Annexes in this instrument listed in
column (2) below.

@) )
General Prudential sourcebook (GENPRU) Annex A
Prudential sourcebook for Banks, Building Societies and Annex B
Investment Firms (BIPRU)
Prudential sourcebook for Investment Firms (IFPRU) Annex C
Prudential sourcebook for insurers (INSPRU) Annex D

Prudential sourcebook for Mortgage and Home Finance Firms, and Annex E
Insurance Intermediaries (MIPRU)

Interim Prudential sourcebook for Friendly Societies Annex F
(IPRU(FSOQ))
Interim Prudential sourcebook for Insurers (IPRU(INS)) Annex G
Interim Prudential sourcebook for Investment Businesses Annex H
(IPRU(INV))

Citation

D. This instrument may be cited as the Exiting the European Union: Prudential

Sourcebooks (Amendments) Instrument 201[X].

By order of the Board
[date]
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Editor’s notes

1)

()

(3)

(4)

The amendments proposed in this instrument relate to the statutory instruments set out
in Annex 2 of the accompanying paper and other matters arising from the UK’s
withdrawal from the EU. We will set out our approach in due course for any
additional amendments which are required to these provisions as a result of the
publication of further statutory instruments.

The text in this instrument may also need to be amended at the time of the final
instrument if there are further changes to the content of the statutory instruments set
out in Annex 2 of the consultation paper.

The amendments in this instrument are based on the text of the Handbook in force on
1 July 2018. If amendments are made to the relevant text between 1 July 2018 and
exit day, we will consider whether these give rise to further deficiencies or have a
material impact on the proposed amendments set out in this instrument. Unless this is
the case, we intend to proceed in the final instrument with deleting or amending the
relevant provision based on the text of the Handbook in force immediately before exit
day, rather than the text of the Handbook in force on 1 July 2018.

The consultation is based on the assumption that the Financial Conduct Authority will

have the power under the Financial Regulators’ Powers (Technical Standards)
(Amendment etc.) (EU Exit) Regulations 2018 to make the proposed rule changes.
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Annex A
Amendments to the General Prudential sourcebook (GENPRU)

In this Annex, underlining indicates new text and striking through indicates deleted text.

1 Application
1.2 Adequacy of financial resources
Purpose
1.2.14 G  Inthe case of a BIPRU firm this section implements the third paragraph of

article 95(2) of the E”J UK CRR applying requirements that correspond to
Article 34 of the Capital Adequacy Directive so far as that Article applies
Article 123 of the Banking Consolidation Directive.

Application of this section on a solo and consolidated basis: Processes and tests

1.2.46 R
(2)  apply on a sub-consolidated basis under BIPRU 8.3.1R (Basic
consolidation rule for a repr-EEA-sub-greup non-UK sub-group).
1.2.48 R
(3) (if BIPRU 8.3.1R (Basic consolidation rule for a rer-EEA-sub-
group non-UK sub-group) applies) the ren-EEA-sub-greup non-
UK sub-group of which the firm is a member.
1.2.49 R

(2) For the purpose of this rule the relevant group is the group referred
to in GENPRU 1.2.48R and the members of that group are those
undertakings that are included in the scope of consolidation with
respect to the UK consolidation group or, as the case may be, ren-

EEA-sub-group non-UK sub-group in question.
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1.2.89

1.3
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2.1

2.1.2

2.1.8
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Group risk (BIPRU firm only)

A firm should include in the written record referred to in GENPRU
1.2.60R a description of the broad business strategy of the UK
consolidation group or the ren-EEA-sub-greup non-UK sub-group of
which it is a member, the group’s view of its principal risks and its
approach to measuring, managing and controlling the risks. This
description should include the role of stress testing, scenario analysis and
contingency planning in managing risk at the solo and consolidated level.

A firm should satisfy itself that the systems (including IT) of the UK
consolidation group or the ren-EEA-sub-greup non-UK sub-group of
which it is a member are sufficiently sound to support the effective
management and, where applicable, the quantification of the risks that
could affect the UK consolidation group or the rer-EEA-sub-gredup non-
UK sub-group, as the case may be.

Valuation

G

(1) Inthecase-ofaBIRPRU-firm;-this This section corresponds to
mplements Articles 64(4) and 64(5) of the Banking Consolidation
Directive (Own funds) and Article 33 and Part B of Annex VII of
the Capital Adequacy Directive.

Capital

Calculation of capital resources requirements

Application

G The scope of application of this section is not restricted to firms that are

subject-to-therelevant EU-Directives: [deleted]

Purpose

G

2 This section also implements the third paragraph of article 95(2) of
the EY UK CRR applying requirements that correspond to the
provisions of the Capital Adequacy Directive and Banking
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2.24
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Consolidation Directive concerning the level of capital resources
which a BIPRU firm is required to hold. In particular it implements
corresponds (in part) to article 75 of the Banking Consolidation
Directive and Articles 5, 9, 10 and 18 of the Capital Adequacy
Directive.

Definition of BIPRU firm

eategeﬁkmﬁacmeleé(syef—theeapﬂaLAdequaey—D%emﬁ In summary, a
BIPRU firm:

Capital resources

Purpose

This section also implements minimum EC standards for the composition
of capital resources required to be held by a BIPRU firm. In particular #
mplements pursuant to the third paragraph of article 95(2) of the EJ UK
CRR, applying it applies requirements that correspond to Articles 56 — 61,
Articles 63 — 64, Article 66 and Articles 120 — 122 of the Banking
Consolidation Directive {2006/48/EC) and Articles 12 — 16, Article 17 (in
part), Article 22(1)(c) (in part) and paragraphs 13 - 15 of Part B of Annex
VI of the Capital Adequacy Directive {2006/49/EC).

Notification of issuance of capital instruments

G

Details of the notification to be provided by a BIPRU firm in relation to
capital instruments issued by another undertaking in its group for
inclusion in its capital resources or the consolidated capital resources of
its UK consolidation group or ren-EEA-sub-greup non-UK sub-group are
set out in BIPRU 8.6.1AR to BIPRU 8.6.1FR.
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2 Annex 6 Capital resources table for a BIPRU firm with a waiver from consolidated
supervision

Part 2 of the capital resources calculation for an investment firm with a waiver from
consolidated supervision

Note (4): The material holdings that must be deducted at part 2 of stage E are material
holdings issued by undertakings which would have been members of the firm’s UK
consolidation group or Aren-EEA-sub-greup non-UK sub-group if the firm did not have an
investment firm consolidation waiver if:

1) in relation to a BIPRU firm, the holding forms part of the undertaking’s tier one
capital resources; or

(2) (subject to (3)) in relation to any other undertaking, the holding would form part of
the undertaking’s tier one capital resources if:

(@) | that undertaking were a BIPRU firm with a Part 4A permission; and

(b) | it had carried on all its business in the United Kingdom and had obtained
whatever permissions for doing so are required under the Act; or

(3) in relation to any undertaking not falling within (1) and for which the methodology
in (2) does not give an answer, the holding would form part of its tier one capital
resources if the undertaking were a BIPRU firm of the same category as the firm
carrying out the calculation under this Annex.

Note (5): The material holdings that must be deducted by a firm at part 3 of stage E and at
stage J or at Part 1 of stage M are material holdings issued by undertakings which would
have been members of that firm s UK consolidation group or ren-EEA-sub-greup non-UK
sub-group if the firm did not have an investment firm consolidation waiver and which do not
fall into Note (4).

Note (6): The contingent liabilities that must be deducted by a firm at Part 1 of stage M are
any contingent liabilities which the firm has in favour of BIPRU firms, financial institutions,
asset management companies and ancillary services undertakings which would have been
members of the firm’s UK consolidation group or ren-EEA-sub-greup non-UK sub-group if
the firm did not have an investment firm consolidation waiver.
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Annex B

Amendments to the Prudential sourcebook for Banks, Building Societies and

Investment Firms (BIPRU)

In this Annex, underlining indicates new text and striking through indicates deleted text.

11

114

1.1.7

1.1.10

Application

Application

Purpose

G BIPRU 1.1 implements in part the third paragraph of article 95(2) of the EU
UK CRR that permits the FCA to apply certain requirements that correspond
to the Banking Consolidation Directive and the Capital Adequacy Directive.

The definition of a BIPRU firm

R None of the following is a BIPRU firm:

(1)
@)
(3)
(4)
()
(6)

@)

an-heoming-EEAFHm; [deleted]
an-tcoming-TFreaty-firm; [deleted]

any-other an overseas firm;
an-ELMHE: [deleted]

an insurer; and

an ICVC.

Except in exceptional circumstances, it is the appropriate
regulator’s policy that it will not give an overseas applicant a Part
4A permission unless the appropriate regulator is satisfied that the
applicant will be subject to prudential regulation by its home state
regulatory body that is broadly equivalent to that provided for in the
Handbook and the applicable EEA UK prudential sectoral
legislation. The appropriate regulator will take into account not only
the requirements to which the firm is subject but how they are
enforced. The appropriate regulator will also take into account the
laws, regulations and administrative provisions to which it is subject
in its home state. The reasons for that policy include:
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Meaning of dealing on own account

R

1)

(@)

3)

Dealing on own account means (for the purpose of GENPRU and
BIPRU) the service of dealing in any financial instruments for own
account as referred to in peint-3-of Section-A-of-AnnextHo-MiFIBD
paragraphs 3 of Part 3 of Schedule 2 to the Regulated Activities
Order, subject to (2) and (3).

In accordance with article 5(2) of the Capital Adequacy Directive
(Befinition-of dealing-on-own-accounty—a A CAD investment firm

that executes investors’ orders for financial instruments and holds
such financial instruments for its own account does not for that
reason deal on own account if all of the following conditions are
met:

o) : : . . Lo
tin tlne_ease_el & CAD-investment Him that s an SEA .I"'“) H
GGIII|3|FIES “'t.l'ltl'e R l"' ple£| entation mea sulles 9.' HsHo |;|e
of the Capital-Adeguacy-Directive: [deleted]

(e) (in the case of any-ether a CAD investment firm) it would
comply with the rules in (2)(c) if it had been a BIPRU firm
on the basis of the following assumptions:

(i) its head office had been in an-EEA-State the UK; and

(if) it had carried on all its business in the EEA UK and had
obtained whatever authorisations Part 4A permission

required for doing so as-are reguired-underMiFID; and

I ith i icle 5(2) of t ol Ad
the-holding Holding of non-trading book positions in financial
instruments in order to invest capital resources is not dealing on own
account for the purposes referred to in article 4(1)(2)(c) of the EY
UK CRR (see BIPRU 1.1.7AG).

[Note: Article 5(2) of the Capital Adequacy Directive (Definition of dealing

on own account)]
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1.2 Definition of the trading book

Purpose

1.2.2 G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, the this
section #mplements applies certain provisions of that correspond to the
Capital Adequacy Directive and the Banking Consolidation Directive
relating to the trading book. The precise provisions being-implemented are
listed as a note after each rule.

1.2.8 R CRD financial instruments include both primary CRD financial instrument
or cash instruments, and derivative CRD financial instruments the value of
which is derived from the price of an underlying CRD financial instrument,
a rate, an index or the price of another underlying item and include as a
minimum the instruments specified in Seetion-C-of-AnrnextHe-the MHFID
Part 1 of Schedule 2 to the Requlated Activities Order.

[Note: CAD Article 3(1) last paragraph]

1.3 Applications for advanced approaches and waivers
Purpose
1.3.2 G O A firm may apply for an-Article-129-permission-or a waiver in
respect of:

(2) A firm should apply for a waiver if it wants to:

(©) disapply consolidated supervision under BIPRU 8 for its UK

consolidation group or ren-EEA-sub-greup non-UK sub-
group; or

Article 129

1.3.3 G  AnEEA-parentinstitution-and-Hs-subsidiary-undertakings-or-the-subsidiary

Page 9 of 133



134

1.35

1.3.6

1.3.15

1.3.16

1.3.17

1.3.18

1.3.19
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authensedr [ elete |

G
procedure: [deleted]
G

app#epﬁateureg&la{epks#meadreempeten%aumenw [deleted]

Forms and method of application

D Ifafirm wishes to apply for a waiver eran-Article-129-permission to use the
IRB approach, it must complete and submit the form in BIPRU 1 Annex 2 D

D.

D If afirm wishes to apply for a waiver eran-Article-129-permission to use the

CCR internal model method, it must complete and submit the form in
BIPRU 1 Annex 3DD.

permission: [deleted]

G Inrespect of the application for waivers to apply the approaches set out in
BIPRU 1.3.2G(1), the appropriate regulator will aim to give decisions on
applications as soon as practicable. However, the appropriate regulator
expects that it will take a significant period to determine and give a decision
due to the complexity of the issues raised by the applications. Details of
timelines for applications for waivers to use advanced approaches and-under

the-Article-129-procedure are set out on the appropriate regulator website.
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2.1

2.1.2

2.18

2.1.10
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G  Before sending in an application for a waiver er-Article-129-permission, a
firm may find it helpful to discuss the application with its usual supervisory
contact at the appropriate regulator. However, the firm should still ensure
that all relevant information is included in the application.

