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In this Policy Statement we report on the main issues arising from the following FSA Consultation Papers:
CP11/23, Solvency Il and linked long-term insurance business

CP11/25, Distribution of retail investments — RDR Adviser Charging and Solvency Il
CP11/27, Quarterly consultation paper No.31

CP12/13, Transposition of Solvency Il — Part 2

We also publish here the final rules.

Please send any comments or queries to:

Stuart Hicks

Strategy and Competition Division

Financial Conduct Authority

25 The North Colonnade

Canary Wharf

London E14 5HS

Telephone: 020 7066 0480

You can download this Policy Statement from our website: www.fca.org.uk. All our publications are
available to download from www.fca.org.uk. If you would like to receive this paper in an alternative
format, please call 020 7066 0790 or email: publications_graphics@fca.org.uk or write to: Editorial and
Digital team, Financial Conduct Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS.
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Abbreviations used in this document

COBS The Conduct of Business Sourcebook with rules and guidance for insurance firms
writing investment business.

EIOPA European Insurance & Occupational Pensions Authority

FSA Financial Services Authority

FSMA Financial Services & Market Act

ICOBS The Conduct of Business Sourcebook for non-investment insurance firms.

INSPRU The Insurers’ Prudential Rulebook

PPFM Principles & Practices of Financial Management which with-profits firms are required to
publish to describe the management of their funds.

PRA Prudential Regulation Authority

Solvency Il European directive (No 2009/138 EC)' on the taking up and pursuit of the business of
Insurance and Reinsurance. Transposition into UK law is required by 1 January 2016.
Its purpose is broadly to introduce an economic risk-based approach to incentivise
insurance and reinsurance undertakings to properly measure and manage their risks.
It is designed to improve the protection of policyholders and beneficiaries by requiring
firms to hold risk-based capital.

SUP Supervision Manual

1

The Solvency Il Directive text is at : http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2009:335:0001:0155:en:PDF
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1.
Overview

Introduction

1.1 The Solvency Il Directive is being transposed into the UK by the FCA and the Prudential
Regulation Authority (PRA)?. It comes into effect for firms from 1 January 2016. We (the FCA)
are changing our rules, both to transpose some of the articles and to harmonise our rules with
the Directive. We are publishing our final rules in this paper.

Who does this affect?

1.2 The FCA rules giving effect to parts of the Directive, and the changes to other rules and
guidance set out in this Policy Statement, apply to most insurance and reinsurance firms. Some
‘non-Directive’ firms are excluded from Solvency Il. Non-Directive firms are broadly those
with gross premium incomes below €5m and gross technical provisions below €25m?®. Non-
Directive firms should be aware of the changes as well because the Directive may apply to them
in future. The PRA has also published rules to give effect to the rest of the Directive and made
changes to its own rules.

Is this of interest to consumers?

1.3 The Solvency Il Directive is designed to improve consumer protection by requiring firms to hold
risk-based capital. However, there are some conduct related changes, for example around
disclosure requirements and a need to update our rules to reflect the PRA rule book changes.
The PRA is now responsible for the prudential supervision of insurance firms, in which the new
Solvency Il requirements play an important part. The changes we are making to our conduct
rules have minimal direct impact on retail consumers or consumer groups, as they largely have
the effect of continuing provisions contained in the previous insurance directives.

Context

1.4  The main purpose of the Solvency Il Directive is to increase consumer protection by requiring
member states to ensure firms better assess the risks that they run and hold capital against
those risks. The PRA is responsible for this aspect of the Directive. But the Financial Services
Authority (FSA) also consulted on changes to its conduct rules, which FCA must now implement

2 HMT is also making Regulations which partly transpose the Directive. www.legislation.gov.uk/uksi/2015/575/contents/made

3 Note that there are other conditions that must be satisfied — see article 4 of the Directive and the PRA rules that give effect to article
4. There are also exclusions based on activity. See Chapter 2 of the PRA Rulebook: Solvency Il firms: General application.
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to align with the Directive and to adopt its terminology. We also need to cross-refer our rules
with the PRA’s new Rulebook transposing Solvency Il. In a few areas a change to the conduct
policy intent is intended.

1.5 The FSA consulted in 2011 and 2012 (in CP11/23* CP11/25° and CP12/13%) and has already
provided some feedback, in FS12/2’, on some of the unit-linked changes. The FCA issued
further feedback in FS14/18 (October 2014) on its with-profits and unit-linked rules.

1.6 The PRA issued further feedback and a Policy Statement (PS2/15°) on 20 March 2015.

1.7  Part of this Policy Statement is designed to explain the rules that we are making where we have
transposition responsibility. This is in relation to a limited number of Articles of the Solvency Il
Directive which deal solely with conduct matters'®, mostly relating to provision of information
to consumers. The other chapters of this Policy Statement deal with changes needed in certain
sections of our Handbook to ensure that our rules and guidance do not infringe Directive
requirements. They are consistent with, and appropriate in the light of, changes the PRA are
making to their rules as a consequence of the Directive.

1.8 In November we consulted on changes to the Approved Persons Regime for Solvency Il firms.
These reforms reflect the Directive’s requirements relating to the fitness and propriety of
individuals performing important roles in firms. On 27 March 2015 we published a follow-up
CP which consults on our proposals for the practical implementation of these reforms, as well
as on some further changes regarding governance in Solvency Il firms.

Summary of feedback and our response

1.9 The FSA has already provided some feedback in FS12/2 (to CP11/22), and the FCA published
feedback in FS14/1 to Chapters 7 and 8 of FSA CP12/13 (on with-profits and unit-linked
changes respectively). The changes needed to transpose Articles 183-6 into our Handbook
were consulted on in CP11/25 and CP11/27, with feedback in FS12/5".

1.10 Consequential changes to other chapters of our Handbook were originally consulted on in part
of Appendix 6 of FSA CP12/13. The structure of regulation has subsequently changed (through
the creation of the PRA, and the FCA focus on conduct) and the PRA is transitioning from the
PRA Handbook to the PRA Rulebook. This has led us to make further changes to the rules that
were previously subject to consultation. These are outlined in section 5 below.

1.11  The material in Chapters 7 and 8 of CP12/13 was the subject of an FCA Feedback Statement in
October last year, and responses to that Feedback Statement are set out in this Policy Statement.
Feedback on the earlier chapters has already been provided in Feedback Statements issued by
us and the FSA, or has been the subject of consultation by the PRA.

www.fsa.gov.uk/pubs/cp/cp11_23.pdf
www.fca.org.uk/static/pubs/cp/cp11_25.pdf
www.fca.org.uk/your-fca/documents/consultation-papers/fsa-cp1213
www.fca.org.uk/static/pubs/discussion/fs12-02.pdf
www.fca.org.uk/news/fs14-1-solvency-ii-cobs-rule-changes
www.bankofengland.co.uk/pra/Documents/publications/ps/2015/ps215.pdf
In particular articles 183-187, 133(3) and 152.
www.fsa.gov.uk/library/policy/policy/2012/12-05.shtml
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Next steps

What do you need to do next?
1.12  Insurance and reinsurance firms will need to prepare themselves to comply with these changes
from the start date of the Solvency Il Directive on 1 January 2016.

