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Summary

Why we are consulting

We are seeking views on the third tranche of our proposed rules to introduce the
Investment Firms Prudential Regime (IFPR), a new prudential regime for UK firms
authorised under the Markets in Financial Instruments Directive (MiFID). This is the
third in a programme of Consultation Papers (CPs) and Policy Statements (PSs) that we
have issued to introduce the regime.

As we have stated in our previous publications, the aim of the new regime is to
streamline and simplify the prudential requirements for solo-regulated investment
firms in the UK (FCA investment firms). In line with the FCA objectives and our Mission,
it will refocus prudential requirements and expectations away from the risks the firm
faces, to also consider and try to reduce the potential for harm the firm can pose to
consumers and markets.

We encourage investment firms and other interested stakeholders to engage with the
proposals in this CP. Your feedback will allow us to draft final rules that achieve both
our and Parliament'’s objectives for the regime, and that are also workable for FCA
investment firms.

Who this applies to

The proposed rules will apply to:

e Any MiFID investment authorised and regulated by the FCA that is currently
subject to any part of the Capital Requirements Directive (CRD) and the Capital
Requirements Regulation (CRR) including:

= investment firms that are currently subject to BIPRU and GENPRU

= ‘full scope, 'limited activity' and 'limited licence' investment firms currently
subject to IFPRU and CRR

= local'investment firms

— matched principal dealers

= specialist commodities derivatives investment firms that benefit from the
current exemption on capital requirements and large exposures including:
= oilmarket participants (OMPS)
= energy market participants (EMPS)

= exempt CAD-firms

= investment firms that would be exempt from MiFID under Article 3 but have
‘'opted-in’ to MiFID

o Collective Portfolio Management Investment Firms (CPMls)

e regulated and unregulated holding companies of groups that contain an investment
firm authorised and regulated by the FCA and that is currently authorised under
MiFID and/or a CPMI.
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e depositaries

Our proposals on capital requirements for MiFID investment firms acting as
depositaries might also be of broader interest to fund managers who appoint them.

Prudential Regulation Authority (PRA) designated investment firms may also be
affected and so we also welcome comments on our proposals from these firms.

What we want to change

The FCAis the competent authority for the prudential regulation of approximately
3,700 investment firms authorised under the Markets in Financial Instruments
Directive (MiFID).

The current prudential regime for FCA investment firms is based on requirements
designed for globally active systemically important banks. The main aim of this regime
is to protect depositors by ensuring that it is difficult for a bank to fail.

By contrast, the IFPR is specifically designed for investment firms. The new
requirements seek to cover the potential harm posed by these firms to their clients
and the markets in which they operate. It also considers the amount of capital and
liquid assets the FCA investment firm should hold so that if it does have to wind down,
it can do soin an orderly manner.

The IFPR represents a significant change to how MiFID investment firms will be
prudentially regulated. It should simplify the existing approach and introduces greater
proportionality by aligning requirements with the potential harm posed by FCA
investment firms.

Introducing the IFPR means that there will be a single prudential regime for all FCA
investment firms, simplifying the current approach. It should reduce barriers to entry
and allow for better competition between investment firms. Some of these firms will
have meaningful capital and liquidity requirements for the first time, in proportion with
the potential harm they can cause.

Specific changes to the existing prudential regime for FCA
investment firms

This is the third CP setting out our proposals for changing prudential regulation for
FCA investment firms. It should be read in conjunction with PS21/6 and P$21/9 (in
response to CP20/24 and CP21/7 respectively). Our draft legal rules in this CP also
include certain non-material additions and amendments to the text from the previous
CPs, such as updating cross-references and terminology.

This rest of this section only highlights proposals that are included in this CP.


https://www.fca.org.uk/publication/policy/ps21-6.pdf
https://www.fca.org.uk/publication/policy/ps21-9.pdf
https://www.fca.org.uk/publication/consultation/cp20-24.pdf
https://www.fca.org.uk/publication/consultation/cp21-7.pdf

CP21/26
Chapter 1

1.14

1.15

1.16

1.17

1.18

1.19

1.20

1.21

1.22

1.23

1.24

Financial Conduct Authority
Anew UK prudential regime for MiFID investment firms

Disclosure

We propose that FCA investment firms that are not small and non-interconnected (ie
non-SNls) should disclose information about their risk management and governance
arrangements, and about their own funds, own funds requirements and investment

policy.

We also propose that any small and non-interconnected (SNI) firm that has issued
additional tier 1 (AT1) instruments should also disclose information about their risk
management arrangements.

We propose that all FCA investment firms must make some disclosure on their
remuneration policies and practices. This will be qualitative and quantitative and
proportionate to the size and type of firm.

In this CP, we are not proposing FCA investment firms should make disclosures on
environmental, social and governance (ESG) issues, apart from the governance
arrangements already mentioned. We will consult specifically on ESG disclosures
in a subsequent CP. Firms should note that they may be in scope of other FCA
consultations on climate-related disclosure.

See Chapter 3 for more details, including how to disclose the required information.

Own funds — excess drawings by partners and members

We propose a rule to address the situation where excess drawings can be made by
partnersin a partnership or members in a limited liability partnership (LLP) without
being recorded as aloss and is, instead, treated as a loan to partners or members.

See Chapter 4 for more details.

Technical standards

We have looked at the Binding Technical Standards (BTS) adopted under the UK
versions of CRR and the Financial Conglomerates Directive (FICOD) and considered
those relevant to IFPR. For CRR this is mainly those for own funds and market risk.

In most cases, we are proposing that firms should apply the onshored technical
standards with specific modifications that are set out in MIFIDPRU. These
modifications are included in MIFIDPRU so that the BTSs work in the way they should
with the IFPR. However, for 2 of the BTSs we believe it would make our rules difficult
to follow if there were too many amendments and cross-references back to the
corresponding BTS, so we are proposing to incorporate these into a MIFIDPRU annex.

See Chapter 5 for more details.

Depositaries

We propose to amend the requirements that depositaries must meet so that they no
longer have to have permission to deal on own account. We also propose to allow other
FCA investment firms to act as a depositary where they also provide the MiFID ancillary
service of safe-keeping and administration of financial instruments.
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We also propose a change to the minimum own funds requirement and to move the
relevant requirement from FUND and COLL into MIFIDPRU.

See Chapter 6 for details.

UK resolution regime

Earlierin 2021, the Treasury consulted onits proposal to remove FCA investment firms
from the scope of the UK's resolution regime. In June 2021, the Treasury's feedback
confirmed that these firms would no longer be subject to this regime.

Chapter 7 outlines the changes that we propose making to our Handbook to reflect
this change.

Consequential changes

In CP21/7 we set out how MIFIDPRU is intended to interact with other prudential
sourcebooks in our Handbook. Chapter 8 covers the remaining consequential changes
we propose to make to the Handbook and to the Handbook Glossary. We are only
proposing to make the conseqguential amendments needed to:

o delete provisions that are no longer required
e ensure that the interactions between them and MIFIDPRU work in practice

Our proposals include amendments to Chapter 2 in GENPRU covering cross-sector
groups.

Enforcement

The Financial Services Act 2021 (FS Act) has introduced Part 9C of FSMA. This gives
us new powers to impose obligations directly on non-authorised parent undertakings
of FCA investment firms. It also gives us the scope to take disciplinary action against
undertakings that breach these requirements.

Chapter 9 sets out how we propose to make use of these new powers.

Applications and notifications

We propose to have a specific notification form for changes to investment firm groups.
We also propose to have a generic application form and a generic notification form.
This will cater for any specific requirements that arise from the various technical

standards that we propose to incorporate into MIFIDPRU.

See Chapter 10 for more details of these forms and an update on when forms
previously consulted on will be available to use.


https://www.gov.uk/government/consultations/implementation-of-the-investment-firms-prudential-regime-and-basel-3-standards-consultation
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/995628/OFFICAL_-_MARKET_SENSITIVE_Prudential_Consultation_Updated_220621.pdf
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Outcomes we are seeking

Our staged approach to consulting has addressed different aspects of the regime and
the changes we are making or now propose to make. Throughout this process, we are
seeking the following outcomes:

e The prudential regime for FCA investment firms is more aligned to the way that
investment firms run their business. The regime will take account of these firms'
different business models, and better protect consumers and markets from the
harm these may pose.

o AllFCAinvestment firms must meet meaningful and consistent prudential
requirements, not just those subject to the current CRR regime. This will help
reduce the potential harm to consumers and markets, and ensure a more level
playing field between FCA investment firms.

o FCAinvestment firms spend less time on complex capital requirement calculations
that do little to help them to manage risk. This will free up management time to
focus on running the business and managing and reducing any harm and risk. We
will also be able to focus on how a firm is managing itself.

e Therelevant prudential rules for FCA investment firms are understandable and
accessible, with most rules brought into a new single prudential sourcebook
(MIFIDPRU)

Next steps

We want your feedback on our proposed rules and other issues discussed in this CP.
Please send your answers to the questions in this CP by Friday 17 September 2021
using one of the methods in the "How to respond’ section on page 2.

Following this consultation, we will consider your feedback, and publish a PS and final
rules for the whole regime in the autumn.
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The wider context of this consultation

This is the third of 3 CPs, setting out our proposals to introduce the IFPR. We published
CP20/24 in December 2020 and CP21/7 in April 2021. We have also published 2 Policy
Statements. PS21/6 provided feedback on CP20/24 and the related near-final rules.
PS21/9 provided feedback on CP21/7 and the related near-final rules.

When the UK was a member of the EU, we were heavily involved in policy discussions
on creating the regime that took place through the EU and European Banking Authority
(EBA) papers and consultations. We support the aims of the EU's Investment Firm
Directive and Investment Firm Regulation and are proposing that the IFPR will achieve

the same overall outcomes.

However, as we are introducing the regime after the UK has exited the EU, we believe
it is right that we also consider appropriate changes to account for the specifics of the
UK market and our duties to have regard to certain factors, including those set out in

the FS Act.

As set outin our previous CPs and in line with our consultation map below (Table 1),

we have consulted on the different aspects of the IFPR in stages. This was to allow
firms to absorb and respond to our proposals in a more manageable way. We consulted
earlier on those topics that we think FCA investment firms will need the most time to

prepare for.

Table 1: Our consultation map

CP20/24 —December 2020

MIFIDPRU1: Application (aspects
of)

CP21/7 - April 2021

MIFIDPRU1: Application (remainder)

CP3 - This publication

MIFIDPRUS8 — Disclosure &
ESG

MIFIDPRUZ2: Prudential
consolidation and the group
capital test

MIFIDPRU4 - Own funds
requirements (remainder)

Own funds —excess
drawings by partners and
members

MIFIDPRU3 — Own funds
resources

MIFIDPRUG — Liquidity

Other —consequential
amendments to CRR
technical standards

MIFIDPRU4 — Own funds
requirements (aspects of)

MIFIDPRU7 —Risk Mngt &
Governance, ICARA and SREP

MiFID investment firms that
are Depositories

MIFIDPRUS5 — Concentration risk

MIFIDPRU9Y —Regulatory reporting
(remainder)

Approach to the UK
resolution regime

MIFIDPRU9 —Regulatory reporting
(aspects of)

OTHER —Remuneration
reguirements

Other —Consequential
amendments to Handbook,
including approach to
financial conglomerates

MIFIDPRU10 - Clearing members
and Indirect clearing Firms —own
firm requirements

OTHER - Application and
notifications

OTHER —Interaction between
MIFIDPRU and other prudential
sourcebooks

OTHER —Permissions and
application forms



https://www.fca.org.uk/publication/consultation/cp20-24.pdf
https://www.fca.org.uk/publication/consultation/cp21-7.pdf
https://www.fca.org.uk/publication/policy/ps21-6.pdf
https://www.fca.org.uk/publication/policy/ps21-9.pdf
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Stakeholders have now seen the near-final rules which set out the key points of the
regime, which accompanied PS21/9. We intend for this third CP and the subsequent PS
to address final points of the regime needed for initial implementation, consequential
amendments to the Handbook, and any gaps or issues we identified through our
consultation process. However, as noted in Chapter 1, we intend to consult specifically
on ESG disclosures in a subsequent CP next year. And we will keep our implementation
under review in case any further refinements are necessary or desirable, for example
bringing the relevant own funds material of the cross-referred to UK CRR into MIFIDPRU.

This means that the cost-benefit analysis (CBA) in this consultation paper and our

approach to our new accountability measures inthe FS Act will set out our view on the
impact of our rules and the basis on which we have drafted them over all 3 consultations.

How it links to our objectives

Market integrity

Our proposals are based on requiring FCA investment firms to consider the potential
harm they can cause to others, including their clients, counterparties and the markets

in which they operate, taking account of the type and scale of their activities. Thisis a
change from the previous regime which was based more on FCA investment firms mainly
considering the risks to their own balance sheet.

Competition

Our proposals mean that there will be one overarching regime for all FCA investment
firms. It will be proportionate, based on the type of activities they undertake and their
size. This will be a significant improvement on the many regimes that are currently in
place for these firms. FCA investment firms with similar business models will now have
similar prudential requirements, rather than markedly different ones due to historical
quirks. This will help to improve competition between existing FCA investment firms as
well as simplifying prudential requirements for new entrants.

Protecting consumers

Our proposals mean that FCA investment firms will have to consider the potential harm
they can cause to their retail customers, as well as their wholesale and financial services
clients.

Equality and diversity considerations

We have considered the equality and diversity issues that may arise from the proposals in
this Consultation Paper.

Overall, we do not consider that the proposals materially impact any of the groups with
protected characteristics under the Equality Act 2010. But we will continue to consider
the equality and diversity implications of the proposals during the consultation period and
will revisit them when making the final rules.

In the meantime, we welcome your input to this consultation on this.
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Disclosure

In this chapter we set out our proposals for disclosures by FCA investment firms. This
includes both how and what firms would disclose.

In CP20/24, we said that we would consult on environmental, social and governance
(ESG) disclosures in this CP. However, we consider that ESG issues, particularly
environmental issues, are global in nature and internationally consistent standards are
particularly important. So, in light of this we believe it is more appropriate to wait and
consult on ESG disclosures in a later consultation. For example, in June, we published
two consultation papers, CP21/17 and CP21/18 on climate-related disclosures for
certain types of firm. Some FCA investment firms may be in scope of these in addition
to MIFIDPRU disclosures.

The topics for disclosure that we are consulting onin this CP are:

e riskmanagement

e governance arrangements
« ownfunds

o own funds requirements

e Remuneration

e Investment policy

Our proposed rules for this chapter are set out in MIFIDPRU 8.

Public disclosures are a core part of market discipline, providing important information
and transparency to enable markets to work well. So, we welcome feedback to the
proposals in this chapter from firms and wider stakeholders such as investors who may
use the information disclosed, to ensure our rules achieve this outcome. Our proposals
represent what we believe to be minimum standards of disclosure and firms are free to
disclose more should they chose to do so.

Scope and application

Summary of scope of application
Table 2 provides a summary of the proposed scope of application of our proposals for
disclosure requirements.


https://www.fca.org.uk/publications/consultation-papers/cp-21-17-climate-related-disclosures-asset-managers-life-insurers-regulated-pensions
https://www.fca.org.uk/publications/consultation-papers/cp21-18-enhancing-climate-related-disclosures-standard-listed-companies
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Table 2
SNithathas SNIthat Commodity and
not issued has issued Non-SNI1 emission allowance
AT1'? AT1? dealer!
Risk management No Yes Yes Exempt for 5 years
Own funds No Yes Yes Exempt for 5 years
Own funds requirements No Yes Yes Exempt for 5 years
Investment Policy No No Yes - iflarger | Yes—iflarger non-SNI*
non-SNI®
Governance arrangements | No No Yes Exempt for 5 years
Remuneration® Some Some Yes Exempt for 5 years

! Where relevant, also applies to UK parent entities of FCA investment firm groups on the basis of their consolidated
situation.

2 An SNIwillbe exempt from all disclosure requirements where it satisfies the conditions of MIFIDPRU 2.3.1R, egit is

includedin the supervision on a consolidated basis of an insurance undertaking or reinsurance undertaking.

> Where the non-SNI exceeds the relevant thresholds for risk, remuneration and nomination committees set out in
MIFIDPRU 7.

“See Table 3 and Table 4 in this chapter for the specific requirements for each type of firm.

Non-SNI firms and UK parent entities

The disclosure proposals in this chapter would apply to all non-SNI firms. There is

an exception for the disclosures required on investment policy, which we propose to
apply only to the larger non-SNI firms as determined by the thresholds for applying the
MIFIDPRU 7 committee requirements.

In line with our approach to consolidation in MIFIDPRU 2.5, we propose that the
requirements also apply to the UK parent entity of an FCA investment firm group
whereitis:

e subject to prudential consolidation (see MIFIDPRU 2.5.7R), and
e treatedas anon-SNIfirm (see MIFIDPRU 2.5.21R).

SNI firms

We are proposing to apply the disclosure requirements on risk management, own
funds, and own funds requirements to SNI firms that issue additional tier 1 (AT1)
instruments. We would also apply them to UK parent entities that are subject to
prudential consolidation, treated as SNIfirms and rely on AT1 instruments to meet
their consolidated own funds requirement.

We propose to apply a small number of our requirements on remuneration disclosures
to all SNI firms. We set out in the section on remuneration which disclosures should be
made by which categories of FCA investment firm.

We confirmed in PS21/6 that SNI firms are exempted from applying at individual
entity level all disclosure requirements in MIFIDPRU 8 if they meet the conditions set
outin MIFIDPRU 2.3.1. The conditions include being a subsidiary of an insurance or
reinsurance undertaking where the group is subject to consolidation.

Commodity and emission allowance dealers
We propose that, for five years from the introduction of the IFPR, commodity and
emission allowance dealers be exempt from the following disclosure requirements:
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e risk management objectives and policies
e governance

e ownfunds

o own funds requirements

e remuneration policies and practices

However, we propose that the disclosure requirements for investment policies will
apply to commodity and emission allowance dealers, where they are non-SNI firms
that do not fall within MIFIDPRU 7.1.4R(1)

Proportionality

Given the diversity of FCA investment firms, we propose that each firm complies with
the qualitative disclosure requirements in a manner appropriate to its size, internal
organisation, and the nature, scope and complexity of its activities. This means that
firms must disclose all the information required but have a degree of discretion over
the level of detail. We would expect all firms to consider what information is likely to be
relevant to investors and other stakeholders.

Using the example of remuneration disclosures, we would expect a non-SNI firm with
a detailed remuneration policy to disclose more detailed information than an SNI firm
when complying with the same qualitative disclosure requirement. We have included a
draft guidance provision to clarify these expectations.

When and how to disclose

Poorly run firms pose a greater potential risk of harm to markets and consumers. By
disclosing appropriate and relevant information about its risk management policies and
other control systems, an investment firm helps stakeholders (especially investors,
potential investors and counterparties) to make informed decisions about their
relationship with the firm on the basis of the harm that it may pose to customers and/
or markets.

In this way, public disclosures support effective market discipline and facilitate
constructive engagement by all stakeholders.

For disclosures to fulfil this role effectively, they need to be easily accessible and
understandable by stakeholders. So, we are proposing that firms will need to publish
their disclosures in an easily found and accessible part of their website. (For example,
it appears when the website is searched, via a search engine or is clearly sign-posted).
Firms that do not have websites would still need to make their disclosures freely
available. This might be in other material that they publish or provide to investors, such
as an annual report or investor brochure.

We are proposing that the information disclosed will need to be easily understood

(to facilitate informed stakeholder decisions) and that firms will have to consider how
this is presented to ensure this, for example by using clear language and diagrams
where relevant. We are also proposing that the information disclosed will need to be
easy to understand in the context of other information about the firm, such as by
including relevant cross-references and by disclosing in a consistent way from year to
year. Where this isn't possible, for example if the firm changes from disclosing on an
individual to consolidated basis, the firm would need to clearly note this.
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We are proposing that firms will publish their disclosures annually, alongside their
annual financial statements (or annual solvency statement, for some types of firm).
They should also consider updating their disclosures more frequently than this if
their business undergoes a significant change that could affect the content of their
disclosures, for example due to a material change to the business model, a merger or
acquisition.

Risk management

We propose that non-SNI firms, and SNI firms which issue AT1 instruments, disclose
their risk management objectives and policies for the categories of risk addressed by:

o MIFIDPRU 4 (Own funds requirements)
¢ MIFIDPRU 5 (Concentration risk)
e MIFIDPRU 6 (Liquidity)

For each of these areas, we propose that the disclosures include a summary of the
relevant potential for harm posed by the firm's business strategy, and a summary of
the strategies and processes used to manage these categories of risk and how this
helps reduce the potential for harm.

We are not proposing to provide templates for this disclosure of risk management or
to introduce more detailed requirements. This is to provide flexibility in recognition
that risk management objectives and policies will be unique to each firm. However,
examples of information that firms may consider relevant to disclose include:

e asummary of the firm's approach to risk management by reference to their risk
management policies

e details of the firm's risk management structure and operations, including relevant
committees and their responsibilities and the senior management responsible for
each area of risk

o adescription of the relevant principal risks and potential harm and how those risks
are measured and managed

e howthe firm sets its risk appetite

e asummary of how the firm assesses the effectiveness of its risk management
processes

As the ICARA process is the tool firms use to identify and monitor potential harm,
we consider firms may wish to draw on their ICARA process when preparing their risk
management disclosures. However, we are not proposing to require firms to disclose
their ICARA document.

Own funds & own funds requirements

By disclosing the amount and composition of their own funds, firms provide
stakeholders with important information about their financial resilience.

13
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Own funds

We are proposing that firms should disclose a breakdown of the composition of their
own funds, and a reconciliation of this with the capital recorded in the firm's audited
balance sheet. We also propose that there should be a description of the main features
of the own funds instruments issued by the firm. Features of the instruments that
firms may consider relevant to disclose will depend on the instrument, but examples
include:

o typeofinstrument

e amountrecognised in regulatory capital
e perpetuity

e maturity date

e details of any coupons/dividends

e convertibility

We propose to introduce a template for disclosing own funds. This is to provide
consistency and comparability in disclosure. We have designed the template to balance
this with proportionality. The template includes a table for the composition of own
funds, a table for reconciliation with capital in the balance sheet, and a free text section
to describe the main features of the own funds instruments issued by the firm. The
reconciliation table is flexible and firms should add or remove lines as relevant. Figures
should be given in thousands of pounds (GBP k) unless the working currency of the
firmis different, in which case this should be noted in the disclosure.

Own funds requirements

We are proposing that firms disclose their fixed overheads requirement (FOR), their
K-factor requirement (for non-SNls), and a summary of their approach to assessing
the adequacy of their own funds needed to support their ongoing operations. For this
section we are not proposing to require the use of a template.

We are proposing that firms should disclose the amount represented by their FOR. We
are not proposing to require firms to disclose a calculation or breakdown of their FOR.

For the K-factor requirement, we are proposing that firms disclose their total K-factor
splitinto the sum of each of the following groupings, which essentially reflect (1) assets
for which the firm is responsible; (2) execution activity undertaken by the firm; and (3)
its exposure-based risks:

o K-AUM, K-CMH & K-ASA
e K-DTF &K-COH
e K-NPR,K-CMG, K-TCD &K-CON

We are not proposing to require firms to disclose the amount attributed to each
individual K-factor.

As set outin CP21/7 and PS21/9, firms will assess the own funds required for their
ongoing operations and during wind down when assessing their compliance with

the overall financial adequacy rule (OFAR) as part of the ICARA process. We are
proposing to require firms to disclose a summary of their approach to ensuring they
meet this requirement, but we are not proposing that they disclose what the relevant
amounts are. Our expectations for the summary firms provide for this disclosure are
proportionate, in line with the firm's ICARA process.


https://www.fca.org.uk/publication/forms/template-of1-composition-regulatory-own-funds.pdf
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Investment policy

3.33 We are proposing disclosures relating to firms' investment policy for investments
meeting certain criteria. Namely, investments where the shares are traded on a
regulated market and the firm holds more than 5% of the voting rights, unless the
shareholders represented by the firm at the shareholders' meeting do not authorise
the firm to vote on their behalf.

3.34 The proposed items to be disclosed are:

o the proportion of voting rights attached to the shares held directly or indirectly by
the firm, broken down by country or territory

e adescription of voting behaviour in the general meetings of companies the shares
of which are held in accordance with MIFIDPRU 8.7.4R, including:

= anexplanation of the votes
= the ratio of proposals put forward by the company that the firm has approved

e anexplanation of the use of proxy advisor firms
e asummary of the voting guidelines regarding the companies in which the shares
are held, with links to supporting non-confidential documents where available

3.35 We are proposing firms use a standard template for this disclosure. We consider this
will provide a balance between consistency and flexibility. The template is structured
with tables for the proportion of voting rights and the description of voting behaviour,
and free text boxes for the explanation of the use of proxy advisor firms and the
summary of voting guidelines. The description of voting behaviour is primarily
guantitative rather than qualitative, describing the number of votes by characteristics
such as theme, voting method, and number of meetings.

Governance arrangements

3.36 Effective governance arrangements help a firm to achieve its strategic objectives
while also ensuring that risks to the firm, its stakeholders and the wider market are
identified, managed and mitigated.

Oversight of governance arrangements by the management body

3.37 Under SYSC 4.3A.1R, all common platform firms (as defined in our Handbook
Glossary), which includes FCA investment firms, must ensure that the management
body defines, oversees and is accountable for the implementation of governance
arrangements that ensure effective and prudent management of the firm. This
includes the segregation of duties in the organisation and the prevention of conflicts of
interest. The management body must do this in a manner that promotes the integrity
of the market and the interests of clients.

3.38 We propose that all non-SNI firms publish a summary of how they comply with this rule.
In line with the proportionality approach outlined above, non-SNI firms must disclose
information which is appropriate to their size, internal organisation, and the nature,
scope and complexity of their activities.

3.39 Becauseitis a broad, high-level requirement, we are proposing to include a
guidance provision which directs non-SNI firms to the provisions in SYSC about the


https://www.fca.org.uk/publication/forms/ip1-template-proportion-voting-rights.pdf
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responsibilities of the management body and the necessary skills and attributes of the
members. Firms may find it helpful to consider these when deciding what information
on their governance arrangements to disclose.

We consider that general information about a firm's governance arrangements
provides stakeholders with an overview of the way the firmis run and how decisions are
made. It also provides the context for the more specific governance disclosures we are
proposing.

Risk committee

We confirmedin PS21/9 that the largest non-SNIlinvestment firms, as determined
by the thresholds in MIFIDPRU 7.1.4R, will be required to establish risk committees at
individual entity level. These firms will be able to apply to us for a modification of the
rule if they have a group level risk committee which they consider meets the relevant
requirements.

In line with this, we propose that a non-SNlinvestment firm must disclose:

e whetherithas arisk committee

e whetheritis required to establish a risk committee under MIFIDPRU 7.3

o where relevant, whether it has any waiver or modification of the rule requiring a risk
committee

We consider that risk committees are an effective way of identifying, managing

and mitigating the various types of risks which can arise from the activities of an
investment firm. Itis relevant to stakeholders' understanding of the overall governance
of a firm to have information about how its risk appetite is set and its risk strategy
monitored.

Directorships

AllFCA investment firms are currently required by SYSC 4.3A.5R to ensure that
members of the management body do not hold more directorships than is appropriate.
Members of the management body of 'significant IFPRU firms' are also currently
subject to specific limits on the number of directorships they may hold at any one

time (SYSC 4.3A.6R). We are proposing to change the name 'significant IFPRU firm'’

to 'significant SYSC firm’, but this does not change the substantive thresholds that
underpin that term (see Chapter 8).

We propose that all non-SNI firms must disclose the number of separate directorships
held by each member of the management body, broken down into executive and non-
executive directorships. For this purpose, it is not relevant whether the directorship is
held in an entity that pursues a predominantly commercial objective.

We propose that non-SNI firms that are also significant SYSC firms must disclose
whether we have approved any additional directorships beyond the limits which would
usually apply. Such approvals relate to a named individual and are usually given in the
form of a modification of SYSC 4.3A.6R.

The disclosure of directorships aims to provide stakeholders with an indication of the
time commitment to the firm by individual members of the management body, and
whether there may be potential conflicts of interest.
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IFPRU investment firms are currently in scope of the UK CRR, so are already required
to disclose this information. This means our proposal would affect only the remaining
types of firms that will also be non-SNI firms under the IFPR. IFPRU investment

firms that will be SNI firms would no longer be subject to directorship disclosure
requirements.

Diversity policy

In DP21/2: Diversity and inclusion in the financial sector —working together to drive
change (July 2021), we set out our view that for governance arrangements to be
most effective, firms' management bodies need diversity of thought, supported by
demographic characteristics and an inclusive culture. This helps to minimise risks to
safety and soundness from groupthink and enables a better understanding of diverse
customer groups.

As common platform firms, all FCA investment firms are required to putin place a
policy promoting diversity on the management body. This supports the requirement
to engage a broad set of qualities and competences when recruiting members to the
management body (SYSC 4.3A.9R(1) and SYSC 4.3A.10R).

Given increasing awareness of the importance of diversity, we believe it is important
that firms disclose their approach to diversity on the management body. We propose
that non-SNI firms must publish a summary of this policy. It would need to include:

e the objectives of the diversity policy

e anytargetset outinthe policy

o the extent to which the objectives and any targets have been met

* where the objectives or targets have not been met, the reasons and the proposed
actions and timeline to address the shortfall

We did consider looking at this issue as part of our broader work on diversity and
inclusion across the financial sector. But as IFPRU investment firms will no longer
be classified as such from the beginning of the new prudential regime, we would
have to remove the existing disclosure requirement applicable to IFPRU investment
firms in the interim. We think it is important that disclosures continue to be made
uninterrupted.

Remuneration

Public disclosures on remuneration allow stakeholders to assess the extent to which
the remuneration policies and practices of a firm support its strategy, risk profile,
financial stability, culture and desired staff behaviours.

Our proposals aim to strike an appropriate balance between ensuring stakeholders
have sufficient qualitative and quantitative information without requiring investment
firms to disclose commercially or personally sensitive or confidential information. In
formulating the proposals, we have taken into account the Financial Stability Board's
Principles and Standards for Sound Compensation Practices.

We are aware that the diversity of investment firms means direct comparisons
between their remuneration disclosures may not always be possible or helpful to
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stakeholders. Nevertheless, our proposals should contribute to promoting a certain
degree of consistency of disclosures.

Qualitative information disclosures

Approach to remuneration and incentives

We propose that each MIFIDPRU investment firm, including SNI firms, must disclose a
summary of:

e itsapproach to remuneration for all staff

o the objectives of its financial incentives

e the decision-making procedures and governance around the development of its
remuneration policies and practices, including:

= the composition and mandate of the remuneration committee (where one
exists)
= details of any external consultants used

We are also proposing to include a guidance provision to help firms understand the
types of information that could be included in the summary of their approach to
remuneration.

Key characteristics

We propose that all FCA investment firms disclose the key characteristics of their
remuneration policies and practices. They should do so with the objective of providing
sufficient detail to enable external stakeholders to understand the risk profile of the
firm, or assets it manages, and gain an overview of the incentives created by the
remuneration policies and practices.

In line with our approach to proportionality in the MIFIDPRU Remuneration Code, we
propose to require larger investment firms, which pose greater potential risks to their
clients and financial markets, to publicly disclose more design characteristics than
smaller investment firms.

We set out in Table 3 below the minimum disclosures we propose for each of the 3
categories of FCA investment firms.

Table 3: Disclosure of key characteristics of remuneration policies and practices

!:CA investment firms Key characteristic to be disclosed
in scope

The components of remuneration and the categorisation of each as fixed or
AllFCA investment variable

firms A summary of financial and non-financial performance criteria used to assess
the performance of the firm, business units and individuals

The framework and criteria used for ex-ante and ex-post risk adjustment of

remuneration, including descriptions of:
Non-SNI firms

(in addition to
disclosures required

e current and future risks identified
e how these risks are taken into account when adjusting remuneration

e how malus (where relevant) and clawback are applied

by all FCA investment

firms) The policies and criteria applied for awards of guaranteed variable

remuneration

The policies and criteria applied for awards of severance pay
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!:CA investment firms Key characteristic to be disclosed
in scope

The deferral and vesting policy (and, where different depending on category
of material risk taker (MRT), broken down accordingly), including at least:
Largest non-SNI

firms
(in addition to
disclosures required

by all FCA investment
firms and allnon-SNI | * explanation of the rationale for these approaches

e proportion of variable remuneration deferred
e deferral period
e retention period

e vesting schedule

firms) Description of the different forms in which fixed and variable remuneration
are paid (eg cash, share-linked instruments, short or long-termincentive
plans)
Material risk takers

We propose that all non-SNI firms must also disclose the types of staff they have
identified as MRTs. This should include not just the minimum categories set out
in SYSC 19G.5 but also any additional criteria used by the firm to identify further
individuals.

Disclosing this information would help stakeholders to understand which roles within
the investment firm involve activities that have a material impact on the risk profile of
the firm or of the assets it manages.

Ratio between variable and fixed remuneration

In PS21/9, we confirmed that all non-SNI firms must set an appropriate ratio between
the variable and fixed components of total remuneration. In doing so, firms should
consider all potential scenarios and all relevant factors.

We have listened to stakeholders' concerns about any requirement to publicly disclose
the ratio (or ratios) they set. We are not proposing that these must be disclosed.

We consider it is likely that both external stakeholders, such as investors, and
investment firms' own staff would compare the ratios disclosed by firms. Given the
diverse nature of investment firms and the many factors each will need to considerin
settingits ratio or ratios, we do not think that such comparison is meaningful or helpful.

Without full information about these factors and how they have led a firm to set its
ratio or ratios, we believe that disclosure of ratios would raise more gquestions than it
would answer.

Quantitative information disclosures

We propose that FCA investment firms make certain quantitative disclosures about
the remuneration outcomes of their staff. These aim to complement the gqualitative
information disclosures by enabling stakeholders to assess whether the remuneration
policies and practices operate as designed.

Taking a proportionate approach, we propose that the 3 types of FCA investment firms
disclose information in line with their obligations under the MIFIDPRU Remuneration
Code.

We summarise our proposals in Table 4 below.
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Table 4: Disclosure of quantitative information on remuneration

FCA investment
firms in scope

All FCA investment
firms

Quantitative information to be disclosed

Total amount of remuneration awarded to all staff, splitinto:
e fixed remuneration

e variable remuneration

Non-SNI firms

(in addition to
disclosures
required by all FCA
investment firms)

The above amounts to be split into remuneration awarded to:
e senior management

e other MRTs

e other staff

*Total amount of guaranteed variable remuneration awards made to MRTs,
and the number of individuals receiving them

*Total amount of severance payments awarded to MRTs, and the number of
individuals receiving them

*The amount of the highest severance payment awarded to an individual MRT

Largest non-SNI
firms

(in addition to
disclosures
required by all FCA
investment firms
and all non-SNI
firms)

*Total number of MRTs identified

*Information on whether the firm uses the exemption for individuals in SYSC
19G.5.9R, including:

e to which of the provisionsin SYSC 19G.5.9R the exemptionis applied

e total number of MRTs who benefit from an exemption from each of the
provisions

¢ thetotalremuneration of the MRTs who benefit from an exemption, split
into:

fixed remuneration

variable remuneration

*The amounts and forms of variable remuneration awarded to MRTs, split into:
e cash

e shares

e share-linkedinstruments

e other forms of remuneration

with each form of remuneration also splitinto:

e deferred

e non-deferred

*The amount of deferred remuneration awarded to MRTs for previous
performance periods, splitinto:

e the amount due to vestin the financial year in which the disclosure is made

e the amount due to vestin subsequent years

*The amount of deferred remuneration awarded to MRTs that is due to vestin
the financial year, splitinto:

e the amount thatis or will be paid out

e the amount that was due to vest but has been withheld as a result of
performance adjustment

Under our proposals, each of the data items marked * must be splitinto senior management and other MRTs.
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Questions
Q1:

Q2:

Q3:

Do you agree with the proposed scope and process of
disclosure set out in this chapter?

Do you agree with our proposed disclosures on risk
management, own funds, own funds requirements and
investment policy, including the use of templates? If not,
please provide details of what should be disclosed or how
the templates should be amended.

Do you have any specific suggestions on our proposed
disclosures on governance arrangements and on
remuneration?
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Own funds — excess drawings by partners and
members

This chapter is relevant to FCA investment firms and UK parent entities that are partnerships
or limited liability partnerships (LLPs). It covers where partners or members take drawings
from the business that exceed the profits made.

Current GENPRU 2.2.100R requires a BIPRU firm which is a partnership or limited liability
partnership to deduct fromits tier 1 capital the amount by which withdrawals by its partners
or members exceed the profits of that firm. There are some exceptions to this, where the
amount is repaid (eg transfer to another partner or member - see GENPRU 2.2.93R and
2.2.94R).

There is currently no equivalent provision for IFPRU firms because the UK CRR own funds
provisions are directly binding for them. But, as we noted in Chapter 4 of CP 20/24, those
detailed requirements are easier to understand from the perspective of ajoint-stock
company issuing share capital. For example, any interim distribution that exceeds profits
may be expected to lead to a reduction in own funds due to the requirement to deduct a
current year loss from CET1 capital.

However, since the publication of P521/6, it has been suggested that there can be situations
in which excess drawings in a partnership or LLP can be made without being recorded as
aloss. A partnership or LLP may seek to remunerate partners or members by, in effect,
lending them their share of profits in advance of formal allocation. This would result in loans
that will need to be repaid. Once profits are audited/approved, where the profit allocated to
the partner or member is more than the sum of drawings then the partnership or LLP will
deem the loan to have been repaid. But if the sum of drawings exceeds the profit allocation
then only part of their loan is deemed repaid. So, it is possible that excess drawings never
show as aloss or a distribution that would require to be deducted from own funds, (as, for
example, it would where a dividend paid/declared is greater than ajoint-stock firm'’s profits).
Instead, there may be a reductionin the firm's cash that is effectively offset by an asset in
the form of the partner's or member's outstanding loan.

So we propose to address this issue by adding a new point (11) to MIFIDPRU 3.3.6R, to
require an FCA investment firm that is a partnership or LLP to deduct excess drawings by its
partners or members which exceed the profits of the firm. This does not apply to the extent
that the amountis already:

e deducted from the firm's own funds as a loss for the current financial year

o offset by new capital contributions from other partners or members where permitted
under our rules, or

o reflectedin areduction of the firm's own funds that was permitted under articles 77 and
78 of the UK CRR, as applied by MIFIDPRU 3.6.1R.

Q4: Do you agree with our proposal to require excess drawings by
partners or members (of partnerships and LLPs) to be deducted
from CET1 capital, except where the amount is already required
to be deducted or deemed repaid under other MIFIDPRU rules.
If not, please explain your reasons for disagreeing.
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Technical standards

In this chapter we explain how we propose to apply the onshored UK equivalents of EU-
derived Binding Technical Standards (BTS) for which the FCA is listed as a responsible
regulator and that we have identified as relevant under the IFPR. As part of this
process, we have examined the technical standards adopted under the UK versions

of CRR and FICOD. Some of these BTS continue to be relevant under IFPR because
MIFIDPRU applies (with appropriate modifications) certain parts of the UK CRR that are
supplemented by the BTS.

We propose that in most cases firms should apply the onshored BTS, that are relevant
under the IFPR, with specific modifications. These modifications are reflected in the
amendments to MIFDPRU that cross-refer back to the BTS. It is necessary to include
these modifications so that the technical standards provisions are operative in the way
intended after the implementation of the IFPR.

In 2 cases, we depart from this approach as we believe it would make our rules difficult
to follow if there were too many amendments and cross-references back to the
corresponding BTS. So, we propose to use a different approach that copies out the
technical standard provisions (with some modifications) directly into our MIFIDPRU
rules.

We also propose to make certain substantive amendments to MIFIDPRU 2.5 to clarify
how the UK CRR minority interest provisions should work in the context of integrating
Article 34a of the CRR Own funds BTS.

And we propose to introduce a generic MIFIDPRU application form and notification
form —for further information refer to Chapter 10 of this CP. This is as a result of
incorporating technical standards provisions into MIFIDPRU that specify application
and notification requirements. In the future, we may introduce additional bespoke
forms for some or all of these applications or notifications.

Our proposals should be read alongside the changes we have made to MIFIDPRU. We

will consider the approach that we propose to take to apply the technical standards as
we operationalise the IFPR.

Legal status of the BTS

The Treasury laid a Statutory Instrument (SI) under the European Withdrawal Act
(EUWA) giving us responsibility for amending and maintaining EU-derived provisions in
our Handbook and existing EU BTSs which were incorporated into UK law by the EUWA.

Following the expiry of the implementation period in the UK-EU withdrawal agreement,
we and the PRA have been able to make our own changes to the onshored UK
equivalents of the BTS in line with our respective statutory objectives and in respect of
the entities we regulate. These powers were used to delete certain CRD and CRRBTS
and to "split” others into separate FCA and PRA versions under the UK CRR regime.
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As the BTS operate for the purposes of the UK CRR, they will cease to apply under the
IFPR unless they are specifically applied through our new rules. We therefore propose
to use our rule-making powers under FSMA to preserve the effect of relevant BTSs for
the purposes of the IFPR with deemed modifications where appropriate. This is similar
to the approach that we have taken to applying certain parts of the UK CRR, with
appropriate modifications, under our MIFIDPRU rules.

Our approach to the proposed changes

We consider that the list of BTS in Table 5 are the relevant onshored BTS for the
purposes of IFPR implementation. (This excludes those BTS that were deleted by the
PRA's (EU Exit) CRR (No. 1) Instrument on behalf of both the FCA and the PRA).

Table 5: Onshored BTS that are identified as relevant under the IFPR

EU-derived BTS Linkto UK equivalent BTS Summary title
CRR
241/2014 Onshored 241/2014 RTS on own funds requirements for
—_— institutions
RTS on determining close correspondence
523/2014 Onshored 523/2014 between value of institution's covered bonds
and value of institution’s assets
525/2014 Onshored 525/2014 RTS on definition of market
528/2014 Onshored 528/2014 RTS onnon-delta risk of options in
standardised market risk approach
RTS for assessing materiality of extensions
529/2014 Onshored 529/2014 and changes of IRB Approach and AMA
approach
945/2014 Onshored 945/2014 !TS‘on relevant appropriately diversified
E— indices
2015/2197 Onshored 2015/2197 ITS on closely correlated currencies
5016/101 Onshored 2016/101 RTS on prudent valuation under article
— 105(14)
FICOD
RTS on application of calculation methods of
342/2014 Onshored 342/2014 capital adequacy requirements for financial
conglomerates
RTS specifying definitions and coordinating
2015/2303 Onshored 2015/2303 supplementary supervision of risk
concentration and intra-group transactions

For most of the technical standards that we have identified in this list we propose to
use a general approach that leaves the BTS intact, but to make any changes necessary
to remove provisions that are not relevant under the IFPR. We also propose to correct
provisions so that they function as they should under the IFPR.

There are 2 exceptions where we propose to use a different approach, of incorporating
the technical standards into MIFIDPRU. These are discussed below and relate to the
UK versions of:

o Commission Delegated Regulation (EU) No 241/2014 regarding own fund
reguirements for institutions — CRR Own Funds BTS

e« Commission Delegated Regulation (EU) No 2016/101 regarding prudent valuation
under Article 105(14) — CRR BTS on prudent valuation


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02014R0241-20201223&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_del_2014_241_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0523&qid=1621091487244&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_del_2014_523_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0525&qid=1621091514638&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_del_2014_525_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02014R0528-20160602&qid=1621091760905&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_del_2014_527_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02014R0529-20150709&qid=1621091804934&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_del_2014_529_2015-07-09/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02014R0945-20200219&qid=1621092474507&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2014/reg_impl_2014_945_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02015R2197-20191229&qid=1621092879971&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2015/reg_impl_2015_2197_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02016R0101-20200626&qid=1621092998701&from=EN
https://www.handbook.fca.org.uk/techstandards/CRD/2016/reg_del_2016_101_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0342&qid=1621094008604&from=EN
https://www.handbook.fca.org.uk/techstandards/FICOD/2014/reg_del_2014_342_oj/?view=chapter
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R2303&qid=1621094066001&from=EN
https://www.handbook.fca.org.uk/techstandards/FICOD/2015/reg_del_2015_2303_oj/?view=chapter
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For these 2 BTS, we propose to copy the technical provision out in full (with some
modifications) into 2 annexes in MIFIDPRU. These will form Annex 7R and Annex 8R in
MIFIDPRU 3.

Only a CRD IV or CRR BTS that applies to FCA investment firms under MIFIDPRU

or the IFPR remuneration rules will be relevant from 1 January 2022. We expect to
consider as part of our future work whether the FCA version of each of these BTS
should be repealed entirely or should be retained because it is potentially relevant to
requirements under other legislation.

Own funds associated BTS

The UK version of Commission Delegated Regulation (EU) No 241/2014 regarding
own fund requirements for institutions (CRR Own funds BTS) refers to elements

of own funds requirements of institutions and to deductions from those same
elements of own funds for the application of the UK CRR. This provides additional
rules and guidance that supplement the requirements found in UK CRR relating to the
calculation of own funds.

We propose to copy out the CRR Own funds BTS into MIFIDPRU 3 Annex 7R in full with
some modifications. We also propose to add guidance provisions to MIFIDPRU 3 to tell
firms this annex may be relevant when applying the IFPR rules on own funds.

We propose supplementary provisions in Annex 7R that are relevant for some rules in
MIFIDPRU 3 or UK CRR provisions that are currently cross applied in MIFIDPRU 3.

We propose to delete some technical standards provisions from the CRR Own Funds
BTS where they are no longer applicable or relevant under the IFPR. For example, we
propose to remove all references that consider the maximum distributable amounts
and buffers under the CRD as there is no equivalent under the IFPR.

We also propose to remove provisions where the IFPR already addresses the same
issue in a different way. For example, we propose to remove the provisions in the BTS
that set out the methodology for calculating the fixed overheads requirement. We
have equivalent rules for this purpose in MIFIDPRU 4.5 that are specifically designed for
the IFPR.

We also propose substantive changes to MIFIDPRU 2.5 to clarify how the UK CRR
minority provisions should work in the context of the CRR Own Funds BTS.

We propose to make minor clarifications to the UK version of Commission

Delegated Regulation (EU) No 523/2014 for determining what constitutes the close
correspondence between the value of aninstitution's covered bonds and the value of
the institution’s assets.

Prudent valuation associated BTS

The CRR BTS on prudent valuation describes how institutions subject to the UK CRR
should calculate additional valuation adjustments (AVAs). AVAs need to be deducted
from own funds under Article 34 of the UK CRR. It applies the requirements of Article
105 of UK CRR to all assets measured at fair value, including those not in a trading
book. Article 34 of the UK CRR is applied to FCA investment firms by MIFIDPRU 3.3.1R.
However, we propose to add a new provision, MIFIDPRU 3.3.1AR, that will only require
the application of AVAs to trading book items.
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The corresponding regulatory technical standard on prudent valuation describes 2
methods for calculation of AVAs - the simplified approach and the core approach.
Only firms that fall below a certain threshold for gross trading assets plus liabilities can
take advantage of the simplified approach under the BTS. In the case of the simplified
approach firms would take 0.1% of the gross trading assets plus liabilities as the
corresponding deduction from own funds. Those firms that are not eligible to use the
simplified approach are required to use the core approach. The core approach is far
more complex to calculate but it does have the advantage of being more risk sensitive.

We propose to copy out the simplified approach from the CRR BTS on prudent
valuation into MIFIDPRU 3 Annex 8R. This is consistent with our general objective
to simplify calculations under IFPR. So, we do not propose to carry across the core
approach into MIFIDPRU 3 Annex 8R.

Market risk associated BTS

We propose to make minor changes to the CRR technical standards that relate to
market risk. This is consistent with our general approach of applying the market risk
provisions in the UK CRR to determine the K-NPR requirement. These are the FCA
versions of the following onshored BTS:

«  Commission Delegated Regulation (EU) No 525/2014 regarding the definition of
market in Article 341(3) of UK CRR

«  Commission Delegated Regulation (EU) No 528/2014 regarding the determination
of the non-delta risk of options in the standardised market risk approach

o Commission Delegated Regulation (EU) No 529/2014 for assessing the materiality
of extensions and changes to the Internal Ratings Based (IRB) Approach and the
Advanced Measurement Approach (AMA)

e« Commission Delegated Regulation (EU) No 945/2014 regarding relevant
appropriately diversified indices

o Commission Delegated Regulation (EU) No 2015/2197 regarding closely correlated
currencies

Our proposed changes are not intended to affect the substantive requirements under
these BTS. The existing approach to calculating market risk under the UK CRR will
continue to apply when calculating the K-NPR requirement under IFPR. This reflects
our approach of "freezing" the current market risk rules as at 31 December 2021 for
these purposes, pending our longer term work on reviewing our approach to market
risk.

Other related BTS

We propose to make some minor changes to the technical standards that supplement
the supervision of financial conglomerates in UK FICOD. As explained in Chapter 8

of this CP on consequential changes to the Handbook, this is consistent with our
amendments to GENPRU 3. The proposed changes are to the UK versions of the
following BTS:

o Commission Delegated Regulation (EU) No 342/2014 regarding the application of
calculation methods of capital adequacy requirements for financial conglomerates

o Commission Delegated Regulation (EU) No 2015/2303 specifying definitions and
coordinating supplementary supervision of risk concentration and intra-group
transactions
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We do not think it is necessary to make any amendments to the UK version of
Commission Delegated Regulation (EU) No 604/2014. This sets out the regulatory
technical standards for how firms in scope of CRD must identify their material risk

takers (MRTs). Our new remuneration code in SYSC 19G includes provisions on how

FCA investment firms must identify their MRTs under the IFPR and will replace this BTS.
However, the regulatory technical standards remain relevant for 'run-off’ performance
periods during the initial implementation of the IFPR where certain firms may still need to
apply legacy requirements under the IFPRU Remuneration Code (SYSC 19A).

The UK version of Commission Delegated Regulation (EU) No 2016/2070 sets out the
implementing technical standards for templates, definitions and IT-solutions to be used
by institutions when reporting in accordance with Article 78(2) of CRD IV. It is largely
used for the purposes of reporting on the internal market risk approach. This would only
be relevant if we granted an internal model permission under MIFIDPRU. We propose

to impose separate and specific reporting obligations at that time such a permission

is granted. We consider that this is proportionate and also consistent with our general
approach under IFPR to collecting more targeted and relevant data. So, we do not
propose to apply this onshored BTS under the IFPR.

We do not propose to apply UK version of Commission Delegated Regulation (EU) No
183/2014 with regard to specifying the calculation of specific and general credit risk
adjustments under the IFPR. This BTS sets out the calculation of general and specific
credit risk adjustments for the purposes of expected loss amounts according to Article
159 of UK CRR, but IFPR no longer has specific rules for credit risk.

Q5: Do you agree that we have correctly identified all the
onshored BTS and technical standard provisions that are
relevant under the IFPR? If not, please explain which other
BTS or individual technical standards provisions should be
incorporated into MIFIDPRU.

Qé: Do you agree with our proposed changes to MIFIDPRU and
the additional supplementary provisions in MIFIDPRU 3
Annex 7R that relate to the UK versions of CRR BTS related
to own funds? If not, please explain what changes you would
propose we make to ensure that the relevant technical
standards provisions are operative under the IFPR.

Q7: Do you agree with our proposal to remove the core
approach to determine the AVAs under the BTS for prudent
valuation? If not, please explain any operational reasons why
you would wish to retain the core approach as a method to
determine the AVAs.

Q8: Do you agree with our proposed changes to MIFIDPRU that
relate to the UK versions of the CRR BTS related to market
risk and other related BTS? If not, please explain what
changes you would propose we make to ensure that the
relevant technical standards provisions are operative under
the IFPR.

Q9: Do you have any other comments on the content of this
chapter?
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Depositaries

This chapter covers our proposed capital requirements for FCA investment firms that
have a Part 4A permission to act as a depositary for various types of investment fund.

Our current capital rules for depositaries that are MiFID investment firms are set out in
the Investment Funds sourcebook (FUND) and Collective Investment Schemes (COLL)
modules of our Handbook and vary according to the type of fund. Some are addressed
to the depositary firm, while others are addressed to a collective portfolio management
firm seeking to appoint a depositary for the funds that it manages. So management
firms should also take note of these changes. The current rules make use of various
requirements from the UK CRR and our associated IFPRU rules that will no longer apply
to FCAinvestment firms. So the current capital rules for depositaries need amending
and bringing under MIFIDPRU, to reflect the fact that under the IFPR FCA investment
firms will be subject to MIFIDPRU (and not UK CRR).

As we explained in paragraph 14.6 of CP21/7, FUND 3.11.10R currently requires an
investment firm to be a 'full-scope' IFPRU investment firm before it can meet the
eligibility criteria to be a depositary for certain types of alternative investment fund
(AIF). This generally restricts eligibility to firms that deal on own account. We do not
believe that this is needed under MIFIDPRU and as 'full-scope’ IFPRU investment

firms will no longer exist under the new prudential regime we propose to remove this
requirement. We propose to allow other types of FCA investment firms to apply for Part
4A permission to act as a depositary, so long as they also provide the MiFID ancillary
service of safe-keeping and administration of financial instruments.

Where an FCA investment firm is appointed to act as the depositary of a UCITS scheme
or an authorised AlF, we propose to continue to apply a current minimum own funds
requirement of £4 million. We are simply proposing to move this obligation from FUND
and COLL into MIFIDPRU 4.4.5R, where it will be expressed as an alternative permanent
minimum capital requirement (PMR) under the IFPR.

Where an FCA investment firm is appointed to act as a depositary of an unauthorised
AlF and is currently subject to a minimum own funds requirement of EUR 730,000, we
propose to increase this to £750,000 for consistency with relevant IFPR changes. Again,
we propose to express this as its PMR under the IFPR in MIFIDPRU 4.4.1R.

To reflect the above we propose to update our reporting guidance for the MIFOO1 form
to cater for the option of a PMR of £4 million where an FCA investment firm acts as a
depositary and MIFIDPRU 4.4.5R applies.

As depositaries that are MIFIDPRU investment firms will no longer be subject to the

UK CRR, we do not consider that it is appropriate to expect them to comply with the
operational risk requirement calculated in accordance with articles 315 or 317 of the UK
CRR. We therefore propose to delete COLL 6.6A.8R (3)(a)(i).

Instead, reflecting the overall approach of the IFPR, we will expect them to consider
the potential for harm arising from their depositary activities as part of their ICARA
process (under MIFIDPRU 7). We propose to add a new example in MIFIDPRU 7.6.8G
(4) to address the scenario where an FCA investment firm is appointed a depositary.
The K-CMH and K-ASA requirements in MIFIDPRU 4 apply only to MiFID business, and
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therefore do not apply to a firm's activities as a depositary. However, we propose that
a firm may have regard to the general methodology for calculating the K-CMH and
K-ASA requirements when carrying out the assessment in MIFIDPRU 7.6.3R for its
activities as a depositary.

We consider that FCA investment firms that act as depositaries are, by the very nature
of their activities, interconnected to other financial institutions. As a result, we propose
(by adding to MIFIDPRU 1.2.9R) that an FCA investment firm that is appointed to act

as a depositary cannot be an SNI firm. Unless it only acts as a depositary under the
'private equity’ depositary derogation (see below) in recognition of the different degree
of risk implied by the characteristics of the relevant closed end funds.

We do not propose to make any substantive changes to the ‘private equity’ depositary
derogationin FUND 3.11.12R to 3.11.15G. Both MiFID and non-MiFID firms will continue
to be able to act as depositaries under this derogation. We are only proposing to clarify
that if a depositary that falls within these provisions is also a MIFIDPRU investment
firm, it will also be subject to the prudential requirements in MIFIDPRU, as will any other
FCA investment firm.

Q10: Do you agree with our proposals for FCA investment firms
that act as depositaries for funds? If not, how could we
change them?
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Our approach to the UK resolution regime

Overview

Currently investment firms with an initial capital requirement of €730,000 are subject
to the UK resolution regime, along with banks and building societies. This reflects the
amendment of the UK resolution regime in 2014 to transpose EU Directive 2014/59/
EU establishing a framework for recovery and resolution (commonly referred to as
the Bank Recovery and Resolution Directive (BRRD). However, the introduction of the
IFPR and the changes to capital requirements for FCA investment firms provided an
opportunity for the scope of the UK resolution regime to be reviewed.

In June, the Treasury announced in consultation with the FCA, the Prudential
Regulation Authority (PRA) and the Bank of England that it will remove FCA investment
firms from the scope of the UK resolution regime. The Treasury originally consulted on
the application of the UK resolution regime to FCA investment firms in February.

We are proposing to amend our Handbook to reflect this change.

Background

FCA investment firms currently within scope of the UK resolution regime are subject
to the requirements of the Resolvability Assessment Framework, as well as their own
funds requirements.

Each year the Bank of England reviews its preferred resolution strategy for firms in
scope of this regime. It's preferred resolution strategy for FCA investment firms within
scope has always been and remains insolvency.

Following its announcement, we expect the Treasury to amend the Banking Act 2009
to carve out FCA investment firms from the scope of the UK resolution regime at the

same time as the required amendments to the statute book to account for statutory

changes from the introduction of the IFPR. If investment firms become systemic they
can be designated by the PRA and brought back into scope.

As setoutinPS21/9, our rules in MIFIDPRU 7 introduce a requirement for FCA
investment firms to consider recovery planning as an integrated feature of their risk
management as part of their ICARA process. We are also introducing a wind-down
regime for all FCA investment firms.

If the Treasury hadn't decided to remove FCA investment firms from the scope of the
UK resolution regime, the number of these firms within its scope will have increased.
This is due to the greater number of firms that would have to hold the higher level of
initial capital requirement under IFPR, which currently triggers the application of the UK
resolution regime. Any FCA investment firms in scope would then have been required
to comply with overlapping requirements of both the IFPR and the UK resolution
regime for recovery and wind-down planning.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/995628/OFFICAL_-_MARKET_SENSITIVE_Prudential_Consultation_Updated_220621.pdf
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To avoid this, we supported the Treasury's decision to remove FCA investment firms
from the scope of the UK resolution regime. We consider that such an ongoing overlap
would place an unnecessary resource burden on investment firms, the FCA and

the Bank of England. This would particularly be the case for those firms that would
have come under it for the first time due to the wider scope of the relevant IFPR
requirement.

Updating our rules

We need to amend our rules to facilitate the Treasury's removal of FCA 730k
investment firms from the UK resolution regime. To do so we propose to delete IFPRU
11, which implemented certain BRRD requirements for FCA investment firms. And to
make consequential amendments to ensure that our rules elsewhere in the Handbook
(eg SUP 16) are consistent with the updated regulatory landscape.

FCA-regulated 730k investment firms will still be subject to our existing rules,
legislation and processes to facilitate their orderly wind-down, the Investment
Bank Special Administration Regime (IBSAR), and the new IFPR rules following its
introduction.

Q11: Do you agree with the proposed amendments to our rules
that reflect the removal of FCA investment firms from the
scope of the UK resolution regime?
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Consequential changes to the Handbook

In CP 20/7 we set out how MIFIDPRU is intended to interact with other prudential
sourcebooks in our Handbook. In this chapter, we cover the remaining IFPR
consequential changes we are proposing to make to Handbook modules (eg
sourcebooks and Handbook Guides) and the remaining consequential changes to our
Handbook Glossary. It will be relevant to all FCA investment firms.

We propose conseqguential changes to the Handbook Glossary and the following non-
prudential modules:

e SYSC - Senior Management Arrangements, Systems and Controls
e COCON -Code of Conduct

o GEN-General Provisions

o FEES-FeesManual

e MAR-Market Conduct

e SUP - Supervision

e CONC-Consumer Credit sourcebook

o RCB-Reqgulated Covered Bonds

e EMPS —Energy Market Participants

e OMPS - Oil Market Participants

e PERG - Perimeter Guidance Manual

e WDPG - The Wind-down Planning Guide

We also explain our proposed consequential changes to GENPRU 3 (Cross sector
groups) in this chapter.

Our overall approach

Our overall approach in this CP to other modules of our Handbook affected by the
introduction of MIFIDPRU is to propose only the consequential amendments that are
needed to:

e delete provisions that are no longer required
e ensure that the interactions between them and MIFIDPRU work in practice

For example, there will no longer be a need for provisions that refer to various
categories of MiFID investment firm (eg 'BIPRU firm’), as the IFPR will apply to all MiFID
investment firms prudentially regulated by us.

We have not generally proposed material changes in underlying policy to the contents
of other modules. However, we have made small policy changes where necessary to
reflect the overarching policy objectives of streamlining and simplifying the regulatory
requirements that currently differentiate between the various existing prudential
categories of FCA investment firm.
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General approach to cross-references

Where appropriate, we have updated cross-references so that they refer to MIFIDPRU
or SYSC 19G, instead of sourcebooks or chapters that are being deleted. For example,
various references to the IFPRU Remuneration Code in SYSC 19A and the BIPRU
Remuneration Code in SYSC 19C have been deleted or replaced with references to the
MIFIDPRU Remuneration Code in SYSC 19G.

For some provisions however, there is no direct corresponding provision we can refer
to in MIFIDPRU. So, to avoid making material changes to the underlying policy, we have
either copied out the underlying material being cross-referred to, or we have fixed

the cross-reference in time to the day before the IFPR is implemented. For example,
our Regulated Covered Bonds sourcebook (RCB) currently cross-refers to BIPRU

12.7 to help define what counts as a liquid asset under the regulated covered bonds
regulations. As the new concepts of core liquid assets and non-core liquid assets that
we are introducing in MIFIDPRU do not map directly onto BIPRU 12.7, we have amended
the cross-reference in RCB so that it refers to BIPRU as it applied on the day before
MIFIDPRU comes into force. This is intended to maintain the existing effect of the
provision.

In the rest of this chapter, we explain the key consequential amendments for different
modules including any key accompanying changes to the Glossary. We have made
considerable changes to the Glossary, although largely just to remove 80 pages of
glossary definitions which will no longer be necessary once we delete IFPRU and
BIPRU. The new regime will be much less reliant on significant amounts of glossary
material, and therefore easier for firms to navigate.

Senior Management Arrangements, Systems and Controls
(SYSC)

We propose to make a number of changes to SYSC that are consistent with the general
approach we described at the beginning of this chapter. These include consequential
amendments to SYSC 12 on group risk systems and controls.

Significant IFPRU firms
The Glossary term 'significant IFPRU firm' refers to the definition in IFPRU 1.2.3R.
Because we are deleting the entire IFPRU sourcebook, we propose to:

e move the provisions on the definition and purpose of ‘significant IFPRU firm"in
IFPRU 1.2to SYSC 1.5

e rename the term ‘significant SYSC firm'

e amend the Glossary accordingly

We are not proposing to make any substantive changes to the definition itself. This
would go beyond what is necessary to ensure the operability of the new MIFIDPRU
sourcebook. The same substantive definitions and thresholds will continue to be used.
This means a firm that is currently a significant IFPRU firm would also be a significant
SYSC firm.

We confirmed in PS21/9 that the largest non-SNI firms will be required to establish risk,
remuneration and nomination committees (MIFIDPRU 7.3). This means that the term
33
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'significant SYSC firm' will not be relevant in determining which MIFIDPRU investment
firms must establish these committees.

However, the term will continue to be relevant for FCA investment firms in determining
whether a firm:

e isan'enhanced scope SMCR firm' for the purposes of the senior managers and
certification regime (SM&CR)

e s subjectto the limits on the number of directorships the members of its
management body may hold (SYSC 4.3A.6R)

We propose to provide clarity on this in new guidance provisionsin SYSC 1.5.

The term will also continue to be relevant for firms that are not MIFIDPRU investment
firms, for example MiFID optional exemption firms (to whom SYSC 1 Annex 1 3.2DR
applies) or other types of common platform firm subject to SYSC 4.3A.

Management body and collective portfolio management investment
(CPMI) firms

SYSC 4.3A contains provisions on the roles and composition of the management body
and nomination committee. Most of these provisions currently apply to all common
platform firms, except that they do not apply to collective portfolio management
investment (CPMI) firms which are subject to BIPRU (see SYSC 1 Annex 1, Table A).

We confirmed in PS21/9 that we will update the definition of common platform
firm to refer to all MIFIDPRU investment firms, instead of referring to the various
existing categories of FCA investment firm. In line with this, we propose to delete
the exemptions from SYSC 4.3A for BIPRU CPMI firms. This approach also meets
our overarching policy objectives of streamlining and simplifying the regulatory
requirements applicable to different types of FCA investment firms.

This would mean that BIPRU CPMI firms would need to comply with some high-level
requirements aimed at ensuring good governance. In summary, these:

o setouttherole of the management body

e require that the chair of the management body is not also the chief executive of
the firm

e require the members of the management body to have appropriate knowledge,
skills, experience, time and independence of mind

e require adequate resources to be devoted to training of members of the
management body

e require that members of the management body do not hold more directorships
thanis appropriate

o setouttherole of the nomination committee (if the firm has one)

e requires the firm to put in place a policy promoting diversity on the management
body

Governance rules applicable to CRR firms
We are proposing to amend the Glossary term 'CRR firm' to reflect the fact that IFPRU
investment firms will no longer be subject to the UK CRR. Only banks, building societies
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and PRA-designated investment firms will be subject to the revised UK CRR once the
amendmentsin the FS Act take effect on 1 January 2022.

A small number of provisions in SYSC currently apply to some or all CRR firms. These
cover the governance of risk management (SYSC 7.1.17 to 7.1.23) and the publication of
information on a firm's website about how it complies with certain management body
obligations (SYSC 4.3A.11).

The narrower definition of CRR firm would mean that IFPRU investment firms would
no longer be in scope of these provisions. We have considered whether and how to
apply these provisions to FCA investment firms. Our proposals can be put into 3 broad
categories. These are provisions:

o tobereplicated in MIFIDPRU 7 and applied to some or all FCA investment firms
e which are already covered by our other rules or draft rules in the MIFIDPRU

sourcebook

o we donot propose to apply to FCA investment firms

We set outin Table 6 below the provisions we propose to apply to the new categories
of FCAinvestment firms.

Table 6: Governance provisions applicable to CRR firms

Requirement

Responsibility
and involvement

Current
application

Current location

Proposed
application

Proposed
location

of management CRR firms SYSC7.1.17 _AH MlFlDPRU_ MIFIDPRU 7.2.3
o investment firms

body inrisk
management

CRR firms that are Largest non-SNI firms must establish
Risk committees significant IFPRU SYSC71.18 risk committees, see MIFIDPRU 7.3 and

firms PS21/9
Provision of
information on risk
to management CRR firms SYSC7.1.19 AH MlFlDPRU. MIFIDPRU 7.2.4

: investment firms
body and risk
committee
Role of risk
comm|tteg|n CRR flr.mSWIth risk SYSC 71.20 I_'argest non-SNI MIFIDPRU
remunerationand | committees firms 7.3.1(5A)
incentives
) CRRfirms with a Non-SNI firms with

Role oftherisk risk management arisk management
management functionunder Art. | 0 'oC 71-2Land g ionunder Art. | MIFIDPRU 7.2A

functionandits
head

23 of UK version of
the MiFID Org Reg

7.1.22

23 of UK version of
the MiFID Org Reg

Publication on
website of how
firm complies with
management body
obligationsin SYSC
4.3A

CRR firms

SYSC4.3A.11

Some aspects are includedin our
proposals on public disclosure
of information on governance
arrangements, see Chapter 3.

All the current provisions that apply to CRR firms would also remain in SYSC and
continue to apply to banks, building societies and PRA-designated investment firms.
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Risk management and control

We propose to amend or remove those aspects of risk management and control which
are relevant for investment firms set out in SYSC. This is because this material has
already been consulted onin MIFIDPRU 7. This includes the deletion of SYSC 20 on
reverse stress testing.

Certification functions and the MIFIDPRU Remuneration Code
SYSC 27.8.15 shows which types of employees are considered to hold an FCA
certification function for different types of SM&CR firm. These include MRTs of all
firms subject to the IFPRU and BIPRU Remuneration Codes.