Capital

Solo consolidation

Purpose

G

Pursuant to the third paragraph of article 95(2) of the EY UK CRR, the
purpese-of-this-section-is-to-implement this section applies requirements that
correspond to Articles 70 and 118 of the Banking Consolidation Directive so
far as they apply under Articles 2 and 28 of the Capital Adequacy Directive
to CAD investment firms that are subject to the requirements imposed by the
UK legislation that implemented MiFID (or which would have been subject
to-that Birective those requirements if its head office were in an-EEA-State
the UK), but excluding a bank, building society, a credit institution, a local
and an exempt CAD firm.

The basic rules for solo consolidation

(2) If (1) applies, SYSC 12.1.13R applies to the group made up of the
firm and its subsidiary undertakings referred to in (1) in the same

way as it applies to a UK consolidation group or ren-EEA-sub-greup
non-UK sub-group.

Solo consolidation and capital and concentration risk requirements

R

A firm must treat itself and each subsidiary undertaking referred to in
BIPRU 2.1.7R as a single undertaking and must apply, on that basis, BIPRU
8 (Group risk - consolidation) to the group made up of the firm and such
subsidiary undertakings in the same way as BIPRU 8 applies to a UK

consolidation group or Arep-EEA-sub-greup non-UK sub-group.
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2.2

2.2.19

2.2.43
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Minimum standards

Where the firm is a parent institution in a-Member-State the UK, it must
have measures in place that ensure the satisfactory allocation of risks within
the group consisting of the firm and each subsidiary undertaking to which
BIPRU 2.1 is applied.

Internal capital adequacy standards

The drafting of individual capital guidance and capital planning buffer

G

1)
(@)

If BIPRU 8.2.1R (General consolidation rule for a UK consolidation
group) applies to the firm the guidance relates to its UK
consolidation group. If BIPRU 8.3.1R (General consolidation rule

for a ren-EEA-sub-greup non-UK sub-group) applies to the firm the
guidance relates to its ren-EEA-sub-greup non-UK sub-group. If

both apply to the firm the guidance relates to its UK consolidation

group and to its rer-EEA-sub-group non-UK sub-group.

Business risk: Stress tests for firms using the IRB approach

R

(1)

(2)

references to capital resources are to the consolidated capital
resources of the firm’s UK consolidation group or, as the case may

be, its ren-EEA-sub-group non-UK sub-group; and

references to the capital requirements in GENPRU 2.1 (Calculation
of capital resources requirements) are to the consolidated capital
requirements with respect to the firm’s UK consolidation group or,

as the case may be, its ren-EEA-sub-greup non-UK sub-group under
BIPRU 8 (Group risk - consolidation).
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2.3 Interest rate risk in the non-trading book

Purpose

2.35 G BIPRU 2.3 implements applies requirements that correspond to Article
124(5) of the Banking Consolidation Directive.

3 Standardised credit risk
3.1 Application and purpose
Purpose

3.1.2 G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, BIPRU 3
mplements applies requirements that correspond to:

(1) Articles 78 to 80, paragraph (1) of Article 81, Article 83, Annex 11
and Parts 1 and 3 of Annex VI of the Banking Consolidation
Directive;

(2) Article 18 of the Capital Adequacy Directive so far as it applies
Articles 78 to 80, paragraph (1) of Article 81, Article 83 and Parts 1
and 3 of Annex VI of the Banking Consolidation Directive to
investment firms; and

(3) Article 40 of the Capital Adequacy Directive for the purposes of the
calculation of credit risk under the Banking Consolidation Directive.

3.2 The central principles of the standardised approach to credit risk
Zero risk-weighting for intra-group exposures: core UK group

33204 G (1)

(2)  For the purpose of BIPRU 3.2.25R(1)(d) (Incorporation in the UK),
ifa counterparty is of a type that faIIs Wlthln the scope of the GGH-FIGl—l

1346#2999%.%@-) Insolvencv Proceedlnqs Requlatlon and itis
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established in the United Kingdom other than by incorporation, a
firm wishing to include that counterparty in its core UK group may
apply to the appropriate regulator for a waiver of this condition if it
can demonstrate fully to the appropriate regulator that the
counterparty’s centre of main interests is situated in the United
Kingdom within the meaning of that Regulation.

3.3 The use of the credit assessments of ratings agencies

Recognition of ratings agencies

3.3.3 G  Regulation 22 of the Capital Requirements Regulations 2006 deals with
recognition by the appropriate regulator of eligible ECAIls for exposure risk
weight purposes. Regulation 25 deals with revoking recognition.

3.3.6 G

Mapping of credit assessments

3.3.9 G  The table mapping the credit assessments of eligible ECAIs to credit quality
steps is published on the appropriate regulator s website and amended from
time to time in line with additions to and deletions from the list of eligible

[Note: For the most recent version of the table, refer to:
http://www.fca.org.uk/your-fca/documents/fsa-ecais-standardised for the
FCA and
http://www.bankofengland.co.uk/publications/Documents/other/pra/policy/2
013/ecaisstandardised.pdf for the PRA]

3.4 Risk weights under the standardised approach to credit risk
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345

3.4.6

3.4.10

3.4.17

3.4.18

FCA 201X/XX

Exposures in the national currency of the borrower

R

Exposures to EEA-States—eentral-gevernments the central government of the
UK and eentral-banks the Bank of England denominated and funded in £

sterling must be assigned a risk weight of 0%.

[Note: BCD Annex VI Part 1 point 4]

When the competent authorities of a third country which apply supervisory
and regulatory arrangements at least equivalent to those applied in the EEA
UK assign a risk weight which is lower than that indicated in BIPRU 3.4.1R
to BIPRU 3.4.3R to exposures to their central government and central bank
denominated and funded in the domestic currency, a firm may risk weight
such exposures in the same manner.

[Note: BCD Annex VI Part 1 point 5]

Exposures to regional governments or local authorities: General

R

Without prejudice to BIPRU 3.4.1R to BIPRU 3.4.19R:

(1)  afirm must risk weight exposures to regional governments and local
authorities in accordance with BIPRU 3.4.11R to BIPRU 3.4.14R
ard-BHIRPRU-3-449AR: and

Table: Central government risk weight based method

Consolidation-Directive: [deleted]

Exposures to churches or religious communities constituted in the form of a
legal person under public law must, in so far as they raise taxes in
accordance with legislation conferring on them the right to do so, be treated
as exposures to regional governments and local authorities, except that
BIPRU 3.4.15R and-BIRPRU-3:4-17R-do does not apply.

a

O
QA \A N racnao N NO
A v, AN vAw
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[Note: BCD Annex VI Part 1 point 10]

3.4.19 R When competent authorities of a third country jurisdiction which apply
supervisory and regulatory arrangements at least equivalent to those applied
in the EEA UK treat exposures to regional governments and local authorities
as exposures to their central government, a firm may risk weight exposures
to such regional governments and local authorities in the same manner.

[Note: BCD Annex VI Part 1 point 11]

3419A R

[Note: BCD Annex VI Part 2(b)]

Public sector entities

3.4.25 R

ot N I I
} jties - [deleted]

3.4.26 R When competent authorities of a third country jurisdiction, which apply
supervisory and regulatory arrangements at least equivalent to those applied
in the EEA UK, treat exposures to public sector entities as exposures to
institutions, a firm may risk weight exposures to the relevant public sector
entities in the same manner.

[Note: BCD Annex VI Part 1 point 17]

Exposures to multilateral development banks: Treatment

subseribed-to-the-Europeantnvestment-Fund. [deleted

Exposures to international organisations

3.4.29 R

AlQ
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3.4.32
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R BIPRU 3.4.32R to BIPRU 3:4-48R 3.4.47R set out the treatment to be
accorded to exposures to institutions.

Exposures to institutions: Treatment

R Without prejudice to BIPRU 3.4.33R to BIPRU 3.4.47R, exposures to
financial institutions authorised and supervised by the competent-authorities
ible for i horisati | cion of credit institutions PRA
and FCA and subject to prudential requirements equivalent to those applied
to credit institutions must be risk weighted as exposures to institutions.

[Note: BCD Annex VI Part 1 point 24]

Exposures to institutions: Short-term exposures in the national currency of the

borrower

(@)

may-assign-to-the-relevantrationad-eurreney-exposures-therisk

i i i - [deleted]

When the competent authority of a third country which applies
supervisory and regulatory arrangements at least equivalent to those
applied in the EEA UK assigns to an exposure to an institution
formed under the law of that third country of a residual maturity of 3
months or less denominated and funded in the national currency a
risk weight that is one category less favourable than the preferential
risk weight, as described in BIPRU 3.4.6R (Exposures in the national
currency of the borrower), assigned to exposures to the central
government of that third country, a firm may risk weight such
exposures in the same manner.

[Note: BCD Annex VI Part 1 point 37]
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3.4.60

3.4.62
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Exposures secured by real estate property

R

BIPRU 3.4.55R to BIRRU-3-4-.94R BIPRU 3.4.89R set out the treatment to
be accorded to exposures secured by real estate property.

Exposures secured by mortgages on residential property

R

G

N
I

ALN N a
Y v

tet-by-the-ownermustbe-assigned-a-riskwetght of-35%: | deletd |

(6) The value of the property exceeds the exposures by a substantial
margin as set out in BIPRU 3.4.81RBIRPRU-3:4.83R, BIPRU
3.4.84R or BIPRU 3.4.85R (as applicable).

[Note: BCD Annex VI Part 1 point 48]

evidence that a well-developed and long-established residential real estate
market is present in is-territery the UK with loss rates which are sufficiently
low to justify such-treatment disapplying the condition in BIPRU
3.4.60R(3). BIPRU 3.4.61R implements that option. However, if the
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3.4.77

3.4.83

3.4.87

3.4.90
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evidence changes so that these conditions are no longer satisfied, the
appropriate regulator may be-ebliged-te revoke BIPRU 3.4.61R.

eweademlachFepeﬁy&ma{edrmhaPEEAéta{e | deleted |

The property must be valued by an independent valuer at or less than the
market value. tr-those-EEA-States-that-have-latd-down In the UK where
rigorous criteria for the assessment of the mortgage lending value exist in
statutory or regulatory provisions the property may instead be valued by an
independent valuer at or less than the mortgage lending value.

[Note: BCD Annex VIII Part 3 point 62]

Gensehdaﬂen—D#eeWe |de|eted|

If a firm has more than one exposure secured on the same property they
should be aggregated and treated as if they were a single exposure secured
on the property for the purposes of BIPRU 3.4.56R and BIPRU 3.4.58R and
BIPRU 3.4.81R;-BHPRU-3-4-83R and BIPRU 3.4.84R.

Exposures secured by mortgages on commercial real estate

eemmerelal—premﬁes—nﬁ\ay—be—assagned—a—nslewag#mefée% |de|eted|
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3.4.94
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R
R
R
[deleted]
R &

$ lid cond "

apply where conditions in point 58 are not satisfied). [deleted]

Past due items
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3.4.101

3.4.105

3.4.107

R

R
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Exposures indicated in BIPRU 3.4.56R to BIPRU-3:4-63R BIPRU 3.4.61R
(Exposures secured by mortgages on residential property) must be assigned
a risk weight of 100% net of value adjustments if they are past due for more
than 90 days. If value adjustments are no less than 20% of the exposure
gross of value adjustments, the risk weight to be assigned to the remainder
of the exposure is 50%.

[Note: BCD Annex VI Part 1 point 64]

Exposures indicated in BIPRU 3.4.89R to-B{PRU-3.4.94R (Exposures
secured by mortgages on commercial real estate) must be assigned a risk
weight of 100% if they are past due for more than 90 days.

[Note: BCD Annex VI Part 1 point 65]

Items belonging to regulatory high-risk categories

G

@ensehdaﬂen@%ewe—the The exposures Ilsted in BIPRU 3 Annex 3R are
in the view of the appropriate regulator associated with particularly high
risk.

[Note: BCD Annex VI Part 1 point 66]

Exposures in the form of covered bonds

R

1) Covered bonds means covered bonds as defined in p&r&g%&ph{—l—}ef
the definition in the glossary

the UCHS Directive) and collateralised by any of the following

eligible assets:

@ exposures to or guaranteed by the eentral-governments;
eentral-bank; UK central government, the Bank of England,

public sector entities, regional governments and local
authorities in the EEA UK;

(b) M exposures to or guaranteed by non-EEA UK central
governments, non-EEA UK central banks,
multilateral development banks, international
organisations that qualify for the credit quality step 1;

(i) exposures to or guaranteed by non-EEA UK public

sector entities, non-EEA UK regional governments
and non-EEA UK local authorities that are risk
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weighted as exposures to institutions or central
governments and central banks according to BIPRU
3.4.23R, BIPRU 3.4.24R, BIPRU 3.4.10R or BIPRU
3.4.16G te-BIPRU-3-4-17R respectively and that
qualify for the credit quality step 1; and

of [deleted]

: .
Ie_ans_ sleel uled_ By eennne_lelal |eaIE estate-of Snaresh

¥ I i . o 1i I
of-the-value-of the-pledged-properties;or [deleted]
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outstandingissue;-or [deleted]

(iii)  afirm may recognise loans secured by commercial
real estate as eligible where the loan to value ratio of
60% is exceeded up to a maximum level of 70% if the
value of the total assets pledged as collateral for the
covered bonds exceed the nominal amount
outstanding on the covered bond by at least 10%, and
the bondholders’ claim meets the legal certainty
requirements set out in BIPRU 3 and BIPRU 5; the
bondholders’ claim must take priority over all other
claims on the collateral; ef

) loans secured by ships where only liens that are combined
with any prior liens within 60% of the value of the pledged
ship.
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3.4.121

3.4.122

R
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bonds.is also affiliated retains. the whole first | I
supperting-these-senior-units: [deleted]

(5) Unti 31 December 2010 the figure of 60% in (1)(f) can be replaced
i i - [deleted]

[Note: BCD Annex VI Part 1 point 68]

Notwithstanding BIPRU 3.4.107R to BIPRU 3.4.108R, covered bonds
meeting the-definition-of-Article 22(4)-of the UCHS Directive-paragraph(H)

of the definition in the glossary and issued before 31 December 2007 are
also eligible for the preferential treatment until their maturity.