What will we do?

1.13  We will also be making arrangements to comply or ensure consistency with the requirements
of the Solvency Il Directive and related Solvency Il material'?. Supervisors will be discussing with
selected firms how they are preparing to comply with the rules and ensure effective and timely
implementation of the Directive requirements.

12 Including the Solvency Il regulation of 10 October 2014, which came into force on 18 January 2015 and is directly applicable to
firms, and EIOPA guidelines on governance arrangements.

Financial Conduct Authority March 2015 7
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2.

Transposition of the Solvency Il Directive

2.1

2.2

2.3

24

2.5

2.6

This chapter sets out the actions required of the FCA to transpose those articles of the Solvency
Il Directive for which we have transposition responsibility. Most of the articles in the Directive
are being transposed by the PRA in their paper Solvency Il: a new regime for insurers, also
being published in March 2015.

Firms will need to comply with the amended rules in the Conduct of Business Sourcebook

(COBS) and the Conduct of Business Sourcebook for non-investment insurance firms (ICOBS),
outlined below.

The Solvency Il Directive and its transposition

The Solvency Il Directive comprises over 300 articles. We have agreed with HM Treasury
and the PRA that the FCA will be responsible for transposing those articles of the Directive
concerned with conduct. This Policy Statement covers articles 133(3), 152 and 183-7". Part
(3) of article 133 forms part of the requirements of the Directive about how firms invest
assets and arises in connection with the so called Prudent Person Principle (article 132). It was
consulted on in CP12/13. Article 152 deals with the appointment of a claims representative
for third-party motor vehicle liability. Articles 183-7 are primarily concerned with point-of-
sale disclosure requirements and matters relating to the contract with policyholders. They are
similar requirements to those included in the various ‘Solvency I" directives. As a result they are
already largely included in our rules in COBS and ICOBS and require minimal changes.

Article 133 (3)

The FSA consulted on adopting article 133(3)" in section 2 of CP11/23 (see paragraph 2.35 in
particular). This permits Member States to restrict the types of assets or reference values which
policy benefits may be linked to, where the investment risk is being borne by policyholders.

The FSA reported feedback on this proposal in FS12/5. It advised that the principle underlying
our approach to unit-linked business is that where the policyholder or beneficiary is a natural
person and bears the direct investment risk, we will maintain a list of approved assets. This is
intended to ensure consumers (including defined contribution pension scheme members) are
properly protected from exposure to inappropriately risky assets.

Some respondents felt that we should not maintain the list of approved assets. However,
most agreed with our view that such a list would help ensure consumers were protected from
exposure to inappropriately risky assets.

13 See also Chapter 5. This describes how the FCA will have an indirect transposition role in relation to Article 42 of Solvency I

Directive (fit and proper requirements of persons), where it receives and processes information in relation to approved persons where
the information would otherwise have to be submitted to the PRA under its rules transposing Article 42.

14 See Article 133 (3) of Solvency II: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2009:335:0001:0155:en:PDF.

The UCITS Directive can be found at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2009:302:0032:0096:EN:PDF

March 2015 Financial Conduct Authority
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2.7

2.8

2.9

2.10

2.1

212

Our response

The FCA will continue to maintain a list of assets for permitted links. The
necessary rules are included in COBS 21.

Article 152

Article 152 concerns non-life insurers providing third party motor vehicle cover that passport
into another state on a services basis. The Article requires the host member state to require
those insurers to appoint a claims representative in the host state’s territory to deal with claims
arising out of events occurring in its territory.

We have included the requirement on incoming EEA firms to appoint a claims representative in
the existing requirements in ICOBS 8.2.

Articles 183-7

These articles of the Directive are about the information that firms must provide to policyholders,
both at the outset of their policy and subsequently, and matters relating to their contact with
policyholders.

The content of Articles 183-6 is largely contained in the FCA Handbook already, as they are
largely recast from the various Solvency 1 directives and were located in ICOBS and COBS. The
FSA consulted in CP11/25 and CP11/27 on the consequential changes needed to these rules,
and fed back on them in Chapter 4 of FS12/5. This list sets out where the rules can be found:

Article 183 ICOBS 6.2.2
Article 184 ICOBS 6.2.3/4

Article 185 COBS 1.1, COBS 1 Annex 1, COBS 13.1, 13.3, COBS 13 Annex 1 and 2, COBS
14.2, COBS 16.6, COBS 20.4.7 and ICOBS 6.3.1, 6.3.3 and 6.3.4

Article 186 ICOBS 7.1 and COBS 15.2

For Article 187 we have included a copy out of Article 187 in the new ICOBS 2.5.1R (2). We
consider this helpful for the avoidance of doubt, where reliance would otherwise be placed on
the unfair contract terms legislation or common law principles.

Since publishing PS12/5, we have made two main changes to the COBS rules giving effect to
Article 185:

Firstly, the changes to COBS 13 Annex 2R 1.7 included in PS12/5 amended a version of the
Handbook which was subsequently updated in December 2013 as part of domestic changes to
key features illustrations for personal pensions." COBS 13 Annex 2R 1.7 was updated through
Conduct of Business Sourcebook (Key Features lllustrations for Personal Pensions) (Amendment
No 2) Instrument 2013 While the final rules included with this Policy Statement do not change
the policy intent of those included in PS12/5, they amend the Handbook text as updated in
December 2013.

Secondly, in PS12/5 we proposed the insertion of a new rule at COBS 16.6.3AR to require a
long-term insurer, choosing to provide information about likely future with-profit bonuses, to
report the differences between the actual bonuses payable and the figures previously provided.

15 COBS 13 Annex 2R 1.7 was updated through Conduct of Business Sourcebook (Key Features lllustrations for Personal Pensions)

(Amendment No 2) Instrument 2013.

Financial Conduct Authority March 2015 9
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This rule would have only applied to new policies entered into after Solvency Il came into
effect. Having reviewed the interpretation of Article 185(5), we feel this was an overly narrow
interpretation of this provision and consider that this should apply to communications after
1 January 2016 for both new and existing policies.

In PS12/5, we set out our interpretation that we did not consider projections to be figures
about the future development of profit participation. We considered projections to be outside
the scope of Article 185(5) and therefore COBS 16.6.3AR. We intend to review this position
in the summer, taking into account wider changes to the UK pensions landscape and the
development of pre-contractual information as part of the Packaged Retail & Insurance-based
Investment Products Regulation.

March 2015 Financial Conduct Authority
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3.
Changes to COBS: with-profits and
unit-linked business

3.1 The FSA consulted in CP12/13 on changes to the rules and guidance in COBS 20 on with-profits
business. In addition, the FSA consulted in CP11/23 and CP12/13 on changes to the rules and
guidance in COBS 21 on unit-linked business. This chapter sets out the new rules and guidance
that will be applicable for Solvency Il firms from 1 January 2016.

COBS Chapter 20 - With-profits business

Comments on our Feedback Statement

3.2 We published a Feedback Statement (FS14/1) in October 2014 setting out responses made
to Chapter 7 of the FSA's CP12/13 on changes to our with-profits conduct rules and how
we intended to proceed, including the publication of some draft rules. We invited general
comments to that Feedback Statement and we have received some further comments from
those firms and bodies listed in Annex 1.