In line with our general approach set out at the beginning of this chapter, we propose
to replace these with a reference to MRTs of non-SNI firms subject to the MIFIDPRU
Remuneration Code. However, this would not include MRTs of overseas investment
firms because the MIFIDPRU Remuneration Code will not apply to overseas firms.

To ensure that the scope of employees considered to hold an FCA certification
function remains unchanged, we propose to include not only MRTs of non-SNI firms
subject to the MIFIDPRU Remuneration Code but also those employees of overseas
SM&CR firms who would be MRTs if the firm was a UK SM&CR firm.

Dual-regulated firms Remuneration Code

We propose 4 minor amendments to the Dual-regulated firms Remuneration Code
(SYSC 19D). These are needed to reflect changes to and deletions of certain terms
from the Glossary, and to reflect proposed changes to the UK CRR as it applies to firms
in scope of the Dual-regulated firms Remuneration Code.

Code of Conduct (COCON)

We propose making 1 amendment to COCON 4.12.16G to update the references to
the remuneration codes in SYSC.

General Provisions (GEN)

We propose to amend GEN 2.2.30R to remove references to BIPRU and IFPRU, and
2.2.31G to remove references to IPRU(INV).

Fees Manual (FEES)

In line with the overall approach to consequential changes, we propose to delete FEES
3 Annex 6 and FEES 3 Annex 6A. These annexes set out the fees payable by BIPRU and
IFPRU firms for a permission or guidance in connection with the BCD, CAD and/or UK
CRR. These permissions and types of investment firm will not exist under the IFPR.
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Market Conduct (MAR)

We propose to amend MAR 5A.3.8G to remove references to the IFPRU prudential
categories in PERG as these categories will no longer exist.

The Supervision Manual (SUP)

We propose to amend the Supervision Manual (SUP) for cross-references to GENPRU,
BIPRU, IFPRU, IPRU(INV) Chapter 9 and the CRD and UK CRR in line with the general
approach to cross-references outlined at the start of this chapter. We have replaced
these with references to MIFIDPRU where relevant and without changing any policy
intent.

We propose to remove the Prudent Valuation regulatory reporting template in SUP
16.16 and associated guidance. Only FCA investment firms with a trading book will
now apply the prudent valuation adjustment to own funds, and we do not believe it is
necessary to require them to regularly report this data.

We also propose to remove reporting requirements associated with other substantive
changes to regulatory requirements (eg the removal of FCA investment firms from the
UK resolution regime, as outlined in Chapter 7).

We are proposing to update the references in SUP 10C.5A.10 that deal with the chair
of the remuneration committee function. This will remove references to remuneration
codes that will no longer exist and will add a reference to MIFIDPRU.

Our near-final rules in our first 2 policy statements introduced new reporting
requirements for FCA investment firms. These replaced a number of existing
prudential reports under SUP 16.12 and that section of the Handbook will therefore

be substantially amended from 1 January 2022. To avoid any uncertainty about how
reporting obligations apply during the transition to IFPR, we are proposing to introduce
a short transitional provision in MIFIDPRU TP 11. This clarifies that where an existing
prudential report under SUP 16.12 has a reporting reference date falling before 1
January 2022, but a submission date falling on or after 1 January 2022, the firm must
still submit that report in accordance with the requirements of the pre-1 January 2022
rulesin SUP 16.12.

Consumer Credit sourcebook (CONC)

We propose to amend CONC 2.11.2R to update the references to the remuneration
codes.

Regulated Covered Bonds (RCB)

We propose to delete RCB 1.1.6G as it refers to reduced risk weights as set out in
Article 129 of the UK CRR. These are no longer relevant for FCA investment firms.
We also propose to amend RCB 2.3.20G to freeze the eligibility requirement for liquid
assetsin the RCB Regulations.
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Energy Market Participants and Oil Market Participants

We propose to update both Handbook Guides for energy market participants (EMPs)
and oil market participants (OMPs). This is to reflect the fact that BIPRU and IFPRU are
being deleted, that the categories of 'exempt IFPRU commodities firm' and 'exempt
BIPRU commodities firm' will no longer exist, and to clarify that a MiFID investment firm
canno longer be an energy market participant (EMP) or an oil market participant (OMP).

As proposed in CP20/24, the IFPR will apply to any MiFID investment firm we authorise
and regulate, including those that currently meet the definitions of an EMP or an

OMP. Any FCA investment firms conducting MiFID business that currently meet the
definitions or an EMP or an OMP should consider the range of prudential requirements
that will now apply to them under the IFPR. In addition, as a result of these changes:

o the guidance on exemptions from SUP 3 (Auditors) in SUP 3.1.1AG will no longer
cover such firms, and

o these firms, when dealing as principal, will no longer be in the A.13 activity group for
periodic fees. Instead, their periodic fees will be determined in common with other
MiFID investment firms that deal as principal under activity group A.10.

The Perimeter Guidance Manual (PERG)

We propose to make consequential amendments to PERG, largely to delete the
sections that explain how the CRR and the UK implementation of the CRD applied to
FCA investment firms. FCA investment firms will no longer be in scope of the CRR/
CRD. We are not otherwise proposing amendments to the perimeter guidance in
PERG.

The Wind-down Planning Guide (WDPGQG)

We propose some minor amendments to the WDPG to take account of the removal
of FCA investment firms from scope of the Recovery and Resolution Directive. See
Chapter 8 of this CP for more details.

General Prudential Sourcebook — Cross Sector Groups (GENPRU
Chapter 3)

Consistent with our overall approach described above, we propose consequential
amendments (including cross-references) to Chapter 3 of our General Prudential
Sourcebook (GENPRU) as a result of IFPR. Chapter 3 of GENPRU deals with cross
sector groups or financial conglomerates.

We have proposed amendments to the definitions (eg the introduction of 'MIFIDPRU
investment services sector’) to reflect the fact that FCA investment firms will

now be subject to the prudential requirements of MIFIDPRU (and not UK CRR).

This also affects how to apply Method 1 (accounting consolidation) and Method 2
(deduction and aggregation) for calculating capital adequacy at the level of a financial
conglomerate.
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8.47 Table 7 shows the different financial sectors that we propose can now make up a
financial conglomerate under our amendments to GENPRU 3.

Table 7: Sectors comprising a financial conglomerate

Financial Conglomerate

comprising: Insurance Sector Banking and Investment Services Sector
. . Banki .
comprising: nxing Investment Services Sector
Sector

MIFIDPRU

comprisina: Investment CRR Investment

P g: Services Services Sector

Sector

8.48 Our proposals clarify the provision in paragraph 6.2 of the table in the Annex to
GENPRU 3 for determining the solo capital resources requirement of an undertaking
in the banking sector or the investment services sector to be used when Method
2 is applied. This will be the relevant UK prudential requirements that apply to that
undertaking on a solo basis.

8.49 We also propose to amend GENPRU 3.1.36R to clarify which are the applicable sectoral
rules to address both risk concentration and intra-group transactions, for the banking
sector and for the investment services sector.

8.50 In GENPRU 3.1.39R (3) and (4) we propose changes to the rules on apportioning
collective portfolio management (CPM) firms to a financial sector. Where no choice
has been notified to us, a CPM firm must be allocated to the MIFIDPRU investment
services sector. In point (5) of that rule we also propose to clarify that a CPMI firm must
be allocated to the MIFIDPRU investment services sector.

8.51 Consistent with our amendments to GENPRU 3, we also propose some minor
clarifications to the 2 sets of technical standards that supplement the supervision of
financial conglomerates —the UK versions of Commission Delegated Regulations (EU)
No 342/2014 and No 2015/2303.

Qi2: Do you agree with our proposals for consequential
changes to the non-prudential modules covered in
this consultation? If not, please state which specific
provisions and provide reasons why you disagree.

Q13: Have you identified any other cross-references where
a further consequential amendment could be needed to
ensure the relevant provision still operates once IFPRis
implemented? If so, please provide details.
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Our approach to Enforcement

Introduction

This chapter deals with our approach to the enforcement of the IFPR (both the
requirements set out in the new Part 9C FSMA and the rules that we make to
implement the IFPR).

Most firms that the IFPR will apply to are already authorised firms and will be familiar
with our regulatory framework. In summary, FSMA sets out our enforcement powers,
and our enforcement approachis set out in three key documents, our Approach to
Enforcement, our Enforcement Guide (EG) and our Decision Procedure and Penalties

Manual (DEPP).

Our Approach to Enforcement explains how we identify harm and how we diagnose
harm through opening an investigation where we suspect serious misconduct may
have occurred, and the sanctions and remedies available to us.

EG sets outin more detail our powers to appoint investigators and how we use our
powers of investigation, gather information and conduct an investigation. It also sets
out our approach to imposing financial penalties and other disciplinary sanctions,
varying or cancelling permissions, and imposing requirements on firms. EG explains
our approach to using our power to impose a prohibition order on an individual — a
prohibition order may prevent an individual from performing any functionin relation to
regulated activities or restrict the functions which they may perform.

DEPP sets out our policy and decision-making procedure for giving statutory notices.
These are warning notices, decision notices and supervisory notices, and they set out
our reasons for proposing and deciding to take action. DEPP sets out the framework
we use to decide whether to impose a financial penalty, and how we calculate the
appropriate amount of the penalty. DEPP also sets out our policy onimposing
suspensions, restrictions and prohibition orders. Inimposing disciplinary sanctions,
DEPP sets that we will use our Regulatory Decisions Committee (RDC) and gives
further details as to how that process works.

We intend to apply our existing approach to investigations and imposition of sanctions
to any breaches of the IFPR. We need to make minor amendments to the Handbook's
Decision Procedure and Penalties manual (DEPP) and the Enforcement Guide (EG) to
reflect the additional powers given to us, and these are set out below.

Summary of proposals

Key changes made by the FS Act gave us new supervisory, investigative and disciplinary
powers over non-authorised parent undertakings. These disciplinary powers will
enable us to investigate and impose disciplinary sanctions on non-authorised parent
undertakings and persons knowingly concerned in a breach by the parent undertaking.
The FS Act further extended our power to impose requirements on non-authorised


https://www.fca.org.uk/publication/corporate/our-approach-enforcement-final-report-feedback-statement.pdf
https://www.fca.org.uk/publication/corporate/our-approach-enforcement-final-report-feedback-statement.pdf
http://www.handbook.fca.org.uk/handbook/EG/
http://www.handbook.fca.org.uk/handbook/DEPP
http://www.handbook.fca.org.uk/handbook/DEPP
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parent undertakings, and to impose a prohibition order on an individual. It also provided
that breach of such a prohibition order is a criminal offence.

In particular, we have investigative and disciplinary powers for breaches of:

e aprovision of Part 9C rules

e arequirementimposed under section 143K on non-authorised parent
undertakings

e Section 143R, which imposes requirements on a non-authorised parent
undertaking of an FCA investment firm to take reasonable care to ensure that
members of its management body are of sufficiently good repute and possess
sufficient knowledge, skills and experience to perform their duties effectively.

o Section 143S5(6), which requires a non-authorised parent undertaking of an FCA
investment firm to take reasonable care to ensure that its functions are not
performed by a person prohibited from doing so by a Part 9C prohibition order

Our disciplinary powers under section 143W FSMA enable us to impose a financial
penalty and/or a public censure on a non-authorised parent undertaking of an FCA
investment firm or on a person that has been knowingly concerned in a contravention
by the non-authorised parent undertaking.

In addition, we have the power to impose a restriction on the exercise by a person of
functions of an FCA investment firm or a parent undertaking of an FCA investment
firm. Such restrictions can be applied to a member of the management body of the
non-authorised parent undertaking or a person who is an employee of the non-
authorised parent undertaking who was, at any time, knowingly concerned in such
contravention.

We also have the power to impose a requirement on a non-authorised parent
undertaking of an FCA investment firm (section 143K FSMA) and a Part 9C prohibition
order (section 143S FSMA) prohibiting an individual from performing a function in
relation to an activity carried on by a non-authorised parent undertaking of an FCA
investment firm. Section 143V also makes it a criminal offence to breach a Part 9C
prohibition order.

Proposed changes to DEPP and EG

Changes to DEPP

Section 143M FSMA describes the procedure for imposing or varying a requirement

on a non-authorised parent undertaking, on the application of the parent undertaking.
Section 1430 describes the procedure for imposing or varying a requirement on a non-
authorised parent undertaking on the FCA's own initiative.

We propose to amend DEPP 2 Annexes 1 and 2 to set out the decision-making
procedure for:

o Determining when to impose or vary a requirement under section 143K(2) on the
application of the non-authorised parent undertaking. We will take the decision to
grant the application to impose or vary a requirement using Executive procedures.
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o Proposing or deciding to impose or vary a requirement under section 143K(2) at
the FCA's own initiative. We will take the decision to impose or vary a requirement at
the FCA's own initiative using Executive procedures.

o Deciding not to rescind or vary an existing requirement at the FCA's own initiative.
We will take the decision not to rescind or vary a requirement at the FCA's own
initiative using Executive procedures

Section 143T FSMA sets out the procedure for making Part 9C prohibition orders. We
propose to amend DEPP 2 Annexes 1 and 2 to set out the decision-making procedure
for:

e Determining when to make a Part 9C prohibition order. We will take the decision to
impose a prohibition order under the RDC procedure in contested cases.

e Determining whether to vary or cancel a Part 9C prohibition order. We will take the
decision to grant the application for a variation or revocation of a prohibition order
using Executive procedures. Where we propose or decide to refuse the application
to vary or revoke the prohibition order, we will use our RDC procedure.

Section 143X FSMA sets out the procedure that the FCA must follow for disciplinary
measures under Part 9C. We propose to amend DEPP 2 Annexes 1 and 2 to set out the
decision-making procedure for:

o Determining when to impose a financial penalty.

o Determining when to publish a statement of misconduct on a non-authorised
parent undertaking or a person knowingly concerned in a breach by the non-
authorised parent undertaking.

e Determining when to impose a restriction on the exercise by a person of functions
of an FCA investment firm or a parent undertaking of an FCA investment firm.

o Determining whether to vary or cancel a restriction.

We propose to amend DEPP to apply our RDC procedure in relation to the above
decision.

Applying the penalty policy

Section 143W FSMA gives us the power to impose a financial penalty for breaches of a
provision of Part 9C rules, a requirement imposed under section 143K, a contravention
of section 143R or section 1435(6) on non-authorised parent undertakings or persons
knowingly concerned in breaches by the non-authorised parent undertaking. Section
143Y requires us to issue a statement of policy with respect to the imposition of
penalties under section 143W and the amount of penalties. It also requires us to
consider several factors when deciding the amount of a penalty.

We consider that the factors set out in section 143Y(2) are compatible with our existing
penalty policy. We do not consider that there are particular circumstances or any
special features that will require us to apply any different policy from that already set
outin DEPP 6.

So, we propose that the relevant decision-makers will apply the existing penalty

policy in DEPP 6 as currently applicable. This involves considering all the relevant
circumstances of the case including those factors set out in section 143Y(2) FSMA. We
propose to make a minor amendment to DEPP 6 to reflect our proposal.
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Changes to EG

Our current approach to the conduct of investigations and sanctions under FSMA is
set outin the chapter 4 and chapter 7 of the Enforcement Guide. We propose to apply
the same approach to non-authorised parent undertakings of FCA investment firms.
We propose to amend EG 7.1.2 to reflect our proposed powers to impose sanctions on
non-authorised parent undertakings of FCA investment firms and persons knowingly
concerned in such contraventions.

Q14: Do you have any comments on our proposed approach to
sanctions set out in paragraphs 9.16 t0 9.18?

Q15: Do you agree with our proposal to apply the same
approach to investigations and sanctions to non-
authorised parent undertakings and persons knowingly
concerned in such contraventions? See paragraph 9.19
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Applications and notifications

In this chapter we set out our proposal for an investment firms group notification
requirement and the associated financial conglomerate form. These will complement
the suite of MIFIDPRU forms we consulted on as part of CP21/7.

We also propose to introduce a generic MIFIDPRU application form and notification
form. This is to cater for any specific application and notification requirements that
arise from the decision to incorporate various technical standards provisions into
MIFIDPRU.

We provide an update on the roll-out of MIFIDPRU applications and notifications
following the opening of the gateway in July 2021. And we explain how we intend to
collect basic information from firms before the new regime start date so we can set
them up on our systems.

Investment firm group and financial conglomerate notification
form

We propose to introduce a formal requirement for FCA investment firms to notify us,
as soon as they become aware, that an investment firm group has been formed or
that there has been a change in the composition of an existing investment firm group.
FCA investment firms must also notify us if they become part of, or cease to be part
of, a financial conglomerate. We need this information for supervisory and systems
purposes, for example to set up the reporting requirements when an investment firm
group is formed.

We have created a bespoke form for FCA investment firms and UK parent entities to
make investment firm group notifications to us. We will place it in an Annex at the end
of MIFIDPRU 2 handbook text. As with other MIFIDPRU notifications and applications,
firms will need to submit their investment firm group notifications via Connect.

We propose that FCA investment firms and UK parent entities also use this form to
notify us when they become, or cease to be, a member of a financial conglomerate
in accordance with the existing requirement under SUP 15.9. We also propose that
firms complete and submit the Classification of groups form (GENPRU 3.1.3G), if
appropriate, with their financial conglomerate notifications.

Firms applying to be authorised under MiFID will be required to confirm if they are

part of an investment firm group, and provide details of the group composition,

as part of the standard MiFID authorisation process. This includes a firm applying

to be authorised under MiFID for the first time, using the variation of permission
(VOP) process. These firms will not have to make a separate investment firm group
notification because their MiFID authorisation application will be treated as such. Only
changes to the composition of the group after authorisation will need to be notified
separately.

In the same way, an FCA investment firm that is part of an investment firm group that
applies to cancelits Part 4a permission will not need to make a separate notification of


https://www.fca.org.uk/publication/forms/mifidpru-2-annex-8r.pdf
https://www.handbook.fca.org.uk/form/genpru/GENPRU_03_ann_03_20160422.pdf

CP21/26
Chapter 10

10.9

10.10

10.11

10.12

10.13

10.14

Financial Conduct Authority
Anew UK prudential regime for MiFID investment firms

aresulting change to the investment firm group. Their cancellation application will be
treated as such.

Firms will not have to notify us using the Connect notification form about investment
firm groups that already exist when the regime goes live. However, so that our data

is up to date, we will be collecting investment firm group data about all existing FCA
investment firms as part of the IFPR set-up questionnaire which we discuss later in this
chapter.

In all other scenarios that result in an investment firm group being formed or changed,
we propose to require FCA investment firms to make a formal notification to us. This
includes where an investment firm group is formed or changed following a recent
change in control within the group. In this case, we expect that firms will have to submit
a change in control notification formin the ordinary way to seek our prior approval.
Then, once the transaction has completed, they will submit a group notification. We
are also reviewing the information our change in control forms ask about prudential
consolidation. A firm will not be required to notify us about information that has
already been notified to us by another firmin its group using the investment firm group
notification form.

Generic MIFIDPRU application and notification forms

We have created a generic MIFIDPRU application form and a notification form. This

is so that firms can apply for permissions and notify us of the events in line with the
additional application and notification requirements arising from the decision to
incorporate some provisions in the binding technical standards (BTSs) into MIFIDPRU.
Please see Chapter 5 of this CP for more details.

These generic forms must only be used for MIFIDPRU permissions and notifications
where no other application or notification form exists. They are intended to be a
temporary measure until bespoke forms are developed.

Roll-out of MIFIDPRU application and notification forms

The gateway for MIFIDPRU applications opened on 26 July 2021 and some MIFIDPRU
permission forms are now available on Connect. These are the types of MIFIDPRU
permissions that firms will need to apply for in advance of MIFIDPRU coming into force.
We will make the remaining application forms and all notification forms available in the
autumn.

We have also created a page on our website about the IFPR. This contains practical
information for firms and further guidance on what we expect of them ahead of the
new regime taking effect. It will contain details of all the MIFIDPRU application and
notification forms and will clearly indicate which ones are already available on Connect.
We will keep this updated so it remains useful and relevant as the implementation of
the new regime progresses.
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IFPR set-up questionnaire

So that we can set up existing FCA investment firms and their groups on our systems
under the new regime, we will be sending out a questionnaire to all affected firms in the
autumn. This will ask for key information, such as:

e expected SNI/non-SNI status,
e investment firm group membership/composition and
o expected |ICARA reporting date

We will provide updates on this questionnaire on our IFPR webpage and as part of the
monthly Regulation Round-up.

Q1e6: Do you agree with our proposal to require FCA
investment firms and UK parent entities to submit a
formal investment firm group notification to the FCA? Do
you have any feedback on the notification form we have
created for that purpose?

Q17: Do you agree with our proposal to introduce a generic
MIFIDPRU application and notification form? Do you have
any feedback on the forms?

Q18: Do you have any other comments on the content of this
chapter?


https://www.fca.org.uk/firms/investment-firms-prudential-regime-ifpr
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Our approach to the Financial Services
Act and compatibility with our duties and
principles

When we consult on new rules, the Financial Services and Markets Act 2000 (FSMA)
requires that we must advance at least 1 of our operational objectives. We are also
required to have regard to the regulatory principles in section 3B of FSMA.

The FS Actreceived Royal Asset in April 2021. The Act amended FSMA to impose
additional duties, new 'have regards to' considerations, and public accountability
requirements we must comply with in our rulemaking for the IFPR. These are set outin
Part 9C of FSMA. The Bill to create the FS Act was passing through Parliament during
our previous two consultations on IFPR. As we set out in those consultations, we
stillintended to meet the new obligations ahead of the Act so that firms would have
enough time to prepare for the introduction of the IFPR. The Act as passed included an
additional have regards to duty in relation to climate change, though it does not apply
to our current rule making.

The new Part 9C of FSMA place a duty on us to make rules for investment firms, using
our existing rulemaking powers, to impose the following prudential requirements:

o thetypesand amounts of capital and liquid assets they must hold

e the management of risks arising from the strength of firms' relationship with, or
exposure to, clients

e regulatory reporting

e governance arrangements

o remuneration policies and practices

e public disclosure

In doing so, we are required to address the risks to:

e consumers arising from FCA investment firms
o theintegrity of the UK financial system arising from FCA investment firms
e which FCA investment firms are exposed

The new Part 9C of FSMA also impose similar obligations to make prudential rules for
authorised parent undertakings of FCA investment firms, and (if we think such rules are
necessary or expedient to advance one of our operational objectives) for unauthorised
parent undertakings of FCA investment firms.

The rules that we make to meet these new duties under FSMA for the IFPR are referred
tointhe Act as 'Part 9C Rules'.

FSMA sets out that, when making or amending these Part 9C Rules, we must have
regard to:

e anyrelevant standards set by an international body
o thellikely effect on the relative standing of the UK as a place for internationally

active investment firms to be based or to carry on activities
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o thetargetinsection 1 of the Climate Change Act 2008 (carbon target for 2050).
However, this does not apply until 2022
e any other matter specified by the Treasury.

These considerations are in addition to our existing statutory objectives, our duty
to have regard to the regulatory principlesin FSMA, and to the importance of taking
action to minimise the extent to which it is possible for a business to be used for a
purpose connected with financial crime. All of which are considered in the context
of the Financial Conduct Authority's new remit letter of 23 March 2021. Unlike these
existing obligations, the new considerations in FSMA only apply to Part 9C rules.

Under the Treasury's remit letter, we should, where relevant and practical, have regard
to the following aspects of the government's economic policy:

e competition

e growth

e competitiveness

e innovation

e trade

e better outcomes for consumers

The IFPR creates a single set of prudential rules for all MiFID investment firms,
consistent with supporting both new entrants and competition among firms. Together
with our proposals on the disclosure of prudential information, this should help
promote confidence in the financial soundness of investment firms among investors,
whichin turn supports growth. The examples in paragraphs 57 to 66 of this chapter (for
the relative standing of the UK) are equally relevant when considering competitiveness
and trade. Whereas the IFPR's risk-based treatment of different business models (eg
our proposals for MiFID investment firms that act as depositaries) should provide more
flexibility to accommodate innovation. And better consumer outcomes are supported
by the IFPR's overall focus on firms identifying and mitigating harm to others.

The Treasury's remit letter also references the government's commitment to
achieving a net-zero economy by 2050. It requires the FCA to have regard to this
consideration- but only where relevant and practical to do so. The scope of this have
regards duty mirrors one in the FS Act that Parliament decided should only apply to
rules made after the 1 January 2022. So, we discussed with the Treasury whether it
was practical for us to have regards to this consideration when making our IFPR rules.
Their view, with which we agree, is that it is not. We would though do so when making
any future rules on ESG disclosures.

The provisions in Part 9C of FSMA require us to consider, and consult the Treasury
on, the likely effect of the rules on relevant equivalence decisions. The Treasury is
responsible for determining what is considered a relevant equivalence decision and
must notify us of these in writing.

The FS Act also sets out new accountability requirements. When we consult on our
draft IFPR rules, we have to explain:

e the provisions included to address the risks set out above
e the ways in which having regard to the above new considerations has affected the

rules

This is in addition to our existing requirements under section 138/ of FSMA.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/972445/CX_Letter_-_FCA_Remit_230321.pdf
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We must publish a summary of the purpose of the rules and explanations and a
statement on the points above when we make our proposed rules. We are also
required to publish a list of the rules we consider Part 9C rules.

How we intend to fulfil our duties

In this chapter we explain how we have considered our new duties. We also provide
examples of how we have applied them and the 'have regards' to the proposals in this
CP.

The nature of the topics covered in this CP mean that there is less material relevant for
this chapter than that covered in CP20/24 and CP21/7, but we have stillhad regard to
our duties and principles in making our proposals. For example, our proposals related
to BTS are a result of making relevant CRR/CRD BTS appropriate for IFPR rather than
introducing new material.

We will publish a summary of the purpose of the complete set of final rules as part of
or shortly following publication of the Policy Statement responding to this CP. We will
also publish explanations of how we have complied with the requirements under this
section. We believe this is appropriate to address any further changes to our proposals
following feedback to the draft rules in this consultation.

We have set out in this CP our draft rules and provisions for FCA investment firms
covering:

e disclosure

o excess drawings from own funds of partnerships and LLPs

e existing BTSs considered relevant to IFPR

e acting as a depositary for certain types of investment funds

o deletion of rules for the Bank recovery and resolution (BRRD) that was
implemented as part of the UK resolution regime

e imposing penalties on non-authorised parent undertakings of FCA investment
firms

o applications and notifications

o other consequential or non-material amendments.

Below we have set out how we believe our proposed rules in this CP comply with our
duties and address the risks.

Disclosure

Disclosures by investment firms must be readily available and understandable to
create transparent markets. So, we propose that firms will have to publicly disclose
certain information annually.

We propose that firms disclose information about their risk management, governance
arrangements, own funds, own funds requirements, remuneration policies and
practices, and investment policy. This is to ensure that stakeholders are able to make
informed decisions.

In most of these areas, the requirements would apply to all non-SNI firms and to SNlis
thatissue AT1 instruments. We also propose that a small number of the remuneration
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disclosures must be made by all SNI firms. The rules for disclosures about investment
policy only apply to larger non-SNI firms. This is determined by the thresholds for
applying the MIFIDPRU 7 committee requirements. We also propose a five-year
exemption for commodity and emission allowance dealers from most of the disclosure
requirements.

These proposals help to address risks to consumers by providing further market-based
transparency on the financial resilience and performance of investment firms with
which they may choose to do business. They also help to address risks to the integrity
of the financial system by helping to drive market discipline to shape the performance
and resilience of investment firms. Our proposals are minimum standards and firms
may choose voluntarily to disclose more.

Excess drawings by partners and members

The own funds provisions of the UK CRR, on which most of our requirements for the
guality of capital in MIFIDPRU are based, are generally easier to understand from the
perspective of a joint-stock company issuing share capital. For example, any interim
distribution that exceeds profits may be expected to lead to a reduction in own funds
due to the requirement to deduct a current year loss from CET1 capital. However,
there may be situations in which excess drawings in a partnership or LLP can be
made without being recorded as a loss. A partnership or LLP may seek to remunerate
partners or members by, in effect, lending them their share of profits in advance of
formal allocation.

So, we propose to require an FCA investment firm that is a partnership or LLP to
deduct excess drawings by its partners or members which exceed the profits of the
firm (where not already reflected in the amount of own funds of the firm).

This proposal should help ensure that FCA investment firms that are established as
partnerships and LLPs are not treated any differently from firms that are established
as joint stock companies. It will help ensure that they have sufficient own funds both
to wind down in an orderly manner and to make any required redress to consumers for
conduct-relatedissues.

Technical standards

We have examined the onshored UK equivalents of EU-derived Binding Technical
Standards (BTS) for which the FCAis listed as a responsible regulator and that we have
identified as relevant under the IFPR. Some of these BTS continue to be relevant under
IFPR because MIFIDPRU applies (with appropriate modifications) certain parts of the
UK CRR that are supplemented by the BTS. These are mainly the requirements on own
funds and market risk.

We propose that in most cases firms should apply the onshored BTS that are relevant
under the IFPR, with specific modifications. These modifications are reflected in our
proposed amendments to MIFDPRU that cross-refer back to the BTS.

In 2 cases, we depart from this approach as we believe it would make our rules difficult
to follow if there were too many amendments and cross-references back to the
corresponding BTS. Here we propose to copy out the technical standard provisions
(with some modifications) directly into our MIFIDPRU rules.
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The CRR BTS on prudent valuation describes how institutions subject to the UK CRR
should calculate AVAs. AVAs need to be deducted from own funds and is currently
applied to all assets measured at fair value. However, we propose to only require the
application of AVAs to trading book items, and not to have any threshold that restricts
the use of the simplified approach to calculating AVAs.

We propose to make certain substantive amendments to our consolidation rules
to clarify how the UK CRR minority interest provisions should work in the context of
integrating Article 34a of the CRR Own funds BTS.

Our proposals also include some minor changes to two technical standards that
supplement the supervision of financial conglomerates in UK FICOD. This is consistent
with the amendments we propose to GENPRU3 for cross sector groups.

We believe our proposals for the BTSs we have identified as being relevant are
necessary so that the technical standards provisions are operative in the way intended
after the implementation of the IFPR. This will help ensure that the relevant underlying
requirements achieve their intended outcome of addressing the risks posed by FCA
investment firms.

Depositaries

Our current capital rules for depositaries that are MiFID investment firms are set out
inthe FUND and COLL modules of our Handbook and vary according to the type

of fund. The current rules make use of various requirements from the UK CRR and
our associated IFPRU rules that will no longer apply to FCA investment firms. So, the
current capital rules for depositaries need amending and bringing under MIFIDPRU, to
reflect the fact that under the IFPR FCA investment firms will be subject to MIFIDPRU
(and not UK CRR).

Our current rules require an investment firm to be a 'full-scope' IFPRU investment firm
before it can meet the eligibility criteria to be a depositary for certain types of AlFs.
This generally restricts eligibility to firms that deal on own account. We do not believe
that this is needed under MIFIDPRU. As 'full-scope’ IFPRU investment firms will no
longer exist under the new prudential regime, we propose to remove this requirement.
We propose to allow other types of FCA investment firms to apply for Part 4A
permission to act as a depositary.

Where an FCA investment firm is appointed to act as the depositary of a UCITS
scheme or an authorised AlF, we propose to continue to apply a current minimum own
funds requirement of £4 million. We are simply proposing to move this obligation from
FUND and COLL into MIFIDPRU, where it will be expressed as an alternative permanent
minimum capital requirement (PMR) under the IFPR.

Where an FCA investment firm is appointed to act as a depositary of an unauthorised
AlF andis currently subject to a minimum own funds requirement of EUR 730,000,
we propose to increase this to £750,000 for consistency with relevant IFPR changes.
Again, we propose to express this as its PMR under the IFPR in MIFIDPRU.

Depositaries that are MIFIDPRU investment firms will no longer be subject to the
UK CRR. So, we do not consider it appropriate to expect them to comply with the
operational risk requirement calculated in accordance with articles 315 or 317 of the
UK CRR and we propose to delete this requirement. Instead, reflecting the overall
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approach of the IFPR, we will expect them to consider the potential for harm arising
from their depositary activities as part of their ICARA process.

We consider that FCA investment firms that act as depositaries are, by the very nature
of their activities, interconnected to other financial institutions. So, we propose that
an FCA investment firm that is appointed to act as a depositary cannot be an SNI firm.
Unless it only acts as a depositary under the ‘private equity’' depositary derogation.

These proposals bring existing capital requirements for depositaries into the new
prudential sourcebook where they are MiFID investment firms and update them for
IFPR. They also remove requirements linked to the UK CRR that are unnecessary

and so help reduce potential barriers for new entrants. We expect the overall effect

of the various changes to own funds requirements we are proposing to be that FCA
investment firms which act as depositaries will continue to hold an adequate minimum
level of financial resources. This helps ensure that they have sufficient own funds both
to wind down in an orderly manner and to make any required redress to consumers for
conduct-related issues.

UK resolution regime

The Treasuryis removing FCA 730k investment firms from the scope of the UK
resolution regime (which also transposed the EU Bank Recovery and Resolution
Directive (BRRD) in 2014). We propose to amend our rules as a result of this change.
These amendments include deleting IFPRU 11, which implemented BRRD for certain
FCAinvestment firms.

As statedin CP21/7, we are taking the parts of IFPRU 11 on recovery planning and
making them an integral part of firm's risk management framework in the ICARA. The
rest of IFPRU 11 will be deleted.

We believe that this is appropriate and reflects our desire for all investment firms to
undertake recovery planning as part of ICARA. Our proposal will remove aspects of
resolution planning that are duplicated and a burden to firms, ourselves and the Bank
of England. These resolution planning aspects will be better addressed through our
IFPR wind-down planning requirements.

Overall, our proposals in relation to recovery and wind-down planning will help firms to
reduce the risks that they expose themselves to, and consequently reduce the risk to
consumers and financial system from their disorderly failure.

Applications and notifications

We propose to have an investment firm group notification form and a related financial
conglomerate form. We also propose to introduce a generic MIFIDPRU application
form and notification form. This is for any requirements that arise from incorporating
various technical standards provisions into MIFIDPRU.

Consequential changes to the Handbook

We propose to make changes to other modules of the Handbook that are affected by
the introduction of MIFIDPRU. These changes will delete provisions that are no longer
required and amend others so they continue to operate effectively. This is to ensure
these Handbook modules continue to address the risks for which they were designed.
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We also propose to make small policy changes where necessary to reflect the
overarching policy objectives of streamlining and simplifying the regulatory
requirements that currently differentiate between the existing prudential categories of
FCA investment firm.

Enforcement

The FS Act extended our powers to allow us to impose requirements on non-
authorised parent undertakings. And to impose a prohibition order on an individual, a
breach of which is a criminal offence. We propose to amend the relevant sections of
our Handbook accordingly.

Summary

We believe that our proposals will reduce the risks which FCA investment firms are
exposed (including because of their relationship with their parent undertaking). They
will also reduce the potential harm they can pose to clients and counterparties and will
support the integrity of the financial system.

So, these proposals are part of the way we fulfil our duties under the FS Act to impose
the following requirements on FCA investment firms and their parent undertakings:

e thetypesand amounts of capital they must hold
e regulatory reporting

e governance arrangements

* remuneration policies and practices

e publicdisclosure

Advancing our objectives

The proposals in this CP, and the wider IFPR, are intended to advance our objectives
enhance the integrity of the UK financial system, to protect consumers and to
promote effective competitionin the interests of consumers. This is covered under
the section on 'How it links to our objectives'in Chapter 2 of this CP.

How we have taken account of our ‘have regard to’
considerations in developing the draft rules

Relevant standards set by an international body
We have identified 3 relevant standards set by international bodies. We have had
regard to these when formulating the proposals in this consultation.

The firstis the forthcoming work of the Financial Stability Board's (FSB) Taskforce for
Climate-related Disclosure. We have decided not to propose rules at this stage on ESG
disclosures alongside our wider proposals on disclosure as set out in this CP. Thisis a
change to our original plan set out in our consultation map in previous CPs. We believe
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this is appropriate in light of this ongoing international work. ESG issues are global in
nature and internationally consistent standards are particularly important.

11.54 We will be consulting on our prudential rules for ESG disclosures for FCA investment
firms when we have more clarity with regards to how international standards are being
developed. This will allow for consistency.

11.55 The FSB's Principles and Standards for Sound Compensation Practices are high-level
standards which seek to align firms' remuneration policies and practices with prudent
risk management and the long-term interests of the firm. They include standards for
the types of information large firms should publicly disclose. We have had regard to
these principles and standards in our proposed remuneration disclosures.

11.56 The G20/OECD Principles of Corporate Governance from 2015 are relevant to our
proposed governance and remuneration disclosures. We have taken these principles
into account to the extent they are relevant to non-listed investment firms. We
consider our disclosure proposals to be consistent with them.

The relative standing of the UK

11.57 There are 2 examples of how we have had regard to the UK's relative standing on our
proposed rules in this CP. These are the amendments made following the removal of
our rules that implemented the BRRD for FCA investment firms, and our proposed
disclosure requirements.

Removing our rules that implemented the BRRD for FCA investment
firms

11.58 We have had consultations with the Treasury and the Bank of England on the Treasury's
proposal to remove FCA investment firms from the scope of the UK resolution regime
- and our previous implementation of the BRRD - as set out in the Banking Act.

11.59 We supported the decision to remove FCA investment firms from the scope of the
UK resolution regime. For the relative standing of the UK, we believe that continuing
to apply rules for the BRRD would result in unnecessary costs for UK investment
firms. In our view all the relevant aspects of recovery planning are now captured via
the ICARA in a more integrated fashion. We also consider our wind-down regime to be
more appropriate for the risks to consumers and the integrity of the market posed by
investment firms than the resolution regime.

11.60 Integrating recovery planninginto a single risk management framework will

e avoid burdening firms with resolution planning requirements in addition to our
wind-down planning requirements
o willreduce administrative costs for investment firms operating in the UK

11.61  This will make the UK a more attractive place for international firms to operate in.

Disclosure requirements
11.62  Our proposals for disclosure aim to create a regime that is appropriate for the UK
market and that meets the needs of investors, potential investors, counterparties
and other stakeholders. In some places this will require UK firms to disclose more
than under EU rules, in others considerably less. For the UK's relative standing, our
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view is that, on balance, these proposals will have a positive impact as they reflect the
specifics of the UK market and, where relevant, streamline requirements for firms.

For example, we are proposing that SNI firms disclose a small amount of information
on their remuneration policies and outcomes. This approach differs from the EU
regime, which does not apply any remuneration requirements to EU SNI firms.

Many SNI firms are in scope of the IFPRU or BIPRU Remuneration Codes. Some are
currently subject to more detailed disclosure requirements than we propose to apply.
Given the total number of SNI firms in the UK, exempting them from all remuneration
disclosure rules could negatively impact the standards of the UK investment firm
sector as a whole. This could have implications for the market. Our proposed approach
aims to ensure transparency of all SNI firms' high-level approaches to remuneration.
This transparency may broaden the appeal of UK investment firms for investors.

We also propose to streamline the disclosure templates compared to those
implemented by the EU. This means that we do not expect FCA investment firms to
collect and provide as much information.

Thisis in line with our wider approach towards regulatory reporting requirements

as we set out in CP1: with regard to the UK's relative standing we are adopting a
proportionate approach to reporting and disclosure, bespoke to the UK market, that
will, we believe, have a positive impact on the UK's relative standing.

Likely effect on equivalence decisions
We have discussed with the Treasury the likely effect on equivalence decisions as part
of the process of drafting the rules in this CP.

The need to use our resources in the most efficient and economical
way

As we set outin previous publications, we have designed our proposals to be
proportionate and ensure FCA investment firms are clear about our expectations.

For example, our proposal to make consequential amendments to our Handbook to
facilitate the Treasury removing 730k FCA investment firms from the UK resolution
regime will ensure that our requirements are not duplicated. Any duplication of
requirements in our Handbook can create inefficiencies for industry and the FCA.

The principle that a burden or restriction should be proportionate to
the benefits

One of the underlying objectives of the IFPR is to ensure that prudential requirements
are well aligned with FCA investment firms’ business and operating models. It deals
with the potential harm they may pose to consumers and markets in carrying specific
activities.

This principle has influenced the design of our proposed disclosure rules in this CP.
For example, we propose that non-SNI firms must disclose certain information about
their governance arrangements on an individual basis. In line with our approach to
consolidation, these disclosures must also be made by the UK parent entity of an
investment firm group that is subject to prudential consolidation.
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We are aware that this may result in disclosures at individual and consolidation group
level which overlap in part. But we consider it is proportionate to require governance
disclosures at individual entity level given that the risks to the firm, its clients and to the
wider market exist at entity level and so also need to be appropriately managed at that
level. This is particularly important where the individual firm can be the counterparty to
transactions.

Given the diversity of FCA investment firms, we propose that each firm complies with
the disclosure requirements in a manner appropriate toits size, internal organisation,
and the nature, scope and complexity of its activities. In relation to qualitative
information, this means that firms must disclose all the information required but have
some discretion over the level of detail. This ensures a proportionate approach while
also ensuring transparency and so delivering benefits to FCA investment firms' clients
and the wider market.

The desirability of sustainable growth in the economy of the United
Kingdom in the medium or long term

Overall, as a set of prudential rules the IFPR will help ensure the financial soundness of
FCA investment firms or support their orderly wind-down where they need to exit from
the market. This should help promote confidence in the sector, and so be consistent
withits growth in the medium to long term. Due to the nature of the proposals in this
CP however, we believe there are no specific decisions where this was directly relevant,
although our proposals for the disclosure of prudential information should generally
help investor confidence.

The general principle that consumers should take responsibility for
their decisions

The proposals in this CP in relation to disclosure are designed to help investorsin, and
clients and counterparties of FCA investment firms make more informed decisions.
This should allow them to take responsibility for their decisions and help protect them
from harm.

The responsibilities of senior management

Senior managers should understand our proposals and the impact that they may
have on their firm. We expect senior management to ensure that firms follow
relevant proposed disclosure, depositary, resolution, own funds and consequential
amendments. Our proposals for imposing penalties on non-authorised parent
undertakings of FCA investment firms include the ability to impose restrictions on
members of the management body or employee of those undertakings.

The desirability of recognising differences in the nature of, and
objectives of, businesses carried on by different persons including
mutual societies and other kinds of business organisation

The IFPRis designed to be more appropriate for FCA investment firms. It proposes
prudential and other obligations that are proportionate to the size and complexity of
each firm.

This principle is relevant for our proposals on disclosure. Given the diversity of FCA
investment firms, we propose that each firm complies with the qualitative disclosure
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requirements in a manner appropriate to its size, internal organisation, and the nature,
scope and complexity of its activities.

This proportionality principle recognises the differences in the nature and objectives
of FCA investment firms, while delivering results that enhance transparency and help
advance our objectives.

This principle is also relevant when proposing the deduction from own funds of excess
drawings by partners and members. This recognises a specific feature of partnerships
and LLPs and will ensure an equal outcome as for investment firms that are established
as joint stock companies.

The principle that we should exercise our functions as transparently
as possible

Our consultation process is intended to set out the thinking behind our proposals and
clearly explain what we expect to achieve. We will continue to engage with industry
and other stakeholders to get feedback during the consultation process to ensure
transparency and clarity in our approach.
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Annex 1

Questions in this paper

Q1:

Q2:

Q3:

Q4:

Q5:

Qeé6:

Q7:

Qs8:

Do you agree with the proposed scope and process of
disclosure set out in this chapter?

Do you agree with our proposed disclosures onrisk
management, own funds, own funds requirements and
investment policy, including the use of templates? If not,
please provide details of what should be disclosed or
how the templates should be amended.

Do you have any specific suggestions on our proposed
disclosures on governance arrangements and on
remuneration?

Do you agree with our proposal to require excess
drawings by partners or members (of partnerships
and LLPs) to be deducted from CET1 capital, except
where the amount is already required to be deducted
or deemed repaid under other MIFIDPRU rules. If not,
please explain your reasons for disagreeing.

Do you agree that we have correctly identified all the
onshored BTS and technical standard provisions that
are relevant under the IFPR? If not, please explain which
other BTS or individual technical standards provisions
should be incorporated into MIFIDPRU.

Do you agree with our proposed changes to MIFIDPRU
and the additional supplementary provisions in
MIFIDPRU 3 Annex 7R that relate to the UK versions of
CRR BTS related to own funds? If not, please explain
what changes you would propose we make to ensure
that the relevant technical standards provisions are
operative under the IFPR.

Do you agree with our proposal to remove the core
approach to determine the AVAs under the BTS for
prudent valuation? If not, please explain any operational
reasons why you would wish to retain the core approach
as amethod to determine the AVA.

Do you agree with our proposed changes to MIFIDPRU
that relate to the UK versions of the CRR BTS related to
market risk and other related BTS? If not, please explain
what changes you would propose we make to ensure
that the relevant technical standards provisions are
operative under the IFPR.
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Qo:

Q10:

Q11:

Q12:

Q13:

Q14:

Q15:

Q1ie:

Q17:

Q18:

Do you have any other comments on the content of this
chapter?

Do you agree with our proposals for FCA investment
firms that act as depositaries for funds? If not, how could
we change them?

Do you agree with the proposed amendments to our
rules that reflect the removal of FCA investment firms
from the scope of the UK resolution regime?

Do you agree with our proposals for consequential
changes to the non-prudential modules covered in
this consultation? If not, please state which specific
provisions and provide reasons why you disagree.

Have you identified any other cross-references where
a further consequential amendment could be needed to
ensure the relevant provision still operates once IFPR is
implemented? If so, please provide details.

Do you have any comments on our proposed approach
to sanctions set out in paragraphs 9.16 to 9.18?

Do you agree with our proposal to apply the same
approach to investigations and sanctions to non-
authorised parent undertakings and persons knowingly
concerned in such contraventions? See paragraph 9.19

Do you agree with our proposal to require FCA
investment firms and UK parent entities to submit a
formal investment firm group notification to the FCA?
Do you have any feedback on the notification form we
have created for that purpose?

Do you agree with our proposal to introduce a generic
MIFIDPRU application and notification form? Do you
have any feedback on the forms?

Do you have any other comments on the content of this
chapter?
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Annex 2
Cost benefit analysis

Introduction

FSMA, as amended by the Financial Services Act 2012, requires us to publish a cost
benefit analysis (CBA) of our proposed rules. Specifically, section 138! requires us to
publish a CBA of proposed rules, defined as ‘an analysis of the costs, together with an
analysis of the benefits that will arise if the proposed rules are made and an estimate of
those costs and those benefits.

This analysis presents estimates of the significant impacts of our proposal. We provide
monetary estimates for the impacts where we believe it is reasonably practicable to do
so. For others, we provide estimates of outcomes in other ways.

The scope of this CP and corresponding CBA covers the rules that are consulted onin
this CP. These rules cover:

e public disclosure requirements

o thetreatment of excess drawing by partnerships and limited liability partnerships
(LLPs)

o own funds requirements for depositaries that are also FCA investment firms

e consequential amendments to the Handbook as a result of introducing a new
prudential sourcebook, MIFIDPRU

e how we are reflecting relevant EU Binding Technical Standards in the Handbook

This CBA also assesses the impact of the whole IFPR regime. This allows us to consider
the total costs and benefits given the interlinked nature of the requirements that have
been considered separately in CP20/24, CP21/7 and this CP. The quantitative CBA
covers the Pillar 1 requirements common to all firms. As we explained in the CBAs to
CP20/24 and CP21/7 additional own funds and liquid assets requirements due to firm-
specific risks are identified by firms themselves through the ICARA process and/or
supervisory review process. Itis not reasonably practicable to estimate the costs and
benefits of any such firm-specific prudential requirements arising from the ICARA.

This CBA has the following structure:
a. Section 1 outlines the problem and rationale for our proposed intervention.

b. Section 2 presents our baseline and key assumptions.
c. Section 3 lays out our estimates and analysis of the costs and benefits.

Problem and rationale for proposed intervention

FCA investment firms are an important element of a well-functioning economy. They
help ensure capital is allocated efficiently and appropriately to help individuals make
the most of their savings and investments. If FCA investment firms are not financially
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resilient, their failure, if it occurs in a disorderly manner, could bring disruption to clients
or the markets in which they operate. This means it is necessary for such firms to be
held to appropriate prudential standards.

Furthermore, decisions and choices of individual market participants can lead to
negative externalities. These are side effects on third parties, such as consumers,
other firms, the taxpayer, or the wider economy, that are not necessarily considered by
individual market participants. This can lead to a suboptimal (low) level of capital held.
Where FCA investment firms fail, this can have knock-on effects on the markets or the
economy, for example higher Financial Services Compensation Scheme (FSCS) levies.

Our proposed intervention aims to achieve a better balance between avoiding the
excessive social cost from firm failure and ensuring that excess costs are not ultimately
paid by end-consumers.

The proposed regime is expected to generate benefits to FCA investment firms and
the market. We expect that firms subject to the proposed regime would find the new
prudential framework more appropriate and proportionate to their business model and
less burdensome than the current requirements.

Prudential requirements that better align with an FCA investment firm's business
model should also help improve the financial stability in the sector overall. This should
have positive implications for consumer protection and particularly for clients of
these firms, either because it reduces the potential for firm failure itself, or because it
reduces the potential for disorderly failure if a firm does fail, increasing the likelihood
of restoring consumers back into the position they should have beenin. The proposed
changes should help reduce costs and distress associated with discontinuity of
service and economic losses in drawn-out insolvency proceedings; as well as placing
less reliance on investor compensation schemes, avoiding consequent impacts on
other firms to top-up these schemes to handle pay-outs. Overall confidence, investor
sentiment and market stability should also benefit.!

The proposed regime will be closely aligned with the new EU regime —the IFD/IFR,
while taking into consideration the specifics of the UK market. The details of the EU's
new prudential regime for investment firms can be found in our June 2020 Discussion
Paper—DP20/2.

Our interventions
The FCAis the competent authority for the prudential regulation of approximately
3,700 investment firms authorised under MiFID.

The current prudential regime for FCA investment firms is based on requirements
designed for globally active systemically important banks. Its main aim is to protect
depositors by ensuring that it is difficult for a bank to fail.

By contrast, the IFPR is specifically designed for FCA investment firms and represents
a significant change to how they will be prudentially regulated. The new requirements
seek to capture the potential harm posed by these firms to their clients and the
markets in which they operate. It also considers the amount of capital and liquid assets

1 EU impact assessment of the IFD/IFR
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the FCA investment firm should hold so that if it does have to wind-down or exit the
market, it can do so in an orderly way.

Categorisation of investment firms

We proposed and have confirmed our approach that all the current prudential
definitions of FCA investment firms, such as BIPRU, IFPRU and exempt CAD will cease
to exist. There willinstead be two broad categories of FCA investment firm. Firms will
either be a 'small and non-interconnected’ (SNI) investment firm, or they will not (non-
SNI). The prudential requirements in the IFPR are designed to scale with the size and
complexity of the firm.

Prudential consolidation

We proposed and have confirmed that prudential consolidation will apply to investment
firm groups, unless we have granted permission to a group to use the alternative of the
group capital test. How requirements should be calculated on a consolidated basis will
differ from the current regime.

We proposed and have confirmed that we will introduce a group capital test for FCA
investment firm groups that do not wish to be subject to prudential consolidation
and meet certain specified conditions. This is to ensure that parent entities hold
appropriate amounts of capital to support their investments in subsidiaries.

Own funds — composition

We proposed and have confirmed that the own funds of FCA investment firms should
be made up solely of common equity tier 1 capital, additional tier 1 capital and tier

2 capital. We believe that using this higher quality of capital for all FCA investment
firms will lead to them being more resilient and having an increased capacity to absorb
losses.

Own funds requirements

We proposed and have confirmed to introduce a new PMR as one of the floors below
which a firm's own funds must not fall. This will be based on the activities that an FCA
investment firm undertakes. We also proposed and have confirmed to increase the
initial capital required for a firm to become authorised as an FCA investment firm. This
will be to the same level and quality of capital as for its ongoing PMR once authorised.

We proposed and have confirmed to introduce a fixed overheads requirement (FOR)
that will apply to all FCA investment firms. This will be another of the ‘floors' below
which the own funds of an FCA investment firm must not fall.

We proposed and have confirmed to introduce a new approach to calculating capital
requirements —'K-factors'. This K-factor requirement (KFR) is based on the activities
that an FCA investment firm undertakes.

SNIfirms' own funds requirements will be the higher of the FOR or PMR whereas non-
SNIs' own funds requirements will be the higher of the KFR, FOR and PMR.

We set out specific proposals, and have confirmed that we will introduce them, on
own funds requirements and firm categorisation for FCA investment firms when they
provide clearing services as clearing members and indirect clearing firms.

We are proposing to amend the requirements that certain depositaries must meet so
that they no longer have to have permission to deal on own account. We propose to
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allow other FCA investment firms to act as a depositary, as long as they also provide
the MiFID ancillary service of safe-keeping and administration of financial instruments.

Concentration risk monitoring and related own funds requirements

We have confirmed that we will have new monitoring requirements for general
concentration risk that will apply to all FCA investment firms. This includes the entities
with which FCA investment firms place their client assets and their own cash. Non-SNI
firms will also be required to report on this general concentration risk.

For FCAinvestment firms that trade in their own name we are introducing K-CON. This
is an additional K-factor for assessing concentration risk that could lead to an increased
own funds requirement.

We also have rules on maximum levels of concentration risk permitted for trading book
exposures.

Basic liquid asset requirement

We proposed and have confirmed that all FCA investment firms will have a basic liquid
asset requirement. This will be based on holding an amount of core liquid assets
equivalent to at least one third of the amount of their FOR. We explain the concept of
core liquid assets and how this provides an appropriate set of assets that can be used
to meet the basic liquid asset requirement.

Risk management & governance (ICARA and SREP)

We confirmed that we will introduce an internal capital and risk assessment (ICARA)
process for all FCA investment firms. Through this, firms will be expected to meet an
Overall Financial Adequacy Rule (OFAR). This establishes the standard we will apply to
determine if an FCA investment firm has adequate financial resources.

We have confirmed how we expect FCA investment firms to determine through the
ICARA process any necessary appropriate own funds and liquid assets requirements, in
addition to the own funds and basic liquid asset requirements above. This includes that
they consider harm to consumers and markets, including risks to their ability to engage
in an orderly wind-down, as well as those from their ongoing activities.

We also set out new guidance on intervention points, actions we expect of firms in
certain situations and what they can expect from us. As part of this, we intend to
re-orientate our prudential supervisory approach for FCA investment firms towards
being harm-led and in support of sector supervision. We will introduce an ICARA
Questionnaire reporting template to support this.

Remuneration requirements

We proposed and have confirmed that all FCA investment firms must have a clearly
documented remuneration policy and comply with at least a small number of basic
remuneration rules in respect of all their staff. Non-SNI firms must comply with further
requirements, which include identifying material risk takers and setting an appropriate
ratio between variable and fixed remuneration. Under our rules, only the largest non-
SNI firms would need to meet the full requirements by also applying rules on deferral
and pay-out of variable remuneration in instruments.
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Reporting requirements

Through the IFPR, FCA investment firms will be required to assess and hold financial
resources against the potential for harm that they present to markets and consumers.
We will need different information from FCA investment firms to support this, and we are
introducing an appropriate and proportionate data collection to capture this information.
We are also intending to remove reporting requirements that are no longer necessary or
appropriate.

We confirmed that we will significantly reduce the amount of information that FCA
investment firms need to report to us about their remuneration arrangements. We also
confirmed that we will simplify the additional reporting form for CPMI firms.

Disclosure

We are proposing that non-SNI firms should disclose information about their risk
management and governance arrangements and their own funds and own funds
requirements. We are also proposing that any SNI firm that has issued AT1 instruments
should also disclose information about their risk management arrangements, own funds
and own funds requirements. We are not yet asking firms to make specific ESG related
disclosures.

We are proposing that all FCA investment firms must make some disclosures about their
remuneration policies and outcomes. This will be both qualitative and quantitative, and
proportionate to the size and type of firm.

Recovery and resolution

Earlierin 2021, the Treasury consulted onits proposal to remove FCA investment firms from
the scope of the UK's resolution regime. In June 2021, the Treasury's feedback confirmed
that these firms would no longer be subject to this regime. We propose in this consultation
making changes to our Handbook to reflect this change.

How will the intervention achieve the purpose?
We are seeking the following outcomes with the IFPR:

e The prudential regime for FCA investment firms is more aligned to the way that
investment firms run their business. The regime will take account of the different
business models of FCA investment firms, and better protect consumers and markets
from the harm these may pose.

o AllFCAinvestment firms are subject to consistent prudential standards, not just those
subject to the current CRR regime. This will help reduce the potential harm to consumers
and markets and ensure a more level playing field between FCA investment firms.

o FCAinvestment firms spend less time on complex capital requirement calculations that
do little to help them to manage risk. This will free up management time to focus on
running the business and managing and mitigating any harm and risk. We will also be able
to focus on how a firm is managing itself.

o Therelevant prudential standards for FCA investment firms are understandable and
accessible, with most rules brought into a new single prudential sourcebook — MIFIDPRU.

The causal chain diagram presented below shows how the harm will be reduced. The top
level shows the areas of intervention, eg, Minimum capital requirements, ICARA process.
This is followed by description of changes that firms are expected to make in response to
each intervention. The diagram then shows corresponding changes in outcomes and harm.
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Baseline and key assumptions

Baseline — current regulatory regime

It is necessary to establish a baseline against which to assess the costs and benefits
of anintervention to ensure that only those attributable to the intervention are
considered.

The EU's framework legislation for its new prudential regime for investment firms
was published at the end of 2019. This has been supplemented by additional technical
standards published by the European Banking Authority, in consultation with the
European Securities and Markets Authority.

As the UKis no longer a member of the EU, we are not obliged to implement the EU's
rules. We are instead subject to an obligation to implement a domestic regime under
the FS Act. We believe that for our 'have regard’ to the relative standing of the UK, the
EU's IFD/IFR is the baseline for the IFPR. Nevertheless, recognising that parts of the
overall regime are still based upon the UK CRR, we consider that it is sensible to go
beyond and consider the existing levels of regulatory requirements and the current
market conditions as an appropriate baseline for the purposes of our CBA.

We compare our proposals and rules against the current prudential framework that
either specifies direct requirements for UK investment firms or defines the scope of
the FCA's discretion to apply other prudential requirements, i.e. the on-shored CRD
IV and the CRR? regime. Where an IFPR requirement impacts a firm in a materially
different way to these regimes we set this out in this analysis. Where our proposals
or rules will be aligned with the EU, we will also consider any case made by the EU in
making its proposals where we consider it relevant to do so.

Scope and affected firms

This CBA assesses the costs and direct benefits of the whole IFPR, including the
proposals in this CP. The IFPR will apply to around 3,700 investment firms regulated
by the FCA. This is based on the number of firms with relevant permissions on the
Financial Services Register. This number of firms is different from the ones used in
CP20/24 and CP21/7 as this is the latest estimate of firms with relevant permissions.
However, we recognise that some exempt-CAD firms may decide to stop opting-in
to MIFID and so will not become subject to the IFPR. For the purposes of the CBA, we
have still used the upper bound of 3,700 investment firms.

As in our previous CBAs we have defined categories of investment firms to calculate
the costs and benefits. This CP is covering the costs of the whole IFPR and is therefore
covering a wide range of IFPR elements. The existing baseline for each of these
elements can vary considerably because the firms in scope of the relevant existing
rules (and how the rules may apply to them) differs for each element. For example, the
ICARA process is akin to the ICAAP that currently applies to IFPRU and BIPRU firms
only, whereas only a few firms are currently subject to any quantitative liquid asset
requirement (under BIPRU 12). Equally, IFPRU and BIPRU firms are subject to different
Remuneration Codes.

2 References to the "CRR" in this CBA are to the on-shored version of the CRR as it applies in UK domestic law by virtue of the
European Union (Withdrawal) Act 2018 (as amended) and any subordinate legislation.
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To provide as accurate an analysis of the costs and benefits as possible of each IFPR
element we have applied different categorisations to different IFPR elements. We
outline below how we have done this.

Inthe CBA to CP21/7 we were able to make the distinction between the number

of SNI'and non-SNI firms for the purposes of analysing the costs of: i) own funds
requirements; ii) the basic liquid assets requirement; and iii) the reporting proposals.
In this CP we are extending that SNI and non-SNI distinction when analysing the
implementation costs for the proposed MIFIDPRU 8 disclosure requirements and the
impact of the EU binding technical standards.

In the CBA to CP20/24 we did not have sufficiently granular data to apply different
categorisations to different IFPR proposals and so we could not provide as accurate an
analysis of the implementation costs as we can now. As we explained in CP20/24 and
CP21/7,the CBA in this CP is designed to bring together the total costs and benefits
of our proposals across the three consultations, taking into account their interlinked
nature. This holistic approach has allowed us to refine our estimates of some of the
implementation costs for the proposals in CP20/24, which were originally assessed
inisolation in the context of that CP. We are using the SNI/non-SNI distinction for the
proposals covering the definition and composition of own funds, and the reporting
requirements. We are applying firm activity data to estimate the implementation costs
of own funds requirements for firms that deal on own account. For the implementation
costs of prudential consolidation and the group capital test we have estimated for how
many firms this will apply.

We estimate that 52% of the total FCA investment firm population will be SNIs and
48% will be non-SNls. This is based on all current MiFID investment firms remaining
authorised under MiFID.

To assess the impact of the ICARA process on FCA investment firms, we have followed
the approach explainedin the CBA to CP21/7 and further split the SNl and non-SNI
groups into those that are subject to the current Pillar 2 approach and those that are
not.’

Table 1: allocation of firms for implementation cost estimates of ICARA process

SNI Non-SNI
Firm subject to existing Pillar 2 approach 20% 45%
Firm not subject to existing Pillar 2 approach 32% 3%
Total 52% 48%

To assess the impact of the remuneration requirements on FCA investment firms,
we have followed the approach explained in the CBA to CP21/7 and split them into

6 groups. First, we have categorised firms based on whether they are subject to an
existing remuneration code, or not. These 2 groups are then further split into three
cohorts based on the proportionality provisions in our proposed remuneration rules.*

3 Further details are in paragraphs 23 to 27 of the CBAin CP21/7.

4 See paragraphs 28 to 33 of the CBA in CP21/7 for further details.
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Table 2: allocation of firms for implementation cost estimates of remuneration rules

Non-SNIis
subject to

Non-SNIs not

SNIs subject to deferral
deferral and
and pay-outrules
pay-out rules
Firm subject to an existing Remuneration Code 20% 42% 2%
Firm not subject to an existing Remuneration 300 39 1%
Code
Total 52% 45% 3%

The following table brings together all the different categorisations shown above to
illustrate the percentage of the IFPR firm population that is in each category.

Table 3: Allocation of firms for implementation cost estimate

Firm SNI Non- SNI
Binding own funds Binding own funds
requirement is FOR or PMR | requirement is KFR
Assets Assets Assets Assets
<£300m >£300m <£300m >£300m
Firm subjectto an
existing ICARA or 20% 32% 1% 10% 1%
remuneration code
Firm not subject to
an existing ICARA or 32% 2% <1% <1% <1%
remuneration code

Data and key assumptions
We conducted this analysis of the costs and benefits of the consultation proposals and
rules using two sources of data:

e We useddata reported to the FCA via regulatory returns, such as firms' balance
sheet data and liquid asset data.

e ThelFPRincludes requirements that rely on non-financial data (eg, staff numbers
and business volumes) and some financial data (eg, assets under management)
thatis not routinely reported to us by all firms or in the format required, and which
we need to receive to inform our policy making and cost our proposals. Therefore,
we separately issued a data request to collect such data from firms to support this,
and our later, consultation. We surveyed 2,476 firms, a subset of the population as
the data request was not relevant to all investment firms and we received a very
high response rate (57%). For this CBA we used the Remuneration data to inform
the impact of Remuneration policies, and some of the business model metrics to
determine which own funds requirement methodology was binding for each firm.
Where necessary data was extrapolated to cover the entire population.

Limitations, risks and uncertainties
Our CBA estimates are subject to several uncertainties and assumptions.

Costs are assumed as additive rather than incremental. We have added up the costs
of the individual elements of the IFPR regime, however the costs that firms incur

in practice to implement one element of the IFPR may, in some instances, reduce
the cost of implementing other elements. This could lead to implementation cost
synergies. However, as we have no evidence for this effect, we haven't attempted to
account for this in the estimates. We have assumed that all costs are additive.
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Equally, for some IFPR elements, such as reporting and own funds requirements,
where we consulted on rules in more than one consultation, we are likely to be
duplicating some implementation costs in our overall cost estimates in this CBA. As a
result, our approach to estimate implementation costs is likely to overstate the true
implementation cost and be an upper bound.

Revised estimates

The implementation cost estimates published in our previous consultations were
reasonable estimates based on the available data and the specific proposals we were
putting forward. As we explained in CP20/24 and CP21/7, we always intended to publish
an overall CBA in this CP, which would take into account the overall interaction of the
various elements of the IFPR based on the latest available data. As a result, we have
been able to refine some of our estimates of costs and benefits, which we present

in the section below. We consider that the increase in the number of firms affected

will proportionately increase some costs and benefits and continue to support our
finalised measures and our further proposals in this CP.

Costs and benefits

Summary of costs and benefits

In the sections below, we have assessed the implementation costs arising from
the proposed and confirmed prudential standards and the expected benefits. The
following table sets out a summary of the estimated implementation costs for the
whole regime, which are one-off costs. We do not include ongoing implementation
costs, which are wrapped up within firms' day-to-day activities.

Table 4: One-off Implementation Costs for all CPs

CP1

Type of cost . CP2 (revised CP3

yp (revised) ( )
Familiarisation costs £2.3m £3.6m £1.5m £7.4m
Gap analysis £11.9m £22.8m £6.7m £41.4m
Change projects, including review by £6.2m £46.9m £13.9m £670m
Exco andthe Board
Costs of making changes to the IT £50m £30.6m £8.3m £43.9m
systems
Costs of providing staff training/
disseminating information about the new £1.5m £28.1m £7.4m £37.0m
rules
Total £26.9m £132.0m £37.8m £196.7m

The one-offimplementation costs have been revised for the proposals and finalised
measures in CP1 and CP2. The increase inimplementation costs for the finalised
measures in CP1 (from £19.6m to £26.9m) reflects that since CP1 we have been

able to produce more granular categories of investment firm and therefore have
updated our original reasonable estimates of the costs of each proposal. Thisisin
part due to the firm survey exercise that we conducted in late 2020. The increase in
implementation costs for CP1 and slight increase inimplementation costs for CP2
(from £131.6mto £132.0m) also reflects the fact that the latest estimate of firms with
relevant permissions has increased since both consultations. These cost revisions do
not change our previous judgements about implementing the rules in CP20/24 and
CP21/7.
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The estimated total one-off implementation costs imply average cost of around
£74,000 and £34,000 per non-SNIland SNl respectively. The per-firm average
estimated values do not represent the costs we expect each firm of a given size or
type toincur as aresult of all the IFPR rules and proposals. Rather, these are averages
published for the purposes of transparency for our calculations of the costs of these
interventions. As we articulated before, the categories we have used to try and
allocate firms are broad and each encompasses a range of firm sizes and types, which
in turn would have a range of compliance costs above or below the averages we have
included.

We also summarise below what we believe to be the total one-off implementation
costs, presented by each area consulted onin this CP.

Table 5: One-off implementation costs by IFPR element consulted onin CP3

One-offimplementation
costs

IFPR element

Disclosure £10.0m
Own funds —excess drawings by partners and members Negligible
Depositaries Negligible
UK resolutionregime None
Impact of relevant EU Binding Technical Standards £26.3m
Familiarisation costs (which are not rule area specific) £1.5m
Total £37.8m

In the table below we assess how SNI and non-SNI FCA investment firms will be
impacted by the proposed changes to the prudential regime that are coveredin this
consultation. We undertook a similar exercise for the proposals in the previous two
consultation papers. We have not repeated that material here.”

