Principles for Businesses



PRIN Contents

Principles for Businesses

PRIN 1 Introduction
1.1 Application and purpose
1.2 Clients and the Principles
1 Annex 1 Non-designated investment business - clients that a firm may treat as an

eligible counterparty for the purposes of PRIN

PRIN 2 The Principles
2.1 The Principles

PRIN 3 Rules about application
3.1 Who?
3.2 What?
3.3 Where?
3.4 General

PRIN 4 Principles: MiFID business
4.1 Principles: MiFID business

Transitional Provisions and Schedules

TP 1 Transitional provisions

Sch 1 Record Keeping Requirements
Sch 2 Notification requirements

Sch 3 Fees and other required payments
Sch 4 Powers Exercised

Sch 5 Rights of action for damages

Sch 6 Rules that can be waived

PAGE
1

B Release 136 @ April 2013



Principles for Businesses

Chapter 1

Introduction

B Release 136 @ April 2013



PRIN 1 : Introduction

Section 1.1 : Application and purpose

1.1.1 G

1.1.2 G

1.1.3 G

1.1.4 G

1.1.5 G

1.1.6 G

1.1 Application and purpose

Application

The Principle (see B PRIN 2) apply in whole or in part to every firm. The application
of the Principles is modified for firms conducting MiFID business, incoming EEA
firms, incoming Treaty firms and UCITS qualifiers. BPRIN 3 (Rules about application)
specifies to whom, to what and where the Principles apply.

Purpose

..............................................................................................................

The Principles are a general statement of the fundamental obligations of firms under
the regulatory system. This includes provisions which implement the Single Market
Directives. They derive their authority from the appropriate regulator's rule-making
powers as set out in the Act and reflect the statutory objectives .

[deleted]

Link to fit and proper standard in the threshold conditions

..............................................................................................................

In substance, the Principles express the main dimensions of the "fit and proper"
standard set for firms in threshold condition 5 (Suitability), although they do not derive
their authority from that standard or exhaust its implications. Being ready, willing
and organised to abide by the Principles is therefore a critical factor in applications
for Part 4A permission, and breaching the Principles may call into question whether
a firm with Part 4A permission is still fit and proper.

Taking group activities into account

Principles 3 (Management and control), 4 (Financial prudence) and (in so far as it
relates to disclosing to the appropriate regulator ) 11 (Relations with regulators) take
into account the activities of members of a firm's group. This does not mean that, for
example, inadequacy of a group member's risk management systems or resources will
automatically lead to a firm contravening Principle 3 or 4. Rather, the potential impact
of a group member's activities (and, for example, risk management systems operating
on a group basis) will be relevant in determining the adequacy of the firm's risk
management systems or resources respectively.

Standards in markets outside the United Kingdom

..............................................................................................................

As set out in B PRIN 3.3 (Where?), Principles 1 (Integrity), 2 (Skill, care and diligence)
and 3 (Management and control) apply to world-wide activities in a prudential context.

Principle 5 (Market conduct) applies to world-wide activities which might have a
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PRIN 1 : Introduction

Section 1.1 : Application and purpose

1.1.6A

1.1.7

1.1.8A

1.1.9

6

[6

6

6

negative effect on confidence in the UK financial system. In considering whether to take
regulatory action under these Principles in relation to activities carried on outside the
United Kingdom, the appropriate regulator will take into account the standards expected
in the market in which the firm is operating. Principle 11 (Relations with regulators)
applies to world-wide activities; in considering whether to take regulatory action under
Principle 11 in relation to cooperation with an overseas regulator, the appropriate regulator
will have regard to the extent of, and limits to, the duties owed by the firm to that
regulator. (Principle 4 (Financial prudence) also applies to world-wide activities.)

B PRIN 4 (Principles : MiFID Business) provides guidance on the application of the
Principles to MiFID business.

Consequences of breaching the Principles

Breaching a Principle makes a firm liable to disciplinary sanctions. In determining whether
a Principle has been breached it is necessary to look to the standard of conduct required
by the Principle in question. Under each of the Principles the onus will be on the
appropriate regulator to show that a firm has been at fault in some way. What constitutes
"fault" varies between different Principles. Under Principle 1 (Integrity), for example, the
appropriate regulator would need to demonstrate a lack of integrity in the conduct of a
firm's business. Under Principle 2 (Skill, care and diligence) a firm would be in breach if
it was shown to have failed to act with due skill, care and diligence in the conduct of its
business. Similarly, under Principle 3 (Management and control) a firm would not be in
breach simply because it failed to control or prevent unforeseeable risks; but a breach
would occur if the firm had failed to take reasonable care to organise and control its
affairs responsibly or effectively.

The Principles are also relevant to the FCA's powers of information-gathering, to vary a
firm's Part 4A permission, and of investigation and intervention, and provide a basis on
which the FCA may apply to a court for an injunction or restitution order or require a
firm to make restitution. However, the Principles do not give rise to actions for damages
by a private person (see Ml PRIN 3.4.4 R).

The Principles are also relevant to the PRA's powers of information-gathering, to vary a
firm's Part 4A permission, and of investigation and intervention, and provide a basis on
which the PRA may apply to a court for an injunction or restitution order or require a
firm to make restitution.

Some of the other rules and guidance in the Handbook deal with the bearing of the
Principles upon particular circumstances. However, since the Principles are also designed
as a general statement of regulatory requirements applicable in new or unforeseen
situations, and in situations in which there is no need for guidance, the appropriate
regulator's other rules and guidance should not be viewed as exhausting the implications
of the Principles themselves.

Responsibilities of providers and distributors under the Principles

RPPD contains guidance on the responsibilities of providers and distributors for the fair
treatment of customers under the Principles.
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PRIN 1 : Introduction

Section 1.2 : Clients and the Principles

1.2.1 G

1.2 Clients and the Principles

Characteristics of the client

Principles 6 (Customers' interests), 7 (Communications with clients), 8 (Conflicts of
interest), 9 (Customers: relationships of trust) and 10 (Clients' assets) impose
requirements on firms expressly in relation to their clients or customers. These
requirements depend, in part, on the characteristics of the client or customer concerned.
This is because what is "due regard" (in Principles 6 and 7), "fairly" (in Principles 6
and 8), "clear, fair and not misleading" (in Principle 7), "reasonable care" (in Principle
9) or "adequate" (in Principle 10) will, of course, depend on those characteristics. For
example, the information needs of a general insurance broker will be different from
those of a retail general insurance policyholder.

Approach to client categorisation

Principles 6, 8 and 9 and parts of Principle 7, as qualified by B PRIN 3.4.1 R, apply only
in relation to customers (that is, clients which are not eligible counterparties). The

approach that a firm needs to take regarding categorisation of clients into customers
and eligible counterparties will depend on whether the firm is carrying on designated
investment business or other activities, as described in MPRIN 1.2.3 G and MPRIN 1.2.4 G.

(1) In relation to the carrying on of designated investment business, a firm's
categorisation of a client under the COBS client categorisation chapter
(M coBs 3) will be applicable for the purposes of Principles 6, 7, 8 and 9.

(2) The person to whom a firm gives basic advice on a stakeholder product will

be a retail client for all purposes, including the purposes of Principles 6, 7,
8 and 9.

(3) Inrelation to carrying on activities other than designated investment business
(for example, general insurance business or accepting deposits) the firm may
choose to comply with Principles 6, 7, 8 and 9 as if all its clients were
customers. Alternatively, it may choose to distinguish between eligible
counterparties and customers in complying with those Principles. If it chooses
to make such a distinction, it must comply with B PRIN 1 Annex 1 R in
determining whether that client is an eligible counterparty (see MPRIN 3.4.2R).
In doing so, the requirements in SYSC will apply, including the requirement
to make and retain adequate records.

(4) Inrelation to carrying on activities that fall within both (1) and (3) (for
example, mixed designated investment business and accepting deposits), a
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PRIN 1 : Introduction Section 1.2 : Clients and the Principles

firm's categorisation of a client under the COBS client categorisation chapter
(M coBs 3) will be applicable for the purposes of Principles 6,7, 8 and 9.

1.2.4 (G | [deleted]

1.2.5 (G [deleted]

1.2.6 [G | If the person with or for whom the firm is carrying on an activity is acting through an

FCA agent, the ability of the firm to treat the agent as its client under Bl COBS 2.4.3 R (Agent as
client) will not be available. For example, if a general insurer is effecting a general insurance
contract through a general insurance broker who is acting as agent for a disclosed
policyholder, the policyholder will be a client of the firm and the firm must comply with
the Principles accordingly.

B Release 136 @ April 2013 1.2.6
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Annex 1 III

PAGE
1

Non-designated investment business - clients that a firm may treat as an eligible

counterparty for the purposes of PRIN

1.1 A firm may categorise the following types of client as an eligible counterparty for the
purposes of PRIN:

)

a properly constituted government (including a quasi-governmental body or a
government agency) of any country or territory;

2) a central bank or other national monetary authority of any country or territory;

3) a supranational whose members are either countries or central banks or national
monetary authorities;

“4) a State investment body, or a body charged with, or intervening in, the manage-
ment of the public debt;

5) another firm, or an overseas financial services institution;

(6) any associate of a firm (except an OPS firm), or of an overseas financial services
institution, if the firm or institution consents;

@) a client when he is classified as an eligible counterparty in accordance with 1.2;
or

8 a recognised investment exchange, designated investment exchange, regulated
market or clearing house.

1.2 A firm may classify a client (other than another firm, regulated collective investment

scheme, or an overseas financial services institution) as an eligible counterparty for the
purposes of PRIN under 1.1(7) if:

(1)

the client at the time he is classified is one of the following:

(a) a body corporate (including a limited liability partnership) which has (or
any of whose holding companies or subsidiaries has) called up share capital
of at least 210 million (or its equivalent in any other currency at the rele-
vant time);

(b) a body corporate that meets (or any of whose holding companies or sub-
sidiaries meets) two of the following tests:

(i) a balance sheet total of 12.5 million euros (or its equivalent in
any other currency at the relevant time);

(ii) a net turnover of 25 million euros (or its equivalent in any
other currency at the relevant time);

(iii) an average number of employees during the year of 250;

(c) a local authority or public authority;
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1 (d) a partnership or unincorporated association which has net assets of at
least 210 million (or its equivalent in any other currency at the relevant
time) (and calculated, in the case of a limited partnership, without deduct-
ing loans owing to any of the partners);

(e) a trustee of a trust (other than an occupational pension scheme, SSAS,
personal pension scheme or stakeholder pension scheme) with assets of at
least 2?10 million (or its equivalent in any other currency), calculated by
aggregating the value of the cash and designated investments forming part
of the trust's assets, but before deducting its liabilities;

® a trustee of an occupational pension scheme or SSAS, or a trustee or op-
erator of a personal pension scheme or stakeholder pension scheme where
the scheme has (or has had at any time during the previous two years):

>i) at least 50 members; and
(ii) assets under management of not less than ?10 million (or its
equivalent in any other currency at the relevant time); and
2) the firm has, before commencing business with the client on an eligible counter-
party basis:

(a) advised the client in writing that he is being categorised as an eligible
counterparty for the purposes of PRIN;

(b) given a written warning to the client that he will lose protections under
the regulatory system;

(©) for a client falling under (1)(a) or (b):

(i) taken reasonable steps to ensure that the written notices re-
quired by (a) and (b) have been delivered to a person authorised
to take such a decision for the client; and

(i) not been notified by the client that the client objects to being
classified as an eligible counterparty;

(d) for a client falling under (1)(c), (d), (e) or (f):

>i) taken reasonable steps to ensure that the written notices re-
quired by (a) and (b) have been delivered to a person authorised
to take such a decision for the client; and

(ii) obtained the client's written consent or is otherwise able to
demonstrate that consent has been given.
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PRIN 2 : The Principles

Section 2.1 : The Principles

2.1.1 R

2.1

The Principles

Table The Principles

1 Integrity
2 SKkill, care and
diligence

3 Management
and control

4 Financial pru-
dence

5 Market con-
duct

6 Customers' in-
terests

7 Communica-
tions with clients

8 Conflicts of in-
terest

9 Customers: re-
lationships of
trust

10 Clients' assets

11 Relations with
regulators

A firm must conduct its business with integrity.

A firm must conduct its business with due skill, care
and diligence.

A firm must take reasonable care to organise and
control its affairs responsibly and effectively, with
adequate risk management systems.

A firm must maintain adequate financial resources.

A firm must observe proper standards of market
conduct.

A firm must pay due regard to the interests of its cus-
tomers and treat them fairly.

A firm must pay due regard to the information needs
of its clients, and communicate information to them
in a way which is clear, fair and not misleading.

A firm must manage conflicts of interest fairly, both
between itself and its customers and between a cus-
tomer and another client.

A firm must take reasonable care to ensure the suit-
ability of its advice and discretionary decisions for
any customer who is entitled to rely upon its judgment.

A firm must arrange adequate protection for clients’
assets when it is responsible for them.

A firm must deal with its regulators in an open and
cooperative way, and must disclose to the appropriate
regulator appropriately anything relating to the firm
of which that regulator would reasonably expect no-
tice.

Note: The PRA applies Principles 1 to 4, 8 and 11 only.
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PRIN 3 : Rules about application Section 3.1 : Who?

3.1.1 R|

3.1.2 (G

3.1.3 G

3.1.4 G

3.1 Who?

PRIN applies to every firm, except that:

(1)

(6)

for an incoming EEA firm or an incoming Treaty firm, the
Principles apply only in so far as responsibility for the matter
in question is not reserved by an EU instrument to the firm's
Home State regulator;

for an incoming EEA firm which is a BCD credit institution
without a top-up permission, Principle 4 applies only in relation
to the liquidity of a branch established in the United Kingdoms;

for an incoming EEA firm which has permission only for cross
border services and which does not carry on regulated activities
in the United Kingdom, the Principles do not apply;

for a UCITS qualifier, only Principles 1, 2, 3, 7 and 9 apply,
and only with respect to the activities in B PRIN 3.2.2 R
(Communication and approval of financial promotions) ;

PRIN does not apply to an incoming ECA provider acting as
such ; and

PRIN does not apply to a firm in relation to its carrying on of
auction regulation bidding.

B COBS 1 Annex 1 and the territorial guidance in B PERG 13.6 all contain guidance that
is relevant to the reservation of responsibility to a Home State regulator referred to in
M PRIN 3.1.1 R (1).

B PRIN 3.1.1 R (2) reflects article 41 of the Banking Consolidation Directive which
provides that the Host State regulator retains responsibility in cooperation with the
Home State regulator for the supervision of the liquidity of a branch of a BCD credit
institution.

B PRIN 3.1.1 R (3) puts incoming EEA firms on an equal footing with unauthorised
overseas persons who utilise the overseas persons exclusions in article 72 of the
Regulated Activities Order.
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PRIN 3 : Rules about application Section 3.1 : Who?

3.1.5 E B PRIN 3.1.1 R (4) reflects section 266 of the Act (Disapplication of rules).

FCA

3.1.6 I3 | A firm will not be subject to a Principle to the extent that it would be
contrary to the UK's obligations under an EU instrument.

3.1.7 (G | M PRIN4 provides specific guidance on the application of the Principles for MiFID business.

I

3.1.8 The Principles will not apply to the extent that they purport to impose an obligation
FCA which is inconsistent with the Payment Services Directive or the Electronic Money
Directive. For example, there may be circumstances in which Principle 6 may be limited
by the harmonised conduct of business obligations applied by the Payment Services
Directive and Electronic Money Directive to credit institutions (see Parts 5 and 6 of the
Payment Services Regulations and Part § of the Electronic Money Regulations).

&
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PRIN 3 : Rules about application Section 3.2 : What?

3.2 What?

PRIN applies with respect to the carrying on of:
(1) regulated activities;

(2) activities that constitute dealing in investments as principal,
disregarding the exclusion in article 15 of the Regulated
Activities Order (Absence of holding out etc); and

(3) ancillary activities in relation to designated investment business,
home finance activity , insurance mediation activity and
accepting deposits.

PRIN also applies with respect to the communication and approval of
financial promotions which:

(1) if communicated by an unauthorised person without approval
would contravene section 21(1) of the Act (Restrictions on
financial promotion); and

(2) may be communicated by a firm without contravening section
238(1) of the Act (Restrictions on promotion of collective
investment schemes).

Principles 3, 4 and (in so far as it relates to disclosing to the appropriate
regulator) 11 (and this chapter) also:

(1) apply with respect to the carrying on of unregulated activities
(for Principle 3 this is only in a prudential context); and

(2) take into account any activity of other members of a group of
which the firm is a member.
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PRIN 3 : Rules about application Section 3.3 : Where?

3.3 Where?

3.3.1 [J | Table Territorial application of the Principles

Principles 1,2 and 3 in a prudential context, apply with respect to activ-
ities wherever they are carried on; otherwise, ap-
ply with respect to activities carried on from an
establishment maintained by the firm (or its ap-
pointed representative) in the United Kingdom un-
less another applicable rule which is relevant to
the activity has a wider territorial scope, in which
case the Principle applies with that wider scope
in relation to the activity described in that rule.

Principle 4 applies with respect to activities wherever they
are carried on.

Principle 5 if the activities have, or might reasonably be re-
garded as likely to have, a negative effect on con-
fidence in the UK financial system , applies with
respect to activities wherever they are carried on;
otherwise, applies with respect to activities carried
on from an establishment maintained by the firm
(or its appointed representative) in the United
Kingdom.

Principles 6,7, 8,9 and Principle 8, in a prudential context, applies with

10 respect to activities wherever they are carried on;
otherwise apply with respect to activities carried
on from an establishment maintained by the firm
(or its appointed representative) in the United
Kingdom unless another applicable rule which is
relevant to the activity has a wider territorial

oACE scope, in which case the Principle applies with that
wider scope in relation to the activity described
in that rule.

Principle 11 applies with respect to activities wherever they
are carried on.
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3.3.2 E [deleted]
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PRIN 3 : Rules about application Section 3.4 : General

3.4 General

Clients and the Principles

..................................................................................................................

3.4.1 3 | Although Principle 7 refers to clients, the only requirement of Principle 7
relating to eligible counterparties is that a firm must communicate

information to eligible counterparties in a way that is not misleading.

3.4.2 [d | For the purposes of PRIN, a firm intending to carry on, or carrying on,
FCA activities that do not involve designated investment business, may treat a
client as an eligible counterparty in accordance with B PRIN 1 Annex 1 R.

3.4.3 E (1) M coBs 3 (Client categorisation) applies to a firm intending to conduct, or

FCA conducting, designated investment business (other than giving basic advice) and
ancillary activities relating to designated investment business. Any client
categorisation established in relation to such business will be applicable for the
purposes of Principles 6,7, 8 and 9.

(2) The person to whom a firm gives basic advice will be a retail client for all
purposes including the purposes of Principles 6,7, 8 and 9.

Actions for damages

3.4.4 3 | A contravention of the rules in PRIN does not give rise to a right of action
FCA by a private person under section 138D of the Act (and each of those rules
is specified under section 138D(3) of the Act as a provision giving rise to
no such right of action).

Reference to "regulators" in Principle 11

..................................................................................................................

3.4.5 I3 | Where Principle 11 refers to regulators, this means, in addition to the
appropriate regulator, other regulators with recognised jurisdiction in

relation to regulated activities, whether in the United Kingdom or abroad.
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PRIN 4 : Principles: MiFID business

Section 4.1 : Principles: MiFID business

4.1.1 G

4.1.2 G

4.1.3 G

4.1.4 G

4.1 Principles: MiFID business

B PRIN 3.1.6 R ensures that the Principles do not impose obligations upon firms which
are inconsistent with an EU instrument . If a Principles does purport to impose such
an obligation M PRIN 3.1.6 R disapplies that Principle but only to the extent necessary
to ensure compliance with European law. This disapplication has practical effect only
for certain matters covered by MiFID, which are explained in this section.

Under B PRIN 3.3.1 R, the territorial application of a number of Principles to a UK
MiFID investment firm is extended to the extent that another applicable rule which
is relevant to an activity has a wider territorial scope. Under B PRIN 3.1.1 R, the territorial
application of a number of Principles to an EEA MiFID investment firm is narrowed
to the extent that responsibility for the matter in question is reserved to the firm's
Home State regulator. These modifications are relevant to Principles 1,2, 3,6, 7, 8,
9 and 10. We have added further guidance in PERG on the ability of a Host State to
impose conduct of business requirements (see Q67).

Principles 4, 5 and 11 will have the same scope of territorial application for MiFID
business as for other business.

(1) Certain requirements under MiFID are disapplied for:
(a) eligible counterparty business;

(b) transactions concluded under the rules governing a multilateral trading
facility between its members or participants or between the multilateral
trading facility and its members or participants in relation to the use of
the multilateral trading facility;

(c) transactions concluded on a regulated market between its members or
participants.

(2)  Under B PRIN 3.1.6 R, these disapplications may affect Principles 1, 2, 6 and
9. M PRIN 3.1.6 R applies only to the extent that the application of a Principle
would be contrary to the UK's obligations under a Single Market Directive
in respect of a particular transaction or matter. In line with MiFID, these
limitations relating to eligible counterparty business and transactions under
the rules of a multilateral trading facility or on a regulated market only apply
in relation to a firm's conduct of business obligations to its clients under
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MiFID. They do not limit the application of those Principles in relation to other
matters, such as client asset protections, systems and controls, prudential
requirements and market integrity. Further information about these limitations
is contained in B COBS 1 Annex 1.

(3) Principles 3,4, 5,7,8,10 and 11 are not limited in this way.

4.1.5 [G | Although Principle 8 does not apply to eligible counterparty business, a firm will owe
obligations in respect of conflicts of interest set out in B SYSC 10 which are wider than

those contained in Principle 8 in that they apply to eligible counterparty business.
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Section 4.1 : Principles: MiFID business
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Transitional provisions

Principles for Businesses

PRIN TP 1
Transitional provisions

Material to
which the tran-

sitional provi-
sion applies

1. PRIN1 Annex IR R
1.2(2)

Transitional Transitional Handbook
Provision Provision: provision:
dates in force ~ coming into
force
A firm need not From 1 Novem- 1 November
comply with ber 2007 indefi- 2007

PRIN Ann IR 1.2(2) nitely
in relation to an
eligible counter-
party if the client
was correctly cat-
egorised as a
market counter-
party on 31 Octo-
ber 2007 and the
firm complied
with

COB4.1.12R (2)
(Large intermedi-
ate customer
classified as mar-

ket counterparty).
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Principles for Businesses

Schedule 1
Record Keeping Requirements

Sch1.1 G

There are no record keeping requirements in PRIN.
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Principles for Businesses

Schedule 2
Notification requirements

Sch 2.1 G

The aim of the guidance in the following table is to give the reader a quick over-all view of the relevant requirements
for notification and reporting.

It is not a complete statement of those requirements and should not be relied on as if it were.

Sch 2.2 G

Handbook refer- ~ Matter to be  Contents of noti-  Trigger event  Time allowed

ence notified fication
Principle 11 Anything relating to  Appropriate disclo-  Anything relating to  Appropriate
(PRIN 2.1.1 R) the firm of which the sure the firm of which the
appropriate regulator appropriate regulator
would reasonably ex- would reasonably ex-
pect notice pect notice
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Fees and other required payments

Principles for Businesses

Schedule 3
Fees and other required payments

Sch3.1G

There are no requirements for fees or other payments in PRIN.
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Principles for Businesses

Schedule 4
Powers Exercised

Sch 4.1 G

The following powers and related provisions in the Act have been exercised by the FS4 to make the rules in PRIN:
Section 138 (General rule-making power)

Section 145 (Financial promotion rules)

Section 146 (Money laundering rules)

Section 150(2) (Actions for damages)

Section 156 (General supplementary powers)

Sch 4.2 G

The following powers in the Act have been exercised by the F:S4 to give the guidance in PRIN:
Section 157(1) (Guidance)

Section 158A (Guidance on outsourcing by investment firms and credit institutions)
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Principles for Businesses

Schedule 5
Rights of action for damages

Sch5.1G
FCA

The table below sets out the rules in PRIN contravention of which by an authorised person may be actionable under
section 138D of the Act (Actions for damages) by a person who suffers loss as a result of the contravention.

Sch 5.2 G
FCA

Ifa "Yes" appears in the column headed "For private person?", the rule may be actionable by a "private person"
under section 138D (or, in certain circumstances, his fiduciary or representative; see article 6(2) and (3)(c) of the
Financial Services and Markets Act 2000 (Rights of Action) Regulations 2001 (SI 2001 No 2256)). A "Yes" in the
column headed "Removed" indicates that the #CA4 has removed the right of action under section 138D(3) of the
Act. If so, a reference to the rule in which it is removed is also given.

Sch 5.3 G
FCA

The column headed "For other person?" indicates whether the ru/e may be actionable by a person other than a private
person (or his fiduciary or representative) under article 6(2) and (3) of those Regulations. If so, an indication of the
type of person by whom the rule may be actionable is given.

Sch 5.4 G
FCA

Chapter/Ap- Section/An- Paragraph  Right of Action

pendix nex
For private  Removed?  For other
person? person?
All rules in PRIN No Yes No
PRIN 3.4.4 R
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Principles for Businesses

Schedule 6
Rules that can be waived

Sch 6.1 G

Sch 6.1A G
FCA

As a result of section 138A of the Act (Modification or waiver of rules) the FCA has power to waive all its
rules, other than rules made under section 1370 (Threshold condition code), section 247 (Trust scheme rules)
or section 248 (Scheme particulars rules) of the Act. However, if the rules incorporate requirements laid
down in European directives, it will not be possible for the FCA to grant a waiver that would be incompatible
with the United Kingdom's responsibilities under those directives.

Sch 6.1B G

As a result of section 138A of the Act (Modification or waiver of rules) the PRA has power to waive all its
rules, other than rules made under section 1370 (Threshold condition code). However, if the rules incorporate
requirements laid down in European directives, it will not be possible for the PRA to grant a waiver that
would be incompatible with the United Kingdom's responsibilities under those directives.
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Senior Management Arrangements, Systems and Controls
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Chapter 1

Application and purpose
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SYSC 1 : Application and purpose Section 1.1 : [Deleted]

. 1.1 [Deleted]
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SYSC 1 : Application and purpose

Section 1.1A : Application

1.1A.1 G

1.1A.2 G

1.1A Application

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation covering:

- various topics relating to automated trading and direct electronic access. See
http://www.fsa.gov.uk/static/pubs/other/esma-guidelines.pdf ; and

- certain aspects of the MiFID suitability requirements which also deal with the system and

control aspects of suitability. See _http://www.esma.europa.eu/content/Guidelines-certain-
aspects-MiFID-suitability-requirements .]

The application of this sourcebook is summarised at a high level in the following table.
The detailed application is cut back in B SYSC 1 Annex 1 and in the text of each chapter.

Type of firm Applicable chapters

Insurer Chapters 2, 3, 11 to 18, 21
Managing agent Chapters 2, 3, 11, 12, 18, 21
Society Chapters 2, 3, 12, 18, 21
Every other firm Chapters 4 to 12, 18, 19A , 21

The provisions in SYSC should be read in conjunction with B GEN2.2.23R to ll GEN2.2.25 G.
In particular:

(1) Provisions made by both the FCA and PRA may contain obligations for or
references to FCA authorised persons. B GEN 2.2.23 R limits the application of
those provisions so that the PRA will only apply them in respect of PRA
authorised persons and not to such FCA authorised persons as are included
within the provision.

(2) Provisions made by both the FCA and PRA 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.

Release 136 @
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SYSC 1 : Application and purpose

Section 1.2 : Purpose

1.2.1 G

1.2.2

1.2 Purpose

The purposes of SYSC are:

(1)

(5)

to encourage firms' directors and senior managers to take appropriate
practical responsibility for their firms' arrangements on matters likely to be
of interest to the appropriate regulator because they impinge on the
appropriate regulator's functions under the Act;

to increase certainty by amplifying Principle 3, under which a firm must take
reasonable care to organise and control its affairs responsibly and effectively,

with adequate risk management systems;

to encourage firms to vest responsibility for effective and responsible
organisation in specific directors and senior managers ; and

to create a common platform of organisational and systems and controls
requirements for all firms.

[deleted]

[Deleted]
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SYSC 1 : Application and purpose Section 1.3 : [Deleted]

. 1.3 [Deleted]
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Section 1.4 : Application of SYSC 11 to SYSC 21

1.4.1 G

1.4.1A R
1.4.1B G

1.4 Application of SYSC 11 to SYSC 21

..............................................................................................................

The application of each of chapters B SYSC 11 to B SYSC 21 is set out in those chapters
and in MSYSC 1.4.1A R.

B SYSC 12, B SYSC 19A, B SYSC 20 and B SYSC 21 do not apply to a firm
in relation to its carrying on of auction regulation bidding.

Apart from B SYSC 12, B SYSC 19A, B sYSC 20 and B sYSC 21 which are disapplied by
B SYSC 1.4.1A R, the other chapters of B SYSC 11 to B SYSC 17 do not apply in relation
to a firm's carrying on of auction regulation bidding because they only apply to an
insurer. B SYSC 18 provides guidance on the Public Interest Disclosure Act.

Actions for damages

A contravention of a rule in B SYSC 11 to M SYSC 21 does not give rise to
a right of action by a private person under section 138D of the Act (and
each of those rules is specified under section 138D(3) of the Act as a
provision giving rise to no such right of action).
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Detailed application of SYSC

Who?
1.1 R SYSC 2 and SYSC 3 only apply to an insurer, a managing agent and the Society
except that:
[FCA]
[PRA]

1) for an incoming EEA firm or an incoming Treaty firm:

(a) SYSC 2.1.1 R and SYSC 2.1.2 G do not apply;

(b) SYSC 2.1.3 R to SYSC 2.2.3 G apply, but only in relation
to allocation of the function in SYSC 2.1.3 R (2) and only
in so far as responsibility for the matter in question
is not reserved by an EU instrument to the firm's
Home State regulator; and

(©) SYSC 3 applies, but only in so far as responsibility for
the matter in question is not reserved by an EU instru-
ment to the firm's Home State regulator;

2) for an incoming EEA firm which has permission only for cross
border services and which does not carry on regulated activities
in the United Kingdom, SYSC 2 and SYSC 3 do not apply;

A3) for an incoming Treaty firm which has permission only for cross
border services and which does not carry on regulated activities
in the United Kingdom, SYSC 3.2.6A R to SYSC 3.2.6J G do not apply;

@)) for a sole trader:

(a) SYSC 2 applies but only if he employs any person who
is required to be approved under section 59 of the Act
(Approval for particular arrangements);

(b) SYSC 3.2.61 R does not apply if he has no employees;
and

S SYSC 2 and SYSC 3 do not apply to an incoming ECA provider
acting as such.

1.2 G (€)) Question 12 in SYSC 2.1.6 G contains guidance on SYSC 1 Annex
1.1.1R(1)(b) and SYSC 1 Annex 1.1.1R(1)(c).
[FCA]
[PRA]
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What?
1.3 R
[FCA]
[PRA]
1.4 R
[FCA]

)

3)

C))

SYSC 1 Annex 1.1.8R further restricts the territorial application
of SYSC 2 and SYSC 3 for an incoming EEA firm or an incoming
Treaty firm.

SYSC 1 Annex 1.1.1R(3) puts an incoming EEA firm on an equal
footing with unauthorised overseas persons who utilise the over-
seas persons exclusions in article 72 of the Regulated Activities
Order.

Further guidance on which matters are reserved to a firm's Home
State regulator can be found at SUP 13A Annex 2 G.

SYSC 2 and SYSC 3 apply with respect to the carrying on of:

)
2)

€))

regulated activities;

activities that constitute dealing in investments as principal, dis-
regarding the exclusion in article 15 of the Regulated Activities
Order (Absence of holding out etc); and

ancillary activities in relation to designated investment business,
home finance activity and insurance mediation activity;

except that SYSC 3.2.6A R to SYSC 3.2.6J G do not apply as described in SYSC
1 Annex 1.1.4R.

SYSC 3.2.6A R to SYSC 3.2.6J G do not apply:

()

2

with respect to the activities described in SYSC 1 Annex 1.1.3R(2)
and SYSC 1 Annex 1.1.3R(3); or

in relation to the following regulated activities:
(a) general insurance business;

(b) insurance mediation activity in relation to a general
insurance contract or pure protection contract;

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

(d) business relating to contracts which are within the
Regulated Activities Order only because they fall
within paragraph (e) of the definition of "contract of
insurance" in article 3 of that Order;
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1.5 R
[FCA]
1.6 R
[FCA]
[PRA]
1.7 G
[FCA]
[PRA]
Where?
1.8 R
[FCA]
[PRA]
1.9 R
[PRA]

(e) (@) arranging, by the Society, of deals in gener-
al insurance contracts written at Lloyd's;
and

(ii) managing the underwriting capacity of a
Lloyd’s syndicate as a managing agent at
Lloyd's;

® home finance mediation activity and administering a
home finance transaction; and

(g) reversion activity.

SYSC 2 and SYSC 3, except SYSC 3.2.6A R to SYSC 3.2.6J G, also apply with re-
spect to the communication and approval of financial promotions which:

(€)) if communicated by an unauthorised person without approval
would contravene section 21(1) of the Acz (Restrictions on finan-
cial promotion); and

) may be communicated by a firm without contravening section
238(1) of the Act (Restrictions on promotion of collective invest-
ment schemes).

SYSC 2 and SYSC 3, except SYSC 3.2.6A R to SYSC 3.2.6J G, also:

(€)) apply with respect to the carrying on of unregulated activities in
a prudential context; and

2) take into account any activity of other members of a group of
which the firm is a member.

SYSC 1 Annex 1.1.6R(2) does not mean that inadequacy of a group member's
systems and controls will automatically lead to a firm contravening, for
example, SYSC 3.1.1 R. Rather, the potential impact of a group member's
activities, including its systems and controls, and any systems and controls
that operate on a group basis, will be relevant in determining the appropri-
ateness of the firm's own systems and controls.

SYSC 2 and SYSC 3 apply with respect to activities carried on from an estab-
lishment maintained by the firm (or its appointed representative or, where

applicable, its tied agent) in the United Kingdom unless another applicable
rule which is relevant to the activity has a wider territorial scope, in which
case SYSC 2 and SYSC 3 apply with that wider scope in relation to the activ-
ity described in that rule.

SYSC 2 and SYSC 3, except SYSC 3.2.6A R to SYSC 3.2.6J G, also apply in a
prudential context to a UK domestic firm with respect to activities wherever
they are carried on.
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1.10

[PRA]
1.11

[FCA]
[PRA]

1.12

[FCA]

2.1

[FCA]
[PRA]

2.2

[FCA]
[PRA]

23

SYSC 3, except SYSC 3.2.6A R to SYSC 3.2.6J G, also applies in a prudential
context to an overseas firm (other than an incoming EEA firm or an incoming
Treaty firm) with respect to activities wherever they are carried on.

1 In considering whether to take regulatory action under SYSC 2
or SYSC 3 in relation to activities carried on outside the United
Kingdom, the appropriate regulator will take into account the
standards expected in the market in which the firm is operating.

2) Most of the rules in SYSC 3 are linked to other requirements and
standards under the regulatory system which have their own
territorial limitations so that those SYSC rules are similarly
limited in scope.

Actions for damages

R

Who?

A contravention of the rules in SYSC 2 and SYSC 3 does not give rise to a
right of action by a private person under section 138D of the Acf (and each
of those rules is specified under section 138D(3) of the Act as a provision
giving rise to no such right of action).

The common platform requirements apply to every firm apart from an insur-
er, a managing agent and the Society unless provided otherwise in a specific
rule.

For an incoming EEA firm or an incoming Treaty firm:

1) the rule on responsibility of senior personnel (SYSC 4.3) does not
apply;
) the common platform requirements apply only in so far as respon-

sibility for the matter in question is not reserved by an EU in-
strument to the firm's Home State regulator;

A3) for an incoming EEA firm which has permission only for cross-
border services and which does not carry on regulated activities
in the United Kingdom, the common platform requirements do

not apply;

“4) for an incoming Treaty firm which has permission only for cross-
border services and which does not carry on regulated activities
in the United Kingdom, the common platform requirements on
financial crime do not apply.

For a sole trader:
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[FCA]

24 R

[FCA]

25 R

[FCA]
2.6 R

[FCA]
[PRA]

2.6A R

[FCA]
[PRA]

2.7 G

[FCA]
2.7A G

[FCA]

1 SYSC 4.3 and 4.4 do not apply as long as he does not employ any
person who is required to be approved under section 59 of the
Act (Approval for particular arrangements);

2) SYSC 4.1.4 R and SYSC 6.3.9 R do not apply if he has no employees.
For a UCITS qualifier:

@)) the rule on responsibility of senior personnel (SYSC 4.3) does not
apply; and
2) the common platform requirements apply in relation to the com-

munication and approval of financial promotions only as set out
in SYSC 1 Annex 1.2.12R.

[Note: section 266 of the Act.]

For an authorised professional firm when carrying on non-mainstream reg-
ulated activities, the common platform requirements on financial crime, con-
flicts of interest and Chinese walls do not apply.

The common platform requirements do not apply to an incoming ECA
provider acting as such.

The common platform requirements do not apply to a firm (including an in-
coming EEA firm) in relation to its carrying on of auction regulation bidding,
except for:

1) SYSC 6.1.1 R 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).

EEA MiFID investment firms are reminded in particular that they must
comply with the common platform record-keeping requirements in relation
to a branch in the United Kingdom.

EEA UCITS management companies are also reminded that they must
comply with:

1 the common platform requirements indicated in Column A+
(Application to a management company) in Part 3 of this Annex;

2) the common platform record-keeping requirements; and
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What?
2.8 R
[FCA]
[PRA]
2.9 G
[FCA]
[PRA]
2.10 R
[FCA]
2.11 R
[FCA]

A3) the common platform requirements on financial crime;

in relation to activities carried on from a branch in the United Kingdom.
Where the common platform requirement addresses matters within the scope
of article 12 of the UCITS Directive, an EEA UCITS management company
should note that those matters may also be subject to the rules of its Home
State regulator.

[Note: articles 12(1)(b), 14(1)(c),14(1)(d), 17(4), 18(3) and 19(1) of the UCITS
Directive and articles 4(1)(e), 10(1), 10(2) and 10(3) of the UCITS implement-
ing Directive]

The common platform organisational requirements apply with respect to the
carrying on of the following (unless provided otherwise within a specific
rule):

€)) regulated activities;

2) activities that constitute dealing in investments as principal, dis-
regarding the exclusion in article 15 of the Regulated Activities
Order (Absence of holding out etc);

(&) ancillary activities;
“4) in relation to MiFID business, ancillary services ; and
S collective portfolio management.

The application of the provisions on the conflicts of interest in SYSC 10 is
set out in SYSC 10.1.1 R and SYSC 10.2.1 R

The provisions on record-keeping in SYSC 9 apply as set out in SYSC 1 Annex
1.2.8R, except that they only apply to the carrying on of ancillary activities
that are performed in relation to:

(€)) designated investment business;
2) home finance activity; and
A3) insurance mediation activity.

The common platform requirements on financial crime apply as set out in
SYSC 1 Annex 1.2.8R, except that they do not apply:

1) with respect to:

(a) activities that constitute dealing in investments as
principal, disregarding the exclusion in article 15 of
the Regulated Activities Order (Absence of holding out
etc); and

(b) ancillary activities; or
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2.12 R
[FCA]
2.13 R
[FCA]
[PRA]
2.14 G

2)

in relation to the following regulated activities:
(a) general insurance business;

(b) insurance mediation activity in relation to a general
insurance contract or pure protection contract;

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

(d) business relating to contracts which are within the
Regulated Activities Order only because they fall
within paragraph (e) of the definition of "contract of
insurance' in article 3 of that Order;

(e) (i) arranging by the Society of deals in general
insurance contracts written at Lloyd's; and
(i) managing the underwriting capacity of a
Lloyd's syndicate as a managing agent at
Lloyd's;
® home finance mediation activity and administering a
home finance transaction;
(2) reversion activity; and
(h) meeting of repayment claims and managing dormant

account funds (including the investment of such funds).

The common platform organisational requirements, except the common
platform requirements on financial crime, also apply with respect to the
communication and approval of financial promotions which:

1)

2

if communicated by an unauthorised person without approval
would contravene section 21(1) of the Act (Restrictions on finan-
cial promotion); and

may be communicated by a firm without contravening section
238(1) of the Act (Restrictions on promotion of collective invest-
ment schemes).

The common platform organisational requirements, except the common
platform requirements on financial crime, also:

(1)

2)

apply with respect to the carrying on of unregulated activities in
a prudential context; and

take into account any activity of other members of a group of
which the firm is a member.

SYSC 1 Annex 1.2.13R(2) does not mean that inadequacy of a group member's
systems and controls will automatically lead to a firm contravening any of
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[FCA]
[PRA]

2.15

[FCA]
[PRA]

2.16

[FCA]
[PRA]

2.16A

[FCA]

2.16B

[FCA]
2.17

[FCA]
[PRA]

2.18

[FCA]
[PRA]

2.19

[FCA]

Where?

the common platform organisational requirements. Rather, the potential
impact of a group member's activities, including its systems and controls,
and any systems and controls that operate on a group basis, will be relevant
in determining the appropriateness of the firm's own systems and controls.

The common platform requirements, except the common platform record-
keeping requirements, apply to a firm in relation to activities carried on by
it from an establishment in the United Kingdom.

The common platform requirements, except the common platform require-
ments on financial crime and the common platform record-keeping require-
ments, apply to a firm that is not a UK UCITS management company in re-
lation to passported activities carried on by it from a branch in another EEA
State.

1) The common platform requirements referred to in Column A+
of Part 3 (below) apply to a UK UCITS management company in
relation to passported activities carried on by it from a branch in
another EEA State.

) Any other common platform requirement applies to a UK UCITS
management company in relation to passported activities carried
on by it from a branch in another EEA State to the extent that
the requirement addresses matters within the scope of article
12 of the UCITS Directive.

The matters referred to in paragraph 2.16AR of this Annex may also be
subject to the rules of the UK UCITS management company's Host State
regulator.

The common platform record-keeping requirements apply to activities carried
on by a firm from an establishment maintained in the United Kingdom,
unless another applicable rule which is relevant to the activity has a wider
territorial scope, in which case the common platform record-keeping require-
ments apply with that wider scope in relation to the activity described in
that rule.

[Note: article 13(9) of MiFID]

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 (other than an incoming EEA
firm or an Incoming Treaty firm) with respect to activities wherever they
are carried on.

Actions for damages

R

A contravention of a rule in the common platform requirements does not
give rise to a right of action by a private person under section 138D of the
Act (and each of those rules is specified under section 138D(3) of the Act as
a provision giving rise to no such right of action).
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Part 3  Tables summarising the application of the common platform requirements to differ-

ent types of firm

3.1 G The common platform requirements apply in the following three ways (subject
to the provisions in Part 2 of this Annex).

[FCA]

[PRA]

3.2 G For a common platform firm, they apply in accordance with Column A in
the table below.

[FCA]

[PRA]

3.2A G For a management company, they apply in accordance with Column A+ in
the table below.

[FCA]

33 G For all other firms apart from insurers, managing agents and the Society,
they apply in accordance with Column B in the table below. For these firms,

[FCA] where a rule is shown modified in Column B as 'Guidance', it should be

[PRA] read as guidance (as if ""should' appeared in that rule instead of "'must')

and should be applied in a proportionate manner, taking into account the
nature, scale and complexity of the firm's business.