[Note: BCD Annex VI Part 1 point 69]

Exposures in the form of collective investment undertakings (C1Us)

R

R

Where BIPRU 3.4.116R does not apply, a firm may determine the risk
weight for a CIU as set out in BIPRU 3.4.123R to BIPRU 3.4.125R, if the
following eligibility criteria are met:

(1) one of the following conditions is satisfied:

@) the CIU is managed by a company which is subject to
supervision in ar-EEA-State the UK; or

(b) the following conditions are satisfied:

(1) the CIU is managed by a company which is subject to
supervision that is equivalent to that laid down in EY
UK law; and

(i) cooperation between competent authorities and third
country competent authorities is sufficiently ensured,;

and
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35 Simplified method of calculating risk weights

355 G  Table: Simplified method of calculating risk weights

This table belongs to BIPRU 3.5.4G.

Exposure class

Exposure sub-
class

Risk weights

Comments

Central government

Exposures to
United Kingdom
government or
Bank of England
in sterling

0%

Exposures to
central
governments or
central banks of
certain countries
outside the EEA
UK in currency
of that country

See next column

The risk
weight is
whatever it is
under local
law. See
BIPRU
3.4.6R for
precise
details.
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Expesuresto 0%
European
Central- Bank
Other exposures | 100%

Regional/local Exposures to the | 0%

governments Scottish
Parliament,
National
Assembly for
Wales and
Northern Ireland
Assembly in
sterling
Exposures to the | 0% See Note 2.
Seottish
Parhiament,
National
Assemblytor
Wales and
Northern-eland
Assembly in the
etrreney-of
another EEA
State
Exposuresto 0% SeeBHRY
eguivalent detats-of
GOVErRMEentsh localiregional
currency of that government
state covered:
Expesures-to 0% See BIPRY
equivalent detats-of
governmentsin localtregional
the-eurrency-of government
another EEA covered:
State SeaNotes 2

and-3-

Exposures to 0% See BIPRU
local or regional 3.4.19R for
governments of details of
certain countries type of
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outside the EEA
UK in currency
of that country

local/regional
government
covered.

See Note 1.

Exposures to
United Kingdom
or-EEA-States”
local/regional
government in
eurrency-of-that
state sterling if
the exposure has
original
effective
maturity of 3
months or less

20%

Exposures to
local or regional
governments of
countries
outside the EEA
UK in currency

the exposure has
original
effective
maturity of 3
months or less

of that country if

20%

See Note 1.

Other exposures

100%

PSE

Exposures to a
PSE of the
United Kingdom

0%

BIPRU
3.4.24R
describes the
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or of an EEA
State if that PSE
is guaranteed by
Hs central
government and
if the exposure
is be in currency
of that PSE-s
state in sterling.

United
Kingdom
PSEs covered
and-BIPRU
3.4.25R
describes-the
EEAPSEs
covered-

Exposures to
PSE of a
country outside
the EEA UK if
that PSE is
guaranteed by
the country’s
central
government and
if the exposure
is in currency of
that country.

0%

See BIPRU
3.4.26R and
Note 1.

Exposures to a
PSE of the
United Kingdom
erofanEEA
State in cbrrency
of that state
sterling if the
exposure has
original
effective
maturity of 3
months or less

20%
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Exposures to
PSE of a
country outside
the EEA UK in
currency of that
country if the
exposure has
original
effective
maturity of 3
months or less

20%

See Note 1.

Other exposures

100%

Multilateral
development banks

Exposures to
multilateral
development
banks listed in
paragraph (1) of
the Glossary
definition

0%

Simplified
approach
does not
apply.
Normal rules

apply.

Other exposures

Various

Treated as an
institution

EU, the The
International
Monetary Fund and
the Bank for
International
Settlements

0%

Simplified
approach
does not
apply.
Normal rules

apply.

Institutions

Exposures to
United Kingdom
institution in
sterling with
original
effective
maturity of three
months or less

20%
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Exposures to
institution with a
head office in a
country outside
the EEA UK in
the currency of
that country
with original
effective
maturity of three
months or less

20%

See Note 1.

Exposures to
United Kingdom
institution in
sterling with
original
effective
maturity of over
three months

50%
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Exposures to

head office in a
country outside
the EEA UK in
the currency of
that country
with original
effective
maturity of over
three months

institution with a

50%

See Note 1.

Other exposures

100%
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Note %: The risk weight should not be lower than the risk weight that
applies for national currency exposures of the central government of the
third country in question under BIPRU 3.5. That means that this risk weight
only applies if the third country is one of those to which BIPRU 3.4.6R
(Preferential risk weight for exposures of the central government of
countries outside the EEA UK that apply equivalent prudential standards)
applies.

The IRB approach

The IRB approach: Application, purpose and overview

Purpose

G

Pursuant to the third paragraph of article 95(2) of the EYJ UK CRR, BIPRU 4
mplements applies requirements that correspond to the following provisions
of the Banking Consolidation Directive:

(1) Articles 84 - 89; and
(2) Annex VII.

Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, BIPRU 4
also #mplements applies requirements that correspond to Annex V111 of the
Banking Consolidation Directive so far as it applies to the IRB approach. In
particular, it #mplements applies requirements corresponding to (in part):

(@D)] from Part 1 of that Annex, points 12-16, 19-22, 26(g)(ii) and 27;
(2)  from Part 2 of that Annex, points 8-11; and

3) from Part 3 of that Annex, points 1, 11, 20, 23-24, 58(h), 61, 64-79
and 90-93.

Similarly, BIPRU 4 also mplements applies requirements that correspond to
article 40 of the Capital Adequacy Directive as it applies to the IRB
approach.
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Overview

G

The IRB approach is an alternative to the standardised approach for
calculating a firm s credit risk capital requirements. It may be applied to all
a firm’s exposures or to some of them, subject to various limitations on
partial use as set out in BIPRU 4.2. Under the IRB approach capital
requirements are based on a firm’s own estimates of certain parameters

together with other parameters as set out in the Banking-Consolidation
Directive BIPRU 4.

IRB permissions: general

G

The appropriate regulator recognises that the nature of IRB approaches will
vary between firms. The scope of and the requirements and conditions set
out in an IRB permission may therefore differ in substance or detail from
BIPRU 4in order to address |nd|V|duaI cwcumstances adequately l=|<a»¢q,te\,¢e+C

Gensehdanen—D#eetwe The FCA WI|| conS|der any dlfferences by havmq

regard to the Banking Consolidation Directive. An IRB permission will
implement any such variation by modifying the relevant provisions of

GENPRU and BIPRU. An IRB permission may also include additional

conditions to meet the particular circumstances of the firm.

Link to standard rules: Incorporation of the IRB output into the capital calculation

R

If a provision of the Handbook relating to the IRB approach says that a firm
may do something if its IRB permission allows it, a firm may do that thing
unless its IRB permission expressly says that it may not do so except that:

6 @ : - -
tin the ealse of eﬁellatemlﬁthat Is-only el'? Ibl te-foi II © eegmuenl_ullnele_l

Birective{Otherphysical-coHateral)) a firm may not recognise as
eligible collateral an item of a type referred to in BIPRU 4.10.16R

(Other physical collateral) unless that item is of a type specified as
permitted in its IRB permission.

[Note: BCD Annex VIII Part 1 point 21]
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The IRB approach: High level material

General approach to granting an IRB permission

Outsourcing

G

Where an-EEA-parentinstitution a parent institution in the UK and its
subsidiary undertakings or an-EEA-parentfinancial-holding-company a

parent financial holding company in the UK and its subsidiary undertakings

or an-EEA-parent-mixed-financial-holding-company a parent mixed financial
holding company in the UK and its subsidiary undertakings use the IRB

approach on a unified basis, the question whether the minimum IRB

standards are met is answered by considering the parent undertaking and its
subsidiary undertakings together, unless the firm’s IRB permission specifies
otherwise.

[Note: BCD Article 84(2) (part)]

(1)

(@)

This guidance sets out the basis on which a firm may rely upon a
rating system or data provided by another member of its group.

A firm may rely upon a rating system or data provided by another
member of its group if the following conditions are satisfied:

(@)

(b)

(€)

the firm only does so to the extent that it is appropriate, given
the nature and scale of the firm’s business and portfolios and
the firm’s position within the group;

the group is an EEA banking and investment group;

(if the provision of the rating system or data is not carried out

in the United Kingdom erin-thejurisdiction-of-the-competent
authority-thatis-the-leadregulator-ef-the-group) the firm can

demonstrate to the appropriate regulator that the ability of

the appropriate regulator and-that-lead-regulator to carry out
their responsibilities under the Handbook;-the-Banking

Consolidation-Directive-and-the-Capital Adeguacy-Directive

are is not adversely affected.

Combined use of methodologies: Basic provisions
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4.3

4.3.12

R

1)
(2)

(5)

©)

FCA 201X/XX

A firm may apply the standardised approach to the IRB exposure
class referred to in BIPRU 4.3.2R(1) (Sovereigns) where the number
of material counterparties is limited and it would be unduly
burdensome for the firm to implement a rating system for these
counterparties. A firm may include in this treatment an exposure of
the type described in BIPRU 3.4.18R (Exposures to churches or
religious communities) that would fall within BIPRU 3.4.15R er
BIPRU-3-4-17R (Exposure to a regional government or local

authority) if these-previsions that provision had not been excluded
by BIPRU 3.4.18R.

A firm may apply the standardised approach to exposures to the
UK’s central governments-ofEEA-States and their regional
governments, local authorities and administrative bodies, provided
that:

. .
: KI i .';.“'la? apply-the .sta. Real Ed'SEd app e_aelll teﬁtlle e}f OSUFeS
reserves required by the European Central Bank or by the central
bank of f i 4 i ifiod thorein.
[deleted]

The IRB approach: Provisions common to different exposure classes

Corporate governance

G

Where the firm’s rating systems are used on a unified basis for the parent

undertaking and its subsidiary undertakings under BIPRU 4.2.3R, and

approval and reporting of the ratings systems are carried out at the group

level, the governance requirements in BIPRU 4.3.9R and BIPRU 4.3.11R
may be met if:

)

the subsidiary undertakings have delegated to the governing body or

designated committee of the EEA-parentinstitution parent institution
in the UK or EEA-parentfinancial-helding-company parent financial
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holding company in the UK responsibility for approval of the firm’s

rating systems;

(2) the governing body or designated committee of the EEA-parent

hstitution parent institution in the UK or EEA-parentfinancial
helding-cempany parent financial holding company in the UK
approves either:

(a)

(b)

all aspects of the firm’s rating systems, and material changes;
or

all aspects of the firm’s rating systems that are material in the
context of the group, and material changes to those, and a
policy statement defining the overall approach to material
aspects of rating and estimation processes for all rating
systems, including non-material rating systems.

4.4 The IRB approach: Exposures to corporates, institutions and sovereigns

Risk quantification: Definition of default

4.4.22 R

(3) For counterparts that are PSEs situated in another EEA State the

)

180:and

B}  thenumberoldayspastduefixed-underthe CRD

' IIp|EIIIEIIE&EI£eI|I i easul ke With |es|p_e|et_te peint43 elﬁl o EI Hol
EEA-Stateforsuch-exposures: [deleted]

4) For counterparts that are PSEs in a state eutside-the-EEA other than
the UK the number of days past due is the lower of:

(@)
(b)

180; and

(if a number of days past due for such exposures has been
fixed under any law of that state applicable to undertakings in
the banking sector or the investment services sector that
implements the IRB approach) that number.

[Note: BCD Annex VII Part 4 point 44 (part) and point 48 (part)]

Double default
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4.6.20

R
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An institution, an insurance undertaking (including an insurance
undertaking that carries out reinsurance) or an export credit agency which
fulfils the following conditions may be recognised as an eligible provider of
unfunded credit protection which qualifies for the treatment set out in
BIPRU 4.4.79R:

1)

@)

the protection provider has sufficient expertise in providing unfunded
credit protection;

the protection provider is regulated in a manner equivalent to the
rules laid down in the-Banrking-ConselidationBirective GENPRU
and BIPRU or had, at the time the credit protection was provided, a
credit assessment by an eligible ECAI which is associated with credit
quality step 3 or above under the rules for the risk weighting of
exposures to corporates under the standardised approach;

The IRB approach: Retail exposures

Risk quantification: Definition of default

R

1)

(@)

3)

4)

This rule, in accordance with BIPRU 4.3.57R(4) (Definition of
default), sets the exact number of days past due that a firm must
abide by in the case of retail exposures.