Table 6: Summary of rule-specific costs for proposals consulted on in this CP

ltem Impact on firms SNI Non-SNI
Rule area Description ofimpact Yes/No Yes/No
Disclosure The cost change for non-SNI firms

will be broadly neutral because the
Rules, draft \nformgtlon vv!II already be collected Yes Yes

for their own risk management
MIFIDPRU 8 purposes [see paragraphs 68-71 for

details].
Own funds —excess drawings | Negligible impact [see paragraphs 72-
by partners and members 73 for details].

Yes Yes

Rules, draft
MIFIDPRU 3
Depositories Negligible impact [see paragraphs 76-

77 for details].
Rules, Draft No Yes
MIFIDPRU various

5 The reader is directed to paragraph 19 on page 92 of CP 20/24, and paragraph 41 on page 139 of CP 21/7 for that material.
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Item Impact on firms SNI Non-SNI
UK resolutionregime Beneficialimpact as we are removing
these rulesin their entirety [see
Rules, draft paragraph 78 for details]. No Ves
IFPRU 11
EU binding technical There should be little or no change in
standards the impact on firms as we are making
changes to these technical standards
; Yes Yes
Rules draft so that they work as intended
vies. dra once the IFPRis introduced. [see
MIFIDPRU 3 paragraphs 74-75 for details].
Conseqguentialamendments | Neutral to beneficialimpact as we
to the Handbook have not generally proposed material
changes in underlying policy to the
Rules. draft contents of other modules and we Yes Yes
o have significantly reduced the amount
Various Handbookmodules | of glossary material [see paragraphs
79-80 for details].

In Tables 7 and 8 below we summarise how well firms are positioned to meet the
capital and liquidity requirements of the IFPR, and what the cost of potential capital and
liquidity shortfalls may be. The analysis examines the end of year 5 (ie, end-state) and
the beginning of year one (ie, allowing for transitional provision) positions. More detail
on this analysis is in paragraphs 98-111 below.

Table 7: Analysis of firms that would have capital deficits — beginning of year 1 and
end of year 5

Beginning of Year 1 End of Year 5

Percentage Total Average annual cost | Percentage Total Average annual
of firms with capital per firm to fund of firms with | capital cost to fund
a capital shortfall | capital shortfall a capital shortfall | capital shortfall
shortfall (assuming 5.5% cost | shortfall (assuming 5.5%
of capital) cost of capital)
8% £79m £14k 21% £1.5bn £105k

Table 8: Analysis of firms that would have liquidity deficits — beginning of year 1 and
end of year 5

Beginning of Year 1 End of Year 5

Percentage of firms

Total liquid asset

Percentage of firms

Total liquid asset

impacted shortfall impacted shortfall
Liquid asset
shortfallup to 4% £2m 4% £2m
£50k
Liquid asset
shortfall over 3% £111m 3% £111m

£50k

The benefits of the proposed and confirmed rules are:

Improved competitive conditions by cause of single prudential sourcebook

compared to the existing mix of standards. Under the IFPR, all investment firms
carrying out the same investment activity will be treated in a simpler and more
consistent manner.
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e Lower compliance costs due to more proportionate regulatory reporting
requirements. In paragraphs 132-136 below we have attempted to quantify the
benefits of moving to the proposed IFPR reporting regime for larger non-SNI firms.
We estimate that this could lead to savings of approximately £48,000 per firm.

e Reduced potential for a firm to cause harm to their clients and the markets they
operate in. First, minimum capital and liquidity requirements should reduce the
potential for firm failure itself or reducing the potential for disorderly failure if a firm
does fail or exit the market. Second, under ICARA and SREP, firms will be required to
assess harms that are specific to their business models and mitigate those harms.
This should strengthen firm's internal risk management practices and make it
easier for firms to plan for how to respond to certain situations.

o Reduced social cost of firm failure. Minimum capital and liquidity requirements
should reduce the reliance on investor compensation schemes and avoid
consequent impacts on other firms to top-up these schemes to handle pay-outs.

» Improved overall confidence in the financial resilience of investment firms, for the
reasons outlined above.

Apart from the lower compliance costs due to more proportionate regulatory
reporting, we do not consider it reasonably practicable to quantify these benefits.

We believe that our proposals and confirmed rules will have a net cost in the short to
medium term. Most of the costs are one-off implementation costs; while the benefits
(such as reducing the potential for disorderly failure) are ongoing and will likely build
over time.

Costs to firms: CP3-specific costs

CP3-specific costs

This section covers costs and benefits that firms would incur from each of the rules
proposed in this consultation. Implementation costs, such as familiarisation and gap
analysis, that are specific to the proposals set out in this consultation are coveredin
the section on total costs below.

Disclosure

The disclosure requirements in MIFIDPRU 8 will only apply in full to non-SNI firms. We
are proposing that they disclose information, such as the value of different types of
capital that they hold, that they are providing to us in regulatory returns or that they will
have collated for their own risk management requirements.

For IFPRU firms, we are asking for less detail than they are currently expected to
provide so the cost to these firms should decrease. Other categories of firm that

do not currently have any disclosure requirements, and will be non-SNIs, will have an
increase in costs due to having to collate the information and provide some of itin a
specific format. We think that the cost change for non-SNI firms will be broadly neutral.

Disclosure of risk management processes will apply to SNI firms that have issued AT1
instruments. We think it is likely that only a very few, if any, SNI firms will have issued
AT1 instruments and that there will be little or no increased cost for these firms.

We are proposing that all SNI firms must disclose a small amount of qualitative and
guantitative information about their remuneration policies and outcomes. This is
high-level information which all firms will already have to comply with the MIFIDPRU
Remuneration Code. We consider that the additional costs associated with disclosing
the information would be negligible.
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Own funds — excess drawings by partners and members

We are proposing that where drawings are made in excess of profitsin a partnership
or LLP this will reduce the own funds of the firm by the amount of the excess. This is
no change for BIPRU firms but means that former IFPRU firms, and all FCA investment
firms, will be treated the same.

Firms can avoid having to deduct drawings in excess of profits from own funds, by
not making such excess drawings. This is unlikely to have a materialimpact on firms'
business models.

EU binding technical standards

We are proposing that firms should apply most of the relevant technical standards

by referring to the on-shored version as modified by MIFIDPRU. These modifications
are needed so that the technical standards work as intended. There are 2 technical
standards, own funds requirements for institutions and prudent valuation, that we are
going to copy, with modifications, into MIFIDPRU annexes.

As we are making changes to these technical standards so that they work as intended
once the IFPR s introduced, there should be little or no change in the impact on firms
that are already subject to these. Firms that have not previously been in scope of CRR/
CRD may have to take account of these for the first time. This would include those
firms subject to K-NPR and CRR market risk requirements.

Depositaries

We are not changing the £4 million base capital requirement for depositaries of a
UCITS scheme or an authorised AlF. This requirement will just be moved from FUND
and COLL andinto MIFIDPRU. We are proposing a small increase in the minimum own
funds requirement for firms that act as the depository of an unauthorised AlF from
EUR 730,000 to £750,000.

We are proposing that FCA investment firms can act as a depositary as long as they
also provide the MiFID ancillary service of safe-keeping and administration of financial
instruments. Firms that are depositaries cannot be SNI firms.

Recovery and resolution directive (RRD)
FCA investment firms will no longer be subject to the UK's resolution regime. This will
result in a saving for those firms that are currently in scope of the RRD.

Consequentialamendments to the Handbook

We have not generally proposed material changes in underlying policy to the contents
of other modules. However, we have made small policy changes where necessary to
reflect the overarching policy objectives of streamlining and simplifying the regulatory
requirements that currently differentiate between the various existing prudential
categories of FCA investment firm.

We have made considerable changes to the Glossary, although largely just to remove
80 pages of glossary definitions which will no longer be necessary once we delete
IFPRU and BIPRU. The new regime will be much less reliant on significant amounts of
glossary material, and therefore easier for firms to navigate.
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Costs to firms: total costs for the IFPR regime (including proposals
consulted on in this CP)

Implementation cost

We expect that firms will be required to incur costs to implement the proposed and
confirmed policy framework. Implementation costs include the time and resources
spent by firms familiarising themselves with the proposals and performing a gap
analysis to identify necessary changes as a result. Firms may also incur staff training
and IT costs. These costs will be one-off in nature to prepare for the introduction of
the IFPR.

We use standard assumptions to estimate firm compliance costs based on the
standardised costs model, of which further details can be found in the FCA publication
"How we analyse the costs and benefits of our policies”.

As noted in the section on limitations, we assumed costs calculated in each CP to

be additive rather than incremental. The costs that firms incur to implement one
element of the regime may, in some instances, reduce the cost of implementing other
elements. For example, firms may only perform a single IT change, or conduct a single
staff training program, rather than doing it for each element of the regime. This can
lead to cost synergies.

In addition, some of the IFPR elements, such as Reporting and Own Funds
Requirements, were consulted upon in both of our previous consultations. Given this
overlap, some implementations costs will be duplicated. As a result, our approach to
estimate implementation costs is likely to overstate the true implementation cost and
be an upper bound.

Familiarisation: To familiarise themselves with our proposals and rules, we expect that
all firms will read the three consultations, which contains 358 pages some of which

will not be relevant to all firms. We assume that the number of compliance staff who
would need to read the consultation will on average be 5 people at a medium firm and
2 at a small firm. We use an average salary of a compliance function and apply these
estimates to the different categories of firms we have created for the different sets of
policies we are proposing in this CBA.

We estimate the cost of familiarisation to be around £1.5m for the rules consulted onin
this CP.

Our revised familiarisation cost estimates for CP1 and CP2 are £2.3m and £3.6m,
respectively, leading to a total familiarisation cost of the whole regime of £7.4m.

Gap analysis: To meet the requirements, firms are expected to conduct a gap
analysis of the amount of own funds and liquid assets required, among other things,
and compare it against the current regime. The standardised cost model assumes

it will take 2 and 1 legal and compliance professionals at a medium and a small firm
respectively to review 804 pages of legal text, plus 358 pages of different rule-specific
consultation text, to assess our proposals.

We estimate the cost of the gap analysis for the rules consulted onin this CP to be
around £6.7m.

Our revised cost estimates for gap analysis for the rules consulted onin CP1 and CP2
are £11.9m and £22.8m, respectively, leading to a total cost of gap analysis of £41.4m.


https://www.fca.org.uk/publication/corporate/how-analyse-costs-benefits-policies.pdf 
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Methodology changes: Firms are likely to have to make changes to CP3-related
changes. These will require firms to have a small project management team and the
main costs relate to the opportunity cost of staff time. Our model assume that a
medium firm will spend 14 person days to implement a change, while a small firm will
spend 3 person days. We also assume that this change will need to be reviewed by
Senior Managers at each firm.

We estimate the cost of this change to be around £13.9m for the rules consulted onin
this CP.

Our revised cost estimates for methodology changes discussed in CP1 and CP2 are
£6.2m and £46.9m, respectively, leading to a total cost of methodology changes of
£67.0m.

IT changes: In addition to the costs set out above, firms will need to make some
changes to their IT systems to reflect new disclosure requirements. Our estimates
assume that medium firms have an in-house IT capability and will spend 8 person days
to implement this change, while small firms are likely to rely on external consultants
and spend the equivalent of 4 person days to implement the IT change. We expect the
total cost of this change to be around £8.3m for the rules consulted in in this CP.

Our revised estimates for IT changes described in CP1 and CP2 are £5.0m and £30.6m,
respectively, leading to a IT cost of £43.9m.

Training: Finally, we expect firms to incur some staff training costs. For the purpose

of this CP, we assume that a medium firm will brief 10 employees and a small firm

will brief 2 employees, comprising of compliance staff and investment advisors. We
assume that reading the briefing and acting on the information will take a full day for
each affected employee. This would result in a total training cost of £7.4m for the rules
consulted onin this CP.

Our revised estimates for training costs described in CP1 and CP2 are £1.5m and
£28.1m, respectively, leading to a total staff training cost of £37.0m.

Capital and liquidity - Impact of the IFPR Regime

We explained in the CBAs to CP20/24 and CP21/7 that we will present our view on the
overallimpact of our proposals and confirmed rules. Below we provide an analysis from
the perspective of the capital and liquidity impacts of the IFPR regime and how well
firms are positioned to meet the requirements. The analysis examines the end of year
5 (ie, end-state) and the day-one (ie, allowing for transitional provision) positions.

Capital

What constitutes own funds varies across the different legacy prudential regimes that
are moving to MIFIDPRU. This includes what is eligible to be included as own funds, in
what tier of capital does it sit and what items must be deducted when calculating own
funds. This unnecessary complexity is one reason we are moving to a single approach
forall FCA investment firms.

To conduct our analysis we map existing capital instruments, reserves and deductions
to the new IFPR definition of own funds.

Table 9 below illustrates, by existing firm type, which own funds requirement
calculationis the binding requirement (assuming a firm's KFR, PMR or FOR value at the
end of any transitional provision). The table shows that around 90% of firms that we
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think will be subject to the IFPR will have a binding requirement that is either the PMR or
the FOR at the end of the transitional period.

Table 9: Percentage of firms allocated by whether the binding requirement is the
FOR, PMR or KFR.

sttt e Non-SNI  Non-SNI  Non-SNI SNI
KFR FOR PMR FOR
IFPRU 4.7% 7.4% 4.7% 0.8% 1.4% 18.9%
BIPRU 6.7% 17.8% 3.4% 9.5% 8.7% 46.1%
IPRU(INV) 0.5% 0.3% 2.1% 0.1% 31.8% 34.9%
Total percentage 11.9% 25.5% 10.2% 10.4% 41.9% 100%

Table 10 and Figure 2 below illustrate the percentage of firms that will have a surplus

or deficit of own funds compared to their own funds requirements at the beginning of
year 1 of the new regime and at the beginning of Year 6 (ie, at the end of the transitional
period.) We show the capital impact in relative and absolute terms.

The relative measure is captured by banding firms into buckets based on the capital
surplus or deficit as a percentage of their own funds. For example, if a firm's own funds
are £100, and their own funds requirement is £60, the surplus percentage will be 40%.
Asthe surplus increases the percentage tends towards 100%. The deficit percentage
can however exceed 100%, for example if a firm's own funds are £100 and their own
funds requirement is £250 then the deficit percentage is (150%). This explains the
asymmetric banding pattern in the table and diagram.

Table 10 shows that 8% of firms will have insufficient own funds to meet their own
funds requirement on day-one. The total shortfall is in the region of £79m. Based on

a cost of capital of 5.5% this shortfall would equate to an average cost per firm of
£14,000 per annum. Over the 5-year transitional period, all things being equal, and
firms decided to take no action to improve their capital position (eg, by retaining a
higher proportion of profits in the firm), the percentage of firms with a deficit would be
21% and the size of the overall deficit would be around £1.5bn. For those firms making
up the shortfall would represent an average cost per firm of £105,000 per annum.

This quantification does help to indicate how the transitional provisions have been
sized to allow firms time to accumulate capital to migrate to the new regime. Equally,
the analysis illustrates that most firms are already more than adequately capitalised
and so the outcome should be seen as being consistent with one of the IFPR's stated
outcomes which is a risk-based rebalancing of capital requirements that addresses the
current undercapitalisation of some firms.
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Table 10: Estimated Capital Surplus/(Deficit) at the beginning of year 1 and the
beginning of year 6 of the IFPR

Capital Surplus/(Deficit) as a

percentage of Own Funds Percentage Percentage of
of firms firms
<(100%) 3% (16) 9% (1,345)
(100%) - (50%) 1% (44) 3% (30)
(50%) - (25%) <1% 9) 5% (22)
(25%) - (10%) 2% (6) 3% (41)
(10%) - (5%) <1% (1) <1% (14)
(5%) - (0%) <1% (3) 1% (3)
0% -5% 3% 1 1% 3
5% - 10% 1% 2 1% 4
10% - 25% 5% 110 5% 213
25% - 50% 11% 681 12% 770
50% - 100% 72% 79,631 60% 78,234
Total 100% 80,347 100% 77,768

Figure 2: Estimated Capital Surplus/(Deficit) at the beginning of year 1 and the
beginning of year 6 of the IFPR

Capital Surplus/(Deficit)

Percentage of Firms

< (1005) (100%)  (SO86)  (25%)  [(108)  [5%) 05 55 10% 25% 50%
(Soss)  (25%)  (10%) (5% (0%} 55 10% 25% SO% 1008

Capital Surplus/iDeficit) as a percentage of Own Funds

Year 1 - full transitionak Year & - transitionak expired

Tables 11 and 12 focus on the cohort of firms that would have shortfalls in own funds
compared to the requirements they would have at the beginning of year one and the
end of the five—year transitional period respectively, but in these tables they are broken
down by existing firm classification and whether the firm will be an SNI or non-SNI.

The tables show the number of firms that we estimate may have capital shortfalls

and the cumulative amount of deficit. We have also calculated the cumulative annual
profit after tax (PAT) for each group of firms. Comparing the capital deficits to the
profitability for each group shows that through capital retentions most of the firms
should be able to make up their shortfalls. Please note that in Table 12 there will be the
opportunity to accumulate 5 years of cumulative after-tax profits, however the table
only shows 1 year's PAT for those firms.
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Table 11: Analysis of firms that would have capital deficits —beginning of year 1

Firm Capital Capital
category NIITLEET | gy | AR ST g e | e mom it
of firms PAT (Em) | of firms
£m £m

IFPRU 7 (0.3) (21) 22 (14) 6
BIPRU 50 (4) 7 73 (54) 690
IPRU(INV) 144 (6) 9 8 (1) 185
Total 201 (10) (5) 103 (69) 881

Table 12: Analysis of firms that would have capital deficits — beginning of year 6
Non-SNI

Firm Capital Capital
category Number | iy ficiy) | Annual | Number |\ cit) | Annual PAT (€m)
of firms PAT (Em) | of firms
£m £m
IFPRU 13 (9) (16) 82 (879) 442
BIPRU 117 (8) 8 157 (428) 1,019
IPRU(INV) 396 (71) 259 23 (61) 435
Total 526 (88) 251 262 (1,368) 1,896
Liquidity

The basic liguid asset requirement is the sum of one third of the FOR plus 1.6% of the
total amount of guarantees provided to clients.

Table 13 below illustrates the percentage of firms that will have a deficit of liquid assets
compared to their basic liquid asset requirement at the beginning of year one of the
IFPR regime and at the end of the five-year transitional period.

Table 13: Analysis of firms that would have liquidity deficits — beginning of year 1 and
beginning of year 6

Beginning of Year 1 Beginning of Year 6

Percentage Totalliquid | Percentage of Total liquid asset
of firms asset shortfall firms shortfall

Liquid asset

shortfallup to 4% £2m 4% £2m
£50k

Liquid asset

shortfall over 3% £111m 3% £111m
£50k

93% of firms have adequate liquid assets to meet their basic liquidity requirement at
the beginning of year one of the IFPR regime. 4% of firms currently have a shortfall of
up to £50,000 each compared to their Day One liquidity requirement, that in aggregate
would be a shortfall of £2m. The remaining 3% of firms have individual shortfalls in
excess of £50,000, which in aggregate is a shortfall of £111m. A small number of firms
make up most of that shortfall.

We estimate that the values for the beginning of year 1 and the beginning of year 6 are
the same. This suggests that any transitional provision is not making much difference

to these firms meeting any liquidity shortfalls.
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Table 14 compares the liquidity shortfalls for those 7% of firms to their annual
profitability. We find that about half of these firms generate sufficient after-tax profits
which should help to fill their liquidity shortfalls.

Table 14: Analysis of firms that would have liquidity deficits by existing firm type
Non-SNI

Firm . Capital
e Number Capital Annual Number of . . Annual
category . .. . (Deficit)
of firms | (Deficit) £Em | PAT (Em) firms £m PAT (€m)
IFPRU 3 (1) 3 25 (53) 233
BIPRU 61 (3) (2) 59 (38) 655
IPRU(INV) 83 (10) 3 10 (8) 397
Total 147 (14) 4 94 (99) 1,285
Costs to the FCA

We do not consider that our proposed regime will result in any significant permanent
increase in costs for the FCA. There will be one off system changes to take account

of the reduced categories of investment firms, to amend Connect to include the

new MIFIDPRU application and notification forms and to create the reporting forms

in RegData. There will also be staff training costs. The changes will build on existing
regulatory frameworks. We will include supervision of the new prudential requirements
into our existing supervisory and authorisation activities and allocate resources
internally based on the prioritisation of arising risks. In the long run, the simplification of
the regime for investment firms will be a benefit to the FCA.

Indirect impacts

Increased compliance costs, as set out above, will increase firms' costs. All firms will
face one-offimplementation costs. Ongoing costs will be higher for some firms and
lower (or unchanged) for other firms.

There may be additional costs for consumers as they may be subject to price increases
if firms seek to pass on the cost of implementing and operating the proposed policy
framework.

Some firms might decide to exit the market if implementation or compliance costs are
too high.

However, based on the analysis of the FCA data and firms' responses to our survey, we
consider that these additional costs are likely to be manageable for firms. Most firms
are already meeting the requirements, either fully or partially. The overall increase

in costs per firmis modest and is proportional to a firm's size. We do not expect

the overallimpact oninnovation or prices across all sectors to be material or these
proposals to act as a significant barrier to entry, and therefore we have not estimated
them.

Benefits to consumers, firms and the wider economy
We believe that our proposed intervention will deliver benefits and reduce harmiin
several areas.

Reduced firm failure and reduced costs in case of failure
A package of our proposed interventions will reduce potential for firm failure itself or
reduce potential for disorderly failure. This means that, in an event of firm failure, fewer
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consumers will be affected. And those consumers who will be affected by firm failure
will experience lower financial and psychological harm, including distress associated
with discontinuity of service.

These benefits will be achieved by ensuring that firms maintain levels of capital
reflective of the scale of harm they may cause to consumers and markets. Firms will
also be more resilient due to holding a basic amount of liquid assets.

As part of this process, our proposed ICARA approach will establish an objective link
between the financial resources an investment firm holds and its threshold conditions.
Firms will identify how to mitigate harms to consumers and markets and apply
additional own funds and liquid assets requirements where those harm mitigation
mechanisms are not adequately captured through our basic requirements.

In addition, our reporting proposals mean that the FCA will be aware of potential
problems sooner and in a more consistent manner, which will help to address any
concerns in a timelier manner. This is supported by specific guidance and clear
intervention points detailing what we expect of firms when they run into difficulties,
and what they can expect from us.

The above benefit will also reduce social costs through lessening reliance on investor
compensation schemes, and thus avoiding consequent impacts on other firms to top-
up these schemes to handle pay-outs.

Reduced complexity and more proportionate application of prudential
standards to different business models; improved processes

When the proposed rules are introduced, FCA investment firms will benefit from
prudential requirements that are aligned with their business models and the potential
for themto cause harm.

Firms will also benefit from a more proportionate, simpler, risk-based reporting that
is available in a single suite of forms. This is expected to considerably reduce their
administrative and compliance burdens for IFPRU firms that are currently subject to
COREP and report using xbrl. Also, BIPRU and IPRU-INV firms will not have to spend
time and money in introducing xbrl as the reporting will be done using xml files. This
is the same format that is used for other FCA regulatory reporting using RegData.
Finally, these reporting forms will not significantly change if there is a change in MIFID
permissions reducing complexity further. We provide an estimate of the cost savings
resulting from simplified reporting requirements in the section below.

FCA supervisors will also have a more appropriate (and simpler) framework of rules to
carry out their oversight.

Improved competition
We believe that the proportionate and simplified prudential sourcebook described
above will result in improved competitive conditions.

This will be achieved by removing any differences within markets and hence
competitive distortions created by the existing mix of standards. Instead, investment
firms carrying out the same investment activity will be treated in a simpler and more
consistent manner.
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Better alignment between risk and individual reward

128. Our MIFIDPRU Remuneration Code has both prudential and conduct-related
objectives. In additional to supporting prudential soundness and risk management, it
will also ensure better alignment of risk and individual reward in all investment firms.
This supports positive behaviours and healthy firm cultures, while also discouraging
behaviours that can lead to misconduct and poor customer outcomes.

129. Our remuneration rules will therefore contribute to ensuring appropriate outcomes for
customers and markets and reduce the likelihood of harm.

Improved overall confidence in the financial resilience of investment
firms

130. We believe that each of our proposed or confirmed interventions will lead to
improvements in firms' operational resilience to disruption, whether by changes to
firms' systems and processes or by providing better information to the decision-
makers in firms. Importantly, however, the package of interventions works together,
with each element facilitating or enhancing the effects of the others.

131. All the benefits described above will improve overall confidence and consumer
participation —due to better protection for consumers.

Estimating benefits

132. We have attempted to quantify the benefit to firms from the changes to regulatory
reporting that will happen due to the implementation of the IFPR. Given the wide
variety in size and business model of the investment firms affected, this can only be a
very broad generalisation.

133. Table 15 compares the estimated annual ongoing reporting costs for a large full-scope
IFPRU 730k firm under the current and the proposed regimes. We have based our
estimates of the time taken to produce existing and IFPR returns, through discussions
with Supervision, on our understanding of firms'internal processes when completing
regulatory reporting. We then used our standardised cost model to estimate the cost
of each part of the process. We have not considered the cost of any Executive or Board
review of data or of on-going IT maintenance costs.

134. The assumptions that we have used include:

e many pieces of information are already being produced for internal management
information (Ml) purposes

e thereis daily monitoring of capital and concentration risk

e thereis daily monitoring of liquidity

o theICARA guestionnaire uses the result of the ICARA process annual review and
uses information already available for monitoring harms and risks
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Table 15: Estimated annual reporting costs for a large full-scope IFPRU 730k firm®

Currentregime IFPR

Hours Cost (£) Hours Cost (£)
Internal monitoring and reporting 2,678 52,500 929 18,206
Extraction/datainsertion 90 1,765 39 765
Analysis & manual adjustments 64 1,255 25 490
Review & internal reporting 38 745 8 157
Reconciliation to accounts 140 2,745 48 941
Cross-reconciliation 58 1,137 12 235
RegData submission 102 1,990 6 118
Internal reporting review and challenge 297 11,647 148 5,784
Reconciliation review and challenge 40 1,569 16 627
Total 3,507 75,353 1,231 27,323

! this assessment was completed before the MIFO07 ICARA questionnaire or MIFO08 remuneration returns were finalised.

They are both annual returns and ask for information that willhave been generated for other purposes. We think that any

additional cost will be negligible.

We have estimated that the proposed IFPR reporting regime will result in a total annual
saving of £48,000 for such a firm. We estimate that approximately 100 large firms will be
affected by the proposed change, resulting in a total saving of £4.8 million for them.

We have not attempted to estimate reporting cost savings for smaller firms as there are
multiple different starting points. However, we consider that the assumptions we have
listed in paragraph 134 still hold for these firms and that, at the least, the changes will be

cost neutral.
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Annex 3
Other legal duties

Expected effect on mutual societies

The FCA does not expect the proposals in this paper to have a significantly different
impact on mutual societies.

Equality and diversity

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

As part of this, we ensure the equality and diversity implications of any new policy

proposals are considered. The outcome of our consideration in relation to these matters
in this case is stated in paragraphs 2.10 — 2.12 of this CP.

Legislative and Regulatory Reform Act 2006 (LRRA)

We have had regard to the principles in the LRRA for the parts of the proposals that
consist of general policies, principles or guidance and consider that they will help firms
understand and meet the regulatory requirements associated with our new capital
requirements framework, leading to better prudential outcomes for firms and their
clients. We also think our proposals are proportionate and take into consideration the
variety of firms in scope.

We have had regard to the Regulators' Code for the parts of the proposals that consist

of general policies, principles or guidance and consider the proposals do not create an
unnecessary burden on firms, or adversely affect competition.
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Annex 4
Abbreviations used in this paper

Abbreviation Description

AIF Alternative Investment Fund

ASA Assets safeguarded and administered

AT1 Additional Tier 1 capital

AUM Assets under management

BIPRU Prudential sourcebook for banks, building societies and investment
firms

BRRD Bank Recovery and Resolution Directive

CBA Cost benefit analysis

CET1 Common Equity Tier 1 capital

COCON Code of Conduct

COH Client orders handled

CONC Consumer Credit sourcebook

COREP Commonreporting

CcpP Consultation paper

CPMI Collective Portfolio Management Investment firm

CRD Capital Requirements Directive

CRR Capital Requirements Regulation

EBA European Banking Authority

EMPS Energy Market Participants

ESG Environmental, Social and Governance

EU European Union

FCA Financial Conduct Authority

FEES Fees Manual

FICOD Financial Conglomerates Directive

FOR Fixed overheads requirement

FS Act Financial Services Act 2021
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Abbreviation

Description

FSB Financial Stability Board

FSMA Financial Services and Markets Act

GEN General Provisions sourcebook

GENPRU General Prudential sourcebook

ICAAP Internal capital adequacy assessment process

ICARA Internal Capital Adequacy and Risk Assessment

IFD Investment Firm Directive

IFPR Investment firm prudential regime

IFPRU Prudential sourcebook for investment firms

IFR Investment Firm Regulation

IPRU-INV Interim prudential sourcebook for investment business

K-ASA K-factor rgquirement related to the activity of administering and
safeguarding assets

K-AUM K-factor requirement related to the activity of managing assets

K-CON K-factor requirement based on concentration risk

K-COH K-factor requirement related to the activity of handling client orders

K-DTF K-factor requirement related to the daily trading flow

K-NPR K-factor requirement related to market risk

K-TCD K-factor requirement related to the risk from the default of a trading
counterparty

KFR K-factor requirement

MAR Market Conduct

MiFID Markets in Financial Instruments Directive

MIFIDPRU ]l;lfrvaPrudential sourcebook for solo regulated MiFID investment

MIPRU Prudential sourcebook for Mortgage and Home Finance Firms, and
Insurance Intermediaries

MRT Material Risk Taker

OFAR Overall financial adequacy rule

OMPS Oil Market Participants

PERG Perimeter Guidance Manual

PMR Permanent minimum requirement
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Abbreviation Description
PRA Prudential Regulation Authority
PS Policy Statement
RCB Regulated Covered Bonds
SM&CR Senior Managers & Certification Regime
SNI Small and non-interconnected investment firm
SREP Supervisory review and evaluation process
SUP Supervision sourcebook
SYSC Systems and controls sourcebook
T2 Tier 2 capital
TCD Trading counterparty default
UCITS U.nder.takings for Collective Investment in Transferable Securities
Directive
WDPG The Wind-down Planning Guide

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

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

All our publications are available to download from www.fca.org.uk. If you would like to receive this
paperin an alternative format, please call 020 7066 7948 or email: publications_graphics@fca.org.uk
or write to: Editorial and Digital team, Financial Conduct Authority, 12 Endeavour Square,

London E20 1JN

Sign up for our news and publications alerts
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INVESTMENT FIRMS PRUDENTIAL REGIME (No.2) INSTRUMENT 20211

Powers exercised

A. The Financial Conduct Authority (“the FCA”) makes this instrument in the exercise
of the following powers and related provisions in the Financial Services and Markets
Act 2000 (“the Act”):

1) section 137A (The FCA’s general rules);
2) section 137T (General supplementary powers);
3 section 138D (Actions for damages);
4) section 139A (Power of the FCA to give guidance);
5) section 143D (Duty to make rules applying to parent undertakings);
(6) section 143E (Powers to make rules applying to parent undertakings);
@) section 143Y (Statement of policy for penalties under section 143W); and
(8) section 395 (The FCA’s and PRA’s procedures).
B. The rule-making provisions listed above are specified for the purposes of section

138G(2) (Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on 1 January 2022.

Amendments to the Handbook

D. The modules of the FCA Handbook listed in column (1) below are amended in
accordance with the Annexes to this instrument listed in column (2).

1) )
Glossary Annex A
Prudential sourcebook for MiFID Investment Firms Annex B
(MIFIDPRU)
Decision Procedure and Penalties manual (DEPP) Annex C
The Enforcement Guide (EG) Annex D
E. The FCA confirms and remakes in the Glossary of definitions any defined expressions

used in the rules and guidance in the modules of the Handbook referred to in
paragraph D where the defined expressions relate to UK legislation that has been
amended since those defined expressions were last made.

! Editor’s note: In this consultation paper, the additional provisions being added to
MIFIDPRU have been published in this separate draft instrument and are shown as
amendments or additions to the text published in (PS21/9) which was made on a near-final
basis on 22 July 2021.
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Notes

F. In the annexes to this instrument, the “notes” (indicated by “Note:” or “Editor’s
note:”) are included for the convenience of readers, but do not form part of the
legislative text.

Citation

G. This instrument may be cited as the Investment Firms Prudential Regime (No.2)
Instrument 2021.

By order of the Board
[date]

[Editor’s note:

Certain notes marked “Note:” in this instrument contain references to provisions of the EU
IFR or EU Investment Firms Directive (Directive (EU) 2019/2034) (“IFD”). As the IFR and
IFD will not apply in the UK, these references will not appear in the final Handbook text.
They are provided in this draft instrument solely to assist firms in identifying EU provisions
which have a broadly similar effect to the Handbook provision to which they relate. These
references may assist firms and groups that operate on an international basis in understanding
how the UK prudential regime for investment firms will achieve similar outcomes to the EU
IFR and IFD and therefore may be useful for implementation purposes.]
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Annex A

Amendments to the Glossary of definitions

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

unless otherwise stated.

Insert the following new definitions in the appropriate alphabetical position. The text is not

underlined.

Appropriately
Diversified Indices
RTS

AVA

Closely Correlated
Currencies RTS

cooperative society

Covered Bonds RTS

Directive 2002/87/EC
UK law

intermediate entity

Market Definition RTS

Part 1 (FCA) of the UK version of Regulation (EU) 945/2014 of
4 September 2014 laying down implementing technical standards
with regard to relevant appropriately diversified indices
according to Regulation (EU) No 575/2013 of the European
Parliament and of the Council, which is part of UK law by virtue
of the EUWA.

an additional valuation adjustment calculated under MIFIDPRU
3 Annex 8R.

Part 1 (FCA) of the UK version of Regulation (EU) 2015/2197 of
27 November 2015 laying down implementing technical
standards with regard to closely correlated currencies in
accordance with Regulation (EU) No 575/2013 of the European
Parliament and of the Council, which is part of UK law by virtue
of the EUWA.

a cooperative society as defined in MIFIDPRU 3 Annex 7.4R.

Part 1 (FCA) of the UK version of Regulation (EU) 523/2014 of
12 March 2014 supplementing Regulation (EU) No 575/2013 of
the European Parliament and of the Council with regard to
regulatory technical standards for determining what constitutes
the close correspondence between the value of an institution’s

covered bonds and the value of the institution’s assets, which is
part of UK law by virtue of the EUWA.

the law of the United Kingdom (or any part of it) which,
immediately before IP completion day, implemented Directive
2002/87/EC, as that law has effect on IP completion day.

an intermediate entity as defined in MIFIDPRU 3 Annex 7.32R.

Part 1 (FCA) of the UK version of Regulation (EU) 525/2014 of
12 March 2014 supplementing Regulation (EU) No 575/2013 of
the European Parliament and of the Council with regard to
regulatory technical standards for the definition of market, which
is part of UK law by virtue of the EUWA.
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non-authorised parent has the meaning in section 143B(1) of the Act, which is a parent
undertaking undertaking that:

@) is incorporated in the United Kingdom or has its principal
place of business in the United Kingdom, and

(b) is not an authorised person.

relevant body (in MIFIDPRU) a general meeting of the shareholders of a firm
or an equivalent meeting of the owners of a firm.

similar institution a similar institution as defined in MIFIDPRU 3 Annex 7.5R.

Solvency 2 the Solvency 2 Regulations 2015 (SI 2015/575).
Regulations 2015

third country a third country insurance undertaking as defined in regulation 2
insurance undertaking of the Solvency 2 Regulations 2015.

third country a third country reinsurance undertaking as defined in regulation 2
reinsurance of the Solvency 2 Regulations 2015.
undertaking

tier 1 capital (in MIFIDPRU) the sum of a firm’s common equity tier 1 capital
and additional tier 1 capital.

valuation exposure means the amount of a valuation position that is sensitive to the
movement in a valuation input.

valuation input means a market observable or non-observable parameter or
matrix of parameters that influences the fair value of a valuation
position.

valuation position means a financial instrument or commodity or portfolio of
financial instruments or commodities, which are measured at fair
value.

Amend the following definitions as shown.

financial sector entity  has-the-meaning-rarticle-4(H){(27H-of the UK-CRR- any of the

following:

(@)  afinancial sector entity as defined in article (4)(1)(27) of
the UK CRR;

(b) aMIFIDPRU investment firm; or

(c)  anancillary services undertaking included in the

consolidated financial situation of a MIFIDPRU
investment firm.
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(in relation to an operator of an electronic system in
relation to lending) the governing body with ultimate
decision-making authority comprising the supervisory
and the managerial function or, if the two functions are
separated, only the managerial function.

[Note: article 2(1)(s) of the UCITS Directive]

(4)

(in relation to a non-authorised parent undertaking of an

FCA investment firm) the board of directors, committee

of management or other governing body of the

undertaking and senior personnel who are empowered to

set the undertaking’s strateqy, objectives and overall

direction, and which oversee and monitor management

decision-making in the undertaking.
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Annex B
Amendments to the Prudential sourcebook for MiFID Investment Firms (MIFIDPRU)

The following text is to be inserted as an amendment to the text published in PS21/9, which
was made on a near-final basis on 22 July 2021.

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

1 Application
1.1 Application and purpose
1.1.9 G Q) If a firm applies stricter measures than those required under

MIFIDPRU in accordance with MIFIDPRU 1.1.8R, the firm
must still ensure that it meets the basic requirements of
MIFIDPRU. This is illustrated by the following two examples:

@ Example 1: A firm decides to hold own funds of 0.03% of
its average AUM, rather than 0.02% as required under
MIFIDPRU 4.7.5R. This would be a stricter measure that
still meets the basic requirements of MIFIDPRU and
therefore would be permitted under MIFIDPRU 1.1.8R.

(b) Example 2: A firm decides to hold a significant amount of
additional own funds instead of applying the deductions
from its common equity tier 1 capital required under
MIFIDPRU 3.3.6R. This is on the basis that the
additional own funds far exceed the estimated value of the
required deductions and the firm considers that the
deduction calculations are too onerous. While the firm
may consider that holding these additional own funds is a
stricter measure, this approach would not meet the basic
requirements of MIFIDPRU, which require the firm to
calculate and apply the deductions. In addition, the failure
to apply the correct deductions to common equity tier 1
capital may result in the firm incorrectly applying the
concentration risk requirements and limits in MIFIDPRU
5. This approach would therefore not be permitted under
MIFIDPRU 1.1.8R because it does not meet the basic
requirements of MIFIDPRU.

2 If a firm wishes to apply a stricter measure but is unsure of
whether that measure would meet the basic requirements of
MIFIDPRU, it should discuss the proposal with the FCA before
applying the measure.
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Notifications and applications under MIFIDPRU for which there is no
dedicated form

1110 R [€0)] This rule applies where:

(@) a notification or an application for permission is required
under a provision in (2); and

(b)  the provisions in MIFIDPRU do not specify that a
particular notification or application form must be used
for that purpose.

2 The relevant provisions in (1) are:

(@) arulein MIFIDPRU;

(b)  aprovision of the UK CRR that is applied by MIFIDPRU;
or

(©) a provision in binding technical standards made for the
purposes of the UK CRR where those binding technical
standards are applied by MIFIDPRU.

3) Where this rule applies, a firm, UK parent entity or GCT parent
undertaking that is subject to the relevant provision in (2) must:

(@)  where the provision requires a notification, complete the
notification form in MIFIDPRU 1 Annex 5R and submit
it to the FCA using the online notification and application

system; or

(b)  where the provision requires an application for
permission, complete the application form in MIFIDPRU
1 Annex 6R and submit it to the FCA using the online
notification and application system.
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Insert the following new annexes, MIFIDPRU 1 Annex 5R and MIFIDPRU 1 Annex 6R,
after MIFIDPRU 1 Annex 4R (Notification under MIFIDPRU 1.2.16R that a firm no longer
qualifies to be classified as an SNI investment firm). The text is not underlined.

Application for a permission under MIFIDPRU for which there is no
dedicated application form

1 Annex [Editor’s note: the form can be found at this address:
5R https://www.fca.org.uk/publication/forms/[xxx]]

Application for a permission under MIFIDPRU for which there is no dedicated
application form

NOTE: This application form must not be used to apply for or vary a permission where
MIFIDPRU contains a dedicated application form for that permission. In that case, the
dedicated form must be used instead. This form is relevant only to MIFIDPRU
permissions for which no other application form is provided.

Name of Senior Manager responsible for this application:

1. Please confirm which of the following the applicant is:

a. MIFIDPRU investment firm that is not a consolidating UK O
parent entity or a GCT parent undertaking

b. MIFIDPRU investment firm that is a consolidating UK O
parent entity

c. MIFIDPRU investment firm that is a GCT parent O
undertaking

d. Consolidating UK parent entity (other than a MIFIDPRU O
investment firm)

e. GCT parent undertaking (other than a MIFIDPRU O
investment firm)

2. 1If this application is being made on behalf of other entities within the same group,
please identify those other entities below:

Entity name FRN (if applicable)

3. Please identify below the rule in MIFIDPRU that relates to the permission you are
requesting. Where the permission relates to a provision of the UK CRR (or a binding
technical standard originally made under the UK CRR) that is applied by a rule in
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MIFIDPRU, please identify the UK CRR provision or provision of the binding technical
standard and the MIFIDPRU rule that applies it.

MIFIDPRU rule

UK CRR provision (if applicable)

Binding technical standard
provision (if applicable)

Are you applying for the variation of an existing permission that has previously been
granted under MIFIDPRU?

O Yes
O No

If you have answered yes to question 4, please provide the reference number of the
previous permission:

Permission reference number

Is your application based on a precedent published written permission notice?
O Yes
O No
If you have answered yes to question 6, please provide the reference number of the

precedent permission and an explanation of why you consider the precedent to be
relevant to your application.

Permission reference number

Relevance of the precedent
permission to this application

Please explain why you are applying for the MIFIDPRU permission (or a variation of
the existing MIFIDPRU permission). Please provide details of how the permission will
affect your business, including the activities to which it relates and the types of
clients or counterparties who may be affected.

Please explain how any requirements in the MIFIDPRU rule and, if applicable, the UK
CRR provision or binding technical standard provision you identified in question 3
above are met.

Where the relevant provisions contain multiple requirements, you must explain how
each separate requirement is met. This includes any requirements that may be
applied by cross-references to other MIFIDPRU rules or provisions of the UK CRR. If
you attach supporting documents to support your application, please tick the box
below.
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O Supporting document(s) attached

Notification under MIFIDPRU for which there is no dedicated
notification form

1 Annex [Editor’s note: the form can be found at this address:
6R https://www.fca.org.uk/publication/forms/[xxx]]

Notification under MIFIDPRU for which there is no dedicated notification form

NOTE: This form must not be used to:

e submit a notification where MIFIDPRU contains a separate dedicated form for that
notification. In that case, the dedicated form must be used instead; or

¢ make a notification for purposes that are not connected with MIFIDPRU. A firm
that needs to make a notification for other purposes should refer to the provisions
in SUP 15.

This form is relevant only to notifications under MIFIDPRU for which no other notification
form is provided.

Name of Senior Manager responsible for this notification:

1. Please confirm which of the following is making this notification:

a. MIFIDPRU investment firm that is not a consolidating UK O
parent entity or a GCT parent undertaking

b. MIFIDPRU investment firm that is a consolidating UK O
parent entity

c. MIFIDPRU investment firm that is a GCT parent O
undertaking

d. Consolidating UK parent entity (other than a MIFIDPRU O
investment firm)

e. GCT parent undertaking (other than a MIFIDPRU O
investment firm)
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If this application is being made on behalf of other entities within the same group,
please identify those other entities below:

Entity name FRN (if applicable)

Please identify below the rule in MIFIDPRU that relates to the notification you are
making. Where the notification relates to a provision of the UK CRR (or a binding
technical standard originally made under the UK CRR) that is applied by a rule in
MIFIDPRU, please identify the UK CRR provision or provision of the binding technical
standard and the MIFIDPRU rule that applies it.

MIFIDPRU rule

UK CRR provision (if applicable)

Binding technical standard
provision (if applicable)

Please provide details of the matter to which this notification relates.

Where a MIFIDPRU rule, UK CRR provision or binding technical standard provision
that you have identified in question 3 requires particular information to be provided
in the notification, you must include that information.

If you attach supporting documents relating to this notification, please tick the box
below.

O Supporting document(s) attached
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Amend the following as shown.

2.4 Investment firm groups: general

2419 G In the FCA ’s view, where an investment firm group includes one or more
undertakings that are connected undertakings (other than connected
undertakings due to a participation in accordance with MIFIDPRU
2.4.15R), that are material (either individually or in aggregate), it is
unlikely that the investment firm group will be sufficiently simple to be
able to apply the group capital test. This is because the relationship
between the relevant member of the investment firm group and the
connected undertaking is likely to be more complex and because the
group capital test can only apply to holdings in instruments issued by, or
claims on, an entity. Therefore, prudential consolidation under
MIFIDPRU 2.5 is likely to be more appropriate in such circumstances.

Notifications relating to membership of a consolidation group or financial
conglomerate

2420 R Q) A MIFIDPRU investment firm must notify the FCA immediately
if the firm becomes aware that:

(a) it has become a member of an investment firm group;

(b) it has ceased to be a member of an investment firm group;

(c)  there has been a change in the composition of an
investment firm group of which that firm forms a part;

(d) it has become a member of a financial conglomerate; or

(e) it has ceased to be a member of a financial conglomerate.

(2) A firm must:

(a) notify the FCA under (1) using the form in MIFIDPRU 2
Annex 8R and submit it using the online notification and
application system: and

(b)  as part of the notification in (a):

() identify any entity that is becoming a member of
the investment firm group or financial

conglomerate;

(i)  identify any existing members of the investment
firm group or financial conglomerate that
continue to be members of that investment firm
group or financial conglomerate;
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(iii)  identify any entity that is ceasing to be a member
of the investment firm group or financial
conglomerate; and

(iii)  where applicable, confirm that the investment firm
group or financial conglomerate has ceased to
exist.

3) A firm (“X”) is not required to notify the FCA under (1) if:

(@)  another member of the relevant investment firm group or
financial conglomerate (“'Y”) has notified the FCA under

(1); and

(b)  the notification submitted by Y includes information that
accurately reflects X’s relationship to the investment firm
group or financial conglomerate and any other
information required under (2)(b).

25 Prudential consolidation

2.5.10 R (@8] When applying MIFIDPRU 3 on a consolidated basis, the
requirements in Title 11 of Part Two of the UK CRR shall also
apply with the modifications in this rule.

@ | hinet .  article 84(1).article 85(1) and

@ heret - : - ”

i thereferencesto-article 92(1)-of the UK-CRR-must-be
read as H they were references to the own funds
requirement-under MHFIDRPRU-

(2) A reference in Title Il of Part Two of the UK CRR to an entity or

person included within the “consolidation pursuant to Chapter 2

of Title II of Part One” is a reference to an entity or person

included in the consolidated situation of the investment firm
group under MIFIDPRU 2.5.

3) The relevant subsidiaries for the purposes of articles 81(1)(a) and
82(a) of the UK CRR are:

(a) a MIFIDPRU investment firm;
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(b)  adesignated investment firm; and

(c)  aUK creditinstitution that is included in the consolidated
situation under MIFIDPRU 2.5 because it is a connected

undertaking.

The modifications in (5) apply where the following provisions of
the UK CRR apply to a subsidiary that is a MIFIDPRU
investment firm:

(@) article 84(1)(a)(i);

(b)  article 85(1)(a)(i); and

(c) article 87(1)(a)(i).

The modifications referred to in (4) are as follows:

(@) the relevant amount of common equity tier 1 capital in
article 84(1)(a)(i) is the sum of:

() the amount of common equity tier 1 capital
required to meet the firm’s own funds threshold
requirement; and

(ii)  any other requirements that apply to the firm
under additional local supervisory regulations in
third countries to the extent that those
requirements must be met by common equity tier 1

capital;

(b)  the relevant amount of tier 1 capital in article 85(1)(a)(i)
is the sum of:

() the amount of tier 1 capital required to meet the
firm’s own funds threshold requirement;, and

(if)  any other requirements that apply to the firm
under additional local supervisory requlations in
third countries to the extent that those
requirements must be met by tier 1 capital; and

(c)  the relevant amount of own funds in article 87(1)(a)(i) is
the sum of:

() the amount of own funds required to meet the
firm’s own funds threshold requirement; and

(if)  any other requirements that apply to the firm
under additional local supervisory requlations in
third countries to the extent that those
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requirements must be met by own funds.

(6) The following provisions of the UK CRR are modified as
follows:

(@)  article 84(1)(a)(ii) applies as if it refers to the sum of:

(i) the amount of consolidated common equity tier 1
capital that relates to the subsidiary that is
required on a consolidated basis to meet the
requirement in MIFIDPRU 2.5; and

(ii)  any other requirements that apply to the subsidiary
under additional local supervisory regulations in
third countries to the extent that those
requirements must be met by common equity tier 1

capital;

(b)  article 85(1)(a)(ii) applies as if it refers to the sum of:

(i) the amount of consolidated tier 1 capital that
relates to the subsidiary that is required on a
consolidated basis to meet the requirement in
MIFIDPRU 2.5; and

(ii)  any other requirements that apply to the subsidiary
under additional local supervisory regulations in
third countries to the extent that those
requirements must be met by tier 1 capital; and

(©) article 87(1)(a)(ii) applies as if it refers to the sum of:

() the amount of consolidated own funds that relates
to the subsidiary that is required on a consolidated
basis to meet the requirement in MIFIDPRU 2.5;
and

(if)  any other requirements that apply to the subsidiary
under additional local supervisory requlations in
third countries to the extent that those
requirements must be met by own funds.

25.10A G MIFIDPRU 3 Annex 7.57G and MIFIDPRU 3 Annex 7.58R contain
supplementary provisions that may be relevant when a firm is applying
MIFIDPRU 2.5.10R.

Prudential consolidation in practice: disclosure by-rvestment-firms

2.5.49 G Under MIFIDPRU 2.5.7R, a UK parent entity is required to comply with
the disclosure obligations in MIFIDPRU 8 on a consolidated basis. In
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practice, this involves disclosing the same categories of information that
would be disclosed by a MIFIDPRU investment firm on an individual
basis, but using the figures and other information that result from
applying the relevant requirements on a consolidated basis in accordance
with this section.
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Insert the following annex after MIFIDPRU 2 Annex 7R (Application under MIFIDPRU
2.5.41R for permission to include portfolio of a third country entity in consolidated K-CMG).
The text is not underlined.

Notification under MIFIDPRU 2.4.20R relating to membership of an
investment firm group and/or a financial conglomerate

2 Annex [Editor’s note: the form can be found at this address:
8R https://www.fca.org.uk/publication/forms/[xxx]]

Notification under MIFIDPRU 2.4.20R of membership of an investment firm
group and/or a financial conglomerate

Under MIFIDPRU 2.4.20R(3), a firm (X) is not required to submit this form if another
member of the investment firm group or financial conglomerate (Y) has notified the FCA
of any relevant changes and the information provided by Y includes information about X
and all other information required under MIFIDPRU 2.4.20R.

1. Please confirm which of the following apply:

a. The firm has become part of an investment firm group O

b. The firm has ceased to be part of an investment firm group | O

c. There has been a change in the composition of the O
investment firm group of which the firm is a part (other
than a change under (a) or (b))

d. The firm has become part of a financial conglomerate O

e. The firm has ceased to be part of a financial conglomerate O

If you selected:

option (@), please complete questions 2 and 3 and questions 6 and 7
option (b), please complete questions 4 to 6

option (c¢), please complete questions 6 and 7

option (d), please complete questions 8 to 13

option (e), please complete questions 14 to 16

Firms becoming part of an investment firm group

2. Please confirm if the firm is becoming part of an existing investment firm group
or if a new investment firm group is being created.

O Existing investment firm group
O New investment firm group
3. If you selected “Existing investment firm group” in response to question 2,

please provide the information below. The group reference number will have
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been notified to you after you originally notified of us the creation of the

investment firm group.

Name of existing
investment firm

group

Group reference
number (GRN)

If you selected “New investment firm group” in response to question 2, please
provide the following information:

Specify a hame for
the investment
firm group

(We suggest the
name of the UK
parent entity, plus
the word “group”)

Date on which the
investment firm
group was/will be
created

Please provide the following information in relation to the investment firm group
of which the firm is ceasing to be a part.

Name of existing
investment firm

group

Group reference
number (GRN)

Please confirm whether the investment firm group you have identified in
question 4 will continue to exist after the firm ceases to be part of the

investment firm group.
O Investment firm group will continue to exist

O Investment firm group will cease to exist
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6. Please provide the information in the following tables in relation to the

investment firm group.

New entities joining the investment firm group

Note: For a new investment firm group, this should include all entities in that
investment firm group

FRN (if
applica
ble)

Entity
name

Select one of
the following:

- UK parent
entity

- subsidiary

- connected
undertaking

Select one of the
following:

- MIFIDPRU
investment firm

- PRA designated
investment firm

- credit institution

- other financial
institution

- ancillary services
undertaking

- tied agent

Location
(principal place
of business

and,

separately,
place of
incorporation, if
different)

Entities that were already part of the investment firm group and will
continue to form part of the investment firm group following this
notification

FRN (if
applica
ble)

Entity
name

Select one of
the following:

- UK parent
entity

- subsidiary

- connected
undertaking

Select one of the
following:

- MIFIDPRU
investment firm

- PRA designated
investment firm

- credit institution

- other financial
institution

- ancillary services
undertaking

- tied agent

Location
(principal place
of business

and,

separately,
place of
incorporation, if
different)
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Entities ceasing to be part of the investment firm group

Note: If an investment firm group is ceasing to exist, this should include all
entities in that investment firm group

FRN (if | Entity Select one of Select one of the Location
applica | name the following: following: (principal place
ble) of business

- Former UK - MIFIDPRU and,

parent entity investment firm separately,

- Former - PRA designated | Place of

subsidiary investment firm incorporation, if

different)

- Former - credit institution

connected ] .

undertaking - other financial

institution

- ancillary services
undertaking

- tied agent

Where the investment firm group will continue to exist following this notification,
please attach a group structure chart showing the position of each entity in that
investment firm group.

O Attached

Firms becoming part of a financial conglomerate

8.

10.

Please confirm if the firm is becoming part of an existing financial conglomerate
or if a new financial conglomerate is being created.

O Existing financial conglomerate
O New financial conglomerate

If you selected “Existing financial conglomerate” in response to question 8,
please provide the group reference number for that financial conglomerate.

Group reference
number (GRN)

If you selected “Existing financial conglomerate” in response to question 8,
please confirm whether the form in GENPRU 3 Annex 3G has previously been
provided to the FCA in relation to that financial conglomerate:

O Yes
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O No

If you selected “No” in response to question 10, please complete the form in
GENPRU 3 Annex 3G in relation to the financial conglomerate and attach it to
this notification.

O Attached

If you selected “New financial conglomerate” in response to question 8, please
complete the form in GENPRU 3 Annex 3G in relation to the financial
conglomerate and attach it to this notification.

O Attached

Please provide a structure chart showing each entity that will be part of the
financial conglomerate following this notification.

O Attached

Firms ceasing to part of a financial conglomerate

14,

15.

16.

Please provide the group reference number of the financial conglomerate of
which the firm is ceasing to be a part.

Group reference
number (GRN)

Please confirm whether the financial conglomerate you have identified in
question 14 will continue to exist after the firm ceases to be part of the financial
conglomerate.

O Financial conglomerate will continue to exist

O Financial conglomerate will cease to exist

If you selected “Financial conglomerate will continue to exist”, please provide a
structure chart showing each entity that will be part of the financial

conglomerate following this notification.

O Attached
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Amend the following as shown.

w
-
ol

3.3.1

3.34

Own funds

G This chapter contains requirements for the calculation of a MIFIDPRU
investment firm’s own funds. These requirements are based on the
provisions in Title | of Part Two of the UK CRR, but with the
modifications set out in this chapter.

Supplementary provisions

G MIFIDPRU 3 Annex 7R (Additional provisions relating to own funds)
and MIFIDPRU 3 Annex 8R (Prudent valuation and additional valuation
adjustments) contain supplementary provisions that are relevant to
certain rules in this chapter or certain requirements in the UK CRR that
are cross-applied by rules in this chapter. A firm, UK parent entity or
GCT parent undertaking that is applying a relevant rule in this chapter
should therefore also refer to those annexes.

Common equity tier 1 capital

R (@8] A firm must determine its common equity tier 1 capital in
accordance with Chapter 2 of Title I of Part Two of the UK CRR,
as modified by the rules in this section.

(2 Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

R Article 34 of the UK CRR (Additional valuation adjustments) applies
only in relation to positions held in a firm s trading book.
G A MIFIDPRU 3 Annex 7R contains supplementary provisions that
may be relevant when a firm is calculating its common equity tier
1 capital under MIFIDPRU 3.3.1R.

2 MIFIDPRU 3 Annex 8R contains supplementary provisions that
apply when a firm is calculating any additional valuation
adjustments under article 34 of the UK CRR (as applied by
MIFIDPRU 3.3.1AR).

G (@

3) The FCA generally expects to receive a notification of a
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subsequent issuance of an existing form of common equity tier 1
capital instruments under article 26(3) of the UK CRR at least 20
business days before the firm intends to classify that issuance as

common equity tier 1 capital.

Close correspondence between the value of a firm’s covered bonds and the
value of its assets

R When determining whether there is a close correspondence between the
value of a firm s covered bonds and the value of the firm’s assets for the
purposes of article 33(3)(c) of the UK CRR, the Covered Bonds RTS
applies with the following modifications:

(6] any reference to an “institution” is a reference to the firm; and

(2) any reference to “Regulation (EU) No 575/2013” is a reference
to the UK CRR as applied and modified by the rules in
MIFIDPRU.

[Note: article 33(4) of the UK CRR and BTS 523/2014.]

R A MIFIDPRU investment firm must deduct the following from its
common equity tier 1 items:

1)

9 the amount of items required to be deducted from additional tier
1 items under article 56 of the UK CRR that exceeds the
additional tier 1 items of the firm; and

(10)  any tax charge relating to common equity tier 1 items foreseeable
at the moment of its calculation, except where the firm suitably
adjusts the amount of common equity tier 1 items insofar as such
tax charges reduce the amount up to which those items may be
used to cover risks or losses; and

(11) where a firm is a partnership or a limited liability partnership,
the amount by which the aggregate of any amounts withdrawn by
its partners or members exceeds the profits of the firm, except to
the extent that the amount:

(a) has already been deducted from the firm’s own funds as
a loss under (1);

(b) was repaid in accordance with MIFIDPRU 3.3.16R(2)
or MIFIDPRU 3.3.17R(2); or
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(b) is already reflected in a reduction of the firm’s own
funds that was permitted under articles 77 and 78 of the
UK CRR, as applied in accordance with MIFIDPRU 3.6
(General requirements for own funds instruments).

Additional Tier 1 capital

R (@8] A firm must determine its additional tier 1 capital in accordance
with Chapter 3 of Title | of Part Two of the UK CRR, as
modified by the rules in this section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

G MIFIDPRU 3 Annex 7R contains supplementary provisions relating to
the calculation of a firm ’s additional tier 1 capital and to write-down and
conversion requirements for additional tier 1 instruments.

Tier 2 capital

R (@8] A firm must determine its tier 2 capital in accordance with
Chapter 4 of Title | of Part Two of the UK CRR, as modified by
the rules in this section.

(2 Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

(@)

MIFIDPRU 3 Annex 7R contains additional provisions relating to the
calculation of a firm’s tier 2 capital.

General requirements for own funds instruments

R (1) A firm must comply with Chapter 6 of Title | of Part Two of the
UK CRR, as modified by the rules in this section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

(@)

MIFIDPRU 3 Annex 7R contains additional provisions relating to the
eligibility of instruments to be classified as own funds and to the
reduction of own funds.
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Insert the following new annexes, MIFIDPRU 3 Annex 7R and MIFIDPRU 3 Annex 8R,
after MIFIDPRU 3 Annex 6R (Notification under MIFIDPRU 3.6.5R of the intended
issuance of AT1 or T2 instruments). The text is not underlined.

3

Annex

7

7.1

7.2

7.3

7.4

Additional provisions relating to own funds

Application and purpose

R

This annex applies to any of the following entities when that entity is
determining its own funds under MIFIDPRU 3:

Q) a MIFIDPRU investment firm;
(2 a UK parent entity; and
3) a GCT parent undertaking.

This annex contains additional rules and guidance that supplement the
requirements in MIFIDPRU 3 and UK CRR (as applied by MIFIDPRU 3)
relating to the calculation of own funds.

Any reference in this annex to the UK CRR is to the UK CRR as applied
and modified by MIFIDPRU 3.

Definition of cooperative societies and similar undertakings

R

For the purposes of article 27(1)(a)(ii) of the UK CRR, a firmis a
cooperative society where the following conditions are met:

(1) the firm is a registered society within the meaning of the Co-
operative and Community Benefit Societies Act 2014, or a
society registered or treated as registered under the Cooperative
and Community Benefit Societies Act (Northern Ireland) 1969;

(2) with respect to common equity tier 1 capital, the firm is able to
issue, under the applicable law of the United Kingdom (or any
part of it) or the firm s statutes, at the level of the legal entity,
only capital instruments referred to in article 29 of the UK CRR;

3 where, under the applicable law of the United Kingdom (or any
part of it), the holders of the firm’s common equity tier 1
instruments (whether they are members or non-members of the
firm) have the ability to resign and return the capital instrument
to the firm, this must be subject to any applicable restrictions
under the following:

@) the law of the United Kingdom (or any part of it);

(b) the statutes of the firm;

Page 25 of 97



7.5

FCA 2021/XX

(©) any provision of the UK CRR that is applied by
MIFIDPRU; and

(d)  any provision of the Handbook.
[Note: article 4 of BTS 241/2014]

For the purposes of article 27(1)(a)(iv) of the UK CRR, a firm is a similar
institution where the following conditions are met:

(@8] with respect to common equity tier 1 capital, the firm is able to
issue, under the applicable law of the United Kingdom (or any
part of it) or the firm s statutes, at the level of the legal entity,
only capital instruments referred to in article 29 of the UK CRR;
and

2 at least one of the following applies:

@) where the holders of the firm’s common equity tier 1
instruments (whether they are members or non-members
of the firm) have the ability to resign under the applicable
law of the United Kingdom (or any part of it) and have
the right to put the capital instrument back to the firm,
this must be subject to any applicable restrictions under
the following:

(i) the law of the United Kingdom (or any part of it);
(i) the statutes of the firm;

(ili)  any provision of the UK CRR that is applied by
MIFIDPRU; and

(iv)  any provision of the Handbook;

(b) the sum of capital, reserves and interim or year-end
profits is not allowed, under the applicable law of the
United Kingdom (or any part of it), to be distributed to
holders of the common equity tier 1 instruments of the
firm, except where:

(1) the common equity tier instruments grant the
holders, on a going concern basis, a right to a part
of the profits and reserves that is proportionate to
their contribution to the capital and reserves of the
firm or is otherwise determined in accordance with
an alternative arrangement, and in either case, this
is permitted under applicable law;

(i) the common equity tier 1 instruments grant the
holders, in the case of the insolvency or
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liquidation of the firm, the right to reserves that
need not be proportionate to the contribution to
capital and reserves, provided that the conditions
in article 29(4) and 29(5) of the UK CRR are met;
or

(ili)  the total amount or a partial amount of the sum of
capital and reserves is owned by members of the
firm who do not, in the ordinary course of
business, benefit from direct distribution of the
reserves, in particular through the payment of
dividends.

[Note: article 7 of BTS 241/2014.]

MIFIDPRU 3 Annex 7.4R(3) and MIFIDPRU 3 Annex 7.5(2)(a) do not
prevent the firm from issuing, whether under the law of the United
Kingdom (or any part of it) or of a third country, common equity tier 1
instruments to members or non-members that comply with article 29 of
the UK CRR and do not grant a right to return the capital instrument to
the firm.

[Note: article 4(4) and article 7(4)(a) of BTS 241/2014.]

Distributions constituting disproportionate drags on capital or preferential
distributions

R

(1) This rule applies for the purpose of determining whether a
distribution on an instrument intended to qualify as a common
equity tier 1 capital instrument constitutes a disproportionate
drag on capital under article 28(1)(h)(iii) and 28(3) of the UK
CRR.

2 References in this rule to the “dividend multiple” are to the
dividend multiple referred to in article 28(3) of the UK CRR.

3 Distributions on an instrument will not constitute a
disproportionate drag on capital for the purposes of (1) where:

@) the dividend multiple is a multiple of the distribution paid
on the voting instruments and is not a predetermined
fixed amount;

(b)  the dividend multiple is set contractually or under the
statutes of the firm;

(©) the dividend multiple is not revisable;
(d)  the same dividend multiple applies to all instruments with

a dividend multiple;
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(e) the amount of distribution on one instrument with a
dividend multiple does not represent more than 125% of
the amount of the distribution on one voting common
equity tier 1 instrument, as determined in accordance with
the formula in (6);

)] the total amount of the distributions paid on all common
equity tier 1 instruments during a one-year period does
not exceed 105% of the amount that would have been
paid if instruments with fewer or no voting rights
received the same distributions as voting instruments, as
determined in accordance with the formula in (7).

()] Where the conditions in (3)(a) to (3)(e) are not met, all
outstanding instruments with a dividend multiple shall be
deemed to cause a disproportionate drag on capital for the
purposes of (1).

5) Where the condition in (3)(f) is not met, only the amount of the
instruments with a dividend multiple that exceeds the threshold
in that provision shall be deemed to cause a disproportionate drag
on capital for the purposes of (1).

(6) The formula referred to in (3)(e) is:
[<1.25xk
where:

k= the amount of the distribution on one instrument without
a dividend multiple; and

= the amount of the distribution on one instrument with a
dividend multiple.

@) The formula referred to in (3)(f) applies on a one-year basis and

is as follows:
kX + 1Y <(L05) xkx (X+Y)
k= the amount of the distribution on one instrument without

a dividend multiple;

I = the amount of the distribution on one instrument with a
dividend multiple;

X = the number of voting instruments; and
Y = the number of non-voting instruments.
[Note: article 7a of BTS 241/2014.]
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A distribution on a common equity tier 1 instrument referred to in article
28 of the UK CRR shall be deemed to be a preferential distribution under
article 28(1)(h)(i) of the UK CRR relative to other common equity tier 1
instruments where there are differentiated levels of distributions, unless
the conditions in MIFIDPRU 3 Annex 7.7R are met.

[Note: article 7b(1) of BTS 241/2014.]

(@8] This rule applies where:

(@)

(b)

(©)

(d)

a common equity tier 1 instrument has been issued by a
firm that is a cooperative society or a similar institution;

the instrument in (a) has fewer or no voting rights when
compared to a common equity tier 1 instrument of the
firm with full voting rights;

the distribution on the instrument in (a) is a multiple of
the distribution on the voting instruments; and

the distribution in (c) is set contractually or under statute.

(2) Where this rule applies, a distribution on the instrument in (1)(a)
is deemed not to be preferential relative to the common equity
tier 1 instrument in (1)(b) for the purposes of article 28(1)(h)(i)
of the UK CRR where:

(@)

(b)

(©
(d)

(€)

(f)

the dividend multiple is a multiple of the distribution paid
on the voting instruments and not a predetermined fixed
amount;

the dividend multiple is set contractually or under the
statutes of the firm;

the dividend multiple is not revisable;

the same dividend multiple applies to all instruments with
a dividend multiple;

the amount of the distribution on one instrument with a
dividend multiple does not represent more than 125% of
the amount of the distribution on one voting common
equity tier 1 instrument, as determined in accordance with
the formula in (5); and

the total amount of distributions paid on all common
equity tier 1 instruments during a one-year period does
not exceed 105% of the amount that would have been
paid if instruments with fewer or no voting rights
received the same distributions as the voting instruments,
as determined in accordance with the formula in (6).