Provision COLUMN A COLUMN A+ COLUMN B
SYSC 4 Application to a Application to a Application to all
common platform UCITS management [ other firms apart
firm other than to a | company from insurers, manag-
UCITS investment ing agents and the
firm Society
SYSC 4.1.1 R Rule but SYSC4.1.1 R (2) Rule but SYSC4.1.1 R (2) Rule but SYSC 4.1.1 R (2)
applies only to a BIPRU applies only to a BIPRU applies only to a third
[FCA] [PRA] firm firm country BIPRU firm
SYSC4.1.2R Rule Rule for a UCITS invest- Guidance
ment firm; otherwise
[FCA] [PRA] guidance
SYSC 4.12A G Not applicable Guidance for a UCITS Guidance
firm; not applicable to
[FCA] [PRA] a UCITS investment
firm
SYSC 4.12B R Not applicable Rule Not applicable
[FCA]
SYSC 4.1.2C R Not applicable Rule Not applicable
[FCA]
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Provision

SYSC 4

SYSC4.13R

[FCA] [PRA]
SYSC4.14R

[FCA] [PRA]
SYSC 4.1.4A G

[FCA] [PRA]
SYSC 4.1.5 R

[FCA] [PRA]
SYSC4.1.6 R

[FCA] [PRA]
SYSC4.1.7R

[FCA] [PRA]
SYSC4.1.7A G

[FCA] [PRA]
SYSC4.1.8 G

[FCA] [PRA]
SYSC 4.1.9 R

[FCA] [PRA]
SYSC4.1.10 R

[FCA] [PRA]

SYSC 4.1.10A G

[FCA] [PRA]
SYSC 4.1.11 G

COLUMN A

Application to a
common platform

firm other than to a
UCITS investment
firm

Rule applies only to a

BIPRU firm

Rule

Not applicable

Rule applies only to a

MiFID investment firm

Rule

Rule

Not applicable

Guidance

Rule

Rule

Not applicable

Guidance

COLUMN A+

Application to a

UCITS management
company

Rule for a UCITS invest-
ment firm; otherwise
not applicable

Rule

Not applicable

Rule

Rule for a UCITS invest-
ment firm; otherwise
guidance

Rule

Not applicable

Guidance

Rule

Rule

Not applicable

Guidance

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Not applicable

(1) and (3) Guidance

(2) Rule

Guidance

Not applicable

Guidance

Guidance

Guidance

Guidance

Not applicable

Guidance - except refer-
ence to SYSC4.1.9R
which does not apply to
these firms

Guidance

Guidance
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Provision COLUMN A COLUMN A+ COLUMN B
SYSC 4 Application to a Application to a Application to all
common platform UCITS management [ other firms apart
firm other than to a | company from insurers, manag-
UCITS investment ing agents and the
firm Society
[FCA] [PRA]
SYSC4.1.13 G Guidance Guidance Guidance
[FCA] [PRA]
SYSC 4.1.14 G Guidance Guidance Guidance
[FCA] [PRA]
SYSC4.2.1 R Rule Rule - UK branch of non-
EEA bank - rule ap-
[FCA] [PRA] plies.
- Otbher firms - Guid-
ance
SYSC4.2.1A G Not applicable Not applicable - Guidance
[FCA] [PRA]
SYSC4.22 R Rule Rule - UK branch of a non-
EEA bank - Rule ap-
[FCA] [PRA] plies
- Other firms - this
provision does not ap-
ply
SYSC4.23G-425G Guidance Guidance - UK branch of a non-
EEA bank - Guidance
[FCA] [PRA] - Otbher firms - these
provisions do not ap-
ply
SYSC 4.2.6 R Rule Rule for a UCITS invest- - UK branch of a non-
ment firm; otherwise = EEA bank - Rule ap-
[FCA] [PRA] not applicable plies
- Other firms - this
provision does not ap-
ply
SYSC 4.3.1 R Rule Rule Rule (but not applica-
ble to incoming EEA
[FCA] [PRA] firms, incoming Treaty
firms or UCITS quali-
fiers)

B Release 136 @ April 2013



SYSC 1 : Application and purpose
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l Provision

SYSC 4

SYSC4.3.2R

[FCA] [PRA]

SYSC 4.3.2A G

[FCA] [PRA]

SYSC 433G

[FCA] [PRA]

SYSC44.1R

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Rule

Not applicable

Guidance

Not applicable

COLUMN A+

Application to a

UCITS management
company

Rule

Not applicable

Guidance

Not applicable

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Guidance (but not appli-
cable to incoming EEA
firms, incoming Treaty
Sfirms or UCITS quali-

fiers)

Guidance (but not appli-
cable to incoming EEA
firms, incoming Treaty
firms or UCITS quali-

fiers)

Guidance (but not appli-
cable to incoming EEA
firms, incoming Treaty
firms or UCITS quali-

fiers)

Rule applies this sec-
tion only to:

(1) an authorised profes-
sional firm in respect of
its non-mainstream reg-
ulated activities unless
the firm is also conduct-
ing other regulated activ-
ities and has appointed
approved persons to
perform the governing
functions with equiva-
lent responsibilities for
the firm's non-main-
stream regulated activi-
ties and other regulated
activities;

(2) activities carried on
by a firm whose princi-
pal purpose is to carry
on activities other than
regulated activities and
which is:
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Annex 1
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Provision

SYSC 4

SYSC44.2G

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Not applicable

COLUMN A+

Application to a
UCITS management
company

Not applicable

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

(a) an oil market partici-
pant;

(b) a service company;

(c) an energy market
participant;

(d) a wholly-owned
subsidiary of:

(i) alocal authority;
(ii) aregistered social
landlord;

(e) a firm with permis-
sion to carry on insur-
ance mediation activity
in relation to non-invest-
ment insurance con-
tracts but no other regu-
lated activity;

(3) an incoming Treaty
firm, an incoming EEA
firm and a UCITS qual-
ifier, (but only

SYSC 4.4.5 R (2) applies
for these firms); and

(4) a sole trader, but
only if he employs any
person who is required
to be approved under
section 59 of the Act
(Approval for particu-
lar arrangements).

Guidance only applying
to the firms specified in
SYSC 4.4.1 R
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Provision

SYSC 4

SYSC4.43R

[FCA] [PRA]
SYSC 444 G

[FCA] [PRA]
SYSC 4.4.5R

[FCA] [PRA]
SYSC 4.4.6 G

[FCA] [PRA]

Provision

SYSC 5

SYSCS.1.1R

[FCA] [PRA]
SYSCS.1.2G

[FCA] [PRA]
SYSCS5.13G

[FCA] [PRA]
SYSCS5.14 G

[FCA]
SYSCS5.14A G

[FCA] [PRA]
SYSCS5.15G

COLUMN A

Application to a
common platform

firm other than to a
UCITS investment
firm

Not applicable

Not applicable

Not applicable

Not applicable

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Rule

Guidance

Guidance

Guidance

Guidance

Guidance

COLUMN A+

Application to a

UCITS management
company

Not applicable

Not applicable

Not applicable

Not applicable

COLUMN A+

Application to a
UCITS management
company

Rule

Guidance

Guidance

Guidance

Guidance

Guidance

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Rule only applying to
the firms specified in
SYSC4.4.1 R

Guidance only applying
to the firms specified in
SYSC44.1R

Rule only applying to
the firms specified in
SYSC4.4.1R

Guidance only applying
to the firms specified in
SYSC44.1R

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Rule

Guidance

Guidance

Guidance

Guidance

Guidance
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Provision

SYSC 5

[FCA] [PRA]
SYSC 5.1.5A G

[FCA] [PRA]
SYSC5.1.6 R

[FCA] [PRA]
SYSC5.1.7R

[FCA] [PRA]
SYSCS5.1.7A G

[FCA] [PRA]
SYSC5.1.8 G

[FCA] [PRA]
SYSC5.19G

[FCA] [PRA]
SYSC5.1.10 G

[FCA] [PRA]
SYSC5.1.11 G

[FCA] [PRA]
SYSCS5.1.12 R

[FCA] [PRA]
SYSC 5.1.12A G

[FCA] [PRA]
SYSC5.1.13 R

[FCA] [PRA]
SYSCS5.1.14 R

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Guidance

Rule

Rule

Not applicable

Guidance

Guidance

Guidance

Guidance

Rule

Not applicable

Rule

Rule

COLUMN A+

Application to a
UCITS management
company

Guidance

Rule

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the

Society

Guidance

Guidance

Rule for a UCITS invest- Guidance

ment firm; otherwise
guidance

Not applicable to a
UCITS investment firm;
otherwise guidance

Guidance

Guidance

Guidance

Guidance

Rule

Not applicable

Rule

Rule

Guidance

Guidance

Guidance

Guidance

Guidance

Guidance

Guidance

Rule

Guidance
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Provision

SYSC 5

[FCA] [PRA]
SYSCS5.1.15G

[FCA] [PRA]

Provision

SYSC 6

SYSC 6.1.1 R

[FCA] [PRA]
SYSC 6.1.2 R

[FCA] [PRA]
SYSC 6.1.2A G

[FCA] [PRA]
SYSC 6.1.3 R

[FCA] [PRA]

COLUMN A
Application to a
common platform
firm other than to a

UCITS investment
firm

Not applicable

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Rule

Rule

Not applicable

Rule

COLUMN A+

Application to a
UCITS management

company

Not applicable

COLUMN A+

Application to a
UCITS management
company

Rule

Rule

Not applicable

Rule

COLUMN B

Application to all

other firms apart
from insurers, manag-
ing agents and the
Society

Guidance

COLUMN B

Application to all

other firms apart
from insurers, manag-
ing agents and the
Society

Rule

Guidance

Guidance

- Guidance

- This provision shall
be read with the follow-
ing additional sentence
at the start.

"Depending on the na-
ture, scale and complex-
ity of its business, it
may be appropriate for
a firm to have a sepa-
rate compliance func-
tion. Where a firm has
a separate compliance
function, the firm
should also take into
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Provision

SYSC 6

SYSC 6.1.3A G

[FCA] [PRA]
SYSC 6.1.4 R

[FCA] [PRA]

SYSC 6.1.4A G

[FCA] [PRA]
SYSC 6.1.4A R

[FCA]

SYSC 6.1.5 R

[FCA] [PRA]

SYSC 6.1.6G

[FCA] [PRA]
SYSC6.2.1 R

[FCA] [PRA]
SYSC 6.2.1A G

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Not applicable

Rule

Not applicable

Not applicable

Rule

Not applicable

Rule

Not applicable

COLUMN A+

Application to a

UCITS management
company

Not applicable

Rule

Not applicable

Not applicable

Rule

Not applicable

Rule

Not applicable

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

account 6.1.3 R and
6.1.4 R as guidance."

Guidance

(1) 3) and (4)

Guidance

(2) - Rule for firms
which carry on designat-
ed investment business
with or for retail clients
or professional clients.

- Guidance for all oth-
er firms.

Guidance

Rule for firms which
carry on designated in-
vestment business with
or for retail clients or
professional clients.

- Guidance

- "investment services
and activities'' shall be
read as ''financial ser-
vices and activities"

Guidance

Guidance

Guidance
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Provision COLUMN A COLUMN A+ COLUMN B
SYSC 6 Application to a Application to a Application to all

common platform UCITS management | other firms apart
firm other than to a | company from insurers, manag-
UCITS investment ing agents and the
firm Society

SYSC 6.2.2 G Guidance Guidance Guidance

[FCA] [PRA]

SYSC 6.3.1 R Rule Rule Rule

[FCA]

SYSC 6.3.2 G Guidance Guidance Guidance

[FCA]

SYSC 6.3.3 R Rule Rule Rule

[FCA]

SYSC 6.3.4 G Guidance Guidance Guidance

[FCA]

SYSC 6.3.5G Guidance Guidance Guidance

[FCA]

SYSC 6.3.6 G Guidance Guidance Guidance

[FCA]

SYSC 6.3.7 G Guidance Guidance Guidance

[FCA]

SYSC 6.3.8 R Rule Rule Rule

[FCA]

SYSC 6.3.9 R Rule Rule Rule

[FCA]

SYSC 6.3.10 G Guidance Guidance Guidance

[FCA]
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Provision

SYSC 7

SYSC7.11 G

[FCA] [PRA]
SYSC7.1.2 R

[FCA] [PRA]
SYSC 7.1.2A G

[FCA] [PRA]
SYSC 7.1.2B G

[FCA]
SYSC 7.1.3 R

[FCA] [PRA]
SYSC7.14R

[FCA] [PRA]
SYSC 7.14A G

[FCA] [PRA]
SYSC 7.1.4B G

[FCA] [PRA]
SYSC7.1.5R

[FCA] [PRA]
SYSC 7.1.6 R

[FCA] [PRA]
SYSC 7.1.7R

[FCA] [PRA]
SYSC 7.1.7A G

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Guidance

Rule

Not applicable

Not applicable

Rule

Rule

Not applicable

Not applicable

Rule

Rule

Rule

Not applicable

COLUMN A+

Application to a
UCITS management
company

Guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Not applicable to a
UCITS investment firm;
otherwise guidance

Guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Not applicable to a
UCITS investment firm;
otherwise guidance

Not applicable to a
UCITS investment firm;
otherwise guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Rule for a UCITS invest-
ment firm; otherwise
guidance

Not applicable to a
UCITS investment firm;
otherwise guidance

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Guidance

Guidance

Guidance

Not applicable

Guidance

Guidance

Guidance

Guidance

Guidance

Guidance

Guidance

Guidance
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Provision

SYSC 7

SYSC 7.1.7B G

[FCA] [PRA]
SYSC7.1.7C G

[FCA] [PRA]
SYSC 7.1.8 G (1), (2)

[FCA] [PRA]

SYSC7.1.9 R

[FCA] [PRA]
SYSC 7.1.10 R

[FCA] [PRA]
SYSC7.1.11 R

[FCA] [PRA]
SYSC 7.1.12 G

[FCA] [PRA]
SYSC7.1.13R-7.116 R

[FCA] [PRA]

COLUMN A

Application to a
common platform

firm other than to a
UCITS investment
firm

COLUMN A+

Application to a

UCITS management
company

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Guidance applies only Guidance for a UCITS Guidance

to a BIPRU firm

Guidance

(1) Guidance applies to
a BIPRU firm

(2) Guidance

Rule applies to a
BIPRU firm

Rule applies to a
BIPRU firm

Rule applies to a
BIPRU firm

Guidance applies to a
BIPRU firm

Rule applies to a
BIPRU firm

investment firm; other-
wise not applicable

Guidance

(1) Guidance for a
UCITS investment firm;
otherwise not applica-
ble

(2) Guidance

Rule for a UCITS invest-
ment firm; otherwise
not applicable

Rule for a UCITS invest-
ment firm; otherwise
not applicable

Rule for a UCITS invest-
ment firm; otherwise
not applicable

Guidance for a UCITS
investment firm; other-
wise not applicable

Rule for a UCITS invest-
ment firm; otherwise
not applicable

Guidance

(1) Not applicable

(2) Guidance

Not applicable

Not applicable

Not applicable

Not applicable

Not applicable
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Provision

SYSC 8

SYSC8.1.1R

[FCA] [PRA]
SYSC 8.1.1A G

[FCA] [PRA]
SYSC8.1.2 G

[FCA] [PRA]
SYSC8.1.3G

[FCA] [PRA]
SYSC 8.1.4 R

[FCA] [PRA]
SYSC8.15R

[FCA] [PRA]
SYSC 8.1.5A G

[FCA] [PRA]
SYSC 8.1.6 R

[FCA] [PRA]
SYSC 8.1.7R

[FCA] [PRA]
SYSC 8.1.8 R

[FCA] [PRA]
SYSC 8.1.9 R

[FCA] [PRA]
SYSC8.1.10 R

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

Rule

Not applicable

Guidance

Guidance

Rule

Rule

Not applicable

Rule

Rule

Rule

Rule

Rule

COLUMN A+ COLUMN B

Application to a Application to all

UCITS management [ other firms apart

company from insurers, manag-
ing agents and the
Society

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Not applicable to a Guidance
UCITS investment firm;
otherwise guidance

Guidance Guidance

Guidance Guidance

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Not applicable to a Guidance
UCITS investment firm;
otherwise guidance

Rule Rule

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance
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Provision COLUMN A

SYSC 8 Application to a

common platform

firm other than to a
UCITS investment
firm

SYSC8.1.11 R Rule

[FCA] [PRA]

SYSC 8.1.11A G Not applicable

[FCA] [PRA]

SYSC8.1.12 G Guidance

[FCA] [PRA]

SYSC 8.1.13 R Not applicable

[FCA]

SYSC 8.1.14 G Not applicable

[FCA]

SYSC 8.2 MiFID investment firms
only

[FCA]

SYSC 8.3 MiFID investment firms
only

[FCA]

Provision

COLUMN A

SYSC 9 Application to a

common platform
firm other than to a
UCITS investment
firm

SYSC9.1.1 R Rule

[FCA] [PRA]

SYSC9.1.2 R Rule applies only in re-
lation to MiFID busi-

[FCA] [PRA] ness

COLUMN A+ COLUMN B

Application to a

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

UCITS management
company

Rule for a UCITS invest- Guidance
ment firm; otherwise
guidance

Not applicable to a Guidance
UCITS investment firm;

otherwise guidance

Guidance Guidance
Rule Not applicable
Guidance Not applicable

UCITS investment firms Not applicable
only

UCITS investment firms Not applicable
only

COLUMN A+ COLUMN B
Application to a
UCITS management
company

Application to all

other firms apart
from insurers, manag-
ing agents and the
Society

Rule Rule

Rule applies only in re- Not applicable
lation to MiFID busi-

ness of a UCITS invest-

ment firm
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Provision

SYSC 9

SYSC9.1.3 R

[FCA] [PRA]

SYSC9.14 G

[FCA] [PRA]
SYSC9.15G

[FCA] [PRA]
SYSC9.1.6 G

[FCA] [PRA]
SYSC9.1.7 G

[FCA] [PRA]

Provision

SYSC 10

SYSC10.1.1 R

[FCA] [PRA]
SYSC10.1.2 G

[FCA] [PRA]
SYSC10.1.3 R

[FCA] [PRA]
SYSC 10.1.4 R

[FCA] [PRA]

COLUMN A

Application to a

common platform
firm other than to a
UCITS investment
firm

COLUMN A+

Application to a
UCITS management
company

COLUMN B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Rule applies only in re- Rule applies only in re- Not applicable

lation to MiFID busi-
ness

Guidance

Guidance

Guidance

Guidance applies only
in relation to MiFID
business

Column A

Application to a

common platform
firm other than to a

UCITS investment
firm

Rule

Guidance

Rule

Rule

lation to MiFID busi-
ness of a UCITS invest-
ment firm

Guidance

Guidance

Guidance

Guidance applies only
in relation to MiFID
business of a UCITS in-
vestment firm

COLUMN A+

Application to a
UCITS management
company

Rule

Guidance

Rule

Rule

Guidance

Guidance

Guidance

Not applicable

Column B

Application to all

other firms apart
from insurers, manag-
ing agents and the
Society

Rule

Guidance

Rule

Guidance - but applies
as a rule in relation to
the production or ar-
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Provision

SYSC 10

SYSC 10.1.4A G

[FCA] [PRA]
SYSC 10.15 G

[FCA] [PRA]
SYSC 10.1.6 R

[FCA] [PRA]

SYSC 10.1.6A G

[FCA] [PRA]
SYSC 10.1.7 R

[FCA] [PRA]
SYSC10.1.8 R

[FCA] [PRA]
SYSC 10.1.8A R

[FCA] [PRA]
SYSC 10.1.9 G

Column A

Application to a

common platform
firm other than to a
UCITS investment
firm

Not applicable

Guidance

Rule

Not applicable

Rule

Rule

Rule

Guidance

COLUMN A+

Application to a

UCITS management
company

Not applicable

Guidance

Rule

Not applicable

Rule

Rule

Rule

Guidance

Column B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

rangement of invest-
ment research in accor-
dance with COBS 12.2,
or the production or
dissemination of non-
independent research in
accordance with

COBS 12.3

Guidance

Guidance

Guidance - but applies
as a rule in relation to
the production or ar-
rangement of invest-
ment research in accor-
dance withCOBS 12.2, or
the production or dis-
semination of non-inde-
pendent research in ac-
cordance with COBS 12.3

Guidance

Rule

Rule

Rule

Guidance
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Provision Column A COLUMN A+ Column B
SYSC 10 Application to a Application to a Application to all
common platform UCITS management [ other firms apart
firm other than to a | company from insurers, manag-
UCITS investment ing agents and the
firm Society
[FCA] [PRA]
SYSC 10.1.10 R Rule Rule Guidance - but applies
as a rule in relation to
[FCA] [PRA] the production or ar-
rangement of invest-
ment research in accor-
dance with COBS 12.2,
or the production or
dissemination of non-
independent research in
accordance with
COBS 12.3
SYSC 10.1.11 R Rule Rule Guidance - but applies
as a rule in relation to
[FCA] [PRA] the production or ar-
rangement of invest-
ment research in accor-
dance with COBS 12.2,
or the production or
dissemination of non-
independent research in
accordance with
COBS 12.3
SYSC 10.1.11A G Not applicable Not applicable Guidance
[FCA] [PRA]
SYSC 10.1.12 G - Guidance Guidance for Guidance
SYSC 10.1.15 G SYSC 10.1.12 G; not appli-
cable for SYSC 10.1.13 G
[FCA] [PRA] - SYSC 10.1.15G
SYSC 10.1.16 R Not applicable Not applicable Rule
[FCA]
SYSC 10.1.17 R Not applicable Rule Not applicable
[FCA]
SYSC 10.1.18 G Not applicable Guidance Not applicable
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Provision

SYSC 10

[FCA]
SYSC 10.1.19 R

[FCA]
SYSC 10.1.20 R

[FCA]
SYSC 10.1.21 R

[FCA]
SYSC10.2.1 R

[FCA]
SYSC10.2.2 R

[FCA]
SYSC 10.2.3 G

[FCA]
SYSC10.24 R

[FCA]
SYSC10.2.5 G

[FCA]

Column A

Application to a

common platform
firm other than to a
UCITS investment
firm

Not applicable

Not applicable

Not applicable

Rule

Rule

Guidance

Rule

Guidance

COLUMN A+

Application to a

UCITS management
company

Rule

Rule

Rule

Rule

Rule

Guidance

Rule

Guidance

Column B

Application to all
other firms apart
from insurers, manag-
ing agents and the
Society

Not applicable

Not applicable

Not applicable

Rule

Rule

Guidance

Rule

Guidance
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Chapter 2

Senior management
arrangements
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arrangements

Section 2.1 : Apportionment of Responsibilities

2.1.1 R|

2.1.1A G

2.1.2 G

2.1.3 R

2.1.4 R

2.1 Apportionment of Responsibilities

A firm must take reasonable care to maintain a clear and appropriate
apportionment of significant responsibilities among its directors and
senior managers in such a way that:

(1) itis clear who has which of those responsibilities; and

(2) the business and affairs of the firm can be adequately monitored
and controlled by the directors, relevant senior managers and
governing body of the firm.

Firms should also consider the additional guidance on risk-centric governance
arrangements for effective risk management contained in B SYSC 21.

The role undertaken by a non-executive director will vary from one firm to another.
For example, the role of a non-executive director in a friendly society may be more
extensive than in other firms. Where a non-executive director is an approved person,
for example where the firm is a body corporate, his responsibility and therefore liability
will be limited by the role that he undertakes.

A firm must appropriately allocate to one or more individuals, in
accordance with B SYSC 2.1.4 R, the functions of:

(1) dealing with the apportionment of responsibilities under
MW SYSC2.1.1 R; and

(2) overseeing the establishment and maintenance of systems and
controls under B SYSC 3.1.1 R.

Table Allocation of functions

This table belongs to B SYSC 2.1.3 R
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1: Firm type 2: Allocation of both  3: Allocation to one or
functions must be to  more individuals select-

the following individu- ed from this column is

al, if any (see Note):  compulsory if there is

no allocation to an in-

dividual in column 2,

but is otherwise option-
al and additional:

(1) A firm which is a (1) the firm's chief exec- the firm's and its

body corporate and is a utive (and all of them  group's:

member of a group, oth- jointly, if more than

er than a firm in row (2) one); or (1) directors; and(2) se-
nior managers

(2) a director or senior
manager responsible for
the overall management
of:

(a) the group; or (b) a
group division within
which some or all of the
firm'sregulated activi-

tiesfall
(2) An incoming EEA  (not applicable) the firm's and its
firmor incoming Treaty group's:
firm (note: only the
function in SYSC 2.1.3 R (1)directors; and (2) se-
(2) must be allocated) nior managers
(3) Any other firm the firm's chief executive the firm's and its

(and all of them jointly, group's:

if more than one)
(1) directors; and (2) se-
nior manager's

Note: Column 2 does not require the involvement of the chief executive or
other executive director or senior manager in an aspect of corporate gover-
nance if that would be contrary to generally accepted principles of good
corporate governance.

2.1.5 (G | MsYSC2.1.3R and MSYSC2.1.4 R give a firm some flexibility in the individuals to whom
the functions may be allocated. It will be common for both the functions to be allocated
solely to the firm's chief executive. M SYSC 2.1.6 G contains further guidance on the
requirements of B SYSC2.1.3 R and B SYSC 2.1.4 R in a question and answer form.
3
2.1.6 [G | Table Frequently asked questions about allocation of functions in B sYsC2.1.3 R

This table belongs to B SYSC 2.1.5 G
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Does an individual to whom a func- An individual to whom a function is allocated

tion is allocated under SYSC2.1.3 R under SYSC 2.1.3 R will be performing the ap-

need to be an approved person? portionment and oversight function (CF 8,
see SUP 10A.7.1 R ) and an application must be
made under section 59 of the Act for approval
of the individual before the function is per-
formed. There are exceptions from this
inSUP 10A.1 (Approved persons - Application).

If the allocation is to more than one If the functions are allocated to joint chief

individual, can they perform the executives under SYSC 2.1.4 R, column 2, they

functions, or aspects of the functions, are expected to act jointly.If the functions are

separately? allocated to an individual under SYSC 2.1.4 R,
column 2, in addition to individuals under
SYSC 2.1.4 R, column 3, the former may nor-
mally be expected to perform a leading role
in relation to the functions that reflects his
position. Otherwise, yes.

What is meant by "appropriately allo- The allocation of functions should be compat-

cate" in this context? ible with delivering compliance with Princi-
ple3,8YSC2.1.1R and SYSC3.1.1R. The appro-
priate regulator considers that allocation to
one or two individuals is likely to be appro-
priate for most firms.

If a committee of management gov- Yes, as long as the allocation remains appro-

erns a firm or group, can the functions priate (see Question 3).If the firm also has an

be allocated to every member of that individual as chief executive, then the func-

committee? tions must be allocated to that individual as
well under SYSC 2.1.4 R, column 2 (see Ques-
tion 7).

Does the definition of chief executive Yes.

include the possessor of equivalent

responsibilities with another title,

such as a managing director or man-

aging partner?

Is it possible for a firm to have more Although unusual, some firm may wish the

than one individual as its chief execu- responsibility of a chief executive to be held

tive? jointly by more than one individual. In that
case, each of them will be a chief executive
and the functions must be allocated to all of
them under SYSC 2.1.4 R, column 2 (see also
Questions 2 and 7).

If a firm has an individual as chief  Normally, yes, under SYSC 2.1.4 R, column 2.

executive, must the functions be allo-

cated to that individual? But if the firm is a body corporate and a
member of a group, the functions may, in-
stead of to the firm's chief executive, be allo-
cated to a director or senior manager from
the group responsible for the overall manage-
ment of the group or of a relevant group divi-
sion, so long as this is appropriate (see
Question 3). Such individuals may neverthe-
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arrangements

less require approval under section 59 (see
Question 1).

If the firm chooses to allocate the functions to
a director or senior manager responsible for
the overall management of a relevant group
division, the appropriate regulator would ex-
pect that individual to be of a seniority equiva-
lent to or greater than a chief executive of the
firm for the allocation to be appropriate.

See also Question 14.

8 If a firm has a chief executive, can the Yes. SYSC 2.1.4 R, column 3, permits a firm to
functions be allocated to other individ- allocate the functions, additionally, to the firm's
uals in addition to the chief executive? (or where applicable the group's) directors and

senior managers as long as this is appropriate
(see Question 3).

9 What if a firm does not have a chief  Normally, the functions must be allocated to
executive? one or more individuals selected from the firm's
(or where applicable the group's) directors and
senior managers under SYSC 2.1.4 R, column 3.

But if the firm:

(1) is a body corporate and a member of a
group; and

(2) the group has a director or senior manager
responsible for the overall management of the
group or of a relevant group division;

then the functions must be allocated to that in-
dividual (together, optionally, with individuals
from column 3 if appropriate) under SYSC 2.1.4
R, column 2.

10 What do you mean by "group division A "division" in this context should be interpret-
within which some or all of the firm's ed by reference to geographical operations,
regulated activities fall"? product lines or any other method by which the

group's business is divided.

Ifthe firm's regulated activities fall within more
than one division and the firm does not wish to
allocate the functions to its chief executive, the
allocation must, under SYSC 2.1.4 R, be to:

DACE (1) a director or senior manager responsible
5 for the overall management of the group; or

(2) a director or senior manager responsible
for the overall management of one of those di-
visions;
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Section 2.1 : Apportionment of Responsibilities

11

12

How does the requirement to allocate
the functions in SYSC 2.1.3 R apply to
an overseas firm which is not an in-
coming EEA firm, incoming Treaty
firm or UCITS qualifier?

How does the requirement to allocate
the functions in SYSC 2.1.3 R apply to
an incoming EEA firm or incoming
Treaty firm?

together, optionally, with individuals from
column 3 if appropriate. (See also Questions
7 and 9.)

The firm must appropriately allocate those
functions to one or more individuals, in accor-
dance with SYSC 2.1.4 R, but:

(1) The responsibilities that must be appor-
tioned and the systems and controls that must
be overseen are those relating to activities
carried on from a UK establishment with
certain exceptions (see SYSC 1 Annex 1.1.7 R).
Note that SYSC 1 Annex 1.1.10R does not extend
the territorial scope of SYSC 2 for an overseas

firm.

(2) The chief executive of an overseas firm is
the person responsible for the conduct of the
firm's business within the United Kingdom
(see the definition of "chief executive"). This
might, for example, be the manager of the
firm's UK establishment, or it might be the
chief executive of the firm as a whole, if he
has that responsibility.

The apportionment and oversight function
applies to such a firm, unless it falls within a
particular exception from the approved per-
sons regime (see Question 1).

SYSC 1 Annex 1.1.1Rand SYSC 1 Annex 1.1.8 R re-
strict the application of SYSC 2.1.3 R for such
a firm. Accordingly:

(1) Such a firm is not required to allocate the
function of dealing with apportionment in
SYSC 2.1.3 R (1).

(2) Such a firm is required to allocate the
function of oversight in SYSC 2.1.3 R (2).
However, the systems and controls that must
be overseen are those relating to matters
which the appropriate regulator, as Host
State regulator, is entitled to regulate (there
is guidance on this in SUP 13A Annex2 G ).
Those are primarily, but not exclusively, the
systems and controls relating to the conduct
of the firm's activities carried on from its UK
branch.

(3) Such a firm need not allocate the function
of oversight to its chief executive; it must al-
locate it to one or more directors and senior
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- Question Answer

13 What about a firm that is a partnership

or a limited liability partnership?

14 What if generally accepted principles
of good corporate governance recom-
mend that the chief executive should

not be involved in an aspect of corpo-

rate governance?

15 What about electronic commerce activ-

managers of the firm or the firm's group under
SYSC 2.1.4 R, Tow (2).

(4) An incoming EEA firm which has provision
only for cross border services is not required
to allocate either function if it does not carry
on regulated activities in the United Kingdom;
for example if they fall within the overseas
persons exclusions in article 72 of the Regulat-
ed Activities Order.

See also Questions 1 and 15.

The appropriate regulator envisages that most
if not all partners or members will be either
directors or senior managers, but this will de-
pend on the constitution of the partnership
(particularly in the case of a limited partner-
ship) or limited liability partnership. A partner-
ship or limited liability partnership may also
have a chief executive (see Question 5). A lim-
ited liability partnership is a body corporate
and, if a member of a group, will fall within
SYSC2.1.4 R, row (1) or (2).

The Note to SYSC 2.1.4 R provides that the chief
executive or other executive director or senior
manager need not be involved in such circum-
stances. For example, the UK Corporate Gov-
ernance Code recommends that the board of a
listed company should establish an audit com-
mittee of non-executive directors to be respon-
sible for oversight of the audit. That aspect of
the oversight function may therefore be allocat-
ed to the members of such a committee without
involving the chief executive. Such individuals
may require approval under section 59 in rela-
tion to that function (see Question 1).

SYSC does not apply to an incoming ECA

ities carried on from an establishment provider acting as such.

in another EEA State with or for a per-
son in the United Kingdom?
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arrangements
‘ 2.2 Recording the apportionment

2.2.1 R| (1) A firm must make a record of the arrangements it has made to

satisfy B SYSC 2.1.1 R (apportionment) and B SYSC 2.1.3 R
(allocation) and take reasonable care to keep this up to date.

(2) This record must be retained for six years from the date on

which it was superseded by a more up-to-date record.

2.2.2 G (1) A firm will be able to comply with BsYSC2.2.1 R by means of records which

it keeps for its own purposes provided these records satisfy the requirements
of M SYSC 2.2.1 R and provided the firm takes reasonable care to keep them
up to date. Appropriate records might, for this purpose, include
organisational charts and diagrams, project management documents, job
descriptions, committee constitutions and terms of reference provided they
show a clear description of the firm's major functions.

(2)  Firms should record any material change to the arrangements described in

B SYSC2.2.1 R as soon as reasonably practicable after that change has been
made.

2.2.3 E Where responsibilities have been allocated to more than one individual, the firm's

record should show clearly how those responsibilities are shared or divided between

the individuals concerned.
PAGE
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Section 3.1 : Systems and Controls

3.1.1

3.1.1A

3.1.2

3.1.2A

3.1.3

R
[6

(6

3.1 Systems and Controls

A firm must take reasonable care to establish and maintain such systems
and controls as are appropriate to its business.

[deleted]

(1) The nature and extent of the systems and controls which a firm will need to
maintain under MSYSC 3.1.1 R will depend upon a variety of factors including:

(a) the nature, scale and complexity of its business;
(b) the diversity of its operations, including geographical diversity;
(c) the volume and size of its transactions; and

(d) the degree of risk associated with each area of its operation.

(2) To enable it to comply with its obligation to maintain appropriate systems
and controls, a firm should carry out a regular review of them.

(3) The areas typically covered by the systems and controls referred to in
B SYSC 3.1.1 R are those identified in B SYSC 3.2. Detailed requirements
regarding systems and controls relevant to particular business areas or
particular types of firm are covered elsewhere in the Handbook.

Firms should also consider the additional guidance on risk-centric governance
arrangements for effective risk management contained in B SYSC 21.

Where the UK Corporate Governance Code is relevant to a firm, the appropriate
regulator, in considering whether the firm's obligations under B SYSC 3.1.1 R have been
met, will give it due credit for following corresponding provisions in the code and
related guidance.

A firm has specific responsibilities regarding its appointed representatives or, where
applicable, its tied agents (see B SUP 12).

B SYSC 2.1.3 R (2) prescribes how a firm must allocate the function of overseeing the
establishment and maintenance of systems and controls described in B SYSC 3.1.1 R.
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Section 3.1 : Systems and Controls

3.1.6

3.1.7

3.1.8
FCA

3.1.9
FCA

3.1.10

6

6

A firm which is not a common platform firm must employ personnel with
the skills, knowledge and expertise necessary for the discharge of the
responsibilities allocated to them.

When complying with the competent employees rules, a firm must take
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. I

The Training and Competence sourcebook (TC) contains additional rules and guidance
relating to specified retail activities undertaken by a firm.

Firms which are carrying on activities that are not subject to TC may nevertheless wish
to take TC into account in complying with the competence requirements in SYSC.

If a firm requires employees who are not subject to a qualification requirement in TC to
pass a relevant examination from the list of recommended examinations maintained by
the Financial Skills Partnership , the appropriate regulator will take that into account
when assessing whether the firm has ensured that the employee satisfies the knowledge
component of the competent employees rule.
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Section 3.2 : Areas covered by systems and controls

3.2.2 G

3.2.3 G

3.2.4 G

3.2 Areas covered by systems and controls

Introduction

..............................................................................................................

This section covers some of the main issues which a firm is expected to consider in
establishing and maintaining the systems and controls appropriate to its business, as
required by B SYSC 3.1.1 R.

Organisation

A firm's reporting lines should be clear and appropriate having regard to the nature,
scale and complexity of its business. These reporting lines, together with clear
management responsibilities, should be communicated as appropriate within the firm.

(1) A firm's governing body is likely to delegate many functions and tasks for
the purpose of carrying out its business. When functions or tasks are
delegated, either to employees or to appointed representatives or, where
applicable, its tied agents , appropriate safeguards should be put in place.

(2) When there is delegation, a firm should assess whether the recipient is suitable
to carry out the delegated function or task, taking into account the degree
of responsibility involved.

(3) The extent and limits of any delegation should be made clear to those
concerned.

(4) There should be arrangements to supervise delegation, and to monitor the
discharge of delegates functions or tasks.

(5) If cause for concern arises through supervision and monitoring or otherwise,
there should be appropriate follow-up action at an appropriate level of
seniority within the firm.

(1) The guidance relevant to delegation within the firm is also relevant to external
delegation ('outsourcing'). A firm cannot contract out its regulatory
obligations. So, for example, under Principle 3 a firm should take reasonable
care to supervise the discharge of outsourced functions by its contractor.

(2) A firm should take steps to obtain sufficient information from its contractor
to enable it to assess the impact of outsourcing on its systems and controls.
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3.2.5 [G | Where it is made possible and appropriate by the nature, scale and complexity of its
business, a firm should segregate the duties of individuals and departments in such a way

as to reduce opportunities for financial crime or contravention of requirements and
standards under the regulatory system. For example, the duties of front-office and
back-office staff should be segregated so as to prevent a single individual initiating,
processing and controlling transactions.

3.2.5A 3 | [deleted]

3.2.5B (G | [deleted]

Systems and controls in relation to compliance, financial crime and money

aUNRIINg ettt
3.2.6 I3 | A firm must take reasonable care to establish and maintain effective systems
and controls for compliance with applicable requirements and standards

under the regulatory system and for countering the risk that the firm might
be used to further financial crime.

3.2.6A 3 | A firm must ensure that these systems and controls:

FCA

(1) enable it to identify, assess, monitor and manage money laundering
risk; and

(2) are comprehensive and proportionate to the nature, scale and
complexity of its activities.

3.2.6B [G | "Money laundering risk" is the risk that a firm may be used to further money laundering.
Failure by a firm to manage this risk effectively will increase the risk to society of crime

and terrorism.

3.2.6C I3 | A firm must carry out regular assessments of the adequacy of these systems
and controls to ensure that it continues to comply with B SYSC 3.2.6A R.
3.2.6D [G | A firm may also have separate obligations to comply with relevant legal requirements,
including the Terrorism Act 2000, the Proceeds of Crime Act 2002 and the Money

Laundering Regulations. B SYSC 3.2.6 R to B SYSC 3.2.6] G are not relevant for the purposes
of regulation 42(3) or 45(2) of the Money Laundering Regulations, section 330(8) of the
Proceeds of Crime Act 2002 or section 21A(6) of the Terrorism Act 2000.

3.2.6E E The FCA, when considering whether a breach of its rules on systems and controls against
FCA money laundering has occurred, will have regard to whether a firm has followed relevant
provisions in the guidance for the UK financial sector issued by the Joint Money Laundering
Steering Group.

PAGE
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3.2.6F [G | Inidentifying its money laundering risk and in establishing the nature of these systems
FCA and controls, a firm should consider a range of factors, including:

(1) its customer, product and activity profiles;
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its distribution channels;
the complexity and volume of its transactions;
its processes and systems; and

its operating environment.

A firm should ensure that the systems and controls include:

(1)

(2)

appropriate training for its employees in relation to money laundering;

appropriate provision of information to its governing body and senior
management, including a report at least annually by that firm's money
laundering reporting officer (MLRO) on the operation and effectiveness of
those systems and controls;

appropriate documentation of its risk management policies and risk profile
in relation to money laundering, including documentation of its application

of those policies (see M SYSC 3.2.20 R to B SYSC 3.2.22 G);

appropriate measures to ensure that money laundering risk is taken into
account in its day-to-day operation, including in relation to:

(a) the development of new products;

(b) the taking-on of new customers; and

(c) changes in its business profile; and

appropriate measures to ensure that procedures for identification of new
customers do not unreasonably deny access to its services to potential
customers who cannot reasonably be expected to produce detailed evidence
of identity.

A firm must allocate to a director or senior manager (who may also be
the money laundering reporting officer) overall responsibility within
the firm for the establishment and maintenance of effective anti-money
laundering systems and controls.

The money laundering reporting officer

............

..................................................................................................

A firm must:

(1)

appoint an individual as MLRO, with responsibility for oversight
of its compliance with the FCA's rules on systems and controls
against money laundering; and

ensure that its MLRO has a level of authority and independence
within the firm and access to resources and information
sufficient to enable him to carry out that responsibility.
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3.2.6] E The job of the MLRO within a firm is to act as the focal point for all activity within the
FCA firm relating to anti-money laundering. The FCA expects that a firm's MLRO will be
based in the United Kingdom.

Financial crime guidance

3.2.6K E The FCA provides guidance on steps that a firm can take to reduce the risk that it might
be used to further financial crime in FC (Financial crime: a guide for firms).

The compliance function

..................................................................................................................

3.2.7 G (1) Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to have a separate compliance function. The organisation

and responsibilities of a compliance function should be documented. A
compliance function should be staffed by an appropriate number of competent
staff who are sufficiently independent to perform their duties objectively. It
should be adequately resourced and should have unrestricted access to the firm's
relevant records as well as ultimate recourse to its governing body.

(2) [deleted]

(3) [deleted]

3.2.8 3 (1) A firm which carries on designated investment business with or
for retail clients or professional clients must allocate to a director

or senior manager the function of:

(a) having responsibility for oversight of the firm's compliance;
and

(b) reporting to the governing body in respect of that responsibility.

(2) In (1) "compliance" means compliance with the rules in:
(a) COBS (Conduct of Business);
(b) COLL ( Collective Investment Schemes sourcebook) ; and
(c) CASS (Client Assets)

3.2.9 G (1) M suP10A.7.8 R uses M SYSC 3.2.8 R to describe the controlled function, known
FCA as the compliance oversight function, of acting in the capacity of a director or
senior manager to whom this function is allocated.

(2)  The rules referred to in MSYSC 3.2.8 R (2) are the minimum area of focus for the
firm's compliance oversight function. A firm is free to give additional
responsibilities to a person performing this function if it wishes.

PAGE
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Risk assessment

3.2.10 E (1) Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to have a separate risk assessment function responsible
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3.2.11

3.2.12

FCA

3.2.13

3.2.14

[6

[6

[6

for assessing the risks that the firm faces and advising the governing body
and senior managers on them.

(2) The organisation and responsibilities of a risk assessment function should
be documented. The function should be adequately resourced and staffed
by an appropriate number of competent staff who are sufficiently independent
to perform their duties objectively.

(3) The term 'risk assessment function' refers to the generally understood concept
of risk assessment within a firm, that is, the function of setting and controlling
risk exposure. The risk assessment function is not a controlled function itself,
but is part of the systems and controls function (CF28).

Management information

(1) [deleted]

(2) [deleted]

(1) A firm's arrangements should be such as to furnish its governing body with
the information it needs to play its part in identifying, measuring, managing
and controlling risks of regulatory concern. Three factors will be the
relevance, reliability and timeliness of that information.

(2) Risks of regulatory concern are those risks which relate to the fair treatment
of the firm's customers, to the protection of consumers, to effective
competition and to the integrity of the UK financial system. Risks which are
relevant to the integrity of the UK financial system include risks which relate
to its soundness, stability and resilience and to the use of the system in
connection with financial crime.

(1) A firm's arrangements should be such as to furnish its governing body with
the information it needs to play its part in identifying, measuring, managing
and controlling risks of regulatory concern. Three factors will be the
relevance, reliability and timeliness of that information.

(2) Risks of regulatory concern are those risks which relate to the safety and
soundness of PRA-authorised persons.

It is the responsibility of the firm to decide what information is required, when, and
for whom, so that it can organise and control its activities and can comply with its
regulatory obligations. The detail and extent of information required will depend on
the nature, scale and complexity of the business.

Employees and agents

A firm's systems and controls should enable it to satisfy itself of the suitability of
anyone who acts for it.

(1) MsysC3.2.13 G includes assessing an individual's honesty, and competence.
This assessment should normally be made at the point of recruitment. An
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3.2.15

3.2.16

3.2.17

3.2.18

6

6

6

6

individual's honesty need not normally be revisited unless something happens
to make a fresh look appropriate.

(2) Any assessment of an individual's suitability should take into account the level
of responsibility that the individual will assume within the firm. The nature of
this assessment will generally differ depending upon whether it takes place at
the start of the individual's recruitment, at the end of the probationary period
(if there is one) or subsequently.

(3) [deleted]

(4) The requirements on firms with respect to approved persons are in Part V of
the Act (Performance of regulated activities) and Bl SUP 10.

Audit committee

Depending on the nature, scale and complexity of its business, it may be appropriate for
a firm to form an audit committee. An audit committee could typically examine
management's process for ensuring the appropriateness and effectiveness of systems and
controls, examine the arrangements made by management to ensure compliance with
requirements and standards under the regulatory system, oversee the functioning of the
internal audit function (if applicable - see MSYSC 3.2.16 G) and provide an interface between
management and the external auditors. It should have an appropriate number of
non-executive directors and it should have formal terms of reference.

Internal audit

(1) Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to delegate much of the task of monitoring the
appropriateness and effectiveness of its systems and controls to an internal audit
function. An internal audit function should have clear responsibilities and
reporting lines to an audit committee or appropriate senior manager, be
adequately resourced and staffed by competent individuals, be independent of
the day-to-day activities of the firm and have appropriate access to a firm's
records.

(2) The term 'internal audit function' refers to the generally understood concept of
internal audit within a firm, that is, the function of assessing adherence to and
the effectiveness of internal systems and controls, procedures and policies. The
internal audit function is not a controlled function itself, but is part of the
systems and controls function (CF28).

Business strategy

A firm should plan its business appropriately so that it is able to identify, measure, manage
and control risks of regulatory concern (see B SYSC 3.2.11 G (2)). In some firms, depending
on the nature, scale and complexity of their business, it may be appropriate to have
business plans or strategy plans documented and updated on a regular basis to take account
of changes in the business environment.

Remuneration policies

It is 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
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Section 3.2 : Areas covered by systems and controls

3.2.19 G

3.2.20 3

3.2.21 G

3.2.22 G

3.2.23
3.2.24
3.2.25
3.2.26
3.2.27

3.2.28

3.2.29

system and the personal advantage of those who act for it. Where tensions exist, these
should be appropriately managed.

Business continuity

A firm should have in place appropriate arrangements, having regard to the nature,
scale and complexity of its business, to ensure that it can continue to function and
meet its regulatory obligations in the event of an unforeseen interruption. These
arrangements should be regularly updated and tested to ensure their effectiveness.

Records

..............................................................................................................

(1) A firm must take reasonable care to make and retain adequate
records of matters and dealings (including accounting records)
which are the subject of requirements and standards under the
regulatory system.

(2) Subject to (3) and to any other record-keeping rule in the
Handbook, the records required by (1) or by such other rule
must be capable of being reproduced in the English language
on paper.

(3) If a firm's records relate to business carried on from an
establishment in a country or territory outside the United
Kingdom, an official language of that country or territory may
be used instead of the English language as required by (2).

A firm should have appropriate systems and controls in place to fulfil the firm's
regulatory and statutory obligations with respect to adequacy, access, periods of
retention and security of records. The general principle is that records should be retained
for as long as is relevant for the purposes for which they are made.

Detailed record-keeping requirements for different types of firm are to be found
elsewhere in the Handbook. Schedule 1 to the Handbook is a consolidated schedule
of these requirements.