3.3 Some mutual firms commented that the move from the long term fund concept to the
with-profits ring-fenced fund may have implications for the membership activities that their
constitutions permit them to undertake where these take place within their with-profits funds.

3.4 Some mutual firms were concerned that the new rule COBS 20.1A.10R would have the effect
of preventing cross-subsidy between or to sub-funds because of the references to ‘applying
assets in a with-profits fund only for the purpose of the business in the with-profits fund".

3.5 Finally, some mutual firms were also concerned that our changes to provisions regarding
strategic investments were too restrictive and thought that the Solvency Il requirements did
not impose a ‘best interests’ test other than for assets covering technical provisions.

Our response to mutual firms

The changes being made are not intended to conflict with our existing policy on
mutual firms. Our detailed comments on the issues for mutual firms are:

® The changes to definitions and the rules are not intended to impact on
a firm’s ability to seek various solutions to their Project Chrysalis issues'®.
Nor are they intended to affect any ability mutual firms currently have to

16 Project Chrysalis is a reference to issues raised by firms and the FSA in relation to the conflicts between mutuality and the rights and
interests in the with-profits funds. See for example our recent Policy Statement PS14/5, providing a possible different approach on
the subject: www.fca.org.uk/static/documents/policy-statements/ps14-05.pdf.

Financial Conduct Authority March 2015 1
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undertake activities within the common fund, where those activities comply
with COBS 20 and the Insurers’ Prudential Rulebook (INSPRU) (taking into
account the firm’s particular circumstances).

e Firms considering whether such activities can comply with existing COBS 20
and INSPRU provisions should refer to Policy Statement 14/5, which sets out
the FCA position on those matters. Any firms concerned about compliance
with COBS 20 and INSPRU requirements (or replacement provisions) in
light of their particular circumstances should contact their supervisor. Some
firms asked us to set out in our new rules that these member activities
are permitted where certain conditions are met. We are not making the
changes requested. We think that any changes to our rules along those
lines would have an impact on substantive issues for mutual firms, and in
particular Project Chrysalis, instead of being neutral.

e We think itis possible for the business of a with-profits fund to include some
cross-subsidy of other funds or sub-funds, so long as any such arrangements
properly take into account the interests of the with-profits policyholders in
the with-profits funds in light of FCA Principles and COBS 20 requirements.
Such cross-subsidy is likely to be in essence an investment of the assets in
the with-profits fund, which needs to comply with Solvency Il Regulations.
Therefore, firms would be expected to consider risk/reward profiles of such
arrangements, and how they may affect the with-profits fund and relevant
interests of the policyholders.

* \We have also revised certain references in the new distribution rules (COBS
20.2.19A and B) to address perceived tensions with the developments in
Project Chrysalis affecting mutual firms (see also paragraph 3.12).

* \We have already reflected in our guidance that the 'best interests’ test
applies where there is a conflict of interest (for example between firm and
policyholder), even where the assets in question do not cover technical
provisions. We do not agree with comments that the new guidance on
strategic investments regarding the ‘best interests test’ is more restrictive
than Solvency Il requires and so we have not made any changes to these
provisions. However, for consistency we have added this proviso into the
new guidance on loans to connected persons (20.2.32BG), which now
begins ‘Where there is a conflict of interest.... We had taken the view
that loans to connected persons would automatically involve a conflict of
interest. But we cannot rule out the possibility that it may not do so in
particular circumstances, so we have made this change.

3.6  Firms also commented that we should work with the PRA to ensure common definitions of
our respective roles, with any differences identified and justified. In addition, one respondent
suggested that the definition of with-profits assets should be permitted (but not required) to
include the capital requirements for non-profit business also written in the fund.

Our response

We have agreed with PRA that we will adopt common definitions to the extent
practicable. In particular we intend to adopt, by reference, the PRA's definition
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of the ‘with-profits fund’. The definition of “with-profits assets” is already
aligned and we propose to make the non-substantive changes necessary to
make other common definitions such as ‘with-profits insurance business’ and
‘with-profits policy’ the same.

We are also proposing to make changes to our rule which requires assets to be
heldin the fund to meet liabilities (20.1A.5R). The intention is to avoid duplication
with the PRA version of this rule (rule 2.1 in the PRA Rulebook: Solvency Il firms:
With-profits) by cross-referring in part to the PRA requirements. So instead of
requiring assets to be held to meet the best estimate component of technical
provisions, we require assets to be held to meet ‘with-profits policy liabilities’
as defined by the PRA (and as required by the PRA with-profits rule 2.1 referred
to above). Firms should note that we will still keep in our rules the additional
provision (not contained in PRA rules) that requires that assets are also kept in
the fund to cover ‘other liabilities’. These include (as per COBS 20.1A.1R) those
required to treat customers fairly, and those in relation to future transfers out
of the fund properly attributable to shareholders. Firms should also note that
we keep in COBS 20.1A.6R the record-keeping requirements as proposed in
FS14/1, and the definition of with-profits fund surplus. These both refer to the
best estimate component of technical provisions.

We do not think that the definition of “with-profits assets” impacts on the
position of the capital requirements for non-profit business also written in the
fund.

3.7 Onerespondent commented on the requirement to include detail of any support arrangements
in the Consumer Friendly Principles & Practices of Financial Management (PPFM) and thought
that this was excessive.

Our response

We consider that it is important for policyholders to be made aware of support
arrangements provided to the fund in which they are invested, and therefore
require details to be provided in the full PPFM.

3.8 Some concern was raised about the period in the proposed timetable being too long for the
notification of changes in the proportion of surplus distributed to with-profits policyholders
(with a three-month lead time for notification to consumers).

Our response

We have reduced the timescales for pre-notification of relative reductions in the
proportions of surplus distributed to with-profits policyholders to two months
to us and one month before payment to with-profits policyholders.

3.9 Another respondent questioned our intention to exclude the risk margin from the definition of
technical provisions in relation to the requirements for distributions and the inherited estate.
The respondent argued that margins effectively existed in the Solvency | regime because of the

Financial Conduct Authority March 2015 13
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3.10

3.1

3.12

requirement to calculate reserves on a prudent basis, while the Solvency Il technical provisions
have to be calculated on a best-estimate basis.

Our response

We have considered the comments about the prudent nature of current
technical provision calculations in the ‘distribution’ rules. We have decided not
to amend our proposals to include the risk margin in the calculations, as we
consider that excluding the risk margin would be the closest approximation of
our existing rules. In relation to the calculations in the rule requiring assets to
be held to meet liabilities (20.1A.5R), we now no longer refer to best-estimate
components of technical provisions. This is because we now cross-refer to the
PRA requirements to hold assets to meet ‘with-profits policy liabilities'.

Some respondents also observed that firms could not be both realistic basis life firms and
Solvency Il firms (as in COBS 20.2.18R) and suggested that we remove those parts of the
Handbook.

Our response

We agree and will remove such references.

On distributions, concern was raised that the requirement to advise with-profits policyholders
about relative reductions in payouts could require mutual firms (such as friendly societies)
to contact their with-profits policyholders. This is because they currently make payments to
members who are not necessarily with-profits policyholders.