Page 29 of 97



©)

(4)

(%)

(6)

(7)

FCA 2021/XX

Where any of the conditions in (2)(a) to (2)(e) are not met, all
outstanding instruments with a dividend multiple shall be
disqualified from the common equity tier 1 capital of the firm.

Where the condition in (2)(f) is not met, only the amount of the
instruments with a dividend multiple that exceeds the threshold
defined in that provision shall be disqualified from the common
equity tier 1 capital of the firm.

Subject to (7), the formula referred to in (2)(e) is:
[<1.25xk
where:

k= the amount of the distribution on one instrument without
a dividend multiple; and

= the amount of the distribution on one instrument with a
dividend multiple.

Subject to (7), the formula referred to in (2)(f) applies on a one-
year basis and is as follows:

kX + 1Y <(1.05) xkx (X +Y)
where:

k= the amount of the distribution on one instrument without
a dividend multiple;

| = the amount of the distribution on one instrument with a
dividend multiple;

X = the number of voting instruments; and
Y = the number of non-voting instruments.

Where the distributions on common equity tier 1 instruments are
expressed, for the voting or non-voting instruments, with
reference to the purchase price of the instrument at issuance, the
formulae in (5) and (6) shall be adapted as follows for those
instruments:

(@) | shall represent the amount of the distribution on one
instrument without a dividend multiple divided by the
purchase price at issuance of that instrument; and

(b) k shall represent the amount of the distribution on one
instrument with a dividend multiple divided by the
purchase price at issuance of that instrument.
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(8) The one-year period referred to in (6) shall be deemed to end on
the date of the last financial statements of the firm.

[Note: article 7b(2) to 7b(5) of BTS 241/2014.]
7.10 R (1) This rule applies where:

@ a common equity tier 1 instrument has been issued by a
firm that is a cooperative society or a similar institution;

(b) the instrument in (a) has fewer or no voting rights when
compared to a common equity tier 1 instrument of the
firm with full voting rights; and

(©) the distribution on the instrument in (a) is not a multiple
of the distribution on the voting instruments.

(2) Where this rule applies, a distribution on the instrument in (1)(a)
shall be deemed not to be preferential relative to the common
equity tier 1 instrument in (1)(b) for the purposes of article
28(1)(h)(i) of the UK CRR where:

@) either of the conditions in (3) is met; and
(b) both of the conditions in (5) are met.

3) The relevant conditions in (2)(a) are that either:
@) both of the following points are satisfied:

(1) the instrument with fewer or no voting rights can
only be subscribed and held by the holders of
voting instruments; and

(i) the number of the voting rights of any single
holder is limited, as specified in (4); or

(b) the distributions on the voting instruments issued by the
firm are subject to a cap set out under the applicable law
of the United Kingdom (or any part of it), or of a third
country.

4 For the purposes of (3)(a)(ii), the voting rights of any single
holder shall be deemed to be limited in the following cases:

@) where each holder only receives one voting right
irrespective of the number of voting instruments for any
holder;

(b)  where the number of voting rights is capped irrespective
of the number of voting instruments held by any holder;
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or

(c)  where the number of voting instruments any holder may
hold is limited under the statutes of the firm or under the
applicable law of the United Kingdom (or any part of it),
or of a third country.

(5) The relevant conditions in (2)(b) are that:

@ the average of the distributions on voting instruments of
the firm during the preceding 5 years is low in relation to
other comparable instruments; and

(b)  the payout ratio as calculated under MIFIDPRU 3 Annex
7.12R is under 30%.

(6) A firm must assess compliance with the conditions in (3) and (5)
and notify the FCA of the results of that assessment in the
following situations:

@ every time the firm takes a decision on the amount of
distributions on common equity tier 1 instruments; and

(b) every time the firm issues a new class of common equity
tier 1 instruments with fewer or no voting rights when
compared with common equity tier 1 instruments of the
firm with full voting rights.

@) A firm must make the notification in (6) by completing the form
in MIFIDPRU 1 Annex 6R and submitting it to the FCA using
the online notification and application system.

(8) Where neither of the conditions in (3) are met, the distributions
on all outstanding non-voting instruments are deemed to be
preferential unless they meet the conditions in MIFIDPRU 3
Annex 7.9R(2).

9 Where the condition in (5)(a) is not met, the distributions on all
outstanding non-voting instruments shall be deemed to be
preferential unless they meet the conditions in MIFIDPRU 3
Annex 7.9R(2).

(10)  Where the condition in (5)(b) is not met, only the amount of the
non-voting instruments for which distributions exceed the
threshold specified in that provision shall be deemed to entail
preferential distributions.

[Note: article 7b(6) to 7b(14) of BTS 241/2014.]

7.11 G A firm may apply under section 138A of the Act for a waiver of the
requirements in MIFIDPRU 3 Annex 7.10R(3)(a)(i) or MIFIDPRU 3
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Annex 7.10R(5)(b) where:

Q) the firm is in breach of, or due to a rapidly deteriorating financial
condition, is likely in the near future to be in breach of, the
requirements in MIFIDPRU (other than those in MIFIDPRU 3
Annex 7.10R(3)(a)(i) or MIFIDPRU 3 Annex 7.10R(5)(b));

(2) the FCA has required the firm to increase its common equity tier
1 capital within a specified period; and

3) the firm considers that it will not be able to rectify or avoid the
breach of MIFIDPRU within that specified period unless the
relevant requirement in MIFIDPRU 3 Annex 7.10R(3)(a)(i) or
MIFIDPRU 3 Annex 7.10R(5)(b) is waived.

[Note: article 7b(15) of BTS 241/2014.]

7.12 R (@8] A firm must calculate the payout ratio under MIFIDPRU 3
Annex 7.10R(5)(b) using the following formula:

R D
P

R=  the payout ratio;

D = the sum of the distributions related to total common equity
tier 1 instruments over the previous 5 yearly periods; and

P = the sum of profits related to the previous 5 yearly periods.
2 For the purposes of paragraph (1), profits shall be:

@) in the case of a period for which the firm submitted data
item FSA030 (Income Statement), the amount of profit
after taxation reported in cell 25A of that data item;

(b) in the case of a period for which the firm submitted data
item FSA002 (Income Statement), the amount of net
profit reported in cell 46B of that data item; and

() in the case of a period for which the firm submitted
FINREP return F02.00 (Statement of profit or loss),
whether under IFRS or GAAP, the amount of profit after
tax reported in row 670.

[Note: article 7c of BTS 241/2014.]

7.13 R For the purposes of article 28 of the UK CRR, a distribution on a common
equity tier 1 instrument shall be deemed to be preferential relative to
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other common equity tier 1 instruments regarding the order of
distribution payments where at least one of the following conditions is
met:

(1) distributions are decided at different times;
(2 distributions are paid at different times;

3) there is an obligation on the firm to pay the distributions on one
type of common equity tier 1 instruments before paying the
distributions on another type of common equity tier 1
instruments; or

(@))] a distribution is paid on some common equity tier 1 instruments
but not on others, unless the condition in MIFIDPRU 3 Annex
7.10R3(a) is satisfied.

[Note: article 7d of BTS 241/2014.]

Deduction of foreseeable dividends from interim or year-end profits to be
recognised as CET1 items

R

(1) This rule applies for the purpose of determining the amount of
any foreseeable dividend that must be deducted by a MIFIDPRU
investment firm from its interim or year-end profits under article
26(2)(b) of the UK CRR.

2 Where the firm’s management body has formally taken a
decision or proposed a decision to the firm s relevant body
regarding the amount of dividends to be distributed, that amount
must be deducted from the corresponding interim or year-end
profits.

(3) Before the firm s management body has formally taken a
decision or proposed a decision to the firm s relevant body on the
distribution of dividends, the amount of foreseeable dividends to
be deducted by the firm from the interim or year-end profits must
equal the amount of interim or year-end profits multiplied by the
dividend payout ratio (as calculated in accordance with
MIFIDPRU 3 Annex 7.16R).

4) Where the firm pays an interim dividend, the residual amount of
interim profit which is to be added to the firm’s common equity
tier 1 items must be reduced (taking into account the requirement
in (3)), by the amount of any foreseeable dividend which can be
expected to be paid out from that residual interim profit with the
final dividends for the full business year.

5) This rule is subject to MIFIDPRU 3 Annex 7.15R.
[Note: article 2 of BTS 241/2014.]
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Where a foreseeable dividend is to be paid in a form that does
not reduce the common equity tier 1 items of the firm (such as
through a scrip dividend), the amount of that dividend does not
need to be deducted from a firm s interim or year-end profits for
the purposes of article 26(2) of the UK CRR.

Where a firm is subject to a regulatory restriction on the amount
of any dividend it can pay, the amount of any foreseeable
dividend to be deducted must be determined taking into account
that restriction.

[Note: article 2(9) and 2(10) of BTS 241/2014.]

1)

()

©)

(4)

()

This rule applies for the purposes of determining the dividend
payout ratio referred to in MIFIDPRU 3 Annex 7.14R(3).

Subject to (3), the dividend payout ratio must be determined on
the basis of the dividend policy approved for the relevant period
by the firm’s management body or relevant body.

Where the firm’s dividend policy in (2) contains a pay-out range
instead of a fixed value, the upper end of the range must be used
when determining the dividend payout ratio.

Where the firm does not have an approved dividend policy, the
dividend payout ratio is the higher of the following:

@) the average dividend payout ratio over the 3 years prior to
the year under consideration; or

(b) the dividend payout ratio of the year preceding the year
under consideration.

The dividend payout ratio in (4)(a) and (4)(b) must be calculated
using the following formula:

R = D
"N
= the dividend payout ratio for the relevant period

=  the sum of distributions made by the firm during the
relevant period

N = the net income of the firm during the relevant period

[Note: article 2(4) to 2(6) of BTS 241/2014.]
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The FCA may require a firm to use the alternative calculation of
the dividend payout ratio in MIFIDPRU 3 Annex 7.16R(4)
where, even though the firm has an approved dividend policy, the
FCA considers that:

@ the firm would not apply the dividend policy in practice;
or

(b) the policy is not a prudent basis on which to determine
the amount to be deducted from interim or year-end
profits for the purposes of MIFIDPRU 3 Annex 7.14R.

In the circumstances in (1), the FCA will normally invite the firm
to apply for the imposition of a requirement on the firm under
section 55L(5) of the Act to apply the alternative calculation.
Alternatively, the FCA may seek to impose such a requirement
on its own initiative under section 55L(3) of the Act.

[Note: article 2(7) of BTS 241/2014.]

A firm may apply to the FCA under section 138A of the Act for a
modification of MIFIDPRU 3 Annex 7.16R(4) to exclude exceptional
dividends where the firm has paid those dividends during the period for
which the dividend payout ratio is being determined. The FCA will
consider whether including those dividends in the calculation would be
unduly onerous or would otherwise fail to achieve the purpose of that
rule. This is likely to depend on whether the firm can demonstrate that
the dividends are genuinely exceptional in nature.

[Note: article 2(8) of BTS 241/2014.]

Deduction of foreseeable charges from interim or year-end profits to be
recognised as CET1 items

R

1)

)

This rule applies for the purpose of determining the amount and
timing of any foreseeable charge that must be deducted by a
MIFIDPRU investment firm from its interim or year-end profits
under article 26(2)(b) of the UK CRR.

The amount of foreseeable charges to be deducted must include
the following:

@) any taxes;

(b)  any amounts resulting from obligations or circumstances
that may arise during the related reporting period where:

@) those amounts are likely to reduce the profits of
the firm; and

(b)  the firm has not made all necessary value
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adjustments or provisions, including AVAs under
article 34 of the UK CRR, to cover such amounts.

Where the firm has not already taken a foreseeable charge into
account in the profit and loss account, the charge must be
assigned to the interim period during which it was incurred.

For the purposes of (3), where a charge was incurred during more
than one interim period, the firm must allocate the amount so that
each interim period bears a reasonable amount of the relevant
charge.

A charge that occurs from a material or non-recurrent event must
be allocated in full without delay to the interim period during
which the event arises.

[Note: article 3 of BTS 241/2014]

Prohibition on direct or indirect funding of own funds instruments

R

1)

)

©)

This rule applies for the purpose of determining when an
instrument has been funded indirectly by a firm for the purposes
of any of the following provisions of the UK CRR:

@) article 28(1)(b);
(b) article 52(1)(c); or
(©) article 63(c).

Funding will be indirect funding for the purposes of (1) when it
is not direct funding as defined in (3).

Direct funding is either of the following:

@) a situation where a firm has granted a loan or other
funding in any form to an investor that is used to purchase
the firm’s capital instruments; or

(b)  funding granted by the firm for purposes other than those
in (a) to any natural or legal person in the following
situations, where the conditions in (4) are not met:

(1) the person has a qualifying holding (as defined in
article 4(1)(36) of the UK CRR) in the firm; or

(i) the person is deemed to be a related party within
the meaning of the definitions in paragraph 9 of
International Accounting Standard 24 on Related
Party Disclosures, as applied by UK-adopted
international accounting standards on 1 January
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2022.
4 The conditions in (3)(b) are:

@) the transaction is realised at similar conditions to other
transactions with third parties; and

(b) the natural or legal person does not have to rely on the
distributions or on the sale of the capital instruments held
to support the payment of interest or the repayment of the
funding granted by the firm.

[Note: article 8 of BTS 241/2014.]

7.21 R (1) The following are non-exhaustive examples of indirect funding
for the purposes of the provisions of the UK CRR listed in
MIFIDPRU 3 Annex 7.20R(1) where the condition in (2) is also
satisfied:

@) funding of an investor’s purchase, at issuance or
thereafter, of a firm s capital instruments by entities over
which the firm has direct or indirect control, or by entities
included in any of the following:

(1) the scope of accounting or prudential
consolidation of the firm; or

(i) the scope of supplementary supervision of the firm
under Directive 2002/87/EC UK law;

(b)  funding of an investor's purchase, at issuance or
thereafter, of a firm s capital instruments by external
entities that are protected by a guarantee or by the use of
a credit derivative or are secured in some other way so
that the credit risk is transferred to the firm or to any
entities on which the firm has a direct or indirect control
or any entities included in any of the following:

(i) the scope of accounting or prudential
consolidation of the firm; or

(i) the scope of supplementary supervision of the firm
under Directive 2002/87/EC UK law;

(©) funding of a borrower that passes the funding on to the
ultimate investor for the purchase, at issuance or
thereafter, of a firm s capital instruments.

(2 The relevant condition is that the investor or, where applicable,
the external entity is not included in any of the following:
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@) the scope of accounting or prudential consolidation of the
firm; or

(b)  the scope of supplementary supervision of the firm under
Directive 2002/87/EC UK law.

[Note: article 9(1) and 9(2) of BTS 241/2014.]

When establishing whether the purchase of a capital instrument involves
direct or indirect funding for the purposes of MIFIDPRU 3 Annex 7.20R,
the amount to be considered must be net of any individually assessed
impairment allowance made.

[Note: article 9(3) of BTS 241/2014.]

To prevent a loan or other form of funding or guarantee being classified
as direct or indirect funding for the purposes of MIFIDPRU 3 Annex
7.20R, the firm must:

1)

)

where the loan, funding or guarantee is granted to any natural or
legal person referred to in MIFIDPRU 3 Annex 7.20R(3)(b)(i) or
(ii), ensure on an ongoing basis that the loan, funding or
guarantee has not been provided for the purpose of subscribing
directly or indirectly for the firm s capital instruments; and

where the loan, funding or guarantee has been granted to other
types of parties, use the firm s best efforts to avoid providing the
loan, funding or guarantee for the purpose of subscribing directly
or indirectly for the firm s capital instruments.

[Note: article 9(4) of BTS 241/2014.]

1)

)

This rule applies to a firm that is:
@) a cooperative society; or
(b)  asimilar institution.

Where a firm in (1) has an obligation under the law of the United
Kingdom (or any part of it) or the statutes of the firm for a
customer to subscribe for capital instruments in the firm in order
to receive a loan, that loan shall not be considered as direct or
indirect funding for the purposes of MIFIDPRU 3 Annex 7.20R
where the following conditions are met:

@) the value of the subscription amount is not material;

(b)  the purpose of the loan is not the purchase of capital
instruments in the firm; and

(©) subscription for one or more capital instruments of the
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firm is necessary for the customer to become a member of
the firm.

[Note: article 9(5) of BTS 241/2014.]

Requirements relating to the reduction of own funds instruments

R

R

For the purposes of MIFIDPRU 3.6.4R(1), terms will be sustainable for
the income capacity of the firm where:

1)

()

the profitability of the firm will continue to be sound and will not
see any negative change in the foreseeable future after the
replacement of the original own funds instruments with own
funds instruments of equal or higher quality; and

the assessment of profitability in the foreseeable future in (1)
takes into account the firm s profitability in stressed situations.

[Note: article 27 of BTS 241/2014.]

Where the prior permission of the FCA is required for the redemption,
repurchase or reduction of own funds instruments under article 77 of the
UK CRR, a firm must not announce the redemption, repurchase or
reduction to holders of the relevant own funds instruments until it has
obtained that permission.

[Note: article 28(1) of BTS 241/2014.]

1)

()

A firm must deduct from the corresponding elements of its own
funds any amounts of its own funds instruments to be reduced,
redeemed or repurchased as soon as the following conditions are
met:

@) where required, the firm has obtained permission from the
FCA under article 78 of the UK CRR; and

(b)  the reduction, redemption or repurchase is expected to
take place with sufficient certainty.

For the purposes of (1)(b), a situation in which sufficient
certainty will exist includes, but is not limited to, where the firm
has publicly announced its intention to redeem, reduce or
repurchase an own funds instrument.

[Note: article 28(2) of BTS 241/2014.]

1)

This rule applies for the purposes of limitations on redemption
applied by any of the following under article 29(2)(b) of the UK
CRR or article 78(3) of the UK CRR:

@) a cooperative society; or
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(b)  asimilar institution.

A firm may issue common equity tier 1 instruments with a
possibility to redeem only where permitted by the applicable law
of the United Kingdom (or any part of it) or of a third country.

The ability of a firm to limit the redemption of a capital
instrument under article 29(2)(b) or article 78(3) of the UK CRR
includes:

(@) the right to defer the redemption; and
(b) the right to limit the amount to be redeemed.

There is no specific limit on the period of time for which a firm
may defer the redemption of a capital instrument or may limit the
amount to be redeemed under (3), but the firm must comply with
the requirement in (5).

The extent of the limitations on redemption included in the
provisions governing the instruments must be determined by the
firm on the basis of its prudential situation at any time, having
regard in particular to the following non-exhaustive factors:

(@) the overall financial, liquidity and solvency situation of
the firm;

(b)  the amount of the firm’s common equity tier 1 capital, tier
1 capital and total own funds compared to the firm’s own
funds requirement.

A firm must:

@) document any decision to limit the redemption of a
capital instrument under this rule; and

(b) notify the FCA of the decision by completing the form in
MIFIDPRU 1 Annex 6R and submitting it via the online
notification and application system, explaining the
reasons for the limitation and how the factors in (5) apply.

[Note: article 10 and article 11(3) and 11(4) of BTS 241/2014.]

Gains on a sale

R

1)

)

This rule applies for the purpose of defining the concept of a gain
on sale under article 32(1)(a) of the UK CRR.

A gain on sale is any recognised gain on sale for the firm that:
@) is recorded as an increase in any element of own funds;
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and

(b) is associated with future margin income arising from a
sale of securitised assets when they are removed from the
firm’s balance sheet in the context of a securitised
transaction.

The recognised gain on sale must be determined as the difference
between the following, as determined by applying the relevant
accounting framework:

@ the net value of the assets received (including any new
asset obtained) less any other asset given or any new
liability assumed; and

(b)  the carrying amount of the securitised assets or of the part
derecognised.

The recognised gain on sale which is associated with the future
margin income is the expected future express spread, which is
determined as the finance charge collections and other fee
income received in respect of the securitised exposures net of
costs and expenses.

[Note: article 12 of BTS 241/2014.]

Deductions from own funds

R

1)

)

Subject to (3), for the purpose of calculating its common equity
tier 1 capital during the year, and irrespective of whether the firm
closes its financial accounts at the end of each interim period, the
firm must determine its profit and loss accounts and deduct any
resulting losses from common equity tier 1 items under
MIFIDPRU 3.3.6R(1) as they arise.

For the purpose of determining a firm s profit or loss accounts
under (1), a firm must:

@) determine its income and expenses under the same
process and on the basis of the same accounting standards
as those used for the year-end financial report;

(b) prudently estimate income and expenses and assign them
to the interim period in which they are incurred so that
each interim period bears a reasonable amount of the
anticipated annual income and expenses; and

(©) consider material or non-recurrent events in full and
without delay in the interim period during which they
arise.
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Where losses for the current financial year have already reduced
the firm’s common equity tier 1 items as a result of an interim or
a year-end financial report, a deduction is not required.

For the purposes of this rule, a “financial report” means that the
profit and losses have been determined after a closing of the
interim or the annual accounts in accordance with the applicable
accounting framework.

This rule applies in the same manner to gains and losses included
in accumulated other comprehensive income.

[Note: article 13 of BTS 241/2014.]

1)

)

©)

(4)

()

This rule applies for the purposes of determining the deduction
of deferred tax assets that rely on future profitability under
MIFIDPRU 3.3.6R(3).

The offsetting between deferred tax assets and associated
deferred tax liabilities must be done separately for each taxable
entity.

Associated deferred tax liabilities must be limited to those that
arise from the tax law of the same jurisdiction as the deferred tax
assets.

For the calculation of deferred tax assets and liabilities at
consolidated level, a taxable entity includes any number of
entities which are members of the same tax group, fiscal
consolidation, fiscal unity or consolidated tax return under any
applicable law of the United Kingdom or of a third country.

The amount of associated deferred tax liabilities which are
eligible for offsetting deferred tax assets that rely on future
profitability is equal to the difference between the following:

(@) the amount of deferred tax liabilities as recognised under
the applicable accounting framework;

(b)  the amount of associated deferred tax liabilities arising
from intangible assets and from defined benefit pension
fund assets.

[Note: article 14 of BTS 241/2014.]

1)

)

This rule defines an intermediate entity for the purposes of
MIFIDPRU 3 Annex 7.33R to MIFIDPRU 3 Annex 7.40R.

An intermediate entity is any of the following entities, where that
entity holds capital instruments of a financial sector entity;
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a collective investment undertaking;
a pension fund other than a defined benefit pension fund,;

a defined benefit pension fund, where the firm is
supporting the investment risk and where the defined
benefit pension fund is not independent from its
sponsoring institution in accordance with (4);

an entity that is directly or indirectly under the control or
under significant influence of one of the following:

M the firm or its subsidiaries;

(i) the parent undertaking of the firm or the
subsidiaries of that parent undertaking;

(ili)  the parent financial holding company of the firm
or the subsidiaries of that parent financial holding
company;

(iv)  the parent investment holding company of the firm
of the subsidiaries of that parent investment
holding company;

(v)  the parent mixed-activity holding company of the
firm or the subsidiaries of the parent mixed
activity holding company; or

(vi)  the parent mixed financial holding company of the
firm or the subsidiaries of the parent mixed
financial holding company;

a special purpose entity;

an entity whose activity is to hold financial instruments of
financial sector entities; and

an entity that is used for the purpose of circumventing the
rules relating to the deduction of indirect and synthetic
holdings.

Except where (2)(g) applies, the following are not intermediate
entities:

(@)
(b)
(©)

mixed-activity holding companies;
institutions;

MIFIDPRU investment firms;
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(d) insurance undertakings;
(e) reinsurance undertakings;

() financial sector entities (other than those in (a) to (e)) that
are supervised and required to deduct the following from
their regulatory capital:

(1) direct and indirect holdings of their own capital
instruments; and

(i) holdings of capital instruments of financial sector
entities.

For the purposes of (2)(c), a defined benefit pension fund will be
deemed to be independent from its sponsoring institution where
the following conditions are met:

@ the defined benefit pension fund is legally separate from
the sponsoring institution and its governance is
independent;

(b)  either:

M the statutes, the instruments of incorporation and
the internal rules of the specific pension fund, as
applicable, have been approved by an independent
regulator; or

(i) the rules governing the incorporation and
functioning of the defined benefit pension fund, as
applicable, are established in the applicable law of
the relevant country;

() the trustees or administrators of the defined pension fund
have an obligation under applicable national law to:

(i) act impartially in the best interests of the scheme
beneficiaries instead of those of the sponsor;

(i)  manage assets of the defined pension fund
prudently; and

(iii)  to conform to the restrictions set out in the
statutes, the instruments of incorporation and the
internal rules of the specific pension fund, as
applicable, or statutory or regulatory framework
described in point (b); and

(d)  the statutes or the instruments of incorporation or the
rules governing the incorporation and functioning of the
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defined benefit pension fund referred to in point (b)
include restrictions on investments that the defined
pension scheme can make in own funds instruments
issued by the sponsoring institution.

(5) Where a defined benefit pension fund referred to in (2)(c) holds
own funds instruments of the sponsoring institution, the
sponsoring institution must:

(@) treat that holding as an indirect holding of its own
common equity tier 1 instruments, own additional tier 1
instruments or own tier 2 instruments, as applicable; and

(b) determine the amount to be deducted from its common
equity tier 1 items, additional tier 1 items or tier 2 items
(as applicable) in accordance with MIFIDPRU 3 Annex
7.34R and MIFIDPRU 3 Annex 7.39R.

[Note: article 15a of BTS 241/2014.]

7.33 R (@) The following financial products are synthetic holdings of capital
instruments for the purposes of MIFIDPRU 3.3.6R(5), (7) and

(8):

@ derivative instruments that have capital instruments of a
financial sector entity as their underlying or have the
financial sector entity as their reference entity;

(b)  guarantees or credit protection provided to a third party in
respect of the third party's investments in a capital
instrument of a financial sector entity.

(2 The financial products in (1) include the following:

@) investments in total return swaps on a capital instrument
of a financial sector entity;

(b)  call options purchased by the firm on a capital instrument
of a financial sector entity;

(©) put options sold by the firm on a capital instrument of a
financial sector entity or any other actual or contingent
contractual obligation of the firm to purchase its own
funds instruments; and

(d) investments in forward purchase agreements on a capital
instrument of a financial sector entity.

[Note: article 15b of BTS 241/2014.]

7.34 R D The amount of indirect holdings that a firm must deduct from its
common equity tier 1 items under MIFIDPRU 3.3.6R(5), (7) or
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(8) must be calculated in one of the following ways:

(@)

(b)

according to the default approach set out in MIFIDPRU 3
Annex 7.35R; or

subject to (3), with the prior permission of the FCA, the
structure-based approach in MIFIDPRU 3 Annex 7.36R.

To obtain the permission in (1)(b), a firm must:

(a)

(b)

complete the application form in MIFIDPRU 1 Annex 5R
and submit to the FCA using the online notification and
application system; and

demonstrate to the satisfaction of the FCA that it would
be impractical or excessively complex to apply the
default approach in MIFIDPRU 3 Annex 7.35R.

A firm must not use the structure-based approach to calculate
deductions in relation to investments in the intermediate entities
in MIFIDPRU 3 Annex 7.32R(2)(d) and (e).

[Note: article 15c of BTS 241/2014.]

1)

)

©)

This rule contains the default approach for the deduction of
indirect holdings under MIFIDPRU 3 Annex 7.34R(1)(a).

A firm must calculate the amount of indirect holdings of common
equity tier 1 instruments to be deducted as follows:

(@)

(b)

where the exposures of all investors to the intermediate
entity rank pari passu, the amount shall be equal to the
percentage of funding multiplied by the amount of
common equity tier 1 instruments of the financial sector
entity held by the intermediate entity;

where the exposures of all investors to the intermediate
entity do not rank pari passu, the amount shall be equal to
the percentage of funding multiplied by the lower of the
following amounts:

(1) the amount of common equity tier 1 instruments of
the financial sector entity held by the intermediate
entity;

(i) the firm’s exposure to the intermediate entity
together with all other funding provided to the
intermediate entity that rank pari passu with the
firm’s exposure.

A firm must use the calculation method in (2)(b) for each tranche
of funding that ranks pari passu with the funding provided by the
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firm.

4) The percentage of funding in (2) is calculated as the firm’s
exposure to the intermediate entity divided by the sum of the
firm’s exposure to the intermediate entity and all other exposures
to the intermediate entity that rank pari passu with the firm’s
exposure.

(5) A firm must carry out the calculation in (2) separately for each
holding in a financial sector entity held by each intermediate
entity.

(6) Where a firm holds investments in common equity tier 1
instruments of a financial sector entity indirectly through several
intermediate entities, the firm must determine the percentage of
funding in (2) by dividing the amount in (a) below by the amount
in (b):

@ the result of the multiplication of amounts of funding
provided by the firm to intermediate entities, by the
amounts of funding provided by these intermediate
entities to subsequent intermediate entities, and by
amounts of funding provided by these subsequent
intermediate entities to the financial sector entity;

(b) the result of the multiplication of amounts of capital
instruments or other instruments as relevant, issued by
each intermediate entity.

(7) The percentage of funding referred to in (6) must be calculated
separately for each holding in a financial sector entity held by
intermediate entities and for each tranche of funding that ranks
pari passu with the funding provided by the firm and the
subsequent intermediate entities.

[Note: article 15d of BTS 241/2014.]

(1) This rule contains the structure-based approach for the deduction
of indirect holdings under MIFIDPRU 3 Annex 7.34R(1)(b).

(2) The amount to be deducted from common equity tier 1 items
referred to in MIFIDPRU 3.3.6R(5) shall be equal to the
percentage of funding, as defined in MIFIDPRU 3 Annex
7.35R(4), multiplied by the amount of common equity tier 1
instruments of the firm held by the intermediate entity.

3 The amount to be deducted from common equity tier 1 items
referred to in MIFIDPRU 3.3.6R(7) and (8) shall be equal to the
percentage of funding, as defined in MIFIDPRU 3 Annex
7.35R(4), multiplied by the aggregate amount of common equity
tier 1 instruments of financial sector entities held by the
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intermediate entity.

For the purposes of (2) and (3), a firm must calculate separately
for each intermediate entity the aggregate amount of common
equity tier 1 instruments of the firm that the intermediate entity
holds and the aggregate amount of common equity tier 1
instruments of other financial sector entities that the intermediate
entity holds.

The firm must treat the amount of holdings in common equity tier
1 instruments of financial sector entities calculated in accordance
with (3) as a significant investment referred to in article 43 of the
UK CRR and must deduct the amount in accordance with
MIFIDPRU 3.3.6R(8).

Where investments in common equity tier 1 instruments are held
indirectly through subsequent or several intermediate entities,
MIFIDPRU 3 Annex 7.35R(6) and (7) apply.

Where a firm is not able to identify the aggregate amounts that
the intermediate entity holds in common equity tier 1 instruments
of the firm or in common equity tier 1 instruments of financial
sector entities, the firm must estimate the amounts it cannot
identify by using the maximum amounts that the intermediate
entity is able to hold on the basis of its investment mandates.

Subject to (9), where the firm is not able to determine, on the
basis of the investment mandate, the maximum amount that the
intermediate entity holds in common equity tier 1 instruments of
the institution or in common equity tier 1 instruments of financial
sector entities, the firm must treat the amount of funding that it
holds in the intermediate entity as an investment in its own
common equity tier 1 instruments and must deduct them in
accordance with MIFIDPRU 3.3.6R(5).

By way of derogation from (8), the firm must treat the amount of
funding that it holds in the intermediate entity as a non-
significant investment and must deduct that investment in
accordance with MIFIDPRU 3.3.6R(7), where all of the
following conditions are met:

@) the amounts of funding are less than 0.25% of the firm'’s
common equity tier 1 capital;

(b)  the amounts of funding are less than £10 million;

(©) the firm cannot reasonably determine the amounts of its
own common equity tier 1 instruments that the
intermediate entity holds.

Where funding to the intermediate entity is in the form of units
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or shares of a CIU, the firm may rely on the third parties referred
to in article 132(5) of the UK CRR, and under the conditions set
by that article, to calculate and report the aggregate amounts
referred to in (7).

[Note: article 15e of BTS 241/2014.]

7.37 R (1) The amount of synthetic holdings to be deducted from common
equity tier 1 items under MIFIDPRU 3.3.6R(5), (7) and (8) is
determined as follows:

@ for holdings in the trading book:

(1) for options, the delta equivalent amount of the
relevant instruments calculated in accordance with
Title IV of Part 11l of the UK CRR; and

(i) for any other synthetic holdings, the nominal or
notional amount, as applicable; and

(b) for holdings that are not in the trading book:
(1) for call options, the current market value; and

(i) for any other synthetic holdings, the nominal or
notional amount, as applicable.

(2 A firm must deduct the synthetic holdings in (1) from the date of
signature of the contract between the firm and the counterparty.

[Note: article 15f of BTS 241/2014.]

7.38 R (1) For the purposes of MIFIDPRU 3.3.6R(8), in order to assess
whether a firm owns more than 10% of the common equity tier 1
instruments issued by a financial sector entity in accordance with
article 43(a) of the UK CRR, a firm must add together:

@) its gross long positions in direct holdings in the financial
sector entity; and

(b) its indirect holdings in the financial sector entity, as
calculated in accordance with MIFIDPRU 3 Annex
7.32R(2)(d) to (g).

2 A firm must take into account any indirect or synthetic holdings
when assessing whether the conditions in article 43(b) or (c) of
the UK CRR are met.

[Note: article 15g of BTS 241/2014.]

7.39 R D The methodology in MIFIDPRU 3 Annex 7.32R to MIFIDPRU
3 Annex 7.38R also applies with the modifications in (2) for the
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purposes of the requirements relating to:

@) the deductions of holdings in additional tier 1 instruments
in article 56(a), (c) and (d) of the UK CRR; and

(b)  the deductions of holdings in tier 2 instruments in article
66(a), (c) and (d) of the UK CRR.

When applying MIFIDPRU 3 Annex 7.32R to MIFIDPRU 3
Annex 7.38R:

(@) for the purpose in (1)(a), references to “common equity
tier 1” are references to “additional tier 1”°; and

(b)  for the purpose in (1)(b), references to “common equity
tier 17 are references to “tier 2”.

[Note: article 15h of BTS 241/2014.]

1)

)

©)

Subject to (2) and (3), where an intermediate entity holds
common equity tier 1 instruments, additional tier 1 instruments
or tier 2 instruments of financial sector entities:

@) the common equity tier 1 instruments must be deducted
first;

(b)  the additional tier 1 instruments must be deducted
second; and

(©) the tier 2 instruments must be deducted last.

Where the intermediate entity holds own funds instruments of the
firm, when applying (1), the firm must deduct the holdings of the
firm’s own funds instruments first.

Where a firm holds capital instruments of financial sector entities
indirectly, the amount to deducted from the firm s own funds is
limited to the lower of the following amounts:

@) the total funding provided by the firm to the intermediate
entity; or

(b)  the amount of own funds instruments held by the
intermediate entity in the financial sector entity.

[Note: article 15i of BTS 241/2014.]

1)

)

This rule applies for the purposes of the deduction of foreseeable
tax charges under MIFIDPRU 3.3.6R(10) and article 56(f) of the
UK CRR.

A firm may proceed on the basis that foreseeable tax charges
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have already been taken into account, and therefore no further
deduction is required, where:

@) the firm applies an accounting framework and accounting
policies that provide for the full recognition of current
and deferred tax liabilities related to transactions and
other events recognised in the balance sheet or the profit
and loss account; and

(b) all other necessary deductions have been made under
applicable accounting standards or other adjustments.

Where the firm is calculating its common equity tier 1 capital on
the basis of financial statements made in accordance with UK-
adopted international accounting standards, the conditions in (2)
are deemed to be met.

Where the firm does not meet, and has not been deemed to meet,
the conditions in (2), it must decrease its common equity tier 1
items by the estimated amount of current and deferred tax
charges not yet recognised in:

@) the balance sheet profit and loss account related to
transactions; and

(b)  other events in the balance sheet profit and loss account.

The estimated amount of current and deferred tax charges in (4)
must be determined using an approach equivalent to the one
provided by UK-adopted international accounting standards.

The estimated amount of deferred tax charges in (4) may not be
netted against deferred tax assets that are not recognised in the
financial statements.

[Note: article 16 of BTS 241/2014.]

Deduction of holdings of capital instruments issued by financial institutions

R

Subject to MIFIDPRU 3 Annex 7.43R, for the purposes of article 36(3)
of the UK CRR, a firm must deduct its holdings of capital instruments of
financial institutions as follows:

1)

the firm must deduct from its common equity tier 1 items any
instruments of the financial institution that meet the following
conditions:

@) the instruments qualify as capital under the company law
applicable to the financial institution; and

(b)  where the financial institution is subject to solvency
requirements, the instruments are included in the highest
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quality tier of regulatory own funds without any limits; or

(©) where the financial institution is not subject to solvency
requirements, the instruments:

(1) are perpetual,

(i)  absorb the first and proportionately greatest share
of losses as they occur;

(i) rank below all other claims in the event of
insolvency and liquidation; and

(iv)  have no preferential or predetermined
distributions;

(2 the firm must deduct its holdings of subordinated capital
instruments of the financial institution on the following basis:

@ where the subordinated instruments absorb losses on a
going-concern basis (including where the issuer has the
discretion to cancel coupon payments), the firm must:

(1) deduct them from the firm’s additional tier 1
items; and

(i) if the value of the subordinated instruments
exceeds the value of the firm’s additional tier 1
capital, deduct the excess amount from the firm'’s
common equity tier 1 items;

(b)  the firm must deduct all other subordinated instruments
not included in (a) on the following basis:

(1) the firm must first deduct them from the firm s tier
2 items; and

(i) if the value of the subordinated instruments
exceeds the value of the firm s tier 2 capital, the
firm must deduct the excess amount from the
firm’s additional tier 1 items; and

(iii)  if the additional tier 1 items are not sufficient, the
firm must deduct the remaining excess amount
from the firm’s common equity tier 1 items;

3 the firm must deduct its holdings of any other instruments of the
financial institution from the firm s common equity tier 1 items
where:

@) the instruments are included in the financial institution’s
own funds under the prudential framework applicable to
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the financial institution; and

(b)  the instruments do not meet the conditions to be deducted
under (a) or (b).

[Note: article 36(3) of the UK CRR and article 17(1) of BTS 241/2014.]
7.43 R (@8] In the cases set out in (2):

@) the deductions in MIFIDPRU 3 Annex 7.42R do not
apply; and

(b)  afirm must instead apply the deductions in MIFIDPRU 3
and the UK CRR (as applied by MIFIDPRU 3) for
holdings of capital instruments based on the approach that
would apply to the same component of capital for which
those instruments would qualify if they were issued by
the firm itself.

(2) The relevant cases are where the financial institution is:
@ a UK AIFM;
(b)  amanagement company;
(©) an authorised payment institution;
(d)  anauthorised electronic money institution; or

(e) an entity that is authorised and supervised by an overseas
regulator, provided that the firm applying the deduction is
able to apply the approach in (1)(b) in relation to that
entity.

[Note: article 17(2) and 17(3) of BTS 241/2014.]

7.44 R (1) This rule applies to a firm s holdings of capital instruments in a
third country insurance undertaking or a third country
reinsurance undertaking where either of the following conditions
are met:

(@) the third country insurance undertaking or third country
reinsurance undertaking is subject to a solvency regime
that:

(i) before IP completion day, had been assessed as
non-equivalent to that laid down in Title I,
Chapter VI of the Solvency Il Directive according
to the procedure set out in article 227 of that
directive; and

(i) has not subsequently been subject to a
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determination of equivalence by HM Treasury
under article 379A of the Solvency Il Delegated
Regulation (EU) 2015/35 or by the PRA under
regulation 19 of the Solvency 2 Regulations 2015;
or

(b)  the third country insurance undertaking or third country
reinsurance undertaking is subject to a solvency regime
that has not been assessed for equivalence

M before IP completion day, in accordance with the
procedure in (a)(i); and

(i) on or after IP completion day, in accordance with
either of the procedures in (a)(ii).

(2 Where this rule applies, a firm must deduct holdings in the
capital instruments of the third country insurance undertaking or
third country reinsurance undertaking in (1) as follows:

@) all instruments qualifying as capital under the company
law applicable to the third country insurance undertaking
or third country reinsurance undertaking that issued
them, and which are included in the highest quality tier of
regulatory own funds without any limits under the third
country regime, must be deducted from the firm’s
common equity tier 1 items;

(b) for subordinated instruments absorbing losses on a going-
concern basis (including where the issuer has discretion
to cancel coupon payments):

(1) the amount must first be deducted from the firm’s
additional tier 1 items; and

(i)  where the amount of the subordinated instruments
exceeds the amount of the firm s additional tier 1
capital, the excess amount must be deducted from
the firm’s common equity tier 1 items;

(©) for any subordinated instruments other than those in (b):

(i) the amount must first be deducted from the firm’s
tier 2 items;

(i) where the amount of those subordinated
instruments exceeds the amount of the firm s tier
2 capital, the excess amount must be deducted
from the firm s additional tier 1 items; and

(iii)  where the excess amount exceeds the amount of
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the firm’s additional tier 1 capital, the remaining
excess amount must be deducted from the firm’s
common equity tier 1 items;

any holdings of other instruments of the third country
insurance undertaking or third country reinsurance
undertaking must be deducted from the firm s common
equity tier 1 items where:

(1) the third country insurance undertaking or third
country reinsurance undertaking is subject to
prudential solvency requirements;

(i) the instruments are included in the third country
insurance undertaking or third country
reinsurance undertaking’s own funds under the
applicable solvency regime; and

(iti)  the instruments do not meet the conditions to be
deducted under (a) to (c).

[Note: article 18(1) of BTS 241/2014.]

1)

)

This rule applies to a firm s holdings of capital instruments in a
third country insurance undertaking or a third country
reinsurance undertaking where the third country solvency
regime, including requirements on own funds, applicable to the
third country insurance undertaking or third country reinsurance
undertaking meets either of the following conditions:

(@)

(b)

before IP completion day, it has been assessed as
equivalent to that laid down in Title I, Chapter VI of the
Solvency Il Directive according to the procedure set out in
article 227 of that directive and that assessment has not
been revoked by HM Treasury on or after IP completion
day; or

on or after IP completion day, it has been assessed as
equivalent to that laid down in the law of the United
Kingdom that implemented Title 1, Chapter V1 of the
Solvency Il Directive, according to the procedure set out
in article 379A of the Solvency Il Delegated Regulation
(EU) 2015/35, or has been assessed as equivalent by the
PRA according to the procedure in regulation 19 of the
Solvency 2 Regulations 2015.

Where this rule applies, a firm must:

(@)

treat the relevant holdings of capital instruments as
holdings of the capital instruments of insurance
undertakings or reinsurance undertakings (as each is
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defined in section 417(1) of the Act); and

(b)  apply the deductions in article 44(b), article 58(b) and
article 68(b) of the UK CRR, as applicable, to the
holdings in (a).

[Note: article 18(2) and (3) of BTS 241/2014.]

A firm must deduct holdings of capital instruments of undertakings
falling within article 4(1)(27)(k) of the UK CRR as follows:

(1) a firm must deduct instruments meeting the following conditions
from the firm’s common equity tier 1 capital.:

(@) the instruments qualify as capital under the company law
applicable to the undertaking that issued them; and

(b)  the instruments are included in the highest quality tier of
regulatory own funds of the undertaking that issued them
without any limits;

(2 a firm must deduct any subordinated instruments that absorb
losses on a going-concern basis (including where the issuer has
discretion to cancel coupon payments) on the following basis:

@) first, the instruments must be deducted from the firm’s
additional tier 1 items; and

(b) if the amount of the subordinated instruments exceeds the
amount of the firm s additional tier 1 capital, the excess
amount must be deducted from the firm s common equity
tier 1 items;

3 a firm must deduct any subordinated instruments other than those
in (2) on the following basis:

@) first, the instruments must be deducted from the firm’s
tier 2 items;

(b) if the amount of the subordinated instruments exceeds the
amount of the firm’s tier 2 capital, the excess amount
must be deducted from the firm s additional tier 1 items;
and

(©) if the excess amount exceeds the firm s additional tier 1
capital, the remaining excess amount must be deducted
from the firm’s common equity tier 1 items; and

4 a firm must deduct any other holdings of instruments issued by

the undertaking from the firm’s common equity tier 1 capital
where the instruments:
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@) are included in the undertaking’s own funds under the
solvency regime applicable to that undertaking; and

(b)  do not fall within (1) to (3) above.

[Note: article 19 of BTS 241/2014.]

Conversion and write-down of additional tier 1 instruments

R

1)

()

©)

This rule applies for the purposes of:

@ any write-down of the principal amount of an additional
tier 1 instrument under article 52(1)(n) of the UK CRR;
and

(b)  any subsequent write-up of the principal amount of an
additional tier 1 instrument for the purposes of article
52(2)(c) of the UK CRR.

The write-down of the principal amount of an additional tier 1
instrument of a firm must apply on a pro rata basis to all holders
of additional tier 1 instruments that include a similar write-down
mechanism and an identical trigger level.

For a write-down to be considered temporary, all of the
following conditions must be met:

@) any distributions payable after a write-down must be
based on the reduced amount of the principal;

(b) any write-up must be based on profits after the firm has
taken a formal decision confirming the final profits;

() any write-up of the instrument or payment of coupons on
the reduced amount of the principal must be operated at
the full discretion of the firm subject to the constraints
arising from (d) to (f) below, and there must be no
obligation for the firm to operate or accelerate a write-up
under specific circumstances;

(d)  awrite-up must be operated on a pro rata basis among
similar additional tier 1 instruments of the firm that have
been subject to a write-down;

(e) the maximum amount to be attributed to the sum of the
write-up of the additional tier 1 instruments, together
with the payment of coupons on the reduced amount of
the principal of additional tier 1 instruments, must be
calculated according to the following formula, which
must be applied at the time that the write-up operates:
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= the maximum amount to be attributed to the write-
up, together with the payment of coupons on the
reduced amount of principal;

P = the profit of the firm;

A= the sum of the nominal value (before write-down)
of all additional tier instruments of the firm that
have been subject to a write-down; and

T = thetier 1 capital of the firm;

)] the sum of any write-up amounts and payments of
coupons on the reduced amount of the principal of the
additional tier 1 instruments must be treated as a payment
that reduces the common equity tier 1 capital of the firm.

[Note: article 21 of BTS 241/2014.]

1)

()

©)

(4)

This rule applies for the purposes of specifying the procedures
and timing for determining that a trigger event has occurred in
relation to an additional tier 1 instrument under article 52(1)(n)
of the UK CRR.

Where a firm establishes that its common equity tier 1 capital has
fallen below the level of the trigger event of an additional tier 1
instrument:

@) the management body or any other relevant body of the
firm must, without delay, determine that a trigger event
has occurred; and

(b) the firm is under an irrevocable obligation to write-down
or convert the additional tier 1 instrument.

The amount to be written down or converted must be determined
as soon as possible and in any case, within a maximum period of
one month from the time that the firm has determined that a
trigger event had occurred under (2).

If the terms of the additional tier 1 instrument require an
independent review of the amount to be written down or
converted, the management body or other relevant body of a firm
must ensure that the review:

@) is commenced immediately;
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(b) is completed as soon as possible; and

(©) does not create impediments to the firm writing-down or
converting the additional tier 1 instrument or to meeting
the requirement in (3).

[Note: article 22(1), (2) and (4) of BTS 241/2014.]

In appropriate cases, the FCA may exercise its powers under:

1)

()

section 55L of the Act to impose a requirement on a firm to
determine the required write-down or conversion amount more
quickly than the one-month period in MIFIDPRU 3 Annex
7.48R(3); or

section 166 of the Act to require the firm to commission an
independent review of the amount to be written down or
converted for the purposes of MIFIDPRU 3 Annex 7.48R.

[Note: article 22(3) and (4) of BTS 241/2014.]

For the purposes of article 52(1)(0) of the UK CRR, features that could
hinder the recapitalisation of a firm include provisions that require the
firm to compensate existing holders of capital instruments where a new
capital instrument is issued.

[Note: article 23 of BTS 241/2014.]

Incentives to redeem

R

1)

()

For the purposes of article 52(1)(g) and article 63(h) of the UK
CRR, an incentive to redeem means any feature that provides, at
the date of issuance of a capital instrument, an expectation that
the capital instrument is likely to be redeemed.

An incentive to redeem under (1) includes:

@) a call option combined with an increase in the credit
spread of the instrument if the call is not exercised:;

(b)  acall option combined with a requirement or an investor
option to convert the instrument into a common equity tier
1 instrument where the call is not exercised,

(©) a call option combined with a change in reference rate
where the credit spread over the second reference rate is
greater than the initial payment rate minus the swap rate;

(d) acall option combined with an increase of the redemption
amount in the future;
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(e) a remarketing option combined with an increase in the
credit spread of the instrument or a change in reference
rate where the credit spread over the second reference rate
is greater than the initial payment rate minus the swap
rate where the instrument is not remarketed; and

)] a marketing of the instrument in a way which suggests to
investors that the instrument will be called.

[Note: article 20 of BTS 241/2014.]

Use of special purpose vehicles for indirect issuance of own funds

R

1)

)

©)

(4)

(%)

This rule applies for the purposes of article 52(1)(p) and article
63(n) of the UK CRR.

Where the firm issues a capital instrument that is subscribed for
by a special purpose entity, the capital instrument must not be
recognised by the firm as capital of a higher quality than the
lowest quality of:

@) the capital issued to the special purpose entity; and

(b) the capital issued to third parties by the special purpose
entity.

Where another entity (“A”) within the same consolidated
situation as the firm issues a capital instrument that is subscribed
for by a special purpose entity, the capital instrument must not be
recognised by A as capital of a higher quality than the lowest
quality of:

@) the capital issued to the special purpose entity; and

(b) the capital issued to third parties by the special purpose
entity.

The requirement in (2) also applies on an equivalent basis to a
UK parent entity for the purposes of determining its consolidated
own funds, with the reference to the “firm” being read as a
reference to the UK parent entity.

The rights of the holders of instruments issued by a special
purpose entity in (2), (3) or (4) must be no more favourable than
if the instrument was issued directly by the firm, A or the UK
parent entity, as applicable.

[Note: article 24 of BTS 241/2014.]

Distributions on own funds instruments
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7.53 R (@) This rule contains the definition of a broad market index for the
purpose of article 73(5) of the UK CRR.

2 An interest rate index is a broad market index if it fulfils all of
the following conditions:

@ it is used to set interbank lending rates in one or more
currencies;

(b) it is used as a reference rate for floating rate debt issued
by the firm in the same currency, where applicable;

(©) it is calculated as an average rate by a body independent
of the institutions or MIFIDPRU investment firms that are
contributing to the index (a “panel”);

(d)  each of the rates set under the index is based on quotes
submitted by a panel of institutions or MIFIDPRU
investment firms active in that interbank market; and

(e) the composition of the panel referred to in point (c)
ensures a sufficient level of representativeness of
institutions or MIFIDPRU investment firms present in the
United Kingdom.

(€)) For the purposes of (2)(e), a sufficient level of representativeness
will be deemed to exist in either of the following cases:

@) where the panel in (2)(c) includes at least 6 different
contributors before any discount of quotes is applied for
the purposes of setting the rate; or

(b)  where both of the following conditions are met:

M the panel in (2)(c) includes at least 4 different
contributors before any discount of quotes is
applied for the purposes of setting the rate; and

(i) the contributors to the panel in (2)(c) represent at
least 60% of the related market.

4 The related market referred to in (3)(b)(ii) is calculated by
dividing the amount in (a) by the amount in (b):

(@) the sum of the assets and liabilities of the effective
contributors to the panel in the domestic currency;

(b)  the sum of assets and liabilities in the domestic currency
of credit institutions in the United Kingdom, including
branches established in the United Kingdom, and money
market funds in the United Kingdom.
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(5) A stock index is deemed to be a broad market index where it is
appropriately diversified in accordance with article 344 of the
UK CRR.

[Note: article 24a of BTS 241/2014.]
Indirect holdings arising from index holdings

7.54 R (1) This rule applies for the purpose of determining whether an
estimate is sufficiently conservative for the purposes of article
76(2) of the UK CRR.

(2 An estimate is sufficiently conservative where either of the
following conditions are met:

@ the investment mandate of the index specifies that a
capital instrument of a financial sector entity that is part
of the index cannot exceed a maximum percentage of that
index and the firm uses that percentage as an estimate of
the value of the holdings that must be deducted from:

(1) its common equity tier 1 capital, additional tier 1
capital or tier 2 capital (as applicable) in
accordance with MIFIDPRU 3 Annex
7.43R(1)(b); or

(i) its common equity tier 1 capital where the firm
cannot determine the precise nature of the holding;
or

(b) if the firm is unable to determine the maximum
percentage referred to in (a) and the index includes capital
instruments of financial sector entities (as evidenced by
its investment mandate or other relevant information), the
firm deducts the full amount of the index holdings from:

(1) its common equity tier 1 capital, additional tier 1
capital or tier 2 capital (as applicable) in
accordance with MIFIDPRU 3 Annex
7.43R(1)(b); or

(i) its common equity tier 1 capital where the firm
cannot determine the precise nature of the holding.

3) For the purposes of (2):

@) an indirect holding arising from an index holding consists
of the proportion of the index invested in the common
equity tier 1 instruments, additional tier 1 instruments
and tier 2 instruments of financial sector entities included
in the index; and
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(b)  anindex includes, but is not limited to, index funds,
equity or bond indices or any other scheme where the
underlying instrument is a capital instrument issued by a
financial sector entity.

[Note: article 25 of BTS 241/2014.]

1)

)

Under article 76(3) of the UK CRR, a firm may apply for
permission to use the conservative estimate approach in article
76(2) of the UK CRR (as supplemented by MIFIDPRU 3 Annex
7.54R) where the firm has demonstrated that it would be
operationally burdensome to monitor its underlying exposure to
the items referred to in articles 76(2)(a) and (b) of the UK CRR.

For these purposes, “operationally burdensome” means situations
in which the look-through approach to capital holdings in
financial sector entities on an ongoing basis would be unjustified.
When considering whether a situation is operationally
burdensome, the FCA will take into account whether the firm'’s
index holding:

@) is immaterial when compared with the firm’s own funds;
and

(b) has a short holding period or is highly liquid in nature.

[Note: article 26 of BTS 241/2014.]

Temporary waiver of deduction from own funds

G

1)

()

©)

In accordance with article 79 of the UK CRR (as applied by
MIFIDPRU 3.6.1R), the FCA may waive the requirement for a
firm to deduct holdings of capital instruments or subordinated
loans that the firm has granted that qualify as common equity tier
1 instruments, additional tier 1 instruments or tier 1 instruments
of a financial sector entity where:

@) the firm will hold the capital instruments or subordinated
loans only temporarily; and

(b)  the FCA considers that the holdings are for the purposes
of a financial assistance operational designed to
reorganise and save the financial sector entity.

A firm that wishes to apply for a waiver for the purposes of
article 79 of the UK CRR should apply for a waiver of
MIFIDPRU 3.6.1R (insofar as it applies that article) under
section 138A of the Act.

When considering an application for a waiver under (2), the FCA
considers that the conditions for a waiver will be unlikely to be
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met where:

@) the duration of the waiver exceeds the timeframe
envisaged under the financial assistance operation plan or
exceeds 5 years;

(b) the waiver is not limited to new holdings of instruments
in the financial sector entity;

(©) the financial assistance operation has not been discussed
with and, where necessary, approved by the FCA; or

(d) the financial assistance operation does not clearly state
phases, timing and objectives and does not specify the
interaction between the firm s temporary holdings and the
broader financial assistance operation.

[Note: article 79 of the UK CRR and article 33 of BTS 241/2014.]
Own funds instruments issued by special purpose entities

7.57 G (@8] Under article 83(1) of the UK CRR (as applied by MIFIDPRU
2.5.10R(1)), a UK parent entity may include additional tier 1
instruments, tier 2 instruments issued by a special purpose entity,
and their related share premium accounts, in qualifying own
funds under Title Il of Part Two only where the conditions in
article 83(1) are met.

(2 Under article 83(1)(d) of the UK CRR, one of the conditions is
that the only asset of the special purpose entity is its investment
in the own funds of the parent undertaking or a subsidiary of that
parent undertaking that is included within the same prudential
consolidation group.

3 Article 83 of the UK CRR permits the FCA to waive the
condition in article 83(1)(d) where the assets of the relevant
special purpose entity (other than its investment in the own funds
of the parent undertaking or subsidiary) are minimal and
insignificant for that entity.

4 The FCA expects that a firm that wishes to obtain the waiver in
(3) will make an application under section 138A of the Act to
waive the application of MIFIDPRU 2.5.10R(1), insofar as it
applies the condition in article 83(1)(d) of the UK CRR. When
considering any such application, the FCA will normally
consider, among other factors, whether the assets of the special
purpose entity (other than the investments in the own funds of the
parent undertaking or subsidiary within the same prudential
consolidation group):

@) are limited to cash assets dedicated to the payment of
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coupons and redemption of the own funds instruments
that are due; and

(b)  are no higher than 0.5% of the average total assets of the
special purpose entity over the last 3 years.

(5) The FCA considers that it may be appropriate to grant a firm a
waiver when a special purpose entity has a higher percentage of
assets than that specified in (4)(b) provided that:

(@) the higher percentage is necessary exclusively to cover
the running costs of the special purpose entity; and

(b)  the corresponding nominal amount of those assets does
not exceed £500,000.

[Note: article 83(1) of the UK CRR and article 34 of BTS 241/2014.]

(@8] For the purpose of the sub-consolidation calculation required
under articles 84(2), 85(2) and 87(2) of the UK CRR, the
qualifying minority interests of a subsidiary referred to in article
81 of the UK CRR (“X”) that is itself a parent undertaking of an
entity referred to in article 81(1) of the UK CRR must be
calculated in accordance with the remainder of this rule.

(2 Where X complies with either of the following on the basis of its
consolidated situation, the treatment in (3) applies:

@) MIFIDPRU 4 and 5; or
(b) Part Three of the UK CRR.
3 The relevant treatment in (2) is as follows:

@) the common equity tier 1 capital of X on a consolidated
basis (as referred to in article 84(1)(a) of the UK CRR)
shall be taken to include the eligible minority interests
that arise from X’s own subsidiaries calculated under
article 84 of the UK CRR and MIFIDPRU 3 Annex 7R;

(b)  for the purpose of the sub-consolidation calculation, the
amount of common equity tier 1 capital required under
article 84(1)(a)(i) of the UK CRR is the amount required
to meet X’s common equity tier 1 capital requirements at
the level of its consolidated situation calculated in
accordance with article 84(1)(a) of the UK CRR:

(©) for the purpose of the sub-consolidation calculation, the

specific own funds requirements in article 84(1)(a)(i) of
the UK CRR are:

Page 66 of 97



FCA 2021/XX

(i) any amount in excess of X’s own funds
requirement that X is required to hold to meet its
own funds threshold requirement; or

(i)  any amount specified by the PRA under regulation
34 of the Capital Requirements Regulations 2013
in relation to X;

(d) the amount of consolidated common equity tier 1 capital
required under article 84(1)(a)(ii) of the UK CRR is the
contribution of X on the basis of its consolidated situation
to the common equity tier 1 own funds requirements of
the firm for which the eligible minority interests are
calculated on a consolidated basis (“Y™);

(e) for the purpose of calculating the contribution of X under

(d):

M all intra-group transactions between undertakings
included in the scope of prudential consolidation
of Y must be eliminated;

(i) X must not include capital requirements arising
from its subsidiaries that are not included in the
scope of prudential consolidation of Y;

4) Where a UK parent entity has an intermediate subsidiary that
meets the following conditions, the treatment in (5) applies:

@) the intermediate subsidiary is not referred to in article
81(1) of the UK CRR; and

(b) the intermediate subsidiary has subsidiaries that are
referred to in article 81(1) of the UK CRR.

(5) Where (4) applies, the UK parent entity:

(@) may include in its common equity tier 1 capital the
amount of minority interests arising from those
subsidiaries calculated in accordance with article 84(1) of
the UK CRR; but

(b)  must not include in its common equity tier 1 capital any
minority interests arising from a subsidiary that is not
referred to in article 81(1) of the UK CRR.

(6) This rule applies on an equivalent basis to the calculation of:

@) qualifying tier 1 instruments under article 85 of the UK
CRR, in which case references to “‘common equity tier 1”
in this rule are references to “tier 1”’; and
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(b)  qualifying own funds under article 87 of the UK CRR, in
which case references to “common equity tier 1” in this
rule are references to “own funds”.

[Note: article 34a of BTS 241/2014.]

Prudent valuation and additional valuation adjustments

Application and purpose

R @ This annex applies for the purposes of calculating additional
valuation adjustments under article 34 of the UK CRR (as applied
by MIFIDPRU 3.3.1AR).

2 Any reference to the UK CRR in this annex is to the UK CRR as
applied and modified by MIFIDPRU 3.3.1R.

G Q) Under article 34 of the UK CRR, a firm must apply the
requirements of article 105 of the UK CRR to the firm s assets
measured at fair value when calculating the amount of its own
funds.

(2 Under MIFIDPRU 3.3.1AR, a firm is only required to apply
article 34 of the UK CRR to positions held within its trading
book.

Sources of market data

R (@8] Where a firm calculates an AVA based on market data, it must
consider the same range of market data as the data used in the
independent price verification process referred to in article
105(8) of the UK CRR, subject to the adjustments in this rule.

(2 A firm must consider the full range of available and reliable
market data sources to determine a prudent value, including each
of the following to the extent relevant:

@) exchange prices in a liquid market;

(b) trades in the financial instrument or a very similar
instrument, either from the firm’s own records or, where
available, trades from across the market;

(©) tradable quotes from brokers and other market
participants;

(d)  consensus service data;
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(e) indicative broker gquotes; and
)] counterparty collateral valuations.

[Note: article 3 of BTS 2016/101.]

Determination of AVAS

R

(@8] A firm must calculate the value of assets for which the firm must
determine AVAs in accordance with this rule.

(2 The value in (1) is the sum of the absolute value of fair-valued
assets and liabilities, as stated in the firm s financial statements
in accordance with the applicable accounting framework,
modified as follows:

@ exactly matching offsetting fair-valued and liabilities
must be excluded; and

(b) where a change in the accounting valuation of fair-valued
assets and liabilities would:

M only be partially reflected in common equity tier 1
capital, the value of those assets or liabilities must
only be included in proportion to the impact of the
relevant valuation change on common equity tier 1
capital; or

(i) have no impact on common equity tier 1 capital,
the value of those assets or liabilities must be
excluded.

[Note: article 4 of BTS 2016/101.]

A firm’s total AVAs are 0.1% of the sum of the assets calculated under
MIFIDPRU 3 Annex 8.4R(1).

[Note: articles 5 and 6 of BTS 2016/101.]

Documentation, systems and controls

R

A firm must appropriately document its prudent valuation methodology
and its policies on the following:

(1) the range of methodologies for quantifying AVAs for each
valuation position;

(2 the hierarchy of methodologies for each asset class, product, or
valuation position;

3) the hierarchy of market data sources used in the AVA
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methodology;

4 the required characteristics of market data to justify a zero AVA
for each asset class, product, or valuation position; and

5) the fair-valued assets and liabilities for which a change in
accounting valuation has a partial or no impact on common
equity tier 1 capital according to MIFIDPRU 3 Annex
8.4R(2)(b).

[Note: article 18(1) of BTS 2016/101.]

The firm must ensure that the documentation and policies in MIFIDPRU
3 Annex 8.6R are:

(@8] reviewed at least annually; and

(2) approved by the firm s senior management following each
review.

[Note: article 18(3) of BTS 2016/101.]
A firm must:

(1) maintain records to allow the calculation of AVAs at valuation
exposure level to be analysed; and

(2 ensure that the senior management of the firm are provided with
information from the AVA calculation process to permit them to
understand the level of valuation uncertainty on the firm’s
portfolio of fair-valued positions.

[Note: article 18(3) of BTS 2016/101.]

Systems and controls requirements

R

A firm must ensure that AVAs are authorised and subsequently monitored
by an independent control function.

[Note: article 19(1) of BTS 2016/101.]
(@) A firm must have:

(@) effective controls related to the governance of all fair-
valued positions; and

(b)  adequate resources to implement the controls in (a) and
ensure robust valuation processes even during a stressed
period.

2 The controls and processes in (1) must include the following:
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a review of the performance of the firm s valuation model
at least annually;

approval by senior management of all significant changes
to valuation policies;

a clear statement of the firm s risk appetite for exposure
to positions subject to valuation uncertainty, which must
be monitored at an aggregate firm-wide level;

independence in the valuation process between risk-
taking and internal control functions;

a comprehensive internal audit process relating to
valuation processes and controls.

[Note: article 19(2) of BTS 2016/101.]

1)

)

A firm must:

(@)

(b)

have effective and consistently applied controls relating
to the valuation process for all fair-valued positions; and

ensure that the controls in (a) are subject to regular
internal audit review.

The controls in (1) must include the following:

(@)

(b)

(©)

a precisely defined firm-wide product inventory, ensuring
that every valuation position is uniquely mapped to a
product definition;

valuation methodologies for each product in the inventory
covering:

(i) the choice and calibration of model;

(i) fair value adjustments;

(iii) independent price verification;

(iv) AVAs;

(v) the methodologies applicable to the product; and

(vi) the measurement of valuation uncertainty.

a validation process ensuring that, for each product, both
the risk-taking and relevant control functions approve the
product-level methodologies described in point (b) and
certify that they reflect the actual practice for every
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valuation position mapped to the product;

defined thresholds based on observed market data for
determining when valuation models are no longer
sufficiently robust;

a formal independent price verification process based on
prices independent from the relevant trading desk;

a new product approval processes referencing the product
inventory and involving all internal stakeholders relevant
to risk measurement, risk control, financial reporting and
the assignment and verification of valuations of financial
instruments; and

a new deal review process to ensure that pricing data
from new trades are used to assess whether valuations of
similar valuation exposures remain appropriately prudent.

[Note: article 19(3) of BTS 2016/101.]

Own funds requirements

K-NPR requirement

R

©)

When applying the UK CRR in accordance with (1):

(@)

(b)
(©

any provision in the UK CRR relating to the effect that the
market risk of a position has on the “own funds
requirement” should be interpreted as relating instead to
the effect that the position has on the K-NPR requirement
of the MIFIDPRU investment firm;

article 363 of the UK CRR does not apply;
any reference in Title IV of Part Three of the UK CRR to:

(1 article 363 of the UK CRR (permission to use
internal models) refers to MIFIDPRU 4.12.4R to
MIFIDPRU 4.12.7R; and

(i) permissions granted under article 363 of the UK
CRR refers to equivalent permissions granted
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under MIFIDPRU 4.12.4R to MIFIDPRU 4.12.7R.

IN
N
N
|70
=

When applying the UK CRR for the purposes of this section, a
firm must apply the following, as modified by (2):

> ‘

(@)  the Appropriately Diversified Indices RTS;

(b)  the Closely Correlated Currencies ITS;

(c)  the Market Definition RTS; and

(d)  the Non-Delta Risk of Options RTS.

(2) The relevant modifications are as follows:

(a) a reference to an “institution” is a reference to the firm;

(b)  areference to “Regulation (EU) No 575/2013” is a
reference to the UK CRR as modified by the rules in
MIFIDPRU:;

(c) a reference to an “own funds requirement” is a reference
to the contribution of a position to the firm s K-NPR
requirement; and

(d)  areference to the calculation of requirements “on a
consolidated basis” is a reference to the calculation of
those requirements on a consolidated basis under
MIFIDPRU 2.5.

[Note: BTS 525/2014, BTS 528/2014, BTS 945/2014 and BTS
2015/2197]

4126 R (@8] A firm that has a permission under MIFIDPRU 4.12.4R for an
internal model must obtain approval from the FCA before it:

@) implements a material change to the use of the model; or
(b)  makes a material extension to the use of the model.