[deleted]
[deleted]
[deleted]
[deleted]
[deleted]
[deleted]

[deleted]
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3.2.30 3 | [deleted]
3.2.31 3 | [deleted]
3.2.32 3 | [deleted]
3.2.33 3 | [deleted]
3.2.34 3 | [deleted]
3.2.35 3 | [deleted]
3.2.36 3 | [deleted]
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These provisions have
been moved to SYSC 13
[Deleted]
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. [Chapter Deleted]
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General organisational
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requirements

4.1.1 R|

4.1.2 R

4.1.2A G

4.1 General requirements

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation
covering certain aspects of the MiFID compliance function requirements. See

http://www.esma.europa.eu/content/Guidelines-certain-aspects-MiFID-compliance-

function-requirements .]
(1) A firm must have robust governance arrangements, which

include a clear organisational structure with well defined,
transparent and consistent lines of responsibility, effective
processes to identify, manage, monitor and report the risks it is
or might be exposed to, and internal control mechanisms,
including sound administrative and accounting procedures and
effective control and safeguard arrangements for information
processing systems.

(2) A BIPRU firm and a third country BIPRU firm must comply
with the Remuneration Code.

[Note: article 22(1) of the Banking Consolidation Directive, article
13(5) second paragraph of MiFID and article 12(1)(a) of the UCITS
Directive]

For a common platform firm, the arrangements, processes and
mechanisms referred to in M SYSC 4.1.1 R must be comprehensive and
proportionate to the nature, scale and complexity of the common
platform firm's activities and must take into account the specific technical
criteria described in W SYSC 4.1.7 R, @ SYSC 5.1.7 R, M SYSC 7 and (for a
BIPRU firm and a third country BIPRU firm) B SYSC 19A.

[Note: article 22(2) of the Banking Consolidation Directive)

Other firms should take account of the comprehensiveness and proportionality rule
(M SYSC4.1.2R) as if it were guidance (and as if "should" appeared in that rule instead
of "must") as explained in B SYSC 1 Annex 1.3.3 G .

For a management company, the arrangements, processes and
mechanisms referred to in B SYSC 4.1.1 R must also take account of the
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requirements

UCITS schemes and EEA UCITS schemes managed by the management
company.
[Note: article 12(1) second paragraph of the UCITS Directive]

Resources for management companies

4.1.2C I} | A management company must have, and employ effectively, the resources
FCA 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]

Mechanisms and procedures for a BIPRU firm

..................................................................................................................

4.1.3 I3 | A BIPRU firm must ensure that its internal control mechanisms and
administrative and accounting procedures permit the verification of its

compliance with rules adopted in accordance with the Capital Adequacy
Directive at all times.

[Note: article 35(1) final sentence of the Capital Adequacy Directive]

4.1.4 3 | A firm (with the exception of a sole trader who does not employ any person
who is required to be approved under section 59 of the Act (Approval for

particular arrangements)) must, taking into account the nature, scale and
complexity of the business of the firm, and the nature and range of the
financial services and activities undertaken in the course of that business:

(1) (if it is a common platform firm or a management company)
establish, implement and maintain decision-making procedures
and an organisational structure which clearly and in a documented
manner specifies reporting lines and allocates functions and
responsibilities;

(2) establish, implement and maintain adequate internal control
mechanisms designed to secure compliance with decisions and
procedures at all levels of the firm;

(3) (if itis a common platform firm) establish, implement and maintain
effective internal reporting and communication of information at
all relevant levels of the firm; and

(4) (if it is a management company) establish, implement and maintain
effective internal reporting and communication of information at
all relevant levels of the management company as well as effective
information flows with any third party involved.

[Note: articles 5(1) final paragraph, 5(1)(a), 5(1)(c) and 5(1)(e) of the
MiFID implementing Directive and articles 4(1) final paragraph, 4(1)(a),
4(1)(c) and 4(1)(d) of the UCITS implementing Directive]
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Section 4.1 : General requirements

4.1.4A

4.1.5

4.1.6

4.1.7

4.1.7A

4.1.8

6

6

[6

A firm that is not a common platform firm or a management company should take
into account the decision-making procedures and effective internal reporting rules

(HSYSC4.1.4R (1), M (3) and B (4)) as if they were guidance (and as if "should" appeared
in those rules instead of "must") as explained in B SYSC 1 Annex 1.3.3 G.

A MiFID investment firm and a management company must 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.

[Note: article 5(2) of the MiFID implementing Directive and article 4(2)
of the UCITS implementing Directive|

Business continuity

A common platform firm must take reasonable steps to ensure continuity
and regularity in the performance of its regulated activities. To this end
the common platform firm must employ appropriate and proportionate
systems, resources and procedures.

[Note: article 13(4) of MiFID]

A common platform firm and a management company must establish,
implement and maintain an adequate business continuity policy aimed
at ensuring, in the case of an interruption to its systems and procedures,
that any losses are limited, the preservation of essential data and
functions, and the maintenance of its regulated activities, or, in the case
of a management company, its collective portfolio management
activities, or, where that is not possible, the timely recovery of such data
and functions and the timely resumption of those activities.

[Note: article 5(3) of the MiFID implementing Directive , annex V
paragraph 13 of the Banking Consolidation Directive and article 4(3)
of the UCITS implementing Directive|

Other firms should take account of the business continuity rules (M SYSC 4.1.6 R and
M 4.1.7 R) as if they were guidance (and as if "should" appeared in those rules instead
of "must") as explained in B SYSC 1 Annex 1.3.3 G.

The matters dealt with in a business continuity policy should include:

(1) resource requirements such as people, systems and other assets, and
arrangements for obtaining these resources;

. _ . PAGE
the recovery priorities for the firm's operations;
communication arrangements for internal and external concerned parties
(including the appropriate regulator, clients and the press);
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requirements

(4) escalation and invocation plans that outline the processes for implementing the
business continuity plans, together with relevant contact information;

(5) processes to validate the integrity of information affected by the disruption; and

(6) regular testing of the business continuity policy in an appropriate and
proportionate manner in accordance with B SYSC 4.1.10 R.

Accounting policies

..................................................................................................................

4.1.9 3 | A common platform firm and a management company must establish,
implement and maintain accounting policies and procedures that enable

it, at the request of the appropriate regulator, to deliver in a timely manner
to the appropriate regulator financial reports which reflect a true and fair
view of its financial position and which comply with all applicable
accounting standards and rules.

[Note: article 5(4) of the MiFID implementing Directive and article 4(4)
of the UCITS implementing Directive|

Regular monitoring

..................................................................................................................

4.1.10 3 | A common platform firm and a management company must monitor and,
on a regular basis, evaluate the adequacy and effectiveness of its systems,

internal control mechanisms and arrangements established in accordance
with B SYSC 4.1.4 R to M SYSC 4.1.9 R and take appropriate measures to
address any deficiencies.

[Note: article 5(5) of the MiFID implementing Directive and article 4(5)
of the UCITS implementing Directive|

4.1.10A [G | Other firms should take account of the regular monitoring rule (M SYSC 4.1.10 R) as if it
were guidance (and as if "should" appeared in that rule instead of "must") as explained
in B SYSC 1 Annex 1.3.3 G, but ignoring the cross-reference to M SYSC 4.1.5 R and M 4.1.9 R.

Audit committee

4.1.11 E Depending on the nature, scale and complexity of its business, it may be appropriate for
a firm to form an audit committee. An audit committee could typically examine

management's process for ensuring the appropriateness and effectiveness of systems and
controls, examine the arrangements made by management to ensure compliance with
requirements and standards under the regulatory system, oversee the functioning of the
internal audit function (if applicable) and provide an interface between management and
external auditors. It should have an appropriate number of non-executive directors and
it should have formal terms of reference.

PAGE
4.1.12 |§ [deleted]
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requirements
Risk control: additional guidance
4.1.13 E Firms should also consider the additional guidance on risk-centric governance
arrangements for effective risk management contained in B SYSC 21.
Apportionment of responsibilities: the role of the non-executive director
4.1.14 E The role undertaken by a non-executive director will vary from one firm to another.
Where a non-executive director is an approved person, for example where the firm is

a body corporate, his responsibility and therefore liability will be limited by the role
that he undertakes.
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requirements business

4.2 Persons who effectively direct the business
4.2.1 3 | The senior personnel of a common platform firm, a management company
or of the UK branch of a non-EEA 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) of M{FID, article 7(1)(b) of the UCITS Directive and
article 11(1) second paragraph of the Banking Consolidation Directive]

4.2.1A [G | Other firms should take account of the senior personnel rule (MSYSC 4.2.1 R) as if it were
guidance (and as if "should" appeared in that rule instead of "must") as explained in

M SYSC 1 Annex 1.3.3 G.

4.2.2 3 | A common platform firm, a management company and the UK branch of
a non-EEA bank must ensure that its management is undertaken by at least

two persons meeting the requirements laid down in B SYSC 4.2.1 R.

[Note: article 9(4) first paragraph of MiFID, article 7(1)(b) of the UCITS
Directive and article 11(1) first paragraph of the Banking Consolidation

Directive]
4.2.3 E In the case of a body corporate, the persons referred to in SYSC 4.2.2 R should either be
executive directors or persons granted executive powers by, and reporting immediately

to, the governing body. In the case of a partnership, they should be active partners.

4.2.4 E At least two independent minds should be applied to both the formulation and
implementation of the policies of a common platform firm, a management company and

the UK branch of a non-EEA bank . Where such a firm nominates just two individuals
to direct its business, the appropriate regulator will not regard them as both effectively
directing the business where one of them makes some, albeit significant, decisions relating
to only a few aspects of the business. Each should play a part in the decision-making
process on all significant decisions. Both should demonstrate the qualities and application

to influence strategy, day-to-day policy and its implementation. This does not require
their day-to-day involvement in the execution and implementation of policy. It does,

however, require involvement in strategy and general direction, as well as knowledge of,
and influence on, the way in which strategy is being implemented through day-to-day
policy.
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Section 4.2 : Persons who effectively direct the
business

4.2.5 G

4.2.6 3

Where there are more than two individuals directing the business of a common platform
firm, a management company or the UK branch of a non-EEA bank, the appropriate
regulator does not regard it as necessary for all of these individuals to be involved in
all decisions relating to the determination of strategy and general direction. However,
at least two individuals should be involved in all such decisions. Both individuals'
judgement should be engaged so that major errors leading to difficulties for the firm
are less likely to occur. Similarly, each individual should have sufficient experience
and knowledge of the business and the necessary personal qualities and skills to detect
and resist any imprudence, dishonesty or other irregularities by the other individual.
Where a single individual, whether a chief executive, managing director or otherwise,
is particularly dominant in such a firm this will raise doubts about whether SYSC 4.2.2
R is met.

If a common platform firm, (other than a credit institution) or the UK
branch of a non-EEA bank, is:

(1) a natural person; or

(2) alegal person managed by a single natural person;

it must have alternative arrangements in place which ensure sound and
prudent management of the firm.

[Note: article 9(4) second paragraph of MiFID]
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4.3 Responsibility of senior personnel
4.3.1 3 | A firm (with the exception of a sole trader who does not employ any person
who is required to be approved under section 59 of the Act (Approval for

particular arrangements)), when allocating functions internally, must ensure
that senior personnel and, where appropriate, the supervisory function,
are responsible for ensuring that the firm complies with its obligations
under the regulatory system. In particular, senior personnel and, where
appropriate, the supervisory function must assess and periodically review
the effectiveness of the policies, arrangements and procedures put in place
to comply with the firm's obligations under the regulatory system and take
appropriate measures to address any deficiencies.

[Note: article 9(1) of the MiFID implementing Directive and articles 9(1)
and 9(3) of the UCITS implementing Directive)

4.3.2 3 | A common platform firm (with the exception of a sole trader who does
not employ any person who is required to be approved under section 59

of the Act (Approval for particular arrangements)) and a management
company, must ensure that :

(1) its senior personnel receive on a frequent basis, and at least
annually, written reports on the matters covered by B SYSC6.1.2 R
to @ SYSC 6.1.5R, M SYSC6.2.1 R and mSYSC 7.1.2 R, ®SYSC 7.1.3 R
and B SYSC 7.1.5 R to M SYSC 7.1.7 R, indicating in particular whether
the appropriate remedial measures have been taken in the event
of any deficiencies; and

(2) the supervisory function, if any, receives on a regular basis written
reports on the same matters.

[Note: article 9(2) and article 9(3) of the MiFID implementing
Directive and articles 9(4) and 9(6) of the UCITS implementing

Directive]
4.3.2A [G_ | Other firms should take account of the written reports rule (M SYSC 4.3.2 R) as if it were
guidance (and as if "should" appeared in that rule instead of "must") as explained in

M SYSC 1 Annex 1.3.3 G.
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4.3.3 The supervisory function does not include a general meeting of the shareholders of a
G
firm , or equivalent bodies, but could involve, for example, a separate supervisory

board within a two-tier board structure or the establishment of a non-executive
committee of a single-tier board structure.

4.3.4 [G | [deleted]
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4.4 Apportionment of responsibilities

Application

..................................................................................................................

4.4.1 I3 | This section applies to:

(1) an authorised professional firm in respect of its non-mainstream
regulated activities unless the firm is also conducting other
regulated activities and has appointed approved persons to perform
the governing functions with equivalent responsibilities for the
firm's non-mainstream regulated activities and other regulated
activities;

(2) activities carried on by a firm whose principal purpose is to carry

on activities other than regulated activities and which is:

a) an oil market participant; or

b) a service company; or

)

c) an energy market participant; or

(
(
(
(d) a wholly-owned subsidiary of:

(i) alocal authority; or
(ii) a registered social landlord; or
(e) a firm with permission to carry on insurance mediation

activity in relation to non-investment insurance contracts but
no other regulated activity;

(3) [deleted]

(4) [deleted]

(5) [deleted]
= (a) [deleted]

(b) [deleted]

(6) [deleted]
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4.4.1A 3

4.4.2 G

4.4.3 3

4.4 G

4.4.5 R|

(7) an incoming Treaty firm, an incoming EEA firm or a UCITS
qualifier (but only BSYSC 4.4.5R (2) applies for these firms); and

(8) asole trader, but only if he employs any person who is required
to be approved under section 59 of the Act (Approval for
particular arrangements).

[deleted]

This section does not apply to a common platform firm.

Maintaining a clear and appropriate apportionment

..............................................................................................................

A firm must take reasonable care to maintain a clear and appropriate
apportionment of significant responsibilities among its directors and
senior managers in such a way that:

(1) itis clear who has which of those responsibilities; and

(2) the business and affairs of the firm can be adequately monitored
and controlled by the directors, relevant senior managers and
governing body of the firm.

[deleted]

Allocating functions of apportionment and oversight

A firm must appropriately allocate to one or more individuals, in
accordance with the following table, the functions of:

(1) dealing with the apportionment of responsibilities under
MW SYSC 4.4.3 R; and

(2) overseeing the establishment and maintenance of systems and
controls under M SYSC 4.1.1 R.
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Section 4.4 : Apportionment of responsibilities

2: Allocation of both | 3: Allocation to one
functions must be to | or more individuals
the following individu- | selected from this col-
al, if any (see Note): | umn is compulsory if

1: Firm type

there is no allocation
to an individual in
column 2, but is other-
wise optional and ad-
ditional:

(1) A firm which is a (1) the firm's chief exec- the firm's and its
body corporate and is a utive (and all of them  group's:

member of a group, oth- jointly, if more than

er than a firm in row (2) one); or (1) directors; and

(2) senior managers

(2) a director or senior
manager responsible for
the overall management
of:

(a) the group; or

(b) a group division
within which some or all
of the firm's regulated
activities fall

(2) An incoming EEA  (not applicable) the firm's and its
firm or incoming Treaty group's:

firm (note: only the

functions in SYSC 4.4.5R (1) directors; and

(2) must be allocated)
(2) senior managers

(3) Any other firm the firm's chief executive the firm's and its
(and all of them jointly, group's:
if more than one)
(1) directors; and

(2) senior managers

Note: Column 2 does not require the involvement of the chief executive or
other executive director or senior manager in an aspect of corporate gover-
nance if that would be contrary to generally accepted principles of good
corporate governance.
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4.4.6 G

Does an individual to whom a function is
allocated under SYSC 4.4.5 R need to be an
approved person?

If the allocation is to more than one individ-
ual, can they perform the functions, or as-
pects of the functions, separately?

What is meant by "appropriately allocate"
in this context?

If a committee of management governs a
firm or group, can the functions be allocated
to every member of that committee?

Does the definition of chief executive in-
clude the possessor of equivalent responsi-
bilities with another title, such as a manag-
ing director or managing partner?

Is it possible for a firm to have more than
one individual as its chief executive?

If a firm has an individual as chief execu-
tive, must the functions be allocated to that
individual?

Frequently asked questions about allocation of functions in B SYSC 4.4.5 R

An individual to whom a function is allocat-
ed under SYSC 4.4.5 R will be performing
the apportionment and oversight function
(CF 8, see SUP 10A.7.1R ) and an application
must be made under section 59 of the Act
for approval of the individual before the
function is performed. There are exceptions
from this in SUP 10A.1 (Approved persons
- Application).

If the functions are allocated to joint chief’
executives under SYSC 4.4.5 R, column 2,
they are expected to act jointly. If the
functions are allocated to an individual un-
der SYSC 4.4.5R, column 2, in addition to
individuals under SYSC 4.4.5 R, column 3,
the former may normally be expected to
perform a leading role in relation to the
functions that reflects his position. Other-
wise, yes.

The allocation of functions should be
compatible with delivering compliance with
Principle 3, SYSC 443 R and SYSC4.1.1 R.
The appropriate regulator considers that
allocation to one or two individuals is
likely to be appropriate for most firms.

Yes, as long as the allocation remains ap-
propriate (see Question 3). If the firm also
has an individual as chief executive, then
the functions must be allocated to that indi-
vidual as well under SYSC 4.4.5 R, column
2 (see Question 7).

Yes.

Although unusual, some firms may wish
the responsibility of a chief executive to be
held jointly by more than one individual.
In that case, each of them will be a chief
executive and the functions must be allocat-
ed to all of them under SYSC 4.4.5 R, column
2 (see also Questions 2 and 7).

Normally, yes, under SYSC 4.4.5 R, column
2.

But if the firm is a body corporate and a
member of a group, the functions may, in-
stead of being allocated to the firm's chief
executive, be allocated to a director or se-
nior manager from the group responsible
for the overall management of the group
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Section 4.4 : Apportionment of responsibilities

8

If a firm has a chief executive, can the func-
tions be allocated to other individuals in addi-
tion to the chief executive?

What if a firm does not have a chief execu-
tive?

10 What do you mean by "group division within

which some or all of the firm's regulated ac-
tivities fall"?

or of a relevant group division, so long as
this is appropriate (see Question 3). Such in-
dividuals may nevertheless require approval
under section 59 (see Question 1).

If the firm chooses to allocate the functions
to a director or senior manager responsible
for the overall management of a relevant
group division, the FS4 would expect that
individual to be of a seniority equivalent to
or greater than a chief executive of the firm
for the allocation to be appropriate.

See also Question 14.

Yes. SYSC 4.4.5 R, column 3, permits a firm
to allocate the functions, additionally, to the
firm's (or where applicable the group's) direc-
tors and senior managers as long as this is
appropriate (see Question 3).

Normally, the functions must be allocated to
one or more individuals selected from the
firm's (or where applicable the group's) direc-
tors and senior managers under SYSC 4.4.5 R,
column 3.

But if the firm:

(1) is a body corporate and a member of a
group; and

(2) the group has a director or senior manag-
er responsible for the overall management
of the group or of a relevant group division;

then the functions must be allocated to that
individual (together, optionally, with individ-
uals from column 3 if appropriate) under
SYSC 4.4.5R, column 2.

A "division" in this context should be inter-
preted by reference to geographical opera-
tions, product lines or any other method by
which the group's business is divided.

If the firm's regulated activities fall within
more than one division and the firm does not
wish to allocate the functions to its chief ex-
ecutive, the allocation must, under SYSC4.4.5
R, be to:

(1) a director or senior manager responsible
for the overall management of the group; or
(2) a director or senior manager responsible
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Section

4.4 : Apportionment of responsibilities

11 How does the requirement to allocate the

functions in SYSC 4.4.5 R apply to an over-
seas firm which is not an incoming EEA
firm, incoming Treaty firm or UCITS quali-
fier?

12 How does the requirement to allocate the

functions in SYSC 4.4.5 R apply to an incom-
ing EEA firm or incoming Treaty firm?

for the overall management of one of those
divisions;

together, optionally, with individuals from
column 3 if appropriate. (See also Ques-
tions 7 and 9.)

The firm must appropriately allocate those
functions to one or more individuals, in
accordance with SYSC 4.4.5 R, but:

(1) The responsibilities that must be appor-
tioned and the systems and controls that
must be overseen are those relating to activ-
ities carried on from a UK establishment
with certain exceptions (see

SYSC 1 Annex 1.1.8R). Note that

SYSC 1 Annex 1.1.10R does not extend the
territorial scope of SYSC 4.4 for an overseas

firm.

(2) The chief executive of an overseas firm
is the person responsible for the conduct
of the firm's business within the United
Kingdom (see the definition of "chief exec-
utive"). This might, for example, be the
manager of the firm's UK establishment, or
it might be the chief executive of the firm
as a whole, if he has that responsibility.

The apportionment and oversight function
applies to such a firm, unless it falls within
a particular exception from the approved
persons regime (see Question 1).

SYSC 1 Annex 1.1.1R(2) and SYSC 1 Annex 1.1.8R
restrict the application of SYSC 4.4.5 R for
such a firm. Accordingly:

(1) Such a firm is not required to allocate
the function of dealing with apportionment
in SYSC 4.4.5R (1).

(2) Such a firm is required to allocate the
function of oversight in SYSC 4.4.5R (2).
However, the systems and controls that
must be overseen are those relating to mat-
ters which the appropriate regulator, as
Host State regulator, is entitled to regulate
(there is guidance on this in

SUP 13A Annex 2 G). Those are primarily, but
not exclusively, the systems and controls
relating to the conduct of the firm's activi-
ties carried on from its UK branch.
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requirements

Question Answer

(3) Such a firm need not allocate the function
of oversight to its chief executive; it must al-
locate it to one or more directors and senior
managers of the firm or the firm's group un-
der SYSC 4.4.5 R, row (2).

(4) An incoming EEA firm which has provi-
sion only for cross border services is not re-
quired to allocate either function if it does
not carry on regulated activities in the United
Kingdom; for example if they fall within the
overseas persons exclusions in article 72 of
the Regulated Activities Order.

See also Questions 1 and 15.

13 What about a firm that is a partnership or a The appropriate regulator envisages that

limited liability partnership? most if not all partners or members will be
either directors or senior managers, but this
will depend on the constitution of the partner-
ship (particularly in the case of a limited
partnership) or limited liability partnership.
A partnership or limited liability partnership
may also have a chief executive (see Question
S). A limited liability partnership is a body
corporate and, if a member of a group, will
fall within SYSC 4.4.5 R, row (1) or (2).

14 What if generally accepted principles of good The Note to SYSC 4.4.5 R provides that the
corporate governance recommend that the  chief executive or other executive director or
chief executive should not be involved in an senior manager need not be involved in such
aspect of corporate governance? circumstances. For example, the UK Corpo-

rate Governance Code recommends that the
board of a listed company should establish
an audit committee of non-executive direc-
tors to be responsible for oversight of the
audit. That aspect of the oversight function
may therefore be allocated to the members
of such a committee without involving the
chief executive. Such individuals may require
approval under section 59 in relation to that
function (see Question 1).

15 What about incoming electronic commerce SYSC does not apply to an incoming ECA
activities carried on from an establishment — provider acting as such.
in another EEA State with or for a person in
the United Kingdom?
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SYSC 5 : Employees, agents and other

relevant persons

Section 5.1 : Skills, knowledge and expertise

5.1.1 3

5.1.2 G

5.1.3 G

5.1.4 G

FCA

5.1.4A G

5.1.5 G

5.1.5A (G

5.1 Skills, knowledge and expertise

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation
covering certain aspects of the MiFID compllance functlon requlrements See

functlon-regulrements N

A firm must employ personnel with the skills, knowledge and expertise
necessary for the discharge of the responsibilities allocated to them.

[Note: article 5(1)(d) of the MiFID implementing Directive, articles
12(1)(a) and 14(1)(c) of the UCITS Directive and article 5(1) of the
UCITS implementing Directive|

A firm's systems and controls should enable it to satisfy itself of the suitability of
anyone who acts for it. This includes assessing an individual's honesty and competence.
This assessment should normally be made at the point of recruitment. An individual's
honesty need not normally be revisited unless something happens to make a fresh look
appropriate.

Any assessment of an individual's suitability should take into account the level of
responsibility that the individual will assume within the firm. The nature of this
assessment will generally differ depending upon whether it takes place at the start of
the individual's recruitment, at the end of the probationary period (if there is one) or
subsequently.

The Training and Competence sourcebook (TC) contains additional rules and guidance
relating to specified retail activities undertaken by a firm.

Firms which are carrying on activities that are not subject to TC may nevertheless wish
to take TC into account in complying with the competence requirements in SYSC.

The requirements on firms with respect to approved persons are in Part V of the Act
(Performance of regulated activities) and B SUP 10A and B SUP 10B .

If a firm requires employees who are not subject to a qualification requirement in TC
to pass a relevant examination from the list of recommended examinations maintained
by the Financial Skills Partnership , the appropriate regulator will take that into account
when assessing whether the firm has ensured that the employee satisfies the knowledge
component of the competent employees rule.
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Segregation of functions

5.1.6 3 | A common platform firm and a management company must ensure that
the performance of multiple functions by its relevant persons does not and

is not likely to prevent those persons from discharging any particular
functions soundly, honestly and professionally.

[Note: article 5(1)(g) of the MiFID implementing Directive and article 5(3)
of the UCITS implementing Directive|

5.1.7 [} | The senior personnel of a common platform firm must define arrangements
concerning the segregation of duties within the firm and the prevention of

conflicts of interest.

[Note: annex V paragraph 1 of the Banking Consolidation Directive]

5.1.7A [G | Other firms should take account of the segregation of functions rules (MSYSC 5.1.6 R and
B SYSC 5.1.7 R) as if they were guidance (and as if should appeared in those rules instead

of must) as explained in B SYSC 1 Annex 1.3.3 G.

5.1.8 G The effective segregation of duties is an important element in the internal controls of a
firm in the prudential context. In particular, it helps to ensure that no one individual is

completely free to commit a firm's assets or incur liabilities on its behalf. Segregation can
also help to ensure that a firm's governing body receives objective and accurate information
on financial performance, the risks faced by the firm and the adequacy of its systems.

5.1.9 E A firm should normally ensure that no single individual has unrestricted authority to do
all of the following:

(1) initiate a transaction;
(2) bind the firm,;
(3) make payments; and

(4) account for it.

5.1.10 (G Where a firm is unable to ensure the complete segregation of duties (for example, because
it has a limited number of staff), it should ensure that there are adequate compensating

controls in place (for example, frequent review of an area by relevant senior managers).

5.1.11 [G | Where a common platform firm outsources its internal audit function, it should take
Fegsonable steps to ensure th?.t every individual 1pvolved in the p'erfoqnance of this service
is independent from the individuals who perform its external audit. This should not prevent
services from being undertaken by a firm's external auditors provided that:

(1) the work is carried out under the supervision and management of the firm's
own internal staff; and
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relevant persons

5.1.12 R

51.12A [G

5.1.13 3

5.1.14 3

5.1.15 G

(2) potential conflicts of interest between the provision of external audit services
and the provision of internal audit are properly managed.

Awareness of procedures

A common platform firm and a management company must ensure that
its relevant persons are aware of the procedures which must be followed
for the proper discharge of their responsibilities.

[Note: article 5(1)(b) of the MiFID implementing Directive and article
4(1)(b) of the UCITS implementing Directive]

Other firms should take account of the rule concerning awareness of procedures
(M SYSC 5.1.12 R) as if it were guidance (and as if should appeared in that rule instead
of must) as explained in M SYSC 1 Annex 1.3.3 G.

..............................................................................................................

The systems, internal control mechanisms and arrangements established
by a firm in accordance with this chapter must take 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.

[Note: article 5(1) final paragraph of the MiFID implementing
Directiveand articles 4(1) final paragraph and 5(4) of the UCITS
implementing Directive]

A common platform firm and a management company must monitor
and, on a regular basis, evaluate the adequacy and effectiveness of its
systems, internal control mechanisms and arrangements established in
accordance with this chapter, and take appropriate measures to address
any deficiencies.

[Note: article 5(5) of the MiFID implementing Directive and articles
4(5) of the UCITS implementing Directive]

Other firms should take account of the rule requiring monitoring and evaluation of
the adequacy and effectiveness of systems (B SYSC 5.1.14 R) as if it were guidance (and
as if should appeared in that rule instead of must) as explained in B SYSC 1 Annex 1.3.3 G.
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SYSC 6 : Compliance, internal audit and Section 6.1 : Compliance
financial crime

6.1.1 3

6.1.1A G

6.1.2 R

6.1.2A G

6.1 Compliance

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation
covering certain aspects of the MiFID compllance functlon requlrements See

functlon-regulrements N

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 13(2) of MiFID and article 12(1)(a) of the UCITS
Directive]

The FCA provides guidance on steps that a firm can take to reduce the risk that it
might be used to further financial crime in FC (Financial crime: a guide for firms).

A common platform firm and 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 appropriate regulator
to exercise its powers effectively under the regulatory system and to
enable any other competent authority to exercise its powers effectively
under MiFID or the UCITS Directive.

[Note: article 6(1) of the MiFID implementing Directive and article
10(1) of the UCITS implementing Directive)

Other firms should take account of the adequate policies and procedures rule
(M SYSC6.1.2 R ) as if it were guidance (and as if should appeared in that rule instead
of must) as explained in B SYSC 1 Annex 1.3.3 G .
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SYSC 6 : Compliance, internal audit and Section 6.1 : Compliance
financial crime

6.1.3 3 | A common platform firm and a management company must maintain a
permanent and effective compliance function which operates independently

and which has the following responsibilities:

(1) to monitor and, on a regular basis, to assess the adequacy and
effectiveness of the measures and procedures put in place in
accordance with B SYSC 6.1.2 R, and the actions taken to address
any deficiencies in the firm's compliance with its obligations; and

(2) to advise and assist the relevant persons responsible for carrying
out regulated activities to comply with the firm's obligations under
the regulatory system.

[Note: article 6(2) of the MiFID implementing Directive and article 10(2)
of the UCITS implementing Directive]

6.1.3A G (1) Other firms should take account of the compliance function rule (M SYSC6.1.3R)
as if it were guidance (and as if should appeared in that rule instead of must)

as explained in B SYSC 1 Annex 1.3.3 G .

(2)  Notwithstanding MSYSC6.1.3 R, as it applies under (1), depending on the nature,
scale and complexity of its business, it may be appropriate for a firm to have a
separate compliance function. Where a firm has a separate compliance function

the firm should also take into account B SYSC6.1.3 R and B SYSC6.1.4 R as

guidance.
6.1.4 [d | In order to enable the compliance function to discharge its responsibilities
properly and independently, a common platform firm and a management

company must ensure that the following conditions are satisfied:

(1) the compliance function must have the necessary authority,
resources, expertise and access to all relevant information;

(2) a compliance officer must be appointed and must be responsible
for the compliance function and for any reporting as to compliance
required by B SYSC 4.3.2 R;

(3) the relevant persons involved in the compliance functions must
not be involved in the performance of services or activities they
monitor;

(4) the method of determining the remuneration of the relevant persons
involved in the compliance function must not compromise their
objectivity and must not be likely to do so.
3

[Note: article 6(3) first paragraph of the MiFID implementing Directive
and article 10(3) of the UCITS implementing Directive]
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SYSC 6 : Compliance, internal audit and

financial crime

Section 6.1 : Compliance

6.1.4-A

6.1.5

6.1.6

6.1.7

6

[6

In setting the method of determining the remuneration of relevant persons involved
in the compliance function, BIPRU firms will also need to comply with the
Remuneration Code.

(1) A firm which is not a common platform firm or management
company and which carries on designated investment business
with or for retail clients or professional clients must allocate to
a director or senior manager the function of:

(a) having responsibility for oversight of the firm's compliance;
and

(b) reporting to the governing body in respect of that
responsibility.

(2) In mSYSC6.1.4A R (1) compliance means compliance with the
rules in:

(a) COBS (Conduct of Business sourcebook);

(b) COLL (Collective Investment Schemes sourcebook) and CIS
(Collective Investment Schemes sourcebook) (where
appropriate);

(c) CASS (Client Assets sourcebook) ; and

(d) ICOBS (Insurance: Conduct of Business sourcebook).

A common platform firm and a management company need not comply
with B SYSC 6.1.4 R (3) or MSYSC 6.1.4 R (4) if it is able to demonstrate
that in view of the nature, scale and complexity of its business, and the
nature and range of financial services and activities, the requirements
under those rules are not proportionate and that its compliance function
continues to be effective.

[Note: article 6(3) second paragraph of the MiFID implementing
Directive and article 10(3) second paragraph of the UCITS implementing
Directive]

Other firms should take account of the proportionality rule (B SYSC6.1.5R ) as if it
were guidance (and as if should appeared in that rule instead of must) as explained in
M SYSC 1 Annex 1.3.3G .

(1) This rule applies to a common platform firm conducting
investment services and activities from a branch in another
EEA State.

(2) References to the regulatory system in B SYSC 6.1.1R,
B SYSC 6.1.2 R and B SYSC 6.1.3 R apply in respect of a firm's
branch as if regulatory system includes a Host State's
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Section 6.1 : Compliance
financial crime

requirements under MiFID and the MiFID implementing Directive

which are applicable to the investment services and activities
conducted from the firm's branch.

[Note: article 13(2) of MiFID]
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financial crime

6.2.1 R|

6.2.1A G

6.2.2 G

6.2 Internal audit

A common platform firm and a management company must, where
appropriate and proportionate in view of the nature, scale and
complexity of its business and the nature and range of its financial
services and activities, undertaken in the course of that business, establish
and maintain an internal audit function which is separate and
independent from the other functions and activities of the firm and
which has the following responsibilities:

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

(2) to issue recommendations based on the result of work carried
out in accordance with (1);

(3) to verify compliance with those recommendations;

(4) toreport in relation to internal audit matters in accordance with
B SYSC 4.3.2 R.

[Note: article 8 of the MiFID implementing Directive and article 11 of
the UCITS implementing Directive]

Other firms should take account of the internal audit rule (BSYSC6.2.1R ) as if it were
guidance (and as if should appeared in that rule instead of must) as explained in
M SYSC1 Annex 1.3.3G .

The term 'internal audit function' in MSYSC 6.2.1 R (and M SYSC 4.1.11 G) refers to the

generally understood concept of internal audit within a firm , that is, the function of
assessing adherence to and the effectiveness of internal systems and controls, procedures
and policies. The internal audit function is not a controlled function itself, but is part
of the systems and controls function (CF28).
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financial crime

6.3 Financial crime
6.3.1 I3 | A firm must ensure the policies and procedures established under
FCA B SYSC 6.1.1 R include systems and controls that:

(1) enable it to identify, assess, monitor and manage money laundering
risk; and

(2) are comprehensive and proportionate to the nature, scale and
complexity of its activities.

6.3.2 [G | "Money laundering risk" is the risk that a firm may be used to further money laundering.
Failure by a firm to manage this risk effectively will increase the risk to society of crime

FCA y g y y

and terrorism.

6.3.3 I3 | A firm must carry out a regular assessment of the adequacy of these systems
FCA and controls to ensure that they continue to comply with B SYSC 6.3.1 R.
6.3.4 [G | A firm may also have separate obligations to comply with relevant legal requirements,
FCA including the Terrorism Act 2000, the Proceeds of Crime Act 2002 and the Money

Laundering Regulations. BSYSC6.1.1 R and BSYSC6.3.1R to MSYSC6.3.10 G are not relevant
for the purposes of regulation 42(3) or 45(2) of the Money Laundering Regulations,
section 330(8) of the Proceeds of Crime Act 2002 or section 21A(6) of the Terrorism Act

2000.
6.3.5 [G | The FCA, when considering whether a breach of its rules on systems and controls against
FCA money laundering has occurred, will have regard to whether a firm has followed relevant

provisions in the guidance for the United Kingdom financial sector issued by the Joint
Money Laundering Steering Group.

6.3.6 [G | Inidentifying its money laundering risk and in establishing the nature of these systems
FCA and controls, a firm should consider a range of factors, including:
(1) its customer, product and activity profiles;
7

(2) its distribution channels;

(3) the complexity and volume of its transactions;

(4) its processes and systems; and
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financial crime

Section 6.3 : Financial crime

6.3.7 G

6.3.8 3

6.3.9 R

(5) its operating environment.

A firm should ensure that the systems and controls include:
(1) appropriate training for its employees in relation to money laundering;

(2) appropriate provision of information to its governing body and senior
management, including a report at least annually by that firm's money
laundering reporting officer (MLRO) on the operation and effectiveness of
those systems and controls;

(3) appropriate documentation of its risk management policies and risk profile
in relation to money laundering, including documentation of its application
of those policies (see B SYSC 9 );

(4) appropriate measures to ensure that money laundering risk is taken into
account in its day-to-day operation, including in relation to:

(a) the development of new products;
(b) the taking-on of new customers; and

(c) changes in its business profile; and

(5) appropriate measures to ensure that procedures for identification of new
customers do not unreasonably deny access to its services to potential
customers who cannot reasonably be expected to produce detailed evidence
of identity.

A firm must allocate to a director or senior manager (who may also be
the money laundering reporting officer) overall responsibility within
the firm for the establishment and maintenance of effective anti-money
laundering systems and controls.

The money laundering reporting officer

A firm (with the exception of a sole trader who has no employees) must:

(1) appoint an individual as MLRO, with responsibility for oversight
of its compliance with the FCA's rules on systems and controls
against money laundering; and

(2) ensure that its MLRO has a level of authority and independence
within the firm and access to resources and information
sufficient to enable him to carry out that responsibility.

The job of the MLRO within a firm is to act as the focal point for all activity within
the firm relating to anti-money laundering. The FCA expects that a firm's MLRO will
be based in the United Kingdom.
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financial crime

Financial crime guidance

6.3.11 [G | The FCA provides guidance on steps that a firm can take to reduce the risk that it might
be used to further financial crime in FC (Financial crime: a guide for firms).
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Section 7.1 : Risk control

7.1.1 (G

7.1.2 3

7.1.2A G

7.1.28 G

7.1.3 3

7.1.4 R|

7.1 Risk control

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation
covering certain aspects of the MiFID compllance functlon requlrements See

functlon-regulrements N

B SYSC 4.1.1 R requires a firm to have effective processes to identify, manage, monitor
and report the risks it is or might be exposed to.

A common platform firm must establish, implement and maintain
adequate risk management policies and procedures, including effective
procedures for risk assessment, which identify the risks relating to the
firm's activities, processes and systems, and where appropriate, set the
level of risk tolerated by the firm.

[Note: article 7(1)(a) of the MiFID implementing Directive, article 13(5)
second paragraph of MiFID]

Other firms should take account of the risk management policies and procedures rule
(M SYSC 7.1.2 R ) as if it were guidance (and as if should appeared in that rule instead
of must) as explained in B SYSC 1 Annex 1.3.3 G .

A management company should be aware that Bl COLL 6.11 contains requirements
implementing article 12 of the UCITS implementing Directive in relation to risk control
and internal reporting that will apply to it.

A common platform firm must adopt effective arrangements, processes
and mechanisms to manage the risk relating to the firm's activities,
processes and systems, in light of that level of risk tolerance.

[Note: article 7(1)(b) of the MiFID implementing Directive]

The senior personnel of a common platform firm must approve and
periodically review the strategies and policies for taking up, managing,
monitoring and mitigating the risks the firm is or might be exposed to,
including those posed by the macroeconomic environment in which it
operates in relation to the status of the business cycle.
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SYSC 7 : Risk control Section 7.1 : Risk control

[Note: annex V paragraph 2 of the Banking Consolidation Directive]

7.1.4A (G | Fora common platform firm included within the scope of B SYSC20 (Reverse stress testing),
the strategies, policies and procedures for identifying, taking up, managing, monitoring

and mitigating the risks to which the firm is or might be exposed include conducting
reverse stress testing in accordance with B SYSC 20. A common platform firm which falls
outside the scope of M SYSC 20 should consider conducting reverse stress tests on its business
plan as well. This would further senior personnels understanding of the firm's
vulnerabilities and would help them design measures to prevent or mitigate the risk of
business failure.

7.1.4B [G | Other firms should take account of the risk management rules (M SYSC 7.1.3 R and
W sYSC7.1.4R) as if they were guidance (and as if "should" appeared in those rules instead

of "must") as explained in Bl SYSC 1 Annex 1.3.3 G.

7.1.5 3 | A common platform firm must monitor the following:
(1) the adequacy and effectiveness of the firm's risk management
policies and procedures;

(2) the level of compliance by the firm and its relevant persons with
the arrangements, processes and mechanisms adopted in accordance
with B SYSC 7.1.3 R;

(3) 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 or processes and mechanisms or
follow such policies and procedures.

[Note: article 7(1)(c) of the MiFID implementing Directive]

7.1.6 3 | A common platform firm must, where appropriate and proportionate in
view of the nature, scale and complexity of its 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:

(1) implementation of the policies and procedures referred to in
B SYSC7.1.2 R to MSYSC 7.1.5 R; and

(2) provision of reports and advice to senior personnel in accordance
with B SYSC 4.3.2 R.
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[Note: MiFID implementing Directive Article 7(2) first paragraph]

7.1.7 3 | Where a common platform firm is not required under B SYSC 7.1.6 R to
maintain a risk management function that functions independently, it must

nevertheless be able to demonstrate that the policies and procedures which
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Section 7.1 : Risk control

7.1.7A

7.1.7B

7.1.7C

7.1.8

7.1.9

7.1.10

[6

(6

(6

[6

it has adopted in accordance with BSYSC 7.1.2 R to MSYSC 7.1.5 R satisfy
the requirements of those rules and are consistently effective.

[Note: article 7(2) second paragraph of the MiFID implementing
Directive]

Other firms should take account of the risk management rules (B SYSC 7.1.5 R to
B sYSC7.1.7R) as if they were guidance (and as if should appeared in those rules instead
of must) as explained in B SYSC 1 Annex 1.3.3 G .

In setting the method of determining the remuneration of employees involved in the
risk management function, BIPRU firms will also need to comply with the
Remuneration Code.

Firms should also consider the additional guidance on risk-centric governance
arrangements for effective risk management contained in B SYSC 21.

(1) M SYSC4.1.3R requires a BIPRU firm to ensure that its internal control
mechanisms and administrative and accounting procedures permit the
verification of its compliance with rules adopted in accordance with the
Capital Adequacy Directive at all times. In complying with this obligation,
a BIPRU firm should document the organisation and responsibilities of its
risk management function and it should document its risk management
framework setting out how the risks in the business are identified, measured,
monitored and controlled.

(2)  The term 'risk management function' in MSYSC 7.1.6 R and M SYSC 7.1.7 R
refers to the generally understood concept of risk assessment within a firm,
that is, the function of setting and controlling risk exposure. The risk
management function is not a controlled function itself, but is part of the
systems and controls function (CF28).

Credit and counterparty risk

A BIPRU firm must base credit-granting on sound and well-defined
criteria and clearly establish the process for approving, amending,
renewing, and re-financing credits.

[Note: annex V paragraph 3 of the Banking Consolidation Directive]
A BIPRU firm must operate through effective systems the ongoing
administration and monitoring of its various credit risk-bearing portfolios
and exposures, including for identifying and managing problem credits

and for making adequate value adjustments and provisions. .
PAGE
A
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7.1.11 I3 | A BIPRU firm must adequately diversify credit portfolios given its target

market and overall credit strategy.

[Note: annex V paragraph 5 of the Banking Consolidation Directive]

7.1.12 [G | The documentation maintained by a BIPRU firm under B sYSC 4.1.3 R should include its
policy for credit risk, including its risk appetite and provisioning policy and should describe

how it measures, monitors and controls that risk. This should include descriptions of the
systems used to ensure that the policy is correctly implemented.

Residual risk

..................................................................................................................

7.1.13 I3 | A BIPRU firm must address and control by means of written policies and
procedures the risk that recognised credit risk mitigation techniques used

by it prove less effective than expected.
[Note: annex V paragraph 6 of the Banking Consolidation Directive]

Market risk

7.1.14 I3 | A BIPRU firm must implement policies and processes for the measurement
and management of all material sources and effects of market risks.

[Note: annex V paragraph 10 of the Banking Consolidation Directive]

Interest rate risk

7.1.15 I3 | A BIPRU firm must implement systems to evaluate and manage the risk
arising from potential changes in interest rates as they affect a BIPRU firm's

non-trading activities.
[Note: annex V paragraph 11 of the Banking Consolidation Directive]

Operational risk

..................................................................................................................

7.1.16 I3 | A BIPRU firm must implement policies and processes to evaluate and
manage the exposure to operational risk, including to low-frequency high

severity events. Without prejudice to the definition of operational risk,
BIPRU firms must articulate what constitutes operational risk for the
purposes of those policies and procedures.