Our response

We have made slight changes to the wording of the rules on distributions and
their application to mutual firms. We have made it clearer that it is the proportion
of surplus being allocated to the with-profits policyholders that is relevant, and
that it is the amounts of surplus available for with-profits distribution to which
it is compared. There is an issue about whether COBS 20 and INSPRU permit
any surplus arising within a with-profits fund to be distributable to any persons
other than with-profits policyholders (and shareholders to the extent of any
interest). We consider that this touches on the Project Chrysalis issues already
discussed above. It is not an issue on which these changes are intended to have
an impact.

We have also chosen to make drafting changes to a small number of the provisions. We consider
that they do not affect the meaning but may improve clarity. They include the following:

March 2015 Financial Conduct Authority
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e COBS 20.1A.2R, which deals with how sub-funds are identified. This will now refer to
‘assets identified as forming a distinct part of the fund’, and not to ‘assets identified in
connection with a particular part’. Instead of ‘...and restricts discretionary additions to
policy benefits to those arising from the investment or other experience of only that part’, it
will now refer to ...restricts participation in the profits or other experience of that distinct
part to a particular category of with-profits policies’.

e COBS 20.1A.3R (1), which imposes a restriction of the with-profits fund ‘grandfathering’
provision in 20.1A.3R (2). At the moment this says that a grandfathering provision does
not apply ‘if COBS 20.1A.2 requires a firm to create or make changes to sub-funds...”. It
will now say that it does not apply ‘to the extent that it would be inconsistent with the
operation of COBS 20.1A.2 where the effect is to require a firm to create or make changes
to sub-funds...".

e (COBS 20.2.17C R(2) (b). Instead of ‘distributions relating to technical provisions’, we have
used ‘distribution that is intended to meet a liability for which allowance has been made in
the technical provisions'.

These changes are incorporated in the rules attached.

COBS Chapter 21 — Unit-linked business

Our consultations and feedback

3.13 The FSA provided feedback on its first consultation in FS12/2, and we published FS14/1 in
October 2014 with feedback on Chapter 8 of the FSA's CP12/13. These Feedback Statements
set out how we intended to proceed, including publication of some working-level draft rules.
We invited general comments on the Feedback Statement.

3.14 Onerespondentraised a query on whether it was our intention to only apply the new regulations
on stock lending and permitted derivatives to Solvency Il firms and not to non-Directive firms.

Our response

We confirm that this was our intention and we make this clearer in the attached
instrument (see changes to rules COBS 21.3.9R and 21.3.13R).

The rest of the COBS 21 changes in CP 12/13 and fed back on in FS 14/1
are remaining unchanged as they were largely welcomed by respondents to
CP 12/13

Compatibility with our general duties

3.15 The FSA consultation included a statement of compatibility with its objectives. The FCA’'s
objectives are different and we have therefore provided a new compatibility statement in
Annex 2.

Financial Conduct Authority March 2015 15
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Other consequential changes to the Handbook

16

41

4.2

4.3

4.4

4.5

4.6

The introduction of Solvency Il requires a number of consequential changes to the Handbook.
These include changes to disapply rules and guidance being replaced by PRA provisions
transposing Solvency I, and changes to achieve consistency with those provisions and other
Solvency Il material. These include the level 2 EU Regulation (EU 2015/35) of 10 October 2014
and EIOPA guidelines of 28 January 2015, and changes to correctly cross-refer to terminology
introduced by the Directive.

Consequential changes to the FCA Handbook

The FSA consulted on a number of consequential changes in CP12/13. However, since then,
the FSA has been split into two regulators with different objectives. This has a bearing on the
content of the consequential changes we set out in this document.

The main impact of the regulatory split is that the PRA and FCA now have two separate
rulebooks. In places of common interest (such as governance) the FSA had proposed making
one set of rules transposing Solvency Il requirements, which could deal with both Solvency |I
prudential requirements and also UK domestic conduct matters. As the PRA rules transposing
Solvency Il have a prudential focus, we have had to consider alternative approaches to ensure
that we continue to have provisions in the Handbook which allow us to pursue the Directive’s
conduct objectives. One option could have been for us to make identical rules to the PRA's
rules transposing the Directive, but with our rules having a broader conduct focus. This was not
the Government'’s preferred approach to Solvency Il transposition. This means we are retaining
more of the original Handbook material than the FSA had originally proposed to retain in
CP12/13. Where necessary we have added guidance to explain the interaction between our
provisions and the new PRA rules.

The second impact of the regulatory split is that the PRA has now moved to a different form of
rulebook. Given this, there are structural and referencing changes that need to be made in the
FCA Handbook. In part we have relied on our power in section 137T of FSMA to cross-refer,
where appropriate, to relevant PRA provisions instead of copying those provisions into our
Handbook. We hope that this reduces unnecessary duplication, but it may mean that some of
the user functionality of a combined or self-contained Handbook is lost as a result.

We have also been mindful of changes to the original Solvency Il Directive brought about by
the Omnibus 2 Directive."”

The PRA has not yet completed work on the consequential changes to their rule book and there
may be some additional changes necessary to our Handbook when this work is concluded.

Directive 2014/51/EU
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We have published this PS now as we must transpose parts of the directive by 31 March. We
thought it helpful that firms have other changes as early as possible.

4.7 The FSA did not receive any feedback to their consultation on the consequential changes. The
changes outlined below are our proposals in the light of the changed circumstances, including
those following the change to having a separate conduct regulator.

Systems & Controls handbook (SYSC)

4.8 The FSA consulted on dis-applying certain SYSC rules on the basis that it would make one set of
governance rules under Solvency Il. The Government's preference is for PRA only to make the
rules required for Solvency Il transposition in this area and for FCA not to duplicate those. As
our objectives have a conduct focus that may not be covered by the Directive measures or the
PRA's objectives, we consider that existing FCA rules on governance in SYSC will still be needed
to support our objectives. We do not consider there to be an inconsistency between FCA rules
and those made under Solvency II.

4.9 In Changes to the Approved Persons Regime for Solvency Il firms: forms, consequential changes,
transitional arrangements and FCA governance proposals'® we are consulting on some changes
to SYSC to give clarity in certain cases, for example where the Solvency Il derived requirements
make provisions for a Chief Risk Officer, risk management system, internal control function and
outsourcing.

410 These amendments include:

e Adding specific guidance to highlight areas where we consider that provisions made under
the Solvency Il Directive may be particularly relevant; and

e Dis-applying parts of SYSC guidance to minimise overlap with the PRA's rules.

411 The FSA consulted on disapplying SYSC 2.1.3(2) to incoming EEA firms. This rule requires a firm
to have a person with oversight for systems. In light of the split of regulators we no longer
consider that disapplying that rule would be appropriate. Therefore we will retain this rule to
the extent that the oversight role relates to systems in the UK dealing with conduct in the UK
branch. We consider that this is consistent with Solvency Il requirements.

Threshold Conditions

412 The FSA consultation on changes to guidance on Threshold Conditions included references to
the Prudential sourcebook for Solvency Il insurers (SOLPRU) (which was expected to contain the
provisions of the governance articles of Solvency Il). These references are no longer appropriate
following the split into the PRA and the FCA. However, we propose to continue the intention
of the proposed changes — which is to refer to the fact that there are provisions derived from
Solvency Il'in PRA rules which set out high level requirements that may be relevant to the FCA's
assessment of threshold conditions. We have included guidance to make clear that FCA will
take them into account to the extent relevant.