2 To determine if a change or extension is material for the purposes
of (1), a firm must apply the criteria and methodology set out in
articles article 3 (to the extent that it relates to the Internal
Models Approach (IMA)), articles 7a and 7b and Annex |11 of the
Market Risk Model Extensions and Changes RTS.

3) To obtain the approval in (1), a firm must:

@) complete the application form in MIFIDPRU 4 Annex 3R
and submit it to the FCA using the online notification and
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(b)  perform an initial calculation of stressed value-at-risk in
accordance with article 365(2) of the UK CRR on the
basis of the model as changed or extended and submit the
results as part of the application in (a).

Concentration risk

Procedures to prevent investment firms from avoiding the K-CON own
funds requirement

A firm must maintain systems which ensure that any closing out or
transfer that is prohibited by MIFIDPRU 5.8.1R is immediately reported

to the FCA in accordance with SUP-15-7(Foerm-and-method-of
netificationy MIFIDPRU 1.1.10R.

Governance and risk management

Application

G

R

The following table summarises the content of MIFIDPRU 7:

Section Summary of content
MIFIDPRU 7.2 General requirements relating to a firm s
governance arrangements
MIFIDPRU 7.2A Requirements relating to the risk management

function

MIFIDPRU 7 applies as follows:

Section of
MIFIDPRU 7

Application to
SNI

MIFIDPRU
investment firms

Application to
non-SNI
MIFIDPRU
investment firms

Application at
the level of an
investment firm
group
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MIFIDPRU 7.2 | Applies Applies Applies to the
(Senior UK parent entity
management and of an investment
systems and firm group to
controls) which

consolidation
applies under

MIFIDPRU 2.5
MIFIDPRU Does not apply Applies to a non- | Does not apply
7.2A (Risk SNI MIFIDPRU
management investment firm
function) that has a risk
management
function in

accordance with
article 23 of the
MIFID Org
Regulation

Senior management and systems and controls

Governance for risk management

R (1)  The management body of a MIFIDPRU investment firm has
overall responsibility for risk management. It must devote
sufficient time to the consideration of risk.

(2)  The management body of a MIFIDPRU investment firm must be
actively involved in, and ensure that adequate resources are
allocated to, the management of all material risks, including the
valuation of assets, the use of external ratings and internal models
relating to those risks.

(3) A MIFIDPRU investment firm must establish reporting lines to
the management body that cover all material risks and risk
management policies and changes thereof.

|70
=

A MIFIDPRU investment firm must ensure that the management
body in its supervisory function and any risk committee that has
been established have adequate access to information on the risk
profile of the firm and, if necessary and appropriate, to the risk
management function and to external expert advice.
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(2)  The management body in its supervisory function and any risk
committee that has been established must determine the nature,
the amount, the format, and the frequency of the information on
risk which they are to receive.

MIFIDPRU 7.2A.2R and 7.2A.3R apply to a non-SNI MIFIDPRU
investment firm that has a risk management function in accordance with
article 23 of the MIFID Org Requlation.

(1)  Afirm must ensure that its risk management function is
independent from its operational functions and has sufficient
authority, stature, resources and access to the management body.

(2)  The risk management function in (1) must ensure that all material
risks are identified, measured and properly reported. It must be
actively involved in elaborating the firm’s risk strateqy and in all
material risk management decisions, and it must be able to deliver
a complete view of the whole range of risks of the firm.

(3) Afirmin (1) must ensure that its risk management function is able
to report directly to the management body in its supervisory
function, independent from senior management, and that it can
raise concerns and warn the management body, where
appropriate, where specific risk developments affect or may affect
the firm, without prejudice to the responsibilities of the
management body in its supervisory and/or managerial functions.

The head of the risk management function must be an independent senior
manager with distinct responsibility for the risk management function.
Where the nature, scale and complexity of the activities of the
MIFIDPRU investment firm do not justify a specially appointed person,
another senior person within the firm may fulfil that function, provided
there is no conflict of interest. The head of the risk management function
must not be removed without prior approval of the management body and
must be able to have direct access to the management body where

Risk, remuneration and nomination committees

7.2A Risk management function
72A.1 R

7.2A.2 R

7.2A3 R

necessary.
7.3
Risk committee

7.3.1 R

(1) Subject to (2), a non-SNI MIFIDPRU investment firm to which
this rule applies must establish a risk committee.

(5A) In order to assist in the establishment of sound remuneration
policies and practices, the risk committee must, without prejudice
to the tasks of the remuneration committee, examine whether
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incentives provided by the remuneration system take into
consideration risk, capital, liguidity and the likelihood and timing

of earnings.

The following text replaces the text of MIFIDPRU 8 (Disclosure) published in PS21/9, which
was made on a near-final basis on 22 July 2021. The text is not underlined.

8.1
8.1.1

8.1.2

Disclosure
Application
R 1)
(2)
3)
R 1)

Except as specified in (2) and (3), the requirements in this chapter
apply to:

@) a non-SNI MIFIDPRU investment firm; and
[Note: Article 46(1) of the IFR]

(b)  a UK parent entity that is:

0] required by MIFIDPRU 2.5.7R to comply with
MIFIDPRU 8 on the basis of its consolidated
situation; and

(i) treated as a non-SNI MIFIDPRU investment firm in
accordance with MIFIDPRU 2.5.21R.

[Note: Article 7(1) of the IFR]

MIFIDPRU 8.6 (Remuneration policy and practices) applies to
every MIFIDPRU investment firm.

MIFIDPRU 8.7 (Investment policy) applies only to:

@) a non-SNI MIFIDPRU investment firm that does not fall
within MIFIDPRU 7.1.4R(1); or

(b)  a UK parent entity in (1)(b) that would not fall within
MIFIDPRU 7.1.4R(1) on the basis of its consolidated
situation if that rule applied to the UK parent entity.

The requirements in (2) also apply to:

@) an SNI MIFIDPRU investment firm that has additional tier
1 instruments in issue; and

(b)  a UK parent entity that:
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0] is required by MIFIDPRU 2.5.7R to comply with
MIFIDPRU 8 on the basis of its consolidated
situation;

(i) istreated as an SNI MIFIDPRU investment firm in
accordance with MIFIDPRU 2.5.21R: and

(iii)  relies on additional tier 1 instruments to meet its
consolidated own funds requirement.

(2)  The requirements referred to in (1) are:

@ MIFIDPRU 8.2 (Risk management objectives and
policies);

(b) MIFIDPRU 8.4 (Own funds); and
(©) MIFIDPRU 8.5 (Own funds requirements).
[Note: Article 46(2) of the IFR]

The requirements in MIFIDPRU 8.6 (Remuneration policies and
practices) apply to all MIFIDPRU investment firms, with certain
exceptions that are explained in that section.

The basic conditions to be classified as an SNI MIFIDPRU investment
firm are set out in MIFIDPRU 1.2.1R. MIFIDPRU 1.2.13R explains the
circumstances in which a non-SNI MIFIDPRU investment firm will be
reclassified as an SNI MIFIDPRU investment firm.

Where a non-SNI MIFIDPRU investment firm is reclassified as an SNI
MIFIDPRU investment firm, it must comply with the disclosure
obligations that apply to a non-SNI MIFIDPRU investment firm in relation
to the financial year in which it is reclassified.

Where an SNI MIFIDPRU investment firm is reclassified as a non-SNI
MIFIDPRU investment firm, it must comply with the disclosure
obligations that apply to an SNI MIFIDPRU investment firm in relation to
the financial year in which it ceased to be an SNI MIFIDPRU investment
firm.

[Note: Article 46(3) of the IFR]

Application: Level of application

R

A MIFIDPRU investment firm must comply with the rules in this chapter
on an individual basis, unless the firm is exempt in accordance with
MIFIDPRU 2.3.1R.

Under MIFIDPRU 2.5.7R, a UK parent entity is required to comply with
the disclosure obligations in MIFIDPRU 8 on a consolidated basis. In
practice, this involves disclosing the same categories of information that
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would be disclosed by a MIFIDPRU investment firm on an individual
basis, but using the figures and other information that result from applying
the relevant requirements on a consolidated basis in accordance with this
section.

Where any part of this chapter applies on the basis of the consolidated
situation of the UK parent entity, any references to a “firm” or
“MIFIDPRU investment firm” in this chapter are to be interpreted as
references to the hypothetical single MIFIDPRU investment firm created
under the consolidated situation.

Application: proportionality

R

In complying with the rules in this chapter, a MIFIDPRU investment firm
should provide a level of detail in its qualitative disclosures that is
appropriate to its size and internal organisation and to the nature, scope,
and complexity of its activities.

By way of example, applying a proportionate approach to the qualitative
disclosure requirements in MIFIDPRU 8.6 (Remuneration policies and
practices) means that the FCA would expect a non-SNI MIFIDPRU
investment firm with a detailed remuneration policy to disclose more
information than an SNI MIFIDPRU investment firm.

Application: when?

R

As a minimum, a firm must publicly disclose the information specified in
this chapter on the same date as it publishes its annual financial
statements, or, where applicable, its annual solvency statement.

The FCA considers it would be appropriate for a firm to consider making
more frequent public disclosure where particular circumstances demand it,
for example, in the event of a major change to its business model or where
a merger has taken place.

Application: how?

R

A firm must publish the information required by this chapter on its
website, in a manner that:

1) is easily found and accessible and navigable from the firm’s home
page or sitemap without a password barrier;

(2) is clearly presented and easy to understand,;

(3)  contains relevant cross-references, where applicable, to other
information that will assist the reader to obtain a complete and
accurate view of the information disclosed;
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4) is consistent with the presentation used for previous disclosure
periods or otherwise allows a reader of the information to make
comparisons easily; and

(5) highlights in a summary any significant changes to the information
disclosed, when compared with previous disclosure periods.

Where a firm cannot comply with MIFIDPRU 8.1.14R because it does not
maintain a website, the information required in this chapter should be
available on request, free of charge.

Where a firm does not maintain a website, disclosure in an investor
brochure or annual report may be appropriate.

Where an undertaking is a MIFIDPRU investment firm exempted from
disclosing the information required by this chapter in accordance with
MIFIDPRU 2.3.1R, the firm should replicate or provide a link to the
consolidated situation level disclosure information from its website (or
other relevant method of disclosure used).

A firm should consider the best way to make the disclosed information
easy to understand, for example, through the use of tables, charts or

diagrams.

Exemptions

R

(1)  The rule applies until 31 December 2026.

2 A commodity and emission allowance dealer is exempt from the
following requirements in this chapter:

(@)

(b)
(©)
(d)
(€)

MIFIDPRU 8.2 (Risk management objectives and
policies);

MIFIDPRU 8.3 (Governance);
MIFIDPRU 8.4 (Own funds);
MIFIDPRU 8.5 (Own funds requirements); and

MIFIDPRU 8.6 (Remuneration policies and practices).

Risk management objectives and policies

R

A firm must disclose its risk management objectives and policies for the
categories of risk addressed by:

1) MIFIDPRU 4 (Own funds requirements);

(2) MIFIDPRU 5 (Concentration risk); and
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MIFIDPRU 6 (Liquidity).

[Note: Article 47 of the IFR]

8.2.2 R The risk management objectives and policies for each of the items listed
in MIFIDPRU 8.2.1 must include:

1)

()

a concise statement approved by the firm s governing body
describing the potential for harm associated with the business
strategy; and

a summary of the strategies and processes used to manage each of
the categories of risk listed in MIFIDPRU 8.2.1R and how this
helps to reduce the potential for harm.

8.2.3 G In complying with MIFIDPRU 8.2.2R, a firm may consider that
information drawn from the ICARA process is a relevant and useful way

of disclosing:

(1)  the firm’s approach to risk management by reference to its risk
management policies;

(2)  details of the firm’s risk management structure and operations, for
example, the senior management responsible for each area of risk
(where applicable), and any relevant committees and their
responsibilities;

(3) how the firm sets its risk appetite; and

4 a summary of how the firm assesses the effectiveness of its risk
management processes.

8.3 Governance

8.3.1 R A non-SNI MIFIDPRU investment firm must disclose the following
information regarding internal governance arrangements:

(1)

()

an overview of how the firm complies with the requirement in
SYSC 4.3A.1R to ensure the management body defines, oversees
and is accountable for the implementation of governance
arrangements that ensure effective and prudent management of the
firm, including the segregation of duties in the organisation and the
prevention of conflicts of interest, and in a manner that promotes
the integrity of the market and the interests of clients;

the number of directorships (executive and non-executive) held by
each member of the management body;

[Note: Article 48(a) of the IFR]
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(3)  where relevant, whether the FCA has granted a modification or
waiver of SYSC 4.3A.6R(1)(a) or (b) in order to allow a member of
the management body to hold additional directorships;

(4)  asummary of the policy promoting diversity on the management
body, including explanations of:

@) the objectives of the policy and any target(s) set out in the
policy; and

(b)  the extent to which the objectives and any target(s) have
been achieved; and

(©) where the objectives or target(s) have not been achieved:
0] the reasons for the shortfall; and

(i) the firm’s proposed actions to address the shortfall;
and

(iii)  the proposed timeline for taking those actions;
[Note: Article 48(b) of the IFR]
(5)  whether the firm has a risk committee; and
(6) whether the firm:

@) is required by MIFIDPRU 7.3.1R to establish a risk
committee; or

(b)  would have been required by MIFIDPRU 7.3.1R to
establish a risk committee, but that obligation has been
removed as a result of a waiver or modification granted by
the FCA.

When deciding what information to disclose to satisfy the obligations in
MIFIDPRU 8.3.1R(1), a firm may find it helpful to consider:

1) the requirements in SYSC 4.3A.1R (1) to (7) regarding the
responsibilities of the management body; and

(2)  the requirements in SYSC 4.3A.3R regarding the necessary skills
and attributes of members of the management body.

In identifying the directorships for the purpose of the disclosure
requirement in MIFIDPRU 8.3.1R(2), it is not relevant whether the
directorship is held in an entity that pursues a predominantly commercial
objective.

For the avoidance of doubt, in complying with the disclosure requirement
in MIFIDPRU 8.3.1R(2), a firm must separately disclose every
Page 82 of 97



8.4

8.4.1

8.4.2

8.5

8.5.1

8.5.2

FCA 2021/XX

directorship held by each member of its management body, even if they
are treated as single directorships for certain purposes under SYSC

4.3A.TR(2).
Own funds
R A firm must disclose the following information regarding its own funds:
(1)  areconciliation of common equity tier 1 items, additional tier 1
items, tier 2 items, and the applicable filters and deductions
applied in order to calculate the own funds of the firm;
2 a reconciliation of (1) with the capital in the balance sheet in the
audited financial statements of the firm; and
3 a description of the main features of the common equity tier 1

instruments, additional tier 1 instruments and tier 2 instruments
issued by the firm.

[Note: Article 49 of the IFR]

R A firm must use the template available at [Editor’s note: link to be
inserted]? in order to disclose the information requested at MIFIDPRU
8.4.1R.

Own funds requirements

R A firm must disclose the following information regarding its compliance
with the requirements set out in MIFIDPRU 4.3 (Own funds requirement):

1)

(2)

the K-factor requirement, broken down as follows:
[Note: Article 50(c) of the IFR]

@) the sum of the K-AUM requirement, the K-CMH
requirement and the K-ASA requirement;

(b) the sum of the K-COH requirement and the K-DTF
requirement; and

(©) the sum of the K-NPR requirement, the K-CMG
requirement, the K-TCD requirement and the K-CON
requirement; and

the fixed overheads requirement.

[Note: Article 50(d) of the IFR]

A firm must disclose its approach to assessing the adequacy of its own

funds in accordance with the overall financial adequacy rule in
MIFIDPRU 7.4.7R.

2 Editor’s note: A draft version of this template is available on the FCA website.
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[Note: Article 50(a) of the IFR]

Remuneration policy and practices

Application: general

R

The rules in this section apply to all MIFIDPRU investment firms, unless
otherwise specified.

Qualitative disclosures

R

A MIFIDPRU investment firm must disclose a summary of:

1) its approach to remuneration for all staff (“staff” interpreted
according to SYSC 19G.1.24G);

(2)  the objectives of its financial incentives;

3 the decision-making procedures and governance surrounding the
development of the remuneration policies and practices the firm is
required to adopt in accordance with the MIFIDPRU
Remuneration Code, to include, where applicable:

@ the composition of and mandate given to the remuneration
committee; and

(b) details of any external consultants used in the development
of the remuneration policies and practices.

In complying with MIFIDPRU 8.6.2R(1), a firm may consider it
appropriate to disclose:

(¢D) the principles or philosophy guiding the firm’s remuneration
policies and practices;

2 how the firm links variable remuneration and performance;
(3)  the firm’s main performance objectives; and
4 the categories of staff eligible to receive variable remuneration.

A non-SNI MIFIDPRU investment firm must disclose the types of staff it
has identified as material risk takers under SYSC 19G.5, including any
criteria in addition to those in SYSC 19G.5.3R that the firm has used to
identify material risk takers

A MIFIDPRU investment firm must disclose the key characteristics of its
remuneration policies and practices in sufficient detail to provide the
reader with:

(1)  anunderstanding of the risk profile of the firm and/or the assets it
manages; and
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an overview of the incentives created by the remuneration policies

and practices.

For the purpose of MIFIDPRU 8.6.5R, a firm must disclose at least the
following information:

1)

()

©)

(4)

the different components of remuneration, together with the
categorisation of those remuneration components as fixed or
variable;

a summary of the financial and non-financial performance criteria
used for the assessment of the performance of the firm, business
units and individuals;

for a non-SNI MIFIDRU investment firm:

(@) the framework and criteria used for ex-ante and ex-post
risk adjustment of remuneration, including a summary of:
0] current and future risks identified by the firm;
(i)  how the firm takes into account current and future
risks when adjusting remuneration; and
(iii)  how malus (where relevant) and clawback are
applied;
(b) the policies and criteria applied for the award of guaranteed
variable remuneration;
() the policies and criteria applied for the award of severance
pay;
for a non-SNI MIFIDPRU investment firm not falling within SYSC
19G.1.1R(2):
@) details of the firm’s deferral and vesting policy, including
as a minimum:
0] the proportion of variable remuneration that is
deferred;
(i) the deferral period;
(iii)  the retention period;
(iv)  the vesting schedule; and
(v)  anexplanation of the rationale behind each of the

policies referred to in (i) to (iv).
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Where the firm s deferral and vesting policy differs for
different categories of material risk takers, the information
should be presented and sub-divided accordingly.

a description of the different forms in which fixed and
yariable remuneration are paid, for example, whether paid
0] cash;

(i) share-linked instruments;

(i) equivalent non-cash instruments;

(iv)  options; or

(V) short or long-term incentive plans.

Quantitative disclosures

8.6.7 R A firm must disclose the following quantitative information regarding the
financial year to which the disclosure relates:

1)

()

the total amount of remuneration awarded to all staff, split as
follows:

(@)

(b)

For every MIFIDPRU investment firm, the split between:
(1 fixed remuneration; and
(i)  variable remuneration.

for a non-SNI MIFIDPRU investment firm, additional
information sub-dividing the categories in (a) between
senior management, other material risk takers and other
staff.

for a non-SNI MIFIDPRU investment firm:

(@)

(b)

(©)

the total amount of guaranteed variable remuneration
awards made during the financial year and the number of
material risk takers receiving those awards;

the total amount of the severance payments awarded during
the financial year and the number of material risk takers
receiving those payments; and

the amount of the highest severance payment awarded to an
individual material risk taker.
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(3)  foranon-SNI MIFIDPRU investment firm not falling within SYSC
19G.1.1R(2):

@) the amount and form of awarded variable remuneration,
split into cash, shares, share-linked instruments and other
forms of remuneration, with each form of remuneration
also split into deferred and non-deferred;

(b) the amounts of deferred remuneration awarded for
previous performance periods, split into the amount due to
vest in the financial year in which the disclosure is made,
and the amount due to vest in subsequent years;

(©) the amount of deferred remuneration due to vest in the
financial year in respect of which the disclosure is made,
split into that which is or will be paid out, and any amounts
that were due to vest but have been withheld as a result of
performance adjustment;

(d) the total number of material risk takers identified by the
firm;

(e) information on whether the firm uses the exemption for
individual material risk takers set out in SYSC 19G.5.9R,
together with details of:

0] the provisions in SYSC 19G.5.9R(2) in respect of
which the firm relies on the exemption;

(i)  the total number of material risk takers who benefit
from an exemption from each provision referred to
in (i); and

(iii)  the total remuneration of those material risk takers
who benefit from an exemption, split into fixed and
variable remuneration.

The information required by MIFIDPRU 8.6.7R(2) and (3) must be
presented in a way that separates the information for:

(1)  senior management; and

(2)  all other material risk takers.

Investment policy

R

A non-SNI MIFIDPRU investment firm not falling within MIFIDPRU
7.1.4R(1) must disclose:

(1)  the proportion of voting rights attached to the shares held directly
or indirectly by the firm, broken down by country or territory; and
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[Note: Article 52 paragraph 1(a) of the IFR]

(2)  acomplete description of voting behaviour in the general meetings
of companies the shares of which are held in accordance with
MIFIDPRU 8.7.4R, including:

[Note: Article 52 paragraph 1(b) of the IFR]
@) an explanation of the votes; and

(b) the ratio of proposals put forward by the administrative or
governing body of the company that the firm has approved;
and

(3)  anexplanation of the use of proxy adviser firms; and
[Note: Article 52 paragraph 1(c) of the IFR]
(4)  asummary of the voting guidelines regarding the companies in

which the shares referred to in (1) are held with links to supporting
non-confidential documents where available.

[Note: Article 52 paragraph 1(d) of the IFR]

8.7.2 R A firm must use the template available at [Editor’s note: link to be
inserted]® in order to disclose the information requested at MIFIDPRU
8.7.1R.

8.7.3 R The disclosure requirements in MIFIDPRU 8.7.1R(2) do not apply if the
contractual arrangements of all shareholders represented by the firm at the
shareholders’ meeting only authorise the firm to vote on their behalf when
express voting orders are given by the shareholders after receiving the
meeting’s agenda.

[Note: Article 52 paragraph 2 of the IFR]
8.7.4 R A firm referred to in MIFIDPRU 8.7.1R must comply with that rule:

(1)  only in respect of a company whose shares are admitted to trading
on a regulated market;

(2)  only where the proportion of voting rights that the MIFIDPRU
investment firm directly or indirectly holds in that company is
greater than 5% of all voting rights attached to the shares issued by
the company; and

(3)  only in respect of shares in that company to which voting rights are
attached.

[Note: Article 52 paragraph 2 of the IFR]

3 Editor’s note: A draft version of this template is available on the FCA website.
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8.75 R The voting rights referred to in MIFIDPRU 8.7.4R(2) must be calculated
on the basis of all shares to which voting rights are attached, even if the
exercise of any of those voting rights is suspended.

Insert the following Annex after MIFIDPRU TP 10 (Transitional capital and liquidity
requirements for former IFPRU investment firms, BIPRU firms or their groups with ICG or
ILG issued before 1 January 2022). The text is not underlined.

TP 11  Prudential reporting with a reference date before 1 January 2022

111 R Except where the context otherwise requires, a reference in MIFIDPRU
TP 11 to any provision of SUP is to that provision as it applied on 31
December 2021.

11.2 R MIFIDPRU TP 11 applies where the following conditions are met:

Q) the reference date for a data item under SUP 16.12 was before 1
January 2022,

2 the submission date under SUP 16.12 for the data item in (1) fell
on or after 1 January 2022; and

(€)) a firm is no longer required to submit the data item in (1) due to
amendments to SUP 16.12 that took effect on 1 January 2022.

11.3 R Where MIFIDPRU TP 11 applies to a firm in relation to a data item, the
firm must submit the data item to the FCA in accordance with the
provisions of SUP 16.12 (as applied under MIFIDPRU TP 11.1R).

114 G (1) As a result of the introduction of the MIFIDPRU regime for
MIFIDPRU investment firms, SUP 16.12 was amended with
effect from 1 January 2022 to introduce updated prudential
reporting requirements.

(2 The effect of MIFIDPRU TP 11 is that where the reference date
for a report falls on or before 31 December 2021, but the
submission date for that report falls on after 1 January 2022, the
firm must still submit the report in accordance with the reporting
and submission requirements that applied on 31 December 2021.

3 The purpose of MIFIDPRU TP 11 is to ensure that the FCA
receives appropriate information on the prudential position of
firms during the transition from previous prudential regimes to
the MIFIDPRU regime.

4) MIFIDPRU TP 11 does not apply to remuneration reporting.
This is because SYSC TP 11.4R(1) requires a firm that was
subject to any of the remuneration codes listed in SYSC TP
11.4R(2) on 31 December 2021 to comply with any reporting
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requirements relating to remuneration awarded for performance
periods before the performance period to which the MIFIDPRU
Remuneration Code first applies.

115 G (1) The following is an example of how MIFIDPRU TP 11 applies
in practice.

(2) A BIPRU firm is required to report data item FSA003 (Capital
adequacy) under SUP 16.12.11R. The reporting reference date
for FSAQ003 is determined by reference to the firm s accounting
reference date. Under SUP 16.12.13R, the firm has 30 business
days after the reporting reference rate to submit the relevant data
item to the FCA. The firm’s accounting reference date is 1
December 2021.

3 The reporting reference date for the firm s FSA003 return (i.e. 1
December 2021) falls before 1 January 2022. The submission
date for the return (which is 30 business days later on 17 January
2022) falls after 1 January 2022. SUP 16.12 was amended on 1
January 2022 to delete the requirement for firms to submit data
item FSA003.

(4) Under MIFIDPRU TP 11, the firm must still submit data item
FSAO003 to the FCA, reflecting the firm s position as at 1
December 2021. The data item must be submitted in accordance

with the relevant rules in SUP 16.12 that applied on 31
December 2021.

Insert the following schedule after MIFIDPRU Schedule 5 (Rules that can be waived or
modified). The text is not underlined.

Sch 6 List of Part 9C rules

Sch6.l G This schedule contains a list of Part 9C rules (as defined in section
143F(1) of the Act) for the purposes of section 143F(2) of the Act.

Sch6.2 G (@D)] Except as specified in (2), each of the following is a Part 9C
rule:

() every rule in MIFIDPRU; and

(b)  everyrule in SYSC 19G (MIFIDPRU Remuneration
Code).

(2)  The following provisions are not Part 9C rules:
(@  MIFIDPRU 4.4.1R(3);

(b)  MIFIDPRU 4.4.3R(2)(c);
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(c)  MIFIDPRU 4.4.4R(2)(c); and

(d  MIFIDPRU 4.4.5R.
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Amendments to the Decision Procedure and Penalties manual (DEPP)

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

2 Statutory notices and the allocation of decision making
2 Annex  Warning notices and decision notices under the Act and certain other
1G enactments
Section of Description Handbook | Decision maker
the Act reference
S142T(1)/ | When the FCA is RDC
4 proposing or deciding to
take action against a
person under section
1425*
S143T(1) When the FCA is RDC or executive
proposing or deciding to procedures
S143T(3 make a Part 9C
prohibition order under
S1435(2) of the Act.
S143U(2) | When the FCA is RDC or executive
(b) proposing or deciding to procedures
refuse an application for
EMU 2 the variation or revocation
of a prohibition order
under S143U.
S143W(1) | When the FCA is RDC or executive
S143W(5 proposing or deciding to procedures
impose a penalty on a
person under section
143V (2) of the Act.
S143X(1) | When the FCA is RDC or executive
proposing or deciding to procedures
S143X(5 publish a statement on a
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person under section 143P
143W((3) of the Act.

2 Annex Supervisory notices
2G
Section of the Description Handbook | Decision maker
Act reference
137S(5) when the FCA gives a Executive
direction under procedures
13758)@) section 137S
S143U(2)(a) When the FCA Executive
decides to grant an procedures
application for the
variation or revocation
of a prohibition
order under S143N(1)
of the Act.
S143X When the RDC or executive
FCA decides to vary procedures
or cancel a restriction
under S143W(6) of
the Act.
6A The power to impose a suspension, restriction, condition limitation or
disciplinary prohibition
6A.1 Introduction
6A.1.1 G  DEPP 6A sets out the FCA’s statement of policy with respect to:

(1) The imposition of suspensions or restrictions under sections
88A, 89Q, 143W and 206A of the Act, and the period for which
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those suspensions or restrictions are to have effect, as required
by sections 88C(1), 89S(1) and 210(1) of the Act;

(2) “restriction” refers to limitations or other restrictions in relation
to:

(c) the performance of services to which a sponsor s approval
relates (under section 88A(2)(c) of the Act), and

(d) the dissemination of regulated information by a primary
information provider (under section 89Q(2)(c) of the Act);
and

(e) the exercising of functions by a person of an FCA
investment firm or a parent undertaking of an FCA
investment firm (under section 143W(5) of the Act)).

1)

3) we may impose a restriction on the exercise of the functions by a
person of an FCA investment firm or a parent undertaking of an
FCA investment firm.

The powers to impose a suspension, restriction, condition or limitation in
relation to authorised persons and approved persons, to impose a
restriction on non-authorised parent undertakings of FCA investment
firms, members of the management body and employees of non-
authorised parent undertakings who are knowingly concerned in
contravention of FCA rules and to impose a disciplinary prohibition in
relation to individuals, are disciplinary measures; where

the FCA considers it necessary to take action, for example, to

protect consumers from an authorised person, the FCA will seek to
cancel or vary the authorised person’s permissions. ...

Determining the appropriate length of the period of suspension,
restriction, condition or disciplinary prohibition
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The impact of suspension, restriction, condition or disciplinary
prohibition on the person in breach

The following considerations may be relevant to the assessment
of the impact of suspension or restriction on an authorised
person, sponsor, er primary information provider or non-
authorised parent undertaking:

(a)

(b)

(d)

(€)

the authorised person’s, sponsor’s, e primary
information provider s, or non-authorised parent
undertaking s expected lost revenue and profits from not
being able to carry out the suspended or restricted
activity;

the cost of any measures the authorised person, sponsor,
or primary information provider or non-authorised parent
undertaking must undertake to comply with the
suspension or restriction;

the effect on other areas of the authorised person’s,
sponsor s, eF primary information provider’s or non-
authorised parent undertaking ’s business; and

whether the suspension or restriction would cause

the authorised person, sponsor, ef primary information
provider or non-authorised parent undertaking serious
financial hardship.

The following considerations may be relevant to the assessment
of the impact of suspension or condition on an approved

person or the impact of a disciplinary prohibition or restriction
on an individual:

The FCA may delay the commencement of the period of suspension,

restriction or disciplinary prohibition. In deciding whether this is

appropriate, the FCA will take into account all the circumstances of a
case. Considerations that may be relevant in respect of an authorised
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person, sponsor, e primary information provider or non-authorised
parent undertaking include:

(2) any practical measures the authorised person, sponsor, ef
primary information provider or non-authorised parent
undertaking needs to take before the period of suspension or
restriction begins, for example, changes to its systems and
controls to enable it to stop or limit the activity in question;

3 the impact of the suspension or restriction on other costs
incurred by the authorised person, sponsor, e« primary
information provider or non-authorised parent undertaking, for
example, cancelling suppliers or suspending employees.

Fees and other required payments

The FCA’s power to impose financial penalties is contained in:

section 131G (Power to impose penalty or issue censure) of the Act

Section 143W (Disciplinary powers for non-authorised parent
undertakings) of the Act.

Powers Exercised

G

The following powers and related provisions in or under the Act have
been exercised by the FCA to make the statements of policy in DEPP:

Section 139A (Power of the FCA to give guidance)

Section 143Y (Statement of policy for penalties under section 143W)
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Annex D

Amendments to the Enforcement Guide (EG)

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

7.1

7.1.2

Financial penalties and other disciplinary sanctions

The FCA'’s use of sanctions

The FCA has the following powers to impose sanctions.

1)

(3) It may impose a suspension, limitation or other restriction:

(c) onaprimary information provider under section 89Q of the Act;
and

(d) onan authorised person under sections 123B or 206A of the Act:;
and

(e) on anon-authorised parent undertaking under section 143W of the
Act.
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INVESTMENT FIRMS PRUDENTIAL REGIME (CONSEQUENTIAL
AMENDMENTS) INSTRUMENT 2021

Powers exercised

A. The Financial Conduct Authority (“the FCA”) makes this instrument in the exercise
of the following powers and related provisions:

1) the following sections of the Financial Services and Markets Act 2000 (“the
Act”):
@ section 73A (Part 6 Rules);
(b) section 89A (Transparency rules);
() section 89B (Provision of voteholder information)
(d) section 137A (The FCA’s general rules);
(e) section 137D (Product intervention rules);
4) section 137H (General rules about remuneration);
(9) section 137R (Financial promotion rules);
(h) section 137T (General supplementary powers);
Q) section 138D (Actions for damages);
()] section 139A (Power of the FCA to give guidance);
(K) section 247 (Trust scheme rules);
0] section 2611 (Contractual scheme rules);
(m)  paragraph 23 (Fees) of Part 3 (Penalties and Fees) of Schedule 1ZA
(the Financial Conduct Authority);

2 regulation 6(1) of the Open-Ended Investment Companies Regulations 2001
(S12001/1228); and

3) the other rule and guidance making powers listed in Schedule 4 (Powers
exercised) to the General Provisions of the FCA’s Handbook.

B. The rule-making provisions listed above are specified for the purposes of section
138G(2) (Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on [date].

Revocation of the Prudential sourcebook for Investment Firms (IFPRU)

D. The Prudential sourcebook for Investment Firms (IFPRU) is revoked.
Amendments to the Handbook

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

below are amended in accordance with the Annexes to this instrument listed in
column (2).
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1) )
Glossary of definitions Annex A
Senior Management Arrangements, Systems and Controls Annex B
sourcebook (SYSC)
Code of Conduct sourcebook (COCON) Annex C
General Provisions (GEN) Annex D
Fees manual (FEES) Annex E
General Prudential sourcebook (GENPRU) Annex F
Prudential sourcebook for MiFID investment firms Annex G
(MIFIDPRU)
Market Conduct sourcebook (MAR) Annex H
Supervision manual (SUP) Annex |
Collective Investment Schemes sourcebook (COLL) Annex J
Consumer Credit sourcebook (CONC) Annex K
Investment Funds sourcebook (FUND) Annex L
Regulated Covered Bonds sourcebook (RCB) Annex M
F. The FCA confirms and remakes in the Glossary of definitions any defined expressions

used in the modules of the FCA’s Handbook of rules and guidance referred to in
paragraph E where such defined expressions relate to any UK legislation that has been
amended since those defined expressions were last made.

Amendments to material outside the Handbook

G. The material outside the Handbook listed in column (1) below is amended in
accordance with the Annexes to this instrument listed in column (2).
)] 2)

Energy Market Participants guide (EMPS) Annex N
Oil Market Participants guide (OMPS) Annex O
Perimeter Guidance manual (PERG) Annex P
The Wind-down Planning Guide (WDPG) Annex Q

Notes

H. In the annexes to this instrument, the “notes” (indicated by “Note:” or “Editor’s

note:”) are included for the convenience of readers, but do not form part of the
legislative text.

Citation
l. This instrument may be cited as the Investment Firms Prudential Regime

(Consequential Amendments) Instrument 2021.

By order of the Board
[date]
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Annex A
Amendments to the Glossary of definitions

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

Insert the following new definitions in the appropriate alphabetical position. The text is not
underlined.

CRR investment a sector composed of one or more of the following entities:
services sector
@ a designated investment firm; and
(b) a financial institution.
MIFIDPRU a sector composed of one or more of the following entities:
investment services
sector @) an investment firm (other than a designated investment
firm);
(b) a financial institution; and
(©) (in the circumstances described in GENPRU 3.1.39R
(The financial sectors: Asset management companies and
alternative investment fund managers)) an asset
management company or an alternative investment fund
manager.
significant SYSC has the meaning in SYSC 1.5 (Significant SYSC firm).
firm

Amend the following definitions as shown.

ancillary Q)
services
undertaking
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. opii : i
tNote: HGE te F.Ez.l.) elzt]he Banking Consolidation

2 {for the purpose of GENPRU 1.3 (Valuation) and INSPRU
6-1{Group-Risk:-Insurance Groups)-an-undertakingin-{1)-and-an
= [deleted]

(3)  {exceptin(l))-has-the-meaning-th-article4(1}(18)-of the- Uk

CGRR-- means an undertaking the principal activity of which
consists of owning or managing property, managing data-
processing services, or a similar activity which is ancillary to the
principal activity of one or more institutions.

{for-the purposes-of BIPRU-9(Securitisation) a programme of

securitisations (within the meaning of paragraph (2) of the definition of
securitisation) the securities issued by which predominantly take the
form of commercial paper with an original maturity of one year or less.

[Note: Part 1 of Annex IX of the Banking Consolidation
Directive (Securitisation definitions)]

() form a group in respect of which the consolidated capital
adequacy requirements for the banking sector or the investment
services sector under the appropriate regulator’s sectoral rules

apply.:
() the uppropriate resulator’s sectoral rules; or [deleted]

@) : I ) (in relat ) 4 .
which-thatfirm-s-books-of accountare-drawn-up- [deleted]

(1)  (for the purpose of IFPRU) an amount of own funds that
i ; hold N

3.1.6R (Own funds: main requirement). [deleted]

(in COBS;-GENPRU-and-BIRPRY and in relation to an undertaking)
any security issued by or loan made to that undertaking or any other
investment in, or external contribution to the capital of, that undertaking.
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INote: article 4(23) of i lidati .
[deleted]

(in BCOBS;:BHRPRY and in the definition of relevant credit union
client) includes:

(1)  (exeeptintERRY) collective investment undertaking.

: ) has. .. icle 4(1)(7)-of .
2) [deleted]

(1)  (in GENRPRY; INSPRU and SUP) (in relation to a contract of
insurance) any class of contract of insurance listed in Schedule 1
to the Regulated Activities Order (Contracts of insurance) and
references to:

(1)  {forthepurpeses-of BIPRU-O(Securitisation)tnrelation-to-a

[deleted]

(2A) (in MIFIDPRU, FEES, CASS 6, CASS 7, CASS 7A and CASS 10
and, in so far as it relates to matters covered by CASS 6, CASS 7,
COBS o-GENPRUY and IPRU(INV) 11) subject to the client
money rules, money of any currency:

(5)  (in SYSC 1.5) has the meaning in (1) to (4).
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commodity
(2)  (for the purpose of calculating position risk requirements and for
the purposes of COBS 22.5) any of the following (but excluding
gold):
competent
authority

(3)  (inrelation to a group, and for the purposes of SYSC 12 (Group
risk systems and controls requirement), GENPRU and-BIPRU;
any national authority of the UK which is empowered by law or
regulation to supervise regulated entities, whether on an
individual or group-wide basis.

(10)  (for the purposes of IFPRU) has the meaning inarticle 4(1){40)
of-the UK-CRR: [deleted]

consolidation (1)  the following

group
(@) aconventional group; or

(b) undertakings linked by a consolidation Article 12(1)
relationship er-eitherof(for-thepurpeses-of BIRRU)-an
ol lationshi ol 5) relationship.
If a parent undertaking or subsidiary undertaking in a
conventional group (the first person) has a consolidation Article
12(1) relationship ereither-of(for-the-purpeses-of BIPRU)-an
Article-134-relationship-oran-article-18(6)-relationship with
another person (the second person), the second person (and any

subsidiary undertaking of the second person) is also a member of
the same consolidation group.

)

under-article 4B-of the UK-CRR- [deleted]
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a financial instrument which meets the requirements for either:
(@  Additional Tier 1 instruments under article 52; or
(b)  Tier 2 instruments under article 63, provided:

(i) the provisions governing the instrument require that, upon
the occurrence of a trigger event, the principal amount of
the instrument be written down on a permanent or
temporary basis or the instrument be converted to one or
more common equity Tier 1 instruments; and

(i)  the trigger mechanism in (i) is different from, or additional
to, any discretionary mechanism for converting or writing
down the principal amount of the instrument which is
activated following a determination by the relevant
authority that the issuer of the financial instrument (or its
group, or any member of its group) is no longer viable, or
will no longer be viable unless the relevant instrument is
converted or written down;

in each case of the UK CRR, or (where applicable) its provisions as
applied and amended by MIFIDPRU 3.

[deleted]
1)

approach-to-creditrisk) a bond that is issued by a credit
institution which has its registered office in the UK or an EEA
State and is subject by law to special public supervision designed
to protect bondholders and in particular protection under which
sums deriving from the issue of the bond must be invested in
conformity with the law in assets which, during the whole period
of validity of the bond, are capable of covering claims attaching
to the bond and which, in the event of failure of the issuer, would
be used on a priority basis for the reimbursement of the principal
and payment of the accrued interest.

[Note: article 52(4) of the UCITS Directive]

Page 7 of 177



FCA 2021/XX

)

credit (D)
enhancement

Diective(Definitions)} [deleted]

creditquality (1)  {exeeptinMIPRU}a-eredit guakity-step-tra-creditguahity

step assessment-scate-as-set-out-ir-BIPRU-3.4(Risk-weights-under-the
tardiced I it risk) and

Hisation): [deleted]

credit risk (1)  (for a BIPRU firm) the part of the capital resources requirement

capital of a-BIPRU-firm-inrespeet-of creditrisk—caleulated-in
requirement accordance with GENPRU 2.1 51R (Calculation of the credit risk
i i - [deleted]

CRM eligibility (1)  {inrelationto-thestandardised-approach-to-creditrisk), BIPRU
conditions 5.3.1R-BIPRU 5.3.2R, BIPRU 5.4.1R-BIPRU 5.4.8R, BIPRU

) (nselat I )4 isions.in (1
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4-10-38R-BIPRU-4-10-39R-6r [deleted]

CRR firm (for the purposes of SYSC) a UK bank, building society and an
avestment-firm-that-is-subjeet-to-the UK-CRR a UK designated

investment firm.

default (@8] -the
eemmen%eeliﬁeren%e*pesu%&elasses%|deleted| .
ECAI (1) {exeeptin-MIPRU-ap-external-ereditassessmenttastivtion—as

defined-in-article 4(1)(98) of the UK_CRR. [deleted]

(2)  (in MIPRU) an external credit assessment institution.

eligible ECAI  an-ECAL
(a)

b sk weighting p I |

fepseean%safuen—neleweigmﬂg—pumeses)- |de|eted|

(c)  (irBIPRU-I2)thatististed-in-the-firstrow-in-the-table-set-outin
BIRRU-12-Annex-1R:-or [deleted]

(d) (in MIPRU) an ECAI listed in the table in MIPRU 4.2E.14R.

eligible LLP members’ capital of a limited liability partnership that meets the

members’ conditions in IPRU(INV) Annex A erfora-BIPRU-firmthe

capital regHrements o GENPRU 2.2 04R (Core Heronecapital- Eligible LLP
members—eapital).

energy market  afirm:

participant

(b)  which is not an authorised professional firm, bank, B{RRY

.I““' (HIIlBSSF'IE |sEeu|Ie;ze||'|p'tBII RU commodities i, l'.l.l RU
firm); building society, credit union, friendly
society, ICVC, insurer, MiFID investment firm {unless-itis

fties &
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commoditiesfirm), media firm, oil market participant, service
company, insurance intermediary, home finance

administrator, home finance provider or regulated benchmark
administrator.

exposure

(2)  (forthe-purpeses-of-the-calculation-of-the-creditrisk-capital

[ . articl ” ¥ lidati irectivel
[deleted]

4 &n@%&nd%e%&leula%&ewni&nd&mremem&undeppaﬁ
g i - [deleted]

(5) @M%S—Z—é&a#g&e*peswes)—fe%h&p&mes&ef—%ﬁ—%

389-of the UK-CRR-(Large exposures:-definitions). [deleted]

financial
instrument _ o _
3 {r-HEPRU)-has-the-meaning-h-article-4(50)-of the UK-CRR-
[deleted]

financial (1)  (subject to (2)) one of the banking sector, the insurance sector ef
sector the-investment-services-sector, the MIFIDPRU investment
services sector or the CRR investment services sector.

(2) (for the purposes of the definition of financial conglomerate and
for any other provision of GENPRU 3 that treats the banking
sector and the investment services sector as one) one of
the banking and investment services sector or the insurance
sector.

financial year

(3) (in GENPRU-and INSPRU) the period at the end of which the
balance of the accounts of the insurer is struck, or, if no balance
is struck, the calendar year.
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{n-GENPRU-and-BHRRU) (in relation to a firm) any currency other than

the base currency.

©)

(3A)

(for the purposes of SYSC 12 (Group risk systems and controls

requirement), SYSG-20-(Reverse-stress-testing)-and-GENPRU-1.2
(Adeguacy-offinancial-resourees) as applicable to a BIRRU-firm

MIFIDPRU investment firm and in relation to a person “A”)) A

and any person:

(a)
(b)
(©)
(d)

(€)

(f)

who falls into (1);
who is a member of the same financial conglomerate as A,
who has a consolidation Article 12(1) relationship with A,

who has a consolidation Article 12(1) relationship with
any person in (3)(a);

who is a subsidiary undertaking of a person in (3)(c) or
(3)(d); or

whose omission from an assessment of the risks to A of
A’s connection to any person coming within (3)(a)-(3)(e)

or an assessment of the financial resources available to
such persons would be misleading.

persons-would-be-misleading: [deleted]
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)

i Wi issi - [deleted]

(in relation to long-term insurance business) economic reserves arising in
respect of future-profits; assets which relate to future surpluses,

zillmerising or hidden reserves as-mere-fully-deseribed-in-GENRPRU-2
Annpex-8.

(2 {for-the purposes-of BIPRU-7{Market risk)}-and-in+relationto
em_eptlen or-warrant)-the strike-price-oft-that-option-ot .“a”a“t
b. eiRg-less tlE'.a“ Ithe eunel;t |||a|II|eet u_alue of-the H“d; EI|§II_Ig
{foraput-option): [deleted]

(3)  (inthe definition of llar : iary.

N I 2} has 4 D icle 4(1)(2) of
the UK CRR.

[Note: article 2(1)(4)-of the 1DD] [deleted]

4) (n-GENPRU {except GENPRU-3)-and BIPRU {except BIPRU-12)

by  aBIRPRU-firm: [deleted]

(5) (I-SYSCA19A(HFPRU-Remuneration-Codepa-firmin(3)-
[deleted]

@ Lot e followi iioe.

manager- [deleted]

tin B ﬁnul (e;‘ﬁept.“' BIPRU 1: 2} sector-comprised-of-one-or
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management
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@) I ities in (1): and
by  aCAD-nvestmentfirm: [deleted]

The MIFIDPRU investment services sector and the CRR investment

services sector taken together.

a firm which is the subject of the financial supervision requirements of
an overseas regulator in accordance with an agreement between

the appropriate regulator and that regulator relating to the financial
supervision of firms whose head office is within the country of that
regulator.

1)

(for a non-directive friendly society) the required margin of
solvency with respect to long-term insurance business, as
calculated under rule 3.1 of the Friendly Society — Overall
Resources and Guarantee Fund part of the PRA Rulebook;

(for a non-directive insurer other than a non-directive friendly
society) the requirement in rule 14.1 of the Insurance Company —
Capital Resources Requirement part of the PRA Rulebook; and

(for a Solvency Il firm) the equivalent PRA rules transposing the
Solvency |l directive.

(other than in (2) or (3)) {ir-accordance-with-article4(1){9)-of the
UK-CRR) the governing body and senior personnel who are

empowered to set the person’s strategy, objectives and overall
direction, and which oversee and monitor management decision-
making in the following:

@ a common platform firm (in relation to the requirements
imposed by or under the UK provisions which
implemented MiFID or MiFIR); or

(ai) aMIFIDPRU investment firm (in relation to the
requirements in MIFIDPRU); or
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oil market
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(for the purposes of any limitation that is placed on a firm s permission to
deal as principal):

(@) (For-the-purposes-of BHRRY) for a firm that would have been
subject to BIPRU on 31 December 2021) the conditions set out

in BIPRU 1.1.23R(2) (Meaning of dealing on own account), as
they applied on 31 December 2021.

(2 (etherthaninr-BHRPRY for a firm that would have been subject to
IFPRU on 31 December 2021) the conditions set out in IFPRU
1.1.12R (Meaning of dealing on own account), as they applied on
31 December 2021.

inrelati inancial , lictati inancial

groups)) the financial sector, being either the insurance sector or the
banking and investment services sector, which has with the largest

average referred to in the box titled Threshold Test 2 in the financial
conglomerate definition decision tree (10% ratio of balance sheet size and
solvency requirements);-and-se-that-the-thvestment-services-sectorand-the

b&&kmgﬁeetehampea%edﬁa&%eieﬁh&pu%s&enh&demm

b)  (ind ¢ o oliaibl " (b of

[deleted]

(c) (for paragraph (d) of the definition of an eligible
ECAI (in MIPRU)) an eligible ECAI nominated by a firm in
accordance with MIPRU 4.2E for calculating its risk weighted
exposure amounts.

afirm:

(b) which is not an authorised professional firm, bank, BIRPRY

firm (unless it is an exempt BIPRU commodities firm), IFPRU
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risk

()

©)

originator (@8]

)
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firm), building society, credit union, friendly

society, ICVC, insurer, MiFID investment firm {unlessitis
litios f

commoditiesfirm), media firm, service company, insurance

intermediary, home finance administrator, mortgage
intermediary, home finance provider or regulated benchmark
administrator.

[deleted]

E in (2 L)) I L icle 4(1)(52) of
the- UK-CRR- [deleted]

(in GENPRU-(except GENPRU-3);-MIPRU-and-BIRPRU-(except
BHPRU-12)} in relation to a securitisation within the meaning of
paragraph (2) of the definition of securitisation) either of the
following:

(exceptin (1)) has the meaning tn-article 4(1){(13) of the UK-CRR:

means an entity which:

(a) itself or through related entities, directly or indirectly, was
involved in the original agreement which created the
obligations or potential obligations of the debtor or
potential debtor giving rise to the exposure being
securitised; or

(b) purchases a third party’s exposures for its own account
and then securitises them;

[Note: article 4(1)(13) of the UK CRR]

overall a sector composed of one or more of the following types of entities:

financial
sector (a)

(b)

members of each-of the financial sectors; and

(except where GENPRU 3.1 (Cross sector groups) or GENPRU 3
Ann 1R (Capital adequacy calculations for financial
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PD

PRR

qualifying
holding

rated position

recognised
third country
investment
firm

1)
(@)
1)
(@)
1)

(2)

FCA 2021/XX
conglomerates) provide otherwise) a mixed financial holding
company.

{execeptin-GENPRU-and-BIRRY) Prospectus Directive.
(i GENPRU; BIPRU and BSOCS) probability of default. [deleted

{r-BIPRU)-pesitionriskreguirement: [deleted]
{exeeptin-BHPRY) the Prospectus Regulation Rules sourcebook.

) o hick Kes i bl ) i
j ing- [deleted]

(for the purposes of MIPRU and-BHRPRU-9{Securitisation}, and in relation

to a securitisation position) describes a securitisation position which has
an eligible credit assessment by an eligible ECAI.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

(1)

@)

that |||ue_st|nent fems suba. e.et to-and eemplle.s with
prodential-rules 9'. or-administered-by tl'at. third-country
GI © |||p|etent ?HH'Q' Hy-t IFa' Haf & atleastas st "'gl eRtas tl.nese
[deleted]

{exceptforthepurpesetr{1)) (in GENPRU 3:2 3 (Third country
groups) in-relation-to-a-third-country-banking-and-investment
group-and-a-banking-and-tnvestment-group) an investment
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risk weight

risk weighted
exposure
amount

sectoral rules

©)
(1)

1)

@)

FCA 2021/XX

firm that falls within the meaning of “investment firm” in article
4(1)(2) of the UK CRR and which satisfies the following
conditions:

@) its head office is outside the UK;

(b) it is authorised by a third country competent authority in
the state or territory in which the investment firm’s head
office is located; and

(©) that investment firm is subject to and complies with
prudential rules of or administered by that third country
competent authority that are at least as stringent as those
laid down in the whichever of the UK CRR or MIFIDPRU
would apply if its head office was in the UK.

(-GENPRU-3 1) -afirm-in-either{1)-or{2);-or-both- [deleted]

for 1 ol e 1l lit ri]
i teati ' tght: [deleted]

(in relation to a financial sector) rules and requirements relating to the
prudential supervision of regulated entities applicable to regulated
entities in that financial sector as follows:

(@)

(b)

(for the purposes of GENPRU 3.1.12R (Definition of financial
conglomerate: Solvency requirement)) Uk-prudential-sectoral
regutation UK prudential sectoral legislation for that financial
sector together with as appropriate the rules and requirements in
(c); or

(for the purpose of calculating solo capital resources and a solo
capital resources requirement):

0] (to the extent provided for in paragraphs 6.4 to 6.6 of
GENPRU 3 Annex 1R) rules and requirements that are
referred to in those paragraphs; and

(i) the rules and requirements in (c); or
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(©) (for all other purposes) rules and requirements of the appropriate
regulator and so that:

(d) (i) (in relation to consolidated supervision for any financial
sector) those requirements include ones relating to the
form and extent of consolidation;

&) (ii) (in relation to any financial sector) those requirements
include ones relating to the eligibility of different types of
capital;

el ii (in relation to any financial sector) those requirements
include both ones applying on a solo basis and ones
applying on a consolidated basis; and

fdeleted}

refereneces References to the appropriate regulator’s sectoral
rules are to sectoral rules in the form of rules and, as applicable,
the UK CRR.

z &

securitisation (1)

2 (in BIRRUY-and MIPRU 4) a transaction or scheme whereby the
credit risk associated with an exposure or pool of exposures is
tranched having the following characteristics:

(3) (ntFPRWY has-the- meaning-in-article 4(1){(61)of the UK-CRR-
[deleted]

securitisation (1) (in GENPRU; MIPRU and-BHPRU) an exposure to
position a securitisation within the meaning of paragraph (2) of the
definition of securitisation; and so that:

(2) an-HPRUY hasthe-meaning-article-4(1{62)-of the UIK-CRR-

[deleted]
securitisation (1) (for-the-purposes of BIPRU)-a-corporation.trust oF other entity;
special other than-a credit institution,-organised for carrying-on
purpose entity a-securitisation-or-securitisations{withinthe-meaning-of
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FCA 2021/XX

|'|EIE:E'S of Ellal Ieenalllsml thterests i ".“:”5“ REVEHE ”.gllt te
INote: article 4(44) of the Banking C lidati
treeti it [deleted]

(for the purposes of B{PRU-and MIPRU) an exposure in the pool

of exposures that has been securitised, either via a traditional
securitisation or a synthetic securitisation. The cash-flows generated by
the securitised exposures are used to make payments to the securitisation
positions.

(1)  GRBIPRU-/10{Use-ofa-value-atriskmodel)-and-tn-relationto

I il . Ko
risks: [deleted]

(2) (in SYSC (except SYSC 4.3A) and-HFPRUY and in accordance with
article 4(1)(10) of the UK CRR) those persons who are a natural
person and who exercise executive functions in an institution and
who are responsible and accountable to the management body
for the day-to-day management of the institution.

(4) (in MIFIDPRU) those natural persons who exercise executive
functions in MIFIDPRU investment firms and who are
responsible and accountable to the management body for the
day-to-day management of the firm, including for the
implementation of the policies concerning the distribution of
services and products to clients by it and its personnel.

(1) (for the purpose of GENPRU 3) a capital resources requirement
calculated on a solo basis as defined in paragraph 6.2 to 6.7 of
GENPRU 3 Ann 1R.

(2) éfeHh&pu%pese&eﬁGEMlRU—l—}areapﬂaHese{#ee&Feqwremem

(3) Qfe%h&pu%pesesef—@%kﬁ@d%%@e%eﬂ%s—#em—ﬂeﬁ

sector- [deleted]
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(@)

(@)

(3)

FCA 2021/XX

an-nvestment-due-to-factorsrelated-to-its-issueror-inthe-caseof
erivative_the | 4 torlvin .

Directive} [deleted]

r-BHRPRU)and in MIPRU 4 and in relation to

a securitisation within the meaning of paragraph (2) of the
definition of securitisation, an undertaking other than

an originator that establishes and manages an asset backed
commercial paper programme or other securitisation scheme
that purchases exposures from third party entities.

[Note: article 4(42) of the Banking Consolidation
Directive (Definitions)]

: Y I L. icle 4(1)(14) of 4 .
[deleted]

a banking and investment group that meets the following conditions:

(b)

()

it is not part of a wider consolidation group that is required

by UK—prudential-sectoral-regutation UK prudential sectoral
legislation for the banking sector, the CRR investment services
sector or the MIFIDPRU investment services sector to be subject
to consolidated supervision.

(in DTR) has-the-meaning-rarticle 4-1(86)of UK-CRR- all

positions in financial instruments and commodities held by a
credit institution or an investment firm that are:

@) positions held with trading intent; or

(b) held in order to hedge positions held with trading intent.

(for the purpose of BIPRU-and MIPRU) a securitisation (within the
meaning of paragraph (2) of the definition of securitisation) involving
the economic transfer of the exposures being securitised to
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a securitisation special purpose entity which issues securities; and so
that:

tranche in relation to a securitisation within the meaning of paragraph (2) of the
definition of securitisation and for the purposes of B{RRU-ard MIPRU) a
contractually established segment of the credit risk associated with
an exposure or number of exposures, where a position in the segment
entails a risk of credit loss greater than or less than a position of the same
amount in each other such segment, without taking account of credit
protection provided by third parties directly to the holders of positions in
the segment or in other segments.

[Note: article 4(39) of the Banking Consolidation Directive

(Definitions)]
UK 1) (for the purposes of SYSC as it applies to a CRR firm) the group
consolidation of undertakings which are included in the consolidated situation
group of a UK parent institution, a UK parent financial holding

company or a UK parent mixed financial holding company
(including any undertaking which is included in that
consolidation because of a consolidation article 12(1)
relationship, article 18(5) relationship or article 18(6)
relationship).

2 {for the purposes of BIPRU and SYSC as it apphies to a BIPRU

lidati i | | eluded
consolidation-group- [deleted]

UK designated (in BIRRU-12and-r SYSC 19D and the definitions of CRR firm and

investment institution) a designated investment firm which is a body corporate

firm or partnership formed under the law of any part of the UK.

UK prudential (in relation to a financial sector) requirements applicable to persons in

sectoral that financial sector in accordance with UK legislation and rules about
legislation prudential supervision of regulated entities in that financial sector and
so that:

@) (in relation to the banking sector and the CRR investment
services sector) in particular this includes the requirements laid
down in the UK CRR and the PRA Rulebook {ir+relation-to

aCAD-nvestmenttirmGENPRU-and-BIRRU, and
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(b)

(2)

()
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(in relation to the insurance sector) in particular this includes
requirements laid down in the UK provisions which implemented
the Solvency Il Directive and Solvency Il Regulations:; and

(in relation to the MIFIDPRU investment services sector) in
particular this includes the requirements laid down in
MIFIDPRU.

(Definitions)} [deleted]
[deleted]

bt £ |

me&ns%he%uﬂﬂes&d&yienewmgweﬂqnguda%& [deleted]

Delete the following definitions. The text is not shown struck through.

ABCP internal
assessment
approach

ABCP
programme

advanced IRB
approach

the method for calculating the risk weighted exposure amount for
a securitisation position in relation to an asset backed commercial paper
programme as set out in BIPRU 9.12.20R.

(for the purposes of BIPRU 9 (Securitisation)) an asset backed
commercial paper programme.

one of the following:

(a)

(in relation to the sovereign, institutional and corporate IRB
exposure class) the approach under the IRB approach under
which a firm supplies its own estimates of LGD and conversion
factors;
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Approach

advanced
prudential
calculation
approach

advanced
prudential
calculation
approach
permission

all price risk
measure

(b)

(©)

FCA 2021/XX

(where the approach in (a) is being applied on a consolidated
basis) the method in (a) as applied on a consolidated basis in
accordance with BIPRU 8 (Group risk - consolidation); or

when the reference is to the rules of or administered by

a regulatory body other than the appropriate regulator, whatever
corresponds to the approach in (a) or (b), as the case may be,
under those rules.

has the meaning in the PRA Rulebook.

one of the following:

(@)
(b)
(©)
(d)
(€)
()

the IRB approach; or

the advanced measurement approach; or

the VaR model approach; or

the CAD 1 model approach; or

the master netting agreement internal models approach; or

the CCR internal model method:;

including, in each case, whatever corresponds to that approach under the
rules of or administered by a regulatory body other than the appropriate
regulator .

one of the following:

(a)
(b)
(©)
(d)
(€)

(f)

an IRB permission; or

an AMA permission; or

a VaR model permission; or
a CAD 1 model waiver; or

a master netting agreement internal models approach
permission; or

a CCR internal model method permission.

(in BIPRU 7.10 (Use of a Value at Risk Model)) has the meaning in
BIPRU 7.10.116AR (Capital calculations for VaR models), which is, in
relation to a business day, the all price risk measure required under the
provisions in BIPRU 7.10 about specific risk for the correlation trading
portfolio.
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a single 24-hour period or, with the agreement of each professional
client concerned, a period spanning five consecutive business days,
during which an aggregated series of transactions may be executed.

one of the following:

(@) aversion of the standardised approach to operational risk under
which a firm uses different indicators for certain business lines as
referred to in BIPRU 6.4.19R (The alternative standardised
approach);

(b)  where the approach in (a) is being applied on a consolidated basis)
the method in (a) as applied on a consolidated basis in accordance
with BIPRU 8 (Group risk - consolidation); or

(c) when the reference is to the rules of or administered by a regulatory
body other than the appropriate regulator, whatever corresponds to
the approach in (a) or (b), as the case may be, under those rules.

() (inrelation to a position treated under BIPRU 7.6 (Option PRR))
the percentage figure applicable to that position under the table in
BIPRU 7.6.8R (Appropriate Position Risk Adjustment);

(2) (for any other purpose and in relation to a position) the position risk
adjustment applicable to that position under BIPRU 7 (Market
risk).

(in accordance with Article 134 of the Banking Consolidation Directive)
a relationship of one of the following kinds:

(@) where a person exercises a significant influence over one or more
persons, but without holding a participation or other capital ties in
these persons and without being a parent undertaking of these
persons; or

(b)  where two or more persons are placed under single management
other than pursuant to a contract or clauses of their memoranda or
articles of association.

(for the purposes of BIPRU 7 (Market risk) and in relation to an option or
warrant) the strike price of that option or warrant being equal to the
current market value of the underlying instrument.

(in BIPRU 7.10 (Use of a value at risk model)) an exception (excluding a
specific risk backtesting exception) arising out of backtesting a VaR
model as more fully defined in BIPRU 7.10.103R.

Council Directive 86/635/EEC of 8 December 1986 on the annual
accounts and consolidated accounts of banks and other financial
institutions.
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base capital (1) anamount of capital resources that an insurer must hold as set out
resources in GENPRU 2.1.30R (Table: Base capital resources requirement for
requirement an insurer) or a BIPRU firm must hold under GENPRU 2.1.41R

(Base capital resources requirement for a BIPRU firm) and
GENPRU 2.1.48R (Table: Base capital resources requirement for a
BIPRU firm).

(2) [deleted]

basic indicator the approach to calculating the ORCR set out in BIPRU 6.3 (Operational
approach risk: Basic indicator approach).

basis risk the risk that the relationship between two financial variables will change,
particularly between two sorts of interest rate or between a hedge and the
position it ostensibly hedges.

BIPRU SYSC 19C (BIPRU Remuneration Code).
Remuneration
Code

BIPRU for a BIPRU firm and a third country BIPRU firm, has the meaning given
Remuneration  in SYSC 19C.3.4R.
Code staff

BIPRU (in SYSC 19C) has the meaning given in SYSC 19C.3.3R.
remuneration

principles

proportionality

rule

buffer BIPRU 12.6.16R.
securities
restriction

CAD 1 model  arisk management model of the type described in BIPRU 7.9 (Use of a
CAD 1 model).

CAD 1 model (a) the approach to calculating part of the market risk capital
approach requirement set out in BIPRU 7.9 (Use of a CAD 1 model);

(b) (where the approach in (a) is being applied on a consolidated
basis) the method in (a) as applied on a consolidated basis in
accordance with BIPRU 8 (Group risk - consolidation); or

(©) when the reference is to the rules of or administered by a
regulatory body other than the appropriate regulator, whatever
corresponds to the approach in (a) or (b), as the case may be,
under those rules.

CAD 1 model  awaiver that requires a firm to use the CAD 1 model approach on a solo
waiver basis or, if the context requires, a consolidated basis.
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CAD Article a UK consolidation group or non-UK sub-group that meets the conditions

22 group in BIPRU 8.4.9R (Definition of a CAD Atrticle 22 group).

CAD a firm that is subject to the requirements imposed by the UK
investment implementation of MiFID (or a firm which would be subject to those
firm requirements if its head office were in the UK) but excluding a bank,

a building society, a credit institution, a local firm and an exempt CAD
firm that meets the following conditions:

(@) itisafirmas defined in article 4(1)(2)(c) of the UK CRR;
(b) itisauthorised to provide one or more the following investment
services:

(1) (execution of orders on behalf of clients;
(i) portfolio management; and

(c) it may provide one or more of the following investment services:

(i) reception and transmission of orders in relation to one or
more financial instruments;

(it) investment advice.

capital (in accordance with regulation 2(1) (Interpretation) of the Capital
conservation Requirements (Capital Buffers and Macro-prudential Measures)
buffer Regulations 2014) the amount of common equity tier 1 capital a firm

must calculate in line with IFPRU 10.2.

capital market- (in accordance with point 2 of Part 1 of Annex VIII of the Banking

driven Consolidation Directive (Eligible forms of credit risk mitigation)) any

transaction transaction giving rise to an exposure secured by collateral which
includes a provision conferring upon the person with the exposure the
right to receive margin frequently.

capital (in BIPRU 2.2 or IFPRU 2) the amount and quality of capital resources
planning that a firm should hold at a given time in accordance with the general
buffer stress and scenario testing rule, so that the firm is able to continue to

meet the overall financial adequacy rule throughout the relevant capital
planning period in the face of adverse circumstances, after allowing for
realistic management actions.

Capital the Capital Requirements Regulations 2006 (SI 2006/3221).
Requirements

Regulations

2006

1) [deleted]
(2 [deleted]
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model method
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market method

CCR
standardised
method

CIU look
through
method

CIUPRR
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3) (in relation to a BIPRU firm) GENPRU 2.2.30R, GENPRU
2.2.46R and GENPRU 2.2.49R and GENPRU 2.2.50R.

1) [deleted]
2 [deleted]
3) [deleted]

4 (in relation to a BIPRU firm) whichever of the tables in GENPRU
2 Annex 4, GENPRU 2 Annex 5 or GENPRU 2 Annex 6 applies
to the firm under GENPRU 2.2.19R.

a certificate of deposit or other similar instrument issued by a lending
firm.

[Note: article 4(35) of the Banking Consolidation Directive (Definitions)]
counterparty credit risk
one of the following:

(@) the method of calculating the amount of an exposure set out in
BIPRU 13.6 (CCR internal model method);

(b)  (where the approach in (a) is being applied on a consolidated basis)
the method in (a) as applied on a consolidated basis in accordance
with BIPRU 8 (Group risk - consolidation); or

(c) when the reference is to the rules of or administered by a regulatory
body other than the appropriate regulator, whatever corresponds to
the approach in (a) or (b), as the case may be, under those rules.

a requirement or a waiver that requires a BIPRU firm or a CAD
investment firm to use the CCR internal model method

the method of calculating the amount of an exposure set out in BIPRU
13.4 (CCR mark to market method).

the method of calculating the amount of an exposure set out in BIPRU

13.5 (CCR standardised method).

one of the standard CIU look through method or the modified CIU look
through method.

the collective investment undertaking PRR.