[Note: annex V paragraph 12 of the Banking Consolidation Directive]

7.1.16A [G | Inmeeting the general standard referred to in MSYSC7.1.16 R, a BIPRU firm that undertakes

market-related activities should be able to demonstrate to the appropriate regulator:
— (1) in the case of a BIPRU firm calculating its ORCR using the basic indicator
5 approach or standardised approach, that it has considered; or

(2) in the case of a BIPRU firm with an AMA permission, compliance with

the Committee of European Banking Supervisors Guidelines on the management of
operational risk in market-related activities, published in October 2010. These can be
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found at _http://www.eba. europa. eu/documents/Pubhcatlons/Standards--—Gulde-

7.1.16B |G | In meeting the general standards referred to in M SYSC 7.1.16 R, a firm with AMA
approval should be able to demonstrate to the appropriate regulator that it has
considered and complies with Section III of the European Banking Authority's
Guidelines on the Advanced Measurement Approach (AMA) - Extensions and Changes
published in January 2012. These can be found at http://eba.europa.eu/cebs/media/Pub-
lications/Standards %20and %20Guidelines/2012/EBA-BS-2011-209-final-(EBA-GL.-

on-AMA-extensions-and-changes).pdf
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8.1 General outsourcing requirements

[Note: ESMA has also issued guidelines under article 16(3) of the ESMA Regulation
covering certain aspects of the MiFID compllance functlon requlrements See

functlon-regulrements N

8.1.1 3 | A common platform firm must:

(1) when relying on a third party for the performance of operational
functions which are critical for the performance of regulated
activities, listed activities or ancillary services (in this chapter
"relevant services and activities") on a continuous and
satisfactory basis, ensure that it takes reasonable steps to avoid
undue additional operational risk;

(2) not undertake the outsourcing of important operational
functions in such a way as to impair materially:
(a) the quality of its internal control; and

(b) the ability of the appropriate regulator to monitor the firm's
compliance with all obligations under the regulatory system
and, if different, of a competent authority to monitor the
firm's compliance with all obligations under MiFID.

[Note: article 13(5) first paragraph of MiFID]

8.1.1A [G | Other firms should take account of the outsourcing rule (M SYSC 8.1.1 R) as if it were
guidance (and as if should appeared in that rule instead of must) as explained in

B SYSC 1 Annex 1.3.3 G.

8.1.2 [G | The application of MSYSC 8.1 to relevant services and activities (see Ml SYSC 8.1.1 R (1))
is limited by B SYSC 1 Annex 1 (Part 2) (Application of the common platform requirements).
8.1.3 (G | WSYSC4.1.1R requires a firm to have effective processes to identify, manage, monitor &
and report risks and internal control mechanisms. Except in relation to those functions

described in M SYSC 8.1.5 R, where a firm relies on a third party for the performance of
operational functions which are not critical or important for the performance of
relevant services and activities (see B SYSC 8.1.1 R (1)) on a continuous and satisfactory
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basis, it should take into account, in a manner that is proportionate given the nature,
scale and complexity of the outsourcing, the rules in this section in complying with that

requirement.
8.1.4 I3 | For the purposes of this chapter an operational function is regarded as
critical or important if a defect or failure in its performance would

materially impair the continuing compliance of a common platform firm
with the conditions and obligations of its authorisation or its other
obligations under the regulatory system, or its financial performance, or
the soundness or the continuity of its relevant services and activities.

[Note: article 13(1) of the MiFID implementing Directive]

8.1.5 3 | Without prejudice to the status of any other function, the following
functions will not be considered as critical or important for the purposes

of this chapter:

(1) the provision to the firm of advisory services, and other services
which do not form part of the relevant services and activities 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;

(2) the purchase of standardised services, including market information
services and the provision of price feeds ;

[Note: article 13(2) of the MiFID implementing Directive]

(3) the recording and retention of relevant telephone conversations or
electronic communications subject to B COBS 11.8.

8.1.5A [G_| Other firms should take account of the critical functions rules (M SYSC 8.1.4 R and
B SYSC 8.1.5 R) as if they were guidance (and as if should appeared in those rules instead

of must) as explained in B SYSC 1 Annex 1.3.3 G.

8.1.6 I3 | If a firm outsources critical or important operational functions or any
relevant services and activities, it remains fully responsible for discharging

all of its obligations under the regulatory system and must comply, in
particular, with the following conditions:

(1) the outsourcing must not result in the delegation by senior
personnel of their responsibility;

PAGE . . . . o . .
(2) the relationship and obligations of the firm towards its clients
under the regulatory system must not be altered;

(3) the conditions with which the firm must comply in order to be
authorised, and to remain so, must not be undermined;
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8.1.7

8.1.8

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

[Note: article 14(1) of the MiFID implementing Directive)

A common platform firm must exercise due skill and care and diligence
when entering into, managing or terminating any arrangement for the
outsourcing to a service provider of critical or important operational
functions or of any relevant services and activities.

[Note: article 14(2) first paragraph of the MiFID implementing Directive]

A common platform firm must in particular take the necessary steps to
ensure that the following conditions are satisfied:

(1) the service provider must have the ability, capacity, and any
authorisation required by law to perform the outsourced
functions, services or activities reliably and professionally;

(2) the service provider must carry out the outsourced services
effectively, and to this end the firm must establish methods for
assessing the standard of performance of the service provider;

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

(4) appropriate action must be taken if it appears that the service
provider may not be carrying out the functions effectively and
in compliance with applicable laws and regulatory requirements;

(5) the firm must retain the necessary expertise to supervise the
outsourced functions effectively and to manage the risks
associated with the outsourcing , and must supervise those
functions and manage those risks;

(6) the service provider must disclose to the 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;

(7) the firm must be able to terminate the arrangement for the
outsourcing where necessary without detriment to the continuity
and quality of its provision of services to clients;

(8) the service provider must co-operate with the appropriate
regulator and any other relevant competent authority in
connection with the outsourced activities;
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(9) the firm, its auditors, the appropriate regulator and any other
relevant competent authority must have effective access to data
related to the outsourced activities, as well as to the business
premises of the service provider; and the appropriate regulator
and any other relevant competent authority must be able to exercise
those rights of access;

(10) the service provider must protect any confidential information
relating to the firm and its clients;

(11) the firm and the service provider must establish, implement and
maintain 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.

[Note: article 14(2) second paragraph of the MiFID implementing

Directive]
8.1.9 3 | A common platform firm must ensure that the respective rights and
obligations of the firm and of the service provider are clearly allocated and

set out in a written agreement.

[Note: article 14(3) of the MiFID implementing Directive]

8.1.10 3 | If a common platform firm and the service provider are members of the
same group, the firm may, for the purpose of complying with BSYSC8.1.7R

to M SYSC 8.1.11 R and M SYSC 8.2 and W SYSC 8.3, take into account the
extent to which the common platform firm controls the service provider
or has the ability to influence its actions.

[Note: article 14(4) of the MiFID implementing Directive]

8.1.11 3 | A common platform firm must make available on request to the appropriate
regulator and any other relevant competent authority all information

necessary to enable the appropriate regulator and any other relevant
competent authority to supervise the compliance of the performance of
the outsourced activities with the requirements of the regulatory system.

[Note: article 14(5) of the MiFID implementing Directive]

8.1.11A E Other firms should take account of the outsourcing of important operational functions
rules (M sYSC8.1.7R to MSYSC8.1.11 R) as if they were guidance (and as if should appeared
in those rules instead of must) as explained in B SYSC 1 Annex 1.3.3 G.
5
8.1.12 (G | AsMsuP15.3.8G explains, a firm should notify the appropriate regulator when it intends
to rely on a third party for the performance of operational functions which are critical or

important for the performance of relevant services and activities on a continuous and
satisfactory basis.
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[Note: recital 20 of the MiFID implementing Directive]

Additional requirements for a management company

A management company must retain the necessary resources and
expertise so as to monitor effectively the activities carried out by third
parties on the basis of an arrangement with the firm, especially with
regard to the management of the risk associated with those arrangements.

[Note: article 5(2) of the UCITS implementing Directive]

A management company should be aware that B SUP 15.8.6 R (Delegation by UCITS
management companies) and B COLL 6.6.15A R (Committees and delegations) contain
requirements implementing article 13 of the UCITS Directive in relation to delegation
that will apply to it.
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8.2 Outsourcing of portfolio management for
retail clients to a non-EEA State

8.2.1 R | (1) In addition to the requirements set out in the MiFID outsourcing
FCA rules, when a MiFID investment firm outsources the investment
service of portfolio management to retail clients to a service
provider located in a non-EEA state, it must ensure that the
following conditions are satisfied:

(a) the service provider must be authorised or registered in its
home country to provide that service and must be subject to
prudential supervision;

(b) there must be an appropriate cooperation agreement between
the FCA and the supervisor in the non-EEA state ;

(in this chapter the "conditions").

[Note: article 15(1) of the MiFID implementing Directive]

(2) In addition to complying with the common platform outsourcing
rules, if one or both of the conditions are not satisfied, a MiFID
investment firm may enter into such an outsourcing only if it gives
prior notification in writing to the FCA containing adequate details
of the proposed outsourcing and the FCA does not object to that
arrangement within a reasonable time following receipt of that
notification.

[Note: article 15(2) and (4) of the MiFID implementing Directive)

(3) For the purposes of this 7ule a "reasonable time" is within one
month of receipt of a notification. However, the FCA may seek
further information from the MiFID investment firm in relation
to the outsourcing proposal if this is necessary to enable the FCA
to make a decision. Any effect this may have on the FCA's response
time will be notified to the MiFID investment firm and that revised
response time will constitute a reasonable time for the purposes
of this rule.

8.2.2 [intentionally blank]
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8.2.3 G

8.2.9 (G

The conditions do not apply if the outsourcing only concerns ancillary activities
connected with portfolio management, for example IT processes or execution only

activities.

If a firm has received no notice of objection or no request for further information from
the FCA within one month of the FCA receiving the notification, it may outsource the
portfolio management on the basis set out in the notification.

The FCA would use its powers under section 55] of the Act to vary a firm's permission
if it objected to such a notification.

Notification requirements: timing of notification

A firm should only make an outsourcing proposal notification to the FCA after it has
carried out due diligence on the service provider and has had regard to the guidance
set out in M SYSC8.3. The FCA will expect a firm to only submit an outsourcing proposal
notification in respect of a service provider that the firm has determined is suitable to
carry on the outsourcing activity.

Notification requirements: content

The guidance set out in B SYSC 8.3 includes information on what the FCA will expect
a firm to check before the submission of a notification.

A notification under this section should include:

............

details on which of the conditions is not met;

if applicable, details and evidence of the service provider's authorisation or
regulation including the regulator's contact details;

the firm's proposals for meeting its obligations under this chapter on an
ongoing basis;

why the firm wishes to outsource to the service provider;

a draft of the outsourcing agreement between the service provider and the
firm;

the proposed start date of the outsourcing; and

confirmation that the firm has had regard to the guidance in BSYSC 8.3, or
if it has not, why not.

..................................................................................................

Notification requirements additional guidance

Where the FCA has not objected to the outsourcing agreement, the firm should have
regard to its obligations under B SUP 15 which include making the FCA aware of any
matters which could affect the firm's ability to provide adequate services to its customers
or could result in serious detriment to its customers or where there has been material
change in the information previously provided to the FCA in relation to the outsourcing.
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8.3 Guidance on outsourcing portfolio
management for retail clients to a non-EEA
State
8.3.1 E This guidance is relevant regardless of whether a firm outsources portfolio management
directly or indirectly via a third party. However, firms should note that they may notify

a secondary or indirect outsourcing in the same notification as the direct outsourcing.

8.3.2 [G | This guidance sets out examples of the type of actions that a firm proposing to outsource
should have undertaken when assessing the suitability of the service provider and its ability

to carry on the outsourced activity.

[Note: article 15(3) of the MiFID implementing Directive]

8.3.3 (G If a firm can demonstrate that it has taken the following guidance into account and has
satisfactorily concluded that it would be able to continue to satisfy the common platform

outsourcing rules and provide adequate protection for consumers despite not satisfying
the conditions, the FCA would not be likely to object to that outsourcing.

8.3.4 (G If the outsourcing allows the service provider to sub-contract any of the services to be
provided under the outsourcing, any such sub-contracting shall not affect the service

provider's responsibilities under the outsourcing agreement.

8.3.5 [G | The outsourcing agreement should entitle the firm to terminate the outsourcing if the
service provider undergoes a change of control or becomes insolvent, goes into liquidation

or receivership (or equivalent in its home state) or is in persistent material default under
the agreement.

8.3.6 [G | The following should be taken into account where the service provider is not authorised
or registered in its home country and/or not subject to prudential supervision.

(1) The firm should examine, and be able to demonstrate, to what extent the service
provider may be subject to any form of voluntary regulation, including
self-regulation in its home state.

(2) The firm should be able to satisfy the FCA that the service provider is committed
for the term of the outsourcing agreement to devoting sufficient, competent
resources to providing the service.

(3) In addition to the requirement to ensure that a service provider discloses any
developments that may have a material impact on its ability to carry out the
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outsourcing (M SYSC 8.1.8 R (6)), where the conditions are not met the
developments to be disclosed should include, but are not limited to:

(a) any adverse effect that any laws or regulations introduced in the service
provider's home country may have on its carrying on the outsourced
activity; and

(b) any changes to its capital reserve levels or its prudential risks.

The firm should satisfy itself that the service provider is able to meet its
liabilities as they fall due and that it has positive net assets.

The firm should require that the service provider prepares annual reports
and accounts which:

(a) are in accordance with the service provider's national law which, in all
material respects, is the same as or equivalent to the international
accounting standards;

(b) have been independently audited and reported on in accordance with
the service provider's national law which is the same as or equivalent
to international auditing standards.

The firm should receive copies of each set of the audited annual report and
accounts of the service provider. If the service provider expects or knows its
auditor will qualify his report on the audited report and accounts, or add
an explanatory paragraph, the service provider should be required to notify
the firm without delay.

The firm should satisfy itself, and be able to demonstrate, that it has in place
appropriate procedures to ensure that it is fully aware of the service provider's
controls for protecting confidential information.

In addition to the requirement at B SYSC 8.1.8 R (10) that the service provider
must protect any confidential information relating to the firm or its clients,
the outsourcing agreement should require the service provider to notify the
firm immediately if there is a breach of confidentiality.

The outsourcing agreement should be governed by the law and subject to
the jurisdiction of an EEA state.

The following should be taken into account by a firm where there is no cooperation
agreement between the FCA and the supervisory authority of the service provider or
there is no supervisory authority of the service provider.

(1)

The outsourcing agreement should ensure the firm can provide the FCA with
any information relating to the outsourced activity the FCA may require in
order to carry out effective supervision. The firm should therefore assess the
extent to which the service provider's regulator and/or local laws and
regulations may restrict access to information about the outsourced activity.
Any such restriction should be described in the notification to be sent to the
FCA.

The outsourcing agreement should require the service provider to provide
the firm's offices in the United Kingdom with all requested information
required to meet the firm's regulatory obligations. The FCA should be given
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an enforceable right under the agreement to obtain such information from the
firm and to require the service provider to provide the information directly.
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9.1.-1
9.1.-2

9.1.1

9.1.2

9.1.3

9.1 General rules on record-keeping

[deleted]

[deleted]

A 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 appropriate regulator or
any other relevant competent authority under MiFID or the UCITS
Directive 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 13(6) of MiFID, article 5(1)(f) of the MiFID implementing
Directive, article 12(1)(a) of the UCITS Directive and article 4(1)(e) of
the UCITS implementing Directive]

A common platform firm must retain all records kept by it under this
chapter in relation to its MiFID business for a period of at least five
years.

[Note: article 51 (1) of the MiFID implementing Directive]

In relation to its MiFID business, a common platform firm must retain
records in a medium that allows the storage of information in a way
accessible for future reference by the appropriate regulator or any other
relevant competent authority under MiFID, and so that the following
conditions are met:

(1) the appropriate regulator or any other relevant competent
authority under MiFID must be able to access them readily and
to reconstitute each key stage of the processing of each
transaction;

(2) it must be possible for any corrections or other amendments,
and the contents of the records prior to such corrections and
amendments, to be easily ascertained;
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9.1.4

9.1.5

9.1.6

9.1.7

[6

(3) it must not be possible for the records otherwise to be manipulated
or altered.

[Note: article 51(2) of the MiFID implementing Directive]

Guidance on record-keeping

Subject to any other record-keeping rule in the Handbook, the records required under the
Handbook should be capable of being reproduced in the English language on paper.
Where a firm is required to retain a record of a communication that was not made in the
English language, it may retain it in that language. However, it should be able to provide
a translation on request. If a firm's records relate to business carried on from an
establishment in a country or territory outside the United Kingdom, an official language
of that country or territory may be used instead of the English language.

In relation to the retention of records for non-MiFID business, a firm should have
appropriate systems and controls in place with respect to the adequacy of, access to, and
the security of its records so that the firm may fulfil its regulatory and statutory obligations.
With respect to retention periods, the general principle is that records should be retained
for as long as is relevant for the purposes for which they are made.

Schedule 1 to each module of the Handbook sets out a list summarising the record-keeping
requirements of that module.

[Note: article 51(3) of MiFID implementing Directive]

The Committee of European Securities Regulators (CESR) has issued recommendations
on the list of minimum records under Article 51(3) of the MiFID implementing Directive.
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10.1 Application

10.1.1 R| (1) This section applies to a firm which provides services to its
clients in the course of carrying on regulated activities or

ancillary activities or providing ancillary services (but only
where the ancillary services constitute MiFID business).

(2) This section also applies to a management company.

Requirements only apply if a service is provided

..............................................................................................................

10.1.2 [G | Therequirements in this section only apply where a service is provided by a firm . The
status of the client to whom the service is provided (as a retail client, professional client

or eligible counterparty) is irrelevant for this purpose.

[Note: recital 25 of MiFID implementing Directive]

Identifying conflicts

..............................................................................................................

10.1.3 3 | A firm must take all reasonable steps to identify conflicts of interest
between:
10 (1) the firm, including its managers, employees and appointed
representatives (or where applicable, tied agents ) , or any person

directly or indirectly linked to them by control, and a client of
the firm; or

(2) one client of the firm and another client;

that arise or may arise in the course of the firm providing any service
referred to in M SYSC 10.1.1 R.

[Note: article 18(1) of MiFID]

Types of Conflicts e,

10.1.4 [} | For the purposes of identifying the types of conflict of interest that arise,
or may arise, in the course of providing a service and whose existence

may entail a material risk of damage to the interests of a client, a

common platform firm and a management company must take into

account, as a minimum, whether the firm or a relevant person, or a

person directly or indirectly linked by control to the firm:
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(1) is likely to make a financial gain, or avoid a financial loss, at the
expense of the client;

(2) has an interest in the outcome of a service provided to the client
or of a transaction carried out on behalf of the client, which is
distinct from the client's interest in that outcome;

@A) in the case of a management company providing collective portfolio
management services for a UCITS scheme, (2) also applies where
the service is provided to, or the transaction is carried out on behalf
of, a client other than the UCITS scheme;

(3) has a financial or other incentive to favour the interest of another
client or group of clients over the interests of the client;

(4) carries on the same business as the client; or in the case of a
management company, carries on the same activities for the UCITS
scheme and for another client or clients which are not UCITS
schemes; or

(5) receives or will receive from a person other than the client an
inducement in relation to a service provided to the client, in the
form of monies, goods or services, other than the standard
commission or fee for that service.

The conflict of interest may result from the firm or person providing a
service referred to in M SYSC 10.1.1 R or engaging in any other activity or,
in the case of a management company, whether as a result of providing
collective portfolio management services or otherwise.

[Note: article 21 of MiFID implementing Directive and article 17(1) of the
UCITS implementing Directive)

10.1.4A [G | Other firms should take account of the rule on the types of conflicts (see B SYSC 10.1.4 R
) as if it were guidance (and as if "should" appeared in that rule instead of "must") as
explained in B SYSC 1 Annex 1.3.3 G, except when they produce or arrange the production
of investment research in accordance with Bl COBS 12.2, or produce or disseminate
non-independent research in accordance with B COBS 12.3 (see M SYSC 10.1.16 R ).

10.1.4B [G | Other firms should take account of the rule on the types of conflicts (see M SYSC 10.1.4 R)
as if it were guidance (and as if "should" appeared in that rule instead of "must") as
explained in B SYSC 1 Annex 1.3.3 G.

10.1.5 E The circumstances which should be treated as giving rise to a conflict of interest cover
E cases where there is a conflict between the interests of the firm or certain persons connected
PRA]

to the firm or the firm's group and the duty the firm owes to a client; or between the
differing interests of two or more of its clients, to whom the firm owes in each case a duty.
It is not enough that the firm may gain a benefit if there is not also a possible disadvantage
to a client, or that one client to whom the firm owes a duty may make a gain or avoid a
loss without there being a concomitant possible loss to another such client.
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10.1.6 R|

10.1.6A [G

10.1.68 [G

10.1.7 R

10.1.8 R

[Note: recital 24 of MiFID implementing Directive]

Record of conflicts

A common platform firm and a management company must keep and
regularly update a record of the kinds of service or activity carried out
by or on behalf of that firm in which a conflict of interest entailing a
material risk of damage to the interests of one or more clients has arisen
or, in the case of an ongoing service or activity, may arise.

[Note: article 23 of MiFID implementing Directive and article 20(1) of
the UCITS implementing Directive]

Other firms should take account of the rule on records of conflicts (see MSYSC 10.1.6 R
) as if it were guidance (and as if "should" appeared in that rule instead of "must",
as explained in B SYSC 1 Annex 1.3.3 G), except when they produce or arrange the
production of investment research in accordance with B COBS 12.2, or produce or
disseminate non-independent research in accordance with Bl COBS 12.3 (see

B SYSC10.1.16 R ).

Other firms should take account of the rule on records of conflicts (see BSYSC 10.1.6 R)
as if it were guidance (and as if "should" appeared in that rule instead of "must", as
explained in B SYSC 1 Annex 1.3.3 G).

Managing conflicts

A firm must maintain and operate effective organisational and
administrative arrangements with a view to taking all reasonable steps
to prevent conflicts of interest as defined in B SYSC 10.1.3 R from
constituting or giving rise to a material risk of damage to the interests
of its clients.

[Note: article 13(3) of MiFID]

Disclosure of conflicts

(1) If arrangements made by a firm under BSYSC 10.1.7 R to manage
conflicts of interest are not sufficient to ensure, with reasonable
confidence, that risks of damage to the interests of a client will
be prevented, the firm must clearly disclose the general nature
and/or sources of conflicts of interest to the client before
undertaking business for the client.

(2) The disclosure must:

(a) be made in a durable medium; and

(b) include sufficient detail, taking into account the nature of
the client, to enable that client to take an informed decision
with respect to the service in the context of which the
conflict of interest arises.
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(3) This rule does not apply to the extent that MSYSC 10.1.21 R applies.

[Note: article 18(2) of MiFID and Article 22(4) of MiFID implementing
Directive]

10.1.8A [ | The obligation in B SYSC 10.1.8 R (2)(a) does not apply to a firm when

carrying on insurance mediation activity.
10.1.9 (G | Firms should aim to identify and manage the conflicts of interest arising in relation to
their various business lines and their group's activities under a comprehensive conflicts

of interest policy. In particular, the disclosure of conflicts of interest by a firm should not
exempt it from the obligation to maintain and operate the effective organisational and

administrative arrangements under B SYSC 10.1.7 R. While disclosure of specific conflicts

of interest is required by M SYSC 10.1.8 R, an over-reliance on disclosure without adequate
consideration as to how conflicts may appropriately be managed is not permitted.

[Note: recital 27 of MiFID implementing Directive|

Conflicts policy

..................................................................................................................

10.1.10 [ (1) A common platform firm and a management company must
establish, implement and maintain an effective conflicts of interest

policy that is set out in writing and is appropriate to the size and
organisation of the firm and the nature, scale and complexity of
its business.

(2) Where the common platform firm or the management company
is a member of a group, the policy must also take into account any
circumstances, of which the firm is or should be aware, which may
give rise to a conflict of interest arising as a result of the structure
and business activities of other members of the group.

[Note: article 22(1) of MiFID implementing Directive and article 18(1) of
the UCITS implementing Directive]

Contents of policy

..................................................................................................................

10.1.11 [ (1) The conflicts of interest policy must include the following content:
(a) it must identify in accordance with B SYSC 10.1.3 R and

B SYSC 10.1.4 R, by reference to the specific services and
activities carried out by or on behalf of the common platform
firm or management company, the circumstances which
constitute or may give rise to a conflict of interest entailing a
material risk of damage to the interests of one or more clients;

" and
(b)

it must specify procedures to be followed and measures to be
adopted in order to manage such conflicts.
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(2) The procedures and measures provided for in paragraph (1)(b)
must:

(a)

be designed to ensure that relevant persons engaged in
different business activities involving a conflict of interest
of the kind specified in paragraph (1)(a) carry on those
activities at a level of independence appropriate to the size
and activities of the common platform firm or the
management company and of the group to which either of
them respectively belongs, and to the materiality of the risk
of damage to the interests of clients; and

include such of the following as are necessary and
appropriate for the common platform firm or the
management company to ensure the requisite degree of
independence:

(i) effective procedures to prevent or control the exchange
of information between relevant persons engaged in
activities involving a risk of a conflict of interest where
the exchange of that information may harm the interests
of one or more clients;

(ii) the separate supervision of relevant persons whose
principal functions involve carrying out activities on
behalf of, or providing services to, clients whose interests
may conflict, or who otherwise represent different
interests that may conflict, including those of the firm;

(iii) the removal of any direct link between the remuneration
of relevant persons principally engaged in one activity
and the remuneration of, or revenues generated by,
different relevant persons principally engaged in another
activity, where a conflict of interest may arise in relation
to those activities;

(iv) measures to prevent or limit any person from exercising
inappropriate influence over the way in which a relevant
person carries out services or activities; and

(v) measures to prevent or control the simultaneous or
sequential involvement of a relevant person in separate
services or activities where such involvement may impair
the proper management of conflicts of interest.

(3) If the adoption or the practice of one or more of those measures
and procedures does not ensure the requisite level of
independence, a common platform firm and a management
company must adopt such alternative or additional measures
and procedures as are necessary and appropriate for the purposes
of paragraph (1)(b).
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[Note: article 22(2) and (3) of MiFID implementing Directive and articles
18(2), 19(1) and 19(2) of the UCITS implementing Directive]

10.1.11A E Other firms should take account of the rules relating to conflicts of interest policies (see
FCA B SYSC10.1.10R and BSYSC 10.1.11 R ) as if they were guidance (and as if "should" appeared
in those rules instead of "must", as explained in B SYSC 1 Annex 1.3.3 G), except when they
produce or arrange the production of investment research in accordance with Bl COBS 12.2,
or produce or disseminate non-independent research in accordance with B COBS 12.3 (see
W SYSC10.1.16 R ).

10.1.11B E Other firms should take account of the rules relating to conflicts of interest policies (see
W sSYSC10.1.10R and BSYSC10.1.11 R ) as if they were guidance (and as if "should" appeared
in those rules instead of "must", as explained in B SYSC 1 Annex 1.3.3 G).

10.1.12 E In drawing up a conflicts of interest policy which identifies circumstances which constitute
or may give rise to a conflict of interest, a firm should pay special attention to the activities

of investment research and advice, proprietary trading, portfolio management and
corporate finance business, including underwriting or selling in an offering of securities
and advising on mergers and acquisitions. In particular, such special attention is appropriate
where the firm or a person directly or indirectly linked by control to the firm performs a
combination of two or more of those activities.

[Note: recital 26 of MiFID implementing Directive]

Corporate finance

..................................................................................................................

10.1.13 [G | This section is relevant to the management of a securities offering by any firm.
10.1.14 [G | A firm will wish to note that when carrying on a mandate to manage an offering of
securities, the firm's duty for that business is to its corporate finance client (in many cases,

the corporate issuer or seller of the relevant securities), but that its responsibilities to
provide services to its investment clients are unchanged.

10.1.15 [G | Measures that a firm might wish to consider in drawing up its conflicts of interest policy
in relation to the management of an offering of securities include:

(1) at an early stage agreeing with its corporate finance client relevant aspects of
the offering process such as the process the firm proposes to follow in order to
determine what recommendations it will make about allocations for the offering;
how the target investor group will be identified; how recommendations on
allocation and pricing will be prepared; and whether the firm might place
securities with its investment clients or with its own proprietary book, or with
an associate, and how conflicts arising might be managed; and

inviting the corporate finance client to participate actively in the allocation
process; making the initial recommendation for allocation to retail clients of
the firm as a single block and not on a named basis; having internal arrangements
under which senior personnel responsible for providing services to retail clients
make the initial allocation recommendations for allocation to retail clients of
the firm; and disclosing to the issuer details of the allocations actually made.

(2) agreeing allocation and pricing objectives with the corporate finance client;
7
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10.1.16 3

10117 [J

10.1.18 [G

10.1.19 3

[Note: The provisions in BSYSC 10.1 also implement BCD Article 22 and BCD Annex
V paragraph 1]

Application of conflicts of interest rules to non-common platform firms
when producing investment research or non-independent research

The rules relating to:
(1) types of conflict (see mSYSC 10.1.4 R );
(2) records of conflicts (see m SYSC 10.1.6 R ); and

(3) conflicts of interest policies (see B SYSC 10.1.10 R and
B SYSC 10.1.11R );

also apply to a firm which is not a common platform firm when it
produces, or arranges for the production of, investment research that
is intended or likely to be subsequently disseminated to clients of the
firm or to the public in accordance with B COBS 12.2, and when it
produces or disseminates non-independent research in accordance with
B COBS 12.3.

Additional requirements for a management company

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

(1) 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 or EEA UCITS scheme it manages;

and

(2) where it manages two or more UCITS schemes or EEA UCITS
schemes, the interests of all of them.

[Note: article 17(2) of the UCITS implementing Directive]

For a management company, references to client in B SYSC 10.1.4 R and in the other
rules in this section should be construed as referring to any UCITS scheme or EEA
UCITS scheme 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

A management company must be structured and organised in such a
way as to minimise the risk of a UCITS scheme's, EEA UCITS scheme's
or client's interests being prejudiced by conflicts of interest between the
management company and its clients, between two of its clients, between
one of its clients and a UCITS scheme or an EEA UCITS scheme, or

between two such schemes.
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[Note: articles 12(1)(b) and 14(1)(d) of the UCITS Directive]

Avoidance of conflicts of interest for a management company

10.1.20 [} | A management company must try to avoid conflicts of interest and, when
FCA they cannot be avoided, ensure that the UCITS schemes and EEA UCITS
schemes it manages are fairly treated.

[Note: articles 12(1)(b) and 14(1)(d) of the UCITS Directive]

Disclosure of conflicts of interest for a management company

..................................................................................................................

10.1.21 [ (1) Where the organisational or administrative arrangements made by
FCA a 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 or EEA UCITS
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 management company must report situations referred to in (1)
to the unitholders of the UCITS scheme or EEA UCITS scheme it
manages by any appropriate durable medium and give reasons for
its decision.

[Note: articles 20(2) and 20(3) of the UCITS implementing Directive]
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10.2.1 R
10.2.2 3

10.2 Chinese walls

Application

..............................................................................................................

This section applies to any firm.

Control of information

..............................................................................................................

(1) When a firm establishes and maintains a Chinese wall (that is,
an arrangement that requires information held by a person in
the course of carrying on one part of the business to be withheld
from, or not to be used for, persons with or for whom it acts
in the course of carrying on another part of its business) it may:

(a) withhold or not use the information held; and

(b) for that purpose, permit persons employed in the first part
of its business to withhold the information held from those
employed in that other part of the business;

but only to the extent that the business of one of those parts
involves the carrying on of regulated activities , ancillary
activities or, in the case of MiFID business, the provision of
ancillary services.

(2) Information may also be withheld or not used by a firm when
this is required by an established arrangement maintained
between different parts of the business (of any kind) in the same
group. This provision does not affect any requirement to
transmit or use information that may arise apart from the rules
in COBS.

(3) For the purpose of this rule, "maintains" includes taking
reasonable steps to ensure that the arrangements remain effective
and are adequately monitored, and must be interpreted
accordingly.

(4) For the purposes of section 118A(5)(a) of the Act, behaviour
conforming with paragraph (1) does not amount to market
abuse.
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Effect of rules

10.2.3 E M sYSC 10.2.2 R is made under section 137P of the Act (Control of information rules). It

has the following effect:

(1) acting in conformity with B SYSC 10.2.2 R (1) provides a defence against
proceedings brought under section 397(2) or (3) of the Act (Misleading
statements and practices) - see sections 397(4) and (5)(c);

(2)  behaviour in conformity with B SYSC 10.2.2 R (1) does not amount to market
abuse (see B SYSC 10.2.2 R (4) ); and

(3) acting in conformity with BSYSC 10.2.2R (1) provides a defence for a firm against
FCA enforcement action, or an action for damages under section 138D of the
Act, based on a breach of a relevant requirement to disclose or use this
information.

Attribution of knowledge

10.2.4 3 | When any of the rules of COBS or CASS apply to a firm that acts with
knowledge, the firm will not be taken to act with knowledge for the
purposes of that rule if none of the relevant individuals involved on behalf
of the firm acts with that knowledge as a result of arrangements established
under MSYSC 10.2.2R .

10.2.5 [G | When a firm manages a conflict of interest using the arrangements in BlSYSC 10.2.2 R which

take the form of a Chinese wall, individuals on the other side of the wall will not be
regarded as being in possession of knowledge denied to them as a result of the Chinese
wall.

PAGE
11

B Release 136 @ April 2013 10.2.5



SYSC 10 : Conflicts of interest

Section 10.2 : Chinese walls

B Release 136 @ April 2013

PAGE
12



Senior Management Arrangements, Systems and Controls

Chapter 11

Liquidity risk systems
and controls

B Release 136 @ April 2013



SYSC 11 : Liquidity risk systems and

controls

Section 11.1 : Application

11.1.1 R|

11.1.2 R
11.1.3 R
11.1.4 R
11.1.5 G
11.1.6 3

11.1.7 (G

11.1 Application

B SYSC 11 applies to an insurer, unless it is :
(1) a non-directive friendly society; or
(2) a Swiss general insurer; or
(3) an EEA-deposit insurer; or
(4) an incoming EEA firm; or
(5) an incoming Treaty firm.

[deleted]

[deleted]

[deleted]
(1) [deleted]

(2) [deleted]

If a firm carries on:
(1) long-term insurance business; and

(2) general insurance business;

B SYSC 11 applies separately to each type of business.

Purpose

The purpose of BSYSC 11 is to amplify GENPRU and SYSC in their specific application
to liquidity risk and, in so doing, to indicate minimum standards for systems and
controls in respect of that risk.
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controls

11.1.8 [G | Appropriate systems and controls for the management of liguidity risk will vary with the

scale, nature and complexity of the firm's activities. Most of the material in BSYSC 11 is,
therefore, guidance. M SYSC 11 lays out some of the main issues that the PRA expects a
firm to consider in relation to liquidity risk. A firm should assess the appropriateness of
any particular item of guidance in the light of the scale, nature and complexity of its
activities as well as its obligations as set out in Principle 3 to organise and control its
affairs responsibly and effectively.

11.1.9 [G | MsYSC 11 addresses the need to have appropriate systems and controls to deal both with

liquidity management issues under normal market conditions, and with stressed or extreme
situations resulting from either general market turbulence or firm-specific difficulties.

11.1.10  [G | [deleted]

11.1.11 3 | [deleted]

11.1.12 3| [deleted]

11.1.13 [G | Aninsurer is also required to comply with the requirements in relation to liquidity risk

set out in Il INSPRU 4.1.

11.1.14 (G | [deleted]
11.1.15  [G | [deleted]
11.1.16  [G | [deleted]
11.1.17 [G | High level requirements in relation to carrying out stress testing and scenario analysis are

set out in GENPRU 1.2. In particular, GENPRU 1.2.42R requires a firm to carry out
appropriate stress testing and scenario analysis. B SYSC 11 gives guidance in relation to
these tests in the case of liquidity risk.

Stress testing and scenario analysis

11.1.18 [G | Theeffect of GENPRU 1.2.30R, GENPRU 1.2.34R, GENPRU 1.2.37R(1) and GENPRU
1.2.42R is that, for the purposes of determining the adequacy of its overall financial

resources, a firm must carry out appropriate stress testing and scenario analysis, including
taking reasonable steps to identify an appropriate range of realistic adverse circumstances
and events in which liquidity risk might occur or crystallise.

11.1.19 E GENPRU 1.2.40G and GENPRU 1.2.62G to GENPRU 1.2.78G give guidance on stress

testing and scenario analysis, including on how to choose appropriate scenarios, but the
precise scenarios that a firm chooses to use will depend on the nature of its activities. For

the purposes of testing liquidity risk, however, a firm should normally consider scenarios
based on varying degrees of stress and both firm-specific and market-wide difficulties. In
developing any scenario of extreme market-wide stress that may pose systemic risk, it
may be appropriate for a firm to make assumptions about the likelihood and nature of
central bank intervention.
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11.1.20 (G

11.1.21 i

11.1.22 [G

11.1.23 [G

A firm should review frequently the assumptions used in stress testing scenarios to
gain assurance that they continue to be appropriate.

(1) A scenario analysis in relation to liquidity risk required under
GENPRU 1.2.42R should include a cash-flow projection for
each scenario tested, based on reasonable estimates of the impact
(both on and off balance sheet) of that scenario on the firm's
funding needs and sources.

(2)

Contravention of (1) may be relied on as tending to establish
contravention of GENPRU 1.2.42R.

In identifying the possible on and off balance sheet impact referred to in
W SYSC 11.1.21 E (1), a firm may take into account:

(1)

possible changes in the market's perception of the firm and the effects that
this might have on the firm's access to the markets, including:

(where the firm funds its holdings of assets in one currency with liabilities
in another) access to foreign exchange markets, particularly in less
frequently traded currencies;

access to secured funding, including by way of repo transactions; and

the extent to which the firm may rely on committed facilities made
available to it;

(if applicable) the possible effect of each scenario analysed on currencies
whose exchange rates are currently pegged or fixed; and

that:

(a)

general market turbulence may trigger a substantial increase in the extent
to which persons exercise rights against the firm under off balance sheet
instruments to which the firm is party;

access to OTC derivative and foreign exchange markets are sensitive to
credit-ratings;

the scenario may involve the triggering of early amortisation in asset
securitisation transactions with which the firm has a connection; and

its ability to securitise assets may be reduced.

Contingency funding plans

GENPRU 1.2.26R states that a firm must at all times maintain overall financial
resources adequate to ensure that there is no significant risk that its liabilities cannot
be met as they fall due. GENPRU 1.2.42R(1)(b) provides that for the purposes of
determining the adequacy of its overall financial resources, a firm must estimate the
financial resources it would need in each of the circumstances and events considered
in carrying out its stress testing and scenario analysis in order to, inter alia, meet its
liabilities as they fall due.
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11.1.24 A (1) A firm should have an adequately documented contingency funding
plan for taking action to ensure, so far as it can, that, in each of

the scenarios analysed under GENPRU 1.2.42R(1)(b), it would
still have sufficient liquid financial resources to meet liabilities as

they fall due.

(2) The contingency funding plan should cover what events or
circumstances will lead the firm to put into action any part of the
plan.

(3) [deleted]

(4) A firm's contingency funding plan should, where relevant, take
account of the impact of stressed market conditions on:

(a) the behaviour of any credit-sensitive liabilities it has; and

(b) its ability to securitise assets.

(5) A firm's contingency funding plan should contain administrative
policies and procedures that will enable the firm to manage the
plan's implementation effectively, including:

(a) the responsibilities of senior management;

(b) names and contact details of members of the team responsible
for implementing the contingency funding plan;

(c) where, geographically, team members will be assigned;

(d) who within the team is responsible for contact with head office
(if appropriate), analysts, investors, external auditors, press,
significant client's, regulators, lawyers and others; and

(e) mechanisms that enable senior management and the governing
body to receive management information that is both relevant
and timely.

(6) Contravention of any of (1) to (5) may be relied upon as tending
to establish contravention of GENPRU 1.2.30R(2)(c).

Documentation

..................................................................................................................

11.1.25 [G | GENPRU 1.2.60R requires a firm to document its assessment of the adequacy of its

liquidity financial resources, how it intends to deal with those risks, and details of the
stress tests and scenario analyses carried out and the resulting financial resources estimated

to be required. Accordingly, a firm should document both its stress testing and scenario

analysis (see B SYSC 11.1.18 G) and its contingency funding plan (see M SYSC 11.1.23 G).
5

11.1.26  [G | [deleted]

11.1.27  [G | [deleted]
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11.1.28 |G | [deleted
11.1.29  [G | [deleted]
11.1.30  [G | [deleted]
11,131 [G | [deleted]
11.1.32  [G | [deleted]
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12.1.1 R|

12.1.2 R

12.1 Application

Subject to B SYSC 12.1.2 R to M SYSC 12.1.4 R, this section applies to each
of the following which is a member of a group:

(1)

(2)

(3)

a firm that falls into any one or more of the following categories:
(a) a regulated entity;
(b) [deleted]

(c) an insurer;
(d) a BIPRU firm;
(

e) anon-BIPRU firm that is a parent financial holding
company in a Member State and is a member of a UK
consolidation group; and

(f) a firm subject to the rules in IPRU(INV) Chapter 14.

a UCITS firm, but only if its group contains a firm falling into
(1); and

the Society.

Except as set out in B SYSC 12.1.4 R, this section applies with respect to
different types of group as follows:

(1)

B SYSC 12.1.8 R and W SYSC 12.1.10 R apply with respect to all
groups, including UK-regulated EEA financial conglomerates,
other financial conglomerates and groups dealt with in

B SYSC12.1.13 R to B SYSC 12.1.16 R;

the additional requirements set out in M SYSC 12.1.11 R and
B SYSC 12.1.12 R only apply with respect to UK-regulated EEA
financial conglomerates; and

the additional requirements set out in M SYSC 12.1.13 R to
B SYSC 12.1.16 R only apply with respect to groups of the kind
dealt with by whichever of those rules apply.
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12.1.3 I3 | This section does not apply to:

(1) an incoming EEA firm; or

(2) an incoming Treaty firm; or

(3) a UCITS qualifier; or

(4) an ICVC ;or

(5) an incoming ECA provider acting as such.

12.1.4 R | (1) This rule applies in respect of the following rules:

(a) WSYSC12.1.8R (2);

(b) WSYSC 12.1.10 R (1), so far as it relates to B SYSC 12.1.8 R (2);
(c) mSYSC12.1.10R (2); and
(

d) mSYSC12.1.11 R to M SYSC 12.1.15 R.

(2) The rules referred to in (1):

(a) only apply with respect to a financial conglomerate if it is a
UK-regulated EEA financial conglomerate;

(b) (so far as they apply with respect to a group that is not a
financial conglomerate) do not apply with respect to a group
for which a competent authority in another EEA state is lead
regulator;

(c) (so far as they apply with respect to a financial conglomerate)
do not apply to a firm with respect to a financial conglomerate
of which it is a member if the interest of the financial
conglomerate in that firm is no more than a participation;

(d) (so far as they apply with respect to other groups) do not apply
to a firm with respect to a group of which it is a member if the
only relationship of the kind set out in paragraph (3) of the
definition of group between it and the other members of the
group is nothing more than a participation; and

(e) do not apply with respect to a third-country group.

12.1.5 E For the purpose of this section, a group is defined in the Glossary, and includes the whole
of a firm's group, including financial and non-financial undertakings. It also covers
undertakings with other links to group members if their omission from the scope of group
3 risk systems and controls would be misleading. The scope of the group systems and

controls requirements may therefore differ from the scope of the quantitative requirements
for groups.
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12.1.6

12.1.7

12.1.8

12.1.9

12.1.10

[6

[6

Purpose

The purpose of this chapter is to set out how the systems and control requirements
imposed by SYSC (Senior Management Arrangements, Systems and Controls) apply
where a firm is part of a group. If a firm is a member of a group, it should be able to
assess the potential impact of risks arising from other parts of its group as well as from
its own activities.

This section implements Articles 73(3) (Supervision on a consolidated basis of credit
institutions) and 138 (Intra-group transactions with mixed activity holding companies)
of the Banking Consolidation Directive, Article 9 of the Financial Groups Directive
(Internal control mechanisms and risk management processes) and Article 8 of the
Insurance Groups Directive (Intra-group transactions).

General rules

..............................................................................................................

A firm must:

(1) have adequate, sound and appropriate risk management
processes and internal control mechanisms for the purpose of
assessing and managing its own exposure to group risk,
including sound administrative and accounting procedures; and

(2) ensure that its group has adequate, sound and appropriate risk
management processes and internal control mechanisms at the
level of the group, including sound administrative and
accounting procedures.

For the purposes of B SYSC 12.1.8 R, the question of whether the risk management

processes and internal control mechanisms are adequate, sound and appropriate should
be judged in the light of the nature, scale and complexity of the group's business and
of the risks that the group bears. Risk management processes must include the stress
testing and scenario analysis required by ll GENPRU 1.2.42 R and Bl GENPRU 1.2.49 R (1)(b).

The internal control mechanisms referred to in B SYSC 12.1.8 R must
include:

(1) mechanisms that are adequate for the purpose of producing any
data and information which would be relevant for the purpose
of monitoring compliance with any prudential requirements
(including any reporting requirements and any requirements
relating to capital adequacy, solvency, systems and controls and
large exposures):

(a) to which the firm is subject with respect to its membership
of a group; or

(b) that apply to or with respect to that group or part of it; and

(2) mechanisms that are adequate to monitor funding within the
group.
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Financial conglomerates

Where this section applies with respect to a financial conglomerate, the
risk management processes referred to in M SYSC 12.1.8 R (2) must include:

(1)

sound governance and management processes, which must include
the approval and periodic review by the appropriate managing
bodies within the financial conglomerate of the strategies and
policies of the financial conglomerate in respect of all the risks
assumed by the financial conglomerate, such review and approval
being carried out at the level of the financial conglomerate;

adequate capital adequacy policies at the level of the financial
conglomerate, one of the purposes of which must be to anticipate
the impact of the business strategy of the financial conglomerate
on its risk profile and on the capital adequacy requirements to
which it and its members are subject;

adequate procedures for the purpose of ensuring that the risk
monitoring systems of the financial conglomerate and its members
are well integrated into their organisation;

adequate procedures for the purpose of ensuring that the systems
and controls of the members of the financial conglomerate are
consistent and that the risks can be measured, monitored and
controlled at the level of the financial conglomerate ; and

arrangements in place to contribute to and develop, if required,
adequate recovery and resolution arrangements and plans; a firm
must update these arrangements regularly.