Application provisions in the General Prudential Sourcebook (GENPRU)

413 Most of the application requirements in GENPRU applicable to Solvency Il firms will be for
the PRA, not the FCA (see for example GENPRU 1.1.2A and B). As a result we have in general
carved Solvency Il firms out of the application provisions. That is not to say that we apply
GENPRU rules to non-Directive insurers — given that we do not prudentially regulate dual-
regulated firms — but we need to await further consultations by the PRA before making more

18 www.fca.org.uk/news/cp15-16-changes-to-the-approved-persons-regime-for-solvency-ii-firms
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general changes in the application of GENPRU to insurers. As we regulate some cross-sectoral
groups (those with an FCA parent but which may contain insurers) we continue to have an
interest in GENPRU 3 and will be retaining it. We have made some consequential changes to
this chapter but expect further changes may be required in future, following consultation by
the PRA in relation to its application of changes to its rules after the introduction of Solvency |l
(which may include non-Directive firms).

Insurers’ Prudential Rule Book (INSPRU)

We have disapplied most of INSPRU for Solvency Il firms as the relevant prudential requirements
will be in PRA rulebooks from January 2016. Where conduct matters were included in INSPRU
then we have included those for Solvency Il firms in COBS 20 and COBS 21 as necessary (see
Chapter 3 above). We have deleted INSPRU 1.3 as it related to realistic basis firms, which will
no longer be relevant after the introduction of Solvency II.

For Lloyd's we have retained the conduct focused provisions in INSPRU 8 that the FSA had
proposed deleting, as we believe that they are necessary for us to carry out our supervisory
functions. This includes the retention of parts of INSPRU 8.2 requiring Lloyd's to notify the FCA
about changes to byelaws, and of INSPRU 8.4 about the capacity transfer market. We have
moved the Lloyd’s reporting rule on information currently in the transfer market in the Interim
Prudential Sourcebook for Insurers (IPRU (INS)) to INSPRU 8, as we continue to require that
information to support our objectives.

We propose to retain those parts of INSPRU 7 (as outlined in the application guidance provision
INSPRU 7.1.3) that apply to Dormant Account Fund Operators.

IPRU INV - Lloyd’s

We are planning to retain the prudential provisions of Chapter 4 of the Interim Prudential
Sourcebook for Investment Businesses (IPRU (INV)) relating to Lloyd's firms (rather than deleting
them as the FSA had proposed), as we believe that they are necessary for us to carry out our
supervisory functions. These provisions currently relate to underwriting agents, which include
both managing agents and members’ agents. We have changed the focus of these provisions
so that they relate only to members’ agents where the FCA continues to have prudential
responsibility (@and to avoid duplication with the PRA’s role in relation to managing agents).

Conduct of Business Sourcebook (COBS)

The FSA consulted in CP11/25 on amendments to COBS disclosure requirements. We have made
those changes now, as set out in the instrument attached to this Policy Statement. There is one
particular point to note in COBS Annex 2R: 1.7(2) — this was amended from the text consulted
on in the FCA 2013/80 Conduct of Business Sourcebook (Key Features illustrations for Personal
Pensions) (Amendment No 2) Instrument 2013, as outlined in paragraph 2.11 above.

Non-investment Conduct of Business’ Sourcebook (ICOBS)

The FSA quarterly Consultation Paper of December 2011 consulted on changes to ICOBS. We
have made these changes subject to a number of relatively modest amendments. The main
ones are the inclusion of article 187 in ICOBS 2.5.1 and the amendments to ICOBS 8.2 to reflect
article 152, described in 2.5 above.

Supervision manual (SUP 2 Information gathering)

In SUP 2 the FSA consulted on disapplying, for Solvency Il firms, provisions relating to information-
gathering requirements for firms with material outsourcing contracts. This was because Treasury
regulations were planning to give power to the regulators to obtain information directly from
outsourcers and to allow inspections. We no longer consider it appropriate to disapply these
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requirements, even when there is a power to obtain information directly', as this is not always
the most appropriate route. We intend to retain these SUP provisions to ensure that the FCA
has appropriate access to outsourcer firms.

Supervision Manual (SUP 4 Actuaries)

4.21  We now intend to retain our requirements in SUP 4 for actuaries appointed in Solvency I
firms even where an actuary is not required (for example, for the actuarial function governed
by PRA’s Rules in Solvency Il rules: conditions governing business). In particular, our conduct
requirements for with-profits actuaries (SUP 4.3.16A et seq.) remain — although we have added
matters which we consulted on, to support the changes made to COBS 20. We consider that it
is important to retain these rules to meet our requirements regarding publication of the list of
disqualified actuaries and retain rules and guidance about the performance of their activities.

4.22  The provisions that we will now retain include rules in SUP 4 that the FSA consulted on removing
in CP12/13. These are the sections about disqualified actuaries (SUP 4.3.11-12b), and the
requirements for actuaries regarding objectivity, whistleblowing, termination, and rights and
duties (SUP section 4.5). However, we will not retain our provisions relating to experience and
qualifications (4.3.8G to 4.3.10G) in Solvency Il firms, other than for the with-profits actuary.
Requirements regarding the head of actuarial functions are retained in PRA rules. We will
not retain our guidance prescribing what the general actuarial function should cover (4.3.13R
-4.3.15@) as this is largely prudential in nature.

4.23 We will also change references to provisions regarding the appointment of external actuaries,
which now appear in the PRA instrument PRA Rulebook: Solvency Il firms: Actuaries Instrument,
and the with-profits actuary function in Solvency Il firms, which is in the PRA Rulebook: Solvency
Il firms: Senior Insurance Management Functions Instrument.

Supervision Manual (SUP 11 Controllers)

4.24 \We note there that the Omnibus 2 Directive allows implementing regulations to be made which
may prescribe the information to be provided on a change in control application. However, we
have not yet seen any proposals on this from EIOPA. We note that, in any event, member state
regulators will have the power to ask for certain information they require over and above this.
We have not included any changes to refer to this in advance of any proposals being drawn up.

19 For example under section 165.
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Governance in insurance firms

20

5.1

5.2

The Solvency Il Directive introduces new requirements to ensure the fitness and propriety of
persons performing important functions in firms. We consulted on proposals to support the
implementation of these requirements in November 2014%°. We will publish a Policy Statement
and final rules on the majority of these proposals in due course.

Fit and Proper Test for Approved Persons

One specific proposal which we consulted on in the November CP, and which we plan to
introduce for the March Solvency Il transposition deadline, is an amendment to the Fit and
Proper Test for Approved Persons to state that we will take into account the Solvency I
framework when making our assessment of candidates. This will include consideration of firms’
own assessment of candidates’ fitness and propriety as required under PRA rules and the
Solvency Il Regulation and EIOPA Guidelines, as well as EIOPA Guidelines directed to supervisory
authorities themselves.