For retail exposures to counterparts situated within the United
Kingdom the number of days past due is 180 days with the exception
of retail SME exposures. For these exposures the number is 90 days.

paragraph 48 of Part 4 of Annex VI of the Banking
Conselidation-Directive-forsuch-exposures. [deleted]

For retail exposures to counterparts in a state outside the EEA United
Kingdom the number of days past due is the lower of:
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The IRB approach: Securitisation, non-credit obligations assets and ClUs

Collective investment undertakings

R

R

1)

(1)

Where exposures in the form of a CIU meet the criteria set out in
BIPRU 3.4.121R to-BHPRU-3-4-122R (Conditions for look through
treatment under the standardised approach) and the firm is aware of
all of the underlying exposures of the CIU, the firm must look
through to those underlying exposures in order to calculate risk
weighted exposure amounts and expected loss amounts in accordance
with the methods set out in BIPRU 4. BIPRU 4.9.12R applies to the
part of the underlying exposures of the CIU of which the firm is not
aware or could not reasonably be aware. In particular, BIPRU
4.9.12R must apply where it would be unduly burdensome for the
firm to look through the underlying exposures in order to calculate
risk weighted exposure amounts and expected loss amounts in
accordance with methods set out in this rule.

Where exposures in the form of a ClIU do not meet the criteria set out
in BIPRU 3.4.121R to-BHPRU-3-4-122R (Conditions for look through
treatment under the standardised approach) or the firm is not aware
of all of the underlying exposures of the CIU, a firm must look
through to the underlying exposures and calculate risk weighted
exposure amounts and expected loss amounts in accordance with the
approach set out in BIPRU 4.7.9R - BIPRU 4.7.12R (Simple risk
weights). If, for those purposes, the firm is unable to differentiate
between private equity, exchange-traded and other equity exposures,
it must treat the exposures concerned as other equity exposures. For
these purposes, non-equity exposures must be assigned to one of the
classes (private equity, exchange traded equity or other equity) set
out in BIPRU 4.7.9R (Simple risk weight approach) and unknown
exposures must be assigned to the other equity class.

The IRB approach: Credit risk mitigation

Eligibility of funded credit protection: General
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4.10.9

4.10.10
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In addition to the collateral set out in BIPRU 5.3.1R to BIPRU 5.3.2R,
BIPRU 5.4.1R to BIPRU 5.4.8R and BIPRU 5.6.1R (Eligibility of funded
credit protection) the provisions of BIPRU 4.10.6R - BIPRU 4.10.11R
BIPRU-4-10-12R (Eligibility of real estate collateral), BIPRU 4.10.14R
(Eligibility: receivables), BIPRU 4.10.16R (Eligibility: other physical
collateral), and BIPRU 4.10.19R (Eligibility: leasing), apply where a firm
calculates risk weighted exposure amounts and expected loss amounts under
the IRB approach.

[Note:

BCD Annex VIII Part 1 point 12]

Real estate collateral: Types of eligible collateral: General

G

R

R

1)

@)

[Note:

Under paragraph 16 of Part 1 of Annex V1 of the Banking

ConselidationDirective,a-competent-authority The FCA may only
disapply the condition in BIPRU 4.10.6R(3) if the-competent

authority it has evidence that the relevant UK market is well-
developed and long-established with loss-rates which are sufficiently
low to justify such action.

If the evidence were to change so that the action was no longer
justified the appropriate regulator would expect to revoke BIPRU
4.10.7R.

BCD Annex VIII Part 1 point 16]

1)

(@)

The condition in BIPRU 4.10.6R(3) does not apply for exposures

secured by residential real estate property situated within-the-territory
ofanother EEA-State outside the UK.

treatment): [deleted]
1)

The condition in BIPRU 4.10.6R(3) does not apply for commercial

real estate property situated within-the-territory-of another EEA-State
outside the UK.

Page 39 of 133



FCA 201X/XX

)
» i lidati irective ( . ol .
treatment): [deleted]

Real estate collateral: Types of eligible collateral: Finnish housing legislation

41011 R N | . licibl " Lol i Finnis| idential

10 - [deleted]

41012 R Afirm may also recognise as eligible collateral shares in Finnish housing

Other physical collateral: Types of eligible collateral

410.16 R  Afirm may recognise as eligible collateral a physical item of a type other
than those types indicated in BIPRU 4.10.6R - BIPRU 4.10.8R B{PRY
4-10-12R (Eligibility of real estate collateral) if its IRB permission provides
that the firm may treat collateral of that type as eligible and if the firm is able
to demonstrate the following:

Calculating risk weighted exposure amounts and expected loss amounts: General
treatment

41023 R BIPRU4.10.24 R - BIPRU 4.10.28R BHPRU-4-10-29R apply to collateral in
the form of real estate collateral, receivables, other physical collateral and
leasing permitted by BIPRU 4.10 and exposures secured by such collateral.
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Calculating risk weighted exposure amounts and expected loss amounts for
funded credit risk mitigation: Alternative treatment for real estate collateral

41029 R & Atirmmay-apphy-the treatmentinparagraph74-of Part 3-ofF Annex
4 % lidati irective { el bt £
exposures-secured-byreal-estate)-n-respect-of-exposures

I bi I it I tor 4
i i - [deleted]

5 Credit risk mitigation
51 Application and purpose
Purpose

51.2 G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, BIPRU 5
wmplements applies requirements that correspond, in part, to Articles 78(1)
and 91 to 93 and Annex VIII of the Banking Consolidation Directive.

514 G  BIPRU 4.10 implements applies requirements that correspond to those parts
of Articles 91 to 93 and Annex VIII of the Banking Consolidation Directive
which are specific to the recognition of credit risk mitigation by firms using
the IRB approach, and modifies the application of the provisions in BIPRU
5 to those firms.
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Financial collateral

The financial collateral simple method: Repurchase transactions and securities
lending or borrowing transactions

R

A risk weight of 0% must be assigned to the collateralised portion of the
exposure arising from transactions which fulfil the criteria enumerated in
BIPRU 5.4.62R erBHPRU-5:4.65R. If the counterparty to the transaction is
not a core market participant a risk weight of 10% must be assigned.

[Note: BCD Annex VIII Part 3 point 27]

The financial collateral comprehensive method: General

R

In valuing financial collateral for the purposes of the financial collateral
comprehensive method, volatility adjustments must be applied to the market
value of collateral, as set out in BIPRU 5.4.30R to BIPRU 5.4.64R BIRPRY
5-4-65R, in order to take account of price volatility.

[Note: BCD Annex VIII Part 3 point 30

Subject to the treatment for currency mismatches in the case of financial
derivative instrument set out in BIPRU 5.4.26R, where collateral is
denominated in a currency that differs from that in which the underlying
exposure is denominated, an adjustment reflecting currency volatility must
be added to the volatility adjustment appropriate to the collateral as set out
in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU-5:4.65R.

[Note: BCD Annex VIII Part 3 point 31]

In the case of a firm using the financial collateral comprehensive method,
where an exposure takes the form of securities or commodities sold, posted
or lent under a repurchase transaction or under a securities or commodities
lending or borrowing transaction, and margin lending transactions the
exposure value must be increased by the volatility adjustment appropriate to
such securities or commodities as prescribed in BIPRU 5.4.30R to BIPRU
5.4.64R BIPRU-5.4.65R.

[Note: BCD Article 78(1), third sentence]

The financial collateral comprehensive method: Calculating adjusted values
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(3) The fully adjusted value of the exposure, taking into account both
volatility and the risk-mitigating effects of collateral is calculated as
follows:

* =max {0, [Eva - Cvam]}
Where:

(e) He is the volatility adjustment appropriate to the exposure
(E), as calculated under BIPRU 5.4.30R to BIPRU 5.4.64R

U] Hc is the volatility adjustment appropriate for the collateral,
as calculated under BIPRU 5.4.30R to BIPRU 5.4.64R

(9) Hex is the volatility adjustment appropriate for currency
mismatch, as calculated under BIPRU 5.4.30R to BIPRU
5.4.64R BIPRU-5:4.65R.

The financial collateral comprehensive method: Calculation of volatility
adjustments to be applied: General

5.4.29 R BIPRU 5.4.30R - BIPRU 5.4.64R BIPRY-5:4-65R set out the calculation of
volatility adjustments under the financial collateral comprehensive method.

The financial collateral comprehensive method: Conditions for applying a 0%
volatility adjustment

5.4.65 R
A by the d i 1l 4 '
may-adopt-the-same-approach-to-the-same-transactions: [deleted]
55 Other funded credit risk mitigation

Page 43 of 133



5.5.5

5.6

5.6.5

5.6.7

FCA 201X/XX

Life insurance policies: Minimum requirements

R For life insurance policies pledged to a lending firm to be recognised the
following conditions must be met:

(1) the party providing the life insurance must be subj
H-Bireetive a Solvency 1l firm listed in paragraphs (a), (d) or (e) of
the definition in the Glossary, or is subject to supervision by a
competent authority of a third country which applies supervisory and
regulatory arrangements at least equivalent to those applied in the

Community UK

Master netting arrangements

Calculation of the fully adjusted exposure value: the supervisory volatility
adjustments approach and the own estimates of volatility adjustments approach

R Incalculating the “fully adjusted exposure value’' (E*) for the exposures
subject to an eligible master netting agreement covering repurchase
transactions and/or securities or commaodities lending or borrowing
transactions and/or other capital market-driven transactions, a firm must
calculate the volatility adjustments to be applied in the manner set out in
BIPRU 5.6.6R to BIPRU 5.6.11R either using the supervisory volatility
adjustments approach or the own estimates of volatility adjustments
approach as set out in BIPRU 5.4.30R to BIPRU 5.4.64R B{PRU-5:4.65R
for the financial collateral comprehensive method. For the use of the own
estimates of volatility adjustments approach the same conditions and
requirements apply as under the financial collateral comprehensive method.

[Note: BCD Annex VIII Part 3 point 5]

R For the purposes of BIPRU 5.6.6R, type of security means securities which
are issued by the same entity, have the same issue date, the same maturity
and are subject to the same terms and conditions and are subject to the same
liquidation periods as indicated in BIPRU 5.4.30R to BIPRU 5.4.64R

[Note: BCD Annex VIII Part 3 point 7]
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Calculation of the fully adjusted exposure value: the master netting agreement
internal models approach

R

A firm may use the master netting agreement internal models approach
independently of the choice it has made between the standardised approach
and the IRB approach for the calculation of risk weighted exposure amounts.
However, if a firm uses the master netting agreement internal models
approach, it must do so for all counterparties and securities, excluding
immaterial portfolios where it may use the supervisory volatility adjustments
approach or the own estimates of volatility adjustments approach as set out
in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU-5:4.65R.

[Note: BCD Annex VIII Part 3 point 13]

Unfunded credit protection

Additional requirements for guarantees

R

counter-guaranteed by entities referred to in BIPRU 5.7.9R, the
requirements in BIPRU 5.7.1R(2) - (3) will be satisfied where either of the
following conditions are met:

(1) the lending firm has the right to obtain in a timely manner a
provisional payment by the guarantor calculated to represent a robust
estimate of the amount of the economic loss, including losses
resulting from the non-payment of interest and other types of
payment which the borrower is obliged to make, likely to be incurred
by the lending firm proportional to the coverage of the guarantee; or

2 the lending firm is able to demonstrate to the appropriate regulator
that the loss-protecting effects of the guarantee, including losses
resulting from the non-payment of interest and other types of
payments which the borrower is obliged to make, justify such
treatment.

[Note: BCD Annex VIII Part 2 point 19]
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Market risk

Application, purpose, general provisions and non-standard transactions

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, the
purpose of this chapter is to #mplement apply requirements that correspond
to Annexes I, 111, IV and V of the Capital Adequacy Directive.

Interest rate PRR

Derivation of notional positions: Futures, forwards or synthetic futures on a
basket or index of debt securities

G  Under BIPRU 7.2.14R(2)(b), a forward on basket of three Euro denominated
debt securities and two Dollar denominated debt securities would be treated
as a forward on a single notional Euro denominated debt security and a
forward on a single notional Dollar denominated debt security.

Specific risk calculation

R  Table: specific risk position risk adjustments
This table belongs to BIPRU 7.2.43R.

Issuer Residual Position risk
maturity adjustment

Debt securities issued or guaranteed by Any 0%
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States” United
Kingdom regional governments or local
authorities which would qualify for credit
quality step 1 or which would receive a 0%
risk weight under the standardised approach
to credit risk.
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(A) Debt securities issued or guaranteed by
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States- United
Kingdom regional governments or local
authorities which would qualify for credit
quality step 2 or 3 under the standardised
approach to credit risk.

Zero to six
months

0.25%

(A) Debt securities issued or guaranteed by
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States- United
Kingdom regional governments or local
authorities or institutions which would qualify
for credit quality step 4 or 5 under the
standardised approach to credit risk.

(B) Debt securities issued or guaranteed by
corporates which would qualify for credit
quality step 4 under the standardised
approach to credit risk.

Any

8%
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(C) Exposures for which a credit assessment
by a nominated ECAI is not available.