[Note: article 9(2) of the Financial Groups Directive]

Where this section applies with respect to a financial conglomerate, the
internal control mechanisms referred to in MSYSC 12.1.8 R (2) must include:

(1)

(2)

mechanisms that are adequate to identify and measure all material
risks incurred by members of the financial conglomerate and
appropriately relate capital in the financial conglomerate to risks;
and

sound reporting and accounting procedures for the purpose of
identifying, measuring, monitoring and controlling intra-group
transactions and risk concentrations.
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121213 [§

1214 ¥

121215 [§

BIPRU firms and other firms to which BIPRU 8 applies

If this rule applies under B SYSC 12.1.14 R to a firm, the firm must:

(1) comply with B SYSC 12.1.8 R (2) in relation to any UK
consolidation group or non-EEA sub-group of which it is a
member, as well as in relation to its group; and

(2) ensure that the risk management processes and internal control
mechanisms at the level of any UK consolidation group or
non-EEA sub-group of which it is a member comply with the
obligations set out in the following provisions on a consolidated
(or sub-consolidated) basis:

(a) WMSYSC4.1.1R and mSYSC4.1.2R ;
(b) mSYSC4.1.7R

() WMSYSC5.1.7R;

(d) mSsysc7;

dA) the Remuneration Code;

(e) W BIPRU 12.3.4 R, M BIPRU 12.3.5 R, M BIPRU 12.3.8 R (3),
N BIPRU 12.3.22A R, M BIPRU 12.3.22B R, B BIPRU 12.3.27 R,
B BIPRU 12.4.-2 R, M BIPRU 12.4.-1 R, B BIPRU 12.4.5A R,
B BIPRU 12.4.10 R and ® BIPRU 12.4.11 R;

(f) W BIPRU 2.3.7R (1);
(g) W BIPRU 9.1.6 R and B BIPRU 9.13.21 R (Liquidity plans);

(h) m BIPRU 10.12.3 R (Concentration risk policies).
[Note: article 73(3) of the Banking Consolidation Directive]
B SYSC 12.1.13 R applies to a firm that is:
(1) [deleted]
(2) a BIPRU firm; or

(3) anon-BIPRU firm that is a parent financial holding company
in a Member State and is a member of a UK consolidation

group.
In the case of a firm that:
(1) is a BIPRU firm; and

(2) has a mixed-activity holding company as a parent undertaking;
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the risk management processes and internal control mechanisms referred
to in M SYSC 12.1.8 R must include sound reporting and accounting
procedures and other mechanisms that are adequate to identify, measure,
monitor and control transactions between the firm's parent undertaking
mixed-activity holding company and any of the mixed-activity holding
company's subsidiary undertakings.

Insurance undertakings

12.1.16 [ | In the case of an insurer that has a mixed-activity insurance holding
company as a parent undertaking, the risk management processes and
internal control mechanisms referred to in B SYSC 12.1.8 R must include
sound reporting and accounting procedures and other mechanisms that
are adequate to identify, measure, monitor and control transactions between
the firm's parent undertaking mixed-activity insurance holding company
and any of the mixed-activity insurance holding company's subsidiary

undertakings.
12.1.17 (G | MSYSC12.1.16 R cannot apply to a building society as it cannot have a mixed-activity
holding company as a parent undertaking. M SYSC 12.1.16 R cannot apply to a friendly
society as it cannot have a mixed-activity insurance holding company as a parent
undertaking.

Nature and extent of requirements and allocation of responsibilities within

the group
12.1.18 [G | Assessment of the adequacy of a group's systems and controls required by this section
will form part of the appropriate regulator's risk management process.
12.1.19 E The nature and extent of the systems and controls necessary under B SYSC 12.1.8 R (1) to
address group risk will vary according to the materiality of those risks to the firm and the

position of the firm within the group.

12.1.20 E In some cases the management of the systems and controls used to address the risks
described in M SYSC 12.1.8 R (1) may be organised on a group-wide basis. If the firm is not

carrying out those functions itself, it should delegate them to the group members that are
carrying them out. However, this does not relieve the firm of responsibility for complying
with its obligations under B SYSC 12.1.8 R (1). A firm cannot absolve itself of such a
responsibility by claiming that any breach of that rule is caused by the actions of another
member of the group to whom the firm has delegated tasks. The risk management
arrangements are still those of the firm, even though personnel elsewhere in the firm's
group are carrying out these functions on its behalf.

12.1.21 (G | MsYSC12.1.8R (1) deals with the systems and controls that a firm should have in respect
of the exposure it has to the rest of the group. On the other hand, the purpose of

B SYSC 12.1.8 R (2) and the rules in this section that amplify it is to require groups to have
adequate systems and controls. However a group is not a single legal entity on which
obligations can be imposed. Therefore the obligations have to be placed on individual
firms. The purpose of imposing the obligations on each firm in the group is to make sure
that the appropriate regulator can take supervisory action against any firm in a group
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12122  [G

whose systems and controls do not meet the standards in this section. Thus
responsibility for compliance with the rules for group systems and controls is a joint
one.

If both a firm and its parent undertaking are subject to MSYSC 12.1.8 R (2), the
appropriate regulator would not expect systems and controls to be duplicated. In this
case, the firm should assess whether and to what extent it can rely on its parent's group
risk systems and controls.
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13.1.1 G

13.1.2 (G

13.1.3 (G
13.1.4 G

13.1 Application

B SYSC 13 applies to an insurer unless it is:
(1)  a non-directive friendly society; or
(2) an incoming EEA firm; or

(3) an incoming Treaty firm.

B SYSC 13 applies to:
(1) an EEA-deposit insurer; and

(2) a Swiss general insurer;

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

Kingdom.

B sysC 13 applies to a UK ISPV.

B sysC 13 does not apply to an incoming ECA provider acting as such.
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13.2 Purpose

B SYSC 13 provides guidance on how to interpret B SYSC 3.1.1 R and B SYSC 3.2.6 R, which
deal with the establishment and maintenance of systems and controls, in relation to the
management of operational risk. Operational risk has been described by the Basel
Committee on Banking Supervision as "the risk of loss, resulting from inadequate or failed
internal processes, people and systems, or from external events". This chapter covers
systems and controls for managing risks concerning any of a firm's operations, such as
its IT systems and outsourcing arrangements. It does not cover systems and controls for
managing credit, market, liquidity and insurance risk.

Operational risk is a concept that can have a different application for different firms. A
firm should assess the appropriateness of the guidance in this chapter in the light of the
scale, nature and complexity of its activities as well as its obligations as set out in Principle
3, to organise and control its affairs responsibly and effectively.

A firm should take steps to understand the types of operational risk that are relevant to
its particular circumstances, and the operational losses to which they expose the firm.
This should include considering the potential sources of operational risk addressed in this
chapter: people; processes and systems; external events.

[deleted]

Operational risk can, amongst other things, lead to unfair treatment of consumers or lead
to financial crime. A firm should consider all operational risk events that may affect these
matters in establishing and maintaining its systems and controls.

Operational risk can affect, amongst other things, a firm's solvency. A firm should consider
all operational risk events that may affect these matters in establishing and maintaining
its systems and controls.
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13.3 Other related Handbook sections

13.3.1 G [deleted]

13.3.1A [G | The following is a non-exhaustive list of rules and guidance in the Handbook that are
relevant to a firm's management of operational risk:

(1) COBS contains rules and guidance that can relate to the management of
operational risk; for example, B COBS 2 (Conduct of business obligations),
Bl COBS 4 (Communicating with clients, including financial promotions),
B COBS 6 (Information about the firm, its services and remuneration),
B COBS 7 (Insurance mediation), B COBS 9 (Suitability (including basic
advice)), M COBS 11 (Dealing and managing), Bl COBS 12 (Investment research),
B COBS 14 (Providing product information to clients) and B COBS 19 (Pensions:
supplementary provisions).

13.3.1B (G | The following is a non-exhaustive list of rules and guidance in the Handbook that are
relevant to a firm's management of operational risk:

(1) M sYSC 14 and B INSPRU 5.1 contain specific rules and guidance for the
establishment and maintenance of operational risk systems and controls.
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13.4 Requirements to notify the appropriate

regulator
13.4.1 [G | Under Principle 11 and M SUP 15.3.1 R, a firm must notify the appropriate regulator
immediately of any operational risk matter of which the appropriate regulator would

reasonably expect notice. B SUP 15.3.8 G provides guidance on the occurrences that this
requirement covers, which include a significant failure in systems and controls and a
significant operational loss.

13.4.2 [G | Regarding operational risk, matters of which the appropriate regulator would expect
notice under Principle 11 include:

(1) any significant operational exposures that a firm has identified;
(2) the firm's invocation of a business continuity plan; and

(3) any other significant change to a firm's organisation, infrastructure or business
operating environment.

PAGE
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Section 13.5 : Risk management terms

13.5.1 G

13.5 Risk management terms

In this chapter, the following interpretations of risk management terms apply:

(1)

a firm's risk culture encompasses the general awareness, attitude and
behaviour of its employees and appointed representatives or, where
applicable, its tied agents,to risk and the management of risk within the
organisation;

operational exposure means the degree of operational risk faced by a firm

and is usually expressed in terms of the likelihood and impact of a particular
type of operational loss occurring (for example, fraud, damage to physical
assets);

a firm's operational risk profile describes the types of operational risks that
it faces, including those operational risks within a firm that may have an
adverse impact upon the quality of service afforded to its clients, and its
exposure to these risks.
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13.6 People

13.6.1 [G | A firm should consult M SYSC3.2.2 G to M SYSC 3.2.5 G for guidance on reporting lines and
delegation of functions within a firm and B SYSC 3.2.13 G to B SYSC 3.2.14 G for guidance

on the suitability of employees and appointed representatives or, where applicable, its
tied agents. This section provides additional guidance on management of employees and
other human resources in the context of operational risk.

13.6.2 [G | A firmshould establish and maintain appropriate systems and controls for the management
of operational risks that can arise from employees. In doing so, a firm should have regard
to:

(1) its operational risk culture, and any variations in this or its human resource
management practices, across its operations (including, for example, the extent
to which the compliance culture is extended to in-house IT staff);

(2) whether the way employees are remunerated exposes the firm to the risk that
it will not be able to meet its regulatory obligations (see B SYSC 3.2.18 G). For
example, a firm should consider how well remuneration and performance
indicators reflect the firm's tolerance for operational risk, and the adequacy of
these indicators for measuring performance;

(3) whether inadequate or inappropriate training of client-facing services exposes
clients to risk of loss or unfair treatment including by not enabling effective
communication with the firm;

(4) the extent of its compliance with applicable regulatory and other requirements
that relate to the welfare and conduct of employees;

(5) its arrangements for the continuity of operations in the event of employee
unavailability or loss;

(6) the relationship between indicators of 'people risk' (such as overtime, sickness,
and employee turnover levels) and exposure to operational losses; and

(7) the relevance of all the above to employees of a third party supplier who are
involved in performing an outsourcing arrangement. As necessary, a firm should

v review and consider the adequacy of the staffing arrangements and policies of
a service provider.
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13.6.3 G

13.6.4 G

Employee responsibilities

A firm should ensure that all employees are capable of performing, and aware of, their
operational risk management responsibilities, including by establishing and maintaining:

(1) appropriate segregation of employees' duties and appropriate supervision
of employees in the performance of their responsibilities (see B SYSC 3.2.5 G);

(2) appropriate recruitment and subsequent processes to review the fitness and
propriety of employees (see B SYSC 3.2.13 G and B SYSC 3.2.14 G);

(3) clear policy statements and appropriate systems and procedures manuals
that are effectively communicated to employees and available for employees
to refer to as required. These should cover, for example, compliance, IT
security and health and safety issues;

(4) training processes that enable employees to attain and maintain appropriate
competence; and

(5) appropriate and properly enforced disciplinary and employment termination
policies and procedures.

A firm should have regard to B SYSC 13.6.3 G in relation to approved persons, people
occupying positions of high personal trust (for example, security administration,
payment and settlement functions); and people occupying positions requiring significant
technical competence (for example, derivatives trading and technical security
administration). A firm should also consider the rules and guidance for approved
persons in other parts of the Handbook (including APER and SUP) and the rules and
guidance on senior manager responsibilities in B SYSC 2.1 (Apportionment of
Responsibilities).
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13.7 Processes and systems
13.7.1 [G | A firm should establish and maintain appropriate systems and controls for managing
operational risks that can arise from inadequacies or failures in its processes and systems

(and, as appropriate, the systems and processes of third party suppliers, agents and others).
In doing so a firm should have regard to:

(1) the importance and complexity of processes and systems used in the end-to-end
operating cycle for products and activities (for example, the level of integration
of systems);

(2) controls that will help it to prevent system and process failures or identify them
to permit prompt rectification (including pre-approval or reconciliation
processes);

(3) whether the design and use of its processes and systems allow it to comply
adequately with regulatory and other requirements;

(4) its arrangements for the continuity of operations in the event that a significant
process or system becomes unavailable or is destroyed; and

(5) the importance of monitoring indicators of process or system risk (including
reconciliation exceptions, compensation payments for client losses and
documentation errors) and experience of operational losses and exposures.

Internal documentation

13.7.2 [G | Internal documentation may enhance understanding and aid continuity of operations, so
a firm should ensure the adequacy of its internal documentation of processes and systems

(including how documentation is developed, maintained and distributed) in managing
operational risk.

External documentation

13.7.3 G| A firm may use external documentation (including contracts, transaction statements or
..eldvertl.smg brochures) to define or cilarlfy terms and conditions for its produch or activities,
its business strategy (for example, including through press statements), or its brand.
PBGE Inappropriate or inaccurate information in external documents can lead to significant

operational exposure.

13.7.4 E A firm should ensure the adequacy of its processes and systems to review external
documentation prior to issue (including review by its compliance, legal and marketing
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13.7.5 G

13.7.6 G

13.7.7 G

departments or by appropriately qualified external advisers). In doing so, a firm should
have regard to:

(1) compliance with applicable regulatory and other requirements ;

(2) the extent to which its documentation uses standard terms (that are widely
recognised, and have been tested in the courts) or non-standard terms (whose
meaning may not yet be settled or whose effectiveness may be uncertain);

(3) the manner in which its documentation is issued; and

(4) the extent to which confirmation of acceptance is required (including by
customer signature or counterparty confirmation).

IT systems

IT systems include the computer systems and infrastructure required for the automation
of processes, such as application and operating system software; network infrastructure;
and desktop, server, and mainframe hardware. Automation may reduce a firm's
exposure to some 'people risks' (including by reducing human errors or controlling
access rights to enable segregation of duties), but will increase its dependency on the
reliability of its IT systems.

A firm should establish and maintain appropriate systems and controls for the
management of its I'T system risks, having regard to:

(1) its organisation and reporting structure for technology operations (including
the adequacy of senior management oversight);

(2) the extent to which technology requirements are addressed in its business
strategy;

(3) the appropriateness of its systems acquisition, development and maintenance
activities (including the allocation of responsibilities between I'T development
and operational areas, processes for embedding security requirements into
systems); and

(4) the appropriateness of its activities supporting the operation of IT systems
(including the allocation of responsibilities between business and technology
areas).

Information security

Failures in processing information (whether physical, electronic or known by employees
but not recorded) or of the security of the systems that maintain it can lead to significant
operational losses. A firm should establish and maintain appropriate systems and
controls to manage its information security risks. In doing so, a firm should have
regard to:

(1) confidentiality: information should be accessible only to persons or systems
with appropriate authority, which may require firewalls within a system, as
well as entry restrictions;

B Release 136 @ April 2013

13.7.7

PAGE
10



SYSC 13 : Operational risk: systems Section 13.7 : Processes and systems
and controls for insurers

(2) integrity: safeguarding the accuracy and completeness of information and its
processing;

(3) availability and authentication: ensuring that appropriately authorised persons
or systems have access to the information when required and that their identity
is verified;

(4) non-repudiation and accountability: ensuring that the person or system that
processed the information cannot deny their actions.

13.7.8 [G | A firmshould ensure the adequacy of the systems and controls used to protect the
processing and security of its information, and should have regard to established security

standards such as ISO17799 (Information Security Management).

Geographic location

13.7.9 [G | Operating processes and systems at separate geographic locations may alter a firm's
operational risk profile (including by allowing alternative sites for the continuity of

operations). A firm should understand the effect of any differences in processes and systems
at each of its locations, particularly if they are in different countries, having regard to:

(1) the business operating environment of each country (for example, the likelihood
and impact of political disruptions or cultural differences on the provision of
services);

(2) relevant local regulatory and other requirements regarding data protection and
transfer;

(3) the extent to which local regulatory and other requirements may restrict its
ability to meet regulatory obligations in the United Kingdom (for example,
access to information by the appropriate regulator and local restrictions on
internal or external audit); and

(4) the timeliness of information flows to and from its headquarters and whether
the level of delegated authority and the risk management structures of the
overseas operation are compatible with the firm's head office arrangements.
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13.8.1 G

13.8.2 G

13.8.3 G

13.8.4 G

13.8 External events and other changes

The exposure of a firm to operational risk may increase during times of significant
change to its organisation, infrastructure and business operating environment (for
example, following a corporate restructure or changes in regulatory requirements).
Before, during, and after expected changes, a firm should assess and monitor their
effect on its risk profile, including with regard to:

(1) untrained or de-motivated employees or a significant loss of employees during
the period of change, or subsequently;

(2) inadequate human resources or inexperienced employees carrying out routine
business activities owing to the prioritisation of resources to the programme
or project;

(3) process or system instability and poor management information due to
failures in integration or increased demand; and

(4) inadequate or inappropriate processes following business re-engineering.

A firm should establish and maintain appropriate systems and controls for the
management of the risks involved in expected changes, such as by ensuring:

(1) the adequacy of its organisation and reporting structure for managing the
change (including the adequacy of senior management oversight);

(2) the adequacy of the management processes and systems for managing the
change (including planning, approval, implementation and review processes);
and

(3) the adequacy of its strategy for communicating changes in systems and
controls to its employees.

Unexpected changes and business continuity management

B $YSC 3.2.19 G provides high level guidance on business continuity. This section provides
additional guidance on managing business continuity in the context of operational
risk.

The high level requirement for appropriate systems and controls at Bl SYSC 3.1.1 R
applies at all times, including when a business continuity plan is invoked. However,
the appropriate regulator recognises that, in an emergency, a firm may be unable to
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comply with a particular rule and the conditions for relief are outlined in B GEN 1.3

(Emergency).
13.8.5 G| A firm should consider the likelihood and impact of a disruption to the continuity of its
operations from unexpected events. This should include assessing the disruptions to which
it is particularly susceptible (and the likely timescale of those disruptions) including
through:

(1) loss or failure of internal and external resources (such as people, systems and
other assets);

(2) the loss or corruption of its information; and

(3) external events (such as vandalism, war and "acts of God").

13.8.6 [G | A firm should implement appropriate arrangements to maintain the continuity of its
operations. A firm should act to reduce both the likelihood of a disruption (including by

succession planning, systems resilience and dual processing); and the impact of a disruption
(including by contingency arrangements and insurance).

13.8.7 [G | A firm should document its strategy for maintaining continuity of its operations, and its
plans for communicating and regularly testing the adequacy and effectiveness of this

strategy. A firm should establish:
(1) formal business continuity plans that outline arrangements to reduce the impact
of a short, medium or long-term disruption, including;:

(a) resource requirements such as people, systems and other assets, and
arrangements for obtaining these resources;

(b) the recovery priorities for the firm's operations; and

(c) communication arrangements for internal and external concerned parties
(including the appropriate regulator, clients and the press);

(2) escalation and invocation plans that outline the processes for implementing the
business continuity plans, together with relevant contact information;

(3) processes to validate the integrity of information affected by the disruption;

(4) processes to review and update (1) to (3) following changes to the firm's
operations or risk profile (including changes identified through testing).

13.8.8 [G | The use of an alternative site for recovery of operations is common practice in business
continuity management. A firm .that uses an altel.rnatlve site should assess the
appropriateness of the site, particularly for location, speed of recovery and adequacy of
resources. Where a site is shared, a firm should evaluate the risk of multiple calls on shared
13 resources and adjust its plans accordingly.
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13.9.1

13.9.2

13.9.3

13.9.4

13.9 Outsourcing

As B SYSC 3.2.4 G explains, a firm cannot contract out its regulatory obligations and
should take reasonable care to supervise the discharge of outsourced functions. This
section provides additional guidance on managing outsourcing arrangements (and will
be relevant, to some extent, to other forms of third party dependency) in relation to
operational risk. Outsourcing may affect a firm's exposure to operational risk through
significant changes to, and reduced control over, people, processes and systems used
in outsourced activities.

Firms should take particular care to manage material outsourcing arrangements and,
as M SUP 15.3.8 G (1)(e) explains, a firm should notify the appropriate regulator when it
intends to enter into a material outsourcing arrangement.

A firm should not assume that because a service provider is either a regulated firm or
an intra-group entity an outsourcing arrangement with that provider will, in itself,
necessarily imply a reduction in operational risk.

Before entering into, or significantly changing, an outsourcing arrangement, a firm

should:

(1) analyse how the arrangement will fit with its organisation and reporting
structure; business strategy; overall risk profile; and ability to meet its
regulatory obligations;

(2) consider whether the agreements establishing the arrangement will allow it
to monitor and control its operational risk exposure relating to the
outsourcing;

(3) conduct appropriate due diligence of the service provider's financial stability
and expertise;

(4) consider how it will ensure a smooth transition of its operations from its
current arrangements to a new or changed outsourcing arrangement
(including what will happen on the termination of the contract); and

(5) consider any concentration risk implications such as the business continuity
implications that may arise if a single service provider is used by several
firms.
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13.9.5 E In negotiating its contract with a service provider, a firm should have regard to:
1) reporting or notification requirements it may wish to impose on the service
P g q y p
provider;

(2) whether sufficient access will be available to its internal auditors, external
auditors or actuaries (see section 341 of the Act) and to the appropriate regulator
(see M SUP2.3.5R (Access to premises) and B SUP2.3.7R (Suppliers under material
outsourcing arrangements);

(3) information ownership rights, confidentiality agreements and Chinese walls to
protect client and other information (including arrangements at the termination
of the contract);

(4) the adequacy of any guarantees and indemnities;

(5) the extent to which the service provider must comply with the firm's policies
and procedures (covering, for example, information security);

(6) the extent to which a service provider will provide business continuity for
outsourced operations, and whether exclusive access to its resources is agreed;

(7) the need for continued availability of software following difficulty at a third
party supplier;

(8) the processes for making changes to the outsourcing arrangement (for example,
changes in processing volumes, activities and other contractual terms) and the
conditions under which the firm or service provider can choose to change or
terminate the outsourcing arrangement, such as where there is:

(a) a change of ownership or control (including insolvency or receivership) of
the service provider or firm; or

(b) significant change in the business operations (including sub-contracting)
of the service provider or firm; or

(c) inadequate provision of services that may lead to the firm being unable to
meet its regulatory obligations.

13.9.6 [G | Inimplementing a relationship management framework, and drafting the service level
agreement with the service provider, a firm should have regard to:

(1) the identification of qualitative and quantitative performance targets to assess
the adequacy of service provision, to both the firm and its clients, where
appropriate;

(2) the evaluation of performance through service delivery reports and periodic self
certification or independent review by internal or external auditors; and

PAGE . . . B . .
(3) remedial action and escalation processes for dealing with inadequate
performance.
13.9.7 E In some circumstances, a firm may find it beneficial to use externally validated reports
commissioned by the service provider, to seek comfort as to the adequacy and effectiveness
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13.9.8 G

of its systems and controls. The use of such reports does not absolve the firm of
responsibility to maintain other oversight. In addition, the firm should not normally
have to forfeit its right to access, for itself or its agents, to the service provider's
premises.

A firm should ensure that it has appropriate contingency arrangements to allow business
continuity in the event of a significant loss of services from the service provider.

Particular issues to consider include a significant loss of resources at, or financial failure
of, the service provider, and unexpected termination of the outsourcing arrangement.
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13.10 Insurance

13.10.1 [G | Whilsta firm may take out insurance with the aim of reducing the monetary impact of
operational risk events, non-monetary impacts may remain (including impact on the firm's

reputation). A firm should not assume that insurance alone can replace robust systems
and controls.

13.10.2 [G | When considering utilising insurance, a firm should consider:

[FCA] [PRA]

(1) the time taken for the insurer to pay claims (including the potential time taken
in disputing cover) and the firm's funding of operations whilst awaiting payment
of claims;

(2) the financial strength of the insurer, which may determine its ability to pay
claims, particularly where large or numerous small claims are made at the same
time; and

(3) the effect of any limiting conditions and exclusion clauses that may restrict cover
to a small number of specific operational losses and may exclude larger or hard
to quantify indirect losses (such as lost business or reputational costs).

PAGE
17

B Release 136 @ April 2013 13.10.2



SYSC 13 : Operational risk: systems
and controls for insurers

Section 13.10 : Insurance

B Release 136 @ April 2013

PAGE
18



Senior Management Arrangements, Systems and Controls

Chapter 14

Risk management and
associated systems and
controls for insurers

B Release 136 @ April 2013



SYSC 14 : Risk management and

Section 14.1 : Application

associated systems and controls for
insurers

14.1.1 R|

14.1.2 R

1412 3

14.1.3 G

14.1.4 G

14.1 Application

This section applies to an insurer unless it is:
(1) a non-directive friendly society; or
(2) an incoming EEA firm; or
(3) an incoming Treaty firm.

This section applies to:
(1) an EEA-deposit insurer; and

(2) a Swiss general insurer;

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

This section does not apply to an incoming ECA provider acting as
such.

Purpose

This section sets out some rules and guidance on the establishment and maintenance
of systems and controls for the management of a firm's prudential risks. A firm's
prudential risks are those that can reduce the adequacy of its financial resources, and
as a result may adversely affect its safety and soundness or prejudice policyholders.
Some key prudential risks are credit, market, liquidity, operational, insurance and
group risk.

The purpose of this section is to serve the PRA's statutory objectives of promoting the
safety and soundness of PRA-authorised persons and contributing to the securing of
an appropriate degree of protection for those who are, or may become, policyholders.
In particular, this section aims to reduce the risk that a firm may pose a threat to these
statutory objectives, either because it is not prudently managed, or because it has
inadequate systems to permit appropriate senior management oversight and control
of its business.

Both adequate financial resources and adequate systems and controls are necessary
for the effective management of prudential risks. A firm may hold financial resources
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to help alleviate the financial consequences of minor weaknesses in its systems and controls
(to reflect possible impairments in the accuracy or timing of its identification, measurement,
monitoring and control of certain risks, for example). However, financial resources cannot
adequately compensate for significant weaknesses in a firm's systems and controls that
could fundamentally undermine its ability to control its affairs effectively.

How to interpret this section

14.1.6 [G | This section is designed to amplify Principle 3 (Management and control) which requires
that a firm take reasonable care to organise and control its affairs responsibly and

effectively, with adequate risk management systems. This section is also designed to be
complementary to B SYSC 2, B SYSC 3 and B SYSC 13 in that it contains some additional
rules and guidance on senior management arrangements and associated systems and
controls for firms that could have a significant impact on the PRA's objectives.

14.1.7 E In addition to supporting PRIN and B sysC 2, B SYSC 3 and B SYSC 13, this section lays
the foundations for the more specific rules and guidance on the management of credit,
market, liquidity, operational, insurance and group risks that are in B sySC 11, B SYSC 12,
M sYSC 15, M sYSC 16 and B INSPRU 5.1. Many of the elements raised here in general terms
are expanded upon in these sections.

14.1.8 [G | Appropriate systems and controls for the management of prudential risk will vary from
ﬁrm to firm. Therefore, most of the materia.l in this sect@on is gyidance. In interpretir}g

this guidance, a firm should have regard to its own particular circumstances. Following
from M SYSC 3.1.2 G, this should include considering the nature, scale and complexity of
its business, which may be influenced by factors such as:

(1) the diversity of its operations, including geographical diversity;
(2) the volume and size of its transactions; and

(3) the degree of risk associated with each area of its operation.

14.1.9 (G | The guidance contained within this section is not designed to be exhaustive. When
establishing and maintaining its systems and controls a firm should have regard not only

to other parts of the Handbook, but also to material that is issued by other industry or
regulatory bodies.

The role of systems and controls

14.1.10 E A firm's systems and controls should provide its senior management with an adequate
means of managing the firm. As such, they should be designed and maintained to ensure

that senior management is able to make and implement integrated business planning and
risk management decisions on the basis of accurate information about the risks that the
firm faces and the financial resources that it has.

PAGE
The prudential responsibilities of senior management and the apportionment
of those responsibilities

14.1.11 E Ultimate responsibility for the management of prudential risks rests with a firm's governing
body and relevant senior managers, and in particular with those individuals that undertake
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the firm's governing functions and the apportionment and oversight function. In
particular, these responsibilities should include:
(1) overseeing the establishment of an appropriate business plan and risk
management strategy;
(2) overseeing the development of appropriate systems for the management of
prudential risks;
(3) establishing adequate internal controls; and
(4) ensuring that the firm maintains adequate financial resources.
The delegation of responsibilities within the firm .
14.1.12 E Although authority for the management of a firm's prudential risks is likely to be

14113  [G

14.1.14 |G

14.1.15  [G

delegated, to some degree, to individuals at all levels of the organisation, overall
responsibility for this activity should not be delegated from its governing body and
relevant senior managers.

Where delegation does occur, a firm should ensure that appropriate systems and
controls are in place to allow its governing body and relevant senior managers to
participate in and control its prudential risk management activities. The governing
body and relevant senior managers should approve and periodically review these
systems and controls to ensure that delegated duties are being performed correctly.

Some firms organise the management of their prudential risks on a stand-alone basis.
In some cases, however, the management of a firm's prudential risks may be entirely
or largely subsumed within a whole group or sub-group basis.

(1) The latter arrangement may still comply with the PRA's policy on systems
and controls if the firm's governing body formally delegates the functions
that are to be carried out in this way to the persons or bodies that are to
carry them out. Before doing so, however, the firm's governing body should
have explicitly considered the arrangement and decided that it is appropriate
and that it enables the firm to meet the PRA's policy on systems and controls.
The firm should notify the PRA if the management of its prudential risks is
to be carried out in this way.

(2)  Where the management of a firm's prudential risks is largely, but not entirely,
subsumed within a whole group or sub-group basis, the firm should ensure
that any prudential issues that are specific to the firm are:

(a) identified and adequately covered by those to whom it has delegated
certain prudential risk management tasks; or

(b) dealt with by the firm itself.

Any delegation of the management of prudential risks to another part of a firm's group
does not relieve it of responsibility for complying with the PRA's policy on systems

and controls. A firm cannot absolve itself of such a responsibility by claiming that any
breach of the PRA's policy on systems and controls is effected by the actions of a third

Release 136 @ April 2013

14.1.15

PAGE
A



SYSC 14 : Risk management and

associated systems and controls for

insurers

Section 14.1 : Application

14.1.16

14.1.17

14.1.18

14.1.19

PAGE
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party firm to whom the firm has delegated tasks. The risk management arrangements are
still those of the firm, even though personnel elsewhere in the firm's group are carrying
out these functions on its behalf. Thus any references in GENPRU, INSPRU or SYSC to
what a firm, its personnel and its management should and should not do still apply, and
do not need any adjustment to cover the situation in which risk management functions
are carried out on a group-wide basis.

Where it is stated in GENPRU, INSPRU or SYSC that a particular task in relation to a
firm's systems and controls should be carried out by a firm's governing body this task
should not be delegated to another part of its group. Furthermore, even where the
management of a firm's prudential risks is delegated as described in M SYSC 14.1.14 G,
responsibility for its effectiveness and for ensuring that it remains appropriate remains
with the firm's governing body. The firm's governing body should therefore keep any
delegation under review to ensure that delegated duties are being performed correctly.

Business planning and risk management

Business planning and risk management are closely related activities. In particular, the
forward-looking assessment of a firm's financial resources needs, and of how business
plans may affect the risks that it faces, are important elements of prudential risk
management. A firm's business planning should also involve the creation of specific risk
policies which will normally outline a firm's strategy and objectives for, as appropriate,
the management of its market, credit, liquidity, operational, insurance and group risks
and the processes that it intends to adopt to achieve these objectives. B SYSC 14.1.18 R to
B SYSC 14.1.25 G set out some rules and guidance relating to business planning and risk
management (see also B SYSC 3.2.17 G, which states that a firm should plan its business
appropriately).

A firm must take reasonable steps to ensure the establishment and
maintenance of a business plan and appropriate systems for the management
of prudential risk.

When establishing and maintaining its business plan and prudential risk
management systems, a firm must document:

(1) an explanation of its overall business strategy, including its business
objectives;

(2) a description of, as applicable, its policies towards market, credit
(including provisioning), liquidity, operational, insurance and
group risk (that is, its risk policies), including its appetite or
tolerance for these risks and how it identifies, measures or assesses,
monitors and controls these risks;

(3) the systems and controls that it intends to use in order to ensure
that its business plan and risk policies are implemented correctly;

(4) a description of how the firm accounts for assets and liabilities,
including the circumstances under which items are netted, included
or excluded from the firm's balance sheet and the methods and
assumptions for valuation;
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14.1.20 [G

14.1.21  [G

14.1.22 [G

14.1.23 [G

14.1.24 |G

14.1.25 |G

(5) appropriate financial projections and the results of its stress
testing and scenario analysis (see GENPRU 1.2 (Adequacy of
financial resources)); and

(6) details of, and the justification for, the methods and assumptions
used in financial projections and stress testing and scenario
analysis.

The prudential risk management systems referred to in B SYSC 14.1.18 R and
B SYSC 14.1.19 R are the means by which a firm is able to:

(1) identify the prudential risks that are inherent in its business plan, operating
environment and objectives, and determine its appetite or tolerance for these
risks;

(2) measure or assess its prudential risks;
(3) monitor its prudential risks; and

(4) control or mitigate its prudential risks.

B INSPRU 4.1.63 E is an evidential provision relating to B SYSC 14.1.18 R concerning risk
management systems in respect of liquidity risk arising from substantial exposures in
foreign currencies.

A firm should consider the relationship between its business plan, risk policies and the
financial resources that it has available (or can readily access), recognising that decisions
made in respect of one element may have consequences for the other two.

A firm's business plan and risk management systems should be:

(1) effectively communicated so that all employees and contractors understand
and adhere to the procedures related to their own responsibilities;

(2) regularly updated and revised, in particular when there is significant new
information or when actual practice or performance differs materially from
the documented strategy, policy or systems.

The level of detail in a firm's business plan and its approach to the design of its risk
management systems should be appropriate to the scale and complexity of its
operations, and the nature and degree of risk that it faces.

A firm's business plan and systems documentation should be accessible to the firm's
management in line with their respective responsibilities and, upon request, to the
PRA.

W SYSC 14.1.19 R (5) requires a firm to document its financial projections and the results
of its stress testing and scenario analysis. Such financial projections, stress tests and
scenario analysis should be used by a firm's governing body and relevant senior
managers when deciding upon how much risk the firm is willing to accept in pursuit
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of its business objectives and how risk limits should be set. Further rules and guidance on
stress testing and scenario analysis are outlined in B GENPRU 1.2 (Adequacy of financial
resources) and B SYSC 11 (Liquidity risk systems and controls).
Internal controls: Introduction .. ..
14.1.26 E Internal controls should provide a firm with reasonable assurance that it will not be
hindered in achieving its objectives, or in the orderly and legitimate conduct of its business,

by events that may reasonably be foreseen. More specifically , internal controls should
be concerned with ensuring that a firm's business plan and risk management systems are
operating as expected and are being implemented as intended. The following rule (

B SYSC 14.1.27 R) reflects the importance of internal controls .

14.1.27 [ | A firm must take reasonable steps to establish and maintain adequate

internal controls.

14.1.28 E The precise role and organisation of internal controls can vary from firm to firm. However,

a firm's internal Fontrols should norrpglly be. concerged with assisting its governing body
and relevant senior managers to participate in ensuring that it meets the following
objectives:

(1) safeguarding both the assets of the firm and its customers, as well as identifying
and managing liabilities;

(2) maintaining the efficiency and effectiveness of its operations;

(3) ensuring the reliability and completeness of all accounting, financial and
management information; and

(4) ensuring compliance with its internal policies and procedures as well as all
applicable laws and regulations.

14.1.29 E When determining the adequacy of its internal controls, a firm should consider both the
potential risks that might hinder the achievement of the objectives listed in MSYSC 14.1.28 G,
and the extent to which it needs to control these risks. More specifically, this should
normally include consideration of:

(1) the appropriateness of its reporting and communication lines (see Bl SYSC3.2.2 G);

(2) how the delegation or contracting of functions or activities to employees,
appointed representatives or, where applicable, its tied agents or other third
parties (for example outsourcing) is to be monitored and controlled (see

M SYSC3.2.3Gto M SYSC3.2.4 G, MSYSC 14.1.12 G to M SYSC 14.1.16 G and
B SYSC 14.1.33 G; additional guidance on the management of outsourcing
arrangements is also provided in B SYSC 13.9);

PAGE . . . . .
(3) therisk that a firm's employees or contractors might accidentally or deliberately
breach a firm's policies and procedures (see B SYSC 13.6.3 G);

(4)  the need for adequate segregation of duties (see M SYSC3.2.5G and MSYSC 14.1.30 G
to M SYSC 14.1.33 G);
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(5) the establishment and control of risk management committees (see
B SYSC 14.1.34 G to B SYSC 14.1.37 G);

(6) the need for risk assessment and the establishment of a risk assessment
function (see B SYSC 3.2.10 G and M SYSC 14.1.38 G to I SYSC 14.1.41 G);

(7) the need for internal audit and the establishment of an internal audit function
and audit committee (see Bl SYSC3.2.15G to M SYSC3.2.16 Gand MSYSC14.1.42 G
to M SYSC 14.1.45 G).

14.1.29A E When determining the adequacy of its internal controls, a firm should consider both
FCA the potential risks that might hinder the achievement of the objectives listed in
B SYSC 14.1.28 G, and the extent to which it needs to control these risks. More
specifically, this should normally include consideration of:

(1) the appropriateness of its reporting and communication lines (see
B SYSC3.2.2 G);

(2) how the delegation or contracting of functions or activities to employees,
appointed representatives or, where applicable, its tied agents or other third
parties (for example outsourcing) is to be monitored and controlled (see
B SYSC 3.2.3 G to M SYSC 3.2.4 G and the additional guidance on the
management of outsourcing arrangements is also provided in B SYSC 13.9);

(3) the risk that a firm's employees or contractors might accidentally or
deliberately breach a firm's policies and procedures (see B SYSC 13.6.3 G);

(4) the need for adequate segregation of duties (see Bl SYSC 3.2.5 G);

(5) the establishment and control of risk management committees;

(6) the need for risk assessment and the establishment of a risk assessment
function (see M SYSC 3.2.10 G);

(7) the need for internal audit and the establishment of an internal audit function
and audit committee (see M SYSC 3.2.15 G to M SYSC 3.2.16 G).

Internal controls: segregation of duties
14.1.30 E The effective segregation of duties is an important internal control . In particular, it

helps to ensure that no one individual is completely free to commit a firm's assets or
incur liabilities on its behalf. Segregation can also help to ensure that a firm's governing
body receives objective and accurate information on financial performance, the risks
faced by the firm and the adequacy of its systems. In this regard, a firm should ensure
that there is adequate segregation of duties between employees involved in:

(1) taking on or controlling risk (which could involve risk mitigation);
(2) risk assessment (which includes the identification and analysis of risk); and

(3) internal audit.
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14.1.31 E In addition, a firm should normally ensure that no single individual has unrestricted
authority to do all of the following:

(1) initiate a transaction;
(2) bind the firm;
(3) make payments; and

(4) account for it.

14.1.32 [G | Wherea firm is unable to ensure the complete segregation of duties (for example, because
it has a limited number of staff), it should ensure that there are adequate compensating
controls in place (for example, frequent review of an area by relevant senior managers).

14.1.33 (G Where a firm outsources a controlled function, such as internal audit , it should take
reasonable steps to ensure that every individual involved in the performance of this service

is independent from the individuals who perform its external audit. This should not prevent
services from being undertaken by a firm's external auditors provided that:

(1) the work is carried out under the supervision and management of the firm's
own internal staff; and

(2) potential conflicts of interest between the provision of external audit services
and the provision of controlled functions are properly managed.

Internal controls: risk management committees

14.1.34 E In many firms, especially if there are multiple business lines, it is common for the governing
body to delegate some tasks related to risk control and management to committees such

as asset and liability committees (ALCO), credit risk committees and market risk
committees.

14.1.35 E Where a firm decides to create one or more risk management committee(s), adequate
internal controls should be put in place to ensure that these committees are effective and
that their actions are consistent with the objectives outlined in BSYSC 14.1.28 G. This should
normally include consideration of the following:

(1) setting clear terms of reference, including membership, reporting lines and
responsibilities of each committee;

(2) setting limits on their authority;
(3) agreeing routine reporting and non-routine reporting escalation procedures;
(4) agreeing the minimum frequency of committee meetings; and

)

(5) reviewing the performance of these risk management committees.
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14136 (G

14137 (G

14.1.38 [G

The decision to delegate risk management tasks, along with the terms of reference of
the committees and their performance, should be reviewed periodically by the firm's
governing body and revised as appropriate.

The effective use of risk management committees can help to enhance a firm's internal
controls. In establishing and maintaining its risk management committees, a firm
should consider:

(1) their membership, which should normally include relevant senior managers
(such as the head of group risk, head of legal, and the heads of market, credit,
liquidity and operational risk, etc.), business line managers, risk management
personnel and other appropriately skilled people, for example, actuaries,
lawyers, accountants, IT specialists, etc.;

(2) using these committees to:

(i)  inform the decisions made by a firm's governing body regarding its
appetite or tolerance for risk taking;

(ii) highlight risk management issues that may require attention by the
governing body;

(iii) consider risk at the firm-wide level and, within delegated limits, to
determine the allocation of risk limits and financial resources across
business lines; and

(iv) consider how exposures may be unwound, hedged, or otherwise
mitigated, as appropriate.

Internal controls: risk assessment

Risk assessment is the process through which a firm identifies and analyses (using both
qualitative and quantitative methodologies) the risks that it faces. A firm's risk
assessment activities should normally include consideration of:

(1) its total exposure to risk at the firm-wide level (that is, its exposure across
business lines and risk categories);

(2) capital allocation and the need to calculate risk weighted returns for different
business lines;

(3) the potential correlations that can exist between the risks in different business
lines; this should also include looking for risks to which a firm's business
plan is particularly sensitive, such as interest rate risk, or multiple dealings
with the same counterparty;

(4) the use of stress tests and scenario analysis;

(5) whether there are risks inherent in the firm's business that are not being
addressed adequately;

(6) the risk adjusted return that the firm is achieving; and

(7) the adequacy and timeliness of management information on market, credit,
insurance, liquidity, operational and group risks from the business lines,
including risk limit utilisation.
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14.1.39 E (1) In accordance with B SYSC 3.2.10 G a firm should consider whether it needs to

set up a separate risk assessment function (or functions) that is responsible for
assessing the risks that the firm faces and advising its governing body and senior
managers on them.

(2) The term 'risk assessment function' refers to the generally understood concept
of risk assessment within a firm, that is, the function of setting and controlling
risk exposure. The risk assessment function is not a controlled function itself,
but is part of the systems and controls function (CF28).

14.1.40 (G Where a firm does decide that it needs a separate risk assessment function , the employees

or contractors that carry out this function should not normally be involved in risk taking
activities such as business line management (see B SYSC 14.1.30 G to B SYSC 14.1.33 G on the
segregation of duties).

14.1.41 E A summary of the results of the analysis undertaken by a firm's risk assessment function

in accordance with B SYSC 14.1.39 G (including, where necessary, an explanation of any
assumptions that were adopted) should normally be reported to relevant senior managers
as well as to the firm's governing body.
Internal audit

14.1.42 [G | A firm should ensure that it has appropriate mechanisms in place to assess and monitor

the appropriateness and effectiveness of its systems and controls. This should normally
include consideration of:

(1) adherence to and effectiveness of, as appropriate, its market, credit, liquidity,
operational, insurance, and group risk policies;

(2) whether departures and variances from its documented systems and controls
and risk policies have been adequately documented and appropriately reported,
including whether appropriate pre-clearance authorisation has been sought for
material departures and variances;

(3) adherence to and effectiveness of its accounting policies, and whether accounting
records are complete and accurate;

(4) adherence to and effectiveness of its management reporting arrangements,
including the timeliness of reporting, and whether information is comprehensive
and accurate; and

(5) adherence to PRA rules and regulatory prudential standards.

14.1.43 G (1) In accordance with Bl SYSC 3.2.15 G and B SYSC 3.2.16 G, a firm should consider
whether it needs to set up a dedicated internal audit function.
PAGE . . .

(2) The term 'internal audit function' refers to the generally understood concept of
internal audit within a firm, that is, the function of assessing adherence to and
the effectiveness of internal systems and controls, procedures and policies. The
internal audit function is not a controlled function itself, but is part of the
systems and controls function (CF28).

M Release 136 @ April 2013 14.1.43



SYSC 14 : Risk management and

Section 14.1 : Application

associated systems and controls for
insurers

14.1.44 |G

14.1.45 |G

14.1.46  [G

14.1.47 |G

14.1.48 [G

Where a firm decides to set up an internal audit function, this function should provide
independent assurance to its governing body, audit committee or an appropriate senior
manager of the integrity and effectiveness of its systems and controls.