(in GENPRU and BIPRU) describes a relationship between two or more
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PRR
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approach
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persons under which one or more of the following applies:

(@ the insolvency or default of one of them is likely to be associated
with the insolvency or default of the others;

(b) it would be prudent when assessing the financial condition or
creditworthiness of one to consider that of the others; or

(c) thereis, or there is likely to be, a close relationship between the
financial performance of those persons.

the part of the market risk capital requirement calculated in accordance
with BIPRU 7.7.5R (Calculation of the collective investment undertaking
PRR).

has the meaning in regulation 2(1) (Interpretation) of the Capital
Requirements (Capital Buffers and Macro-prudential Measures)
Regulations 2014).

the method of calculating the commodity PRR in BIPRU 7.4.32R
(Extended maturity ladder approach).

the method of calculating the commodity PRR in BIPRU 7.4.25R
(Maturity ladder approach).

the part of the market risk capital requirement calculated in accordance
with BIPRU 7.4 (Commodity PRR) or, in relation to a particular position,
the portion of the overall commodity PRR attributable to that position.

the method of calculating the commodity PRR in BIPRU 7.4.24R
(Simplified approach).

(in relation to a UK consolidation group or a hon-UK sub-group and in
GENPRU and BIPRU) that group’s capital resources calculated in
accordance with BIPRU 8.6 (Consolidated capital resources).

(in relation to a UK consolidation group or a non-UK sub-group and in
GENPRU and BIPRU) an amount of consolidated capital resources that
that group must hold in accordance with BIPRU 8.7 (Consolidated capital
resources requirement).

(in relation to a UK consolidation group or a non-EEA sub-group and in
GENPRU and BIPRU) has the meaning in BIPRU 8.7 (Consolidated
capital resources requirements) which is in summary the part of that
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group’s consolidated capital resources requirement relating to credit risk
calculated in accordance with BIPRU 8.7.11R (Calculation of the
consolidated requirement components) and as adjusted under BIPRU 8.7.

(in relation to a UK consolidation group or a non-EEA sub-group and in
GENPRU and BIPRU) has the meaning in BIPRU 8.7 (Consolidated
capital resources requirements) which is in summary the part of that
group’s consolidated capital resources requirement relating to the fixed
overheads requirement (as referred to Article 21 of the Capital Adequacy
Directive and the definition of fixed overheads requirement) calculated in
accordance with BIPRU 8.7.11R (Calculation of the consolidated
requirement components) and as adjusted under BIPRU 8.7.

has the meaning in BIPRU 8.6.12R (Indirectly issued capital and group
capital resources), which is in summary any capital instrument issued by
a member of a UK consolidation group or non-UK sub-group where the
conditions in BIPRU 8.6.12R are met.

(in relation to a UK consolidation group or a non-EEA sub-group and in
GENPRU and BIPRU) has the meaning in BIPRU 8.7 (Consolidated
capital resources requirement) which is in summary the part of that
group’s consolidated capital resources requirement relating to market
risk calculated in accordance with BIPRU 8.7.11R (Calculation of the
consolidated requirement components) and as adjusted under BIPRU 8.7.

has the meaning in BIPRU 8.7.11R (Calculation of the consolidated
requirement components), which in summary is one of the following:

(@) the consolidated credit risk requirement; or

(b) the consolidated fixed overheads requirement; or
(c) the consolidated market risk requirement

(d) [deleted]

has the meaning in article 4(1)(41) of the UK CRR.

(in BIPRU 12 and BSOCS) a plan for dealing with liquidity crises as
required by BIPRU 12.4.10R.

(for the purpose of BIPRU 13.7 (Contractual netting)) has the meaning set
out in BIPRU 13.7.2R, which is in summary a written bilateral agreement
between a firm and a counterparty which creates a single legal obligation
covering all included bilateral master agreements and transactions
belonging to different product categories.

(for the purposes of BIPRU) the ratio of the currently undrawn amount of
a commitment that will be drawn and outstanding at default to the
currently undrawn amount of the commitment; the extent of the
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commitment is determined by the advised limit, unless the unadvised
limit is higher.

[Note: article 4(28) of the Banking Consolidation Directive (Definitions)]
core business  business lines and associated services which represent material sources of

lines revenue, profit or franchise value for an RRD institution or an RRD
group.

[Note: article 2(1)(36) of RRD]

core (in relation to a firm) a counterparty which is its parent undertaking, its
concentration  subsidiary undertaking or a subsidiary undertaking of its parent
risk group undertaking, provided that (in each case) both the counterparty and the

counterparty firm are:

(@ included within the scope of consolidation on a full basis with
respect to the same UK consolidation group; and

(b) (where relevant) held by one or more intermediate parent
undertaking or financial holding company, all of which are
incorporated in the United Kingdom.

core market an entity of a type listed in BIPRU 5.4.64R (The financial collateral
participant comprehensive method: Conditions for applying a 0% volatility
adjustment).

core tier one an item of capital that is stated in stage A of the capital resources table
capital (Core tier one capital) to be core tier one capital.

core UK group (1)  (inrelation to a BIPRU firm) all undertakings which, in relation
to the firm, satisfy the conditions set out in BIPRU 3.2.25R (Zero
risk-weighting for intra-group exposures: core UK group).

(2 (in relation to an IFPRU investment firm) all counterparties
which:

@) are listed in the firm’s core UK group permission;

(b) satisfy the conditions in article 113(6) of the UK
CRR (Calculation of risk-weighted exposure amounts:
intragroup); and

(©) (unless it is an IFPRU limited-activity firm or IFPRU
limited-licence firm, or an exempt IFPRU commodities
firm to which article 493(1) of the UK CRR (Transitional
provision for large exposures) apply) for which exposures
are exempted, under article 400(1)(f) of the UK CRR
(Large exposures: exemptions), from the application of
article 395(1) of the UK CRR (Limits to large exposures).
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means the eligible capital in the core UK group calculated in line with
IFPRU 8.2.7R.

a permission given by the FCA under article 113(6) of the UK CRR (see
IFPRU 8.1.14G to IFPRU 8.1.21G).

(in BIPRU) a waiver that has the result of requiring a firm to apply:

(@) (in relation to the credit risk capital requirement) BIPRU 3.2.25R
(Zero risk-weighting for intra-group exposures: core UK group), which in
summary allows a firm to assign a risk weight of 0% to exposures to
members of its core UK group instead of complying with BIPRU 3.2.20R
(Calculation of risk-weighted exposure amounts under the standardised
approach);

(in relation to the IRB approach or the standardised approach to credit
risk) a person an exposure to whom is a corporate exposure.

(1) (inrelation to the IRB approach) an exposure falling into BIPRU
4.3.2R(3) (IRB exposure classes).

(2)  (inrelation to the standardised approach to credit risk) an
exposure falling into BIPRU 3.2.9R(7) (Standardised approach to
credit risk exposure classes).

(in BIPRU 7) a portfolio consisting of securitisation positions and nth-to-
default credit derivatives that meet the criteria set out at BIPRU
7.2.42AR, or other positions which may be included in accordance with
BIPRU 7.2.42BR.

the rate:

(@) expressed as a percentage of total risk exposure amount set by the
UK countercyclical buffer authority; or

(b)  expressed in terms equivalent to a percentage of total risk exposure
amount set by a third-country countercyclical buffer authority,

that a firm must apply in order to calculate its countercyclical capital
buffer.

[Note: article 128(7) of the CRD (Definitions)]

(in accordance with regulation 2(1) (Interpretation) of the Capital
Requirements (Capital Buffers and Macro-prudential Measures
Regulations 2014)) the amount of common equity tier 1 capital a firm
must calculate in line with IFPRU 10.3.

(1)  (for the purposes of BIPRU) the risk that the counterparty to a

transaction could default before the final settlement of the
transaction’s cash flows.
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(2)  (other than in (1)) has the meaning as used in the UK CRR.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions]

counterparty the part of the credit risk capital requirement calculated in accordance

risk capital with BIPRU 14.2.1R (Calculation of the counterparty risk capital
component component).
CRD bank a bank which uses the UK CRR to measure the capital requirement on its

trading book.

CRD financial  has the meaning set out in BIPRU 1.2.7R to BIPRU 1.2.8R (CRD

instrument financial instruments), which is in summary any contract that gives rise
to both a financial asset of one party and a financial liability or equity
instrument of another party.

CRD full-scope an investment firm as defined in article 4(1)(2) of the UK CRR that is
firm subject to the requirements imposed by the UK provisions that
implemented MiFID (or which would be subject to those requirements if
its head office were in the UK) and that is not a limited activity firm or
a limited licence firm.

CRD (in relation to an person and for the purposes of GENPRU and BIPRU
implementation (except in GENPRU 3 and BIPRU 12), a provision of the Banking
measure Consolidation Directive or the Capital Adequacy Directive and an EEA

State other than the United Kingdom) a measure implementing that
provision of that Directive for that type of person in that EEA State.

CRD ITS on the UK version of Regulation (EU) 2016/2070 of 14 September 2016
templates, laying down implementing technical standards for templates, definitions
definitions and and IT-solutions to be used by institutions when reporting in accordance
IT-solutions with Article 78(2) of the CRD which is part of UK law by virtue of the

EUWA.
CRD RTS on the UK version of Regulation (EU) No 1152/2014 of 4 June 2014
the supplementing Directive 2013/36/EU of the European Parliament and of
identification  the Council with regard to regulatory technical standards on the
of the identification of the geographical location of the relevant credit exposures
geographical for calculating institution-specific countercyclical capital buffer rates
location of which is part of UK law by virtue of the EUWA.
credit
exposures for
calculating
institution-
specific

countercyclical
capital buffer
rates

the credit quality assessment scale:
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onto which the credit assessments of an export credit agency are
mapped under the table in BIPRU 3.4.9R (Exposure for which a
credit assessment by an export credit agency is recognised); or

published by the appropriate regulator in accordance with the
Capital Requirements Regulations 2006 which determine:

(@ (inrelation to an eligible ECAI whose recognition is for risk
weighting purposes other than those in (2)(b)) with which of
the credit quality steps set out in BIPRU 3.4 (Risk weights
under the standardised approach to credit risk) the relevant
credit assessments of an eligible ECAI are to be associated;
or

(b) (in relation to an eligible ECAI whose recognition is for
securitisation risk-weighting purposes) with which of the
credit quality steps set out in BIPRU 9 (Securitisation) the
relevant credit assessments of the eligible ECAI are to be
associated.

the part of the credit risk capital requirement calculated in accordance
with BIPRU 3.1.5R (Calculation of the credit risk capital component).

(1)

()

(in GENPRU (except in GENPRU 3) and BIPRU (except in BIPRU
12)) a technique used by an undertaking to reduce the credit risk
associated with an exposure or exposures which the undertaking
continues to hold.

[Note: article 4(30) of the Banking Consolidation Directive
(Definitions)]

(except in (1)) has the meaning in article 4(1)(58) of the UK CRR.

(in accordance with Part 1 of Annex 111 of the Banking Consolidation
Directive (Definitions) and for the purposes of BIPRU) an adjustment to
the mid-market valuation of the portfolio of transactions with a
counterparty; and so that this adjustment:

(a)

(b)

reflects the market value of the credit risk due to any failure to
perform on contractual agreements with a counterparty; and

may reflect the market value of the credit risk of the counterparty
or the market value of the credit risk of both the firm and the
counterparty.

activities, services or operations (wherever carried out) the
discontinuance of which is likely to lead to the disruption of essential
services to the real economy of the UK or to disrupt financial stability in
the UK due to the:
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(@ size;

(b)  market share;

(c) external and internal interconnectedness;
(d) complexity; or

(e)  cross-border activities,

of an RRD institution or RRD group, particularly bearing in mind the
substitutability of those activities, service or operations.

[Note: article 2(1)(35) of RRD]

(1) inrelation to the standardised approach to credit risk); BIPRU
5.2.9R-BIPRU 5.2.10R, BIPRU 5.3.3R, BIPRU 5.4.9R-BIPRU
5.4.13R, BIPRU 5.5.2R, BIPRU 5.5.5R-BIPRU 5.5.6R, BIPRU
5.6.2R-BIPRU 5.6.3R, BIPRU 5.7.6R-BIPRU 5.7.14R; or

(2) (inrelation to the IRB approach), the provisions in (1) and BIPRU
4.4.85R, BIPRU 4.10.13R, BIPRU 4.10.15R, and BIPRU
4.10.18R-BIPRU 4.10.19R.

(for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the inclusion of transactions of
different product categories within the same netting set pursuant to the
rules about cross-product netting set out in BIPRU 13.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

the UK version of Regulation (EU) 2015/1278 of 9 July 2015 amending
Implementing Regulation (EU) No 680/2014 laying down implementing
technical standards with regard to supervisory reporting of institutions as
regards instructions, templates and definitions which is part of UK law by
virtue of the EUWA.

(for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the larger of zero, or the market value
of a transaction or portfolio of transactions within a netting set with a
counterparty that would be lost upon the default of the counterparty,
assuming no recovery on the value of those transactions in bankruptcy.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions)]

a DLG by default or DLG by modification.
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(in relation to a firm) a management body of the firm with delegated
authority from the firm’s governing body for approving either:

(@ (inrelation to a firm that uses the IRB approach) all material
aspects of the firm’s rating systems and material changes to the
firm’s rating systems; or

(b)  (inrelation to a firm that uses the advanced measurement
approach) all material aspects of the advanced measurement
approach as carried out by the firm and material changes to the
firm’s advanced measurement approach; and

(c) apolicy statement defining the firm s overall approach to material
aspects of rating and estimation processes for all rating systems
including non-material rating systems in relation to the IRB
approach, or its overall approach to the advanced measurement
approach, as relevant;

at least one of whose members is a member of the firm s governing body.

(in BIPRU 12 and BSOCS) an authorised fund which satisfies the
following conditions:

(@) its primary investment objective must be to maintain the net asset
value of the undertaking either constant at par (net of earnings), or
at the value of the investors’ initial capital plus earnings;

(b) its primary investment objective must be to maintain the net asset
value of the undertaking either constant at par (net of earnings), or
at the value of the investors’ initial capital plus earnings;

(c) it must, for the purpose of condition (b), only count assets with a
maturity or residual maturity of no more than 397 days, or regular
yield adjustments consistent with such a maturity, and with a
weighted average maturity of no more than 60 days;

(d) it must, for the purpose of condition (b), ensure that if it invests in
sight deposits with credit institutions of the kind mentioned in
(b)(ii), no more than 20% of those deposits are held with any one
body; and

(e) it must provide liquidity through same day settlement in respect of
any request for redemption made at or before 1200 hours GMT or,
as the case may be, BST.

Any of the following:
(@  African Development Bank;

(b)  Asian Development Bank;
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Asian Infrastructure Investment Bank;

Caribbean Development Bank;

European Bank for Reconstruction and Development;
European Investment Bank;

European Investment Fund,;

Inter-American Development Bank;

International Bank for Reconstruction and Development;

International Development Association;
International Finance Corporation;

International Finance Facility for Immunisation;
Islamic Development Bank;

Multilateral Investment Guarantee Agency; and

Nordic Investment Bank.

the risk that an amount receivable is reduced through cash or non-cash
credits to the obligor.

[Note: article 4(24) of the Banking Consolidation Directive (Definitions)]

includes:

(@ apayment of cash dividends;

(b) adistribution of fully or partly paid bonus shares or other capital
instruments referred to in article 26(1)(a) of the UK CRR
(Common equity tier 1 items);

(c) aredemption or purchase by a firm of its own shares or other
capital instruments referred to in article 26(1)(a) of the UK CRR
(Common equity tier 1 items);

(d) arepayment of amounts paid in connection with capital

instruments referred to in article 26(1)(a) of the UK CRR
(Common equity tier 1 items); and
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(e) adistribution of items referred to in article 26(1)(b) to (e) of the
UK CRR124 (Common equity tier 1 items).

[Note: article 141(10) of CRD]

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the forecast of the probability
distribution of market values that is generated by setting forecast
instances of negative net market values equal to zero.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the forecast of the probability
distribution of net market values of transactions within a netting set for
some future date (the forecasting horizon), given the realised market
value of those transactions up to the present time.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions)]

(in relation to a UK ILAS BIPRU firm (a group liquidity reporting firm)
and any reporting period under SUP 16 (Reporting requirements))
the firm and each person identified in accordance with the following:

(@  (inacase in which the firm is the only UK ILAS BIPRU firm in
its group) that person meets any of the following conditions for
any part of that period:

0] that person provides material support to the firm against
liquidity risk; or

(i) that person is committed to provide such support or would
be committed to do so if that person were able to provide it;
or

(iii)  the firm has reasonable grounds to believe that that person
would supply such support if asked or would do so if it were
able to provide it; or

(iv) the firm provides material support to that person against
liquidity risk; or

(v)  the firm is committed to provide such support to that person
or would be committed to do so if the firm were able to
provide it; or
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(vi) the firm has reasonable grounds to believe that that person
would expect the firm to supply such support if asked or that
the firm would do so if it were able to provide it; or

(in a case in which the firm is not the only UK ILAS BIPRU firm
in its group):

(i)  each of those other UK ILAS BIPRU firms; and

(i)  each person identified by applying the tests in (a) separately
to the firm and to each of those other UK ILAS BIPRU firms,
so that applying (b) to the firm and to each of those UK
ILAS BIPRU firms results in their having the same defined
liquidity group;

(iii)  no DLG by default exists where the group consists only
of UK ILAS BIPRU firms.

The following provisions also apply for the purpose of this definition.

(©)

(ca)

A person is not a member of a firm’s DLG by default unless it also
satisfies one of the following conditions:

0] it is a member of the firm’s group; or

(i) itis a securitisation special purpose entity or a special
purpose vehicle; or

(iii)  itis an undertaking whose main purpose is to raise funds for
the firm or for a group to which that firm belongs.

In the case of a group liquidity reporting firm that is within
paragraph (a) of the definition of UK lead regulated firm (it is not
part of a group that is subject to consolidated supervision by

the FCA or the PRA or any other regulatory body), paragraph (c)(i)
of the definition of DLG by default is amended so that it only
includes a member of the firm s group that falls into one of the
following categories:

Q) it is a credit institution; or

(i) itis an investment firm or third country investment
firm authorised to deal on own account.

For these purposes:

(iii)  credit institution has the meaning used in SUP
16 (Reporting requirements), namely either of the
following:

(A) acreditinstitution authorised under the CRD or
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(B) aninstitution which would satisfy the requirements for
authorisation as a credit institution under the UK provisions
which implemented the CRD if it had its registered office
(or if it does not have a registered office, its head office) in
the UK; and

(iv) aperson is authorised to deal on own account if:
(A) itisafirmand its permission includes that activity; or
(B) [deleted]

(C)  (if the carrying on of that activity is prohibited in a state or
territory without an authorisation in that state or territory)
that person has such an authorisation.

Group has the meaning in paragraph (1) of the definition in
the Glossary (the definition in section 421 of the Act).

The conditions in (a) are satisfied even if the firm or person in
question provides or is committed or expected to provide support
for only part of the period. (f) In deciding for the purpose

In deciding for the purpose of (a) or (b) whether the firm is the
only UK ILAS BIPRU firm in its group and identifying which are
the other UK ILAS BIPRU firms in its group, any group member
that is a member of the group through no more than

a participation is ignored.

A firm has a DLG by default for a period even if it only has one
during part of that period.

Liquidity support may be supplied by or to the firm directly or
indirectly.

Support is material if it is material either by reference to
the person giving it or by reference to the person receiving it.

(Guidance about this definition, and its inter-relation with other related
definitions, is set out in SUP 16 Annex 26 (Guidance on designated
liquidity groups in SUP 16.12).)

either of the following:

(@)
(b)

a DLG by modification (firm level); or

a non-UK DLG by modification (DLG level).

(Guidance about this definition, and its inter-relation with other related
definitions, is set out in SUP 16 Annex 26 (Guidance on designated
liquidity groups in SUP 16.12).)
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(in relation to any reporting period under SUP 16 (Reporting
requirements) and a UK ILAS BIPRU firm that has an intra-group
liquidity modification during any part of that period (a group liquidity
reporting firm)) the firm and each person on whose liquidity support

the firm can rely, under that intra-group liquidity modification, for any
part of that period for the purpose of the overall liquidity adequacy

rule (as the overall liquidity adequacy rule applies to the firm on a solo
basis). A firm has a ‘DLG by modification (firm level)’ for a period even
if it only has one during part of that period.

(Guidance about this definition, and its inter-relation with other related
definitions, is set out in SUP 16 Annex 26 (Guidance on designated
liquidity groups in SUP 16.12).)

(1) (in BIPRU) (in relation to a securitisation within the meaning of
paragraph (2) of the definition of securitisation) a contractual
clause which requires, on the occurrence of defined events,
investors’ positions to be redeemed prior to the originally stated
maturity of the securities issued.

[Note: article 100 of the Banking Consolidation Directive (Securitisation
of revolving exposures)]

(2) (exceptin (1)) has the meaning in article 242(16) of the UK CRR.
expected exposure.

effective expected exposure.

effective expected positive exposure.

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions) and as at a specific date) the maximum
expected exposure that occurs at that date or any prior date; alternatively,
it may be defined for a specific date as the greater of the expected
exposure at that date, or the effective exposure at the previous date.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions)]

for the purpose of BIPRU 13) the weighted average over time of effective
expected exposure over the first year, or, if all the contracts within the
netting set mature before one year, over the time period of the longest
maturity contract in the netting set, where the weights are the proportion
that an individual expected exposure represents of the entire time interval.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

for the purpose of the CCR internal model method and with respect to a
netting set with maturity greater than one year) the ratio of the sum of
expected exposure over the life of the transactions in the netting set
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discounted at the risk-free rate of return divided by the sum of expected
exposure over one year in a netting set discounted at the risk-free rate;
this effective maturity may be adjusted to reflect rollover risk by
replacing expected exposure with effective expected exposure for
forecasting horizons under one year.

[Note: Part 1 of Annex I11 of the Banking Consolidation Directive
(Definitions)]
expected loss.

has the meaning in article 4(1)(71) of the UK CRR.

(in relation to a BIPRU firm) has the meaning in GENPRU 2.2.93R.

expected positive exposure.
(for the purposes of BIPRU 7 and IFPRU 6) a share

(in relation to the IRB approach) an exposure falling into the IRB
exposure class referred to in BIPRU 4.3.2R(5) (equity exposures).

the part of the market risk capital requirement calculated in accordance
with BIPRU 7.3 (Equity PRR and basic interest rate PRR for equity
derivatives) but so that:

(@) the equity PRR excludes the part of the market risk capital
requirement calculated under BIPRU 7.3.45R (Basic interest rate
PRR for equity derivatives); and

(b) inrelation to a particular position, it means the portion of the
overall equity PRR attributable to that position.

(for the purposes of BIPRU 9 (Securitisation), in relation to a
securitisation (within the meaning of paragraph (2) of the definition of
securitisation137)) finance charge collections and other fee income
received in respect of the securitised exposures net of costs and expenses.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

has the meaning in GENPRU 2.2.264R (Deductions from total capital:
Excess trading book position).

a full-scope IFPRU investment firm falling into BIPRU 12.1.4R.

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the average of the distribution of
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exposures at any particular future date before the longest maturity
transaction in the netting set matures.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

for the purposes of the IRB approach and the standardised approach to
credit risk) the ratio of the amount expected to be lost on an exposure
from a potential default of a counterparty or dilution over a one year
period to the amount outstanding at default.

[Note: article 4(29) of the Banking Consolidation Directive (Definitions)]

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the weighted average over time of
expected exposures where the weights are the proportion that an
individual expected exposures represents of the entire time interval; when
calculating the minimum capital requirement, the average is taken over
the first year or, if all the contracts within the netting set mature before
one year, over the time period of the longest-maturity contract in the
netting set.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

has the meaning provided in section 3 of the Banking Act 2009.

(in relation to the advanced IRB approach and the sovereign, institutional
and corporate IRB exposure class and in accordance with BIPRU
4.4.49R) a risk category within a rating system’s facility scale to which
exposures are assigned on the basis of a specified and distinct set of
rating criteria from which own estimates of LGDs are derived.

the undertakings included in the scope of prudential consolidation to the
extent and in the manner prescribed in Part One, Title Il, Chapter 2,
Sections 2 and 3 of the UK CRR and IFPRU 8.1.3R to IFPRU 8.1.4R
(Prudential consolidation) for which the FCA is the consolidating
supervisor under article 4B of the UK CRR.

the European Parliament and Council Directive amending Directives
98/78/EC, 2002/87/EC, 2006/48/EC and 2009/138/EC regarding the
supplementary supervision of financial entities in a financial
conglomerate (No 2011/89/EU).

the method for calculating the effects of credit risk mitigation described

in those parts of BIPRU 5.4 (Financial collateral) that are expressed to
apply to that method.
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financial the method for calculating the effects of credit risk mitigation described
collateral in those parts of BIPRU 5.4 (Financial collateral) that are expressed to
simple method  apply to that method.

Financial the Council Directive of 6 June 2002 relating to financial collateral
Collateral arrangements (No. 2002/47/EC).

Directive

financial (for the purposes of BIPRU) has the meaning in BIPRU 13.3.3R
derivative (Definition of a financial derivative instrument); the definition is adjusted
instrument for the purposes of the definition of counterparty risk capital component

in accordance with BIPRU 14.2.3R (Credit derivatives).

FINREP firm  (a) acreditinstitution or investment firm subject to the UK CRR that is
also subject to section 403(1) of the Companies Act 2006; or

(b)  acreditinstitution other than one referred to in section 403(1) of
the Companies Act 2006 that prepares its consolidated accounts in
conformity with UK-adopted international accounting standards.

[Note: article 99 of the UK CRR]

firm-specific (in relation to a firm and any reporting obligations under SUP
liquidity stress 16 (Reporting requirements)):

(@  (in the case of reporting obligations on a solo basis (including on
the basis of the firm s UK branch) the firm failing to meet, not
complying with or being in breach of:

0] the liquidity resources requirement calculated by that firm as
adequate in its current Individual Liquidity Adequacy
Assessment or Individual Liquidity Systems Assessment; or

(i) the level of its liquid assets buffer advised in any
current individual liquidity guidance that the firm has
accepted; or

(iii)  its funding profile advised in any current individual liquidity
guidance that the firm has accepted; or

(iv)  the overall liquidity adequacy rule; or

(v)  BIPRU 12.2.8R (ILAS BIPRU firm adequate buffer of high
quality, unencumbered assets) or BIPRU 12.2.11R (liquid
assets buffer is at least equal to the simplified buffer
requirement); or

(vi) the simplified buffer requirement (taking into

account BIPRU TP 29 (Liquid assets buffer scalar:
simplified ILAS BIPRU firms) unless this has been
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superseded by individual liquidity guidance that it has
accepted; or

(vii) any requirement imposed by or under the regulatory
system under which the firm must hold a specified level of
liquidity resources;

or it being likely that the firm will do so;

(b)  (in the case of reporting obligations with respect to the firm and a
group of other persons) has the same meaning as in (a) except that
references to any rule or other requirement, Individual Liquidity
Adequacy Assessment, Individual Liquidity Systems
Assessment or individual liquidity guidance are to any such thing
so far as it applies to the firm and that group considered together.

the part of the market risk capital requirement calculated in accordance
with BIPRU 7.5 (Foreign currency PRR) or, in relation to a particular
position, the portion of the overall foreign currency PRR attributable to
that position.

an agreement under which one party agrees to pay another an amount of
interest based on an agreed interest rate for a specified period from a
specified settlement date applied to an agreed principal amount but under
which no commitment is made by either party to lend or borrow the
principal amount.

one of the following:

(@ (inrelation to the sovereign, institutional and corporate IRB
exposure class) the approach under the IRB approach, described
in BIPRU 4.4 (The IRB approach: Exposures to corporates,
institutions and sovereigns) under which a firm uses the values
for LGD and conversion factors set out in BIPRU 4.4 rather than
supplying its own estimates;

(b)  (where the approach in (a) is being applied on a consolidated basis)
the method in (a) as applied on a consolidated basis in accordance
with BIPRU 8 (Group risk - consolidation); or

(c)  when the reference is to the rules of or administered by
a regulatory body other than the appropriate regulator, whatever
corresponds to the approach in (a) or (b), as the case may be, under
those rules.

forward rate agreement.

(for the purposes of BIPRU) a transaction of the type set out in BIPRU
14.4.2R (Requirement to hold capital resources with respect to free
deliveries) which, in summary, is a transaction under which a person:
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(@) has paid for securities, foreign currencies or commodities before
receiving them or it has delivered securities, foreign currencies or
commodities before receiving payment for them; and

(b) inthe case of cross-border transactions, one day or more has
elapsed since it made that payment or delivery.

a CRD full-scope firm that is an IFPRU investment firm.

(for the purposes of BIPRU) a technique of credit risk mitigation where
the reduction of the credit risk on the exposure of an undertaking derives
from the right of the undertaking, in the event of the default of the
counterparty or on the occurrence of other specified credit events relating
to the counterparty, to liquidate, or to obtain transfer or appropriation of,
or to retain certain assets or amounts, or to reduce the amount of the
exposure to, or to replace it with, the amount of the difference between
the amount of the exposure and the amount of a claim on the
undertaking.

[Note: article 4(31) of the Banking Consolidation Directive (Definitions)]
group capital resources.
group capital resources requirement.

the risk of a price change in an investment:

(@ (inrelation to items that may or must be treated under BIPRU 7.2
(Interest Rate PRR)) owing to a change in the level of interest
rates; or

(b)  (in relation to items that may or must be treated under BIPRU 7.3
(Equity PRR and basic interest rate PRR for equity derivatives)
except insofar as BIPRU 7.3 relates to the calculation of the
interest rate PRR) owing to a broad equity-market movement
unrelated to any specific attributes of individual securities.

[Note: paragraph 12 of Annex | of the Capital Adequacy Directive]

a position risk adjustment with respect to general market risk

(1) (in GENPRU, BIPRU and INSPRU) GENPRU 1.2.42R (Stress and
scenario tests).
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(2)  (for the purpose of IFPRU) IFPRU 2.2.37R (Stress and scenario
tests).

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) the risk that arises when the probability
of default of counterparties is positively correlated with general market
risk factors.

[Note: Part 1 of Annex I11 of the Banking Consolidation Directive
(Definitions)]

the ratio of total assets to total equity.

(in relation to a group liquidity reporting firm and its defined liquidity
group) the defined liquidity group meets the group liquidity low
frequency reporting conditions if the defined liquidity group meets the
following conditions:

(@) the firm or any other member is a low frequency liquidity reporting
firm; and

(b) no member of that group is a standard frequency liquidity
reporting firm.

For the purpose of deciding whether these conditions are met in relation
to a DLG by default, any group member (other than the group liquidity
reporting firm itself) that is a member of the group through no more than
a participation is ignored.

see the definitions of DLG by default, DLG by modification (firm level),
and non-UK DLG by modification (DLG level).

(Guidance about this definition, and its inter-relation with other related
definitions, is set out in SUP 16 Annex 26 (Guidance on designated
liquidity groups in SUP 16.12).)

(in relation to a group liquidity reporting firm and its defined liquidity
group) the defined liquidity group meets the group liquidity standard
frequency reporting conditions if the group does not meet the group
liquidity low frequency reporting conditions.

a document which provides for measures to be taken in relation to
an RRD group, or any RRD institution in the group, to achieve the
stabilisation of the group as a whole, in cases of financial stress, to
address or remove the causes of the stress and restore the financial
position of the group or the RRD institution.

[Note: articles 2(1)(33) and 7(4) of RRD]

(1) (@  subjectto (1)(b), in relation to a firm carrying on general
insurance business, the higher of one third of the general
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insurance capital requirement and the base capital
resources requirement applicable to that firm;

(b)  where the firm is required to calculate a UK MCR or an EEA
MCR under INSPRU 1.5, for the purposes of that section in
(1)(a) the reference to the general insurance capital
requirement is replaced by UK MCR or EEA MCR, as
appropriate , and the reference to the base capital resources
requirement is replaced by the amount which is one half of
the base capital resources requirement applicable to
the firm set out in GENPRU 2.1.30R.

(2) (a) subjectto (2)(b), in relation to a firm carrying on long-term
insurance business, the higher of one third of the long-term
insurance capital requirement and the base capital
resources requirement applicable to that firm;

(b)  where the firm is required to calculate a UK MCR or an EEA
MCR under INSPRU 1.5, for the purposes of that section in
(2)(a) the reference to the long-term insurance capital
requirement is replaced by UK MCR or EEA MCR, as
appropriate, and the reference to the base capital resources
requirement is replaced by the amount which is one half of
the base capital resources requirement applicable to
the firm set out in GENPRU 2.1.30R.

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing transactions
and long settlement transactions)) a group of risk positions from the
transactions within a single netting set for which only their balance is
relevant for determining the exposure value under the CCR standardised
method.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions]

(with respect to a particular item of capital in the capital resources table)
a stage in the capital resources table above that in which that item of
capital appears.

an item of capital that is stated in GENPRU 2.2 as eligible for inclusion at
stage B1, B2 or C of the calculation in the capital resources table.

the internal capital adequacy assessment process.

(1) (in GENPRU) the rules in GENPRU 1.2.30R to GENPRU
1.2.39R (Systems, strategies, processes and reviews), GENPRU
1.2.42R (Main Requirements: Stress and scenario tests)
and GENPRU 1.2.60R to GENPRU 1.2.61R (Documentation of
risk assessments) as they apply on a solo level and on a
consolidated level.
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(2)  (for the purpose of IFPRU) the rules in IFPRU 2.2.2R to IFPRU
2.2.7R (Strategies, processes and systems) to IFPRU 2.2.16R,
IFPRU 2.2.37G (Stress and scenario tests) in relation to
a significant IFPRU firm and IFPRU 2.2.43R to IFPRU 2.2.44R
(Documentation of risk assessments) as they apply on a individual
basis and on a consolidated basis.

individual capital guidance.

a limited activity firm that meets the following conditions:

(@ itisafirm;and

(b) its head office is in the UK and it is not otherwise excluded
under IFPRU 1.1.5R.

a limited licence firm that meets the following conditions:

(@ itisafirm;and

(b) its head office is in the UK and it is not otherwise excluded
under IFPRU 1.1.5R.

Individual Liquidity Adequacy Assessment.
Individual Liquidity Adequacy Standards.

a firm falling into BIPRU 12.1.1AR, but excluding a firm that is:

(@ an exempt full scope IFPRU investment firm; or
(b) an IFPRU limited-licence firm; or

(¢) an IFPRU limited-activity firm; or

(d) an exempt BIPRU commodities firm; or

(e) anexempt IFPRU commodities firm; or

(H  aBIPRU firm.

has the meaning in GENPRU 2.2.260R (Deductions from total capital:
Iliquid assets).

Individual Liquidity Systems Assessment.
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in the money (for the purposes of BIPRU 7 (Market risk) and in relation to an option or
percentage warrant) the percentage calculated under BIPRU 7.6.6R (The in the
money percentage).

incremental risk
charge

Individual Liquidity
Adequacy
Assessment

Individual Liquidity
Adequacy Standards

individual liquidity
guidance

Individual Liquidity
Systems Assessment

initial commitment

initial coupon rate

innovative tier one
capital

innovative tier one
capital resources

innovative tier one
instrument

interest rate
duration method

interest rate maturity
method

interest rate PRR

(in BIPRU 7.10 (Use of a value at risk model)) has the meaning in
BIPRU 7.10.116R (Capital calculations for VaR models), which is
in summary, in relation to a business day, the incremental risk
charge required under the provisions in BIPRU 7.10 about specific
risk, in respect of the previous business day’s close-of-business
positions with respect to which those provisions apply.

a standard ILAS BIPRU firm’s assessment of the adequacy of its
liquidity resources and systems and controls as required by the
rules in BIPRU 12.5.

the regime of liquidity assessment set out in the rules and guidance
in BIPRU 12.5.

guidance given to a firm about the amount, quality and funding
profile of liquidity resources that the appropriate regulator has
asked the firm to maintain.

a simplified ILAS BIPRU firm’s assessment of the adequacy of its
systems and controls as required by the rules in BIPRU 12.6.

(for the purposes of BIPRU and in relation to underwriting) the
date specified in BIPRU 7.8.13R (Time of initial commitment).

(in relation to a tier one instrument) the coupon rate of the
instrument at the time it is issued.

an item of capital that is stated in GENPRU 2.2 (Capital resources)
to be innovative tier one capital.

the amount of capital resources at stage C of the capital resources
table (Innovation tier one capital).

a potential tier one instrument that is stated in GENPRU 2.2
(Capital resources) to be an innovative instrument.

the method of calculating the part of the interest rate PRR that
relates to general market risk set out in BIPRU 7.2.63R (General
market risk calculation: Duration method).

the method of calculating the part of the interest rate PRR that
relates to general market risk set out in BIPRU 7.2.59R (General
market risk calculation: The maturity method).

the part of the market risk capital requirement calculated in
accordance with BIPRU 7.2 (Interest rate PRR) or BIPRU 7.3.45R
(Basic interest rate PRR for equity derivatives) or, in relation to a
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particular position, the portion of the overall interest rate PRR
attributable to that position.

the method of calculating the part of the interest rate PRR that
relates to general market risk set out in BIPRU 7.2.56R (General
market risk calculation: Simplified maturity method).

interest-rate contracts listed in paragraph 1 of Annex Il to the UK
CRR.

one or more of the following, as referred to in the UK CRR:

(a) the Internal Ratings Based Approach in article 143(1);

(b) the Internal Models Approach in article 221,

(c) the own estimates approach in article 225;

(d) the Advanced Measurement Approaches in article 312(2);

(e) the Internal Model Method and internal models in articles 283
and 363; and

(f) the internal assessment approach in article 259(3).

a firm’s assessment of the adequacy of its capital and financial
resources, as required by the ICAAP rules.

(for the purposes of GENPRU and BIPRU) an organisation referred
to in BIPRU 3.4.30R (Exposures to international organisations).

a modification to the overall liquidity adequacy rule of the kind
described in BIPRU 12.8.7G.

(in relation to a BIPRU firm) a waiver (described in BIPRU 8.4
(CAD Article 22 groups and investment firm consolidation
waiver)) that disapplies certain requirements so far as they apply on
a consolidated basis with respect to a CAD Article 22 group.

one of the following:

(@) the adjusted method of calculating the credit risk capital
component set out in BIPRU 4 (IRB approach) and BIPRU
9.12 (Calculation of risk weighted exposure amounts under
the internal ratings based approach), including that approach
as applied under BIPRU 14 (Capital requirements for
settlement and counterparty risk);
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(b) (where the approach in (a) is being applied on a consolidated
basis) the method in (a) as applied on a consolidated basis in
accordance with BIPRU 8 (Group risk - consolidation); or

(c) when the reference is to the rules of or administered by
a regulatory body other than the appropriate
regulator, whatever corresponds to the approach in (a) or (b),
as the case may be, under those rules.

(in relation to the IRB approach) one of the classes of exposure set
out in BIPRU 4.3.2R (exposure classes).

a requirement or a waiver that requires a BIPRU firm or a CAD
investment firm to use the IRB approach.

(for the purposes of BIPRU 9 (Securitisation), in relation to a
securitisation (within the meaning of paragraph (2) of the definition
of securitisation) 8% of the risk weighted exposure amounts that
would be calculated under the IRB approach in respect of the
securitised exposures, had they not been securitised, plus the
amount of expected losses associated with those exposures
calculated under the IRB approach.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

for the purposes of rules in BIPRU about credit risk mitigation) a
firm that has an exposure, whether or not deriving from a loan.

[Note: article 90 of the Banking Consolidation Directive (Credit
risk mitigation)]

loss given default.
has the meaning in article 96(1) of the UK CRR.
has the meaning in article 95(1) of the UK CRR.

(for the purposes of BIPRU 9 (Securitisation), in relation to a
securitisation (within the meaning of paragraph (2) of the definition
of securitisation) the securitisation position arising from a
contractual agreement to provide funding to ensure timeliness of
cash-flows to investors.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

for the purposes of the IRB approach, the standardised approach to
credit risk and BIPRU 5 (Credit risk mitigation)) economic loss,
including material discount effects, and material direct and indirect
costs associated with collecting on the instrument.
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[Note: article 4(26) of the Banking Consolidation
Directive (Definitions)]

(1) (in BIPRU and for the purposes of the IRB approach,
the standardised approach to credit risk and BIPRU 5 (Credit
risk mitigation)) economic loss, including material discount
effects, and material direct and indirect costs associated with
collecting on the instrument.

[Note: article 4(26) of the Banking Consolidation
Directive (Definitions)]

(2) (exceptin (2)) has the meaning in article 5(1) of the UK CRR.

in relation to the IRB approach) the ratio of the loss on an exposure
due to the default of a counterparty to the amount outstanding at
default.

[Note: article 4(27) of the Banking Consolidation Directive
(Definitions)]

any of the following:

(@) asimplified ILAS BIPRU firm; or

(b) astandard ILAS BIPRU firm whose most recent annual report
and accounts show balance sheet assets of less than £541
billion (or its equivalent in foreign currency translated into
sterling at the balance sheet date); or

(c) astandard ILAS BIPRU firm that meets the following
conditions:

(i)  itdoes not have any annual report and accounts and it
has been too recently established to be required to have
produced any;

(i) it has submitted a projected balance sheet to the FCA or
PRA (as the case may be) as part of an application for a
Part 4A permission or a variation of one; and

(iii)  the most recent such balance sheet shows that the firm
will meet the size condition set out in (b) in all periods
covered by those projections.

In respect of a third country BIPRU firm that is also a standard
ILAS BIPRU firm and which reports on the basis of its branch
operation in the United Kingdom, if the balance sheet assets
attributable to the UK branch can be determined from the firm’s
most recent annual report and accounts (or, if applicable, the

Page 52 of 177



lower stage of
capital

lower tier three
capital

lower tier three
capital resources

lower tier two
capital

lower tier two
capital resources
lower tier two
instrument

LTICR

main BIPRU firm
Pillar 1 rules

margin agreement

margin period of risk

FCA 2021/XX

projected balance sheet) or any data item submitted by the firm,
then paragraphs (b) and (c) apply at the level of the branch rather
than of the firm.

(with respect to a particular item of capital in the capital resources
table) a stage in the capital resources table below that in which that
item of capital appears.

an item of capital that is specified in stage P of the capital
resources table (Lower tier three).

the sum calculated at stage P of the capital resources table (Lower
tier three).

(in BIPRU, GENPRU and INSPRU) an item of capital that is
specified in stage H of the capital resources table (Lower tier two
capital)

the sum calculated at stage H of the calculation in the capital
resources table (Lower tier two capital)

an item of capital that meets the conditions in GENPRU 2.2.194R
(Lower tier two capital) and is eligible to form part of a firm s
lower tier two capital resources.

long-term insurance capital requirement

GENPRU 2.1.40R (Variable capital requirement for BIPRU firms),
GENPRU 2.1.41R (Base capital resources requirement for BIPRU
firms), GENPRU 2.1.48R (Table: Base capital resources
requirement for a BIPRU firm).

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing
transactions and long settlement transactions)) a contractual
agreement or provisions to an agreement under which one
counterparty must supply collateral to a second counterparty when
an exposure of that second counterparty to the first counterparty
exceeds a specified level.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]132

for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing
transactions and long settlement transactions)) the time period from
the last exchange of collateral covering a netting set of transactions
with a defaulting counterpart until that counterpart is closed out and
the resulting market risk is re-hedged.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]
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margin threshold for the purpose of BIPRU 13 (The calculation of counterparty risk
exposure values for financial derivatives, securities financing
transactions and long settlement transactions)) the largest amount
of an exposure that remains outstanding until one party has the right
to call for collateral.

[Note: Part 1 of Annex 111 of the Banking Consolidation Directive

(Definitions)]
market liquidity (in relation to a firm and any reporting obligations under SUP
stress 16 (Reporting requirements)):

(@) (in the case of reporting obligations on a solo basis) any
market that is of material significance to the firm being
materially adversely affected by crystallised liquidity risk or a
substantial number of participants in any such market being
materially adversely affected by crystallised liquidity risk,
whether or not the firm itself is so affected;

(b) (in the case of reporting obligations with respect to
the firm and a group of other persons) has the same meaning
as in (a) except that references to the firm are to the firm and
that group considered together;

(c) (inthe case of reporting obligations with respect to
a firm’s UK branch) has the same meaning as in (a) except
that references to the firm are to that branch.

market risk capital the part of the capital resources requirement of a BIPRU firm in
requirement respect of market risk, calculated in accordance with GENPRU
2.1.52R (Calculation of the market risk capital requirement).

master netting (@) the method of calculating the effect of credit risk mitigation
agreement internal described in BIPRU 5.6.16R to BIPRU 5.6.28G;
models approach

(b) (where the approach in (a) is being applied on a consolidated
basis) the method in (a) as applied on a consolidated basis in
accordance with BIPRU 8 (Group risk - consolidation); or

(c) when the reference is to the rules of or administered by a
regulatory body other than the appropriate regulator,
whatever corresponds to the approach in (a) or (b), as the case
may be, under those rules.

master netting requirement or a waiver that requires a BIPRU firm to use the
agreement internal master netting agreement internal models approach on a solo basis
models approach or, if the context requires, a consolidated basis.

permission
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material currency (@) Material currencies, in respect of a firm at any time, are
currencies determined in accordance with the following.

(b) First, the amount of its assets and the amount of its liabilities
in each currency (ignoring the sign) are separately calculated.
The figures are as shown in the most recent data item FSA054
submitted to the appropriate regulator.

(c) Then, each such amount is converted into the reporting
currency for the data item referred to in (b).

(d) Each currency (which may include the reporting currency) that
represents 20% or more of the total asset figure or 20% or
more of the total liabilities figure is a material currency.

(e) A -currency is also a material currency if it is identified by
the firm’s current:

(1) Individual Liquidity Adequacy Assessment; or
(i) Individual Liquidity Systems Assessment; or

(iii)  ILG that has been accepted by the firm;

as being significant in the context of cross-currency liquidity
risk (as referred to in BIPRU 12.5 (Individual Liquidity
Adequacy Standards)).

(F)  The conversion rate for a currency into the reporting currency
is the exchange rate on the date as of which the calculation is
being made.

(g) The reporting currency means the currency in which the most
recent data item FSAOQ54 (as referred to in (b)) is reported.

(h) A currency is a material currency in relation to
a firm’s branch or a defined liquidity group of which it is
a group liquidity reporting firm if it is identified as such in
accordance with the procedures in the previous paragraphs of
this definition except that the identification is carried out by
reference to that branch or defined liquidity group. For these
purposes, data item FSA054 for the reporting level concerned
is used.

(i) If the firm has not delivered data item FSA054 to
the appropriate regulator at the reporting level concerned or
is currently not required to do so at the reporting
level concerned, the calculation is carried out using the
methods for drawing up data item FSA054.
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material holding (for the purposes of GENPRU and BIPRU) has the meaning in
GENPRU 2.2.209R (Deductions from tiers one and two: Material
holdings (BIPRU firm only)).

material insurance has the meaning in GENPRU 2.2.212R (Material holdings) or, for
holding an exempt CAD firm which is an investment management firm, in
IPRU(INV) Table 5.8

Material Risk Takers the UK version of Commission Delegated Regulation (EU) No

Regulation 604/2014 of 4 March 2014 supplementing Directive 2013/36/EU of
the European Parliament and of the Council with regard to
regulatory technical standards with respect to qualitative and
appropriate quantitative criteria to identify categories of staff whose
professional activities have a material impact on an institution’s
risk profile, which is part of UK law by virtue of the EUWA.

MCR minimum capital requirement.
MDA the maximum distributable amount calculated in line with IFPRU
10.4.3R.

member contribution any paid up contribution by a member of a mutual where the
members’ accounts meet the following criteria:

@ the memorandum and articles of association or other
constitutional documents must stipulate that payments may
be made from these accounts to members only in so far as
this does not cause the firm’s capital resources to fall below
the required level, or, if after dissolution of the firm, all the
firm’s other debts have been settled;

(b) the memorandum and articles of association or other
constitutional documents must stipulate, with respect to the
payments referred to in (a) made for reasons other than the
individual termination of membership, that the appropriate
regulator must be notified at least one month in advance of
the intended date of such payments; and

(© the appropriate regulator must be notified of any
amendment to the relevant provisions of the memorandum
and articles of association or other constitutional documents.

mezzanine for the purposes of BIPRU 9.3.7R, BIPRU 9.4.11R and BIPRU
securitisation 9.5.1R(6), securitisation positions to which a risk weight lower than
positions 1250% applies and which are more junior than the most senior

position in the relevant securitisation and more junior than any
securitisation position in the relevant securitisation to which:

@) in the case of a securitisation position subject to the
standardised approach to securitisation set out in BIPRU
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9.11.1R and BIPRU 9.11.2R, a credit quality step 1 is
assigned; or

(b) in the case of a securitisation position subject to the IRB
approach to securitisation set out in BIPRU 9.12.10R and
BIPRU 9.12.11R, a credit quality step 1 or 2 is assigned
under BIPRU 9.7.2R, BIPRU 9.8.2R to BIPRU 9.8.7R and
regulation 23 of the Capital Requirements Regulations
2006.

[Note: BCD, Annex IX, Part 2, Point 1, paragraph 1b]

an amount of capital resources that a firm must hold as set out
in GENPRU 2.1.24R and GENPRU 2.1.25R.

(in relation to the IRB approach) BIPRU 4.3.9R, BIPRU 4.3.11R-
BIPRU 4.3.29R, BIPRU 4.3.33R-BIPRU 4.3.40R, BIPRU 4.3.43R-
BIPRU 4.3.44R, BIPRU 4.3.46R-BIPRU 4.3.48R, BIPRU 4.3.50R-
BIPRU 4.3.51R, BIPRU 4.3.54R, BIPRU 4.3.56R-BIPRU 4.3.57R,
BIPRU 4.3.63R, BIPRU 4.3.70R-BIPRU 4.3.71R, BIPRU 4.3.73R-
BIPRU 4.3.74R, BIPRU 4.3.83R-BIPRU 4.3.85R, BIPRU 4.3.88R,
BIPRU 4.3.90R-BIPRU 4.3.92R, BIPRU 4.3.94R, BIPRU 4.3.99R,
BIPRU 4.3.103R, BIPRU 4.3.116R-BIPRU 4.3.123R, BIPRU
4.3.125R-BIPRU 4.3.131R BIPRU 4.4.6R-BIPRU 4.4.9R, BIPRU
4.4 11R-BIPRU 4.4.13R, BIPRU 4.4.15R-BIPRU 4.4.18R, BIPRU
4.4.21R-BIPRU 4.4.22R, BIPRU 4.4.24R-BIPRU 4.4.25R, BIPRU
4.4 27R-BIPRU 4.4.28R, BIPRU 4.4.30R-BIPRU 4.4.31R, BIPRU
4.4.48R-BIPRU 4.4.51R, BIPRU 4.4.53R, BIPRU 4.4.54R, BIPRU
4.5.5R, BIPRU 4.6.6R-BIPRU 4.6.9R, BIPRU 4.6.11R-BIPRU
4.6.12R, BIPRU 4.6.14R, BIPRU 4.6.18R, BIPRU 4.6.20R-BIPRU
4.6.21R, BIPRU 4.6.24R-BIPRU 4.6.34R, BIPRU 4.6.37R-BIPRU
4.6.39R, BIPRU 4.7.19R, BIPRU 4.7.27R-BIPRU 4.7.35R, BIPRU
4.8.5R-BIPRU 4.8.9R, BIPRU 4.8.11R-BIPRU 4.8.15R, BIPRU
4.10.40R-BIPRU 4.10.48R.

(in BIPRU 7.10 (Use of a value at risk model)) has the meaning in
BIPRU 7.10.119R (Capital calculations: Multiplication factors),
which is in summary the number three or any higher amount the
VaR model permission defines it as.

the part of the market risk capital requirement calculated under a
VaR model permission as more fully defined in BIPRU 7.10 (Use of
a Value at Risk Model).

the potential loss an institution may incur, as a consequence of
decisions that could be principally based on the output of internal
models used under any of the internal approaches, due to errors in
the development, implementation or use of such models.
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any of the following:

0] African Development Bank;

(i) Asian Development Bank;

(iia)  Asian Infrastructure Investment Bank;

(iii) ~ Caribbean Development Bank;

(iv)  Council of Europe Development Bank;

(v)  European Bank for Reconstruction & Development;
(vi)  European Investment Bank;

(vii)  European Investment Fund;

(viii) Inter-American Development Bank;

(ix)  International Bank for Reconstruction and Development;
(ixa) International Development Association;

x) International Finance Corporation;

(xa) International Finance Facility for Immunisation;
(xb) Islamic Development Bank;

(xi)  Multilateral Investment Guarantee Agency; and
(xii)  Nordic Investment Bank;

(in BIPRU) for the purposes of the standardised approach to credit
risk the following are also considered to be a multilateral
development bank:

0] the Inter-American Investment Corporation;
(i) the Black Sea Trade and Development Bank;
(iii)  the Central American Bank for Economic Integration; and

(iv)  (iv) the CAF-Development Bank of Latin America.

the method for calculating PRR for a ClU set out in BIPRU 7.7.4R, BIPRU

7.7.7R to BIPRU 7.7.8R and BIPRU 7.7.11R to BIPRU 7.7.12R
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(in BIPRU 7.10 (Use of a value at risk model)) a multiplication factor
applied to a VaR measure for the purpose of calculating the model PRR
made up of the minimum multiplication factor as increased by the plus
factor, all as more fully defined in BIPRU 7.10.118R (Capital calculations:
Multiplication factors).

the ratio of total assets, less those bought under reverse repo arrangements,
to total equity.

has the meaning in BIPRU 7.8.34R (Large exposure risk from underwriting
securities: Calculating the net underwriting exposure) which is in summary
the amount calculated by applying the reduction factors in the table in
BIPRU 7.8.35R to the net underwriting position.

the net underwriting position calculated under BIPRU 7.8.17R (Calculating
the net underwriting position).

has the meaning in BIPRU 10.9A.4R (Definition of non-core concentration
risk group counterparty), which is in summary (in relation to a firm) each
counterparty which is its parent undertaking, its subsidiary undertaking or a
subsidiary undertaking of its parent undertaking, provided that (in each
case) both the counterparty and the firm satisfy the conditions in BIPRU
10.9A.4R (Definition of non-core concentration risk group counterparty).

[Note: article 113(4)(c) of the Banking Consolidation Directive]

(in relation to a firm) all counterparties which:

(1) are listed in the firm’s non-core large exposures group permission;

(2) satisfy the conditions in IFPRU 8.2.6R (Intra-group exposures: non-
core large exposures group); and

(3) for which exposures are exempted, under article 400(2)(c) of the UK
CRR (Exemptions), from the application of article 395(1) of the UK
CRR (Limits to large exposures).

(in relation to the IRB approach) an exposure in the form of a non credit-
obligation asset or falling under BIPRU 4.9.5R (Non credit-obligation
assets).

the exemption in IFPRU 8.2.6R (Intra-group exposures: non-core large
exposures group).
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a permission referred to in IFPRU 8.2.6R given by the FCA for the purpose
of article 400(2)(c) of the UK CRR (Large exposures: exemptions).

a firm falling into BIPRU 12.1.1R which is not an ILAS BIPRU firm.

positions, exposures, assets and liabilities that are not in the trading book.

either of the following:

(@ anon-UK DLG by modification (firm level); or
(b) anon-UK DLG by modification (DLG level).

(in relation to any reporting period under SUP 16 (Reporting requirements)
and in relation to a firm that meets the following conditions (a group
liquidity reporting firm):

(@) itisa UK ILAS BIPRU firm with an intra-group liquidity
modification;,

(b) itisagroup liquidity reporting firm in a UK DLG by
modification created by that intra-group liquidity modification;

(c) the overall liquidity adequacy rule applies under that intra-group
liquidity modification to that UK DLG by modification; and

(d) that UK DLG by modification can rely, under that intra-group liquidity
modification, for any part of that period, on a group of
other persons for the purpose of the overall liquidity adequacy rule as
applied to that UK DLG by modification);

means the group made up of the following:
(e) that ILAS BIPRU firm;

(f)  the other members of that UK DLG by modification; and
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(g) the group of other persons mentioned in (d).

A firm has a ‘non-UK DLG by modification (DLG level)’ for a period even
if it only has one during part of that period.

(Guidance about this definition, and its inter-relation with other new
definitions, is set out in SUP 16 Annex 26 (Guidance on designated liquidity
groups in SUP 16.12).)

(in relation to a group liquidity reporting firm) a DLG by modification (firm
level) that is not a UK DLG by modification. A firm with a non-UK DLG by
modification (firm level) cannot also have a UK DLG by modification.

(Guidance about this definition, and its inter-relation with other related
definitions, is set out in SUP 16 Annex 26 (Guidance on designated liquidity
groups in SUP 16.12).)

a firm that is not a UK lead regulated firm. This definition is not related to
the defined term lead regulated firm.

(1) (in GENPRU (except GENPRU 3) and BIPRU (except BIPRU 12)) a
group of undertakings identified as a non-UK sub-group in BIPRU
8.3.1R (Main consolidation rule for non-UK sub-groups).

(2) (exceptin (1)) a group of undertakings identified in article 22 of the
EU CRR (Sub-consolidation in cases of entities in third countries).

(in relation to the IRB approach and the sovereign, institutional and
corporate IRB exposure class and in accordance with BIPRU 4.4.8R) a risk
category within a rating system’s obligor rating scale, to which obligors are
assigned on the basis of a specified and distinct set of rating criteria, from
which estimates of PD are derived.

(in BIPRU 7.10 (Use of a value at risk model)) has the meaning in BIPRU
7.10.98R (Backtesting: One day VaR measure), which is in summary and in
relation to a particular business day, the VaR number for that business day
calibrated to a one business day holding period and a 99% one-tailed
confidence level.

(for the purposes of BIPRU) a credit valuation adjustment that reflects the
market value of the credit risk of the counterparty to a firm, but does not
reflect the market value of the credit risk of the firm to the counterparty.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions)]

in BIPRU 9.15, maintaining on an ongoing basis means that the retained
positions, interest or exposures are not hedged or sold.
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[Note: BCD, Article 122a, paragraph 1]

the amount calculated under BIPRU 7.5.19R (Open currency position) as
part of the calculation of the foreign currency PRR.

the method of calculating the option PRR in BIPRU 7.6.24R (The hedging
method).

the part of the market risk capital requirement calculated in accordance with
BIPRU 7.6 (Option PRR) or, in relation to a particular position, the portion
of the overall option PRR attributable to that position.

the method of calculating the option PRR in BIPRU 7.6.20R to BIPRU
7.6.22R (The standard method).

(in relation to a share, debenture or other investment in, or external
contribution to the capital of, a firm that is subject to a step-up) the
financing cost amount for the instrument for a period beginning on or near
the date of issue of the instrument and ending on or near the date of the first
step-up.

a derivative financial instrument of a type listed on Annex Il to the UK CRR
that is traded over the counter.

(for the purposes of BIPRU 7 (Market risk) and in relation to an option or
warrant) that option or warrant being neither at the money nor in the money.

BIPRU 12.2.1R.

(1) (in GENPRU, BIPRU and INSPRU) GENPRU 1.2.30R (Systems,
strategies, processes and reviews for certain firms).

(2) (in IFPRU) IFPRU 2.2.7R (Strategy processes and systems).

the approach to calculating volatility adjustments under the financial
collateral comprehensive method under which the firm uses its own
estimates of such adjustments, as more fully described in BIPRU 5.4
(Financial collateral) and including that approach as applied to master
netting agreements as described in BIPRU 5.6 (Master netting agreements)

(in GENPRU (except GENPRU 3 and BIPRU (except BIPRU 12)) a
financial holding company which is not itself a subsidiary undertaking of an
institution authorised in the UK, or of a financial holding company or mixed
financial holding company established in the UK.
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(in GENPRU (except GENPRU 3 and BIPRU (except BIPRU 12)) an
institution which has an institution or a financial institution as a subsidiary
undertaking or which holds a participation in such an institution, and which
is not itself a subsidiary undertaking of another institution authorised in the
UK, or of a financial holding company or mixed financial holding company
established in the UK.

(in GENPRU (except GENPRU 3 and BIPRU (except BIPRU 12)) a mixed
financial holding company which is not itself a subsidiary undertaking of an
institution authorised in the UK, or of a financial holding company or mixed
financial holding company established in the UK.

(for the purposes of the CCR standardised method and as more fully defined
in BIPRU 13.5.2R (Derivation of risk position: payment legs) the
contractually agreed gross payments under a financial derivative instrument,
including the notional amount of the transaction.

the method for treating equity exposures under the IRB approach set out in
BIPRU 4.7.14R-BIPRU 4.7.22R.

for the purpose of BIPRU 13 (The calculation of counterparty risk exposure
values for financial derivatives, securities financing transactions and long
settlement transactions)) a high percentile of the distribution of exposures at
any particular future date before the maturity date of the longest transaction
in the netting set.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]

any shares of a class defined as deferred shares for the purposes of section
119 of the Building Societies Act 1986 which are issued as permanent
interest-bearing shares and on terms which qualify them as own funds for
the purposes of the UK CRR.

an item of capital that is stated in GENPRU 2.2.83R (Core tier one capital:
permanent share capital) to be permanent share capital.

a physical holding of a commodity, or documents evidencing title to a
commodity.

permanent interest bearing shares.
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(in BIPRU 7.10 (Use of a value at risk model)) an increase to the minimum
multiplication factor based on backtesting exceptions as more fully defined
in BIPRU 7.10.124R (Capital calculations: Multiplication factors).

(1) (inaccordance BIPRU 1.2.4R (Definition of the trading book:
Positions)) includes proprietary positions and positions arising from
client servicing and market making.

(2) (in IFPRU) has the meaning which it has, or is used, in the UK CRR.

a percentage applied to a position as part of the process of calculating the
PRR in relation to that position as set out in the tables in BIPRU 7.2.44R
(Specific risk position risk adjustments), BIPRU 7.2.57R (General market
risk position risk adjustments), BIPRU 7.3.30R (Simplified equity method
position risk adjustments), BIPRU 7.3.34R (Position risk adjustments for
specific risk under the standard equity method) and BIPRU 7.6.8R (The
appropriate position risk adjustment) and also as set out in BIPRU 7.2.48AR
to BIPRU 7.2.48LR.

a capital requirement applied to a position treated under BIPRU 7 (Market
risk) as part of the calculation of the market risk capital requirement or, if
the relevant provision of the Handbook distinguishes between general
market risk and specific risk, the portion of that capital requirement with
respect to whichever of general market risk or specific risk is specified by
that provision.

an item of capital that falls into GENPRU 2.2.62R (Tier one capital:
General)

(for the purpose of BIPRU) the probability of default of a counterparty over
a one year period; for the purposes of the IRB approach, default has the
meaning in the definition of default.

[Note: article 4(25) of the Banking Consolidation Directive (Definitions)]

(in BIPRU 7.10 (Use of a value at risk model) and in relation to a business
day) a firm s actual profit or loss for that day in respect of the trading
activities within the scope of the firm’s VaR model permission, adjusted by
stripping out specified items, as more fully defined in BIPRU 7.10.100R
(Backtesting: Calculating the profit and loss).

(in BIPRU) (in relation to a credit derivative) the person who transfers credit
risk.

[Note: paragraph 8 of Annex | of the Capital Adequacy Directive
(Calculating capital requirements for position risk)]

(in BIPRU) (in relation to a credit derivative) the person who assumes the
credit risk.
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[Note: paragraph 8 of Annex | of the Capital Adequacy Directive
(Calculating capital requirements for position risk)]

the minimum capital requirement to which an undertaking would have been
subject if it had permission for each activity it carries on anywhere in the
world, so far as that activity is a regulated activity.

one of the following:

@ the interest rate PRR;

(b) the equity PRR,;

(© the commodity PRR;

(d) the foreign currency PRR;

()] the option PRR,;

4) the collective investment undertaking PRR; and

(9) (if the context requires) the model PRR.

the following:
BIPRU 7.2.37R (Deriving the net position in each debt security:

@) Netting positions in the same debt security);

(b) BIPRU 7.2.40R (Deriving the net position in each debt security:
Netting zero-specific-risk securities with different maturities);

(© BIPRU 7.3.23R (Deriving the net position in each equity);

(d) (d) BIPRU 7.4.20R and BIPRU 7.4.22R (Calculating the PRR for
each commodity: General);

(e) BIPRU 7.5.19R(1) (Open currency position); and

() the obligation under BIPRU 7.5.20R (Net gold position) to calculate a

separate foreign exchange PRR charge for gold).

a public sector entity.

(for the purposes of BIPRU) any of the following:

(@)

(b)

non-commercial administrative bodies responsible to central
governments, regional governments or local authorities; or

authorities that exercise the same responsibilities as regional and local
authorities; or
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non commercial undertakings owned by central governments that have
explicit guarantee arrangements; or

self administered bodies governed by law that are under public
supervision.

[Note: article 4(18) of the Banking Consolidation Directive
(Definitions)]

(for the purposes of BIPRU) a debt security that satisfies the conditions in
BIPRU 7.2.49R (Definition of a qualifying debt security).

(in BIPRU) an equity index falling within BIPRU 7.3.38R (Definition of a
qualifying equity index).

has the meaning in section 192B (meaning of “qualifying parent
undertaking”) of the Act which, in summary, is a parent undertaking of:

(@)

(b)

an authorised person that is a body corporate incorporated in
the UK that is:

0] a PRA-authorised person; or
(i) an investment firm; or

a recognised investment exchange that is not an overseas investment
exchange;

where the parent undertaking is:

(©)

(©)
(d)

(€)

a body corporate which:

0] is incorporated in the UK; or

(i) has a place of business in the UK;
a body corporate which:

not an authorised person, a recognised investment exchange or
a recognised clearing house; and

any of the following:

() an insurance holding company;

(i) afinancial holding company;

(iii)  amixed financial holding company;

(iv) for certain purposes, a mixed-activity holding company.
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(in relation to the IRB approach) retail exposures falling into BIPRU
4.6.44R(2) (Qualifying revolving retail exposures).

(in relation to the IRB approach and in accordance with BIPRU 4.3.25R)
comprises all of the methods, processes, controls, data collection and IT
systems that support the assessment of credit risk, the assignment of
exposures to grades or pools (rating), and the quantification of default and
loss estimates for a certain type of exposure.

(for the purposes of BIPRU 9 (Securitisation)) the method of calculating risk
weighted exposure amounts for securitisation positions set out in BIPRU
9.12.10R-BIPRU 9.12.19R and BIPRU 9.14.2R.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

has the meaning in GENPRU 2.2.219R (Deductions from tiers one and two:
Reciprocal cross holdings) which is in summary a holding of a firm of
shares, any other interest in the capital, and subordinated debt, whether in
the trading book or non-trading book, in:

(@ acreditinstitution; or
(b) afinancial institution;
that satisfies the conditions in GENPRU 2.2.219R.

the capability of an RRD institution to restore its financial position
following a significant deterioration.

[Note: article 2(1)(103) of RRD]

a document which provides for measures to be taken by an RRD
institution which is not subject to supervision on a consolidated basis to
restore its financial position following a significant deterioration of its
financial situation.

[Note: articles 2(1)(32) and 5 of RRD]
the net underwriting position as adjusted under BIPRU 7.8.27R (Calculating
the reduced net underwriting position).

(for the purposes of the standardised approach to credit risk) an item that
falls into BIPRU 3.4.104R (Items belonging to regulatory high risk
categories under the standardised approach to credit risk).
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has the meaning set out in GENPRU 1.3.48R.

the UK version of Regulation (EU) No 1152/2014 of 4 June 2014
supplementing Directive 2013/36/EU of the European Parliament and of the
Council with regard to regulatory technical standards on the identification of
the geographical location of the relevant credit exposures for calculating
institution-specific countercyclical capital buffer rates which is part of UK
law as a result of section 3 of the EUWA.

exposures, other than those referred to in article 112(a) to (f) of the UK CRR
(Exposure classes), that are subject to:

(@) the own funds requirements for credit risk under Part Three, Title 11 of
the UK CRR

(b) where the exposure is held in the trading book, own funds

requirements for specific risk under Part Three, Title IV, Chapter 2 of

the UK CRR or incremental default and migration risk under Part

Three, Title IV, Chapter 5 of the UK CRR; or

(c) where the exposure is a securitisation, the own funds requirements
under Part Three, Title 11, Chapter 5 of the UK CRR.