Our response

We have received no challenges to this proposal and are publishing amended
guidance on the Fit and Proper Test for Approved Persons in Solvency Il firms
to implement it.

20 www.fca.org.uk/static/documents/consultation-papers/cp14-25.pdf
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Annex 1

List of non-confidential respondents to
our Feedback Statement (FS14/1) on
COBS changes

Association of British Insurers (ABI)
Institute & Faculty of Actuaries
Investment & Life Assurance Group (ILAG)
LV=

Police Mutual

Scottish Widows

Towers Watson
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Compatibility with our general duties

22

This section aims to set out how the proposals to transpose the Solvency Il Directive into UK
law, and make associated changes, are compatible with our objectives and the principles of
good regulation. This statement applies to the population of insurance firms covered by the
Directive.

Compatibility with the FCA’s general duties

This Annex follows the requirements set out in section 138 | of FSMA. When consulting on
rules, we are required by section 138 | of FSMA to include an explanation of why we believe
making the proposed rules is compatible with our strategic objective, advances one or more
of our operational objectives, and has regard to the regulatory principles in section 3 B of
FSMA. We are also required by section 138 K (2) of FSMA to state our opinion on whether
the proposed rules will have a significantly different impact on mutual societies as opposed to
other authorised persons.

This Annex also sets out our view of how the proposed rules are compatible with our competition
duty (so far as is compatible with acting in a way which advances our consumer protection or
market integrity objectives) to discharge our general functions (which include rule-making) in
a way that promotes effective competition in the interests of consumers (section 1 B (4) of
FSMA). We do not consider that the introduction of the Directive into the UK will impact on
equality and diversity implications for either customers or employees of the insurance firms. In
our view the proposed rules will not have a significantly different impact on mutual societies as
opposed to other authorised persons.

The FCA’s strategic objective and regulatory principles

The proposals set out in this paper are compatible with the FCA's strategic objective of ensuring
that the relevant markets function well. The Solvency Il Directive is aimed at policyholder
protection and our proposals in this paper support its implementation in the UK. We consider
that these changes will improve the position of policyholders who will themselves ensure that
the relevant markets insurance function well.

In preparing the proposals set out in this consultation, we have had regard to the regulatory
principles set out in section 3B of FSMA. We set out below how our proposals demonstrate
such regard for each of the regulatory principles.

The need to use our resources in the most efficient and economical way
The proposals on which we have consulted will have an impact on the FCA's existing
authorisation, supervision and enforcement processes and systems. Our approach has been
largely to adhere closely to the Solvency Il requirements to avoid unnecessary additional
requirements which may affect the efficient use of our resources. In any event, the impact on
resources is expected to be minimal as existing capacity is likely to be deployed.
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The principle that a burden or restriction should be proportionate to the benefits

6. The proposals set out in sections 2, 3 and 4 were originally consulted on by the FSA. They are
designed to support the Directive’s aims of promoting the soundness and stability of insurance
firms, and protecting consumers by minimising the impact of failure of firms on markets and
their customers.

The FSA's Consultation Paper CP11/22 Transposition of Solvency II: Part 17! indicated that the
total direct costs (mostly prudential aspects of necessary changes now the responsibility of the
PRA) of introducing the Directive requirements on firms were around £1.9bn (with additional
regulatory costs), with the identified benefits including improved governance and risk
management, better capital allocation, lower probability of default and increased transparency
leading to an enhanced level of protection for policyholders.

The PRA updated this in CP16/14 Transposition of Solvency Ii: Part 3.22 We consider that the
nature of the conduct changes (which are largely recast) means that the cost of these parts will
be very modest and the improvements brought about by the changes can be justified.

CP12/13 discussed in paragraphs 7.68 onwards the costs of the with-profits rules changes in
COBS 20 and elsewhere, and concluded that each of the changes had minimal or no cost-
benefit implications. We do not consider that this has changed. None of the respondents to
FS14/1 mentioned cost-benefit issues. Paragraphs 8.34 and 8.35 concluded that the changes
to our unit-linked rules in COBS 21 would have no significant cost-benefit implications. We do
not consider that this analysis has changed.

The proposals set out in section 5 of this paper on which we have consulted are intended to
support fitness and propriety of key individuals in firms, and in particular to ensure that the
Directive’s regulatory requirements with regards to the fitness and propriety of individuals in
Solvency Il functions are met. They should not add additional burdens on firms.

We therefore believe the proposals in this consultation paper are a proportionate way of
incorporating Solvency Il requirements into our rule book given there are no costs or benefits
from the proposals.

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

7. The proposed changes are intended to have a positive impact on the conduct of Solvency Il
firms, which should contribute to the advancement of this objective.

The general principle that consumers should take responsibility for their decisions

8. The proposals we have made concern in part changes to the requirements for the provision of
information to consumers for Solvency Il firms, and so should improve the ability of consumers
to take more responsibility for their decisions.

The responsibilities of senior management

9. Some of the proposals contained in CP14/25 were aimed at ensuring that individuals with
significant influence within Solvency Il insurers were fit to execute all their responsibilities.
The new Solvency Il requirements are consistent with FCA’s current position in relation to the
assessment of senior management. We will be amending our process for assessing the fitness
and propriety of people with significant influence functions (SIFs) to reflect EIOPA guidelines.

21 www.bankofengland.co.uk/publications/Documents/other/pra/policy/2013/transportationofsolvency2-1cp11-22.pdf
22 www.bankofengland.co.uk/pra/Documents/publications/cp/2014/cp1614.pdf
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10.

1.

12.

13.

14.

The desirability of exercising our functions in a way that recognises differences in
the nature and objectives of businesses carried on by different persons

We believe our proposals comply with this principle. We understand that the objectives,
detailed business plans, constitutions or memoranda and articles of insurance firms are varied,
and consider that our proposals here do not have a negative impact on that principle.

The desirability of publishing information relating to persons on whom
requirements are imposed by or under FSMA

We have sought to explain the approach that we have taken in this Policy Statement so that
firms understand the requirements that will apply to them from 1 January 2016. We consider
that this publication, along with FS14/1 and previous feedback, helps to promote this principle.

The principle that we should exercise our functions as transparently as possible
We are an open and transparent regulator. The FCA has engaged actively with relevant
stakeholders throughout the consultation process.

The FCA’s operational objectives

Consumer protection and market integrity

The proposals contained in this Policy Statement are intended to assist in the implementation
of a European Directive whose aim is policyholder protection. We consider that it creates a
structure that will make it more likely that high standards of conduct are observed (with an
impact on market integrity in particular, in relation to the additional focus on fit and proper
assessments). We therefore consider that these aims and objectives support our consumer
protection and market integrity objectives.

Promoting competition

The Directive's proposals act primarily to advance our consumer protection objective. The scope
for promoting effective competition in a way that would remain compatible with advancing that
objective is limited. However, we consider that these proposals promote effective competition
in the interests of consumers so far as is compatible with acting in a way which advances the
consumer protection objective, in accordance with our duty under section 1B(4) of FSMA. We
have taken care not to apply the requirements unnecessarily beyond the scope of the Solvency
Il Directive in order to avoid inadvertent effects on competition.
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INSTRUMENT 2015

Powers exercised

A.