In forming its judgements, the person performing the internal audit function should
test the practical operation of a firm's systems and controls as well as its accounting
and risk policies. This should include examining the adequacy of supporting records.

Management information

Many individuals, at various levels of a firm, need management information relating
to their activities. However, Bl SYSC 14.1.47 G to B SYSC 14.1.50 G concentrates on the
management information that should be available to those at the highest level of a
firm, that is, the firm's governing body and relevant senior managers. In so doing

B SYSC 14.1.47 G to B SYSC 14.1.50 G amplify B SYSC 3.2.11 G and B SYSC 3.2.12 G (which
outline the PRA's high level policy on senior management information) by providing
some additional guidance on the management information that should be available.

The role of management information should be to help a firm's governing body and
senior managers to understand risk at a firm-wide level. In so doing, it should help
them to:

(1) determine whether a firm is prudently managed with adequate financial
resources;

(2) make the decisions that fall within their ambit (for example, the high level
business plans, strategy and risk tolerances of the firm); and

(3) oversee the execution of tasks for which they are responsible.

A firm should consider what information needs to be made available to its governing
body and senior managers. Some possible examples include:

(1) firm-wide information such as the overall profitability and value of a firm
and its total exposure to risk;

(2) reports from committees to which the governing body has delegated risk
management tasks, if applicable;

(3) reports from a firm's internal audit and risk assessment functions (see
B SYSC 14.1.43 G and B SYSC 14.1.39 G) , if applicable, including exception
reports, where risk limits and policies have been breached or systems
circumvented;

(4) financial projections under expected and abnormal (that is, stressed)
conditions;

(5) reconciliation of actual profit and loss to previous financial projections and
an analysis of any significant variances;
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(6) matters which require a decision from the governing body or senior managers,
for example a significant variation to a business plan, amendments to risk limits,
the creation of a new business line, etc;
(7) compliance with PRA rules and regulatory prudential standards;
(8) risk weighted returns; and
(9) liquidity and funding requirements.
14.1.49 [G | The management information that is provided to a firm's governing body and senior

14.1.50

14.1.51

PAGE
13
14.1.52

managers should have the following characteristics:

(1) it should be timely, its frequency being determined by factors such as:

(a) the volatility of the business in which the firm is engaged (that is, the speed
at which its risks can change);

(b) any time constraints on when action needs to be taken; and

(c) the level of risk that the firm is exposed to, compared to its available
financial resources and tolerance for risk;

(2) it should be reliable, having regard to the fact that it may be necessary to sacrifice
a degree of accuracy for timeliness; and

(3) it should be presented in a manner that highlights any relevant issues on which
those undertaking governing functions should focus particular attention.

The production of management and other information may require the collation of data
from a variety of separate manual and automated systems. In such cases, responsibility
for the integrity of the information may be spread amongst a number of operational areas.
A firm should ensure that it has appropriate processes to validate the integrity of its
information.

Record keeping

B SYSC 3.2.20 R requires a firm to take reasonable care to make and retain adequate records.
The following policy on record keeping supplements B SYSC 3.2.20 R by providing some
additional rules and guidance on record keeping. The purpose of this policy is to:

(1) facilitate the prudential supervision of a firm by ensuring that adequate
information is available regarding its past/current financial situation and business
activities (which includes the design and implementation of systems and controls);
and

(2) help the PRA to satisfy itself that a firm is operating in a prudent manner and
is not prejudicing its safety and soundness or the interests of policyholders.

In addition to the record keeping requirements in GENPRU, INSPRU and SYSC, a firm
should remember that it may be obliged, under other applicable laws or regulations, to
keep similar or additional records.
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14.1.54  [G
14.1.55 |G

14.1.56 |G

14.1.57 |G

14.1.58 |G

14.1.59  [G

(1) A firm must make and regularly update accounting and other
records that are sufficient to enable the firm to demonstrate to

the PRA:

(a) that the firm is financially sound and has appropriate
systems and controls;

(b) the firm's financial position and exposure to risk (to a
reasonable degree of accuracy); and

(c) the firm's compliance with the rules in GENPRU, INSPRU
and SYSC.

(2) The records in (1) must be retained for a minimum of three
years, or longer as appropriate.

A firm should be able to make available the records described in BSYSC 14.1.53 R within
a reasonable timeframe when requested to do so by the PRA .

The PRA recognises that not all records are specific to a particular point in time. As
such, while it may be appropriate to update some records on a daily or continuous
basis, for example expenditure and details of certain transactions, it may not be
appropriate to update other records as regularly as this, for example those relating to
its business plan and risk policies. A firm should decide how regularly it should update
particular records.

A firm should decide which records it needs to hold, noting that compliance with

B SYSC 14.1.53 R does not require it to hold records on every single aspect of its activities.
Some specific guidance on the types of records that a firm should hold is set out in
each of the risk specific sections on systems and controls (see B sYSC 11, B SYSC 12,
B SYSC 14.1.65 G, M SYSC 15 to M sYsC 17 and INSPRU 5.1).

In deciding which records to hold, a firm should also take into account that failure to
keep adequate records could make it harder for it to satisfy the PRA that it is compliant
with the rules in GENPRU, INSPRU or SYSC, and to defend any enforcement action

taken against it.

A firm should keep the records required in GENPRU, INSPRU and SYSC in an
appropriate format and language (in terms of format this could include holding them
on paper or in electronic or some other form). However, whatever format or language
a firm chooses, B SYSC 3.2.20 R requires that records be capable of being reproduced
on paper and in English (except where they relate to business carried on from an
establishment situated in a country where English is not an official language).

In accordance with Bl SYSC 3.2.20 R, a firm should retain the records that it needs to

comply with BSYSC 14.1.53 R for as long as they are relevant for the purposes for which
they were made.
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14.1.60 ¥ | A firm must keep the records required in B SYSC 14.1.53 R in the United
Kingdom, except where:

(1) they relate to business carried on from an establishment in a
country or territory that is outside the United Kingdom; and

(2) they are kept in that country or territory.

14.1.61 I3 | When a firm keeps the records required in B SYSC 14.1.53 R outside the
United Kingdom, it must periodically send an adequate summary of those
records to the United Kingdom.

14.1.62 [G | Where a firm outsources the storage of some or all of its records to a third party service
provider, it should ensure that these records are readily accessible and can be reproduced

within a reasonable time period. The firm should also ensure that these records are stored
in compliance with the rules and guidance on record keeping in GENPRU, INSPRU or
SYSC. Additional guidance on the management of outsourcing agreements is provided in
M SYSC 13.

14.1.63 [G | A firmmay rely on records that have been produced by a third party (for example, another
group company or an external agent, such as an outsource service provider). However
where the firm does so it should ensure that these records are readily accessible and can
be reproduced within a reasonable time period. The firm should also ensure that these
records comply with the rules and guidance on record keeping in GENPRU, INSPRU or

SYSC.
14.1.64 [G | Inaccordance with B SYSC3.2.21 G, a firm should have adequate systems and controls for
maintaining the security of its records so that they are reasonably safeguarded against

loss, unauthorised access, alteration or destruction.

Operational risk

14.1.65 E As well as covering other types of risk, the rules and guidance set out in this chapter deal
with a firm's approach to operational risk. In particular:

(1) M SYSC14.1.18 R requires a firm to take reasonable steps to ensure that the risk
management systems put in place to identify, assess, monitor and control
operational risk are adequate for that purpose;

(2) MSYSC14.1.19 R (2) requires a firm to document its policy for operational risk,
including its risk appetite and how it identifies, assesses, monitors and controls
that risk; and

(3) MSYSC14.1.27R requires a firm to take reasonable steps to establish and maintain
adequate internal controls to enable it to assess and monitor the effectiveness
and implementation of its business plan and prudential risk management systems.
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15.1.1 G

15.1.2 (G

15.1 Application

B SYSC 15.1 applies to an insurer unless it is:
(1)  a non-directive friendly society; or
(2) an incoming EEA firm; or

(3) an incoming Treaty firm.

B SYSC 15.1 applies to:
(1) an EEA-deposit insurer; and

(2) a Swiss general insurer;

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

This section does not apply to an incoming ECA provider acting as such.

-------------------------------------------------------------------

-------------------------------------------

This section provides guidance on how to interpret Bl SYSC 14 insofar as it relates to

the management of credit risk.

Kingdom.
15.1.2A [G

Purpose
15.1.3 G
15.1.4 (G

Credit risk is incurred whenever a firm is exposed to loss if another party fails to
perform its financial obligations to the firm, including failing to perform them in a
timely manner. It arises from both on and off balance sheet items. For contracts for
traded financial instruments, for example the purchase and sale of securities or over

the counter derivatives, risks may arise if the firm's counterparty does not honour its

side of the contract. This constitutes counterparty risk, which can be considered a

subset of credit risk. Another risk is issuer risk, which could potentially result in a firm

losing the full price of a market instrument since default by the issuer could result in
the value of its bonds or stocks falling to nil. In insurance firms, credit risk can arise

from premium debtors, where cover under contracts of insurance may either commence
before premiums become due or continue after their non-payment. Credit risk can also
arise if a reinsurer fails to fulfil its financial obligation to repay a firm upon submission

of a claim.
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Credit risk concerns the PRA because inadequate systems and controls for credit risk
management can create a threat to the statutory objectives of promoting the safety and
soundness of PRA authorised persons and contributing to the securing of an appropriate
degree of protection for those who are or may become policyholders by:

(1) the erosion of a firm's capital due to excessive credit losses thereby threatening
its viability as a going concern;

(2) an inability of a firm to meet its own obligations to depositors, policyholders
or other market counterparties due to its capital erosion.

Appropriate systems and controls for the management of credit risk will vary with the
scale, nature and complexity of the firm's activities. Therefore the material in this section
is guidance. A firm should assess the appropriateness of any particular item of guidance
in the light of the scale, nature and complexity of its activities as well as its obligations
as set out in Principle 3 to organise and control its affairs responsibly and effectively.

Requirements

High level requirements for prudential systems and controls, including those for credit
risk, are set out in B SYSC 14. In particular:

(1) MSYSC14.1.19R (2) requires a firm to document its policy for credit risk, including
its risk appetite and how it identifies, measures, monitors and controls that risk;

(2) M SYSC14.1.19 R (2) requires a firm to document its provisioning policy.
Documentation should describe the systems and controls that it intends to use
to ensure that the policy is correctly implemented;

(3) M SYSC 14.1.18 R requires it to establish and maintain risk management systems
to identify, measure, monitor and control credit risk (in accordance with its
credit risk policy), and to take reasonable steps to ensure that its systems are
adequate for that purpose; or

(4) in line with B SYSC 14.1.11 G, the ultimate responsibility for the management of
credit risk should rest with a firm's governing body. Where delegation of
authority occurs the governing body and relevant senior managers should
approve and periodically review systems and controls to ensure that delegated
duties are being performed correctly.

Credit risk policy

B SYSC 14.1.18 R requires a firm to establish, maintain and document a business plan and
risk policies. They should provide a clear indication of the amount and nature of credit
risk that the firm wishes to incur. In particular, they should cover for credit risk:

(1) how, with particular reference to its activities, the firm defines and measures
credit risk;
(2) the firm's business aims in incurring credit risk including:

(a) identifying the types and sources of credit risk to which the firm wishes to
be exposed (and the limits on that exposure) and those to which the firm
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wishes not to be exposed (and how that is to be achieved, for example
how exposure is to be avoided or mitigated);

(b) specifying the level of diversification required by the firm and the firm's
tolerance for risk concentrations (and the limits on those exposures and
concentrations); and

(c) drawing the distinction between activities where credit risk is taken in
order to achieve a return (for example, lending) and activities where
credit exposure arises as a consequence of pursuing some other objective
(for example, the purchase of a derivative in order to mitigate market
risk);

how credit risk is assessed both when credit is granted or incurred and
subsequently, including how the adequacy of any security and other risk
mitigation techniques is assessed;

the detailed limit structure for credit risk which should:

(a) address all key risk factors, including intra-group exposures and indirect
exposures (for example, exposures held by related and subsidiary
undertakings);

(b) be commensurate with the volume and complexity of activity; and

(c) be consistent with the firm's business aims, historical performance, and
its risk appetite;

procedures for:

(a) approving new or additional exposures to counterparties;

(b) approving new products and activities that give rise to credit risk;
(c) regular risk position and performance reporting;

(d) limit exception reporting and approval; and

(e) identifying and dealing with the problem exposures caused by the failure
or downgrading of a counterparty;

the methods and assumptions used for the stress testing and scenario analysis
required by GENPRU 1.2 (Adequacy of financial resources), including how
these methods and assumptions are selected and tested; and

the allocation of responsibilities for implementing the credit risk policy and
for monitoring adherence to, and the effectiveness of, the policy.

Counterparty assessment

The firm should make a suitable assessment of the risk profile of the counterparty.
The factors to be considered will vary according to both the type of credit and the
counterparty being considered. This may include:

(1)

the purpose of the credit, the duration of the agreement and the source of
repayment;

Release 136 @ April 2013

15.1.9

PAGE
A



SYSC 15 : Credit risk management

systems and controls for insurers

Section 15.1 : Application

15.1.10

15.1.11

15.1.12

15.1.13

15.1.14

15.1.15

5
15.1.16

(2) an assessment and continuous monitoring of the credit quality of the
counterparty;

(3) anassessment of the claims payment record where the counterparty is a reinsurer;

(4) an assessment of the nature and amount of risk attached to the counterparty in
the context of the industrial sector or geographical region or country in which
it operates, as well as the potential impact on the counterparty of political,
economic and market changes; and

(5) the proposed terms and conditions attached to the granting of credit, including
ongoing provision of information by the counterparty, covenants attached to
the facility as well as the adequacy and enforceability of collateral, security and
guarantees.

It is important that sound and legally enforceable documentation is in place for each
agreement that gives rise to credit risk as this may be called upon in the event of a default
or dispute. A firm should therefore consider whether it is appropriate for an independent
legal opinion to be sought on documentation used by the firm. Documentation should
normally be in place before the firm enters into a contractual obligation or releases funds.

Where premium payments are made via brokers or intermediaries, the firm should describe
how it monitors and controls its exposure to those brokers and intermediaries. In particular,
the policy should identify whether the risk of default by the broker or intermediary is
borne by the firm or the policyholder.

Any variation from the usual credit policy should be documented.

A firm involved in loan syndications or consortia should not rely on other parties'
assessment of the credit risks involved. It will remain responsible for forming its own
judgement on the appropriateness of the credit risk thereby incurred with reference to its
stated credit risk policy. Similarly a firm remains responsible for assessing the credit risk
associated with any insurance or reinsurance placed on its behalf by other parties.

Where a credit scoring approach or other counterparty assessment process is used, the
firm should periodically assess the particular approach taken in the light of past and
expected future counterparty performance and ensure that any statistical process is adjusted
accordingly to ensure that the business written complies with the firm's risk appetite.

In assessing its contingent exposure to a counterparty, the firm should identify the amount
which would be due from the counterparty if the value, index or other factor upon which
that amount depends were to change.

Credit risk measurement

A firm should measure its credit risk using a robust and consistent methodology which
should be described in its credit risk policy; the appropriate method of measurement will
depend upon the nature of the credit product provided. The firm should consider whether
the measurement methodologies should be backtested and the frequency of such
backtesting.
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A firm should also be able to measure its credit exposure across its entire portfolio or
within particular categories such as exposures to particular industries, economic sectors
or geographical areas.

Where a firm is a member of a group that is subject to consolidated reporting, the
group should be able to monitor credit exposures on a consolidated basis. See B SYSC 12,
INSPRU 6.1 and GENPRU 3.

A firm should have the capability to measure its credit exposure to individual
counterparties on at least a daily basis.

Risk monitoring

A firm should implement an effective system for monitoring its credit risk which should
be described in its credit risk policy.

A firm should have a system of management reporting which provides clear, concise,
timely and accurate credit risk reports to relevant functions within the firm. The reports
could cover exceptions to the firm's credit risk policy, non-performing exposures and
changes to the level of credit risk within the firm's credit portfolio. A firm should have
procedures for taking appropriate action according to the information within the
management reports, such as a review of counterparty limits, or of the overall credit
policy.

Individual credit facilities and overall limits should be periodically reviewed in order
to check their appropriateness for both the current circumstances of the counterparty
and the firm's current internal and external economic environment. The frequency of
review should be appropriate to the nature of the facility.

A firm should utilise appropriate stress testing and scenario analysis of credit exposures
to examine the potential effects of economic or industry downturns, market events,
changes in interest rates, changes in foreign exchange rates, changes in liquidity
conditions and changes in levels of insurance losses where relevant.

Problem exposures

A firm should have systematic processes for the timely identification, management and
monitoring of problem exposures. These processes should be described in the credit
risk policy.

A firm should have adequate procedures for recovering exposures in arrears or that
have had provisions made against them. A firm should allocate responsibility, either
internally or externally, for its arrears management and recovery.

Provisioning

B SYSC 14.1.19 R (2) requires a firm to document its provisioning policy. A firm's
provisioning policy can be maintained either as a separate document or as part of its
credit risk policy.
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At intervals that are appropriate to the nature, scale and complexity of its activities a firm
should review and update its provisioning policy and associated systems.

In line with B SYSC 15.1.6 G, the PRA recognises that the frequency with which a firm
reviews its provisioning policy once it has been established will vary from firm to firm.
However, the PRA expects a firm to review at least annually whether its policy remains
appropriate for the business it undertakes and the economic environment in which it
operates.

In line with B SYSC 14.1.12 G, the provisioning policy referred to in B SYSC 15.1.26 G must
be approved by the firm's governing body or another appropriate body to which the firm's
governing body has delegated this responsibility.

In line with B SYSC 14.1.24 G, the PRA may request a firm to provide it with a copy of its
current provisioning policy.

Provisions may be general (against the whole of a given portfolio), specific (against
particular exposures identified as bad or doubtful) or both. The PRA expects contingent
liabilities (for example guarantees) and anticipated losses to be recognised in accordance
with accepted accounting standards at the relevant time, such as those embodied in the
Financial Reporting Standards issued by the Accounting Standards Board.

Risk mitigation

A firm may choose to use various credit risk mitigation techniques including the taking
of collateral, the use of letters of credit or guarantees, or counterparty netting agreements
to manage and control their counterparty exposures. The use of such techniques does not
obviate the need for thorough credit analysis and procedures. The reliance placed by a
firm on risk mitigation should be described in the credit risk policy.

A firm should consider the legal and financial ability of a guarantor to fulfil the guarantee
if called upon to do so.

A firm should monitor the validity and enforceability of its collateral arrangements.

The firm should analyse carefully the protection afforded by risk mitigants such as netting
agreements or credit derivatives, to ensure that any residual risk is identified, measured,
monitored and controlled.

Record keeping

Prudential records made under B SYSC 14.1.53 R should include appropriate records of:

(1) credit exposures, including aggregations of credit exposures, as appropriate,
by:

(a) groups of connected counterparties; or

(b) types of counterparty as defined, for example, by the nature or geographical
location of the counterparty,
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15.1.37  [G

(2) credit decisions, including details of the decision and the facts or
circumstances upon which it was made; and

(3) information relevant to assessing current counterparty and risk quality.

Credit records should be retained as long as they are needed for the purpose described
in MSYSC 15.1.36 G (subject to the minimum three year retention period). In particular,
a firm should consider whether it is appropriate to retain information regarding
counterparty history such as a record of credit events as well as a record indicating
how credit decisions were taken.
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16.1 Application

16.1.1 (G | WsYSC 6.1 applies to an insurer unless it is:

(1)  a non-directive friendly society; or
(2) an incoming EEA firm; or

(3) an incoming Treaty firm.

16.1.2 (G | Msyscie.1 applies to:

(1) an EEA-deposit insurer; and
(2) a Swiss general insurer;

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

16.1.2A E This section does not apply to an incoming ECA provider acting as such.

16.1.3 [G | Firms should also see M GENPRU 1.2 (GENPRU 1.2.64G to GENPRU 1.2.78G) and

INSPRU 3.1.

Purpose

..............................................................................................................

16.1.4 (G (1) The purpose of this section is to amplify B SYSC 14 insofar as it relates to
market risk.

(2) Market risk includes equity, interest rate, foreign exchange (FX), commodity
risk and interest rate risk on long-term insurance contracts. The price of
financial instruments may also be influenced by other risks such as spread
risk, basis risk, correlation, specific risk and volatility risk.

PAGE
(3) This section does not deal with the risk management of market risk in a
group context. A firm that is a member of a group should also read B SYSC 12
(Group risk systems and controls) which outlines the PRA's requirements
for the risk management of market risk within a group.
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(4) Appropriate systems and controls for the management of market risk will vary
with the scale, nature and complexity of the firm's activities. Therefore the
material in this section is guidance. A firm should assess the appropriateness of
any particular item of guidance in the light of the scale, nature and complexity
of its activities as well as its obligations as set out in Principle 3 to organise and
control its affairs responsibly and effectively.

RO U M OIS | e
16.1.5 E High level requirements for prudential systems and controls, including those for market
risk, are set out in M SYSC 14. In particular:

(1) M SYSC14.1.19 R (2) requires a firm to document its policy for market risk,
including its risk appetite and how it identifies, measures, monitors and controls
that risk;

(2) M SYSC14.1.19R (4) requires a firm to document its asset and liability recognition
policy. Documentation should describe the systems and controls that it intends
to use to comply with the policy;

(3) M SYSC 14.1.19 R requires a firm to establish and maintain risk management
systems to identify, measure, monitor and control market risk (in accordance
with its market risk policy), and to take reasonable steps to establish systems
adequate for that purpose; and

(4) In line with B SYSC 14.1.11 G, the ultimate responsibility for the management of
market risk should rest with a firm's governing body. Where delegation of
authority occurs the governing body and relevant senior managers should
approve and adequately review systems and controls to check that delegated
duties are being performed correctly.

Market risk policy

16.1.6 E M SYSC 14 requires a firm to establish, maintain and document a business plan and risk

policies. They should provide a clear indication of the amount and nature of market risk
that the firm wishes to incur. In particular, they should cover for market risk:

(1) how, with particular reference to its activities, the firm defines and measures
market risk;

(2) the firm's business aims in incurring market risk including:

(a) identifying the types and sources of market risk to which the firm wishes
to be exposed (and the limits on that exposure) and those to which the firm
wishes not to be exposed (and how that is to be achieved, for example how
exposure is to be avoided or mitigated); and

(b) specifying the level of diversification required by the firm and the firm's
tolerance for risk concentrations (and the limits on those exposures and

concentrations).
16.1.7 [G | The market risk policy of a firm should be endorsed by the firm's governing body and
implemented by its senior management, who should take adequate steps to disseminate

the policy and train the relevant staff such that they can effectively implement the policy.
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The market risk policy of a firm should enforce the risk management and control
principles and include detailed information on:

(1) the financial instruments, commodities, assets and liabilities (and mismatches
between assets and liabilities) that a firm is exposed to and the limits on
those exposures;

(2) the firm's investment strategy as applicable between each insurance fund;

(3) activities that are intended to hedge or mitigate market risk including
mismatches caused by for example differences in the assets and liabilities
and maturity mismatches; and

(4) the methods and assumptions used for measuring linear, non-linear and
geared market risk including the rationale for selection, ongoing validation
and testing. Methods might include stress testing and scenario analysis,
asset/liability analysis, correlation analysis, Value-at-Risk (VaR) and options
such as delta, gamma, vega, rho and theta. Exposure to non-linear or geared
market risk is typically through the use of derivatives.

Risk identification

A firm should have in place appropriate risk reporting systems that enable it to identify
the types and amount of market risk to which it is, and potentially could be, exposed.
The information that systems should capture may include but is not limited to:

(1) position information which may include a description of individual financial
instruments and their cash flows; and

(2) market data which may consist of raw time series of market rates, index
levels and prices and derived time series of benchmark yield curves, spreads,
implied volatilities, historical volatilities and correlations.

Risk measurement

Having identified the market risk that the firm is exposed to on at least a daily basis,
a firm should be able to measure and manage that market risk on a consistent basis.
This may be achieved by:

(1) regularly stress testing all or parts of the firm's portfolio to estimate potential
economic losses in a range of market conditions including abnormal markets.
Corporate level stress test results should be discussed regularly by risk
monitors, senior management and risk takers, and should guide the firm's
market risk appetite (for example, stress tests may lead to discussions on
how best to unwind or hedge a position), and influence the internal capital
allocation process;

(2) measuring the firm's exposure to particular categories of market risk (for
example, equity, interest rate, foreign exchange and commodities) as well
as across its entire portfolio of market risks;

(3) analysing the impact that new transactions or businesses may have on its
market risk position on an on-going basis; and
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(4) regularly backtesting realised results against internal model generated market
risk measures in order to evaluate and assess its accuracy. For example, a firm
should keep a database of daily risk measures such as VaR and options such as
delta, gamma, vega, rho and theta, and use these to back test predicted profit
and loss against actual profit and loss for all trading desks and business units,
and monitor the number of exceptions from agreed confidence bands.

Valuation

A firm should take reasonable steps to establish systems and control procedures such that
the firm complies with the requirements of GENPRU 1.3 (Valuation).

The systems and controls referred to in MSYSC 16.1.11 G should include the following:

(1) the department responsible for the validation of the value of assets and liabilities
should be independent of the business trading area, and should be adequately
resourced by suitably qualified staff. The department should report to a suitably
qualified individual, independent from the business trading area, who has
sufficient authority to enforce the systems and controls policies and any
alterations to valuation treatments where necessary;

(2) all valuations should be checked and validated at appropriate intervals. Where
a firm has chosen not to validate all valuations on a daily basis this should be
agreed by senior management;

(3) afirm should establish a review procedure to check that the valuation procedures
are followed and are producing valuations in compliance with the requirements
in this section. The review should be undertaken by suitably qualified staff
independent of the business trading area, on a regular and ad hoc basis. In
particular, this review procedure should include:

(a) the quality and appropriateness of the price sources used;
(b) valuation reserves held; and

(c) the valuation methodology employed for each product and consistent
adherence to that methodology;

(4) where a valuation is disputed and the dispute cannot be resolved in a timely
manner it should be reported to senior management. It should continue to be
reported to senior management until agreement is reached;

(5) where a firm is marking positions to market it should take reasonable steps to
establish a price source that is reliable and appropriate to enable compliance
with the provisions in this section on an ongoing basis;

(6)  afirm should document its policies and procedures relating to the entire valuation
process. In particular, the following should be documented:
(a) the valuation methodologies employed for all product categories;
(b) details of the price sources used for each product;
(c) the procedures to be followed where a valuation is disputed;

(d) the valuation adjustment and reserving policies;
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16.1.14  [G

(e) the level at which a difference between a valuation assigned to an asset
or liability and the valuation used for validation purposes will be
reported on an exceptions basis and investigated;

(f)  where a firm is using its own internal estimate to produce a valuation,
it should document in detail the process followed in order to produce
the valuation; and

(g) the review procedures established by a firm in relation to the
requirements of this section should be adequately documented and
include the rationale for the policy;

(7) a firm should maintain records which demonstrate:

(a) senior management's approval of the policies and procedures established;
and

(b) management sign-off of the reviews undertaken in accordance with
M SYSC 16.1.11 G.

Risk monitoring

Risk monitoring is the operational process by which a firm monitors compliance with
defined policies and procedures of the market risk policy. The firm's risk monitoring
system should be independent of the employees who are responsible for exposing the
firm to market risk.

The market risk policy of a firm may require the production of market risk reports at
various levels within the firm. These reports should provide sufficiently accurate market
risk data to relevant functions within the firm, and should be timely enough to allow
any appropriate remedial action to be proposed and taken, for example:

(1) at a firm wide level, a market risk report may include information:

(a) summarising and commenting on the total market risk that a firm is
exposed to and market risk concentrations by business unit, asset class
and country;

(b) on VaR reports against risk limits by business unit, asset class and
country;

(c) commenting on significant risk concentrations and market developments;
and

(d) on market risk in particular legal entities and geographical regions;

(2) at the business unit level, a market risk report may include information
summarising market risk by currency, trading desk, maturity or duration
band, or by instrument type;

(3) at the trading desk level, a market risk report may include detailed
information summarising market risk by individual trader, instrument,
position, currency, or maturity or duration band; and

(4) all risk data should be readily reconcilable back to the prime books of entry
with a fully documented audit trail.
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Risk monitoring may also include information on:

(1) the procedures for taking appropriate action in response to the information
within the market risk reports;

(2) ensuring that there are controls and procedures for identifying and reporting
trades and positions booked at off-market rates;

(3) the process for new product approvals;

(4) the process for dealing with situations (authorised and unauthorised) where
particular market risk exposures exceed predetermined risk limits and criteria;
and

(5) the periodic review of the risk monitoring process in order to check its suitability
for both current market conditions and the firm's overall risk appetite.

Risk monitoring should be subject to periodic independent review by suitably qualified
staff.

Risk control

Risk control is the independent monitoring, assessment and supervision of business units
within the defined policies and procedures of the market risk policy. This may be achieved
by:

(1) setting an appropriate market risk limit structure to control the firm's exposure
to market risk; for example, by setting out a detailed market risk limit structure
at the corporate level, the business unit level and the trading desk level which
addresses all the key market risk factors and is commensurate with the volume
and complexity of activity that the firm undertakes;

(2) setting limits on risks such as price or rate risk, as well as those factors arising
from options such as delta, gamma, vega, rho and theta;

(3) setting limits on net and gross positions, market risk concentrations, the
maximum allowable loss (also called "stop-loss"), VaR, potential risks arising
from stress testing and scenario analysis, gap analysis, correlation, liquidity and
volatility; and

(4) considering whether it is appropriate to set intermediate (early warning)
thresholds that alert management when limits are being approached, triggering
review and action where appropriate.

Record keeping

High level requirements for record keeping are set out in B SYSC 14 .

In relation to market risk, a firm should retain appropriate prudential records of:

(1) off and on market trades in financial instruments;
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(2) the nature and amounts of off and on balance sheet exposures, including the
aggregation of exposures;

(3) trades in financial instruments and other assets and liabilities; and

(4) methods and assumptions used in stress testing and scenario analysis and in
VaR models.

A firm should keep a data history to enable it to perform back testing of methods and
assumptions used for stress testing and scenario analysis and for VaR models.
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17.1.1 G

17.1.2A |G

17.1.3 G

17.1 Application

B SYSC 17.1 applies to an insurer unless it is:
(1)  a non-directive friendly society; or
(2) an incoming EEA firm; or

(3) an incoming Treaty firm.

B SYSC 17.1 applies to:
(1) an EEA-deposit insurer; and
(2) a Swiss general insurer;

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

This section does not apply to an incoming ECA provider acting as such.

Purpose

This section provides guidance on how to interpret B SYSC 14 (Risk management and
associated systems and controls) in so far as it relates to the management of insurance
risk. Insurance risk refers to fluctuations in the timing, frequency and severity of insured
events, relative to the expectations of the firm at the time of underwriting. Insurance
risk can also refer to fluctuations in the timing and amount of claim settlements. For
general insurance business some specific examples of insurance risk include variations
in the amount or frequency of claims or the unexpected occurrence of multiple claims
arising from a single cause. For long-term insurance business examples include
variations in the mortality and persistency rates of policybolders, or the possibility
that guarantees could acquire a value that adversely affects the finances of a firm and
its ability to treat its policybolders fairly consistent with the firm's obligations under
the FCA's Principle 6. More generally, insurance risk includes the potential for expense
overruns relative to pricing or provisioning assumptions.

Insurance risk concerns the PRA because inadequate systems and controls for its
management can create a threat to the statutory objectives of promoting the safety
and soundness of PRA-authorised person and contributing to the securing of an
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controls
appropriate degree of protection for those who are or may become policyholders.
Inadequately managed insurance risk may result in:
(1) the inability of a firm to meet its contractual insurance liabilities as they fall
due; and
(2) the inability of a firm to treat its policybolders fairly consistent with the firm's
obligations under the FCA's Principle 6 (for example, in relation to bonus
payments).
17.1.5 [G | Guidance on the application of this section to a firm that is a member of a group is

provided in B SYSC 12 (Group risk systems and controls).

6 [G | The guidance contained within this section should be read in conjunction with the rest of
SYSC.
7 [G | Appropriate systems and controls for the management of insurance risk will vary with

the scale, nature and complexity of a firm's activities. Therefore, the material in this section
is guidance. A firm should assess the appropriateness of any particular item of guidance
in the light of the scale, nature and complexity of its activities as well as its obligations,
as set out in Principle 3, to organise and control its affairs responsibly and effectively.

General requirements

17.1.8 E High level rules and guidance for prudential systems and controls for insurance risk are

set out in M SYSC 14. In particular:

(1) M SYSC14.1.18 R requires a firm to take reasonable steps to establish and maintain
a business plan and appropriate risk management systems;

(2) M SYSC14.1.19 R (2) requires a firm to document its policy for insurance risk,
including its risk appetite and how it identifies, measures, monitors and controls
that risk; and

(3) MSYSC14.1.27 R requires a firm to take reasonable steps to establish and maintain
adequate internal controls to enable it to assess and monitor the effectiveness
and implementation of its business plan and prudential risk management systems.

Insurance risk policy

..................................................................................................................

17.1.9 [G | A firm's insurance risk policy should outline its objectives in carrying out insurance

business, its appetite for insurance risk and its policies for identifying, measuring,
monitoring and controlling insurance risk. The insurance risk policy should cover any
activities that are associated with the creation or management of insurance risk. For
example, underwriting, claims management and settlement, assessing technical provisions
in the balance sheet, risk mitigation and risk transfer, record keeping and management
reporting. Specific matters that should normally be in a firm's insurance risk policy include:

(1) a statement of the firm's willingness and capacity to accept insurance risk;

(2) the classes and characteristics of insurance business that the firm is prepared to
accept;
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the underwriting criteria that the firm intends to adopt, including how these
can influence its rating and pricing decisions;

its approach to limiting significant aggregations of insurance risk, for
example, by setting limits on the amount of business that can be underwritten
in one region or with one policybolder;

where relevant, the firm's approach to pricing long-term insurance contracts,
including the determination of the appropriate level of any reviewable
premiums;

the firm's policy for identifying, monitoring and managing risk when it has
delegated underwriting authority to another party (additional guidance on
the management of outsourcing arrangements is provided in B SYSC 13.9 );

the firm's approach to managing its expense levels, including acquisition
costs, recurring costs, and one-off costs, taking account of the margins
available in both the prices for products and in the technical provisions in
the balance sheet;

the firm's approach to the exercise of any discretion (e.g. on charges or the
level of benefits payable) that is available in its long-term insurance contracts,
in the context also of the legal and regulatory constraints existing on the
application of this discretion;

the firm's approach to the inclusion of options within new long-term
insurance contracts and to the possible exercise by policybolders of options
on existing contracts;

the firm's approach to managing persistency risk;

the firm's approach to managing risks arising from timing differences in
taxation or from changes in tax laws;

the firm's approach to the use of reinsurance or the use of some other means
of risk transfer;

how the firm intends to assess the effectiveness of its risk transfer
arrangements and manage the residual or transformed risks (for example,
how it intends to handle disputes over contract wordings, potential payout
delays and counterparty performance risks);

a summary of the data and information to be collected and reported on
underwriting, claims and risk control (including internal accounting records),
management reporting requirements and external data for risk assessment
purposes;

the risk measurement and analysis techniques to be used for setting
underwriting premiums, technical provisions in the balance sheet, and
assessing capital requirements; and

the firm's approach to stress testing and scenario analysis, as required by
GENPRU 1.2 (Adequacy of financial resources), including the methods
adopted, any assumptions made and the use that is to be made of the results.
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Further, more detailed, guidance is given in B SYSC 17.1.11 G to B SYSC 17.1.37 G on the
identification, measurement, monitoring and control (including the use of reinsurance
and other forms of risk transfer) of insurance risk. A firm should consider what additional
material to that set out above should be included in its insurance risk policy on each of
these for its various activities.

Risk identification

..................................................................................................................

A firm should seek to identify the causes of fluctuations in the occurrence, amount and
timing of its insurance liabilities. A firm should also seek to identify aggregations of risk
that may give rise to large single or multiple claims.

The identification of insurance risk should normally include:

(1)

in connection with the firm's business plan:

(a) processes for identifying the types of insurance risks that may be associated
with a new product and for comparing the risk types that are present in
different classes of business (in order to identify possible aggregations in

particular insurance risks); and

processes for identifying business environment changes (for example
landmark legal rulings) and for collecting internal and external data to test
and modify business plans;

at the point of sale, processes for identifying the underwriting risks associated
with a particular policybolder or a group of policybolders (for example, processes
for collecting information on the claims histories of policyholders, including
whether they have made any potentially false or inaccurate claims, to identify
possible adverse selection or moral hazard problems);

after the point of sale, processes for identifying potential and emerging claims
for the purposes of claims management and claims provisioning; this could
include:

(a)
(b)
(c)

identifying possible judicial rulings;
keeping up to date with developments in market practice; and

collecting information on industry wide initiatives and settlements.

A firm should also identify potential pricing risks, where the liabilities or costs arising
from the sale of a product may not be as expected.

Risk measurement

A firm should have in place appropriate systems for collecting the data it needs to measure
insurance risk. At a minimum this data should be capable of allowing a firm to evaluate
the types of claims experienced, claims frequency and severity, expense levels, persistency
levels and, where relevant, potential changes in the value of guarantees and options in
long-term insurance contracts.
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A firm should ensure that the data it collects and the measurement methodologies that
it uses are sufficient to enable it to evaluate, as appropriate:

(1) its exposure to insurance risk at all relevant levels, for example, by contract,
policybolder, product line or insurance class;

(2) its exposure to insurance risk across different geographical areas and time
horizons;

(3) its total, firm-wide, exposure to insurance risk and any other risks that may
arise out of the contracts of insurance that it issues;

(4) how changes in the volume of business (for example via changes in premium
levels or the number of new contracts that are underwritten) may influence
its exposure to insurance risk;

(5) how changes in policy terms may influence its exposure to insurance risk;
and

(6) the effects of specific loss scenarios on the insurance liabilities of the firm.

A firm should hold data in a manner that allows for it to be used in a flexible way.
For example, data should be sufficiently detailed and disaggregated so that contract
details may be aggregated in different combinations to assess different risks.

A firm should be able to justify its choice of measurement methodologies. This
justification should normally be documented.

A firm should periodically review the appropriateness of the measurement
methodologies that it uses. This could, for example, include back testing (that is, by
comparing actual versus expected results) and updating for changes in market practice.

A firm should ensure that it has access to the necessary skills and resources that it
needs to measure insurance risk using its chosen methodology.

When measuring its insurance risks, a firm should consider how emerging experience
could be used to update its underwriting process, in particular in relation to contract
terms and pricing and also its assessment of the technical provisions in the balance
sheet.

A firm should have the capability to measure its exposure to insurance risk on a regular
basis. In deciding on the frequency of measurement, a firm should consider:

(1) the time it takes to acquire and process all necessary data;
(2) the speed at which exposures could change; and

(3) that it may need to measure its exposure to certain types of insurance risk
on a daily basis (for example, weather catastrophes).
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Risk monitoring
17.1.22 [G | A firmshould provide regular and timely information on its insurance risks to the
appropriate level of management. This could include providing reports on the following:

(1) a statement of the firm's profits or losses for each class of business that it
underwrites (with an associated analysis of how these have arisen for any
long-term insurance contracts), including a variance analysis detailing any
deviations from budget or changes in the key performance indicators that are
used to assess the success of its business plan for insurance;

(2)  the firm's exposure to insurance risk at all relevant levels (see MSYSC 17.1.15 G (1)
), as well as across different geographical areas and time zones (see
B SYSC 17.1.15 G (2) ), also senior management should be kept informed of the
firm's total exposure to insurance risk (see BSYSC 17.1.15 G (3) );

(3) an analysis of any internal or external trends that could influence the firm's
exposure to insurance risk in the future (e.g. new weather patterns,
socio-demographic changes, expense overruns etc);

(4) any new or emerging developments in claims experience (e.g. changes in the
type of claims, average claim amounts or the number of similar claims);

(5) the results of any stress testing or scenario analyses;

(6) the amount and details of new business written and the amount of business that
has lapsed or been cancelled;

(7) identified fraudulent claims;

(8) awatch list, detailing, for example, material/catastrophic events that could give
rise to significant numbers of new claims or very large claims, contested claims,
client complaints, legal and other developments;

(9) the performance of any reinsurancelrisk transfer arrangements; and

(10) progress reports on matters that have previously been referred under escalation
procedures (see B SYSC 17.1.23 G).

17.1.23 E A firm should establish and maintain procedures for the escalation of appropriate matters
to the relevant level of management. Such matters may include:

(1) any significant new exposures to insurance risk, including for example any
landmark rulings in the courts;

(2) a significant increase in the size or number of claims;

PAGE (3) any breaches of the limits set out in M SYSC 17.1.27 G and B SYSC 17.1.28 G, in
7 particular senior management should be informed where any maximum limits
have been breached (see M SYSC 17.1.29 G); and

(4) any unauthorised deviations from its insurance risk policy (including those by
a broker, appointed representative or other delegated authority).
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17.1.28 |G

17.1.29  [G

A firm should regularly monitor the effectiveness of its analysis techniques for setting
provisions for claims on general insurance contracts.

A firm should have appropriate procedures in place to allow managers to monitor the
application (and hence the effect) of its reinsurance programme. This would include,
for a general insurer, procedures for monitoring how its reinsurance programme affects
the gross provisions that it makes for outstanding claims (including claims that are
incurred but not reported).

Risk control

A firm should take appropriate action to ensure that it is not exposed to insurance
risk in excess of its risk appetite. In so doing, the firm should be both reactive,
responding to actual increases in exposure, and proactive, responding to potential
future increases. Being proactive should involve close co-ordination between the
processes of risk control, risk identification and risk measurement, as potential future
exposures need to be identified and understood before effective action can be taken
to control them.

A firm should consider setting limits for its exposure to insurance risk, which trigger
action to be taken to control exposure. Periodically these limits should be amended in
the light of new information (e.g. on the expected number or size of claims). For
example, limits could be set for:

(1) the firm's aggregate exposure to a single source of insurance risk or for events
that may be the result of a number of different sources;

(2) the firm's exposure to specific geographic areas or any other groupings of
risks whose outcomes may be positively correlated;

(3) the number of fraudulent claims;

(4) the number of very large claims that could arise;

(5) the number of unauthorised deviations from its insurance risk policy;

(6) the amount of insurance risk than can be transferred to a particular reinsurer;
(7) the level of expenses incurred in respect of each relevant business area; and

(8) the level of persistency by product line or distribution channel.

A firm should also consider setting individual underwriting limits for all employees
and agents that have the authority to underwrite insurance risk. This could include
both monetary limits and limits on the types of risk that they can underwrite. Where
individual underwriting limits are set, the firm should ensure that they are adhered to.

In addition to setting some 'normal’ limits for insurance risk, a firm should consider
setting some maximum limits, beyond which immediate, emergency action should be
taken. These maximum limits could be determined through stress testing and scenario
analysis.
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17.1.30 E A firm should pay close attention to the wording of its policy documentation to ensure
that these wordings do not expose it to more, or higher, claims than it is expecting. In so
doing, the firm should consider:

(1) whether it has adequate in-house legal resources;

(2) the need for periodic independent legal review of policy documentation;

(3) the use of standardised documentation and referral procedures for variation of
terms;

(4) reviewing the documentation used by other insurance companies;
(5) revising documentation for new policies in the light of past experience; and

(6) the operation of law in the jurisdiction of the policyholder.

17.1.31 [G | A firmshould ensure that it has appropriate systems and controls for assessing the validity
of claims. This could involve consideration of the evidence that will be required from

policybolders and how this evidence is to be tested as well as procedures to determine
when experts such as loss adjusters, lawyers or accountants should be used.

17.1.32 [G | Particular care should be taken to ensure that a firm has appropriate systems and controls
to deal with large claims or large groups of claims that could significantly deplete its

financial resources. This should include systems to ensure that senior management (that
is, the governing body and relevant senior managers) is involved in the processing of such
claims from the outset.

17.1.33 G| A firm should consider how it intends to use reinsurance or some other form of insurance
risk transfer agreement to help to control its exposure to insurance risk. Additional
guidance on the use of reinsurancelrisk transfer is provided below.

Reinsurance and other forms of risk transfer

17.1.34 E Before entering into or significantly changing a reinsurance agreement, or any other form

of insurance risk transfer agreement, a firm should:

(1) analyse how the proposed reinsurancel/risk transfer agreement will affect its
exposure to insurance risk, its underwriting strategy and its ability to meet its
regulatory obligations;

(2) ensure there are adequate legal checking procedures in respect of the draft
agreement;

(3) conduct an appropriate due diligence of the reinsurer's financial stability (that

is, solvency) and expertise; and
PAGE
9 . . . .

(4) understand the nature and limits of the agreement (particular attention should
be given to the wording of contracts to ensure that all of the required risks are
covered, that the level of available cover is appropriate, and that all the terms,
conditions and warranties are unambiguous and understood).
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A firm should analyse regularly the full effect of all its reinsurance agreements and
other risk transfer agreements (both current and proposed), including any related
agreements or side-letters, on both its current and potential future financial position,
and ensure that:

(1) all significant risks related to these agreements, and the residual risks borne
by the firm, have been identified; and

(2) appropriate risk mitigation techniques have been applied to manage and
control the risks.

In managing its reinsurance agreements, or any other form of insurance risk transfer
agreement, a firm should have in place appropriate systems that allow it to maintain
its desired level of cover. This could involve systems for:

(1) monitoring the risks that are covered (that is, the scope of cover) by these
agreements and the level of available cover;

(2) keeping underwriting staff informed of any changes in the scope or level of
cover;

(3) properly co-ordinating all reinsurancelrisk transfer activities so that, in
aggregate, the desired level and scope of cover is maintained;

(4) ensuring that the firm does not become overly reliant on any one reinsurer
or other risk transfer provider; or

(5) conducting regular stress testing and scenario analysis to assess the resilience
of its reinsurance and risk transfer programmes to catastrophic events that
may give rise to large and or numerous claims.