(A) Debt securities issued or guaranteed by
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States- United
Kingdom regional governments or local
authorities or institutions which would qualify
for credit quality step 6 under the
standardised approach to credit risk.

(B) Debt securities issued or guaranteed by
corporates which would qualify for credit
quality step 5 or 6 under the standardised
approach to credit risk.

(C) An instrument that shows a particular risk
because of the insufficient solvency of the
issuer of liquidity. This paragraph applies
even if the instrument would otherwise
qualify for a lower position risk adjustment
under this table.

Any

12%

standardised approach to credit risk.

Note: The question of what a corporate is and of what category a debt
security falls into must be decided under the rules relating to the

[Note: CAD Annex | point 14 Table 1]

Definition of a qualifying debt security

7.2.49 R A debt security is a qualifying debt security if:

4) it is a debt security issued by an institution subject to the capital
adequacy requirements set out in the EJ UK CRR or, as may be

applicable, the Banking-ConselidationBirective GENPRU and

()

BIPRU, that satisfies the following conditions:

@ it is considered by the firm to be sufficiently liquid,;

(b) its investment quality is, according to the firm’s own
discretion, at least equivalent to that of the assets referred
to under (1) above; or

it is a debt security issued by an institution that is deemed to be of
equivalent or higher credit quality than that associated with credit
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quality step 2 under the standardised approach to credit risk and
that is subject to supervision and regulatory arrangements

comparable to those under the-Capital-Adegquacy-Directive
GENPRU and BIPRU.

Position risk requirements for collective investment undertakings
Look through methods: General criteria

R The general eligibility criteria for using the methods in BIPRU 7.7.4R and
BIPRU 7.7.9R - BIPRU 7.7.11R, for CIUs issued by companies
supervised or incorporated within the EEA UK are that:

Use of a CAD 1 model
Introduction

G Waivers permitting the use of models in the calculation of PRR will not be
granted |f that Would be contrary to theLGAD BIPRU An%wawer—whreh%

When qrantlnq any waiver the FCA WI|| have reqard to the CAD.

Accordingly, the only waivers permitting the use of models in calculating
PRR that the appropriate regulator is likely to grant are CAD 1 model
waivers and VaR model permissions.

Use of a Value at Risk Model

Introduction and purpose

G The models described in BIPRU 7.10 are described as VaR models in
order to distinguish them from CAD 1 models, which are dealt with in
BIPRU 7.9 (Use of a CAD 1 model). A VaR model is a risk management
model which uses a statistical measure to predict profit and loss
movement ranges with a confidence interval. From these results PRR
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charges can be calculated. The standards described in BIPRU 7.10, and
which will be applied by the appropriate regulator, are based on and
mplement Annex V of the Capital Adequacy Directive.

Conditions for granting a VaR model permission

G

A waiver or other permission allowing the use of models in the calculation

of PRR will not be granted if that would be contrary to the Capital
Adeguacy-Direetive be considered with regards to CAD and any VaR
model permission which is granted will erly-be-granted-on-terms-that-are

compatible-with-the-Gapital- Adeguacy-Directive be considered with
regards to CAD. Accordingly, the appropriate regulator is likely only to

grant a waiver or other permission allowing the use of models in the
calculation of PRR if it is a VaR model permission or a CAD 1 model
waiver.

The appropriate regulator recognises that the nature of VaR models will

vary between firms. The scope of and the requirements and conditions set
out in a VaR model permission may therefore differ in substance or detail
from BIPRU 7 10 in order to address |nd|V|duaI circumstances adequately

th&@&pﬁ&l—Adequaey—D%etw& The FCA WI|| conS|der any dlfferences by

having regard to the CAD. A VaR model permission will implement any

such variation by modifying BIPRU 7.10. A VaR model permission may

also include additional conditions to meet the particular circumstances of
the firm or the model.

Group risk consolidation

Application

R

This chapter applies to:

(1)  aBIPRU firm that is a member of UK consolidation group;

2 a BIPRU firm that is a member of a ror-EEA-sub-group non-UK
sub-group; and

3 [deleted]

(4)  afirmthat is not a BIPRU firm and is a parent financial holding
company in a-Member-State the UK in a UK consolidation group.

This chapter does not apply to a firm in BIPRU 8.1.1R(1) to BIPRU
8.1.1R(3) which is a member of the UK consolidation group or ren-EEA
sub-greup non-UK sub-group if the interest of the relevant UK
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consolidation group or ren-EEA-sub-greup non-UK sub-group in that
firm is no more than a participation.

R A firm is not subject to consolidated supervision under BIPRU 8 where
any of the following conditions are fulfilled:

(1)  the firmis included in the supervision on a consolidated basis of
the group of which it is a member by the FCA or PRA under the
EU UK CRR; o

(2)

R Where a group includes one or more BIPRU firms and one or more
IFPRU investment firms which has permission under article 19 of the EY
UK CRR (Exclusion from the scope of prudential consolidation) from the
FCA not to be included in the supervision on a consolidated basis of the
group of which it is a member, consolidated supervision under BIPRU 8
applies to those IFPRU investment firms and the BIPRU firms.

Purpose

G Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, this
chapter #mplements applies provisions corresponding to articles 71, 73(1)
and (2), 125, 426, 127(1), 133 and 134 of the Banking Consolidation
Directive and articles 2 (in part), 22-27 and 37(1) (in part) of the Capital
Adequacy Directive.

How this chapter is organised

G BIPRU 8.3 sets out the definition of a rer-EEA-sub-greup non-UK sub-
group and the basic requirement to apply financial resources and
concentration risk requirements to that group on a consolidated basis.

Consolidation requirements for BIPRU firms elsewhere in the Handbook

G GENPRU 3.2 (Prudential rules for third country groups) deals, amongst
other things, with banking and investment services groups headed by a
parent undertaking outside the EEA UK.

Scope and basic consolidation requirements for UK consolidation groups

Page 51 of 133



8.2.1

8.2.4

8.2.7

FCA 201X/XX

Main consolidation rule for UK consolidation groups

R

A firm that is a member of a UK consolidation group must comply, to the
extent and in the manner prescribed in BIPRU 8.5, with the obligations
laid down in GENPRU 1.2 (Adequacy of financial resources) and the main
BIPRU firm Pillar 1 rules (but not the base capital resources
requirement) on the basis of the consolidated financial position of:

(1)  where either Test 1A or Test 1B in BIPRU 8 Annex 1 (Decision
tree identifying a UK consolidation group) apply, the parent
institution in a-Member-State the UK in the UK consolidation
group; or

(2)  where either Test 1C or Test 1D in BIPRU 8 Annex 1 apply, the
parent financial holding company in a-Member-State the UK or the
parent mixed financial holding company in a-Member-State the
UK.

Definition of UK consolidation group

R

A firm’s UK consolidation group means a group that is identified as a UK
consolidation group in accordance with the decision tree in BIPRU 8
Annex 1R (Decision tree identifying a UK consolidation group); the
members of that group are:

(1)  where either Test 1A or Test 1B in BIPRU 8 Annex 1R apply, the
members of the consolidation group made up of the sub-group of
the parent institution in a-Member-State the UK identified in
BIPRU 8 Annex 1R together with any other person who is a
member of that consolidation group because of a consolidation
Article 12(1) relationship or an Article 134 relationship; or

(2)  where either Test 1C or Test 1D in BIPRU 8 Annex 1R apply, the
members of the consolidation group made up of the sub-group of
the parent financial holding company in a-Member-State the UK or
the parent mixed financial holding company in a-Member-State the
UK identified in BIPRU 8 Annex 1R together with any other
person who is a member of that consolidation group because of a
consolidation Article 12(1) relationship or an Article 134
relationship;

in each case only persons included under BIPRU 8.5 (Basis of
consolidation) are included in the UK consolidation group.
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[deleted]

Scope and basic consolidation requirements for rer-EEA-sub-gredps-non-
UK sub-groups

Main consolidation rule for rep-EEA-sub-greup non-UK sub-groups

1)

(@)

A BIPRU firm that is a subsidiary undertaking of a BIPRU firm or of a
financial holding company or of a mixed financial holding company must
apply the requirements laid down in GENPRU 1.2 (Adequacy of financial
resources) and the main BIPRU firm Pillar 1 rules (but not the base
capital resources requirement) on a sub-consolidated basis if the BIPRU
firm, or the parent undertaking where it is a financial holding company or
a mixed financial holding company, have a third-country-investment
services-undertaking third country investment services undertaking as a
subsidiary undertaking or hold a participation in such an undertaking.

Consolidation Directive (Non-EEA sub-groups). [deleted]

Further to BIPRU 8.3.1R, a firm that is a member of a rer-EEA-sub-greup
non-UK sub-group must at all times ensure that the consolidated capital

resources of that ren-EEA-sub-greup non-UK sub-group are equal to or
exceed its consolidated capital resources requirement.

The sub-group identified in BIPRU 8.3.1R is called a rer-EEA-sub-greup
non-UK sub-group.

How to identify a ren-EEA-sub-group non-UK sub-group

G

The remainder of this section sets out a process for identifying a ror-EEA
sub-greup-non-UK sub-group in straightforward cases.

A firm will not be a member of a rer-EEA-sub-greup-non-UK sub-group
unless it is also a member of a UK consolidation group. So the first step is
to identify each undertaking in the firm’s UK consolidation group that
satisfies the following conditions:
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1) it is a CAD investment firm, financial institution or asset
management company whose head office is outside the EEA UK (a
third country investment services undertaking);

(2) one of the following applies:

@ it is a subsidiary undertaking of a BIPRU firm in that UK
consolidation group; or

(b) a BIPRU firm in that UK consolidation group holds a
participation in it; and

(3)  that BIPRU firm is not a parent institution in a-Member-State the
UK.

The sub-group of the BIPRU firm identified in BIPRU 8.3.7G(2)(a) or
BIPRU 8.3.7G(2)(b) is a potential ror-EEA-sub-greup non-UK sub-group.

If more than one BIPRU firm is a direct or indirect parent undertaking in
accordance with BIPRU 8.3.7G(2)(a) then the sub-groups of each of them

are all nren-EEA-sub-greup non-UK sub-groups.

Similarly if there is more than one BIPRU firm that holds a participation
in the third country investment services undertaking in accordance with
BIPRU 8.3.7G(2)(b) then the sub-group of each such BIPRU firm is a

potential ren-EEA-sub-greup non-UK sub-group.

The effect of BIPRU 8.3.7G(3) is that a ren-EEA-sub-greup non-UK sub-
group cannot be headed by a parent institution in a-Member-State the UK.

The firm should then identify each undertaking in the firm’s UK
consolidation group that satisfies the following conditions:

(1) itisa CAD investment firm, financial institution or asset
management company whose head office is outside the EEA UK (a
third country investment services undertaking);

The sub-group of the financial holding company identified in BIPRU
8.3.12G(2)(a) or BIPRU 8.3.12G(2)(b) is a potential ren-EEA-sub-greup

non-UK sub-group.

The financial holding company identified in BIPRU 8.3.12G may be a
parent financial holding company in a-Member-State the UK.

If more than one financial holding company is a direct or indirect parent
undertaking in accordance with BIPRU 8.3.12G(2)(a) then the sub-groups
of each of them are all potential ren-EEA-sub-groups non-UK sub-groups.

Similarly if there is more than one financial holding company that holds a
participation in the third country investment services undertaking in
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accordance with BIPRU 8.3.12G(2)(b) then the sub-group of each such

financial holding company is a potential rer-EEA-sub-group non-UK sub-
roup.

The firm should apply the process in BIPRU 8.3.12G to a third country
investment services undertaking even though it may be also be part of a

potential ren-EEA-sub-greup non-UK sub-group under BIPRU 8.3.7G.

Having identified potential ren-EEA-sub-greups non-UK sub-groups for
each third country investment services undertaking in its UK

consolidation group the firm should then eliminate overlapping potential

non-EEA-sub-greups non-UK sub-groups in the following way. If:

(1)  one potential ror-EEA-sub-group non-UK sub-group is contained
within a wider potential rer-EEA-sub-greup non-UK sub-group;

and

(2)  the third country investment services undertakings in the two

potential ren-EEA-sub-greups non-UK sub-groups are the same;

then the smaller potential ren-EEA-sub-group non-UK sub-group is
eliminated.

If there is a chain of three or more ren-EEA-sub-greup non-UK sub-
groups, each with the same third country investment services
undertakings, the elimination process may remove all but the highest.

Each remaining potential ror-EEA-sub-greup non-UK sub-group is a ren-
EEA-sub-greup non-UK sub-group, even though it may be part of a wider

non-EEA-sub-group non-UK sub-group.

If a UK consolidation group is headed by a parent financial holding
company in a-Member-State the UK the result of the elimination process
may be that a firm’s UK consolidation group contains only one rer-EEA
sub-greup non-UK sub-group and that the rer-EEA-sub-greup non-UK
sub-group is the same as the UK consolidation group. In theory that
means that there are two sets of consolidation requirements, one in
relation to the UK consolidation group and one in relation to the ror-EEA
sub-greup non-UK sub-group. However as the UK consolidation group
and the nen-EEA-sub-group non-UK sub-group are the same, in practice
this means that the additional ren-EEA-sub-greup non-UK sub-group
consolidation disappears.