[Note: article 140(4) of CRD]

SYSC 19A (IFPRU Remuneration Code)for IFPRU investment firms and
overseas firms in SYSC 19A.1.1R(1)(d) that would have been an IFPRU
investment firm if it had been a UK domestic firm.

(for an IFPRU investment firm and an overseas firm in SYSC
19A1.1.1R(1)(d) that would have been an IFPRU investment firm if it had
been a UK domestic firm) has the meaning given in SYSC 19A.3.4R which
is, in summary, an employee whose professional activities have a material
impact on the firm s risk profile, including any employee who is deemed to
have a material impact on the firm s risk profile in accordance with the
Material Risk Takers Regulation.

(in SYSC 19A) has the meaning given in SYSC 19A.3.3R.

(in SUP 16 (Reporting requirements) and in relation to a data item) refers to
whether that data item is prepared on a solo basis or on the basis of a group
such as a UK DLG by modification and, if it is prepared on the basis of a
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group, refers to the type of group (such as a UK DLG by modification or
a non-UK DLG by modification (firm level)).

see repurchase transaction.

in BIPRU 7 and 9, a securitisation where the risk associated with an
underlying pool of exposures is tranched and at least one of the underlying
exposures is a securitisation position.

[Note: BCD, Article 4(40a)]

in BIPRU 7 and 9, an exposure to a resecuritisation.
[Note: BCD, Article 4(40b)]

(1) (inrelation to the IRB approach and with respect to an exposure) an
exposure falling into the IRB exposure class listed in BIPRU 4.3.2R(4)
(Retail exposures).

(2) (inrelation to the standardised approach to credit risk and with
respect to an exposure) an exposure falling into the standardised
credit risk exposure class listed in BIPRU 3.2.9R(8) (Retail
exposures).

(1) (inrelation to the IRB approach) a small or medium sized entity, an
exposure to which may be treated as a retail exposure under BIPRU
4.6.2R (Definition of retail exposures).

(2) (in relation to the standardised approach to credit risk) a small or
medium sized entity, an exposure to which may be treated as a retail
exposure under BIPRU 3.2.10R (Definition of retail exposures).

(in relation to the IRB approach or the standardised approach to credit risk)
an exposure to a retail SME.

see repurchase transaction.

(for the purpose of BIPRU 9.13 (Securitisations of revolving exposures with
early amortisation provisions)) an exposure whereby customers’ outstanding
balances are permitted to fluctuate based on their decisions to borrow and
repay, up to an agreed limit.

[Note: article 100 of the Banking Consolidation Directive (Securitisations of
revolving exposures)]

(1) (inrelation to the F'CA s rules) one of the following:
@ the credit risk capital requirement;

(b)  the fixed overheads requirement;
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(© the market risk capital requirement; or

(2) (inrelation to the rules of another regulatory body) whatever
corresponds to the items in (1) under the rules of that regulatory
body.

IFPRU 2.2.58R to IFPRU 2.2.60R.

has the meaning in article 4(1)(94) of the UK CRR.

(for the purpose of BIPRU 13 (The calculation of counterparty risk exposure
values for financial derivatives, securities financing transactions and long
settlement transactions)) a risk number that is assigned to a transaction
under the CCR standardised method following a predetermined algorithm.

[Note: Part 1 of Annex Il1 of the Banking Consolidation Directive
(Definitions)]

(for the purpose of BIPRU 13 (The calculation of counterparty risk exposure
values for financial derivatives, securities financing transactions and long
settlement transactions)) the amount by which expected positive exposure is
understated when future transactions with a counterpart are expected to be
conducted on an ongoing basis; the additional exposure generated by those
future transactions is not included in calculation of expected positive
exposure.

[Note: Part 1 of Annex I11 of the Banking Consolidation Directive
(Definitions)]

the requirements of:

(@ the UKCRR; or

(b)  the laws, regulations and administrative provisions necessary to
comply with the UK provisions which implemented the CRD; or

(c)  the laws, regulations and administrative provisions necessary to
comply with the UK provisions which implemented title 11
of MIFID; or

(d) articles 3to 7, 14 to 17, 24, 25 and 26 of MiFIR.
a group that:

@) includes an RRD institution; and
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(b)

an agreement to give financial support to an RRD institution which, at any
time after the agreement has been concluded, has infringed an RRD early
intervention condition or is likely to infringe one of those conditions in the
near future.

is headed by a UK parent undertaking.

a member of an RRD group that is:

@ an RRD institution; or

(b)  afinancial institution; or

© a financial holding company; or

(d)  amixed financial holding company.
@ a credit institution; or

(b) anIFPRU 730K firm.

[Note: article 2(1)(23) of RRD]

the UK version of Commission Delegated Regulation (EU) 2016/1075 of 23
March 2016 supplementing Directive 2014/59/EU of the European
Parliament and of the Council with regard to regulatory technical standards
specifying the content of recovery plans, resolution plans and group
resolution plans, the minimum criteria that the competent authority is to
assess as regards recovery plans and group recovery plans, the conditions
for group financial support, the requirements for independent valuers, the
contractual recognition of write-down and conversion powers, the
procedures and contents of notification requirements and of notice of
suspension and the operational functioning of the resolution colleges, which
is part of UK law by virtue of the EUWA.

(with respect to a particular item of capital in the capital resources table) the
stage in the capital resources table in which that item of capital appears.

(for the purposes of BIPRU) any transaction giving rise to an exposure
secured by collateral which does not include a provision conferring upon the
person with the exposure the right to receive margin frequently.

[Note: point 2 of Part 1 of Annex VIII of the Banking Consolidation
Directive (Eligibility of credit risk mitigation)]

see securities or commodities lending or borrowing transaction.
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see securities or commodities lending or borrowing transaction.

the interest rate PRR, the equity PRR, the option PRR (but only in relation
to positions which under BIPRU 7.6.5R (Table: Appropriate calculation for
an option or warrant) may be subject to one of the other PRR charges listed
in this definition or which would be subject to such a PRR charge if BIPRU
7.6.5R did not require an option PRR to be calculated), the CIU PRR and the
PRR calculated under BIPRU 7.11 (Credit derivatives in the trading book)
and so that:

(@  the securities PRR includes any PRR charge calculated under a CAD
1 permission; and

(b)  the securities PRR does not include any PRR charge calculated
under a VaR model permission unless the provision in question
provides otherwise.

has the meaning in IFPRU 1.2 (Significant IFPRU firm).

a BIPRU firm that meets the following conditions:

@) it does not raise capital through a special purpose vehicle;

(b) itonly includes non-convertible and non-exchangeable capital
instruments in its capital resources;

(©) (if it includes capital instruments in its capital resources on which
coupons are payable) such coupons are not subject to a step-up;

(d) itonly includes capital instruments in its tier one capital resources
consisting of ordinary shares, perpetual non-cumulative preference
shares or partnership or limited liability partnership capital accounts;

(e) it only includes non-redeemable capital instruments in its tier one
capital resources; and

)] (if it includes capital instruments in its tier one capital resources on
which coupons are payable) such coupons are non-cumulative, non-
mandatory and in cash.

BIPRU 12.6.9R.

the method of calculating the equity PRR set out in BIPRU 7.3.29R
(Simplified equity method).
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the approach to the calculation of the liquid assets buffer of a simplified
ILAS BIPRU firm described in BIPRU 12.6.

an ILAS BIPRU firm that, in accordance with the procedures in BIPRU 12
(Liquidity), is using the simplified ILAS.

a waiver permitting an ILAS BIPRU firm to operate simplified ILAS.

the Supervisory Liquidity Review Process.

a waiver of the type described in BIPRU 2.1 (Solo consolidation).

(in relation to the IRB approach) an exposure falling into the IRB exposure
classes referred to in BIPRU 4.3.2R(1)-(3) (Sovereigns, institutions and
corporates).

(in relation to the IRB approach) an exposure falling into BIPRU 4.5.3R
(Definition of specialised lending).

(in BIPRU 7.10 (Use of a value at risk model) and in relation to a firm) an
exception arising out of backtesting a VaR model with respect to specific
risk as more fully defined in that firm s VaR model permission.

(in BIPRU) a position risk adjustment for specific risk including any such
position risk adjustment as applied under BIPRU 7.6.8R (Table:
Appropriate position risk adjustment).

(for the purpose of BIPRU 13 (The calculation of counterparty risk exposure
values for financial derivatives, securities financing transactions and long
settlement transactions)) the risk that arises when the exposure to a
particular counterparty is positively correlated with the probability of
default of the counterparty due to the nature of the transactions with the
counterparty; a firm is exposed to specific wrong-way risk if the future
exposure to a specific counterparty is expected to be high when the
counterparty’s probability of default is also high.

[Note: Part 1 of Annex Il of the Banking Consolidation Directive
(Definitions)]
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the risk that a spread (that is, the difference in price or yield) between two
variables will change.

(1) (in GENPRU 2.2 (Capital resources)) has the meaning in GENPRU
2.2.126R (Other tier one capital: innovative tier one capital:
indirectly issued tier one capital).

(2)  (in BIPRU 8 (Group risk - consolidation)) has the meaning in BIPRU
8.6.15R (Indirectly issued capital and group capital resources).

the method for calculating the PRR for a position in a ClU set out in BIPRU
7.7.4R and BIPRU 7.7.7R to BIPRU 7.7.10R.

the method of calculating the equity PRR set out in BIPRU 7.3.32R
(Standard equity method).

a standard ILAS BIPRU firm that is not a low frequency liquidity reporting
firm.

an ILAS BIPRU firm that is not a simplified ILAS BIPRU firm.

(in BIPRU) the rules relating to the calculation of the market risk capital
requirement excluding the VaR model approach and any rules modified so
as to provide for the CAD 1 model approach.

(for the purposes of BIPRU) one of the following:

(@  (where expressed to relate to credit risk) the method for calculating
capital requirements for credit risk in BIPRU 3 (Credit risk) and
BIPRU 9.2.1R(1) and BIPRU 9.11 (Standardised approach);

(b)  [deleted]

()  (where not expressed to relate to any risk and used in BIPRU 3,
BIPRU 4 (IRB approach), BIPRU 5 (Credit risk mitigation), BIPRU
9 (Securitisation)) it has the meaning in (a);

(d)  [deleted]
(e)  (where the one of the approaches in (a) to (c) is being applied on a

consolidated basis) that approach as applied on a consolidated basis
in accordance with BIPRU 8 (Group risk - consolidation).
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(j) [deleted]

(in relation to the standardised approach to credit risk) one of the classes of
exposure set out in BIPRU 3.2.9R (Exposure classes).

(in relation to any item of capital) any change in the coupon rate on that
item that results in an increase in the amount payable at any time, including
a change already provided in the original terms governing those payments.
A step-up:

(@  includes (in the case of a fixed rate) an increase in that coupon rate;

(b)  includes (in the case of a floating rate calculated by adding a fixed
amount to a fluctuating amount) an increase in that fixed amount;

© includes (in the case of a floating rate) a change in the benchmark by
reference to which the fluctuating element of the coupon is
calculated that results in an increase in the absolute amount of
the coupon; and

(d)  does not include (in the case of a floating rate) an increase in the
absolute amount of the coupon caused by fluctuations in the
fluctuating figure by reference to which the absolute amount of
the coupon floats.

a transaction where a physical commodity is sold forward and the cost of
funding is locked in until the date of the forward sale.

(in BIPRU) the stressed VVaR measure in respect of positions coming within
the scope of the VaR model permission, calculated in accordance with the
VaR model, BIPRU 7.10 (Use of a Value at Risk Model) and any
methodology set out in the VaR model permission based on a stressed
historical period.

has the meaning in article 4(1)(49) of the UK CRR.

(for the purposes of BIPRU 9 (Securitisation), in relation to a securitisation
within the meaning of paragraph (2) of the definition of securitisation180)

the method of calculating risk weighted exposure amounts for securitisation
positions set out in BIPRU 9.12.21R-BIPRU 9.12.23R and BIPRU 9.14.3R.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

the appropriate regulator’s assessment of the adequacy of certain firms’
liquidity resources as described in BIPRU 12.2 and BIPRU 12.5.
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the approach to calculating volatility adjustments under the financial
collateral comprehensive method under which the firm uses the adjustments
specified in BIPRU 5.4 (Financial collateral) rather than in its own
estimates, as more fully described in BIPRU 5.4 and including that approach
as applied to master netting agreements as described in BIPRU 5.6 (Master
netting agreements).

(@  asynthetic bought future, that is, a bought call option coupled with a
written put option; or

(b)  asynthetic sold future, that is, a bought put option coupled with a
written call option; provided that in either case the two options:

() are bought and written, whether simultaneously or not, on a
single eligible derivatives market;

(i) relate to the same underlying security or other asset;

(i) give the purchasers of the options the same rights of exercise
(whether at the same price or not); and

(iv)  will expire together, if not exercised.

(for the purpose of BIPRU) a securitisation (within the meaning of
paragraph (2) of the definition of securitisation) where the tranching is
achieved by the use of credit derivatives or guarantees, and the pool of
exposures is not removed from the balance sheet of the originator.

[Note: article 4(38) of the Banking Consolidation Directive (Definitions]

(in IFPRU) has the meaning in article 4(1)(128D) of the UK CRR.

[Note: article 3(30) of CRD]

(1)  (in BIPRU (except in BIPRU 12) and SYSC 19C) an overseas firm
that:

(@ [deleted]
(b) [deleted]

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

(2)  [deleted]
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an overseas firm that would be an IFPRU 730k firm if it had been a UK
domestic firm, had carried on all of its business in the United Kingdom and
had obtained whatever authorisations for doing so as are required under the
Act.

(in BIPRU) a CAD investment firm, a financial institution or an asset
management company in a country other than the UK

(1)  the authority of a third country empowered by law or regulation with
responsibility for setting the countercyclical buffer rate for that third

country; or

(2)  the European Central Bank when it carries out the task of setting a
countercyclical buffer rate for an EEA State conferred on it by article
5(2) of Council Regulation (EU) No 1024/2013, conferring specific
tasks on the European Central Bank concerning policies relating to
the prudential supervision of credit institutions

(1)  [deleted]

(2)  (in BIPRU and GENPRU) an item of capital that is specified in

stages A(Core tier one capital), B (Perpetual non-cumulative
preference shares) or C (Innovative tier one capital) of the capital
resources table.

the sum calculated at stage F of the calculation in the capital resources table
(Total tier one capital after deductions).

an item of capital that falls into GENPRU 2.2.62R (Tier one capital:
General) and is eligible to form part of a firm s tier one capital resources.

an item of capital that is upper tier three capital or lower tier three capital.

the sum calculated at stage Q of the capital resources table (Total tier three
capital).

an item of capital that falls into GENPRU 2.2.242R (Tier three capital:
upper tier three capital resources) and is eligible to form part of a firm s
upper tier three capital resources.

(1)  [deleted]
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(2)  (in BIPRU, GENPRU and INSPRU) an item of capital that is
specified in stages G (Upper tier two capital) or H (Lower tier two

capital) of the capital resources table.

the sum calculated at stage | (Total tier two capital) of the calculation in the
capital resources table

a capital instrument that meets the conditions in GENPRU 2.2.159R
(General conditions for eligibility as tier two capital instruments) or
GENPRU 2.2.177R (Upper tier two capital: General) and is eligible to form
part of a firm s tier two capital resources.

the total risk exposure amount of a firm calculated in accordance with article
92(3) of the UK CRR (Own funds requirements).

(1)  (in BIPRU) has the meaning in BIPRU 1.2.29R (Trading book policy
statements) which is in summary a single document of a person
recording the policies and procedures referred to in BIPRU 1.2.26R
and BIPRU 1.2.27R.

(2)  (in IFPRU) the statement of policies and procedures relating to the

trading book.

GENPRU 1.3.13R(2) to (3) (General requirements: Methods of valuation
and systems and controls), GENPRU 1.3.14R to GENPRU 1.3.16R
(Marking to market), GENPRU 1.3.17R to GENPRU 1.3.25R (Marking to
model), GENPRU 1.3.26R to GENPRU 1.3.28R (Independent price
verification), GENPRU 1.3.30R to GENPRU 1.3.33R (Valuation
adjustments or reserves), GENPRU 2.2.86R (Core tier one capital: profit
and loss account and other reserves: Losses arising from valuation
adjustments) and GENPRU 2.2.248R to GENPRU 2.2.249R (Tier three
capital: lower tier three capital resources).

(for the purposes of IFPRU 10.3 (Countercyclical capital buffer) and in
accordance with article 7 of The Capital Requirements (Capital Buffers and
Macro-prudential Measures) Regulations 2014) the Bank of England.

a DLG by modification (firm level) in which each member is a UK ILAS
BIPRU firm. A firm with a UK DLG by modification cannot also have
a non-UK DLG by modification (firm level).

a company that is a:
(a)
(b)

UK bank; or

UK insurer; or
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(© UK incorporated parent undertaking of a company referred to in (a)
or (b) where the main business of the group to which the parent
undertaking and the company belong is financial services.

an ILAS BIPRU firm which has its registered office (or, if it does not have a
registered office, its head office) in the United Kingdom.

a UK firm that;

@ is not part of a group that is subject to consolidated supervision by
the FCA or the PRA or any other regulatory body; or

(b) is part of a group that is subject to consolidated supervision by
the FCA or the PRA and that group is not part of a wider group that
is subject to consolidated supervision by a regulatory body other
than the FCA or the PRA.

For the purposes of this definition:

(c)  Consolidated supervision of a group of persons means supervision of
the adequacy of financial and other resources of that group on
a consolidated basis.

(d) It is not relevant whether or not any supervision by
another regulatory body has been assessed as equivalent under
the CRD and UK CRR or the Financial Groups Directive.

(e) If the group is a consolidation group or financial conglomerate of
which the FCA or the PRA is lead regulator that is headed by
an undertaking that is not itself the subsidiary undertaking of
another undertaking the firm is a ‘UK lead regulated firm’.

This definition is not related to the defined term lead regulated firm.

a parent financial holding company in a Member State where the EEA State
in question is the United Kingdom.

@) a UK parent institution;
(b) a UK parent financial holding company; or
(© a UK parent mixed financial holding company.

(for the purposes of BIPRU 7 (Market risk)) to undertake a firm
commitment to buy a specified quantity of new securities on a given date
and at a given price if no other has purchased or acquired them; and so that:
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@) new is defined in BIPRU 7.8.12R (New securities);

(b) a firm still underwrites securities at a time before the exact quantity
of securities being underwritten or their price has been determined
if it is committed at that time to underwrite them when the quantity
and price is fixed,

(©) (in the case of provisions of the Handbook that distinguish between
underwriting and sub- underwriting) underwriting does not include
sub-underwriting; and

(d) (in any other case) underwriting includes sub-underwriting.

part of the initial fund of a mutual which the mutual is prevented from
including in its tier one capital resources as permanent share capital by
reason of GENPRU 2.2.64R because it is not fully paid.

(for the purposes of BIPRU 9 (Securitisation) and in relation to a
securitisation position) describes a securitisation position which does not
have an eligible credit assessment by an eligible ECAL.

[Note: Part 1 of Annex IX of the Banking Consolidation Directive
(Securitisation definitions)]

an item of capital that is specified in stage O of the capital resources table
(Upper tier three).

the sum calculated at stage O of the capital resources table (Upper tier
three).

an item of capital that meets the conditions in GENPRU 2.2.242R (Tier
three capital: upper tier three capital resources) and is eligible to form part
of a firm’s upper tier three capital resources.

(1)  [deleted]

(2)  (in BIPRU, GENPRU and INSPRU) an item of capital that is
specified in stage G of the capital resources table (Upper tier two
capital).

the sum calculated at stage G of the calculation in the capital resources
table (Upper tier two capital)

a capital instrument that meets the conditions in GENPRU 2.2.177R (Upper
tier two capital: General) and is eligible to form part of a firm’s upper tier
two capital resources.
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(in relation to risk modelling or estimation for the purposes of BIPRU) the
measure of risk described in BIPRU 7.10.146R (Requirement to use value at
risk methodology).

value at risk

(in BIPRU) an estimate by a VaR model of the worst expected loss on a
portfolio resulting from market movements over a period of time with a
given confidence level.

a value at risk model as described in BIPRU 7.10 (Use of a VValue at Risk
Model).

one of the following:

(@  the approach to calculating part of the market risk capital
requirement set out in BIPRU 7.10 (Use of a value at risk model);

(b)  (where the approach in (a) is being applied on a consolidated basis)
the method in (a) as applied on a consolidated basis in accordance
with BIPRU 8 (Group risk - consolidation); or

(c)  when the reference is to the rules of or administered by a regulatory
body other than the appropriate regulator, whatever corresponds to
the approach in (a) or (b), as the case may be, under those rules.

a requirement or a waiver that requires a BIPRU firm or a CAD investment
firm to use the VaR model approach on a solo basis or, if the context
requires, a consolidated basis.

has the meaning in BIPRU 7.10.115R (Capital calculations: General) which
in summary is (in relation to a business day and a VaR model) the VaR
measure, in respect of the previous business day’s close-0f-business
positions in products coming within the scope of the VaR model permission,
calculated by the VaR model and in accordance with BIPRU 7.10 (Use of a
Value at Risk Model) and any methodology set out in the VaR model
permission.

BIPRU 7.10.46R to BIPRU 7.10.52R (Model standards: Risk factors:
Specific risk) and BIPRU 7.10.107R (Backtesting: Specific risk
backtesting).

the potential loss due to fluctuations in implied option volatilities.

Page 81 of 177



whole-firm
liquidity
modification

write-down
and
conversion
powers

working day
0

zero-
specific-risk
security

FCA 2021/XX

a modification to the overall liquidity adequacy rule of the kind described in
BIPRU 12.8.22G.

the powers referred to in article 59(2) and in points (e) to (i) of article 63(1)
of RRD.

[Note: articles 2(1)(66) of RRD]

has the meaning in BIPRU 7.8.23R (Working day 0), which is in summary
(in relation to an underwriter) the business day on which a firm that is
underwriting or sub-underwriting becomes unconditionally committed to
accepting a known quantity of securities at a specified price.

a notional debt security used, for the purpose of calculating PRR, to
represent the interest rate general market risk arising from certain derivative
and forward transactions as specified in BIPRU 7.2 (Interest rate PRR).
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Amendments to the Senior Management Arrangements, Systems and Controls
sourcebook (SYSC)

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

1

1.1A

1.1A1

1.1A1A

Application and purpose

Application

G The application of this sourcebook is summarised at a high level in the
following table. The detailed application is cut back in SYSC 1 Annex

1 and in the text of each chapter.

Type of firm

Applicable chapters

Any other SMCR firm

Chapters 4 to 12, 18, 19D, 192 19F,
19G, 21, 22, 23, 24, 25, 26, 27, 28

Every other firm

Chapters 4 to 12, 18, 19D, 192 19F,
19G, 21, 22, 28

G The application of this sourcebook to specific firms that are not PRA-
authorised persons is summarised at a high level in the following table.
The detailed application is cut back in SYSC 1 Annex 1 and in the text of

each chapter.

MIFIDPRU investment firm
(including an overseas firm that
would have been an-H=PRU
nvestment-firm a MIFIDPRU
investment firm if it had been a
UK domestic firm, except that
SYSC 19G does not apply to
such a firm)

Type of firm Applicable chapters
HPRU-investment-firm Chapters 4 to 10, 12, 18, 19A19F.2

19F, 19G, 26; 21, 22, 23, 24, 25, 26,
27, 28
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1.4 Application of SYSC 11 to 28

1.4.1A R SYSC 12,-SYSC19A;-SYSC-19D,-S¥SC-20 and SYSC 21 do not apply to a
firm in relation to its carrying on of auction regulation bidding.

1.4.1B G Apart from SYSC 12;-SYSC19A-SYSC-19B,-S¥YSC20 and SYSC 21 which
are disapplied by SYSC 1.4.1AR, the other chapters of SYSC 11 to SYSC
17 do not apply in relation to a firm’s carrying on of auction regulation
bidding because they only apply to an insurer. SYSC 18 provides
guidance on the Public Interest Disclosure Act. Other chapters of SYSC
may not apply to auction regulation bidding, for example because an
exempt MiFID commaodities firm will not be a MIFIDPRU investment
firm.

Insert the following new section, SYSC 1.5, after SYSC 1.4 (Application of SYSC 11 to 28).
The text is not underlined.

1.5 Significant SYSC firm
Purpose
151 G 1) The purpose of SYSC 1.5 is to set out the definition of a

significant SYSC firm.

2 The following governance requirements in SYSC apply by
reference to the term significant SYSC firm:

@) SYSC 4.3A.6R on the limitations in the number of
directorships;

(b) SYSC 4.3A.8R on the nomination committee; and

(©) SYSC 7.1.18R and SYSC 7.1.18AAR on the risk
committee.

3) MIFIDPRU investment firms are not subject to SYSC 4.3A.8R or
SYSC 7.1.18R, and should refer instead to MIFIDPRU 7.3.

4) The definition of significant SYSC firm is also relevant in
determining whether a firm is an enhanced scope SMCR firm for
the purposes of the senior managers and certification regime.

Definition of a significant SYSC firm
1.5.2 R A firm is a significant SYSC firm if it meets one or more of the following

conditions:
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its total assets exceed £530 million;
its total liabilities exceed £380 million;

the annual fees and commission income it receives in relation to
the regulated activities carried on by the firm exceeds £160
million in the 12-month period immediately preceding the date the
firm carries out the assessment under this rule;

the client money that it receives or holds exceeds £425 million;
and

the assets belonging to its clients that it holds in the course of, or
in connection with, its regulated activities exceeds £7.8 billion.

This rule defines some of the terms used in SYSC 1.5.2R.
“Total assets” means the firm’s total assets:

(a) assetoutin the most recent relevant report submitted to the
FCA under SUP 16.12 (Integrated Regulatory Reporting);
or

(b)  (where the firm carries out the assessment under SYSC
1.5.4R at any time after the date of its most recent report in
(@)) as the firm would report to the FCA in accordance with
the relevant report, as if the reporting period for that report
ended on the date of the assessment.

“Total liabilities” means the firm’s total liabilities:

(@) assetoutin the most recent relevant report submitted to the
FCA under SUP 16.12 (Integrated Regulatory Reporting);
or

(b)  (where the firm carries out the assessment under SYSC
1.5.4R at any time after the date of its most recent report in
(@)) as the firm would report to the FCA in accordance with
the relevant report, as if the reporting period for that report
ended on the date of the assessment.

“client money” means client money that a firm receives or holds
in the course of, or in connection with, all of the regulated
activities that it carries on:

(@) assetout in the most recent client money and client asset
report submitted to the FCA under SUP 16.12 (Integrated
Regulatory Reporting); or

(b)  (where the firm carries out the assessment under SYSC
1.5.4R at any time after the date of its most recent report in
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(@)) as the firm would report to the FCA in accordance with
the relevant report, as if the reporting period for that report
ended on the date of the assessment.

5) “Assets belonging to its clients” means the assets to which the
custody rules apply:

(@) assetoutin the most recent client money and client asset
report submitted to the FCA under SUP 16.12 (Integrated
Regulatory Reporting); or

(b)  (if the firm carries out the assessment under SYSC 1.5.4R at
any time after the date of its most recent report in (a)) as the
firm would report to the FCA in accordance with the
relevant report, as if the reporting period for that report ends
on the date the assessment is carried out.

A firm must assess regularly whether it becomes a significant SYSC firm.

(D) If a firm, at any time, becomes aware that it is likely to become a
significant SYSC firm, it must forthwith make arrangements to
establish and have in place sound, effective and comprehensive
strategies, processes and systems to achieve compliance with the
requirements that apply to a significant SYSC firm.

(2) The firm in (1) must comply with the requirements that apply to a
significant SYSC firm on the expiry of a period of 3 months from
the date it meets any one of the conditions in SYSC 1.5.2R.

If a firm that is a significant SYSC firm ceases to meet any of the
conditions in SYSC 1.5.2R, it must continue to comply with the rules and
requirements applicable to a significant SYSC firm until the first
anniversary of the date on which the firm ceased to be a significant SYSC
firm.

The FCA may, on a case-by-case basis, require a firm which does not
meet any of the conditions in SYSC 1.5.2R to comply with the rules and
requirements that apply to a significant SYSC firm if the FCA considers it
appropriate to do so to meet its strategic objective or to advance one or
more of its operational objectives under the Act.

(@) A firm may apply to the FCA under section 138A of the Act to
waive any one or more of the conditions in SYSC 1.5.2R if it
believes that one or more of the governance requirements in (2)
that apply to a significant SYSC firm may be disproportionate. In
its application for a waiver, the FCA expects the firm to
demonstrate that it should not be considered as significant, taking
into account the size, nature, scope and complexity of its
activities, any membership of a group and the internal
organisation of that group.
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2 The governance requirements referred to in (1) are:

(@ SYSC 4.3A.6R on the limitations in the number of
directorships;

(b) SYSC 4.3A.8R on the nomination committee; or
(c) SYSC 7.1.18 R on the risk committee.

3 The effect of such waiver is that the firm would not be a
significant SYSC firm only for the purpose of the particular
governance requirement in (2) that the waiver is expressed to
apply to. For the avoidance of doubt, such a firm would still be a
significant SYSC firm for the purpose of the other rules in the
FCA Handbook that apply to a significant SYSC firm, except
where expressly otherwise provided for.

Amend the following as shown.

1 Annex  Detailed Application of SYSC
1

Part 3 Tables summarising the application of the common platform
requirements to different types of firm

Common platform firm

3.2

® | ®

3.2-ZA A common platform firm that is a MIFIDPRU investment firm should
read SYSC 4 to SYSC 10 together with MIFIDPRU 7. While
MIFIDPRU investment firms are not in scope of the requirements in
SYSC 4.3A.8R and SYSC 7.1.18R regarding nomination and risk
committees, certain MIFIDPRU investment firms are required by
MIFIDPRU 7.3.1R and MIFIDPRU 7.3.5R to establish nomination and

risk committees.

MiFID optional exemption firm and a third country firm

3.2D R
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)

In (1), ‘significant’ means a MiFID optional exemption firm

that meets-one-ofmore-of-the-conditionstr-paragraphs-{te{5)

of HFPRU-1.2.3R-and-relatedrules-and-guidanee is a significant
SYSC firm.

Table A: Application of the common platform requirements in SYSC 4 to SYSC 10

Provision | COLUMN A COLUMN A+ COLUMN A++ COLUMN B
SYSC 4 | Applicationtoa | Applicationtoa | Applicationtoa | Application to all
common UCITS full-scope UK other firms apart
platform firm management AIFM of an from insurers, UK
other than to a company authorised AlF ISPVs, managing
UCITS agents, the
investment firm Society, full-
scope UK AIFMs
of unauthorised
AlFs, MiFID
optional
exemption firms
and third country
firms
SYSC Rule fora Rule for a BIPRU  Not applicable Third country
41.1CR | BIRRUHirm firm-thatisa [deleted] BIPRU-firms:
[deleted] UCHS-investment Rule
firm [deleted] Other firms: Not
apphicable
[deleted]
SYSC Rule-fora Rule-foraBIPRY | Notapplicable Notapplicable
4.1.2AAR | BIRRU-firm firmthatis a [deleted] [deleted]
[deleted] UCHSnvestment
firm [deleted]
SYSC Rule (except Rule for a CRR Not applicable Not applicable
4.3A.-1R | feran-AlFEM firm-thatisa [deleted] [deleted]
thatis-neta firm [deleted]
CRR-firm)
[deleted]
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SYSC Rule {except Rule for a €RR Not applicable Not applicable
43A.1R | feranAEM firm-thatisa

vestmentfirm | UCITS investment

thatis-neta firm

CRRAHm}
SYSC Rule {except Rule for a €RR Not applicable Not applicable
4.3A.1AR | foran-AlEM Hrmthatisa

tnvestmentfirm | UCITS investment

thatishota firm

CRR-firm)
SYSC Rule {exeept Rule for a €RR Not applicable Not applicable
4.3A2R | feranAlEM firm-thatisa

nvestment-firm | UCITS investment

thatishota firm

CRRfirm)
SYSC Guidance Guidance for a Not applicable Not applicable
4.3A.2AG | (exeeptforan | CRR-firmthatisa

AEM UCITS investment

vestment-firm | firm

thatis-neta

CRRfirm)
SYSC Rule {execept Rule for a GRR Not applicable Not applicable
4.3A.3R | foranAlEM firmthatisa

tvestmentfirm | UCITS investment

that is not a firm

CRR-firm)
SYSC Guidance Guidance for a Not applicable Not applicable
4.3A.3AG CRRfirm-that-isa

UCITS investment
firm

SYSC Rule {except Rule for a €RR Not applicable Not applicable
4.3A4R | feranAlEM Hemthatisa

nvestmentfirm | UCITS investment

thatisheta firm

CRRfirm)
SYSC Rule {exeept Rule for a ERR Not applicable Not applicable
4.3A5R | feranAlEM firm-that-isa

vestment-firm | UCITS investment

thatis-neta firm

CRR firm)
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SYSC Rule {exeept Rule for a €RR Not applicable Not applicable
4.3A.6R | foranAlFEM firmthatisa
vestmentfirm | UCITS investment
thatisnota firm
CRRfirm)
SYSC Rule {except Rule for a €RR Not applicable Not applicable
4.3A.7TR | foran-AlFM Frm-thatisa
nvestmentfirm | UCITS investment
thatisneta firm
CRR firm)
SYSC Rule (except Not applicable Not applicable Not applicable
4.3A.7AR | for a
MIFIDPRU
investment
firm)
SYSC Guidance for a | Guidance for a Not applicable Not applicable
4.3A.7BG | MIFIDPRU UCITS investment
investment firm | firm
SYSC Rule {exeept Rule fora CRR Not applicable Not applicable
4.3A.8R | foran-AlFM firmthatisa
thatisnota firm Not
CRR firm) applicable
(except for a
MIFIDPRU
investment
firm)
SYSC Rule {except Rule for a GRR Not applicable Not applicable
4.3A9R | foranAlFM firm-thatisa
tavestmentfirm | UCITS investment
thatisnota firm
CRR firm)
SYSC Rule {except Rule for a €RR Not applicable Not applicable
4.3A.10R | foran-AlEM Frrm-thatisa
vestmentfirm | UCITS investment
thatisnota firm
CRR-firm)
SYSC Rule applicable | Rule-feraCRR Not applicable Not applicable
4.3A.11R | to CRR firms firm-thatisa
UCITS investment
firm Not
applicable
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Provision COLUMN A COLUMN A+ COLUMN A++ COLUMN B
SYSC7 Applicationto | Applicationtoa | Applicationtoa | Application to all
a common UCITS full-scope UK other firms apart
platform firm management AIFM of an from insurers,
other than to a company authorised AlF UK ISPVs,
UCITS managing agents,
investment firm the Society, full-
scope UK AlIFMs
of unauthorised
AlFs, MiFID
optional
exemption firms
and third country
firms
SYSC Guidance for a | RuleferaJCITS | Not applicable Guidance
7.1.4AG MIFIDPRU mvestment firm;
investment firm | etherwise
guidance
Guidance for a
UCITS
investment firm
SYSC Guidance Rulefora UCITS | Guidance Not Guidanee Not
7.1.7BG apphes-onlyto | investmentfirm; | applicable applicable
aBIPRU-firm | otherwise
Guidance guidanee Not
applicable toa | applicable
CRR firm
SYSC Guidance Guidance applies
7.1.7BBG | apphesonlyto | enlytoaBIPRY | [deleted] [deleted]
[deleted] gecHs
nvestment firm
[deleted]
SYSC Guidance Guidance applies | Not applicable Not applicable
7.1.7BDG | appliesonly to | only to a UCITS

investment firm
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a MIFIDPRU
investment firm
SYSC Rule appliesto Rule for a UCITS
7.1.9R aBIPRUfirm | investmentfirm; | [deleted] [deleted]
[deleted] otherwise-not
apphicable
[deleted]
SYSC Rule-apphieste | Rulefora UCHS
7.1.10R aBIPRUfirm | investmentfirm; | [deleted] [deleted]
[deleted] otherwise-not
apphicable
[deleted]
SYSC Rule appliesto Rule for a UCITS  Not applicable Not applicable
7.1.11R aBIPRU-firm | investmentfirm; | [deleted] [deleted]
[deleted] otherwise-not
apphicable
[deleted]
SYSC Guidance Rule fora UCITS  Notapphicable Netapphicable
7.1.12G apphes-toa vestment-firm; | [deleted] [deleted]
BIPRU-firm otherwise-not
[deleted] apphicable
[deleted]
SYSC Rule-apphiesto | RuleforaUCHS | Notapphcable Not-apphicable
7.1.13R - aBIPRU-firm | investmentfirm; | [deleted] [deleted]
7.1.16R [deleted] otherwise-not
apphicable
[deleted]
SYSC Rule-appliesto | Notapplicable Notapphicable Not-apphicable
7.1.16CR | aCRRfirm [deleted] [deleted] [deleted]
[deleted]
SYSC Rule applies to | RuleforaJCIFS | Not applicable Not applicable
7.1.17R a CRR firm nvestment-firm
thatis-a-CRR
not applicable
Not applicable
SYSC Rule applies to | RuleforaUCIHS | Not applicable Not applicable
7.1.18R a CRR firm nvestment-firm
thatis-a-CRR

Page 92 of 177



FCA 2021/XX

fiem—ot -

netappheable
Not applicable

SYSC
7.1.18AAG

Guidance
appliesto a
CRR firm

Not applicable

Not applicable

Not applicable

SYSC
7.1.18BR

Rule applies to
a CRR firm

firm_ot )

notapphicable
Not applicable

Not applicable

Not applicable

SYSC
7.1.19R

Rule applies to
a CRR firm

fiem_otherwi

notapphicable
Not applicable

Not applicable

Not applicable

SYSC
7.1.19R

Rule applies to
a CRR firm

Not applicable

Not applicable

Not applicable

SYSC
7.1.20R

Rule applies to
a CRR firm

fiem_otherwi

notapphicable
Not applicable

Not applicable

Not applicable

SYSC
7.1.21R

Rule applies to
a CRR firm

. .
thatisa-CRR

firrm ot )
not applicable
Not applicable

Not applicable

Not applicable

SYSC
7.1.22R

Rule applies to
a CRR firm

Rulefora UGS
. .
thatisa-CRR
irrmot )

Not applicable

Not applicable
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not applicable
Not applicable

Table B: Application of the common platform requirements in SYSC 4 to SYSC 10 to

MiFID optional exemption firms and third country firms

Provision COLUMN A COLUMN B
MiFID optional exemption firms Third country firms

SYSC 4

SYSC Netapplicable

411CR

S¥YSC Notapphcable Not-applicable

412AAR

SYSC Not applicable

43A-1R
SYSC 7

SYSC Not applicable Not applicable

7.17BBG

S¥YSE Net-applicable Netapplicable

7.19R

SYSC Not applicable Not applicable

7.1.10R
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SYSC Not applicable Not applicable
R

SYsc Notapplicable Notapphicable
1126

SYSC Net-applicable Netapphicable
+113R—

+116R

SYSC Not apphicable Not applicable
+116CR

4 General organisational requirements

4.1 General requirements

4.1.1(: R = | ll'l= rd a RI1DL

BIRPRU-Remuneration-Code- [deleted]

4.1.2 R For a common platform firm, the arrangements, processes and
mechanisms referred to in SYSC 4.1.1R must be comprehensive and
proportionate to the nature, scale and complexity of the risks inherent
in the business model and of the common platform firm’s activities and
must take into account the specific technical criteria described in
article 21(3) of the MiFID Org Regulation, SYSC 5.1.7R, SYSC 7 and
whichever of the following as is applicable:

(1)  (forafirm to which SYSC 19A applies) SYSC 19A (IFPRU
Remuneration-Code) [deleted];

(2) (for a full-scope UK AIFM) SYSC 19B (AIFM Remuneration
Code);

(3)  (forafirm to which SYSC 19C applies) SYSC 19C (BIPRU
Remuneration-Code) [deleted];

4) (for a firm to which SYSC 19D applies) SYSC 19D (Dual-
regulated firms Remuneration Code); ef
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(5) (for a firm to which the remuneration part of the PRA Rulebook
applies) the remuneration part of the PRA Rulebook:; or

(6)  (forafirm to which SYSC 19G applies) SYSC 19G (MIFIDPRU
Remuneration Code).

i i iteri ibed i - [deleted]

Management body and nomination committee

R -SYSC43A6R-and-SYSC4-3A8R a-commenplatform-firm-thatis
ignifi sighificanttFPRU-firm: [deleted]

R (1)  Acommon platform firm that is significant a significant SYSC
firm must ensure that the members of the management body of
the firm do not hold more than one of the following
combinations of directorship in any organisation at the same
time:

(@) one executive directorship with two non-executive
directorships; and

(b) four non-executive directorships.

(2)  Paragraph (1) does not apply to members of the management
body that represent the United Kingdom.

[Note: article 91(3) of CRD and article 9(1) of MiFID]

Nomination Committee

R SYSC 4.3A.8R does not apply to a common platform firm that is a
MIFIDPRU investment firm.

(@)

The regulatory requirement for certain MIFIDPRU investment firms to
establish nomination committees is contained in MIFIDPRU 7.3.5R.
However, all MIFIDPRU investment firms are still subject to SYSC
4.3A.9R and 4.3A.10R.

R A common platform firm that is significant a significant SYSC firm
must:
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(1)  establish a nomination committee composed of members of the
management body who do not perform any executive function

in the firm;

(2)  ensure that the nomination committee is able to use any forms
of resources the nomination committee deems appropriate,

including external advice; and

3 ensure that the nomination committee receives appropriate

funding.

[Note: article 88(2) of CRD and article 9(1) of MiFID]

Employees, agents and other relevant persons

Skills, knowledge and expertise

Application to a common platform firm

G For a common platform firm:

2 the rules and guidance apply as set out in the table below:

Subject Applicable rule or
guidance
Certificationreghme SYSCG-5:2 [deleted]
Compliance, internal audit and financial crime
Compliance
Compliance function
R In setting the method of determining the remuneration of relevant

persons involved in the compliance function:
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(4)

Risk control

Risk control
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. I i 1Lal I N
the-Remuneration-Code; [deleted]

. I i 1] al I N
the-BIPRU-Remuneration-Code; [deleted]

firms that SYSC 19D applies to will also need to comply with
the dual-regulated firms Remuneration Code; anéd

firms that the remuneration part of the PRA Rulebook applies to
will also need to comply with it:; and

firms that SYSC 19G applies to will also need to comply with
the MIFIDPRU Remuneration Code.

Risk management

MIFIDPRU

y ageys
a a¥a! 199 ala N a N \A alalla
O "av o oYV IJ

measures-to-prevent-or-mitigate-the-risk-of-business-fatlure: MIFIDPRU

investment firms should refer to MIFIDPRU 7 for more specific details on

risk management expectations.

G

G
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7.111

7.1.12

7.1.13

7.1.14

7.1.15

7.1.16
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G In setting the method of determining the remuneration of employees

involved in the risk management function, firms that SYSC 19G applies to
will also need to comply with the MIFIDPRU Remuneration Code.

Risk control additional provisions

R 0 d
i j is: [deleted]

R

R

R

used to ensure that the policy is correctly implemented. [deleted]

Residual risk

R », = wmn 9 a /-ea AL i a
I he risk 1 o lit rick miticat] hni I
i i - [deleted]
Market risk

R A-BIPRU-firm-mustimplement policies-and-processesfor-the ]

icing £ ol ol 7 I e
Hm- i pvities: [deleted]

Operational risk

Page 99 of 177



FCA 2021/XX

isk . ioul I . ional risk for t
prrposes-ofthose-pohcies-and-procedures. [deleted]

Additional rules for CRR firms

7.1.16C R

Jrl;FlF%u—\Equor [deleted]

7.1.18AA G A CRR firm which is not a sigrificant- H-PRU-firm significant SYSC firm
may combine the risk committee with the audit committee.

[Note: article 76(3)of CRD]

12 Group risk systems and controls requirements

12.1 Application

12.1.1 R Subject to SYSC 12.1.2R to SYSC 12.1.4R, this section applies to each of
the following which is a member of a group:

(1)  Afirm that falls into any one or more of the following categories:

(@)

(b)
(©)
(ca)
(d)
(€)

a-regulated-entity-thatis: an investment firm that is not a

designated investment firm;
aE_n |||u95| E“'e'E'.E.;I" H I_e;ae;ept a-designated-tnvestment
Gi) _I' . .- -. tosi - ¥ .

that is a subsidiary undertaking of a UK parent
inctitution that . e

[deleted]
an insurer;
a UK ISPV;

aBHPRU-firm [deleted];

apat e“;. Imeu_lellall Illell_slmg con peulyl H t_he S g|| 2 QI;
of the-following: a UK parent entity of an investment firm
group that is subject to prudential consolidation under
MIFIDPRU 2.5 or to the group capital test under
MIFIDPRU 2.6; and
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()  aUkKconsolidation-group;-or
()  anFCA-censolidation-group;and
() a firm subject to the rules in IPRU(INV) Chapter 14.

G For the purposes of SYSC 12.1.8R, 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-analysisregquired-by-the PRA-Rulebook:

CRR firms and non-CRR firms that are parent financial holding companies in
the United Kingdom or UK parent financial holding companies

R If this rule applies under SYSC 12.1.14R to a firm, the firm must:

(1)

(2)

comply with SYSC 12.1.8R(2) in relation to any UK consolidation
group er—+-appheablenon-UkK-sub-group of which itis a

member, as well as in relation to its group; and

ensure that the risk management processes and internal control
mechanisms at the level of any consolidation group e+

appheablenen-Uk-sub-gredp of which it is a member comply
with the obligations set out in the following provisions on a
consolidated (or sub-consolidated) basis:

@) SYSC 4.1.1R and SYSC 4.1.2R;

(b)  SYSC4.1.7R;

(bA) SYSC 4.3A;

(©) SYSC 5.1.7R;

(d) SYSCT,

(dA) the-Remuneration-Coderor the dual-regulated firms
Remuneration Code, whicheveris if applicable;
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(3)
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BIPRU-12.411AR; [deleted]

[Note: article 109(2) of CRD]

ensure that compliance with the obligations in (2) enables the

consolidation group er—H-appheable-the-nen-UkK-sub-greup to

have arrangements, processes and mechanisms that are consistent
and well integrated and that any data relevant to the purpose of
supervision can be produced.

[Note: article 109(2) of CRD]

[deleted]

Whistleblowing

Whistleblowing obligations under the MiFID regime and other sectoral

legislation

Whistleblowing obligations under other sectoral legislation

G

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

(2)

I - hich imol L artic] 3y of
[deleted]
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19D Dual-regulated firms Remuneration Code

19D.2 General requirement

Remuneration policies must promote effective risk management

19D.22 G

(3)  The FCA may also ask remuneration committees to provide it
with evidence of how well the firm s remuneration policies
meet the dual-regulated firms Remuneration Code’s principles,
together with plans for improvement where there is a shortfall.
Fe _g, ‘ alse_ expeets 'EIE“E.“'G i 1510456 the pl_lnelples H
asSesstig t_l|e|| e;le_pe_sule o ||sles£ alus_mg “9';' tl'e." Lad
assessment-process-(HCAAP)

19D.3 Remuneration principles
Application: groups

19D.31 R (1)  Afirm 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 outside the United Kingdom.

(2)  Paragraph (1) does not limit SYSC 12.1.13R(2)(dA) (which
relates to the application of the dual-regulated firms
Remuneration Code within UK consolidation groups and-ren-

UK sub-groups).

Remuneration Principle 11: Non-compliance with the dual-regulated firms
Remuneration Code

19D.3.34 R A firm must ensure that variable remuneration is not paid through
vehicles or methods that facilitate non-compliance with obligations
arising from the Remuneration-Cede Dual-regulated Remuneration
Code, the UK CRR or the UK legislation that implemented the CRD.
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[Note: article 94(1)(q) of the CRD]

Remuneration Principle 12(d): Remuneration structures - ratios between fixed
and variable components of total remuneration

19D.350 R A firm must ensure that any approval by its shareholders or owners or
members, for the purposes of SYSC 19D.3.49R, is carried out in
accordance with the following procedure:

(3)  the firm must:

@ without delay, inform the FCA of the recommendation
to its shareholders or owners or members, including the
proposed higher ratio and the reasons therefor; and

(b) demonstrate to the FCA that the proposed higher ratio
does not conflict with its obligations under the UK
legislation that implemented the CRD and the UK CRR,

having particular regard to the firm’s ewn-funds own
funds obligations;

SYSC 20 (Reverse stress testing) is deleted in its entirety. The deleted text is not shown but
the chapter is marked [deleted] as shown below.

20 Reverse stress testing [deleted]
Amend the following as shown.

21 Risk control: additional guidance

21.1 Risk control: guidance on governance arrangements

Chief Risk Officer

21.1.2 G (1) A Chief Risk Officer should:
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provide risk-focused advice and information into the
setting and individual application of the firm s
remuneration policy (Where-the Remuneration-Code
SYSC19C-3-15E. Where the MIFIDPRU Remuneration
Code applies, see in particular SYSC 19G.3.2G (2). Where
the dual-regulated firms Remuneration Code applies, see
in particular SYSC 19D.3.16E. Where the remuneration
part of the PRA Rulebook applies, see the PRA’s
Supervisory Statement on Remuneration).

Senior managers and certification regime: Introduction and classification

Definition of SMCR firm and different types of SMCR firms

Part Nine: Other qualification conditions for being an enhanced scope SMCR

firm

R

A firm meets a qualification condition for the purposes of identifying
an enhanced scope SMCR firm under the flow diagram in Part One of
this Annex if it meets one of the following criteria:

the firm is a sightficant-H=PRU-firm significant SYSC firm;

Part Ten: When a firm becomes an enhanced scope SMCR firm

SYSC 23 Annex 1 10.1R and SYSC 23 Annex 1 10.3R mean that a firm
becomes an enhanced scope SMCR firm under Part 9 of this Annex on
the date in column (2) of the table in SYSC 23 Annex 1 10.5G.

Table: Date firm becomes an enhanced scope firm
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Quialification condition

Date firm becomes an enhanced scope SMCR

firm

The firm is a sigaificantHFPRU-firm
significant SYSC firm

It becomes an enhanced scope SMCR firm one
year and three months after the date in HF=RPRY
123R SYSC 1.5.2R (the three-month period in
JFRPRU-1.2.6R(2) SYSC 1.5.5R(2) plus the one

year in this Part).

27

27.8

27.8.15

Senior managers and certification regime: Certification regime

Definitions of the FCA certification functions

Material risk takers

R

Table: Definition of material risk taker

Type of SMCR firm

Employees included

(1) An SMCR banking firm,
including an EEA SMCR banking
firm

Each member of the dual-
regulated firms Remuneration
Code staff of the firm in column
(1) of this row (1).

This includes any person who
meets any of the criteria set out in
Takers-Regulation articles 6 to 8
of the Material Risk Takers
Requlation 2020 (criteria to
identify categories of staff whose
professional activities have a
material impact on an institution’s
risk profile).

(4) A firm falling-within-SYSC
1 (applicati icions £
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the-remunerationcodefor IFPRY
) frms).includi
EEA SMCRfirm subject to SYSC

firm-incolumn-(1). Each staff

member identified as a material
risk taker of the firm in column

19G.5 (application of
remuneration requirements to
material risk takers) including an
overseas SMCR firm

().

(8) Afirm-falling-within SYSC

1 (applicat - F
remuneration-code for BIRRU
Fiems)) includi
firm [deleted]

Note: The definition of the persons included in column (2) applies in
relation to an EEA SMCR firm in one of the rows of column (1) in the
same way as it does to other overseas SMCR firms in that row. The
definitions of dual-regulated firms Remuneration Code staff,
Remuneration-Code-staff; and AIFM Remuneration Code staff and
BIRPRU-Remuneration-Code-staff apply accordingly.

Where an overseas SMCR firm would be subject to SYSC 19G.5if it

were a UK SMCR firm, row (4) applies in the same way as it applies to

UK SMCR firms, and the definition of material risk taker in column (2)

applies accordingly.

TP 3 Remuneration codes

Part A IFPRU Remuneration Code [deleted]
1 R | fdeleted]

2 R | fdeleted}

3 R | fdeleted]

4 G | fdeleted]

5 G | fdeleted]

SIFCAHPRA} | R | fexpired]
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SATFCAL R
[PRA}
6BIFGA] &
[PRA}
a G
Sch 2 Notification requirements
2.1 G
(3) Table
Handbook Matter to be notified Content of the | Trigger event
reference notification
SYSC Where an overseas firm deems an | Matter described | Matter
[deleted] Code staff 19A.3.4R(3) SYSC
FOA3ARE
[deleted] approve a higher maximum ratio SYSC SYSC
components of total remuneration
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Chapter/
Appendix

Section/
Annex

Paragraph

Right of action under section 138D

For private
person?

Removed?

For other
person?

SYSC 11to
SYSC19A;
and-SYSC
19D SYSC
21

No

Yes SYSC
1.4.2R

No
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Annex C
Amendments to the Code of Conduct sourcebook (COCON)

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

4 Specific guidance on individual conduct rules

4.2 Specific guidance on senior manager conduct rules

SC2: You must take reasonable steps to ensure that the business of the firm
for which you are responsible complies with the relevant requirements and
standards of the regulatory system.

4.2.16 G The following is a non-exhaustive list of examples of conduct that
would be in breach of rule SC2.

(8)

(e) the method of determining the remuneration complies,
where applicable, with the Remuneration-Code
remuneration codes set out in SYSC 19B, SYSC 19D,
SYSC 19E and SYSC 19G or, for a Solvency Il firm or a
small non-directive insurer, other relevant requirements
in relation to remuneration;-as-wel-as-theseremuneration
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Annex D

Amendments to the General Provisions (GEN)

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

2.2

2.2.30

2.2.31

Interpreting the Handbook

Interpreting the Handbook

Rules and guidance applying while a firm has temporary permission — capital
adequacy requirements

R (1)  Nothing in GENPRU, BIRRUHFPRY; MIFIDPRU, INSPRU,
MIPRU, IPRU(FSOC), IPRU(INS) or IPRU(INV) applies to a
TP firm, except for the provisions in (2).

(2)  Tothe extenta TP firm carries on the relevant regulated
activity, the following apply by virtue of GEN 2.2.26R:

(3  INSPRU 1.5.33R;
(b) MIPRU
(©)  IPRU(FSOC);

(d) IPRU(INV) 5,6, 9; 12 and 13, except that rules relating
to capital adequacy in these chapters, which would
apply to a TP firm through the operation of GEN
2.2.26R(2), do not apply to that TP firm. Specifically,
the financial resources requirements for depositaries of
UCITS schemes and depositaries of certain AlFs in
IPRU(INV) 5, and requirements involving the holding
of professional indemnity insurance which relate to
capital adequacy in IPRU(INV) 9-and 13.

G

(6)  For the purpose of this guidance, rules relating to capital
adequacy comprise rules relating to the adequacy of a firm s
financial resources, including both capital resources and
liquidity resources. However, rules relating to capital
adequacy do not include rules involving the holding of
professional indemnity insurance, except where such rules are
tied to capital adequacy requirements by a form of optionality
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HPRPRUMNA-13-2A3R). Therefore, rules involving the holding
of professional indemnity insurance may apply to a TP firm
by virtue of GEN 2.2.26R, but if such rules are tied to capital

adequacy requirements, they cannot apply by virtue of GEN
2.2.26R(2).
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Annex E
Amendments to the Fees manual (FEES)

[Editor’s note: The text in this Annex takes into account the changes suggested by CP20/22:
Regulatory fees and levies: policy proposals for 2021/22 as if they were made.]

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

1 Fees Manual
1.1 Application and purpose
1.1.1 G 1) FEES applies to all persons required to pay a fee or levy under

a provision of the Handbook. The purpose of this chapter is to
set out to whom the rules and guidance in FEES apply.

(3) FEES 3 (Application, Notification and Vetting Fees) covers
one-off fees payable on a particular event for example:

(@) various application fees (including those in relation to
authorisation, variation of RART-4A-permission Part 4A
permission, registration as a CBTL firm, authorisation of
a data reporting services provider; and listing and-the

Basel Capital Accord); and

3 Application, Notification and Vetting Fees

3.2 Obligation to pay fees

3.2.7 R Table of application, notification, vetting and other fees payable to the
FCA

Part 1A: Application, notification and vetting fees
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(1) Fee payer (2) Fee payable (£) by Due date
reference to the pricing
category in FEES 3
Annex 1A
(0) Hrrelationtoa H-YUnless{(2)-apphies; Where the-firm-hasmade
B1j firma i _ lication direct]
permissiontouseoneof | Tul o una the-date-the-application
the-advanced-prudential | anolication £ s-madeotherwise
listod i the permission or fioe the fi
application (where the
amendments-to-those £ i [deleted]
approaches: [deleted] | ith-(1)
must-pay-50%-of the-fee
licable to i |
FEES3-Annex-6-but
only in respect of that
| aonlicati
(b) No fee is payable by
e in rolati
Y
sFueeessIuI_ap_pllelatlenl
on a minded to grant
ocision | ”
same-matter followinga
o
eel_nplete & pphication o
gu_mlanee H aceordance
”'ltl' presel toed
requirements: [deleted]
(0a) Either: H-Unless{(2)-apphies; Where the-firm-has-made
(1) a Tirm applying to the
FCA 2Ha)yYUnless{(b)apphies the-FCA-on-o b_elel_e
for-permission-to-use a firm submitting a . ool )
one-of the-internal Ml within-30-days-after the
FEES3-Annex-6A{or geHdance deseribed 1 that-its- EEA-parent’s
guidance on its consohdatingsupervisor
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[deleted]

column-1: [deleted]

has requested assistance.
[deleted]

FEES 3 Annex 6 (Fees payable by a BIPRU firm for a permission or guidance on its
availability in connection with the BCD and/or CAD) and FEES 3 Annex 6A (Fees payable
for a permission or guidance on its availability in connection with the UK CRR) are deleted
in their entirety. The deleted text is not shown but the chapters are marked [deleted] as shown

below.

3 Annex
6

3 Annex
6A

Fees payable by a BIPRU firm for a permission or guidance on its
availability in connection with the BCD and/or CAD [deleted]

Fees payable for a permission or guidance on its availability in
connection with the UK CRR [deleted]
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Annex F

Amendments to the General Prudential sourcebook (GENPRU)

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

GENPRU 1 (Application) is deleted in its entirety. The deleted text is not shown but the
chapter is marked [deleted] as shown below.

Application [deleted]

Amend the following as shown.

3.1

3.1.2

3.1.2A

Cross sector groups

Application
Purpose
G GENPRU 3.1 implements implemented requirements that-correspend-to in

(@)

the Financial Groups Directive. However, material on the following topics
is to be found elsewhere in the Handbook as follows:

(1) further material on third-country financial conglomerates can be
found in GENPRU 3.2;

(2) SUP 15.9 contains notification rules for members of financial
conglomerates;

(3) material on reporting obligations can be found in SUP 16.12.32R
and SUP 16.12.33R; and

4) material on systems and controls in financial conglomerates can be
found in SYSC 12.

GENPRU 3.1 has been amended to reflect the introduction of a new
prudential regime for MiFID investment firms (MIFIDPRU). This new
regime streamlines and simplifies the prudential requirements for
MIFIDPRU investment firms. It refocuses prudential requirements and
expectations away from the risks a firm faces to also consider, and look to
mitigate, the potential for harm these firms can pose to consumers and
markets. If a financial conglomerate for which the FCA is the coordinator
considers the amendments to GENPRU 3.1 do not appropriately reflect the
risks and potential harms to which its activities give rise, it should contact
the FCA to discuss how the rules could be modified to do so.
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Introduction: identifying a financial conglomerate

If a mixed financial holding company is subject to equivalent provisions
under this Chapter and under UK prudential sectoral legislation in relation
to the insurance sector as and the FCA is the coordinator, the FCA may, on
application by the firm, disapply such provisions of the UK prudential
sectoral legislation with regard to that undertaking which are considered by
the FCA as equivalent to those applying to the firm under GENPRU 3.1.

Capital adequacy requirements: introduction

G

G

The capital adequacy provisions of GENPRU 3.1 are designed to be applied
to EEA-based financial conglomerates.

Annex | of the Financial Groups Directive laid down three methods for
calculating capital adequacy at the level of a financial conglomerate. Those
three methods are implemented as follows:

(¢D)] Method 1 calculates capital adequacy using accounting
consolidation. It is implemented-by set out in GENPRU 3.1.29R to
GENPRU 3.1.31R and Part 1 of GENPRU 3 Annex 1.

(2) Method 2 calculates capital adequacy using a deduction and

aggregation approach. It is #mplemented-by set out in GENPRU
3.1.29R to GENPRU 3.1.31R and Part 2 of GENPRU 3 Annex 1.

3) [deleted]

4) Method 3 consists of a combination of Methods 1 and 2 and would
be implemented by means of a requirement.

Risk concentration and intra group transactions: the main rule

R

|70

Subject to GENPRU 3.1.35AR, a A firm must ensure that the sectoral rules
regarding risk concentration and intra-group transactions of the most
important financial sector in the financial conglomerate referred to in
GENPRU 3.1.34R are complied with with respect to that financial sector as
a whole, including the mixed financial holding company. The sectoral rules
for these purposes are those identified in the table in GENPRU 3.1.36R.

A mixed financial holding company must comply with the sectoral rules in
the table in GENPRU 3.1.36R for the investment services sector where:
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(1) the FCA is the coordinator of the financial conglomerate; and

(2) the banking and investment services sector is the most important
financial sector.

Risk concentration and intra-group transactions: Table of applicable sectoral rules

3.1.36 R  Table: application of sectoral rules
This table belongs to GENPRU 3.1.35R

The most important Applicable sectoral rules
financial sector

Risk concentration Intra-group
transactions

Banking For the the UK-CRR PartFourofthe JK-CRR
and Banking Sector | po+ Four of the UK | The UK CRR and the PRA
investment Rulebook
services CRR D
sector
For the MIFIDPRU 5 SYSC 12.1.12R
investment
services sector

Insurance sector PRA Rulebook: PRA Rulebook: Solvency Il
Solvency Il Firms
Group Supervision
16.1

Firms: Groups: 16.2

Note Any waiver, approval or permission granted to a member

of the financial conglomerate, on a-sele-{erindividual
for-thepurpeses-ofthe UIK-CRR an individual or

consolidated basis, shall not apply in respect of the
financial conglomerate for the purposes of GENPRU
3.1.36R. For this purpose, “permission” refers to a
consent, approval or agreement conferred on the
appropriate regulator as competent authority underthe
UK-CRR.

The financial sectors: asset management companies and alternative investment
fund managers

3.1.39 R (1) This rule deals with the inclusion of an asset management company
or an alternative investment fund manager that is a member of a
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financial conglomerate in the scope of regulation of financial
conglomerates.

[Note: Articles 30 and 30a of the Financial Groups Directive]

An asset management company or an alternative investment fund
manager is in the overall financial sector and is a regulated entity
for the purpose of:

(@ GENPRU 3.1.29R to GENPRU 3.1.36R;

(b) GENPRU 3 Annex 1 (Capital adequacy calculations for
financial conglomerates) and GENPRU 3 Annex 2 (Prudential
rules for third country groups); and

(c) any other provision of the Handbook relating to the
supervision of financial conglomerates.

Save in the circumstances in (5), in 1 the case of a financial
conglomerate for which the FCA is the coordinator, all asset
management companies and all alternative investment fund
managers must, for the purposes in (2), be allocated to ene-firancial
sector-to-which-they belong-for-the purpesesin{2)-being either the
MIFIDPRU investment services sector or the insurance sector. But
if that choice has not been made in accordance with (4) and notified
to the FCA in accordance with (4)(d), an asset management
company or an alternative investment fund manager must be
allocated to the smaHestfinaneial-seeter MIFIDPRU investment
services sector.

The choice in (3):

(@ must be made by the undertaking in the financial
conglomerate that is:

Q) the parent undertaking at the head of the group or,

(i) inthe absence of a parent undertaking, the regulated

entity with the largest balance sheet total in the most
importantfinancial-sector undertaking that is deemed

to be the parent undertaking in accordance with the
rules in MIFIDPRU 2.4;

(b) applies to all asset management companies and all alternative
investment fund managers that are members of the financial
conglomerate from time to time;

(c) cannot be changed; and

(d) must be notified to the FCA as soon as reasonably practicable

after-the-notification-in-{4a).
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[Note: Article 4(2) of the Financial Groups Directive]

(5) TFhisrule-apphiesevenit: Where a UCITS management company or

an asset management company is an investment firm it must be
allocated to the MIFIDPRU investment services sector.

(@) aUCHSmanagementcompany-is-antHERPRU-nvestmentfirm;
of [deleted]

(b)
manageris-aninvestmentfirm: [deleted]

Third-country groups

Application

GENPRU 3.2.9R (Supervision by analogy: rules for third-country banking
and investment groups) applies in relation to the-feHowing: an investment
firm that falls within the definition of “investment firm” in article 4(1)(2) of
the UK CRR.

(1) CAD-investmentfirm:-and [deleted]
@) . . calls weithin the definit

firm i artielo-H D2y of the UK-CRR: [deleted]
Purpose
G GENPRU 3.2 implements implemented requirements that eerrespend

corresponded in part to article 18 of the Financial Groups Directive, article
127 of the CRD and (in relation to BIPRU firms) article 143 of the BCD.

Equivalence

G

The first question that must be asked about a third-country group is whether
the UK regulated entities in that third-country group are subject to
supervision by a third-country competent authority, which is equivalent to
that provided for in GENPRU 3 (in the case of a financial conglomerate) or
the UK prudential sectoral legislation for the banking sector, the CRR
investment services sector or the MIFIDPRU investment services sector (in
the case of a banking and investment group).

Other methods: General

G

If the supervision of a third-country group by a third-country competent
authority does not meet the equivalence test referred to in GENPRU 3.2.3G,
the methods set out in MIFIDPRU or the UK provisions which implemented
the CRD and UK CRR will apply. Alternatively, er the FCA may apply other
methods that ensure appropriate supervision of the UK regulated entities in
that third-country group in accordance with the aims of supplementary
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supervision in GENPRU 3 or consolidated supervision under the applicable
UK prudential sectoral legislation.

Supervision by analogy: introduction

3.25 G  If the supervision of a third-country group by a third-country competent
authority does not meet the equivalence test referred to in GENPRU 3.2.3G,
the FCA may, rather than take the measures described in GENPRU 3.2.4G,
apply, by analogy, the provisions concerning supplementary supervision in
GENPRU 3 or, as applicable, consolidated supervision under the applicable
UK prudential sectoral legislation, to the UK regulated entities in the
banking sector, CRR investment services sector, MIFIDPRU investment
services sector and (in the case of a financial conglomerate) insurance
sector.

3.2.7 G GENPRU 3.2.8R and GENPRU 3.2.9R and GENPRU 3 Annex 2 set out
rules to deal with the situation covered in GENPRU 3.2.5G. Those rules do
not apply automatically. Instead, they can only be applied with respect to a
particular third-country group through the Part 4A permission of a firm in
that third-country group.

Insert the following new section after GENPRU 3.2 (Third country groups). The text is not
underlined.

3.3 Actions for damages

3.3.1 R A contravention of the rules in GENPRU 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).

Amend the following as shown.

3 Annex Capital adequacy calculations for financial conglomerates (GENPRU
1 3.1.29R)

7 Table
A mixed | 4.4 | A mixed financial holding company must be treated in the
financial same way as:
holding

(1) a financial holding company (if Part One, Title 11,
Chapter 2 of the UK CRR and the PRA Rulebook: Groups
Part) are applied; of

company
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(2) an insurance holding company (if the rules in PRA
Rulebook: Solvency Il Firms: Group Supervision are
applied)-; or

(3) an investment holding company (if the rules in
MIFIDPRU are applied).