FCA 2015/16

SOLVENCY |1 DIRECTIVE (CONSEQUENTIAL HANDBOOK AMENDMENTS)

The Financial Conduct Authority 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 (General rule-making power);
(2 section 137T (General supplementary powers);
3) section 138C (Evidential provisions);

4 section 138D(2) (Actions for damages);

(5) section 139A(1) (Power of the FCA to give guidance); and

(6) section 318(1) and (5) (Exercise of powers through Council).

The rule-making powers 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 2016.

Amendments to the Handbook

D.

The modules of the Handbook listed in column (1) below are amended in accordance

with the Annexes to this instrument listed in column (2).

1) (2)
Glossary Annex A
Senior Management Arrangements, Systems and Controls Annex B
sourcebook (SYSC)
Threshold Conditions (COND) Annex C
Fit and Proper Test for Approved Persons (FIT) Annex D
General Prudential sourcebook for Banks, Building Annex E
Societies, Insurers and Investment Firms (GENPRU)
Prudential sourcebook for Banks, Building Societies and Annex F
Investment Firms (BIPRU)
Prudential sourcebook for Insurers (INSPRU) Annex G
Interim Prudential sourcebook for Friendly Societies Annex H
(IPRU(FSOQ))
Interim Prudential sourcebook for Insurers (IPRU(INS)) Annex |
Interim Prudential sourcebook for Investment Businesses Annex J
(IPRU(INV))
Conduct of Business sourcebook (COBS) Annex K
Insurance: Conduct of Business sourcebook (ICOBS) Annex L
Supervision manual (SUP) Annex M
Compensation sourcebook (COMP) Annex N




FCA 2015/16

| Regulated Covered Bonds sourcebook (RCB) | Annex O |

Amendments to the material outside the Handbook

E. The Enforcement Guide (EG) is amended in accordance with Annex P to this
instrument.
F. The Perimeter Guidance manual (PERG) is amended in accordance with Annex Q to

this instrument.
Notes

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

Citation
H. This instrument may be cited as Solvency Il Directive (Consequential Handbook

Amendments) Instrument 2015.

By order of the Board of the Financial Conduct Authority
24 March 2015
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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. This text is not
underlined.

beneficiary any person who is entitled to a right under a contract of insurance.

[Note: recital 16 of the Solvency Il Directive]

EIOPA the European Insurance and Occupational Pensions Authority
established in accordance with Regulation (EU) No. 1094/2010 of
the European Parliament and of the Council of 24 November 2010.

SCR means the solvency capital requirement calculated in accordance
with the Solvency Capital Requirement — General Provisions;
Standard Formula; and Internal Models Parts of the PRA
Rulebook: Solvency Il Firms.

SFCR the solvency and financial condition report as detailed in the PRA
Rulebook: Solvency Il Firms: Reporting 3 to 6.

Solvency Il Directive (in COBS) Solvency Il Directive information as required in COBS
information 13 Annex 1R.

Solvency Il firm a firm which is any of:

(@) a “UK Solvency Il firm” as defined in chapter 2 of the
PRA Rulebook: Solvency Il Firms: Insurance General
Application;

(b) a third-country insurance undertaking, namely an
undertaking that would require authorisation as an
insurance undertaking under article 14 of the Solvency Il
Directive if its head office was situated in the EEA;

(©) an undertaking authorised in accordance with a non-UK
EEA State’s measures which implement article 14 of the
Solvency Il Directive;

(d) the Society and, separately, a managing agent; and

(e) an insurance special purpose vehicle,

but excluding any firm to the extent that rule 2 of PRA Rulebook:
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with-profits fund
surplus

FCA 2015/16

Solvency Il Firms: Transitional Measures disapplies relevant rules
implementing the Solvency Il Directive.

directly applicable EU Commission Delegated Regulations adopted
in accordance with the Solvency Il Directive.

The difference between:

(@) the value of the assets of the with-profits fund identified in
accordance with COBS 20; and

(b) the value of the best estimate component of technical
provisions in respect of the policies written out of or
transferred into that with-profits fund and the value of the
other liabilities, including those referred to in COBS
20.1A.1R, in the fund;

calculated in accordance with PRA Rulebook: Solvency Il Firms:
Valuation, Technical Provisions, and Surplus Funds rule 2, and
applicable parts of the Solvency 11 Regulation (EU) 2015/35 of 10
October 2014, and as determined by actuarial investigation.

Amend the following definitions as shown:

actuarial function

actuarial investigation

admissible asset

(in the FCA Handbook) PRA controlled function CF12 in the table
of PRA controlled functions, described more fully in SUP 4.3.13R
and SUP 10B.8.1R or, for a Solvency Il firm, the function in rule
6.1 of the PRA Rulebook: Solvency Il firms: Conditions Governing
Business.

1) (other than in COBS) an investigation to which IPRU-INS
rule 9.4 applies.

(2) (in COBS and SUP 4) for a Solvency Il firm, an
investigation having regard to generally accepted actuarial
practice, carried out at least once in every 12-month period
with advice, as appropriate, from the persons holding the
with-profits actuary function and the actuarial function.
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G1995
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G1996
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G709
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1103
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1103
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1103
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G682
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/3#D1865

FCA 2015/16

@) (in relation to an insurer which is not a pure
reinsurer) an asset that, subject to paragraphs (2)
and (3) of GENPRU 2 Annex 7R, falls into one or
more categories in paragraph (1) of GENPRU 2
Annex 7R; or

(b)  (inrelation to a pure reinsurer) an asset the holding
of which is consistent with compliance by the firm
with INSPRU 3.1.61AR.

ancillary risk

annualised net written  {ferthe-purpeses-of INSPRU-1-4)-in-relation-to-a-financial-yearthe
premiums net written premiums received during that financial year, except

&) B-s-the-numberot-days-inthatfinancial-year: [deleted]

approved index in relation to permitted links:
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G936
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G936
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/html/handbook/GENPRU/2/Annex7#D1876
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G936
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/html/handbook/INSPRU/3/1#D535
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G863
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G10
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G152
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G1996
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1147
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G467
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G2526

assessable mutual

balancing amount

capital instrument

captive reinsurer

collateral

FCA 2015/16

()

(aa) relevant indices meeting the requirements of COLL
5.2.33R; or

contributionsfrom-members-to-meetclaims: [deleted]
. : i ’ 1 ital hat:

& themanagihg-agent-ofthe syndicate-has-assessed-to-be
he | busi ol on byt

() are-RotHanagea-hby-ora
ofthe-syndicate: [deleted]

(in COBS, GENPRU; and BIPRU ard-HNSPRU-6 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.

1)
2 (in COBS (except COBS 21.3) and CASS) any of the

following:
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G1499
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G682
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1154
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collective insurance

Community Co-
Insurance Directive

community co-

insurance operation

competent authority

Consolidated Life
Directive

Consolidated Life
Directive information

contract of insurance
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(3)  (in INSPRU, COBS 21.3 and SYSC):

(in relation to a class of contract of insurance) the class of contract
of insurance, specified in paragraph V111 of Part Il of Schedule 1 to
the Regulated Activities Order (Contracts of long-term insurance),
of a kind referred to in article 2{2)}{e)-efthe-Consolidated-Life
Direetive 2(3)(b)(v) of the Solvency Il Directive ("the operations
carried out by life insurance undertakings eempanies such as those
referred to in Chapter 1, Title 4 of Book IV of the French "Code
des assurances™).

ee—ms&mnee—(Ne—lSM—?%#EEG)— |de|eted |

ah a co-insurance operation te which the-Cemmunity-Co-lhsurance
e i lifiod | ol 4 I ¢

Birective relates to one or more risks classified under general
insurance business classes 3 to 16 and which fulfils the conditions
in article 190(1)(a) to (f) of the Solvency Il Directive.