Even where the requirements for a rer-EEA-sub-greup non-UK sub-group
are absorbed into those for the UK consolidation group a firm should still
make clear in its regulatory reporting that the consolidation figures relate

to a UK consolidation group and a ren-EEA-sub-greup non-UK sub-
group and that they both contain the same members.
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CAD Article 22 groups and investment firm consolidation waiver

The effect of an investment firm consolidation waiver and the conditions for
getting one

An investment firm consolidation waiver will waive the application of
BIPRU 8.2.1R and BIPRU 8.2.2R (if it applies with respect to a UK
consolidation group) or BIPRU 8.3.1R and BIPRU 8.3.2R (if it applies
with respect to a ren-EEA-sub-greup non-UK sub-group). The effect will
be to switch off this chapter with respect to the group in question apart
from this section.

The FCA will not grant an investment firm consolidation waiver unless:

(1)  the UK consolidation group or rer-EEA-sub-gredp non-UK sub-
group meets the conditions for being a CAD Article 22 group;

(2)  the FCA is satisfied that each BIPRU firm in the UK consolidation
group or ren-EEA-sub-group non-UK sub-group will be able to
meet its capital requirements using the calculation of capital
resources in GENPRU 2 Annex 6R (Capital resources table for a
BIPRU firm with a waiver from consolidated supervision); and

3 the firm demonstrates that the requirements in BIPRU 8.4.11R to
BIPRU 8.4.18R will be met.

Meeting the terms of an investment firm consolidation waiver

R

If a firm has an investment firm consolidation waiver with respect to its

UK consolidation group or ren-EEA-sub-greup non-UK sub-group but
that UK consolidation group or ren-EEA-sub-greup non-UK sub-group
ceases to meet the definition of a CAD Article 22 group the firm must
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comply with the rest of this chapter rather than this section
notwithstanding the investment firm consolidation waiver.

Compliance with the capital requirements set out in BIPRU 8.4.11R is a
condition under the Capital Adequacy Directive for the exemption from
capital requirements as it applies in accordance with article 95(2) of the
UK CRR. Thus if they are breached the FCA is likely to revoke the
investment firm consolidation waiver.

Definition of a CAD Atrticle 22 group

R

1)

(2)

3)

(4)

()

(6)

A CAD Article 22 group means a UK consolidation group or ren-
EEA-sub-greup non-UK sub-group that meets the conditions in this
rule.

There must be no bank, building society or credit institution in the

UK consolidation group or renr-EEA-sub-greup non-UK sub-group
and any investment firm in the UK consolidation group or ren-

EEA-sub-group non-UK sub-group must not be subject to
consolidated supervision under the EJ UK CRR.

Each CAD investment firm in the UK consolidation group or ren-

EEA-sub-greup UK sub-group which-is-ar-EEA-fiFm must use the

definition of own funds given-in-the-CRD-implementation-measure
¥ : o] 4 ol Ad e

that would be at least equivalent to that which would apply under
GENPRU and BIPRU.

Each CAD investment firm in the UK consolidation group or ren-

EEA-sub-group non-UK sub-group must be a:

@ limited activity firm; or

(b) limited licence firm.

Each CAD investment firm in the UK consolidation group or ren-
EEA-sub-group UK sub-group which-is-an-EEA-firm must:

€)) meet the requirements #mpeosed-by-the CRD
oy . g 5 el
and-Article- 20-of the-Capital- Adegquacy-Directive that
would be at least equivalent to those that would apply
under GENPRU and BIPRU on an individual basis; and

(b) deduct from its own funds any contingent liability in
favour of other members of the UK consolidation group

or ren-EEA-sub-greup UK sub-group.

Each BIPRU firm in the UK consolidation group or aren-EEA-sub-
greup non-UK sub-group must comply with the main BIPRU firm
Pillar 1 rules on an individual basis.
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8.4.10 G GENPRU 2.2 (Capital resources) says that a BIPRU firm with an

Capital adequacy obligations relating to a CAD Atrticle 22 group: General rule

8.4.11 R If a firm has an investment firm consolidation waiver, it must ensure that
any financial holding company in the UK consolidation group or the ren-
EEA-sub-greup non-UK sub-group that is the Yk parent financial holding
company in in a-Member-State the UK of a CAD investment firm in the
UK consolidation group or rer-EEA-sub-greup non-UK sub-group has
capital resources, calculated under BIPRU 8.4.12R, in excess of the sum
of the following (or any higher amount specified in the investment firm
consolidation waiver):

(1)  the sum of the solo notional capital resources requirements for
each CAD investment firm, financial institution, asset management
company and ancillary services undertaking in the UK

consolidation group or the ren-EEA-sub-greup non-UK sub-
group, as calculated in accordance with BIPRU 8.4.13R; and

(2)  the total amount of any contingent liability in favour of CAD
investment firms, financial institutions, asset management
companies and ancillary services undertakings in the UK

consolidation group or ren-EEA-sub-greup non-UK sub-group.
Capital adequacy obligations relating to a CAD Atrticle 22 group: Capital

resources

8.4.12 R A firm must calculate the capital resources of the parent financial holding
company in a-Member-State the UK for the purpose of BIPRU 8.4.11R as
follows:

Additional rules that apply to a firm with an investment firm consolidation waiver
8.4.18 R If a firm has an investment firm consolidation waiver, it must:

(1)  ensure that each CAD investment firm in the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group which is a firm e
an-EEA-firm has in place systems to monitor and control the

sources of capital and funding of all the members in the UK

consolidation group or ren-EEA-sub-greup non-UK sub-group;
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(2) notify the FCA of any serious risk that could undermine the
financial stability of the UK consolidation group or rer-EEA-sub-
greup non-UK sub-group, as soon as the firm becomes aware of
that risk, including those associated with the composition and
sources of the capital and funding of members of the UK

consolidation group or Arer-EEA-sub-greup non-UK sub-group;

(3) report the amount of the consolidated capital resources and
consolidated capital resources requirement of the UK
consolidation group or Aren-EEA-sub-greup non-UK sub-group on
a periodic basis as set out in the investment firm consolidation
waiver;

4) report any large exposures risks of members of the UK
consolidation group or Aren-EEA-sub-greup non-UK sub-group
including any undertakings not located in ar-EEA-State the UK on
a periodic basis set out in the investment firm consolidation
waiver;

(5) notify the FCA immediately it becomes aware that the UK

consolidation group or ren-EEA-sub-greup non-UK sub-group has
ceased to meet the conditions for being a CAD Article 22 group;

and

(6) notify the FCA immediately it becomes aware of any breach of
BIPRU 8.4.11R.

Although an investment firm consolidation waiver switches off most of
this chapter, a firm should still carry out the capital adequacy calculations
in BIPRU 8.3 to BIPRU 8.8 as if those parts of this chapter still applied to
the UK consolidation group or arepn-EEA-sub-greup non-UK sub-group
and report these to the FCA. It should also still monitor large exposure
risk on a consolidated basis.

8.5 Basis of consolidation

Undertakings to be included in consolidation

8.5.1 R

8.5.2 G

A firm must include only the following types of undertaking in a UK

consolidation group or ren-EEA-sub-greup non-UK sub-group for the
purposes of this chapter:

Although an undertaking falling outside BIPRU 8.5.1R will not be

included in a UK consolidation group or ren-EEA-sub-greup non-UK
sub-group it may be relevant in deciding whether one undertaking in the

banking sector or the investment services sector is a subsidiary
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undertaking of another with the result that they should be included in the
same UK consolidation group or renr-EEA-sub-greup non-UK sub-group.

An example of BIPRU 8.5.2G is as follows. Say that the undertaking at
the head of a BIPRU firm’s UK group is a parent financial holding
company in a-Member-State the UK. One of its subsidiary undertakings is
the firm. The parent financial holding company in a-Member-State the UK
also has an insurer as a subsidiary undertaking. That insurer has several
BIPRU firms as subsidiary undertakings. Say that the UK group is not a
financial conglomerate. The UK consolidation group will include the
parent financial holding company in a-Member-State the UK and the firm.
It will also include the BIPRU firms that are subsidiary undertakings of
the insurer. This is because the BIPRU firms are subsidiary undertakings
of the parent financial holding company in a-Member-State the UK
through the parent financial holding company in eAMember-State-s the
UK ’s holding in the insurer. However it will not include the insurer itself.

Basis of inclusion of undertakings in consolidation

R

A firm must include any subsidiary undertaking in the UK consolidation

group or rer-EEA-sub-greup non-UK sub-group in full in the calculations
in this chapter.

In carrying out the calculations for the purposes of this chapter a firm must
only include the relevant proportion of an undertaking that is a member of

the UK consolidation group or rer-EEA-sub-greup non-UK sub-group:

In BIPRU 8.5.5R, the relevant proportion is either:

1) (in the case of a participation) the proportion of shares issued by
the undertaking held by the UK consolidation group or the ren-

EEA-sub-group non-UK sub-group; or

Exclusion of undertakings from consolidation: Other reasons

R

Article73(1)-of the Banking-Consolidation-Directive-allows Article 95(2)

preserves the discretion for the appropriate regulator to decide to exclude
a BIPRU firm, financial institution, asset management company or
ancillary services undertaking that is a subsidiary undertaking in, or an
undertaking in which a participation is held by, the UK consolidation

group or rer-EEA-sub-greup non-UK sub-group for the purposes of this
chapter in the following circumstances:
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(1)  where the head office of the undertaking concerned is situated in a
country outside the EEA UK where there are legal impediments to
the transfer of the necessary information; or

Information about excluded undertakings

G

The appropriate regulator may require a firm to provide information
about the undertakings excluded from consolidation of the UK

consolidation group or ren-EEA-sub-greup non-UK sub-group pursuant
to this section.

Consolidated capital resources

General

R

A firm must calculate the consolidated capital resources of its UK
consolidation group or its rer-EEA-sub-greup non-UK sub-group by
applying GENPRU 2.2 (Capital resources) to its UK consolidation group
or ren-EEA-sub-greup non-UK sub-group on an accounting consolidation
basis, treating the UK consolidation group or rep-EEA-sub-greup non-UK
sub-group as a single undertaking. The firm must adjust GENPRU 2.2 in
accordance with this section for this purpose.

Notification of issuance of capital instruments

R

This section applies to a firm if another member of its group intends to
issue a capital instrument on or after 1 March 2012 for inclusion in the
firm’s capital resources or consolidated capital resources of its UK

consolidation group or ren-EEA-sub-greup non-UK sub-group.

A firm must notify the appropriate regulator in writing of the intention of
another member of its group which is not a firm to issue a capital
instrument which the firm intends to include within its capital resources
or the consolidated capital resources of its UK consolidation group or
nroen-EEA-sub-greup non-UK sub-group as soon as it becomes aware of the
intention of the group undertaking to issue the capital instrument. When
giving notice, a firm must:

If a group undertaking proposes to establish a debt securities program for
the issue of capital instruments which the firm intends to include within
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its capital resources or the consolidated capital resources of its UK
consolidation group or rer-EEA-sub-greup non-UK sub-group, it must:

The capital instruments to which BIPRU 8.6.1BR does not apply are:

(€)) capital instruments which are not materially different in terms of
their characteristics and eligibility for inclusion in a particular tier
of capital to capital instruments previously issued by a group
undertaking for inclusion in the firm’s capital resources or
consolidated capital resources of its UK consolidation group or

nen-EEA-sub-group non-UK sub-group.

A firm must notify the appropriate regulator in writing, no later than the
date of issue, of the intention of a group undertaking to issue a capital
instrument listed in BIPRU 8.6.1ER which the firm intends to include
within its capital resources or the consolidated capital resources of its UK

consolidation group or ren-EEA-sub-greup non-UK sub-group. When
giving notice a firm must:

Limits on the use of different forms of capital

R

The capital resources gearing rules apply for the purposes of calculating
consolidated capital resources. They apply to the UK consolidation group
or rer-EEA-sub-greup non-UK sub-group on an accounting consolidation

basis, treating the UK consolidation group or Aren-EEA-sub-greup non-UK
sub-group as a single undertaking.

As the various components of capital differ in the degree of protection that
they offer, the capital resources gearing rules as applied on a consolidated
basis place restrictions on the extent to which certain types of capital are
eligible for inclusion in a UK consolidation group or ren-EEA-sub-
group-s Non-UK sub-group ’s consolidated capital resources. GENPRU
2.2.25R (Limits on the use of different forms of capital: Use of higher tier
capital in lower tiers) also applies.

Calculation of consolidated capital resources for a BIPRU firm group

R

A firm must calculate the consolidated capital resources of its UK

consolidation group or ren-EEA-sub-greup non-UK sub-group using the
calculation of capital resources in GENPRU 2 Annex 4 (Capital resources

table for a BIPRU firm deducting material holdings) or GENPRU 2 Annex
5 (Capital resources table for a BIPRU firm deducting illiquid assets).
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Treatment of minority interests

R

(1)  This rule sets out how to determine whether minority interests in
an undertaking in a UK consolidation group or rer-EEA-sub-
greup non-UK sub-group may be included in tier one capital, tier
two capital or tier three capital for the purpose of calculating
consolidated capital resources (each referred to as a “tier” of
capital in this rule).