8 Table: PART 5: Principles applicable to all methods

Cross 5.3
sect_oral (1) The solvency requirements for each different financial
capital sector represented in a financial conglomerate required by
GENPRU 3.1.29R must be covered by own funds elements
in accordance with the corresponding applicable sectoral
rules.
(2) If there is a deficit of own funds at the financial
conglomerate level, only cross sectoral capital {asreferred-to
n-that-sub-paragraph) shall qualify for verification of
compliance with the additional solvency requirement
required by GENPRU 3.1.29R.
[Note: second sub-paragraph of paragraph 2(ii) of Section |
of Annex | of the Financial Groups Directive]
Applicati | 5.6 | tr+relationto-aBHPRU-firm-thatis-a-member-ofafinancial
on of conglomerate-where-there-are-no-creditinstitutions-or
sectoral vestment firms, the following adjustments apply to the
rules: apphicable sectoral rules for the banking sector and the
Banking nvestment services sector-as they are apphied by the riles in
sector this-annex:
and (1) Ref it los ¢ UK sul i
investme licable—d | |
nt '
services fdeleted]
sector
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vestment-services-sector: [deleted]

9 Table: PART 6: Definitions used in this Annex

Defining | 6.1 | For the purposes of Parts 1 and 2 of this annex:
;he o] (1) an asset management company is allocated in accordance
ihancla with GENPRU 3.1.39R;
sectors
(2) an alternative investment fund manager is allocated in
accordance with GENPRU 3.1.39R; and
(3) a mixed financial holding company must be treated as
being a member of the most important financial sector.
Solo 6.2 | (1) Save in the circumstances in paragraphs 6.6 to 6.7A, Fhe
capital the solo capital resources requirement of an undertaking in
resources the banking sector or the investment services sector must be
requirem calculated in accordance with this-rule,subjeet-to-paragraph
ent: 6-6 the UK prudential requirements that apply to that
Banking undertaking on a solo basis.
sector . . I
and (2) Fhe-solo-capitalreseureesrequirement-of-a-building
. society-is-Hs-own-funds-requirements: [deleted
investme _ _ [deleted] _
nt service 3) Ihesel&eapﬂa#ese&me&mquwemen%eﬁanﬂeetmme
sector money institution is the capital resources reguirement that

i 3 tor the £l ) lations.
[deleted]

I o 1l , loulating 4 fund
i - [deleted]
(5)

thastitution:

1) there is at : e i the f il
conglomerate; and

Page 123 of 177




FCA 2021/XX

vestment-firm: [deleted]

(7) +rrelation-to-a-BIPRU-firm-thatis-a-memberofa

I|||a_ Reial eengfl_en e,n ate w||e|_e t|||e|e aFeRO-E ee|_|t Hstitttions
caleulated-underaBHRPRU-TP-may-be-used-for-the-purpeses
okthesolo GI apltlal |ese_ullees Feguirementin thisfute “II the
used-under-BIPRU-8- [deleted]

Solo
capital
resources
requirem
ent: non-
UK firms
subject to
equivalen
t regimes
in the
banking
sector or
investme
nt
services
sectors

6.6

The solo capital resources requirement for a recognised
third country credit institution or a recognised third country
investment firm is the amount of capital resources that it is
obliged to hold under the sectoral rules for its financial
sector that apply to it in the state or territory in which it has
its head office provided that:

(1) there is no reason for the firm applying the rules in this
annex to believe that the use of those sectoral rules would
produce a lower figure than would be produced under
paragraph 6.2; and

(2) paragraph 6.3 applies to the entity and those sectoral
rules.
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Solo 6.7 | (1) The solo capital resources requirement of a mixed
capital financial holding company is a notional capital requirement.
resources Subject to (2), it H is the capital adequacy requirement that
requirem applies to regulated entities in the most important financial
ent: sector under the table in paragraph 6.10.
”ﬁ'xed_ (2) Where the banking and investment services sector is the
f'nanC'al most important financial sector, the capital adequacy
holding requirement will be:
company
(a) where there is a UK credit institution in the financial
conglomerate, the requirements in the table in paragraph
6.10 for the banking sector; or
(b) in all other cases, the requirements in the table in
paragraph 6.10 for the investment services sector.
Solo 6.7 | The solo capital resources requirement of a non-regulated
capital A | financial sector entity other than a mixed financial holding
resources company is a notional capital requirement calculated in
requirem accordance with Article 12 of Part 1 (FCA) of Requlation
ent: other (EU) 342/2014.
non-
requlated
financial
sector
entities
Referenc | 67 | A reference to “rules” in this annex includes any onshored
eto A | regulations that are relevant to the purpose ef for which
“rules” 6.7 | “rules” as used refers to.
B

11 Table: Paragraph 6.10: Application of sectoral consolidation rules

Financial
sector

Sectoral rules

Banking sector

Part One, Title 11, Chapter 2 of the UK CRR and H=RRU-8:1
the PRA Rulebook.

Insurance
sector

PRA Rulebook: Solvency Il Firms: Group Supervision.
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Investment (in relation to an IFPRU investment firm which is a member
services sector | efafinancial-conglomerateforwhich-the PRA-s the
and-the PRA-Rulebeek; MIFIDPRU 2.4 and 2.5.

Prudential rules for third country groups (GENPRU 3.2.8R to GENPRU

3.2.9R)

2 Table: PART 2: Third-country banking and investment groups

large exposures and concentration risk (as applicable).

2.5 The sectoral rules applied by Part 2 of this annex cover all prudential
rules applying on a consolidated basis including those relating to

4 Table: PART 4: Definition used in this Annex

4.1 This Part sets out the definition which a firm must apply for the
purposes of this annex as it applies in relation to GENPRU 3.2.

used refers to.

4.2 A reference to “rules” in this annex includes any onshored
regulations that are relevant to the purpose of for which “rules” as
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3 Annex Guidance Notes for Classification of Groups

3

Classification of Groups (GENPRU 3.1.3G) - This annex consists only of one or
more forms. Forms are to be found through the following address.

genpru—ch3—anhex3G-pdf [ Editor’s note: The form can be found at this address:
https://fca.org.uk/publication/forms/[xxx]]

Purpose and scope

The form is designed to identify groups and sub-groups that are likely to be
financial conglomerates under the-Finraneial-Groups-Directive GENPRU 3. A
group may be a financial conglomerate if it contains both insurance and
banking/investment businesses and meets certain threshold tests. The FCA needs
to identify conglomerates with their head offices in the EEA UK and those with
their head offices outside the EEA UK, although this does not necessarily mean
that the latter will be subject to EEA UK conglomerate supervision.

This form’s purpose is to enable the FCA to obtain sufficient information so as to
be able to determine how likely a group/sub-group is to be a financial
conglomerate. In certain cases this can only be determined after consultation with
the etherEU-relevant-competent-authorities PRA. A second purpose of the form
is therefore to identify any groups and sub-groups that may need such
consultation so that this can be made as soon as possible. This should allow firms
time to prepare to comply.

The third purpose of the form is to gain information from firms on the most
efficient way to implement the threshold calculations in detail {consistently-with
the-directive). We have, therefore, asked for some additional information in part 4
of the form.

A copy of this form can be found on the FCA s Financial Groups Website with
current contact details.

Please include workings showing the method employed to determine the
percentages in part 2 (for the threshold conditions) and giving details of all
important assumptions / approximations made in doing the calculations.

The definition of financial conglomerate includes not only conventional groups
made up of parent-subsidiary relationships but groups linked by control and
“consolidation Article 12(1) relationships”. If this is the case for your group,
please submit along with this form a statement that this is the case. Please include
in that statement an explanation of how you have included group members not
linked by capital ties in the questionnaire calculations.

A consolidation Article 12(1) relationship arises between undertakings in the
circumstances set out in Article 12(1) of the Seventh Company Law Directive.
These are set out in the Handbook Glossary (in the definition of consolidation
Article 12(1) relationship). Broadly speaking, undertakings come within this
definition if they do not form a conventional group but:
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e are managed on a unified basis; or
e have common management.
General guidance

We would like this to be completed based on the most senior parent in the group,
and, if applicable, for the company heading the most senior conglomerate group
in the EEA UK. If appropriate, please also attach a list of all other likely
conglomerate sub-groups.

Please use the most recent accounts for the top level company in the group
together with the corresponding accounts for all subsidiaries and participations
that are included in the consolidated accounts. Please indicate the names of any
significant subsidiaries with a different year-end from the group’s year-end.

Please note the following:
Branches should be included as part of the parent entity.
Include in the calculations overseas entities owned by the relevant group or
sub-group.
There are only two sectors for this purpose: banking/investment and
insurance.

You will need to assign non-regulated financial entities to one of these
sectors:

e banking/investment activities are listed in — Annex 1 to the Capital
Requirements Directive 2013/36/EU

e insurance activities are listed in - schedule 1 to, and contracts of
insurance defined in article 3(1) of, the Regulated Activities Order .

e Any operator of a UCITS scheme, insurance intermediary, mortgage
broker and mixed financial holding company does not fall into the
directive definitions of either financial sector or insurance sector and
should be treated for these purposes as being outside the financial sector.
They should therefore be ignored for the purposes of these calculations.

Threshold tests

For the purpose of completing section 2 of the form relating to the threshold tests,
the following guidance should be used. However, if you consider that for your
group there is a more appropriate calculation then you may use this calculation so
long as the method of computation is submitted with the form.

Calculating balance sheet totals

Generally, use total (gross) assets for the balance sheet total of a group/entity.
However, investments in other entities that are part of the group will need to be
deducted from the sector that has made the investment and the balance sheet total
of the entity is added to the sector in which it operates.

Our expectation of how this may be achieved efficiently is as follows:
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Off-balance-sheet items should be excluded.

Where off-balance sheet treatment of funds under management and on-
balance sheet treatment of policy holders’ funds may distort the threshold
calculation, groups should consult the FCA on the appropriateness of using
other measures under article-3-5-of the Financial- Groups-Directive regulation
19 of the Financial Conglomerates and Other Financial Groups Regulations
2004.

If consolidated accounts exist for a sub-group consisting of financial entities
from only one of the two sectors, these consolidated accounts should be used
to measure the balance-sheet total of the sub-group (i.e. total assets less
investments in entities in the other sector). If consolidated accounts do not
exist, intra-group balances should be netted out when calculating the balance
sheet total of a single sector (but cross-sector intra-group balances should not
be netted out).

Where consolidated accounts are used, minority interests should be excluded
and goodwill should be included.

Where accounting standards differ between entities, groups should consult the
FCA if they believe this is likely materially to affect the threshold calculation.

Where there is a subsidiary or participation in the opposite sector from its
parent (i.e. insurance sector for a banking/investment firm parent and vice
versa), the balance sheet amount of the subsidiary or participation should be
allocated to its sector using its individual accounts.

The balance-sheet total of the parent entity/sub-group is measured as total
assets of the parent/sub-group less the book value of its subsidiaries or
participations in the other sector (i.e. the value of the subsidiary or
participation in the parent’s consolidated accounts is deducted from the
parent’s consolidated assets).

The cross-sector subsidiaries or participations referred to above, valued
according to their own accounts, are allocated pro-rata, according to the
aggregated share owned by the parent/sub-group, to their own sector.

If the cross-sector entities above themselves own group entities in the first
sector (i.e. that of the top parent/sub-group) these should (in accordance with
the methods above) be excluded from the second sector and added to the first
sector using individual accounts.

Solvency (capital adequacy) requirements

Generally, the solvency requirements should be according to sectoral rules efthe
ECA that would apply to the type of entity. However, you can use EEA-rules-or
local rules in the circumstances set out in Part 6 of GENPRU 3 Annex 1. But if
this choice makes a significant difference, either with respect to whether the
group is a financial conglomerate or with respect to which sector is the biggest,
you should consult with the FCA. Non-regulated financial entities should have
proxy requirements calculated on the basis of the most appropriate sector. If sub-
groups submit single sector consolidated returns then the solvency requirement
may be taken from those returns.
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Our expectation of how this may be achieved efficiently is as follows:

If you complete a solvency return for a sub-group consisting of financial
entities from only one of the twe financial sectors, the total solvency
requirement for the sub-group should be used.

Solvency requirements taken must include any deductions from available
capital so as to allow the appropriate aggregation of requirements.

Where there is a regulated subsidiary or participation in the-eppesite another
sector from its parent/sub-group, the solvency requirement of the subsidiary
or participation should be from its individual regulatory return. If there is an
identifiable contribution to the parent’s solvency requirement in respect of the
cross-sector subsidiary or participation, the parent’s solvency requirement
may be adjusted to exclude this.

Where there is an unregulated financial undertaking in the-eppesite another
sector from its parent/sub-group, the solvency requirement of the subsidiary
or participation should be one of the following:

as if the entity were regulated by-the-FCA under the appropriate sectoral
rules; or

: - : cop i : ;

using ren-EY local requirements* for the appropriate sector (where
permissible).

Please note on the form which of these options you have used, according to
the country and sector, and whether this is the same treatment as in your latest
overall group solvency calculation.

For banking/investment requirements, use the total amount of capital
required.

For insurance requirements, use the total amount of capital required.

Market share measures

Fhese-are-not-defined-by-the-directive: The aim is to identify any standard
industry approaches to measuring market share -adividual-EUJ-countries by

sector, or any data sources which are commonly used as a proxy.

Article I.

Article 11. Threshold tests

Test F2

B/S of banking/investment + insurance sector = result %
B/S total

Test F3/F4/F5

B/S of insurance sector

B/S of banking/investment sector + insurance sector = A%
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B/S of banking/investment sector

B/S of banking/investment sector + insurance sector = B%

Solvency requirement of insurance sector

Solvency requirement of banking/investment sector +insurance sector = C%
Solvency requirement of banking/investment sector

Solvency requirement of banking/investment sector +insurance sector = D%
The relevant percentage for the insurance sector is:

(A% + C%)/12=1%

The relevant percentage for the banking/investment sector is:

(B% + D%)/2 = Bl %

The smallest sector is the sector with the smallest relevant percentage.
Article I11. If 1% < B1% then F3 is insurance, F4 = A%, and F5 = C%

Article IV. If BI% < 19 then F3 is banking/investment, F4 = B% and F5 =
D%

The existing diagram in GENPRU 3 Annex 4 is deleted in its entirety. The deleted text is not
shown. The following diagram is inserted to replace the deleted text.

Annex 4

(see GENPRU 3.1.5R)
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Is at least one of the members in
the consolidation group within the
insurance sector and at least one
within the banking sector or
investment services sector?
Article 2(14)(a)(ii) and Article

2(14)(b)(ii)

Is a regulated entity at the head of
the consolidation group?
Article 2(14)(a)

Is at least one of the subsidiary
undertakings in the consolidation
group a regulated entity?

Article 2(14)(a)(ii) and Article

2(14)(b)(ii)

l

Does the regulated entity satisfy
at least one of the conditions in
the footnote below?

Article 2(14)(a)(i)

Y

r

THRESHOLD TEST 2

Does, for each financial sector, the

average of:

(1) the ratio of the balance sheet
total of that financial sector to
the balance sheet total of the
overall financial sector; and

(2) the ratio of the solvency and

THRESHOLD TEST 1

Does the ratio of the balance sheet
total of the members in the
consolidation group in the overall
financial sector to the balance
sheet of the consolidation group as
a whole exceed 40%?

Article 2(14)(b)(i), Article 3(1)

THRESHOLD TEST 3
Does the balance sheet total of the
smallest financial sector exceed

FCA 2021/XX

hd

EUR 6 billion?
Article 2(14)(a)(iii) and Article
2(14)(b)(iii), Article 3(3)

capital adequacy requirements
of the same financial sector to
the total solvency and capital
adequacy requirements of the
members of the overal/
financial sector exceed 10%?
Article 2(14)(a)(iii) and Article
2(14)(b)(iii), Article 3(2)

r Y

FINANCIAL CONGLOMERATE NOTA

FINANCIAL CONGLOMERATE [*

Footnote: the conditions are that the UK regulated entity at the head of the consolidation group:

is a parent undertaking of a member of the consolidation group in the overall financial sector,

has a participation in a member of the consolidation group that is in the overall financial sector, or
has a consolidation Article 12(1) relationship with a member of the consolidation group that is in the
overall financial sector.
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Annex G

Amendments to the Prudential sourcebook for MiFID Investment Firms (MIFIDPRU)

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

1.2

1.2.1

1.2.9

Application

SNI MIFIDPRU investment firms

Basic conditions for classification as an SNI MIFIDPRU investment firm

R A MIFIDPRU investment firm is an SNI MIFIDPRU investment firm if
it satisfies the following conditions:

(8)

(9)

(10)

it has not been classified as a non-SNI MIFIDPRU investment
firm due to the effect of MIFIDPRU 10.2 (Categorisation of
clearing firms as non-SNI MIFIDPRU investment firms); and

its average DTF, as calculated in accordance with MIFIDPRU
4.15.4R, is zero-; and

it is not appointed to act as a depositary in accordance with

FUND 3.11.10R(2) or COLL 6.6A.8R(3)(b)(i).

R A MIFIDPRU investment firm must assess the following conditions on
the basis of the firm’s individual situation:

1)
(2)
(3)
(4)
()

(6)

average ASA under MIFIDPRU 1.2.1R(3);

average CMH under MIFIDPRU 1.2.1R(4);

average DTF under MIFIDPRU 1.2.1R(9);

whether the firm has permission to deal on own account; and

whether the firm is a clearing member or an indirect clearing
firm-; and

whether the firm is appointed to act as a depositary in
accordance with FUND 3.11.10R(2) or COLL 6.6A.8R(3)(b)(i).
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1.2.12 G The following table summarises the effect of MIFIDPRU 1.2.1R to

1.2.10R.
Measure Measurement | Threshold to | Application of
of relevant be classified | threshold on
values as an SNI an individual
MIFIDPRU basis or
investment combined
firm basis of
investment
firms within a
group (see
MIFIDPRU
1.2.9R and
1.2.10R)
Whether firm is | Firm must not be a clearing Individual
a clearing member or indirect clearing
member or firm
indirect clearing
firm under
MIFIDPRU 10.2
Whether the firm | Firm must not be appointed as | Individual
has been a depositary under the
appointed to act | relevant FUND and COLL
as a depositary provisions.
in accordance
with FUND
3.11.10R(2) or
COLL
6.6A.8R(3)(b)(i).
4 Own funds requirements
4.4 Permanent minimum capital requirement
4.4.1 R @ Where a MIFIDPRU investment firm has permission to carry

on any of the investment services and/or activities in (2), its
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permanent minimum capital requirement is £750,000, unless
MIFIDPRU 4.4.5R applies.

The relevant investment services and/or activities are:
(@) dealing on own account;

(b) underwriting of financial instruments and/or placing of
financial instruments on a firm commitment basis; or

(c) operating an organised trading facility, if the firm is
not subject to a limitation that prevents it from carrying
on the activities otherwise permitted by MAR 5A.3.5R.

Where a MIFIDPRU investment firm is appointed to act as a
depositary of an unauthorised AlF in accordance with FUND
3.11.10R(2), its permanent minimum capital requirement is
£750,000, unless MIFIDPRU 4.4.5R applies.

Where a MIFIDPRU investment firm satisfies the conditions
in (2), its permanent minimum capital requirement is
£150,000.

The relevant conditions are:

(@) the firm has permission for any of the following:

(i) holding client money or client assets in the
course of MiFID business; anéd

(b) the firm does not have permission for any of the
following:

(iii)  operating an organised trading facility, if the
firm is not subject to a limitation that prevents it
from carrying on the activities otherwise
permitted by MAR 5A.3.5R-; and

(c) the firm is not appointed to act as a depositary in
accordance with FUND 3.11.10R(2) or COLL
6.6A.8R(3)(b)(i)

Where a MIFIDPRU investment firm satisfies the conditions
in (2), its permanent minimum capital requirement is
£75,000.
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(2 The relevant conditions are:

(b) the firm is not permitted to hold client money or client
assets in the course of MiFID business:; and

(c) the firm is not appointed to act as a depositary in
accordance with FUND 3.11.10R(2) or COLL
6.6A.8R(3)(b)(i).

Where a MIFIDPRU investment firm is appointed to act as the
depositary of a UK UCITS or an authorised AlF, its permanent
minimum capital requirement is £4 million.

Governance and risk management

ICARA process: assessing and monitoring the adequacy of own funds

G

(¢D) Some harms may not fit within the own funds requirement
framework in MIFIDPRU 4 or 5 because they cannot
reasonably be attributed to the activities or risks that the rules
in those chapters are designed to address. Where those harms
are potentially material in nature, a non-SNI MIFIDPRU
investment firm will need to assess their potential financial
impact separately and cannot treat those harms as covered
(either wholly or partly) by a requirement under MIFIDPRU
4 or 5. This includes the potential material harms resulting
from any regulated activities that do not constitute MiFID
business and from any unregulated activities.

(6) Example 4: A non-SNI MIFIDPRU investment firm is
appointed as a depositary. The K-CMH requirement and the
K-ASA requirement apply only in relation to MiFID business,
and therefore do not apply to its activities as a depositary. If
the firm identifies a potential material harm that results from
its activities as a depositary, it will need to assess the
potential financial impact of that harm and hold additional
own funds to cover that impact. A firm may have regard to
the general methodology for calculating the K-CMH
requirement and the K-ASA requirement when carrying out
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the assessment in MIFIDPRU 7.6.3R for its activities as a
depositary.

9 Reporting

9 Annex  This annex consists of guidance which can be found through the following
2G link:

Guidance notes for MIFIDPRU 9 Annex 2G

MIF001 - Adequate financial resources (Own funds)

8A - Permanent minimum requirement (PMR)

If completed on an individual basis, FCA investment firms should enter one of the
following numbers:

. 75 if the firm has a PMR of £75,000

150 if the firm has a PMR of £150,000

750 if the firm has a PMR of £750,000

4000 if the firm has a PMR of £4,000,000

Where a transitional provision allows an FCA investment firm to substitute an alternative
PMR, this figure should reflect its standard requirement (and not the alternative lower
figure under the transitional provision).

If completed on a consolidated basis, FCA investment firms should enter the
consolidated PMR, calculated in accordance with MIFIDPRU 2.5.27R.

TP 6 Application of criteria to be classified as an SNI MIFIDPRU investment
firm: transitional

Missing historical data for application of SNI classification criteria:
transitional for individual MIFIDPRU investment firms
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It is unnecessary to provide transitional arrangements for the
following conditions:

(d) the condition relating to the balance sheet total of the
firm in MIFIDPRU 1.2.1R(6); and

(e) the average DTF condition in MIFIDPRU 1.2.1R(9)-;
and

) the condition relating to acting as a depositary in
MIFIDPRU 1.2.1R(10).

The conditions in (1)(c), ard (1)(d) and (1)(f) do not rely on
historical information and therefore can be assessed by the
firm at the point at which MIFIDPRU first begins to apply
without any need for transitional arrangements.
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Annex H
Amendments to the Market Conduct sourcebook (MAR)

In this Annex, striking through indicates deleted text.

5A Organised trading facilities (OTFs)
5A.3 Specific requirements for OTFs
Proprietary trading

5A.3.8 G Matched principal trading does not exclude the possibility of
settlement risk, and, accordingly, firms should take appropriate steps to

minimise this risk. Fer-guidancerelating-to-the-treatment-of matched
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Annex |

Amendments to the Supervision manual (SUP)

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

3 Auditors
3.1 Application
3.1.2 R Applicable sections (see SUP 3.1.1R)

This table and the provisions in SUP 3 should be read in conjunction
with GEN 2.2.23R to GEN 2.2.25G. In particular, the PRA does not
apply any of the provisions in SUP 3 in respect of FCA-authorised
persons. SUP 3.10 and SUP 3.11 are applied by the FCA only.

(1) Category of firm (2) 3)
Sections Sections
applicable to | applicable
the firm to its
auditor

@) Investment management firm, SUP 3.1 - SUP 3.1,
(ether-than-an-exempt CAD-firm); SUP 3.7, SUP 3.2,
personal investment firm (other SUP 3.11 SUP 3.8,
than a small personal investment SUP 3.10
firm erexempt-CAD-firm),
securities and futures firm {ether
than an exempt CAD firm or an
or collective portfolio management
firm that is an external AIFM
which, in each case, has an auditor
appointed under or as a result of a
statutory provision other than in the
Act (Notes 3 and 6)

(7A) Investment management firm {ether | SUP 3.1 - SUP 3.1,
thap-an-exemptCABD-HmY, SUP 3.7, SUP 3.2,
personal investment firm (other SUP 3.11 SUP 3.8,
than a small personal investment SUP 3.10
firm erexempt-CAD-firm),

securities and futures firm {ether
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or collective portfolio management
firm that is an external AIFM not
within (7) to which the custody
chapter or client money chapter
applies

(7C) MIFID investment firm, which has | SUP 3.1 - SUP 3.1,
an auditor appointed underorasa | 3.7, SUP 3.11 | SUP 3.2,
result of a statutory provision other SUP 3.8,
than in the Act (Notes 3B and 6) SUP 3.10

(7D) Sole trader or partnership thatisa | SUP 3.1 - SUP 3.1,
MiFID investment firm {etherthan | SUP 3.7, SUP 3.2,
an-exemptCAB-firm) (Notes 3C SUP 3.11 SUP 3.8,
and 6) SUP 3.10

Note 3A [deleted]

Note 3B |\/|IF|D mvestment flrms include e*empt—@AD—ﬁ%ms—An—exempt

FID optlonal

exemption flrms but have chosen not to exercise the article 3 exemption.

However, such firms may still benefit from the audit exemption for small

companies in the Companies Act leqgislation.

G

Other relevant sections of the Handbook (see SUP 3.1.9G)

Friendly society IPRU(FSOC)
Insurer (other than a Solvency Il firm or a friendly IPRU(INS)
society)

Investment management firm, personal investment IPRU(INV)

firm, securities and futures firm and collective
portfolio management firm (other than H+=PRY
investment-firms-and-BIHPRU-firms MIFIDPRU

investment firms)
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Society of Lloyd’s and Lloyd’s managing agents IPRU(INS)

Duties of auditors: notification and report on client assets

R Client assets report

Whether in the auditor’s opinion

3)

in the case of an investment management firm, personal
investment firm, a UCITS firm, securities and futures firm, firm
acting as trustee or depositary of an AlF, firm acting as trustee
or depositary of a UK UCITS or H=RRU-investmentfirm-or
BIRPRU-firm a MIFIDPRU investment firm, when a subsidiary of
the firm is during the period a nominee company in whose name
custody assets of the firm are registered during the period, that
nominee company has maintained throughout the period systems
for the custody, identification and control of custody assets

which:
() were adequate; and
(b) included reconciliations at appropriate intervals between

the records maintained (whether by the firm or the
nominee company) and statements or confirmations from
custodians or from the person who maintained the record
of legal entitlement; and

Individual guidance

Giving individual guidance to a firm on the FCA’s own initiative

G The FCA may give individual guidance to a firm on its own initiative
if it considers it appropriate to do so. For example:
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(5) inrelation to the maintenance of adequate financial resources,
the FCA may give a firm individual guidance on the amount or
type of financial resources the FCA considers appropriate.—fef

le individual canital auid : )
firms-orBHPRU-firms;—further Further guidance on how and

when the FCA may give rdividual-capital-guidanece individual

guidance on financial resources is contained in the Prudential
Standards part of the Handbook:

(a)  for a BIPRU firm: GENPRU 1.2 and BIPRU 2.2;
MIFIDPRU investment firm, MIFIDPRU 7.10; and

(c) forasecurities and futures firm (or other firm required
to comply with IPRU(INV) 3): IPRU(INV) 3-79R:and.

(e) forantFPRU-investmentfirm—H-PRU 22 and 2.3:
[deleted]

10C FCA senior managers regime for approved persons in SMCR firms

10C.5A FCA governing functions: Oversight

Chair of the remuneration committee function (SMF12)

10C5A.10 R The chair of the remuneration committee function is the function of
having responsibility for chairing, and overseeing the performance of,
any committee responsible for the oversight of the design and the
implementation of the remuneration policies of a firm, including,
where applicable to the firm, a committee established in accordance

with:

(1)  SYSC 19A 3.12R (Remuneration Principle 4: Governance);
[deleted]

(2)  SYSC 19B.1.9R (AIFM Remuneration Principle 3:
Governance);

(3)  SYSC 19C.3.12R (Remuneration Principle 4. Governance),
[deleted]
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(4)  SYSC 19D.3.12R (Remuneration Principle 4: Governance);

and

(5)  SYSC 19E.2.9R (UCITS Remuneration Principle 3:

Governance)-; and

(6) MIFIDPRU 7.3.3R (Remuneration committee).

Notifications to the FCA

General notification requirements

Breaches of rules and other requirements in or under the Act or the CCA

R (1)  Afirm must notify the FCA of:

(f)

Notification in respect of particular products and services

CTF providers

HmitinBIPRU-10.5.6R;-or [deleted]

Reporting requirements

Application
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16.1.1 R This chapter applies to every firm and-gualifyingparentundertaking
within a category listed in column (2) of the table in SUP 16.1.3R and
in accordance with column (3) of that table.

16.1.3 R Application of different sections of SUP 16 (excluding SUP 16.13,
SUP 16.15, SUR-16-16,-SUR-16.17; SUP 16.22 and SUP 16.26)

(1) (2) Categories of firm to which section (3) Applicable
Section(s) applies rules and
guidance
SUP 16.18 A full-scope UK AIFM and a small SUP 16.8.3R
authorised UK AIFM
[deleted] apphes-and-aguatbringparent
tortaking that | irod I
recovery plan, a group recovery plan-or
e ion £ lutionol I
FCA
16.7A Annual report and accounts

Requirement to submit annual report and accounts

16.7A.3 R

A firm in the RAG in column (1) and which is a type of firm in
column (2) must submit its annual report and accounts to the FCA
annually on a single entity basis.

(1)

(

2)

RAG

Firm type

UK bank

Dormant account operator
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A non-UK bank

2.2

The Society

MIFIDPRU investment firms

All other firms subject to the following chapters in IPRU(INV):

(1) Chapter 3
2 Chapter 5
(3) Chapter9 [deleted]

MIFIDPRU investment firms

Collective portfolio management firm

All other firms subject to the following chapters in IPRU(INV):

(1) Chapter 3

(2) Chapter 5

©) Ghapter9 [deleted]
4) Chapter 12

16.12

16.12.11

Integrated Regulatory Reporting

Regulated Activity Group 3

R The applicable data items referred to in SUP 16.12.4R are set out
according to firm type in the table below:

Description of
data item

Firms’ prudential category and applicable data items (note 1)

MIFIDPRU
investment firms

Firms other than MIFIDPRU investment firms
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IPRU(INV) | IPRU(INV) | HRRYULNY | IPRU(INV)
Chapter 3 | Chapter 5 Chapter 13
Solvency No standard No No
statement format (note 4) standard standard
format format
(note 6) (note 4)
Balance sheet FSA029 FSA029 FSA029 Section A
(note 2) (note 5) RMAR
Income FSA030 FSAQ030 FSA030 Section B
statement (note 2) (note 5) RMAR
Capital MIF001 FSA033 FSA034 or Section D1
adequacy (note 5) FSAOQ35 or RMAR
(notes 2 and 3) FINOT1
(note 7)
Threshold Section F
conditions RMAR
Client money FSA039 FSA039 FSA039 Section C
and client assets RMAR
CFTC FSA040 (note 8) | FSA040 FSA040 FSA040
(note 8) (note 8) (note 8)
Liquidity MIF002
(notes 2, 3 and
10)
Metrics MIF003
reporting (notes 2 and 3)
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Concentration MIF004

risk (non-K- (notes 2, 3 and

CON) 11)

Concentration MIF005

risk (K-CON) (notes 2, 3 and
11)

Group capital MIFO006

test (notes 3 and 12)
Liquidity MLA-M (note 9) | MLA-M MLA-M MEA-M MLA-M
Questionnaire (note 9) (note 9) {note-9) (note 9)

Regulated Activity Group 4

16.12.15 R The applicable data items referred to in SUP 16.12.4R are set out

according to firm type in the table below:

Description of Firms’ prudential category and applicable data items (note 1)

data item
MIFID Firms other than MIFIDPRU investment firms
PRU
investm
ent
firms
IPRU(I | IPRU(I | #RRUYE | IPRU(I | IPRU(I | IPRU(I
NV) NV) Ny NV) NV) NV)
Chapter | Chapter | Chapter | Chapter | Chapter | Chapter
3 5 9 11 12 13
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(collecti
ve
portfoli
0
manage
ment
firms

only)

Solvency No No No
statement standard standard standard
(note 2) format format format

Balance sheet FSA029 | FSA029 | FSA029 | FSAB29 | FSA029 | FSA029 | Section

A
(note 3) RMAR
Income FSA030 | FSA030 | FSA030 | FSAB30 | FSA030 | FSAO030 | Section
statement B
(note 3) RMAR
Capital MIF001 | FSAO033 | FSA034 | FSAO31 | FIN066 | FINO69 | Section
adequacy (n or D1
ote 3
and 4) FSA035 RMAR
or
FINO71
(note 5)
Threshold Section
conditions F
RMAR
Volumes and FSA038 | FSA038 | ESAO38 | FSA038 FSA038
types of
business
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Client money FSAO039 | FSA039 | FSA039 | FSAB39 | FSA039 | FSA039 | Section

and client assets C
RMAR
Liquidity MIF002
(notes
3,4and
6)
Metrics MIF003
monitoring (notes 3
and 4)

Concentration MIF004

risk (non-K- (notes
CON) 3,4 and
7)

Concentration MIF005

risk (K-CON) (notes

3,4and
7)

Group capital MIF006

test (notes 4

and 8)

Information on FINO70
P2P agreements

Regulated Activity Group 6
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The applicable data items referred to in SUP 16.12.4R are set out

according to type of firm in the table below:

Description of

Firms’ prudential category and applicable data items (note 1)

data item
IPRU(INV) IPRU(INV) RRUINY IPRU(INV)
Chapter 3 Chapter 5 Chapter 13
Solvency No standard
statement format
(note 6)
Balance sheet FSA029 FSA029 Section A
RMAR
Income FSA030 FSA030 Section B
statement RMAR
Capital FSA033 FSA034 or Section D1
adequacy FSAO035 or RMAR
FINO71 or
FINO72 (note 4)
Threshold Section F
conditions RMAR
Client money FSA039 FSA039 Section C
and assets RMAR
Pillar 2 FSAO019 (note

questionnaire

8)

Regulated Activity Group 8
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The applicable data items referred to in SUP 16.12.4R are set out
according to type of firm in the table below:

Description of

Firms’ prudential category and applicable data items (note 1)

data item
MIFIDPRU Firms other than MIFIDPRU investment firms
investment firms
IPRU(INV) | IPRU(INV) | HPRUANY) | IPRU(INV)
Chapter 3 | Chapter 5 Chapter 13

Solvency No standard
statement format
(note 2)
Balance sheet FSA029 FSA029 FSA029 Section A

(note 3) RMAR
Income FSAO030 FSAO030 FSAO030 Section B
statement (note 3) RMAR
Capital MIF001 FSAO033 FSA034 or Section D1
adequacy FSAO035 or RMAR

(notes 3 and 5) FINO71

(note 4)

Liquidity MIF002

(notes 3 and 5)
Metrics MIF003
monitoring

(notes 3 and 5)

Concentration
risk (non-K-
CON)

MIF004
(notes 3, 5 and 7)
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Concentration
risk (K-CON)

MIF005

(notes 3, 5and 7)

Group capital

MIF006

test (notes 5 and 6)

Threshold Section F

conditions RMAR
(note 17)

Client money FSA039 FSA039 FSAO039 Section C

and client assets RMAR
(note 13)
or FSA039

SUP 16.16 (Prudent valuation reporting) is deleted in its entirety. The deleted text is not
shown but the chapter is marked [deleted] as shown below.

16.16 Prudent valuation reporting [deleted]

Amend the following as shown.

16 Annex G
18B

Notes for completion of the Retail Mediation Activities Return

(‘RMAR?)

Introduction: General notes on the RMAR

5.

The following table summarises the key abbreviations that are used in

these notes:

APF

Authorised professional firm

AR

Appointed representative

he Canital Ad -
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Section D Regulatory Capital

‘Higher of’ requirements

In this section there are separate calculations of regulatory capital and capital
resources requirements for the different types of business covered by the data
requirements. The calculations are the same, however, for both home finance
mediation activity and insurance distribution activity relating to non-
investment insurance contracts.

(i) Forsuch a firm that is also subject to HFFPRU-er-GENPRU-and-BIPRU
MIFIDPRU, the requirement is the higher of the two capital resources
requirements that apply (see MIPRU 4.2.5R) and is compared with the
higher of the two capital resources calculations (see MIPRU 4.4.1R).

Guidance for completion of individual fields

Is the firm exempt from
these capital resources
requirements in relation
to any of its retail or
distribution mediation
activities?

The firm should indicate here if any Handbook
exemptions apply in relation to the capital
resources requirements in MIPRU or IPRU-INV
13. Examples of firms that may be subject to
exemptions include:

* Lloyd’s managing agents (MIPRU 4.1.11R);

* solo consolidated subsidiaries of banks or
building societies;

« small credit unions (as defined in MIPRU
4.1.8R); and

« investment firms not subject to IPRU-INV 13
(unless they additionally carry on home finance
mediation activity or insurance distribution
activity relating to non-investment insurance
contracts).

Home finance mediation and non-investment insurance distribution
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Other FCA capital
resources requirements
(if applicable)

The FCA may from time to time impose
additional requirements on individual firms. If
this is the case for your firm, you should enter the
relevant amount here. This excludes capital
resources requirements in relation to P11, which
are recorded below.

If the firm carries on designated investment
business as well as home finance mediation
activity, insurance distribution activity or both,
requirements under IPRU(INV), HFPRU;
GENPRU-6rBIHPRY MIFIDPRU and MIPRU
must be considered to determine the appropriate
requirement (see general notes (i) to (iii) above).
If the resulting requirement for a firm is higher
than the base MIPRU requirement then you
should include the difference here.

Capital resources

This should be the capital resources calculated in
accordance with MIPRU 4 for incorporated or
unincorporated firms as applicable.

For firms that are additionally subject to
IPRU(INV)HFRPRU-GENPRU or CREDS
MIFIDPRU, this should be the higher of the
capital resources per MIPRU 4 and the financial
resources determined by IPRU(INV)+FPRU;
GENPRY or CREBS MIFIDPRU. See MIPRU
4.4.1R.

SUP 16.20 (Submission of recovery plans and information for resolution plans) is deleted in
its entirety. The deleted text is not shown but the chapter is marked [deleted] as shown below.

16.20 Submission of recovery plans and information for resolution plans

[deleted]

SUP 16 Annex 33A (Remuneration Benchmarking Information Report), SUP 16 Annex 33B
(Guidance notes for data items in SUP 16 Annex 33AR), SUP 16 Annex 34A (High Earners
Report) and SUP 16 Annex 34B (Guidance notes for data items in SUP 16 Annex 34AR) are
deleted in their entirety. The deleted text is not shown but the chapters are marked [deleted]

as shown below.

16 Annex Remuneration Benchmarking Information Report [deleted]

33A

Page 155 of 177



FCA 2021/XX

16 Annex Guidance notes for data items in SUP 16 Annex 33AR [deleted]
33B

16 Annex High Earners Report [deleted]
34A

16 Annex Guidance notes for data items in SUP 16 Annex 34AR [deleted]
34B

SUP 16 Annex 40 (Data items related to recovery and information for resolution plans) is
deleted in its entirety. The deleted text is not shown but the chapter is marked [deleted] as
shown below.

16 Annex Data items related to recovery and information for resolution plans

40 [deleted]

Amend the following as shown.

App 2 Insurers: Regulatory intervention points and run-off plans
App 2.2  Interpretation
App221 R For the purpose of SUP App 2.1 to 2.14:

(1)  “capital resources”:

(@) in relation to a non-directive friendly society, has the
meaning given to “margin of solvency” in rle-4-14)-of
HRRUFSOC) rule 2.1 of the Friendly Society — Overall
Resources and Guarantee Fund part of the PRA
Rulebook;

(©) in relation to any other firm;- which is not a Solvency Il
firm, means the firm’s eapital-resourees capital
resources as calculated in accordance with GENRPRU
22 17Rand;
(i) in the case of a dormant account fund operator,

the version of GENPRU 2.2.17R that applied as
at 31 December 2015 (the effect of which has
been preserved for the purposes of INSPRU 7);
and

(if)  in the case of a non-directive insurer (other than
a non-directive friendly society), the PRA
Rulebook: Non-Solvency Il Firms: Insurance
Company — Capital Resources; and
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(d) in relation to a Solvency Il firm means the firm’s
“eligible own funds” as defined in the PRA Rulebook:
Glossary;

“suaranteefund™: [deleted]
busi | I ¢ canital nict
that firm -must hold to comply with GENPRU 2.2.34R;
ahd

@ i rolati ; her il | ; hict

TP1 Transitional provisions
TP 1.2
1) (2) Material | (3) | (4) Transitional provision 5) (6)
to which the Transitional Handbook
transitional provision: provision:
provision dates in coming into
applies force force
12W SUp R | HBIPRU TP 304R Foraslong  Attheendof
[PRA] 16-125R te {queh%y—ﬂeer—fer—eeﬁam asBIRPRY peﬂed—set
sSUR banks} appliesto a firmthe TP 30.4R out in
[Deleted] point mentioned in that rule  firm
i< acded to the list
paragraph-farofthe
d.el".".“e“ of I".“' specitic
I'qb"d't*. stress--the ease
of that firm Ie.| a5 Ieng_as
“_B.“ RUTR-30-4R-apphiesto
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Annex J
Amendments to the Collective Investment Schemes sourcebook (COLL)

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

6 Operating duties and responsibilities

6.6A Duties of AFMs in relation to UCITS schemes and EEA UCITS schemes

Eligible depositaries for UCITS schemes

6.6A.8 R Anauthorised fund manager must ensure that the depositary it appoints
under COLL 6.6A.7R is a firm established in the United Kingdom that
has the Part 4A permission of acting as trustee or depositary of a UK
UCITS and is one of the following:
(1) anational central bank; or
(2) acreditinstitution; or
(3) afirm which:

(2)  hasown funds of not less than the higher of: [deleted]

(b) either:

M is a ful-scope HFPRU-investmentfirm MiFID
investment firm; or

(i) Is an investment management firm to which
IPRU(INV) 5 applies; and

(c) satisfies the non-bank depositary organisational
requirements in COLL 6.6B.11R.

[Note: article 23(2)(a), (b) and (c) (first sentence) of the UCITS
Directive]

6.6B UCITS depositaries
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Depositaries appointed under COLL 6.6A.8R(3) (non-bank depositaries):
Capital requirements

G

R

G

A depositary appointed in accordance with COLL 6.6A.8R(3) needs to
satisfy the capital requirements in either:

(1) IPRU(INV) 5; or

(2) H-PRU-andthe UK-CRR MIFIDPRU.

[deleted]
[Editor’s note: this requirement has been moved to MIFIDPRU 4.4.5R.]

[deleted]
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Annex K
Amendments to the Consumer Credit sourcebook (CONC)

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

2 Conduct of business standards: general

2.11 Remuneration and performance management policies, procedures and
practices

2.11.2 R This section does not apply to a firm subject to:

1) any of the remuneratlon prowsmns in S¥§G—}9A—€LFPRH

managemen%ef—sales—staﬁ} SYSC 19B (AIFM Remuneratlon Code)

to SYSC 19G (MIFIDPRU Remuneration Code); or

()
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Annex L

Amendments to the Investment Funds sourcebook (FUND)

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

3

3.11

3.11.10 R
3.11.10A G
3.11.11 G

Requirements for alternative investment fund managers

Depositaries

Eligible depositaries for UK AlFs

Subject to FUND 3.11.12R, an AIFM must, for each UK AIF it manages,
ensure the appointment of a depositary which is a firm established in the
UK that has the Part 4A permission of acting as trustee or depositary of
an AIF and which is one of the following:

1)
@)

3)

a credit institution; or
a MiFID investment firm or an EEA MiFID investment firm which:

b}  provides the ancillary service of safe-keeping and
administration of financial instruments for the account of
clients; or

another category of institution that is subject to prudential
regulation and ongoing supervision and which, on 21 July 2011,
fell within the categories of institution eligible to be a trustee of an
AUT or a depositary of an ICVC.

[Note: article 21(3)(a) to (c) and (5)(a) of AIFMD]

@)

2

)

The capital requirements for a MiFID investment firm appointed as
a depositary in accordance with FUND 3.11.10R(2) are contained
in MIFIDPRU.

An EEA MIFID investment firm appointed as a depositary in
accordance with FUND 3.11.10R(2) should refer to MIFIDPRU
1.1.3G and 1.1.4G, which explain the FCA4’s general approach to
its prudential regulation.

For a depositary of a fund to be established in the UK, it must
have:
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@) its registered office in the UK, where the fund is an
authorised fund; or

(b) its registered office or branch in the UK, where the fund is
an unauthorised fund.

) N iren that has | ictored office in

I|||||_t||atllas a-branch - the Li-must-meet-the-capial .
|_ee|u|||en|e||ts| o “d. erthe ELU-GRR fora gllzlg Iull_seepe He |£as
3-1110R(2)- [deleted]

For certain types of closed-ended AlFs (such as private equity, venture
capital and real estate funds) a wider range of entities than those
specified in FUND 3.11.10R may perform the relevant depositary
functions. The FCA requires such entities to obtain authorisation as a
depositary to demonstrate that they can meet the commitments inherent
in those functions, but imposes a lower level of capital requirements in
recognition of the different degree of risk implied by the characteristics
of the AIF. The capital requirements of such firms are contained in
IPRU-INV 5 (particularly IPRU-INV 5.4.3R (Own funds requirement))
but if the firm also undertakes MiFID business, its capital requirements
will be contained in H=PRU;-the UK-CRR-and-the EU-CRR-erh

[Note: recital 34 of AIFMD]

Additional requirements for depositaries of authorised AlFs

G

[deleted]
[Editor ’s note: this requirement has been moved to MIFIDPRU 4.4.5R.]
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Annex M
Amendments to the Regulated Covered Bonds sourcebook (RCB)

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

1 Introduction

1.1 Introduction to sourcebook

Other relevant provisions

1.1.6 G

|de|t-ed| i
2 Applications for registration
2.3 Determination of registration

Liquid assets

2.3.20 G Assets which would be eligible for inclusion in a liquidity buffer under
BIPRU 12.7 as it applied on 31 December 2021 can be liquid assets for
the purposes of limb (a) of the definition of liquid assets in Regulation
1(2) of the RCB Regulations. The FCA will also expect that liquid assets
which consist of deposits should be held in the same currency or
currencies as the regulated covered bonds issued by the issuer.
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Amendments to the Energy Market Participants guide (EMPS)

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

[EEN
[N
w

1.2.1

1.2.3

Special guide for energy market participants

Application and purpose

G  The reader should note that an energy market participant is defined to

exclude a number of different categories of firm, including any MiFID

investment firm.

Parts of the Handbook applicable to oil market participants

R The parts of the Handbook and their applicability to energy market
participants are listed in EMPS 1.2.3G. Energy market participants
should read applicable parts of the Handbook to find out what the
detailed regulatory requirements for energy market participants are.

Applicability of parts of Handbook to energy market participants

G  This table belong to EMPS 1.2.1G

Part of Applicability to energy market
Handbook participants
Prudential Interim Chapter 1 (Application and
standards Prudential General) of (Interim Prudential
sourcebooks sourcebook: Investment
(IPRU) Businesses) applies.

Chapter 3 (Financial resources for
Securities and Futures Firms
which are not MiFID investment

firms or which are exempt BIPRU

commoditiesfirms-or-exempt
IFPRU commodities firms) of
IPRU(INV)applies, with the
following qualifications:

(a) energy market participants
whose main business consists of
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the generation, production,
storage, distribution and/or
transmission of energy may be
granted a waiver of Chapter 3 in
the FCA s discretion: see SUP
21.;-and

(b) the-coneentrated-risk
reguirements do not apply to an

HPRUINVY)-3-1DGand [deleted]
(c) the-coneentrated-risk
reguirements apply to an energy

I oty

el*e“'pt.B;.l Hul som lle' dities firm

il .
31 December-2013- [deleted]
The other parts of IPRU(INV) do
not apply.

The other sourcebooks do not
apply.

I . .
tontial E;see_pt for provisions-on-capHal
bool |eq|u|’|e|||_|ents al'.'d theJCAA
[deleted] exempt BIPRU commodities firm:
see-BIPRU-TFP-15.9G-BIPRU-TP
15-10G:- [deleted]
sourcebook for  requirements and the ICAAP
tnvestment see BIPRU TP 15.9G-BIPRU TR
Firms{(BIPRU) | 15-106G: [deleted]
[deleted]
tavestment fundsrequirements-and-the
les. thi ¥
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r— ; I eipantiE i

[deleted] an-exemptHERPRU-commodities
firm:-see HFPRU-L11G: [deleted]
Regulatory
processes
Supervision This applies, with the following

manual (SUP) | qualifications:

(a) in SUP 3 (Auditors), only
some provisions apply if
IPRU(INV) 3 (Financial
Resources for Securities and
Futures Firms which-are-net
. . i hict
i

firms or exempt IFPRU
commoditiesfirms) does not
apply to an energy market
participant(because it has been
granted a waiver of that chapter):
see SUP 3.1.2R;

(c) SUP 16.12 (Integrated
Regulatory Reporting): energy
market participants whose main
business consists of the
generation, production, storage,
distribution and/or transmission of
energy may be granted a waiver
of this section in the FCA'’s
discretion: see SUP 21;

(d) SUP 17A

(Transaction reporting): does not
apply to energy market
participants which are not MiFIB
vestment-firms-or third country
investment firms; and

(e) SUP App 2 (Insurers: Scheme
of operations) does not apply.
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Amendments to the Oil Market Participants guide (OMPS)

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

[EEN
[N
w

1.2.1

1.2.2

Special guide for oil market participants

Application and purpose

(@)

The reader should note that an oil market participant is defined to exclude

a number of different categories of firm, including any MiFID investment

firm.

Parts of the Handbook applicable to oil market participants

R The parts of the Handbook and their applicability to oil market
participants are listed in OMPS 1.2.2G. Oil market participants should
read applicable parts of the Handbook to find out what the detailed
regulatory requirements for oil market participants are.

Parts of the Handbook applicable to oil market participants

G This table belong to OMPS 1.2.1G

Part of Handbook

Applicability to oil market
participants

Prudential
standards

Interim Prudential
sourcebooks
(IPRU)

Chapter 1 (Application and
General) of IPRU(INV) (Interim
Prudential sourcebook: Investment
Businesses) applies.

Chapter 3 (Financial resources for
Securities and Futures Firms which
are not MiFID investment firms o

which-are-exempt BIRRU

litios fi
HPRU-commeditiesfirms) of
IPRU(INV)applies, with the
following qualifications:

(@) to an oil market participant only
if it is a member of a recognised
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investment exchange or a
designated investment exchange
which is, under the rules of that
exchange, entitled to trade with
other members: see IPRU(INV) 3-
1A

(b) the-concentratedrisk
i | I |

[deleted]
(c) the-concentrated-risk

. .
require |||e||t_s a_p_ply to-an-oil-market
participanti#t ik e_;sempt
B“.”.g comn edlt_le_s I".”' that
satlslle_s tllne eend_ltlens HH-BIPRU
December-2013- [deleted]
The other parts of IPRU{INV) do
Ret-apply- [deleted]

The other IPRU sourcebooks do not
apply.

| tontial : . ol
sourcebook reguirements-and-the ICAARrules;
E ; i I | I
[deleted] participant-Hitis-an-exempt
BIPRU-commodities firm:see
BIPRU-TR-15:9G-BIPRU-FR
15106 [deleted]
tontial : . ol
sourcebook for requirements and the ICAAP rules,
Ba |_Ies_ BH'Idl"'g this 2 p_plles .E? an oil-market
tavestmentFirms | BIPRU-commoeditiesfirm:-see
(BIPRU) [deleted]  BHPRU-TRP159G-BIPRU-TPR
15-106G:- [deleted]
lontial : - bined
sourcebook-for buffer, own funds, own funds
HERPRY) [deleted] | thisappliesto-an-ot-market
S oy
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itios firm:
HPRU-1-116G: [deleted]

Regulatory
processes

Supervision
manual (SUP)

This applies, with the following
qualifications:

(@) in SUP 3 (Auditors), only some
provisions apply if IPRU(INV) 3
(Financial Resources for Securities
and Futures Firms which are not
MIFID investment firms erwhich

af&exempt—BHleLeemmedmes

firms-er-exemptH-RPRU
commodities-firms) does not apply
to an oil market participant: see
SUP 3.1.2R;

(c) SUP 16.7 (Financial reports)
does not apply to the firm if
IPRU(INV) 3 does not apply: see
SUP 16.1.3R and SUP 16.7.5G;

(d) SUP 17A

(Transaction reporting) does not
apply-to an oil market participant
which is not a MiFIB-investment
firm-or-a third country investment
firm:

(e) SUP App 2 (Insurers: Scheme
of operations) does not apply.

Page 170 of 177




FCA 2021/XX

Annex P

Amendments to the Perimeter Guidance manual (PERG)

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

1

1.4

1.4.2

10

10.4A

Introduction to the Perimeter Guidance manual

General guidance to be found in PERG

G  Table: list of general guidance to be found in PERG.

Chapter: Applicable to: About:

PERG 13:

Guidance on the scope  Any UK person who needs the scope of
of the UK provisions  to know whether MiFID o the UK provisions

which the- CRD-and- UK which implemented
implemented MiFID CRR (which allow MiFID and
and-CRD provisions-which the-CRD-and-UK

correspond to the CRR.

recast CAD to continue to

apply to certain

firms)-apply-to-him applies

to them

Guidance on activities related to pension schemes

The application of requirements which implemented EU directives

Q.41A Are pension scheme trustees and administration service providers
likely to be subject to authorisation under the UK provisions which
|mplemented the Markets in FlnanC|aI Instruments Dlrectlve er—subjeet—tethe
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This is possible, but in many instances it is likely that pension scheme trustees and
service providers will either not be providing an investment service for the
purposes, or otherwise be exempt under the exemptions which were set out in
article 2.1 of the Markets in Financial Instruments Directive but have been
onshored in Part 1 of Schedule 3 to the Regulated Activities Order. The following
table expands on this in broad terms.

Detailed guidance on the scope of the UK provisions which implemented the
MiFID-and-the-CRB-and-JK-CRR is in PERG 13.

In the table below, references to relevant paragraphs of Article 2.1 of MIFID
should be read as the equivalent exemptions which have been onshored in Part 1 of
Schedule 3 to the Regulated Activities Order, or, in respect of Article 3 of MIFID,
which can now be found in regulation 8 of the MiFI Regulations.

Guidance on the scope of the UK provisions which implemented MiFID and
CRD IV

Introduction

The purpose of this chapter is to help UK firms consider:

e whether they fall within the scope of the UK provisions which implemented
Markets in Financial Instruments Directive 2014/65/EU (‘MiFID’) and
therefore are subject to the requirements derived from it;, and

e how their existing permissions correspond to related MiFID derived
concepts;.
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How does this document work?

This document is made up of Q and As divided into the following sections:

L]
e Exemptions from MiFID derived provisions (PERG 13.5); and
+—The CRB-NAPERG-13-6)-and

e Flow charts, tables and lists (PERG 13 Annex 1; and PERG 13 Annex 2;
PERG-13-Annex-3-PERG-13-Annex4.)

We have also included guidance in the form of flow charts to help firms decide
whether the UK provisions which implemented MiFID and-the-CRD-and-the Uk

a alda a a acnonad-io-tha re AD) 1N ala' a

certain-firms) apply to them as well as permission maps indicating which regulated
activities and specified investments correspond to MiFID investment services,
activities and MiFID financial instruments (see PERG 13 Annex 1 and PERG 13
Annex 2 ard-PERG-13-Annex-3.)

General

Q.1 Why does it matter whether or not we fall within the scope of MiFID?

Depending on whether or not you fall within the scope of MiFID, you may be
subject to:

e domestic legislation implementing MiFID (for example, FCA rules);

e “direct EU legislation”, which became part of UK law as at IP completion
day in accordance with section 3 of the European Union (Withdrawal) Act
2018, and is known as “retained EU law” in accordance with section 6 of

Page 173 of 177



13.3

FCA 2021/XX

the same legislation. (such as MiFIR-G3K-CRR and all directly applicable
regulations made under them it or under MiFID); and

o domesticlegislation-implementing-the CRD-(see PERG13:6)- other FCA
rules or legislation whose scope is drawn by reference to MiFID (for
example, the Prudential sourcebook for MiFID investment firms
(MIFIDPRU)).

Q.2 Is there anything else we should be reading?

The Q and As complement, and should be read in conjunction with, the relevant
legislation and the general guidance on regulated activities, WhICh is in chapter 2 of
our Perlmeter Guldance manual ( PERG )

Q.3 How much can we rely on these Q and As?

The answers given in these Q and As represent the FCA’s views but the
interpretation of financial services legislation is ultimately a matter for the courts.
How the scope of MiFID and-the-CRD-and-the- UK-CRR affect the regulatory
position of any particular person will depend on his individual circumstances. If
you have doubts about your position after reading these Q and As, you may wish to
seek legal advice. The Q and As are not a substitute for reading the relevant UK
provisions which implemented MiFID;-the-CRB-and-the UK-CRR(and-the

Moreover, MiFID;the-CRB-and-the UK-CRR-were has been subject to guidance
and communications by the European Commission, the European Securities and
Markets Authority (‘ESMA”) and the European Banking Authority (‘EBA”), we
have now issued guidance on how this will be treated after IP completion day.

Investment Services Activities

Dealing on own account

Q.16 What is dealing on own account (A3, article 4.1(6)) and recital 24)?

If a firm executes client orders by standing between clients on a matched principal
basis (back-to-back trading), it is both dealing on own account and executing orders

on behalf of cllents A—ﬁ%m—%Ldea#ng%n—ewn—aeeeunHmdeHWHD—#—n—meets
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135 Exemptions from MiFID
The article 3 exemption

Q.53 What is the practical effect of exercising the optional exemption for those
firms falling within its scope?

You are not a firm to which MiFID applies and so are not a MiFID investment firm

for the purposes of the Handbook As-such-yyou-are-net-subject-to-the requirements

RR- Nor are you a
MIFIDPRU mvestment flrm sub|ect to the prudentlal requirements in MIFIDPRU.

Article 3.2 of MiFID applies certain MiFID requirements to firms making use of
the article 3 exemption. These are implemented in the Handbook and the Act.

PERG 13.6 (CRD 1V) is deleted in its entirety. The deleted text is not shown but the chapter
is marked [deleted] as shown below.

13.6 CRD 1V [deleted]
Amend the following as shown.

13 Do the UK provisions which implemented MiFID apply to us?
Annex
1

[Editor s note: Delete the words “See Annex 3 flow charts 1 and 2 to see how the
UK provisions which implemented CRD IV apply to you” from the diagram.]

PERG 13 Annex 3 (Are you subject to the CRD and UK CRR (or allowed to be subject to the
recast CAD?)) is deleted in its entirety. The deleted text is not shown but the Annex is
marked [deleted] as shown below.

13 Are you subject to the CRD and UK CRR (or allowed to be subject to the recast
Annex CAD)? [deleted]
3
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Annex Q

Amendments to the Wind-down Planning Guide (WDPG)

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

3.1

3.1.6

3.3

3.3.3

3.4

3.4.6

The concept and process of wind-down planning

What is wind-down planning

We know that some firms may have carried out similar planning
exercises under different but related regulatory processes (e.g. ICAAP,
RRD the ICARA process). This guide does not replace or re-interpret
those processes. However, firms may want to take this guide into
account to further strengthen their wind-down planning as well as to
consider how consistent these processes are with one another.

D%eﬂve%RRD} the ICARA process is the process that MIFIDPRU

investment firms are required to comply with under MIFIDPRU 7.]

Wind-down scenarios: what would make a firm no longer viable?

To do this, firms may way to consider what events would be likely to
make it no longer viable, which is often referred to as reverse stress-
testing. A firm is not viable if it no longer has adequate financial or non-
financial resources to carry on its regulated activities. This could happen
for a variety of reasons, including:

(1)  Significant financial fesses losses with no sign of recovery

Effective risk management

Firms may consider potential options for recovery in the face of adverse
business conditions, such as selling part of the business or seeking a

capital injection. Fhisis-knewn-asrecoveryplanning: Even if a firm
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has earried-out-recovery-planning taken these or similar steps aiming for

recovery, wind-down planning can still be relevant as there is no
guarantee that recovery options would save the firm’s business.

App 5 QRG: wind down scenarios and relevant management information

App 5.1  Generating wind-down scenarios and identifying relevant management

information to monitor

App511 G To generate wind-down scenarios, a firm may consider the following:

(2)  which are the business areas subject to the greatest risks, e.g. if a
sudden large volatility in the currency market will lead to

great lesses losses;

App5.1.4 G  After outlining the wind-down scenario(s), a firm identifies the key
management information that is most directly related to those scenario(s)
and the relevant indicators it will want to monitor for danger signs.

Effective

Less effective

Sample wind-down scenarios
(covering those that are fast and
slow-moving, firm specific and
macro-economic) might include:

e Severe economic downturn
leading to continual tesses
losses with no sign of recovery;
and
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TECHNICAL STANDARDS (FINANCIAL CONGLOMERATES DIRECTIVE)

(AMENDMENT) INSTRUMENT 2021

Powers exercised

A. The Financial Conduct Authority (“the FCA”) makes this instrument in the exercise

of the powers and related provisions in or under:

1) regulations 7(1), (4) and (6) of the Financial Conglomerates and Other
Financial Groups (Amendment etc.) (EU Exit) Regulations 2019; and

2 the following sections of the Financial Services and Markets Act 2000 (“the

Act”):

@ section 138P (Technical Standards);

(b) section 138Q (Standards instruments);

(©) section 138S (Application of Chapters 1 and 2);
(d) section 137T (General supplementary powers);
(e) section 138F (Notification of rules); and

4) section 138l (Consultation by the FCA).

B. The rule-making powers listed above are specified for the purposes of section

138Q(2) (Standards instruments) of the Act.

Pre-conditions to making

C. The FCA has consulted the Prudential Regulation Authority and the Bank of England

as appropriate in accordance with section 138P of the Act.

D. [A draft of this instrument has been approved by the Treasury, in accordance with

section 138R of the Act.]

Interpretation

E. In this instrument, any reference to any provision of direct EU legislation is a

reference to it as it forms part of retained EU law.

Amendments

F. The following technical standards are amended in accordance with Annexes A and B

of this instrument.

European Parliament and of the Council with regard to regulatory
technical standards for the application of the calculation methods
of capital adequacy requirements for financial conglomerates

1) )
Part 1 (FCA) of Regulation (EU) 342/2014 of 21 January 2014
supplementing Directive 2002/87/EC of the European Parliament
and of the Council and Regulation (EU) No 575/2013 of the Annex A
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Part 1 (FCA) of Regulation (EU) 2015/2303 of 28 July 2015

supplementing Directive 2002/87/EC of the European Parliament
and of the Council with regard to regulatory technical standards Annex B
specifying the definitions and coordinating the supplementary
supervision of risk concentration and intra-group transactions

Commencement

G. This instrument comes into force on [date].

Citation

H. This instrument may be cited as the Technical Standards (Financial Conglomerates

Directive) (Amendment) Instrument 2021.

By order of the Board
[date]
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In this Annex, underlining indicates new text and striking through indicates deleted text.

Annex A

Amendments to Part 1 (FCA) of Regulation (EU) 342/2014 of 21 January 2014
supplementing Directive 2002/87/EC of the European Parliament and of the Council and
Regulation (EU) No 575/2013 of the European Parliament and of the Council with regard
to regulatory technical standards for the application of the calculation methods of capital
adequacy requirements for financial conglomerates

Article 2
Definitions

In this Regulation:

(1A) “competent authority” means the PRA or the FCA;

(1B) “institution” means a credit institution or an investment firm;

(1C) “investment firm” means a person as defined in paragraph 1A of Article 2 of
Regulation 600/2014/EU, as that Article has effect subject to the requirements
imposed by the United Kingdom legislation that implemented Directive
2014/65/EU, other than a credit institution;

(1D) “MIFIDPRU” means the Prudential sourcebook for MiFID Investment Firms
module of the FCA Handbook;

(1E) references to “Regulation (EU) No 575/2013” mean:

(a) (except in the circumstances in (b)) the UK version of Regulation of
the European Parliament and the Council on prudential requirements
for credit institutions and investment firms (Requlation (EU) No
575/2013) and amending Requlation (EU) No 648/2021, read together
with CRR rules as defined in section 144A of the Financial Services
and Markets Act 2000;

(b) (insofar as provisions are relevant to the assessment of own funds in
accordance with MIFIDPRU) the Regulation in (a) as applied and
modified by MIFIDPRU 3.
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Article 6
Deficit of own funds at the financial conglomerate level

(1)  Where there is a deficit of own funds at the financial conglomerate level, only own
fund items that are eligible under the sectoral rules for both the banking and
investment sector (taken together), and the insurance sector shall be used to meet that

deficit.

(2) The own funds referred to in paragraph 1 are the following:

(a)
(b)

(d)

(f)

(1)

basic own-fund items where those items may be included in Tier 1 own funds
in accordance with Rule 3.1 of the Own Funds Part of the PRA Rulebook or
MIFIDPRU 3 (as applicable), and the inclusion of those items is not limited by
Avrticle 82 of Regulation (EU) 2015/35;

basic own-fund items where those items may be included in Tier 1 own funds
in accordance Rule 3.1 of the Own Funds Part of the PRA Rulebook or
MIFIDPRU 3 (as applicable), and the inclusion of those items is limited by
Article 82 of Regulation (EU) 2015/35;

basic own-fund items where those items may be included in Tier 2 in
accordance with Rule 3.2 of the Own Funds Part of the PRA Rulebook or
MIFIDPRU 3 (as applicable).

Article 9
Solvency requirement

(2 Where the rules for the banking or investment services sector are to be applied,

(@)
(b)

own funds requirements as laid down in Chapter 1 of Title | of Part Three of
Regulation (EU) No 575/2013 or MIFIDPRU 4 (as applicable), and

requirements pursuant to that Regulation or to Directive 2013/36/EU UK law,
or to MIFIDPRU (as applicable) to hold own funds in excess of those
requirements, including

Q) a requirement arising from the internal capital adequacy assessment
process in the Internal Capital Adequacy Assessment Part of the PRA
Rulebook and section 2.2 of the FCA Prudential sourcebook for
Investment Firms, or from compliance with the requirements of
MIFIDPRU 7 (as applicable),
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Article 14

Specification of technical calculation under method 1 pursuant to Annex 2 (Table 1) of
the Financial Conglomerates Part of the PRA Rulebook and Annex 1R (Table 1) of
Chapter 3 of the FCA General Prudential sourcebook

(1)

(8) For the purposes of calculating thresholds or limits, regulated entities in a financial
conglomerate which fall within the scope of an institution's consolidated situation
pursuant to Section 1 of Chapter 2 of Title Il of Part One of Regulation (EU) No
575/2013, or to MIFIDPRU 2 (as applicable) shall be considered together.




FCA 2021/XX

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

Annex B

Amendments to Part 1 (FCA) of Regulation (EU) 2015/2303 of 28 July 2015
supplementing Directive 2002/87/EC of the European Parliament and of the Council with
regard to regulatory technical standards specifying the definitions and coordinating the
supplementary supervision of risk concentration and intra-group transactions

Article 3
Significant risk concentration

(1)

(2) Counterparty risk or credit risk (which are not relevant where the Prudential
sourcebook for MiFID Investment Firms (MIFIDPRU) module of the FCA Handbook
applies) shall be deemed to include, in particular, risks related to interconnected
counterparties in groups, which do not form part of the financial conglomerate,
including an accumulation of exposures towards those counterparties.
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