In making a claim on a reinsurance contract (that is, its reinsurance recoveries) or
some other risk transfer contract a firm should ensure:

(1) that it is able to identify and recover any money that it is due in a timely
manner; and

(2) that it makes adequate financial provision for the risk that it is unable to
recover any money that it expected to be due, as a result of either a dispute
with or a default by the reinsurer/risk transfer provider. Additional guidance
on credit risk in reinsurancelrisk transfer contracts is provided in INSPRU
2.1 (Credit risk in insurance).

Where the planned level or scope of cover from a reinsurancelrisk transfer contract is
not obtained, a firm should consider revising its underwriting strategy.

Record keeping

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

The PRA's high level rules and guidance for record keeping are outlined in
B SYSC3.2.20 R (Records). Additional rules and guidance are set out in M SYSC 14.1.51 G
to M SYSC 14.1.64 G. In complying with these rules and guidance, a firm should retain
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an appropriate record of its insurance risk management activities. This may, for example,
include records of:

(1) each new risk that is underwritten (noting that these records may be held by
agents or cedants, rather than directly by the firm provided that the firm has
adequate access to those records);

(2) any material aggregation of exposure to risk from a single source, or of the same
kind or to the same potential catastrophe or event;

(3) each notified claim including the amounts notified and paid, precautionary
notices and any re-opened claims;

(4) policy and contractual documents and any relevant representations made to
policybolders;

(5) other events or circumstances relevant to determining the risks and commitments
that arise out of contracts of insurance (including discretionary benefits and
charges under any long-term insurance contracts);

(6) the formal wordings of reinsurance contracts; and

(7) any other relevant information on the firm's reinsurance or other risk-transfer
arrangements, including the extent to which they:

(a) have been exhausted by recoveries on paid claims; and
(b) will be exhausted by recoveries on reported claims and, to the extent known,
on incurred but not reported claims.
17.1.39 E A firm should retain its underwriting and claims histories for as long as they may be
needed to inform pricing or provisioning decisions.
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SYSC 18 : Guidance on Public Interest

Section 18.1 : Application

Disclosure Act: Whistleblowing

18.1 Application

This chapter is relevant to every firm to the extent that the Public Interest Disclosure
Act 1998 ("PIDA") applies to it.

Purpose

..............................................................................................................

(1) The purposes of this chapter are:
(a) to remind firms of the provisions of PIDA; and

(b) to encourage firms to consider adopting and communicating to workers
appropriate internal procedures for handling workers' concerns as part
of an effective risk management system.

(2) In this chapter "worker" includes, but is not limited to, an individual who
has entered into a contract of employment.

The guidance in this chapter concerns the effect of PIDA in the context of the
relationship between firms and the FCA. It is not comprehensive guidance on PIDA
itself.
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SYSC 18 : Guidance on Public Interest Section 18.2 : Practical measures
Disclosure Act: Whistleblowing

18.2 Practical measures

Effect of Public Interest Disclosure Act 1998

..................................................................................................................

18.2.1 E (1) Under PIDA, any clause or term in an agreement between a worker and his
employer is void in so far as it purports to preclude the worker from making a

protected disclosure (that is, "blow the whistle").

(2) In accordance with section 1 of PIDA:

(a) a protected disclosure is a qualifying disclosure which meets the relevant
requirements set out in that section;

(b) a qualifying disclosure is a disclosure, made in good faith, of information
which, in the reasonable belief of the worker making the disclosure, tends
to show that one or more of the following (a "failure") has been, is being,
or is likely to be, committed:

(1)  a criminal offence; or

(i) a failure to comply with any legal obligation; or

(iii) a miscarriage of justice; or

(iv) the putting of the health and safety of an individual in danger; or
(v) damage to the environment; or

(vi) deliberate concealment relating to any of (i) to (v);

it is immaterial whether the relevant failure occurred, occurs or would
occur in the United Kingdom or elsewhere, and whether the law applying
to it is that of the United Kingdom or of any other country or territory.

Internal procedures

..................................................................................................................

18.2.2 (G (1)  Firms are encouraged to consider adopting (and encouraged to invite their
appointed representatives or, where applicable, their tied agents to consider

adopting) appropriate internal procedures which will encourage workers with
concerns to blow the whistle internally about matters which are relevant to the
functions of the FCA or PRA .

(2) Smaller firms may choose not to have as extensive procedures in place as larger
firms. For example, smaller firms may not need written procedures. The
following is a list of things that larger and smaller firms may want to do.

(a) For larger firms, appropriate internal procedures may include:
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Disclosure Act: Whistleblowing

Section 18.2 : Practical measures

(i1)

(iif)

(iv)

a clear statement that the firm takes failures seriously (see
M SYSC 18.2.1G (2)(b));

an indication of what is regarded as a failure;

respect for the confidentiality of workers who raise concerns, if
they wish this;

an assurance that, where a protected disclosure has been made, the
firm will take all reasonable steps to ensure that no person under
its control engages in victimisation;

the opportunity to raise concerns outside the line management
structure, such as with the Compliance Director, Internal Auditor
or Company Secretary;

penalties for making false and malicious allegations;

an indication of the proper way in which concerns may be raised
outside the firm if necessary (see (3));

providing access to an external body such as an independent charity
for advice;

making whistleblowing procedures accessible to staff of key
contractors; and

written procedures.

For smaller firms, appropriate internal procedures may include:

(vi)

(vii)

(viid)

(ix)

telling workers that the firm takes failures seriously (see
B SYSC 18.2.1G (2)(b)) and explaining how wrongdoing affects the
organisation;

telling workers what conduct is regarded as failure;

telling workers who raise concerns that their confidentiality will
be respected, if they wish this;

making it clear that concerned workers will be supported and
protected from reprisals;

nominating a senior officer as an alternative route to line
management and telling workers how they can contact that
individual in confidence;

making it clear that false and malicious allegations will be penalised
by the firm;

telling workers how they can properly blow the whistle outside the
firm if necessary (see (3));

providing access to an external body such as an independent charity
for advice; and

encouraging managers to be open to concerns.

Firms should also consider telling workers (through the firm's internal
procedures, or by means of an information sheet available from the
FCA's website, or by some other means) that they can blow the whistle
to the FCA, as the regulator prescribed in respect of financial services
and markets matters under PIDA.
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Section 18.2 : Practical measures
Disclosure Act: Whistleblowing

(b)

The FCA will give priority to live concerns or matters of recent history,
and will emphasise that the worker's first port of call should ordinarily be

the firm (see Frequently Asked Questions on _http://www.fca.org.uk/site-
info/contact/whistleblowing/faq ).

(c) For the FCA's treatment of confidential information, see ll SUP 2.2.4 G.

Link to fitness and propriety

18.2.3 E The FCA would regard as a serious matter any evidence that a firm had acted to the

detriment of a worker because he had made a protected disclosure (see MSYSC 18.2.1G (2))
about matters which are relevant to the functions of the FCA or PRA. Such evidence could
call into question the fitness and propriety of the firm or relevant members of its staff,
and could therefore, if relevant, affect the firm's continuing satisfaction of threshold
condition 5 (Suitability) or, for an approved person, his status as such.
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SYSC 19A : Remuneration Code

Section 19A.1 : General application and purpose

19A.1.1 [

19A.1.2 [G

19A.1  General application and purpose

Who? What? Where?

...........................................................................................................

(1) The Remuneration Code applies to a BIPRU firm and a third
country BIPRU firm.

(2) In relation to a third country BIPRU firm, the Remuneration
Code applies only in relation to activities carried on from an
establishment in the United Kingdom.

(3) Otherwise, the Remuneration Code applies to a firm within (1)
in the same way as B SYSC 4.1.1 R (General Requirements).

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

(1) in relation to what the Remuneration Code applies to, it:

(a) applies in relation to regulated activities, activities that constitute dealing
in investments as principal (disregarding the exclusion in article 15 of
the Regulated Activities Order (Absence of holding out etc)), ancillary
activities and (in relation to MiFID business) ancillary services;

(b) applies with respect to the carrying on of unregulated activities in a
prudential context; and

(c) takes into account activities of other group members; and

(2) in relation to where the Remuneration Code applies, it applies in relation
to:

(a) a firm's UK activities;

(b) a firm's passported activities carried on from a branch in another EEA
State; and

(c) a UK domestic firm's activities wherever they are carried on, in a
prudential context.
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SYSC 19A : Remuneration Code Section 19A.1 : General application and purpose

19A.1.3 [} | A firm must apply the remuneration requirements in BSYSC 19A.3 in relation

(1) remuneration awarded, whether pursuant to a contract or
otherwise, on or after 1 January 2011;

(2) remuneration due on the basis of contracts concluded before 1
January 2011 which is awarded or paid on or after 1 January 2011;
and

(3) remuneration awarded, but not yet paid, before 1 January 2011,
for services provided in 2010.

[Note: article 3(2) of the Third Capital Requirements Directive (Directive 2010/76/EU)]

19A.1.4 [G | Subject to the requirements of M SYSC 19A.1.5 R, in the appropriate regulator's view

B SYSC 19A.1.3 R does not require a firm to breach requirements of applicable contract or
employment law.

[Note: recital 14 of the Third Capital Requirements Directive (Directive 2010/76/EU)]

19A.15 [ (1) This rule applies to a firm that is unable to comply with the
Remuneration Code because of an obligation it owes to a

Remuneration Code staff member under a provision of an
agreement made on or before 29 July 2010 (the "provision").

(2) A firm must take reasonable steps to amend or terminate the
provision referred to in (1) in a way that enables it to comply with
the Remuneration Code at the earliest opportunity.

(3) Until the provision referred to in (1) ceases to prevent the firm
from complying with the Remuneration Code, the firm must adopt
specific and effective arrangements, processes and mechanisms to
manage the risks raised by the provision.

BT D08 ettt
19A.1.6 E (1) The aim of the Remuneration Code is to ensure that firms have risk-focused
remuneration policies, which are consistent with and promote effective risk

management and do not expose them to excessive risk. It expands upon the
general organisational requirements in l SYSC 4.

(2) The Remuneration Code implements the main provisions of the Third Capital
Requirements Directive (Directive 2010/76/EU) which relate to remuneration.
- The Committee of European Banking Supervisors published Guidelines on
Remuneration Policies and Practices on 10 December 2010. Provisions of the
Third Capital Requirements Directive relating to Pillar 3 disclosures of
information relating to remuneration have been implemented through
amendments to B BIPRU 11 (specifically the rules and guidance in M BIPRU 11.5.18 R
to B BIPRU 11.5.21 G). Provisions of the Capital Requirements (Amendment)
Regulations 2012 (SI2012/917) together with the European Banking Authority's
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Section 19A.1 : General application and purpose

19A.1.7 [G

19A.1.8 [G

Guidelines to article 22(3) and (5) of the Banking Consolidation Directive
relating to the collection of remuneration benchmarking information and
high earners information have been implemented through SUP 16 Annex
33AR and SUP 16 Annex 34AR. The Guidelines can be found at
http://www.eba.europa.eu/cebs/media/Publications/Stan-
dards%20and%20Guidelines/2012/EBA-GI.-2012-04---GL-4-on-remunera-
tion-benchmarking-exercise-.pdf and _http://www.eba.europa.eu/cebs/me-
dia/Publications/Standards%20and %20Guidelines/2012/EBA-GIL.-2012-05-
--GL-5-on-remuneration-data-collection-exercise-.pdf .

(3) [deleted]

Notifications to the appropriate regulator

(1) The Remuneration Code does not contain specific notification requirements.
However, general circumstances in which the appropriate regulator expects
to be notified by firms of matters relating to their compliance with
requirements under the regulatory system are set out in B SUP 15.3 (General
notification requirements).

(2) In particular, in relation to remuneration matters such circumstances should
take into account unregulated activities as well as regulated activities and
the activities of other members of a group and would include each of the
following;:

(a) significant breaches of the Remuneration Code, including any breach
of a rule to which the detailed provisions on voiding and recovery in

B SYSC 19A Annex 1 apply;

(b) any proposed remuneration policies, procedures or practices which
could:

(i)  have a significant adverse impact on the firms reputation; or

(i) affect the firms ability to continue to provide adequate services to
its customers and which could result in serious detriment to a
customer of the firm; or

(iii) result in serious financial consequences to the financial system or
to other firms;

(c) any proposed changes to remuneration policies, practices or procedures
which could have a significant impact on the firms risk profile or
resources;

(d) fraud, errors and other irregularities described in M SUP 15.3.17 R which
may suggest weaknesses in, or be motivated by, the firms remuneration
policies, procedures or practices.

(3) Such notifications should be made immediately the firm becomes aware, or
has information which reasonably suggests such circumstances have occurred,
may have occurred or may occur in the foreseeable future.

Individual guidance

..............................................................................................................

The FCA's policy on individual guidance is set out in B SUP 9. Firms should in particular
note the policy on what the FCA considers to be a reasonable request for guidance
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SYSC 19A : Remuneration Code Section 19A.1 : General application and purpose

(see B SUP 9.2.5 G). For example, where a firm is seeking guidance on a proposed
remuneration structure the FCA will expect the firm to provide a detailed analysis of how
the structure complies with the Remuneration Code, including the general requirement
for remuneration policies, procedures and practices to be consistent with and promote
sound and effective risk management.
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Section 19A.2 : General requirement

19A.21 [

19A.2.2 [G

19A.2  General requirement

Remuneration policies must promote effective risk management

............

..................................................................................................

A firm must establish, implement and maintain remuneration policies,
procedures and practices that are consistent with and promote sound
and effective risk management.

[Note: Article 22(1) of the Banking Consolidation Directive]

(1)

If a firm's remuneration policy is not aligned with effective risk management
it is likely that employees will have incentives to act in ways that might
undermine effective risk management.

The Remuneration Code covers all aspects of remuneration that could have
a bearing on effective risk management including salaries, bonuses, long-term
incentive plans, options, hiring bonuses, severance packages and pension
arrangements. In applying the Remuneration Code, a firm should have regard
to applicable good practice on remuneration and corporate governance, such
as guidelines on executive contracts and severance produced by the
Association of British Insurers (ABI) and the National Association of Pension
Funds (NAPF). In considering the risks arising from its remuneration policies,
a firm will also need to take into account its statutory duties in relation to
equal pay and non-discrimination.

As with other aspects of a firm's systems and controls, in accordance with
B SYSC 4.1.2 R remuneration policies, procedures and practices must be
comprehensive and proportionate to the nature, scale and complexity of the
common platform firm's activities. What a firm must do in order to comply
with the Remuneration Code will therefore vary. For example, while the
Remuneration Code refers to a firm's remuneration committee and risk
management function, it may be appropriate for the governing body of a
smaller firm to act as the remuneration committee, and for the firm not to
have a separate risk management function.

The principles in the Remuneration Code are used by the appropriate
regulator to assess the quality of a firm's remuneration policies and whether
they encourage excessive risk-taking by a firm's employees.

The appropriate regulator may also ask remuneration committees to provide
the appropriate regulator with evidence of how well the firm's remuneration
policies meet the Remuneration Code's principles, together with plans for
improvement where there is a shortfall. The appropriate regulator also
expects relevant firms to use the principles in assessing their exposure to

Release 136 @ April 2013

19A.2.2

PAGE
6



PAGE
7

SYSC 19A : Remuneration Code

Section 19A.2 : General requirement

19A.2.3

19A.2.4

19A.2.5

19A.2.6

6

[6

(6

risks arising from their remuneration policies as part of the internal capital
adequacy assessment process (ICAAP).

(6) The Remuneration Code is principally concerned with the risks created by the
way remuneration arrangements are structured, not with the absolute amount
of remuneration, which is generally a matter for firms' remuneration committees.

(1)  The specific remuneration requirements in this chapter may apply only in relation
to certain categories of employee. But the appropriate regulator would expect
firms, in complying with the Remuneration Code general requirement, to apply
certain principles on a firm-wide basis.

(2) In particular, the appropriate regulator considers that firms should apply the
principle relating to guaranteed variable remuneration on a firm-wide basis

(Remuneration Principle 12(c); B SYSC 19A.3.40 R to B SYSC 19A.3.43 G).

(3) The appropriate regulator would also expect firms to apply at least the principles
relating to risk management and risk tolerance (Remuneration Principle 1);
supporting business strategy, objectives, values and long-term interests of the
firm (Remuneration Principle 2); conflicts of interest (Remuneration Principle
3); governance (Remuneration Principle 4); risk adjustment (Remuneration
Principle 8); pension policy (Remuneration Principle 9); personal investment
strategies (Remuneration Principle 10); payments related to early termination
(Remuneration Principle 12(e)) and deferral (Remuneration Principle 12(g)) on
a firm-wide basis.

Record-keeping

In line with the record-keeping requirements in B SYSC 9, a firm should ensure that its
remuneration policies, practices and procedures are clear and documented. Such policies,
practices and procedures would include performance appraisal processes and decisions.

Interpretation of references to remuneration

..................................................................................................................

(1) In this chapter references to remuneration include remuneration
paid, provided or awarded by any person to the extent that it is
paid, provided or awarded in connection with employment by a
firm.

(2) Paragraph (1) is without prejudice to the meaning of remuneration
elsewhere in the Handbook.

Remuneration includes, for example, payments made by a seconding organisation which
is not subject to the Remuneration Code to a secondee in respect of their employment by
a firm which is subject to the Remuneration Code.

B Release 136 @ April 2013 19A.2.6




SYSC 19A : Remuneration Code

Section 19A.3 : Remuneration principles for banks,
building societies and investment firms

19A3.1 [

19A3.2 (G

19733  [3

19A.3 Remuneration principles for banks,
building societies and investment firms

Application: groups

..............................................................................................................

(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
not an EEA State.

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

[Note: Paragraph 23 (final, unnumbered point) of Annex V to the Banking Consolidation
Directive]

B SYSC 12.1.13 R (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 non-EEA
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 appropriate regulator's
view, the requirement to apply this section at group, parent undertaking and subsidiary
undertaking levels (as provided for in SYSC 19A.3.1R (1)) is in line with the requirements
in article 73(3) of the Banking Consolidation Directive concerning the application of
systems and controls requirements to groups (as implemented in B SYSC 12.1.13 R).

Application: categories of staff and proportionality

--------------------------------------------------------------------------------------------------------------

(1) This section applies in relation to Remuneration Code staff,
except as set out in (3).

(2) When establishing and applying the total remuneration policies
for Remuneration Code staff, a firm must comply with this
section in a way and to the extent that is appropriate to its size,
internal organisation and the nature, the scope and the
complexity of its activities (the remuneration principles
proportionality rule).

(3) Paragraphs (1) and (2) do not apply to the requirement for
significant firms to have a remuneration committee
(W SYSC 19A.3.12 R).
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SYSC 19A : Remuneration Code Section 19A.3 : Remuneration principles for banks,
building societies and investment firms

[Note: Paragraph 23 of Annex V to the Banking Consolidation Directive]

[Note: In addition, the PRA has set out information on the division of firms into categories
for the purpose of providing a framework for the operation of the remuneration principles
proportionality rule. It is available at [LINK].]

[Note: In addition to the guidance in this section which relates to the remuneration principles
proportionality rule, the FSA gave guidance on the division of firms into categories for the
purpose of providing a framework for the operation of the remuneration principles
proportionality rule. This guidance was published in Policy Statement 10/20 Revising the
Remuneration Code and is available at www.fca.org.uk/your-fca.

19A.3.4 [} | Remuneration Code staff comprises categories of staff including senior
management, risk takers, staff engaged in control functions and any
employee receiving total remuneration that takes them into the same
remuneration bracket as senior management and risk takers, whose
professional activities have a material impact on the firm's risk profile.

[Note: paragraph 23 of Annex V to the Banking Consolidation Directive]

19A.3.5 [ | A firm must:
(1) maintain a record of its Remuneration Code staff in accordance
with the general record-keeping requirements ( B SYSC 9); and

(2) take reasonable steps to ensure that its Remuneration Code staff
understand the implications of their status as such, including the
potential for remuneration which does not comply with certain
requirements of the Remuneration Code to be rendered void and
recoverable by the firm.

19A.3.6 E (1) In the appropriate regulator's view:
(@) a firm's staff includes its employees;

(b) a person who performs a significant influence function for, or is a senior
manager of, a firm would normally be expected to be part of the firm's
Remuneration Code staff;

(c) the table in (2) provides a non-exhaustive list of examples of key positions
that should, subject to (d), be within a firm's definition of staff who are
risk takers;

(d)  firms should consider how the examples in the table in (2) apply in relation
to their own organisational structure (as the description of suggested
business lines in the first row may be most appropriate to a firm which
deals on its own account to a significant extent);

(e) firms may find it useful to set their own metrics to identify their risk takers
based, for example, on trading limits; and

(f)  a firm should treat a person as being Remuneration Code staff in relation
to remuneration in respect of a given performance year if they were
Remuneration Code staff for any part of that year.

[Note: The FSA gave guidance on the application of particular rules on
remuneration structures in relation to individuals who are Remuneration Code
staff for only part of a given performance year. This guidance was published in
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building societies and investment firms

19A3.7 [

Policy Statement 10/20 Revising the Remuneration Code and is available at

www.fca.org.uk/your-fca .|

) High-level category Suggested business lines

Heads of significant business lines
(including regional heads) and any
individuals or groups within their
control who have a material im-
pact on the firm's risk profile

Heads of support and control
functions and other individuals
within their control who have a
material impact on the firm's risk
profile

...........................................................................

Fixed income
Foreign exchange
Commodities
Securitisation
Sales areas

Investment banking
(including mergers and
acquisitions advisory)

Commercial banking
Equities

Structured finance
Lending quality
Trading areas

Research

Credit / market / opera-
tional risk

Legal

Treasury controls
Human resources
Compliance

Internal audit

...................................

A firm must ensure that its remuneration policy is consistent with and
promotes sound and effective risk management and does not encourage
risk-taking that exceeds the level of tolerated risk of the firm.

[Note: Paragraph 23(a) of Annex V to the Banking Consolidation Directive]
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19A.3.8

19A.3.9

19A.3.10

19A.3.11

19A.3.12

Remuneration Principle 2: Supporting business strategy, objectives, values
and long-term interests of the firm

A firm must ensure that its remuneration policy is in line with the business
strategy, objectives, values and long-term interests of the firm.

[Note: Paragraph 23(b) of Annex V to the Banking Consolidation Directive)]

Remuneration Principle 3: Avoiding conflicts of interest

A firm must ensure that its remuneration policy includes measures to avoid
conflicts of interest.

[Note: Paragraph 23(b) of Annex V to the Banking Consolidation Directive)]

Remuneration Principle 4: Governance

A firm must ensure that its governing body in its supervisory function
adopts and periodically reviews the general principles of the remuneration
policy and is responsible for its implementation.

[Note: Paragraph 23(c) of Annex V to the Banking Consolidation Directive and Standard
1 of the FSB Compensation Standards]

A firm must ensure that the implementation of the remuneration policy is,
at least annually, subject to central and independent internal review for
compliance with policies and procedures for remuneration adopted by the
governing body in its supervisory function.

[Note: Paragraph 23(d) of Annex V to the Banking Consolidation Directive and Standard
1 of the FSB Compensation Standards]

(1) A firm that is significant in terms of its size, internal organisation
and the nature, the scope and the complexity of its activities must
establish a remuneration committee.

The remuneration committee must be constituted in a way that
enables it to exercise competent and independent judgment on
remuneration policies and practices and the incentives created for
managing risk, capital and liquidity.

The chairman and the members of the remuneration committee
must be members of the governing body who do not perform any
executive function in the firm.

The remuneration committee must be responsible for the
preparation of decisions regarding remuneration, including those
which have implications for the risk and risk management of the
firm and which are to be taken by the governing body in its
supervisory function.

When preparing such decisions, the remuneration committee must
take into account the long-term interests of shareholders, investors
and other stakeholders in the firm.
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Section 19A.3 : Remuneration principles for banks,
building societies and investment firms

19A.3.13 [G

19A3.14 [J

19A.3.15 4A

[Note: Paragraph 24 of Annex V of the Banking Consolidation Directive and Standard
1 of the FSB Compensation Standards)

[Note: The guidance referred to in the Note to Bl SYSC 19A.3.3 R also gives guidance on
proportionality in relation to remuneration committees.|

(1) A firm should be able to demonstrate that its decisions are consistent with
an assessment of its financial condition and future prospects. In particular,
practices by which remuneration is paid for potential future revenues whose
timing and likelihood remain uncertain should be evaluated carefully and
the governing body or remuneration committee (or both) should work closely
with the firm's risk function in evaluating the incentives created by its
remuneration system.

(2) The governing body and any remuneration committee are responsible for
ensuring that the firm's remuneration policy complies with the Remuneration
Code and where relevant should take into account relevant guidance, such
as that issued by the Basel Committee on Banking Supervision, the
International Association of Insurance Supervisors (IAIS) and the
International Organization of Securities Commissions (IOSCO).

(3) The periodic review of the implementation of the remuneration policy should
assess compliance with the Remuneration Code.

(4) Guidance on what the supervisory function might involve is set out in
M SYSC4.3.3G.

Remuneration Principle 5: Control functions

A firm must ensure that employees engaged in control functions:
(1) are independent from the business units they oversee;
(2) have appropriate authority; and

(3) are remunerated:
(a) adequately to attract qualified and experienced staff; and

(b) in accordance with the achievement of the objectives linked
to their functions, independent of the performance of the
business areas they control.

[Note: Paragraph 23(e) of Annex V to the Banking Consolidation Directive and Standard
2 of the FSB Compensation Standards)

(1) A firm's risk management and compliance functions should
have appropriate input into setting the remuneration policy for
other business areas. The procedures for setting remuneration
should allow risk and compliance functions to have significant
input into the setting of individual remuneration awards where
those functions have concerns about the behaviour of the
individuals concerned or the riskiness of the business undertaken.
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(2) Contravention of (1) may be relied on as tending to establish
contravention of the rule on employees engaged in control functions
having appropriate authority ( BSYSC 19A.3.14 R (2)).

19A.3.16 ¥ | A firm must ensure that the remuneration of the senior officers in risk
management and compliance functions is directly overseen by the
remuneration committee referred to in M SYSC 19A.3.12 R, or, if such a
committee has not been established, by the governing body in its supervisory
function.

[Note: Paragraph 23(f) of Annex V to the Banking Consolidation Directive]

19A.3.17 |G (1) This Remuneration Principle is designed to manage the conflicts of interest
which might arise if other business areas had undue influence over the

remuneration of employees within control functions. Conflicts of interest can

easily arise when employees are involved in the determination of remuneration
for their own business area. Where these could arise they need to be managed
by having in place independent roles for control functions (including, notably,
risk management and compliance) and human resources. It is good practice to
seek input from a firm's human resources function when setting remuneration
for other business areas.

(2) The need to avoid undue influence is particularly important where employees
from the control functions are embedded in other business areas. This
Remuneration Principle does not prevent the views of other business areas being
sought as an appropriate part of the assessment process.

(3) The appropriate regulator would generally expect the ratio of the potential
variable component of remuneration to the fixed component of remuneration
to be significantly lower for employees in risk management and compliance
functions than for employees in other business areas whose potential bonus is
a significant proportion of their remuneration. Firms should nevertheless ensure
that the total remuneration package offered to those employees is sufficient to
attract and retain staff with the skills, knowledge and expertise to discharge
those functions. The requirement that the method of determining the
remuneration of relevant persons involved in the compliance function must not
compromise their objectivity or be likely to do so also applies (see
B SYSC6.1.4 R (4)).

Remuneration Principle 6: Remuneration and capital

..................................................................................................................

19A.3.18 [} | A firm must ensure that total variable remuneration does not limit the

firm's ability to strengthen its capital base.

[Note: Paragraph 23(i) of Annex V to the Banking Consolidation Directive and Standard 3
of the FSB Compensation Standards)

19A.3.19 E This Remuneration Principle underlines the link between a firm's variable remuneration
— costs and the need to manage its capital base,. 1nclud1ng forwa.rd—loo.kmg capital plapmng
13 measures. Where a firm needs to strengthen its capital base, its variable remuneration
arrangements should be sufficiently flexible to allow it to direct the necessary resources
towards capital building.
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19A.3.20 [J

19A.3.21  [G

19A3.22 [§

19A.3.23 [G

Remuneration Principle 7: Exceptional government intervention

A firm that benefits from exceptional government intervention must
ensure that:

(1) variable remuneration is strictly limited as a percentage of net
revenues when it is inconsistent with the maintenance of a sound
capital base and timely exit from government support;

(2) it restructures remuneration in a manner aligned with sound
risk management and long-term growth, including when
appropriate establishing limits to the remuneration of senior
personnel; and

(3) no variable remuneration is paid to its senior personnel unless
this is justified.

[Note: Paragraph 23(k) of Annex V to the Banking Consolidation Directive and Standard
10 of the FSB Compensation Standards]

The appropriate regulator would normally expect it to be appropriate for the ban on
paying variable remuneration to senior personnel of a firm that benefits from
exceptional government intervention to apply only in relation to senior personnel who
were in office at the time that the intervention was required.

(1) A firm must ensure that any measurement of performance used
to calculate variable remuneration components or pools of
variable remuneration components:

(a) includes adjustments for all types of current and future risks
and takes into account the cost and quantity of the capital
and the liquidity required; and

(b) takes into account the need for consistency with the timing
and likelihood of the firm receiving potential future revenues
incorporated into current earnings.

(2) A firm must ensure that the allocation of variable remuneration
components within the firm also takes into account all types of
current and future risks.

[Note: Paragraph 23(n) of Annex V to the Banking Consolidation Directive and Standard
4 of the FSB Compensation Standards)

(1) This Remuneration Principle stresses the importance of risk adjustment in
measuring performance, and the importance within that process of applying
judgment and common sense. A firm should ask the risk management
function to validate and assess risk-adjustment techniques, and to attend a
meeting of the governing body or remuneration committee for this purpose.

(2) A number of risk-adjustment techniques and measures are available, and a
firm should choose those most appropriate to its circumstances. Common
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measures include those based on economic profit or economic capital. Whichever
technique is chosen, the full range of future risks should be covered. The
appropriate regulator expects a firm to be able to provide it with details of all
adjustments that the firm has made under a formulaic approach.

(3) The appropriate regulator expects that a firm will apply qualitative judgments
and common sense in the final decision about the performance-related
components of variable remuneration pools.

(4) A firm's governing body (or remuneration committee where appropriate) should
take the lead in determining the measures to be used. It should offer the
appropriate checks and balances to prevent inappropriate manipulation of the
measures used. It should consult closely and frequently with the firm's risk
management functions, in particular those relating to operational, market, credit
and liquidity risk.

19A.3.24 E (1) Long-term incentive plans should be treated as pools of variable remuneration.
Many common measures of performance for long-term incentive plans, such as

earnings per share (EPS), are not adjusted for longer-term risk factors. Total
shareholder return (TSR), another common measure, includes in its measurement
dividend distributions, which can also be based on unadjusted earnings data.
If incentive plans mature within a two to four year period and are based on EPS
or TSR, strategies can be devised to boost EPS or TSR during the life of the
plan, to the detriment of the true longer-term health of a firm. For example,
increasing leverage is a technique which can be used to boost EPS and TSR.
Firms should take account of these factors when developing risk-adjustment
methods.

(2)  Firms that have long-term incentive plans should structure them with vesting
subject to appropriate performance conditions, and at least half of the award
vesting after not less than five years and the remainder after not less than three
years.

(3) Long-term incentive plan awards may be included in the calculation of the
deferred portion of variable remuneration only if upside incentives are adequately
balanced by downside adjustments. The valuation of the award should be based
on its value when the award is granted, and determined using an appropriate
technique.

19A.3.25 [[J| Assessments of financial performance used to calculate variable
remuneration components or pools of variable remuneration components
must be based principally on profits.

19A.3.26 |G (1) Performance measures based primarily on revenues or turnover are unlikely to
pay sufficient regard to the quality of business undertaken or services provided.

Profits are a better measure provided they are adjusted for risk, including future
risks not adequately captured by accounting profits.

(2) Management accounts should provide profit data at such levels within the firm's
structure as to enable a firm to see as accurate a picture of contributions of
relevant staff to a firm's performance as is reasonably practicable. If revenue or
turnover is used as a component in performance assessment, processes should
be in place to ensure that the quality of business undertaken or services provided
and their appropriateness for clients are taken into account.
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19A.3.29

19A.3.30

19A.3.31

6

[6

A firm must ensure that its total variable remuneration is generally
considerably contracted where subdued or negative financial performance
of the firm occurs, taking into account both current remuneration and
reductions in payouts of amounts previously earned.

[Note: Paragraph 23(q) of Annex V to the Banking Consolidation Directive and Standard
5 of the FSB Compensation Standards]

Where a firm makes a loss the appropriate regulator would generally expect no variable
remuneration to be awarded. Variable remuneration may nevertheless be justified, for
example, to incentivise employees involved in new business ventures which could be
loss-making in their early stages.

Remuneration Principle 9: Pension policy

A firm must ensure that:

(1) its pension policy is in line with its business strategy, objectives,
values and long-term interests;

(2) when an employee leaves the firm before retirement, any
discretionary pension benefits are held by the firm for a period
of five years in the form of instruments referred to in
B SYSC 19A.3.47 R (1); and

(3) in the case of an employee reaching retirement, discretionary
pension benefits are paid to the employee in the form of
instruments referred to in M SYSC 19A.3.47 R (1) and subject to a
five-year retention period.

[Note: Paragraph 23(r) of Annex V to the Banking Consolidation Directive]

Remuneration Principle 10: Personal investment strategies

(1) A firm must ensure that its employees undertake not to use
personal hedging strategies or remuneration- or liability-related
contracts of insurance to undermine the risk alignment effects
embedded in their remuneration arrangements.

(2) A firm must maintain effective arrangements designed to ensure
that employees comply with their undertaking.

[Note: Paragraph 23(s) of Annex V to the Banking Consolidation Directive and Standard
14 of the FSB Compensation Standards)

In the appropriate regulator's view, circumstances in which a person will be using a
personal hedging strategy include entering into an arrangement with a third party
under which the third party will make payments, directly or indirectly, to that person
that are linked to or commensurate with the amounts by which the person's
remuneration is subject to reductions.
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Remuneration Principle 11: Avoidance of the Remuneration Code

19A.3.32 [ | A firm must ensure that variable remuneration is not paid through vehicles
or methods that facilitate the avoidance of the Remuneration Code.

[Note: Paragraph 23(t) of Annex V to the Banking Consolidation Directive]

Remuneration Principle 12: Remuneration structures - introduction

19A.3.33 [G | Remuneration Principle 12 consists of a series of rules, evidential provisions and guidance

relating to remuneration structures.

19A.3.34 |G (1) Taking account of the remuneration principles proportionality rule, the
appropriate regulator does not generally consider it necessary for a firm to apply
the rules referred to in (2) where, in relation to an individual ("X"), both the

following conditions are satisfied:

(a) Condition 1 is that Xs variable remuneration is no more than 33 % of total
remuneration; and

(b) Condition 2 is that Xs total remuneration is no more than 500,000.

(2) The rules referred to in (1) are those relating to:
(a) guaranteed variable remuneration (M SYSC 19A.3.40 R);
g 5
b) ined sh her i ;
3. ;
( retained shares or other instruments ( Bl SYSC 19A.3.47 R)
(c) deferral (MSYSC 19A.3.49 R); and

(d) performance adjustment (Ml SYSC 19A.3.51 R).

[Note: The FSA also gave guidance on the application of certain rules on remuneration
structures in relation to individuals who are Remuneration Code staff for only part of a
given performance year. This guidance was published in Policy Statement 10/20 Revising
the Remuneration Code and is available at www.fca.org.uk/your-fca.]

Remuneration Principle 12(a): Remuneration structures - general

requirement
19A.3.35 [} | A firm must ensure that the structure of an employee's remuneration is
consistent with and promotes effective risk management.

Remuneration Principle 12(b): Remuneration structures - assessment of
performance

..................................................................................................................

19A.3.36 ¥ | A firm must ensure that where remuneration is performance-related:

(1) the total amount of remuneration is based on a combination of
the assessment of the performance of:

(a) the individual,

(b) the business unit concerned; and

(c) the overall results of the firm; and
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19A.3.37

19A.3.38

19A.3.39

19A.3.40

19A.3.41

[6

i

(2) when assessing individual performance, financial as well as
non-financial criteria are taken into account.

[Note: Paragraph 23(g) of Annex V to the Banking Consolidation Directive and Standard
6 of the FSB Compensation Standards]

Non-financial performance metrics should form a significant part of the performance
assessment process and should include adherence to effective risk management and
compliance with the regulatory system and with relevant overseas regulatory
requirements. Poor performance as assessed by non-financial metrics such as poor risk
management or other behaviours contrary to firm values can pose significant risks for
a firm and should, as appropriate, override metrics of financial performance. The
performance assessment process and the importance of non-financial assessment factors
in the process should be clearly explained to relevant employees and implemented. A
balanced scorecard can be a good technique.

A firm must ensure that the assessment of performance is set in a
multi-year framework in order to ensure that the assessment process is
based on longer-term performance and that the actual payment of
performance-based components of remuneration is spread over a period
which takes account of the underlying business cycle of the firm and its
business risks.

[Note: Paragraph 23(h) of Annex V to the Banking Consolidation Directive]

The requirement for assessment of performance to be in a multi-year framework reflects
the fact that profits from a firm's activities can be volatile and subject to cycles. The
financial performance of firms and individual employees can be exaggerated as a result.
Performance assessment on a moving average of results can be a good way of meeting
this requirement. However, other techniques such as good quality risk adjustment and
deferral of a sufficiently large proportion of remuneration may also be useful.

Remuneration Principle 12(c): Remuneration structures - guaranteed
variable remuneration

A firm must not award, pay or provide guaranteed variable remuneration
unless it:

(1) is exceptional;

(2) occurs in the context of hiring new Remuneration Code staff;
and

(3) is limited to the first year of service.

[Note: Paragraph 23(j) of Annex V to the Banking Consolidation Directive and Standard
11 of the F'SB Compensation Standards]

(1) A firm should not award, pay or provide guaranteed variable
remuneration in the context of hiring new Remuneration Code
staff (X) unless:
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(a) it has taken reasonable steps to ensure that the remuneration
is not more generous in either its amount or terms (including
any deferral or retention periods) than the variable
remuneration awarded or offered by Xs previous employer;
and

(b) it is subject to appropriate performance adjustment
requirements.

(2) Contravention of (1) may be relied on as tending to establish
contravention of the rule on guaranteed variable remuneration (
B SYSC 19A.3.40 R).

19A.3.42 E Guaranteed variable remuneration should be subject to the same deferral criteria as other

forms of variable remuneration awarded by the firm.

19A.3.43 |G | Intheappropriate regulator's view, variable remuneration can be awarded to Remuneration
Code staff in the fqrm of retention awards where itis compatible Wth the R.ei.wu.nemtzon
Code general requirement to do so. The appropriate regulator considers this is likely to
be the case only where a firm is undergoing a major restructuring and a good case can be
made for retention of particular key staff members on prudential grounds. Proposals to
give retention awards should form part of any notice of the restructuring proposals required
in accordance with Principle 11 and the general notification requirements in Bl SUP 15.3.

Remuneration Principle 12(d): Remuneration structures - ratios between
fixed and variable components of total remuneration

19A.3.44 [[J| A firm must set appropriate ratios between the fixed and variable
components of total remuneration and ensure that:

(1) fixed and variable components of total remuneration are
appropriately balanced; and

(2) the fixed component represents a sufficiently high proportion of
the total remuneration to allow the operation of a fully flexible
policy on variable remuneration components, including the
possibility to pay no variable remuneration component.

[Note: Paragraph 23(1) of Annex V to the Banking Consolidation Directive]

Remuneration Principle 12(e): Remuneration structures - payments related
to early termination

..................................................................................................................

19A.3.45 [} | A firm must ensure that payments related to the early termination of a
contract reflect performance achieved over time and are designed in a way

PAGE that does not reward failure.
19

[Note: Paragraph 23(m) of Annex V to the Banking Consolidation Directive and Standard
12 of the FSB Compensation Standards)
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19A.3.47

19A.3.48

6

[6

Firms should review existing contractual payments related to termination of
employment with a view to ensuring that these are payable only where there is a clear
basis for concluding that they are consistent with the Remuneration Code general
requirement.

[Note: Standard 12 of the FSB Compensation Standards]

Remuneration Principle 12(f): Remuneration structures - retained shares
or other instruments

..............................................................................................................

(1) A firm must ensure that a substantial portion, which is at least
50%, of any variable remuneration consists of an appropriate
balance of:

(a) shares or equivalent ownership interests, subject to the legal
structure of the firm concerned, or share-linked instruments
or equivalent non-cash instruments in the case of a non-listed
firm; and

(b) where appropriate, capital instruments which are eligible
for inclusion at stage B1 of the calculation in the capital
resources table, where applicable that adequately reflects
the credit quality of the firm as a going concern.

(2) The instruments in (1) must be subject to an appropriate
retention policy designed to align incentives with the longer-term
interests of the firm.

(3) This rule applies to both the portion of the variable
remuneration component deferred in accordance with
B SYSC 19A.3.49 R and the portion not deferred.

[Note: Paragraph 23(o) of Annex V to the Banking Consolidation Directive and Standard
8 of the FSB Compensation Standards]

(1) The Committee of European Banking Supervisors has given guidance on the
interpretation of the Directive provision transposed by B SYSC 19A.3.47 R (3).
Its Guidelines provide that this requirement means that the 50% minimum
threshold for instruments must be applied equally to the non-deferred and
the deferred components; in other words, firms must apply the same chosen
ratio between instruments and cash for their total variable remuneration to
both the upfront and deferred components. (Guidelines on Remuneration
Policies and Practices, 10 December 2010, paragraph 133.)

(2) This simplified example illustrates the operation of (1). The variable
remuneration of a material risk taker (X) is 100, and by BSYSC 19A.3.49 R (3)
X is required to defer 60%. Xs upfront component is 40 and Xs deferred
component is 60. At least 20 of Xs upfront component, and at least 30 of
Xs deferred component, must be in instruments referred to in
M SYSC 19A.3.47 R (1).
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6

(1) A firm must not award, pay or provide a variable remuneration
component unless a substantial portion of it, which is at least 40%,
is deferred over a period which is not less than three to five years.

(2) Remuneration under (1) must vest no faster than on a pro-rata
basis.

(3) In the case of a variable remuneration component:
(a) of a particularly high amount, or

(b) payable to a director of a firm that is significant in terms of
its size, internal organisation and the nature, scope and
complexity of its activities;

at least 60% of the amount must be deferred.
(4) Paragraph (3)(b) does not apply to a non-executive director.

(5) The length of the deferral period must be established in accordance
with the business cycle, the nature of the business, its risks and the
activities of the employee in question.

[Note: Paragraph 23(p) of Annex V to the Banking Consolidation Directive
and Standards 6 and 7 of the FSB Compensation Standards]

(6) 500,000 is a particularly high amount for the purpose of (3)(a).

(7) Paragraph (6) is without prejudice to the possibility of lower sums
being considered a particularly high amount.

(1) Deferred remuneration paid in shares or share-linked instruments should be
made under a scheme which meets appropriate criteria, including risk adjustment
of the performance measure used to determine the initial allocation of shares.
Deferred remuneration paid in cash should also be subject to performance
criteria.

(2) The appropriate regulator would generally expect a firm to have a firm-wide
policy (and group-wide policy, where appropriate) on deferral. The proportion
deferred should generally rise with the ratio of variable remuneration to fixed
remuneration and with the amount of variable remuneration. While any variable
remuneration component of 500,000 or more paid to Remuneration Code staff
must be subject to 60% deferral, firms should also consider whether lesser
amounts should be considered to be 'particularly high' taking account, for
example, of whether there are significant differences within Remuneration Code
staff in the levels of variable remuneration paid.

Remuneration Principle 12(h): Remuneration structures - performance

.................................................................................................................

A firm must ensure that any variable remuneration, including a deferred
portion, is paid or vests only if it is sustainable according to the financial
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19A.3.52 A

19A.3.53 [G

19A.3.53A [[§
19A.3.54 3

situation of the firm as a whole, and justified according to the
performance of the firm, the business unit and the individual concerned.

[Note: Paragraph 23(q) of Annex V to the Banking Consolidation Directive and Standards
6 and 9 of the FSB Compensation Standards]

(1) A firm should reduce unvested deferred variable remuneration
when, as a minimum:

(a) there is reasonable evidence of employee misbehaviour or
material error; or

(b) the firm or the relevant business unit suffers a material
downturn in its financial performance; or

(c) the firm or the relevant business unit suffers a material
failure of risk management.

(2) For performance adjustment purposes, awards of deferred
variable remuneration made in shares or other non-cash
instruments should provide the ability for the firm to reduce the
number of shares or other non-cash instruments.

(3) Contravention of (1) or (2) may be relied on as tending to
establish contravention of the rule on performance adjustment
(W SYSC 19A.3.51 R).

(1) Variable remuneration may be justified, for example, to incentivise employees
involved in new business ventures which could be loss-making in their early
stages.

(2) The governing body (or, where appropriate, the remuneration committee)
should approve performance adjustment policies, including the triggers under
which adjustment would take place. The appropriate regulator may ask firms
to provide a copy of their policies and expects firms to make adequate records
of material decisions to operate the adjustments.

Effect of breaches of the Remuneration Principles

..............................................................................................................

B SYSC 19A Annex 1 makes provision about voiding and recovery.