Indirectly issued capital and group capital resources

Consolidated indirectly issued capital means any capital instrument

issued by a member of the UK consolidation group or ren-EEA-sub-group
non-UK sub-group where:

1)

(2)  any of the SPVs referred to in (1) is a member of the UK

consolidation group or Aren-EEA-sub-greup non-UK sub-group or
a subsidiary undertaking of any member of the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group.

A firm may only include consolidated indirectly issued capital in the
consolidated capital resources of its UK consolidation group or rer-EEA

sub-greup non-UK sub-group if:

1) it is issued by an SPV that is a member of the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group to persons who
are not members of the UK consolidation group or ren-EEA-sub-

greup non-UK sub-group; and

Consolidated indirectly issued capital that is eligible for inclusion in the
consolidated capital resources of a UK consolidation group ren-EEA-sub-
greup non-UK sub-group may only be included as a minority interest
created by the capital instrument issued by the SPV referred to in BIPRU
8.6.13R. If it is eligible, it is innovative tier one capital.

For the purposes of this section, an undertaking is an SPV if the main
activity of the SPV is to raise funds for undertakings in:

1) (in the case of a UK consolidation group) that UK consolidation
group; or
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(2) (in the case of a ren-EEA-sub-group non-UK sub-group) that ren-
EEA-sub-group non-UK sub-group or any UK consolidation group

of which it forms part.

The SPV referred to in BIPRU 8.6.13R must satisfy the conditions in
GENPRU 2.2.127R (Conditions that an SPV has to satisfy if indirectly
issued capital is to be included in capital resources on a solo basis) as
modified by the following:

1) references in GENPRU 2.2.127R(1) to being controlled by the firm
are to being controlled by a member of the firm’s UK

consolidation group or ren-EEA-sub-greup non-UK sub-group as
the case may be; and

(2)  references to the firm’s group are to the firm’s UK consolidation

group or ren-EEA-sub-group non-UK sub-group as the case may
be.

The capital issued by the SPV referred to in BIPRU 8.6.13R must satisfy
the conditions in GENPRU 2.2.129R (Conditions that capital issued by an
SPV has to satisfy if indirectly issued capital is to be included in capital
resources on a solo basis) as modified by the following:

1) references to the firm’s group are to the firm’s UK consolidation

group or ren-EEA-sub-greup non-UK sub-group as the case may
be;

(2)  the substitution obligation in GENPRU 2.2.129R(2) need not be
the firm’s but may apply to any member of the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group as the case may
be; and

(3)  that substitution obligation applies if the consolidated capital

resources of the UK consolidation group or rer-EEA-sub-group
non-UK sub-group, as the case may be, fall, or are likely to fall,

below its consolidated capital resources requirement.

The SPV referred to in BIPRU 8.6.13R must invest the funds raised from
the issue of capital by the SPV by subscribing for capital resources issued
by an undertaking that is a member of the UK consolidation group or ren-
EEA-sub-greup non-UK sub-group. Those capital resources must satisfy
the following conditions:

Consolidated capital resources requirements

General approach
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The calculation of the consolidated capital resources requirement of a
firm’s UK consolidation group or rer-EEA-sub-greup non-UK sub-group
involves taking the individual components that make up the capital
resources requirement on a solo basis and applying them on a
consolidated basis. Those components are the capital charge for credit risk
(the credit risk capital requirement), the capital charge for market risk (the
market risk capital requirement) and the fixed overheads requirement.

Method of calculation to be used

R

A firm must calculate the consolidated capital resources requirement of

its UK consolidation group or renr-EEA-sub-greup non-UK sub-group as
the higher of the following consolidated requirements components:

Calculation of the consolidated requirement components

R

A firm must calculate a consolidated requirement component by applying
the risk capital requirement applicable to that consolidated requirement
component to the UK consolidation group or rer-EEA-sub-group non-UK
sub-group in accordance with BIPRU 8.7.13R. Exeept-where- BIPRUY
be-used;the The risk capital requirement must be calculated in accordance
with the appropriate regulator’s rules. The risk capital requirement
applicable to a consolidated requirement component is the one specified in
the second column of the table in BIPRU 8.7.12R.

Choice of consolidation method

R

(1)  Afirm must calculate a consolidated requirement component by
using one of the methods in this rule.

(2)  Under the first method a firm must:

€)) apply the risk capital requirement set out in BIPRU
8.7.12R to each undertaking in the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group; and

(b) add the risk capital requirements together.

3 Under the second method a firm must:

@ treat the whole UK consolidation group or ren-EEA-sub-
greup non-UK sub-group as a single undertaking; and

Page 65 of 133



8.7.16

8.7.20

FCA 201X/XX

(b) apply the risk capital requirement set out in BIPRU
8.7.12R to the group on an accounting consolidation
basis.

(4)  The third method is a mixture of methods one and two. Under the
third method a firm must:

@) treat one or more parts of the UK consolidation group or

nen-EEA-sub-group non-UK sub-group as separate single

undertakings;

(b) apply the risk capital requirement set out in BIPRU
8.7.12R to each such part of the group on an accounting
consolidation basis;

(©) apply the risk capital requirement set out in BIPRU
8.7.12R to each of the remaining undertakings in the UK

consolidation group or rer-EEA-sub-greup non-UK sub-
group (if any); and

(d) add the risk capital requirements together.

(5)  Afirm may use different methods for different consolidated
requirement components.

Notifying the appropriate regulator of the choice of consolidation technique

R

A firm must notify the appropriate regulator which method under BIPRU
8.7.13R it applies for which consolidated requirement component and to
which parts of the UK consolidation group or rer-EEA-sub-greup non-
UK sub-group it is applying an aggregation approach and to which parts it
is applying an accounting consolidation approach.

Special rules for the consolidated credit risk requirement

R

A firm may use a combination of the CCR standardised method, the CCR
mark to market method and the CCR internal model method on a
permanent basis with respect to the firm’s UK consolidation group or ren-
EEA-sub-greup non-UK sub-group for the purposes of calculating the
consolidated credit risk requirement. In particular, where the firm is
permitted to apply the CCR internal model method on a consolidated basis
with respect to its UK consolidation group or ren-EEA-sub-greup non-UK
sub-group, it may combine the use of CCR standardised method and CCR
mark to market method on a permanent basis for financial derivative
instruments and long settlement transaction not covered by its CCR
internal model method permission.
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BIPRU 9.4.1R (Minimum requirements for recognition of significant
credit risk transfer) as applied on a consolidated basis requires the transfer
to be to a person outside the UK consolidation group or ren-EEA-sub-
greup non-UK sub-group.

A firm must not use both the financial collateral simple method and the
financial collateral comprehensive method with respect to its UK

consolidation group or ren-EEA-sub-greup non-UK sub-group.

1) A firm may only treat an exposure as exempt under BIPRU
3.2.25R (Zero risk-weighting for intra-group exposures) as applied
on a consolidated basis if the member of the UK consolidation

group or ren-EEA-sub-greup non-UK sub-group that has the

exposure:

Special rules for the consolidated market risk requirement

R

For the purposes of calculating the consolidated market risk requirement
of a UK consolidation group or ren-EEA-sub-greup non-UK sub-group, a
firm must apply BIPRU 1.2.3R (Definition of the trading book) and
BIPRU 1.2.17R (Size thresholds for the purposes of the definition of the

trading book) to the whole UK consolidation group or rer-EEA-sub-greup
non-UK sub-group as if the group were a single undertaking.

A firm may not apply the second method in BIPRU 8.7.13R(3)(accounting
consolidation for the whole group) or apply accounting consolidation to
parts of its UK consolidation group or rer-EEA-sub-greup non-UK sub-
group under method three as described in BIPRU 8.7.13R(4)(a) for the
purposes of the calculation of the consolidated market risk requirement
unless the group or sub-group and the undertakings in that group or sub-
group satisfy the conditions in this rule. Instead the firm must use the
aggregation approach described in BIPRU 8.7.13R(2) (method one) or
BIPRU 8.7.13R(4)(c). Those conditions are as follows:

@ each of the undertakings in that group or sub-group is an
institution that is:

€)) a BIPRU firm; or
(b) an EEA firm that s a CAD investment firm: or [deleted]
(c) a recognised third country investment firm;

(2)  each of the undertakings referred to in (1) that is a BIPRU firm has
capital resources that are equal to or in excess of its capital
resources requirement;
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3) I_FI_II'_F I:{}I'__F'
complies-with-the- CRD-implementation-measuresin-Hs- EEA-State
that correspond to the requirements in (2); [deleted]

(4)  each of the undertakings referred to in (1) that is a recognised third
country investment firm complies with laws in the state or territory
in which it has its head office that are equivalent to the
requirements of the Banking-Consolidation-Directive-or-Capital

Adeguacy-Bireetive GENPRU and BIPRU relating to capital
adequacy;

Special rules for calculating specific consolidated requirement components

8.7.28 G BIPRU 8.7.21R to BIPRU 8.7.26R are generally examples of the
application of the general principles in BIPRU 8.2.1R (Main consolidation
rule for UK consolidation groups) and BIPRU 8.3.1R (Main consolidation
rule for ren-EEA-sub-greups non-UK sub-groups). BIPRU 8.7.20R and
BIPRU 8.7.25R are exceptions to those principles.

Elimination of intra-group transactions

8.7.29 R In accordance with BIPRU 8.2.1R and BIPRU 8.3.1R (The basic

consolidation rules for a UK consolidation group or rer-EEA-sub-groups
non-UK sub-groups), a firm may exclude that part of the risk capital

requirement that arises as a result of:

(1)  (inrespect of the consolidated credit risk requirement) intra-group
balances; or

(2)  (inrespect of the consolidated fixed overheads requirement) intra-
group transactions;

with other undertakings in the UK consolidation group or rer-EEA-sub-
greup non-UK sub-group.

8.7.34 R A-firm-may calculate the risk capital requirement for an-institution in the
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Prohibition on using the standardised rules of a regulator outside the EEA UK

8738A R (1)

(@)

This rule applies to a firm if:

(@)

(b)

an institution in its UK consolidation group or ren-EEA
sub-greup non-UK sub-group is subject to any of the rules
or requirements of, or administered by, a third-country
competent authority applicable to its financial sector that
correspond to the sectoral rules applicable to that
financial sector (“corresponding sectoral rules”); or

a part of its UK consolidation group or reR-EEA-sub-
greup non-UK sub-group constitutes the whole of a group
subject to the consolidated capital requirements of a third-
country competent authority under the corresponding
sectoral rules applicable to the banking sector or the
investment services sector for a state or territory outside
the EEA UK.

A firm may not use the requirements under any of the
corresponding sectoral rules of a state or territory outside the EEA
UK in order to calculate the consolidated capital resources

requirement of its UK consolidation group or rer-EEA-sub-greup
non-UK sub-group for the purpose of this chapter.

8.8 Advanced prudential calculation approaches

Prohibition on using the rules of an overseas regulator
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8.8.3 R Even if a firm has an advanced prudential calculation approach
permission that allows it to use an advanced prudential calculation
approach for the purposes of this chapter, the firm may not use the
requirements of another state or territory to the extent they provide for that

advanced prudentlal calculatlon approach Iherefer&aﬂ%mma%ne%use

Special provisions relating to the internal ratings based approach

8.8.4 R The conditions in BIPRU 4.2.26R (Combined use of methodologies under
the IRB approach) apply to a firm’s UK consolidation group or ren-EEA
sub-greup non-UK sub-group as if that group were a single undertaking.

Corporate governance arrangement for the IRB approach and the AMA

8.8.9 G The governance arrangements that apply to the governing body, the senior
management and any designated committee of a firm in relation to the IRB
approach also apply to the body or persons with equivalent powers with
respect to the UK consolidation group or rer-EEA-sub-greup non-UK
sub-group. Where the parent undertaking and its subsidiary undertakings
use rating systems on a unified basis, the approval and reporting process
described in BIPRU 4.3.12G (Approval and reporting arrangements for
the IRB approach where rating systems are used on a unified group basis)
apply for the purpose of this paragraph too.

The current decision tree (diagram) in BIPRU 8 Annex 1 is deleted and is replaced by the one
below. The new decision tree (diagram) below is not underlined.
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8 Annex  Decision tree identifying a UK consolidation group
1R

Test 1A: Is the firm a

parent institution in the
UK? (PIUK)
No
Yes Test 1B: Is the firm a subsidiary
undertaking of a parent institution
€ in the UK?
|
l No
Yes .
P Test 1C: Is the firm a parent
~ financial holding company in the
UK (PFHC UK)?
I
Vo
Yes
Test 1D: Is the firm a subsidiary
Y undertaking of a parent financial
UK CON_SOUDAT'C)N Yes holding company in the UK?
GROUP is the PIUK or |
PFHC UK and its group |~

No

\ 4

NOT A UK CONSOLIDATION
GROUP

Page 71 of 133



FCA 201X/XX

BIPRU 8 Annex 4 is deleted in its entirety. The deleted text of the Annex is not shown but it
is marked as [deleted] as shown below.

8 Annex
4G

Text of Articles 125 and 126 of the Banking Consolidation Directive

[deleted]

Amend the following as shown.

8 Annex
6R

Nen—EEA Non-UK regulators’ requirements deemed €RB-equivalent for

individual risks

Regime
regulators

Market risk

Credit risk

Operational risk

Part 1 (Nen—
EEA Non-
UK banking
regulators’
requirements
deemed
CRD-
equivalent
for
individual
risks)

Regime
regulators

Market risk

Credit risk

Operational risk

Part 2 (NeA—
EEA Non-
UK
investment
firm
regulators’
requirements
deemed
CRD-
equivalent
for
individual
risks)
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Securitisation

Application and purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, the
purpose of BIPRU 9 is to #mplement apply requirements that correspond to:

Disclosure (Pillar 3)

Application and purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EJ UK CRR, the
purpose of BIPRU 11 is to implement apply requirements that correspond
to:

Basis of disclosures
Disclosure on an individual basis

R The following must comply with the obligations laid down in BIPRU 11.3
on an individual basis:

(1) a firm which is neither a parent undertaking nor a subsidiary
undertaking;

(2) a firm which is excluded from a UK consolidation group or ren-
EEA-sub-group non-UK sub-group pursuant to BIPRU 8.5; and

[Note: BCD Atrticle 68(3)]

3) a firm which is part of a group which has been granted an
investment firm consolidation waiver under BIPRU 8.4;
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[Note: CAD Article 23]

EEA-parent Parent institutions in the UK

R

A firm which is an-EEA-parent-institution a parent institution in the UK
must comply with the obligations laid down in BIPRU 11.3 on the basis of

its consolidated financial situation.

[Note: BCD Atrticle 72(1)]

A firm which is a significant subsidiary of an-EEA-parent-institution a

parent institution in the UK must disclose the information specified in
BIPRU 11.4.5R on an individual or sub-consolidated basis.

Firms controlled by ar-EEA a parent financial holding company in the UK

R

A firm controlled by an EEA-parentfinancial-holding-company a parent

financial holding company in the UK or an-EEA-parentmixed-financial
helding-company a parent mixed financial holding company in the UK must

comply with the obligations laid down in BIPRU 11.3 on the basis of the
consolidated financial situation of that EEA-parentfinancial-holding
eoempany parent financial holding company in the UK or EEA-parent-mixed
financial-holding-company parent financial holding company in the UK.

[Note: BCD Article 72(2)]

A firm which is a significant subsidiary of an-EEA-parentfinancial-holding
company a parent financial holding company in the UK or an EEA-parent

mixed-financial-helding-company a parent financial holding company in the
UK must disclose the information specified in BIPRU 11.4.5R on an

individual or sub-consolidated basis.

Waiver: Comparable disclosures provided on a consolidated basis by a parent
undertaking established in a third country

G

A firm which is included within comparable disclosures provided on a
consolidated basis by a parent undertaking whose head office is not in an
EEA-State the UK may apply for a waiver from the relevant disclosure
requirements in BIPRU 11.2.2R - BIPRU 11.2.5R. The appropriate
regulator s approach to granting waivers is set out in the Supervision
manual (see SUP 8).

[Note: BCD Atrticle 72(3)]

A firm applying for a waiver from one or more of the disclosure
requirements in BIPRU 11.2.2R - BIPRU 11.2.5R will need to:

Q satisfy the appropriate regulator that it is included within
comparable disclosures provided on a consolidated basis by a
parent undertaking whose head office is not in an-EEA-State the
UK; and
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2 notify the appropriate regulator of the location where the
comparable disclosures are provided.

11.4 Technical criteria on disclosure: General

Disclosures: Significant subsidiaries

1145 R Afirm which is a significant subsidiary of:

(1) an-EEA-parentinstitution a parent institution in the UK; or

(2 an-EEA-parentfinancial-helding-company a parent financial
holding company in the UK; or

3) an-EEA-parent-mixed-financial-holding-company a parent mixed
financial holding company in the UK;

must disclose the information specified in BIPRU 11.5.3R to BIPRU
11.5.4R on an individual or sub-consolidated basis.

[Note: BCD Annex XIlI Part 1 point 5]

115 Technical criteria on disclosure: General requirements

Disclosure: Scope of application of directive requirements

115.2 R Afirm must disclose the following information regarding the scope of

application of the requirements of the-Banking-Conselidation-Directive
GENPRU and BIPRU:

Disclosures: remuneration

11.5.19 G  The appropriate regulator would normally consider the requirements to
publish disclosures in accordance with BIPRU 11.3.8R and 11.3.9R in
respect of BIPRU 11.5 as a whole to meet the requirement in-paragraph-15
of-Annex>XH-to-the Banking-Censelidation-Birective to publish “regular, at
least annual, updates” {as-+mplemented in BIPRU 11.5.18R).
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11.5.20 R (1) A firm that is significant in terms of its size, internal organisation
and the nature, scope and the complexity of its activities must also
disclose the quantitative information referred to in BIPRU 11.5.18R
at the level of senior personnel.

2 Firms must comply with the requirements set out in BIPRU
11.5.18R in a manner that is appropriate to their size, internal
organisation and the nature, scope and complexity of their activities
and without prejudice to the General Data Protection Regulation.

QK—GFG%h@FH%HGH&HF&HSp@SNGH—Gf—D_—%GFN@—Q%@—GM}e

[Note: Paragraph 15 of Annex XIlI to the Banking Consolidation Directive.]
[Note: The appropriate regulator has given guidance for the purpose of
providing a framework for complying with the disclosure requirements of

BIPRU 11.5.18R in accordance with the proportionality test set out in
BIPRU 11.5.20R(2).]

12 Liquidity standards

12.1 Application

12.1.7 R Inrelation to an incoming EEA firm or a third country BIPRU firm, this
I ¥ e it I itios of the firm I h
[deleted]
12.2 Adequacy of liquidity resources
The overall liquidity adequacy rule
12.2.1 R

(2) For the purpose of (1):

12.2.3R; [deleted]
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Branch liquidity resources

12.2.3 R The conditions to which BIPRU 12.2.1R(2)(b) refers are that the firm s

2 E BE

te—the—balanee—sheet—ef—the—UK—bFanebr|deleted|
12.2.4 G  Theeffectof BIPRU- 122 1R(2)(b)-and-BIPRU-12.2.3R is to-require-an
] i ; hird ' itain o local

BHRRUHEZ S-contatnsturthergutdance-onthis-point [deleted]

Liquidity resources: general

12.2.6 G The overall liquidity adequacy rule is expressed to apply to each firm on a
solo basis. Each firm must be able to satisfy that rule relying solely on its

own I|qU|d|ty resources. Where%heirmsa#meemJ%EEArnFm%Pmm

12.2.7 G The starting point, therefore, is that each firm-erwhererelevantits Uik
braneh; must be self-sufficient in terms of its own liquidity adequacy. The
appropriate regulator does, however, recognise that there are
circumstances in which it may be appropriate for a firm er-branch to rely
on liquidity support provided by other entities in its group or from
elsewhere within the firm. A firm wishing to rely on support of this kind;
whetherfor-itselforfor-its-UK-branech; may only do so with the consent of
the appropriate regulator, given by way of a waiver under section 138A
(Modification or waiver of rules) of the Act to the overall liquidity
adequacy rule.

12.3 Liquidity risk management

Overarching liquidity systems and controls requirements
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12.3.5 R  The strategies, policies, processes and systems referred to in BIPRU
12.3.4R must be proportionate to the complexity, risk profile and scope of
operation of the firm, and the liquidity risk tolerance set by the firm’s
governing body in accordance with BIPRU 12.3.8R-and-must-reflectthe
e s i : I inwhich ; business.

[Note: article 86(2) (part) of the CRD]
Management of collateral

12.3.22B R  Afirm must also have regard to existing legal, regulatory and operational
limitations to potential transfers of liquidity and unencumbered assets
amongst entities, both within and outside the EEA UK.

[Note: article 86(6) of the CRD]

124 Stress testing and contingency funding

Contingency funding plans

12.4.11 R Afirm must have in place liquidity recovery plans setting out adequate
strategies and proper implementation measures in order to address possible
liquidity shortfallsr-ireluding-in-relation-te-branches-established-nanother
EEA-State. Those plans must be tested at least annually, updated on the
basis of the outcome of the alternative scenarios set out in BIPRU 12.4.-1R,
and be reported to and approved by the firm’s governing body, so that
internal policies and processes can be adjusted accordingly. A firm must
take the necessary operational steps in advance to ensure that liquidity
recovery plans can be implemented immediately.

[Note: article 86(11) (part) of the CRD]

12.5 Individual Liquidity Adequacy Standards

Wholesale secured and unsecured funding risk
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12.5.18 G Inthe appropriate regulator s view, Type A wholesale funding is likely to
include at least funding which:

(5) isaccepted from overseas counterparties (other than those in the
country or territory of incorporation of a firm’s parent undertaking

orin-the-case-of a- UK-branch,-of the-firm-of which-H-formspart); or

Intra-group liquidity risk

& underthehiguidity-stressesregitred-by-BIPRUE2.5.6R . [deleted]
12.5.39 R Incomplying with BIPRU 12.5.38R a firm is therefore assessing its

lator’s decisi I ite size for the firm’s local
i g j i 2)- [deleted]

12.7 Liquid assets buffer

12.7.5 R Subject to BIPRU 12.7.6R, for the purpose of BIPRU 12.7.2R(3) a firm
may include reserves in the form of sight deposits held by the firm with the
central bank of a third country.:

& anEEAState; or

12.7.6 R  For the purpose of BIPRU 12.7.5R, a firm may not include reserves held at
a central bank unless:
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12.8.1

12.8.2

12.8.3

12.8.4
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(1) the central bank in question has been assessed by at least two eligible
ECAIs as having a credit rating associated with credit quality step 1
in the table set out in BIPRU 12 Annex 1R (Mapping of credit
assessments of ECAIs to credit quality steps);-ané

(2) those reserves are denominated in the domestic currency of the
central bank in question; and

(3) there are no legal or practical impediments to the firm using or
withdrawing those reserves.

Cross-border and intra-group management of liquidity

R

Every firm subject to BIPRU 12 is subject to the overall liquidity adequacy
rule. The effect of that rule is that every firm is required to be self-
sufficient in terms of liquidity adequacy and to be able to satisfy that rule

relylng on |ts own I|qU|d|ty resources. Whem—the—ﬂ%m—l&an—meemmg-EEA

However, the appropriate regulator recognises that there may be
circumstances in which it would be appropriate for a firm to rely on
liquidity resources which can be made available to it by other members of

its group—e#e%rm%&relyen#qu%reseume&elsewher&m%heﬂpm
Feseume&mrespeepeﬁh&aeuw%le&e&meéenjfmm%heﬂbmneh Where the

appropriate regulator is satisfied that the statutory tests in section 138A
(Modification or waiver of rules) of the Act are met, the appropriate
regulator will consider modifying the overall liquidity adequacy rule to
permit reliance on liquidity support of this kind.

BIPRU 12.8 provides guidance on twe-types a type of modification to the
overall liquidity adequacy rule and to other rules in BIPRU 12 for which
the appropriate regulator considers a firm may wish to apply, namely:

(1) anintra-group liquidity modification.;-and
(2) awhele-firmliquidity-modification- [deleted]

In considering whether the statutory tests in section 138A of the Act have
been met, the appropriate regulator will, amongst others, have regard to
the factors detailed below in relation to an intra-group liquidity
modification (of the kind permitting the inclusion in a firm’s liquidity
resources of parent undertaking liquidity support) and-a-whele-firm

Hguidity-medification. In practice it is likely that the appropriate regulator
will view these as preconditions to the grant of an intra-group liquidity

modification of that type era-whele-firm-Hguidity-medification and will

therefore ordinarily need to be satisfied fully that each has been adequately
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12.8.5

12.8.22

12.8.23

G

G

G

FCA 201X/XX

addressed. They include matters on which the appropriate regulator will

need to reach agreement with the-Home-State-regulatorthird-country
competent-autherity-er-other another relevant supervisor, and also matters

which it will need to agree directly with a firm or the parent undertaking of
a firm. It is likely that a number of these matters will be reflected as
requirements or conditions in the modification.

This section represents merely an indication of the matters to which the
appropriate regulator will have regard in considering an application for a
whele-firm-Hguidity-medification-or an intra-group liquidity modification.
In considering such an application, the appropriate regulator will always
take into account anything that it reasonably considers to be relevant for the
purposes of assessing whether the statutory tests in section 138A of the Act
are met. In doing so, it will have regard to the role and importance of a firm
er-UK-braneh in the UK financial system.
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hich the f I el I T ;
12.2.3R- [deleted]

12.8.24 G Accordingly, a whole-firm hquidity modification envisages:

12.8.25

12.8.26 G inrelationto-the Home State regulator-s-or-third-country-competent
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12.9 Individual liquidity guidance and regulatory intervention points

Additional guidance for branches

12.9.10 G

13 The calculation of counterparty risk exposure values for financial
derivatives, securities financing transactions and long settlement
transactions

13.1 Application and Purpose

Purpose

13.1.4 G  Pursuant to the third paragraph of article 95(2) of the EYJ UK CRR, BIPRU
13 implements applies requirements that correspond to:

13.3 Calculation of exposure values for financial derivatives and long settlement
transactions: General provisions
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