(1) Subject to (1A) to (3), the rules in B SYSC 19A Annex 1.1R to 1.4R
apply in relation to the prohibitions on Remuneration Code
staff being remunerated in the ways specified in:

(a) MSYSC 19A.3.40 R (guaranteed variable remuneration);
(b) MSYSC19A.3.49 R (non-deferred variable remuneration); and

(c) M SYSC 19A Annex 1.7R (replacing payments recovered or
property transferred).
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(1A) Paragraph (1) applies only to those prohibitions as they apply in
relation to a firm that satisfies at least one of the conditions set
out in (1B) and (1D).

(IB) Condition 1 is that the firm is a UK bank , a building society or
arelevant BIPRU 730k firm that has relevant total assets exceeding
£50 billion.

(10 [deleted]

(ID) Condition 2 is that the firm:

(a) is a full credit institution, a relevant BIPRU 730k firm or a
relevant third country BIPRU 730k firm; and

(b) is part of a group containing a firm that has relevant total
assets exceeding £50 billion and that is a UK bank, a building
society or a relevant BIPRU 730k firm.

(1E) In this rule:

(a) a "relevant BIPRU 730k firm" is any BIPRU 730k firm that
is not a limited activity firm or a limited licence firm;

(b) a "relevant third country BIPRU 730k firm" is any third
country BIPRU 730k firm that is not a limited activity firm
or a limited licence firm ; and

(c) "relevant total assets" means the arithmetic mean of the firm's
total assets as set out in its balance sheet on its last three
accounting reference dates.

(2) This rule does not apply in relation to the prohibition on
Remuneration Code staff being remunerated in the way specified
in W SYSC 19A.3.40 R (guaranteed variable remuneration) if both
the conditions in paragraphs (2) and (3) of that rule are met.

(3) This rule does not apply in relation to Remuneration Code staff
(X) in respect of whom both the following conditions are satisfied:

(a) Condition 1 is that Xs variable remuneration is no more than
33% of total remuneration; and

(b) Condition 2 is that Xs total remuneration is no more than
500,000.

PAGE .
(4) In relation to (3):

(a) references to remuneration are to remuneration awarded or
paid in respect of the relevant performance year;

(b) the amount of any remuneration is:
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19A.3.55 |G

(2)

(1) if it is money, its amount when awarded;

(ii) otherwise, whichever of the following is greatest: its
value to the recipient when awarded; its market value
when awarded; and the cost of providing it;

(c) where remuneration is, when awarded, subject to any
condition, restriction or other similar provision which causes
the amount of the remuneration to be less than it otherwise
would be, that condition, restriction or provision is to be
ignored in arriving at its value; and

(d) itis to be assumed that the member of Remuneration Code
staff will remain so for the duration of the relevant
performance year.

Sections 137H and 1371 of the Act enables the appropriate regulator to make
rules that render void any provision of an agreement that contravenes
specified prohibitions in the Remuneration Code, and that provide for the
recovery of any payment made, or other property transferred, in pursuance
of such a provision. M SYSC 19A.3.53A R and M SYSC 19A.3.54 R (together with

B SYSC 19A Annex 1) are such rules and render void provisions of an agreement
that contravene the specified prohibitions on guaranteed variable
remuneration, non-deferred variable remuneration and replacing payments
recovered or property transferred. This is an exception to the general position
set out in section 138E(2) of the Act that a contravention of a rule does not
make any transaction void or unenforceable.

[deleted]
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Detailed provisions on voiding and recovery (SYSC 19A.3.53AR and SYSC 19A.3.54R)

Rendering contravening provisions of agreements void

1 R Any provision of an agreement that contravenes a prohibition on persons being remuner-
ated in a way specified in a rule to which this rule applies (a "contravening provision'")

is void.

1A R A contravening provision does not cease to be void because:

(0))

2

the firm concerned ceases to satisfy any of the conditions set out in SYSC
19A.3.54R (1B) to (1D); or

the member of Remuneration Code staff concerned starts to satisfy both
of the conditions set out in SYSC 19A.3.54R (3)(a) and (b).

2 R A contravening provision that, at the time a rule to which this rule applies was made, is
contained in an agreement made before that time is not rendered void by 1R unless it is
subsequently amended so as to contravene such a rule.

3 G The effect of 2R, in accordance with sections 137H and 1371 of the Act, is to prevent con-
travening provisions being rendered void retrospectively. Contravening provisions may
however be rendered void if they are contained in an agreement made after the rule
containing the prohibition is made by the appropriate regulator but before the rule comes
into effect. For further relevant transitional provisions, see SYSC TP 3.6A.

3A R (1)
2

(©))

A pre-existing provision is not rendered void by 1R.

In this Annex a pre-existing provision is any provision of an agreement
that would (but for this rule) be rendered void by 1R that was agreed
at a time when either:

(a) the firm concerned did not satisfy any of the conditions set out in
SYSC 19A.3.54R (1B) to (1D); or

(b) the member of Remuneration Code staff concerned satisfied both of
the conditions set out in SYSC 19A.3.54R (3)(a) and (b).

But an amendment to, or in relation to, a pre-existing provision is not
to be treated as a pre-existing provision where the amendment is agreed
at a time when both:

(a) the firm concerned satisfies at least one of the conditions set out in
SYSC 19A.3.54R (1B) to (1D); and

(b) the member of Remuneration Code staff concerned does not satisfy
both of the conditions set out in SYSC 19A.3.54R (3)(a) and (b).
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4 R For the purposes of this chapter it is immaterial whether the law which (apart from this
annex) governs a contravening provision is the law of the United Kingdom, or of a part
of the United Kingdom.

Recovery of payments made or property transferred pursuant to a void contravening provision

5 R Inrelation to any payment made or other property transferred in pursuance of a contra-
vening provision other than a pre-existing provision, a firm must take reasonable steps

to:

1 recover any such payment made or other property transferred by the
firm; and

2) ensure that any other person (''P'") recovers any such payment made

or other property transferred by that person.
5A R Paragraph SR continues to apply in one or both of the following cases:

1) the firm concerned ceases to satisfy any of the conditions set out in SYSC
19A.3.54R (1B) to (1D);

2) the member of Remuneration Code staff concerned starts to satisfy both
of the conditions set out in SYSC 19A.3.54R (3)(a) and (b).

6 G The rule in SR(2) would, for example, apply in the context of a secondment. Where a
group member seconds an individual to a firm and continues to be responsible for the in-
dividuals remuneration in respect of services provided to the firm, the firm would need to
take reasonable steps to ensure that the group member recovers from the secondee any
remuneration paid in pursuance of a contravening provision.

Replacing payments recovered or property transferred

7 R (1) A firm must not award, pay or provide variable remuneration to a person
who has received remuneration in pursuance of a contravening provision
other than a pre-existing provision (the ""contravening remuneration')
unless the firm has obtained a legal opinion stating that the award,
payment or provision of the remuneration complies with the Remuner-
ation Code.

2) This rule applies only to variable remuneration relating to a performance
year to which the contravening remuneration related.

A3) The legal opinion in (1) must be properly reasoned and be provided by
an appropriately qualified independent individual.

“) Paragraph (1) continues to apply in one or both of the following cases:

(a) the firm concerned ceases to satisfy any of the conditions set out in
SYSC 19A.3.54R (1B) to (1D);

(b) the member of Remuneration Code staff concerned starts to satisfy
both of the conditions set out in SYSC 19A.3.54R (3)(a) and (b).

Notification to the appropriate regulator

8 G The appropriate regulator considers any breach of a rule to which this annex applies to
be a significant breach which should be notified to the appropriate regulator in accordance
with SUP 15.3.11 R (Breaches of rules and other requirements in or under the Act). Such
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a notification should include information on the steps which a firm or other person has
taken or intends to take to recover payments or property in accordance with SR.
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Section 20.1 : Application and purpose

20.1.1 R

Application

..................

20.1 Application and purpose

............................................................................................

(1) mSYSC 20 applies to:

(a)

(b)

a BIPRU firm which is:
(1) a bank; or
(i) a building society; or

(iii) a BIPRU investment firm which meets any of the criteria
set out in (2) on an individual basis, or in (3) on a
consolidated basis; and

an insurer unless it is:
i) a non-directive friendly society; or
ii) a Swiss general insurer; or

(
(
(iii) an EEA-deposit insurer; or
(iv) an incoming EEA firm; or
(

v) an incoming Treaty firm.

(2) Subject to (4), mSYSC 20 applies to a BIPRU investment firm if:

(a)

(b)

()

it has assets under management or administration of at least
£10 billion (or the equivalent amount in foreign currency);
or

the total annual fee and commission income arising from
its regulated activities is at least £250 million (or the
equivalent amount in foreign currency); or

it has assets or liabilities of at least £2 billion (or the
equivalent amount in foreign currency).

(3) Subject to (4), where all of the BIPRU investment firms within
the same UK consolidation group or non-EEA sub-group , taken
together as if they were one firm, meet any of the criteria in (2),
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B SYSC 20 applies to each of those BIPRU investment firms as if it
individually met the inclusion criteria in (2).

(4) Any BIPRU investment firm which is included within the scope of
B SYSC 20 in accordance with (2) or (3) in any given year will
continue to be subject to HMSYSC 20 for the following two years
irrespective of whether or not it continues to meet the inclusion
criteria in any of those subsequent years.

Purpose
20.1.2 [G | This chapter amplifies Principle 2, under which a firm must conduct its business with due
skill, care and diligence, and Principle 3, under which a firm must take reasonable care

to organise and control its affairs responsibly and effectively, with adequate risk
management systems.

20.1.3 [G | This chapter contains rules on reverse stress testing, which require a firm to identify and
assess events and circumstances that would cause its business model to become unviable.

This chapter also requires the firm's senior management or governing body to review and
approve the results of the reverse stress testing exercise. This should help the firm's senior
management to identify the firm's vulnerabilities and design a strategy to prevent or
mitigate the risk of business failure.

20.1.4 [G | The reverse stress testing requirements are an integral component of a firm's business
planning and risk management under SYSC. For BIPRU firms as referred to in

B SYSC 20.1.1R (1)(a) , this chapter amplifies B SYSC 7.1.1 G to B SYSC 7.1.8 G on risk control.
For insurers as referred to in M SYSC 20.1.1R (1)(b), this chapter amplifies B SYSC 14.1.17 G
to B SYSC 14.1.25 G on business planning and risk management.

20.1.4A [G | The reverse stress testing requirements are an integral component of a firms business
FCA planning and risk management under SYSC. For BIPRU firms as referred to in

W SYSC20.1.1 R (1)(a) , this chapter amplifies M SYSC 7.1.1 G to M SYSC 7.1.8 G on risk control.
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Section 20.2 : Reverse stress testing requirements

20.2.1 R|

20.2.2 R

20.2.3 R |

20.2.4 G

20.2 Reverse stress testing requirements

As part of its business planning and risk management obligations under
SYSC, a firm must reverse stress test its business plan; that is, it must
carry out stress tests and scenario analyses that test its business plan to
failure. To that end, the firm must:

(1) identify a range of adverse circumstances which would cause
its business plan to become unviable and assess the likelihood
that such events could crystallise; and

(2) where those tests reveal a risk of business failure that is
unacceptably high when considered against the firm's risk
appetite or tolerance, adopt effective arrangements, processes,
systems or other measures to prevent or mitigate that risk.

Where the firm is a member of:

(1) an insurance group, in respect of which it is required to maintain
group capital;

(2) a UK consolidation group; or

(3) a non-EEA sub-group;

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

The design and results of a firm's reverse stress test must be documented
and reviewed and approved at least annually by the firm's senior
management or governing body. A firm must update its reverse stress
test more frequently if it is appropriate to do so in the light of substantial
changes in the market or in macroeconomic conditions.

(1) Business plan failure in the context of reverse stress testing should be
understood as the point at which the market loses confidence in a firm and
this results in the firm no longer being able to carry out its business activities.
Examples of this would be the point at which all or a substantial portion of
the firm's counterparties are unwilling to continue transacting with it or seek
to terminate their contracts, or the point at which the firm's existing
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shareholders are unwilling to provide new capital. Such a point may be reached
well before the firm's financial resources are exhausted.

(2) The appropriate regulator may request a firm to quantify the level of financial
resources which, in the firm's view, would place it in a situation of business
failure should the identified adverse circumstances crystallise.

(3)  In carrying out the stress tests and scenario analyses required by MSYSC20.2.1R,
a firm should at least take into account each of the sources of risk identified in
accordance with ll GENPRU 1.2.30 R (2).

20.2.5 E Reverse stress testing should be appropriate to the nature, size and complexity of the
firm's business and of the risks it bears. Where reverse stress testing reveals that a firm's

risk of business failure is unacceptably high, the firm should devise realistic measures to
prevent or mitigate the risk of business failure, taking into account the time that the firm
would have to react to these events and implement those measures. As part of these
measures, a firm should consider if changes to its business plan are appropriate. These
measures, including any changes to the firm's business plan, should be documented as

part of the results referred to in MSYSC20.2.3R .

20.2.6 [G | Incarrying out its reverse stress testing, a firm should consider scenarios in which the
failure of one or more of its major counterparties or a significant market disruption arising

from the failure of a major market participant, whether or not combined, would cause
the firm's business to fail.

20.2.7 (G (1) The appropriate regulator may request a firm to submit the design and results
of its reverse stress tests and any subsequent updates as part of its risk assessment.

(2) Inthe light of the results of a firm's reverse stress tests, the appropriate regulator
may require the firm to implement specific measures to prevent or mitigate the
risk of business failure where that risk is not sufficiently mitigated by the
measures adopted by the firm in accordance with BSYSC 20.2.1 R, and the firm's
potential failure poses an unacceptable risk to the appropriate regulator's
statutory objectives.

(3) The appropriate regulator recognises that not every business failure is driven
by lack of financial resources and will take this into account when reviewing a
firm's reverse stress test design and results.
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Section 21.1 : Risk control: guidance on governance

guidance arrangements
21.1 Risk control: guidance on governance
arrangements
Additional guidance on governance arrangements
21.1.1 G (1) This chapter provides additional guidance on risk-centric governance

21.1.2 G

arrangements for effective risk management. It expands upon the general
organisational requirements in B SysCc 2 , M sysc 3, M sysC 4 and B SYSC 7
, and so applies to the same extent as B SYSC 3.1.1 R (for insurers, managing
agents and the Society) and B SYSC 4.1.1 R (for every other firm).

(2)  Firms should, taking account of their size, nature and complexity, consider
whether in order to fulfil the general organisational requirements in B SYSC 2,
M sysCc 3, M sYSC 4 and B SYSC 7 their risk control arrangements should
include:

(a) appointing a Chief Risk Officer; and
(b) establishing a governing body risk committee.

The functions of a Chief Risk Officer and governing body risk committee
are explained further in this section.

(3) The appropriate regulator considers that banks and insurers that are included
in the FTSE 100 Index are examples of the types of firm that should structure
their risk control arrangements in this way. However, this guidance will also
be relevant to some similar sized firms (whether or not listed) and some
smaller firms, by virtue of their risk profile or complexity.

Chief Risk Officer

(1) A Chief Risk Officer should:

(a) be accountable to the firm's governing body for oversight of firm-wide
risk management;

(b) be fully independent of a firm's individual business units;

(c) have sufficient authority, stature and resources for the effective execution
of his responsibilities;

(d) have unfettered access to any parts of the firm's business capable of
having an impact on the firm's risk profile;

(e) ensure that the data used by the firm to assess its risks are fit for purpose
in terms of quality, quantity and breadth;

(f)  provide oversight and challenge of the firm's systems and controls in
respect of risk management;
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(g) provide oversight and validation of the firm's external reporting of risk;

(h) ensure the adequacy of risk information, risk analysis and risk training
provided to members of the firm's governing body;

(i)  report to the firm's governing body on the firm's risk exposures relative to
its risk appetite and tolerance, and the extent to which the risks inherent
in any proposed business strategy and plans are consistent with the
governing body's risk appetite and tolerance. The Chief Risk Officer should
also alert the firm's governing body to and provide challenge on, any
business strategy or plans that exceed the firm's risk appetite and tolerance;

(j)  provide risk-focused advice and information into the setting and individual
application of the firm's remuneration policy (where the Remuneration
Code applies, see in particular B SYSC 19A.3.15 E).

(2)  Firms will need to seek the appropriate regulator's approval for a Chief Risk
Officer to perform the systems and controls function (see B SUP 10 (Approved
persons)).

(3) The appropriate regulator expects that where a firm is part of a group it will
structure its arrangements so that a Chief Risk Officer at an appropriate level
within the group will exercise functions in (1) taking into account group-wide
risks.

Reporting lines of Chief Risk Officer

..................................................................................................................

21.1.3 (G (1) The Chief Risk Officer should be accountable to a firm's governing body.

(2) The appropriate regulator recognises that in addition to the Chief Risk Officers
primary accountability to the governing body, an executive reporting line will
be necessary for operational purposes. Accordingly, to the extent necessary for
effective operational management, the Chief Risk Officer should report into a
very senior executive level in the firm. In practice, the appropriate regulator
expects this will be to the chief executive, the chief finance officer or to another
executive director.

Appointment of Chief Risk Officer

21.1.4 E (1)  Firms should ensure that a Chief Risk Officers remuneration is subject to
approval by the firm's governing body, or an appropriate sub-committee.

(2)  Firms should also ensure that the Chief Risk Officer may not be removed from
that role without the approval of the firm's governing body.

Governing body risk committee

21.1.5 (G (1) The appropriate regulator considers that, while the firm's governing body is
ultimately responsible for risk governance throughout the business, firms should
consider establishing a governing body risk committee to provide focused support
3 and advice on risk governance.

(2) Where a firm has established a governing body risk committee, its responsibilities
will typically include:
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(a) providing advice to the firm's governing body on risk strategy, including
the oversight of current risk exposures of the firm, with particular, but
not exclusive, emphasis on prudential risks;

(b) development of proposals for consideration by the governing body in
respect of overall risk appetite and tolerance, as well as the metrics to
be used to monitor the firm's risk management performance;

(c) oversight and challenge of the design and execution of stress and scenario
testing;

(d) oversight and challenge of the day-to-day risk management and oversight
arrangements of the executive;

(e) oversight and challenge of due diligence on risk issues relating to material
transactions and strategic proposals that are subject to approval by the
governing body;

(f)  provide advice to the firm's remuneration committee on risk weightings
to be applied to performance objectives incorporated in the incentive
structure for the executive;

(g) providing advice, oversight and challenge necessary to embed and
maintain a supportive risk culture throughout the firm.

(3) Where a governing body risk committee is established, its chairman should
be a non-executive director, and while its membership should predominantly
be non-executive it may be appropriate to include senior executives such as
the chief finance officer.

21.1.6 [G | Incarrying out their risk governance responsibilities, a firm's governing body and

governing body risk committee should have regard to any relevant advice from its
audit committee or internal audit function concerning the effectiveness of its current
control framework. In addition, they should remain alert to the possible need for expert
advice and support on any risk issue, taking action to ensure that they receive such
advice and support as may be necessary to meet their responsibilities effectively.
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Senior Management Arrangements, Systems and Controls

SYSCTP 1
Common platform firms

Application

1.1 R
Commencement and expiry of SYSC TP1
1.2 R

Purpose

1.3 G

1.4 G

SYSC TP 1 applies to a common platform firm.

SYSC TP 1 comes into force on 1 January 2007
and applies until 1 November 2007.

From 1 November 2007, a firm must comply with
the common platform requirements and SYSC 3 will
cease to apply to it. However, until 1 November
2007, a firm may choose to comply with the specif-
ic parts of the common platform requirements in-
stead of SYSC 3. The purpose of SYSC TP 1 is to give
a firm the option of complying with the common
platform requirements sooner than 1 November
2007.

The ability to comply with the common platform
requirements before 1 November 2007 does not
apply to SYSC 9 (Record-keeping), SYSC 8.2
(Outsourcing of portfolio management for retail
clients to a non-EEA State) or SYSC 8.3 (Guidance
on outsourcing portfolio management for retail
clients to a non-EEA State). All firms must continue
to comply with the record-keeping requirements in
SYSC 3.2.22 G until 1 November 2007, when SYSC
9 will enter into force.

The decision to comply with the common platform requirements

PAGE 1 5

1.6

R

SYSC4to SYSC 7, SYSC 8.1 and SYSC 10 do not apply
to a firm unless it decides to comply with them
sooner than 1 November 2007.

If a firm decides to comply with the common plat-
form requirements in accordance with SYSC TP
1.5R:
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TP 1: Common platform firms

1.7 R
1.8 G
1.9 G

(1) it must make a record of the date of the deci-
sion and the date from which it is to be effective;
and

(2) subject to SYSC TP 1.7R below, from the ef-
fective date, it must comply with SYSC 4 to
SYSC 7, SYSC 8.1 and SYSC 10, and SYSC 3 will not
apply to it.

The following provisions in SYSC 3 will continue
to apply to a firm that decides to comply with the
common platform requirements before the 1
November 2007:

(1) SYSC3.2.23 R, SYSC 3.2.24 R, SYSC 3.2.26 R and
SYSC 3.2.28 R to SYSC 3.2.35 R in so far as
SYSC 12.1.13 R applies to it; and

(2) SYSC3.2.20 R to SYSC 3.2.22 G.

The purpose of SYSC TP 1.7R is to ensure the
effective operation of the provisions on consoli-
dated risk management processes and internal
control mechanisms in relation to a firm that de-
cides to comply with the common platform re-
quirements before 1 November 2007.

A decision by a firm to comply with the common
platform requirements must be made in relation
to all of the common platform requirements. The
firm may not 'cherry-pick'.

Definitions in SYSC TP1 and the common platform requirements

1.10 R

The terms common platform firm and MiFID in-
vestment firm have effect in SYSC TP 1 and the
common platform requirements as if MiFID ap-
plied generally from 1 January 2007.
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SYSCTP 2
Firms other than common platform firms, insurers, managing
agents and the Society

Material to Transitional Transitional Handbook provi-
which the transi- provision provision: dates sions:
tional provision in force
applies Coming into
force
2.1 SYSC 8.1 R If a firm other 1 April 2009 in- 1 April 2009
than a common definitely
platform firm,

insurer, manag-
ing agent or the
Society has in
force on 1 April
2009 outsourc-
ing arrange-
ments which
would be cov-
ered by SYSC 8.1
it need not
amend those
contracts to
comply with
these provisions
but should com-
ply with the
new rules and
guidance in re-
spect of any
outsourcing
contracts which
are entered into,
or materially
amended, on or
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SYSCTP 3
Remuneration code
1 R [deleted]

[deleted]
[deleted]
[deleted]
[deleted]

Until 1 January 2012, SYSC 19A.3.54 R and SYSC 19A Annex 1 (on voiding and recovery)
ARY apply only in relation to a firm that was subject to the version of the Remuneration
Code that applied before 1 January 2011.

2
3
4
5
6

T o0 R ®

6A R (1) Paragraph (2) applies in relation to a firm that was not subject to the version
Ry of the Remuneration Code that applied before 1 January 2011 but satisfies
at least one of the conditions set out in SYSC 19A.3.54 R (1B) to
SYSC 19A.3.54 R (1D).

2) Where this paragraph applies, a contravening provision that is contained in
an agreement made before 3 November 2011 is not rendered void by
SYSC 19A Annex 1.1R unless it is subsequently amended so as to contravene
a rule to which SYSC 19A Annex 1.1R applies.

6B G The effect of 6R is to limit the provisions on voiding and recovery to firms which were

ARY subject to the version of the Remuneration Code which applied before 1 January 2011.
That transitional provision comes to an end on 1 January 2012. A new limit providing
for voiding to apply only in relation to certain types of firm is provided in
SYSC 19A.3.54 R (1B) to SYSC 19A.3.54 R (1D). Paragraph 6AR applies to firms which
become subject to the provisions on voiding after the transitional provision in 6R
comes to an end. It prevents certain contravening provisions which predate the making
of the new rules limiting the application of voiding from becoming void.

7 G (1) This guidance applies to a firm to which the Remuneration Code applies,
where both of the following conditions are satisfied:

(a)  condition 1 is that the firm is a non-listed firm; and

(b)  condition 2 is that any parent undertaking of the firm is a non-listed
undertaking.

2) The FSA considers that, where each of the conditions set out below is satis-
fied, a firm to which this guidance applies might (but will not necessarily)
be able to rely on the proportionality provisions of SYSC 4.1.2 R and the re-
muneration principles proportionality rule (of SYSC 19A.3.3 R) to justify not
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3)

complying with the requirement to pay at least 50% of variable remuner-
ation in shares or other non-cash instruments (SYSC 19A.3.47 R).

(@)

(b)

(©)

Condition 1 is that the firm is taking the necessary steps to comply
with the requirement as soon as reasonably possible and, in any
event, by 1 July 2012.

Condition 2 relates to the proportion of cash that would have been
issued in shares or other non-cash instruments had SYSC 19A.3.47R
been complied with ("relevant cash"). The relevant cash should
not be paid at the point in time that the shares or other non-cash
instruments would have vested. This is because shares or other
non-cash instruments continue to have risk-alignment features
following vesting due to the requirement for the firm to apply an
appropriate retention policy (SYSC 19A.3.47 R (2)). Instead, the firm
should pay the relevant cash following a period of deferral, the
length of which should mirror the retention policy that would have
been applied had SYSC 19A.3.47 R been complied with. Where the
relevant cash is already subject to deferral in accordance with
SYSC 19A.3.49 R, this period of deferral should be added to the period
determined under SYSC 19A.3.49 R. The relevant cash should be
subject to performance adjustment in accordance with Remunera-
tion Principle 12(h) (SYSC 19A.3.51 R to SYSC 19A.3.53 G) until it
vests.

Condition 3 is that the firm has adopted and is maintaining specific
and effective arrangements, processes and mechanisms to manage
the risks raised by its non-compliance with SYSC 19A.3.47 R.

The guidance in (1) to (2) ceases to have effect on 1 July 2012. As a result
this guidance does not apply to remuneration which vests on or after 1

July 2012 (including remuneration awarded before 1 July 2012, but where
deferral under SYSC 19A.3.49 R leads to it vesting on or after 1 July 2012).
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SYSCTP 4

Transitional Provision 4 Combined Code

(2) Material  (3)

to which the
transitional
provision ap-
plies

I. SYsC2.1.6G, R
SYSC3.1.3G and
SYSC 4.4.6 G

(4) Transition- (5) Transition- (6) Hand-
al provision

al provision:  book provi-
dates in force sions: coming
into force

References to  From 29 June 6 August 2010
provisions in 2010 to 28 De-
the UK Corpo- cember 2011
rate Gover-

nance Code are

to be read as

references to the

equivalent provi-

sions in the

Combined Code

for accounting

periods begin-

ning before 29

June 2010.
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Senior Management Arrangements, Systems and Controls

Schedule 1
Record keeping requirements

Sch1.1 G

The aim of the guidance in the following table is to give the reader a quick over-all view of the relevant record
keeping requirements.

It is not a complete statement of those requirements and should not be relied on as if it were.

Sch 1.2 G

Handbook  Subject of record Contents of record When record must Retention

reference be made period
SYSC2.2.1R Arrangements made to  Those arrangements On making the arrange- Six years from
satisfy SYSC 2.1.1 R(appor- ments and when they are the date on
tionment) and updated which the record
SYSC 2.1.3 R(allocation) is superseded by

a more up-to-
date record

SYSC3.220 R Matters and dealings (in- Adequate Adequate time Adequate
cluding accounting
records) which are the
subject of requirements
and standards under the
regulatory system

SYSC 10.1.6 R Conflict of interest Kinds of service or activ- Not specified 5 years
ity carried out by or on
behalf of the firm in
which a conflict of inter-
est entailing a material
risk of damage to the in-
terests of one or more
clients has arisen or, in
the case of an ongoing
service or activity, may
arise.

SYSC 14.1.53 R Prudential risk manage- Accounting and other ~ Not specified 3 years, or
ment and systems and  records that are sufficient longer as appro-
controls to enable the firm to priate
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SYSC

Schedule 1
Record keeping requirements

reference

Handbook Subject of record Contents of When record Retention
record must be made period
demonstrate to the PRA
: (1) that the firm is finan-

cially sound and has ap-
propriate systems and
controls; (2) the firm's
financial position and
exposure to risk (to a
reasonable degree of ac-
curacy); (3) the firm's
compliance with the
rules in GENPRU, IN-
SPRU and SYSC.
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SYSC Schedule 2

Notification requirements

Senior Management Arrangements, Systems and Controls

Schedule 2
Notification requirements

Sch 2.1 G

There are no notification or reporting requirements in SYSC.
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SYSC Schedule 3

Fees and other required payments

Senior Management Arrangements, Systems and Controls

Schedule 3
Fees and other required payments

Sch3.1G

There are no requirement for fees or other payments in SYSC.
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Fees and other required payments
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SYSC Schedule 4
Powers exercised

Senior Management Arrangements, Systems and Controls

Schedule 4
Powers exercised

Sch 4.1 G

The following powers and related provisions in the Act have been exercised by the FS4 to make the rules in SYSC:
Section 138 (General rule-making power)

Section 139A (General rules about remuneration)

Section 145 (Financial promotion rules)

Section 146 (Money laundering rules)

Section 149 (Evidential provisions)

Section 150(2) (Actions for damages)

Section 156 (General supplementary powers)

Sch 4.2 G

The following powers in the Act have been exercised by the FiS4 to give the guidance in SYSC:
Section 157(1) (Guidance)

Section 158A (Guidance on outsourcing by investment firms and credit institutions)

B Release 136 @ April 2013



SYSC Schedule 4

Powers exercised

PAGE
2

B Release 136 @ April 2013



SYSC Schedule 5

Rights of action for damages

Senior Management Arrangements, Systems and Controls

Schedule 5
Rights of action for damages

Sch5.1G
FCA

The table below sets out the 7ules in SYSC contravention of which by an authorised person may be actionable under
section 138D of the Act (Actions for damages) by a person who suffers loss as a result of the contravention.

Sch 5.2 G
FCA

If a "Yes' appears in the column headed 'For private person', the 7ule may be actionable by a 'private person' under
section 138D (or, in certain circumstances, his fiduciary or representative; see article 6(2) and (3)(c) of the Financial
Services and Markets Act 2000 (Rights of Action) Regulations 2001 (SI 2001 No 2256)). A 'Yes' in the column
headed 'Removed' indicates that the #CA has removed the right of action under section 138D(3) of the Act. If so, a
reference to the rule in which it is removed is also given.

Sch 5.3 G
FCA

The column headed 'For other person' indicates whether the rule may be actionable by a person other than a private
person (or his fiduciary or representative) under article 6(2) and (3) of those Regulations. If so, an indication of the
type of person by whom the rule may be actionable is given.

Sch 5.4 G
FCA

Chapter/Ap-

pendix

nght of action under section 138D

Section/An- | Paragraph
nex
For private | Removed? | For other
person’ PCI'SOI‘I>
SYSC2 and SYSC 3

SYSC I Annex 1.1.12R
PAGE
1 SYSC 4 to SYSC 10 No Yes No

SYSC 1 Annex 1.2.19R

SYSC 11 to No YesSysc142R No
SYSC 19A
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SYSC Schedule 6

Rules that can be waived

Senior Management Arrangements, Systems and Controls

Schedule 6
Rules that can be waived

Sch 6.1 G
[deleted]

Sch 6.1A G
FCA

As a result of section 138A of the Act (Modification or waiver of rules) the FCA has power to waive all its
rules, other than rules made under section 1370 (Threshold condition code), section 247 (Trust scheme rules)
or section 248 (Scheme particulars rules) of the Act. However, if the rules incorporate requirements laid
down in European directives, it will not be possible for the FCA to grant a waiver that would be incompatible
with the United Kingdom's responsibilities under those directives.

Sch 6.1B G

As a result of section 138A of the Act (Modification or waiver of rules) the PRA has power to waive all its
rules, other than rules made under section 1370 (Threshold condition code). However, if the rules incorporate
requirements laid down in European directives, it will not be possible for the PRA to grant a waiver that
would be incompatible with the United Kingdom's responsibilities under those directives.
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COND Contents

Threshold Conditions

COND 1 Introduction
1.1 [Deleted]
1.1A Application
1.2 Purpose
1.3 General
1 Annex 1 [Deleted]

1 Annex 2 [Deleted]

COND 2 The threshold conditions
2.1 Threshold condition 1: Legal status [Deleted]
2.2 Location of offices
2.2A [Deleted]
2.3 Effective supervision
2.4 Appropriate resources
2.5 Suitability
2.6 [Deleted]
2.7 Business model
2 Annex 1 [Deleted]

COND 3 Banking Act 2009 [deleted]

Transitional Provisions and Schedules

TP 1 Transitional Provisions

Sch 1 Record keeping requirements

Sch 2 Notification requirements

Sch 3 Fees and other required payments
Sch 4 Powers exercised

Sch 5 Rights of action for damages

Sch 6 Rules that can be waived
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Chapter 1

Introduction
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COND 1 : Introduction Section 1.1 : [Deleted]

1.1 [Deleted]
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COND 1 : Introduction

Section 1.1A : Application

1.1A.

1[G (1)

............

1.1A Application

To which threshold conditions does COND apply?

......................................................................................................

Section 55C of the Financial Services Act 2012 (Power to amend Schedule 6)
gave HM Treasury the power to amend Schedule 6 of the Acz. HM Treasury
exercised this power by making The Financial Services and Markets Act 2000
(Threshold Conditions) Order 2013 which entered into force on 1 April 2013
(the "TC Order"). The TC Order's main result is the creation of four sets of
threshold conditions, namely:

(i)  conditions for firms authorised and regulated by the FCA only (paragraphs
2B to 2F of Schedule 6 to the Act)

(i) FCA specific conditions for firms authorised by the PRA and subject to
dual regulation (paragraphs 3B to 3E of Schedule 6 to the Act);

(iii) PRA-specific conditions for insurers (paragraphs 4A to 4F of Schedule 6
to the Act); and

(iv) PRA-specific conditions for other PRA-authorised persons (paragraphs SA
to SF of Schedule 6 to the Act).

The guidance in COND is only applicable to the threshold conditions listed in
B COND 1.1A.1G(1)(i) and (ii), above. These are the threshold conditions stated in

paragraphs 2A and 3A of Schedule 6 to the Act as being relevant to the discharge
by the FCA of its functions under the Act.

In respect of a person which does not carry on, or seek to carry on, any
PRA-regulated activities, the threshold conditions that are relevant to the
discharge by the FCA of its functions under the Act are those set out in
paragraphs 2B to 2F of Schedule 6 to the Act, subject to Bl COND 1.1A.4G (1),
below.

In respect of a firm which does carry on, or seeks to carry on, a PRA-regulated
activity, the threshold conditions that are relevant to the discharge by the FCA
of its functions under the Act are those set out in paragraphs 3B to 3E of
Schedule 6 to the Act, subject to Bl COND 1.1A.4G (2), below.

A reference to "FCA threshold conditions" in COND means a reference to the
threshold conditions referred to in (3) and (4) that apply to a particular firm.

Release 136 @ April 2013
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COND 1 : Introduction Section 1.1A : Application

To whom does COND apply?

(1) COND applies to all firms, except where stated otherwise in this guidance.

(2) In COND, 'firm" includes an applicant for Part 4A permission unless the
context otherwise requires.

To what extent does COND apply to firms authorised by the PRA

(1)  As a result of the new legal framework for threshold conditions described
in Bl COND 1.1A.1G (1), PRA-authorised persons and firms seeking to become
PRA-authorised persons are subject to two sets of threshold conditions:

() the FCA-specific conditions referred to in Bl COND 1.1A.1G (1)(ii)and

(ii) one of the two PRA-specific conditions referred to in
B COND 1.1A.1G (1)(iii) or B (iv), depending on the PRA-regulated activities
which the PRA-authorised person or firm carries on, or is seeking to
carry on.

The FCA threshold conditions set out in paragraphs 3B to 3E of the Act seek
to reflect this. In particular, these threshold conditions do not contain a
condition relating to adequate financial resources. This is a matter that falls
to be considered by the PRA under its threshold conditions.

(2) The majority of the guidance in COND is intended to assist all firms to
understand how the FCA will approach its assessment of the applicable FCA
threshold conditions, regardless of whether or not a firm is, or is seeking to
become, a PRA-authorised person. This is because the FCA threshold
conditions which apply to PRA-authorised persons and those which apply
to firms authorised by the FCA only are, for the most part, the same.

(3) However, where guidance in COND refers to an assessment of a firm's
financial position or its compliance with prudential regulatory requirements,
it is not intended to assist firms which are, or are seeking to become,
PRA-authorised persons. This is because these are matters that are not
covered by the FCA's threshold conditions, but rather fall to be considered
by the PRA under its threshold conditions.

(4) Although some of the PRA threshold conditions and FCA threshold
conditions that apply to firms which are, or are seeking to become,
PRA-authorised persons may appear to address similar subject matter, the
FCA will approach the assessment of its threshold conditions with its unique
statutory objectives in mind and in the light of the functions which the FCA
is required to discharge in relation to them.

(5) For the avoidance of doubt, the guidance in COND is not intended to apply
to the PRA's assessment of its own threshold conditions in respect of a
PRA-authorised person. This is a matter for the PRA alone.

PAGE
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COND 1 : Introduction Section 1.1A : Application

1.1A.4

1.1A.5
FCA

1.1A.6
FCA

PAGE
5

firms?

To what extent does COND apply to incoming EEA firms and incoming Treaty

COND applies to incoming EEA firms and incoming Treaty firms as set out below:

(1) for an incoming EEA firm or an incoming Treaty firm which does not carry on
any PRA-regulated activities, FCA threshold conditions 2C to 2F apply; and

(2) for an incoming EEA firm or an incoming Treaty firm which carries on a
PRA-regulated activity, FCA threshold conditions 3B to 3E apply.

FECA threshold conditions apply to incoming EEA firms and incoming Treaty firms only
in as far as relevant to the discharge by the FCA of its relevant functions in relation to an
application for, or the exercise of its own-initiative powers in relation to, a top-up
permission or the functions relating to the FCA's consent or consultation rights relating
to the exercise by the PRA of its powers in relation to an application for, or use of its
own-initiative powers relating to, a top-up permission.

To what extent does COND apply to Swiss general insurance companies?

FCA threshold conditions 3B, 3C and 3E apply to Swiss General Insurance Companies.

To which regulated activities does COND apply?

Subject to the limitations referred to above, COND applies in relation to all of the regulated
activities for which a firm has, or will have, permission.

Where does COND apply?

COND applies in relation to all of the regulated activities wherever they are carried on,
except as stated in ll COND 1.1A.4 G.
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COND 1 : Introduction

Section 1.2 : Purpose

1.2 Purpose

COND gives guidance on the threshold conditions . The FCA threshold conditions
represent the minimum conditions for which the FCA is responsible, which a firm is
required to satisfy, and continue to satisfy, in order to be given and to retainPart 4A
permission. A PRA-authorised person or, as appropriate, a firm seeking to become a
PRA-authorised person must also satisfy, and continue to satisfy, the threshold
conditions for which the PRA is responsible in order to be given and to retain Part 4A
permission (these threshold conditions are not the subject of the guidance in COND).

Applications for Part 4A permission or variation of Part 4A permission

............

..................................................................................................

Under section 55B(3) of the Act, in giving or varying a Part 4A permission,
imposing or varying any requirement or giving consent, the FCA must ensure
that the firm concerned will satisfy, and continue to satisfy, the FCA threshold
conditions in relation to all of the regulated activities for which it has or will
have permission.

If, however, the applicant for permission is an incoming firm seeking top-up
permission, or variation of top-up permission, under Part 4A of the Act
(Permission to carry on regulated activities), then under paragraphs 6A and
7A of Schedule 6 to the Act (Threshold conditions) , the FCA will have regard
only to satisfaction of the FCA threshold conditions specified as applicable
in Bl COND 1.1A.4 G, as relevant to the regulated activities for which the
applicant has, or will have, Part 4A permission.

Exercise of the FCA's own-initiative powers

If, among other things, a firm is failing to satisfy any of the FCA threshold
conditions, or is likely to fail to do so, the FCA may exercise its own-initiative
powers under either section 55] (Variation or cancellation on initiative of
regulator) or section 55L (Imposition of requirements by FCA) of the Act.
Use of the FCA's own-initiative powers is explained in B SUP 7 (Individual
requirements), and B EG 8 (Variation and cancellation of permission on the
FCA's own initiative and intervention against incoming firms) .

If, when exercising its own-initiative powers under section 55] or section
55L of the Act, the FCA varies a firm's permission, or imposes or varies a
requirement, then, under section 55B(3) of the Act, the FCA must ensure
that the firm concerned will satisfy, and continue to satisfy, the FCA threshold
conditions in relation to all of the relevant regulated activities for which it
has or will have permission. However, section 55B(4) of the Act states that
the duty imposed by section 55B(3) of the Act does not prevent the FCA
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COND 1 : Introduction

Section 1.2 : Purpose

1.2.4

1.2.5

(3)

G (1)

(2)

G (1)

.............

taking such steps as it considers necessary in relation to a particular firm in
order to advance any of its operational objectives.

The FCA can also exercise its own-initiative powers under section 55] or section
55L of the Act in relation to the top-up permission of an incoming firm. But
this is only on the grounds that the incoming firm is failing, or likely to fail, to
satisfy the FCA threshold conditions specified as applying to incoming firms

under l COND 1.1A.4 G.

[deleted]

[deleted]

Approval of acquisitions or increases of control

.....................................................................................................

Under section 185 of the Act (Assessment: general) the FCA may, subject to
consultation with the PRA where the conditions in section 187B of the Act are
satisfied, object to an acquisition of an FCA-authorised person if there are
reasonable grounds to do so on the basis of the matters set out in section 186
of the Act (Assessment: criteria) or if the information provided by the section
178 notice giver is incomplete. Section 186(d) of the Act (Assessment: criteria)
specifies one such criteria as whether an FCA-authorised person will be able to
comply with its prudential requirements (including the threshold conditions in
relation to all of the regulated activities for which it has, or will have,
permission.)

Under section 191A of the Act (Objection to control), subject to consultation
with the PRA in the circumstances specified in that provision, the FCA may
object to a person's existing control of an FCA-authorised person on the grounds
specified under section 186 of the Act.
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COND 1 : Introduction Section 1.3 : General

1.3.3 G

1.3.3A G

1.3 General

The guidance in B COND 2 explains each FCA threshold condition in Schedule 6
(threshold conditions) to the Act and indicates how the FCA will interpret it in practice.
This guidance is not, however, exhaustive and is written in very general terms. A firm
will need to have regard to the obligation placed upon the FCA under section 55B
(The threshold conditions) of the Act; that is, the FCA must ensure that the firm will
satisfy, and continue to satisfy, the FCA threshold conditions in relation to each
regulated activity for which it has, or will have, permission.

(1) The FCA will consider whether a firm satisfies, and will continue to satisfy,
the FCA threshold conditions in the context of the size, nature, scale and
complexity of the business which the firm carries on or will carry on if the
relevant application is granted.

(2) Inrelation to threshold conditions set out in paragraphs 2D to 2F of Schedule
6 to the Act in respect of firms which are not PRA-authorised persons and
paragraphs 3C to 3E of Schedule 6 to the Act in respect of firms which are
PRA-authorised persons, the FCA will consider whether a firm is ready,
willing and organised to comply, on a continuing basis, with the requirements
and standards under the regulatory system which apply to the firm, or will
apply to the firm, and for which the FCA is responsible, if it is granted Part
4A permission , or a variation of its permission. These matters will also be
considered if the FCA is exercising its own-initiative powers (see
B COND 1.2.3 G). Guidance to firms on the implications of this is given under
each of those threshold conditions.

Although the FCA may consider that a matter is relevant to its assessment of a firm,
the fact that a matter is disclosed to the FCA, for example in an application, does not
necessarily mean that the firm will fail to satisfy the FCA threshold conditions. The
FCA will consider each matter in relation to the regulated activities for which the firm
has, or will have, permission, having regard to its statutory objectives . A firm should
disclose each relevant matter but, if it is appropriate to do so, it is encouraged to discuss
it with the FCA. This will enable the FCA to consider fully how material or significant
the matter is and how it affects the ability of the firm to satisfy, and continue to satisfy,
the FCA threshold conditions .

In determining the weight to be given to any relevant matter, the FCA will consider
its significance in relation to the regulated activities for which the firm has, or will
have, permission, in the context of its ability to supervise the firm adequately, having
regard to the FCA's statutory objectives. In this context, a series of matters may be
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COND 1 : Introduction

Section 1.3 : General

1.3.3B G
FCA
1.3.3C G
FCA
1.3.3D G
FCA
1.3.3E G
FCA

1.3.5

significant when taken together, even though each of them in isolation might not give
serious cause for concern.

In determining whether the firm will satisfy, and continue to satisfy, the FCA threshold
conditions, the FCA will have regard to all relevant matters, whether arising in the United
Kingdom or elsewhere.

When assessing the FCA threshold conditions, the FCA may have regard to any person
appearing to be, or likely to be, in a relevant relationship with the firm, in accordance
with section 55R of the Act (Persons connected with an applicant). For example, a firm's
controllers, its directors or partners, other persons with close links to the firm (see

B COND 2.3), and other persons that exert influence on the firm which might pose a risk
to the firm's satisfaction of the FCA threshold conditions, would be in a relevant
relationship with the firm.

In making its assessment, the FCA will consider the individual circumstances of each firm
on a case-by-case basis.

Notes on the contents of a business plan are given in the business plan section of the
application pack for Part 4A permission on the FCA's website.

Statutory quotations

(1) For ease of reference, the FCA threshold conditions in or under Schedule 6 to
the Act have been quoted in full in B COND 2.

(1A) Paragraphs 2A and 3A of Schedule 6 of the Act have not been quoted. These
set out the application of the FCA threshold conditions to firms which do not
carry on, or are not seeking to carry on, a PRA regulated activity and firms
which carry on, or are seeking to carry on, a PRA regulated activity respectively.

This application is summarised in l COND 1.1A.

(2) As the FCA threshold conditions impose obligations, they are printed in bo