3) (in relation to a group, and for the purposes of SYSC 12
(Group risk systems and controls requirement), GENPRU;
and BIPRU anrd-HNSPRY, any national authority of an EEA
State which is empowered by law or regulation to
supervise regulated entities, whether on an individual or
group-wide basis.

pulsullt_ GII tlnelbusmes_s .GI Illeﬁaslsula_ne% tNe zglgg 8|3’ EI .G)| “.lﬁ"el'
Directives: [deleted]

: v 4 lidated L ife Directive inf ion {
Annex-1R)- [deleted]

()

(e) contracts of a kind referred to in article 2(2){e)-of
the-Consolidated-Life Directive 2(3)(b)(v) of the
Solvency Il Directive (Collective insurance etc);
and
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contracts of large risks

counterparty

covered bond

credit equalisation
provision

EEA firm
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) contracts of a kind referred to in article 2(3)(c) of

the Consolidated-Life-Directive Solvency I
Directive (Social insurance);

(in ICOBS) contracts of insurance covering risks within the
following categories, in accordance with article 5{d)} 13(27) of the
First-Non-Lie Solvency Il Directive.

(2)

(4)

for the purposes of the rules relating to insurers in

GENPRU and INSPRU)-(in+elation-to-an-insurer-the
Society, a syndicate or member (*A’)):

Rt I ith-Article 22(4) of the Third .

A | Acticl 4y of lidated Lif
Directive-and for the purposes of INSPRU 2.1) a debenture

that is issued by a credit institution ...

[deleted]

(in accordance with paragraph 5 of Schedule 3 to the Act (EEA
Passport Rights)) any of the following, if it does not have its
relevant office in the United Kingdom:

(d)

(9)

an undertaking pursuing-the-activity-of direct-insurance
within t ; f articl 1 lidated Lif
Directive-(No-2002/83/EC)-or-of-Article 1-of the First

Nen-Lite-Directive-(Ne—#3/239/EEC)) which has received
authorisation under ef-the-Consolidated-Life Directiveof

Article-6-of the First-Non-Life Directive article 14 of the
Solvency Il Directive from its Home State regulator;

an-undertaking pursuing the activity of reinsurance
(within-the meaning of article-1-ofthe Reinsurance
D;nleetne_) which-has _|eee|_veelﬁautlne_ Fisation-under article 3

Regulator- [deleted]
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EEA insurer

EEA prudential
sectoral legislation

EEA pure reinsurer

EEA-deposit insurer

equalisation provision

excess surplus
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an insurer, other than a pure reinsurer era-hon-directive-tisurer,
whose head office is in any EEA State except the United Kingdom
and which has received authorisation under article-6-of the-First
Life Directive or article 4 of the Consolidated Life Directive or
article-6-of the First Non-Life Directive article 14 of the Solvency Il
Directive from its Home State Regulator.

(b) (in relation to the insurance sector) in particular this
includes requirements laid down in the First-Non-Life
Directivethe-Consolidated-Life Directive-and-the

Insurance-Groups-Directive Solvency Il Directive.

a reihsurance-uhdertaking-(otherthan-antSPV) pure reinsurer
whose head office is in any EEA State except the United Kingdom

and which has received (or is deemed to have received)
authorisation under article-3-of the Reinsurance-Directive article 14
of the Solvency Il Directive from its Home State Regulator.

a honr-EEA-surer Solvency 1l firm that is a third-country insurance
undertaking and that has made a deposit in an EEA State (other
than the United Kingdom) under article 23-of-the-First-Non-Life
Directive{as-amended) 162(2)(e) of the Solvency Il Directive in
accordance with article 26-167 of that Directive er-underarticle 51
of the Consolidated Life Directive in-accordance with-article 56 of

.. irod to blished under les |
14 [deleted]

(@) afirmthatis not a Solvency Il firm will have an excess
surplus in a with-profits fund if, and to the extent that:

(8)  the regulatory surplus {er-in-the-case-of-a-realisticlife
realistic-value-of-Habilities) in that with-profits fund;

and

{b) any other financial resources applied to, or expected
(i) to be applied to, that with-profits fund;

exceed:

e}  the amount required to meet the higher of any
iii regulatory capital requirement or the firm’s
individual capital assessment (at the firm’s own risk
appetite) for existing business; and
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financial year in
question

First Life Directive

First Non-Life

Directive

group
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&) any further amount necessary to support the new
(iv)  business plans of that with-profits fund.

(b) a Solvency |1 firm will have an excess surplus in a with-
profits fund if, and to the extent that:

(1)  the with-profits fund surplus in that with-profits fund:;
and

(if) any other financial resources applied to, or expected to
be applied to, that with-profits fund;

exceed:

(iii)  the amount required to meet the higher of any
notional SCR in relation to that with-profits fund and
any capital provision determined in relation to the
with-profits fund at the firm’s own risk appetite, as
reflected in the firm’s own risk and solvency
assessment carried out from time to time as detailed
in the PRA Rulebook: Solvency Il Firms: Conditions
Governing Business rules 3.8 to 3.10; and

(iv)  any further amount necessary to support the new
business plans of that with-profits fund.

(for the purposes of INSPRU 1.1 and-of-the-definition-of-non-
directive-tnsurer) the last financial year to end before the date on
which the latest accounts of the insurer are required to be deposited
with the appropriate regulator; the preceding financial year and
previous financial years are construed accordingly.

I i1 Direct] : I I linati laws.
|eg|ulat|e||_s alﬁldl aelllnu_ustl 2 f lp_leulsl_leﬁ Rs-relating EGE the-taking-up
1926 H/EEC)- [deleted]

the Geu_nen Bneetlu_e © 2 I.‘]Hb +9 .i 3. on-the €6 ordination 9.' taws
|eg|ulat|en_s a'F'dladl”"'.”S“a“ "Fe Ip_leuls_lens |elat|ng| 0 tll'e tal_lémg o
i - [deleted]

(6) (in relation to a Solvency 11 firm) a group of undertakings
that:

(@)  consists of a participating undertaking, its
subsidiary undertakings and the undertakings in
which it holds a participation, as well as
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group capital
resources

group capital
resources requirement

IMD insurance
undertaking

individual capital
resources requirement

inherited estate

insurance business
grouping

Insurance Directives

insurance group

Insurance Groups
Directive

FCA 2015/16

undertakings linked to each other by a
consolidation Article 12(1) relationship; or

(b)  consists of a mutual-type group.

[Note: article 2(5) of the MiFID implementing Directive and article
212(1)(c) of the Solvency Il Directive]

i j i i 0 T Y
H ||elat|e| A te' n uneleltal_snlng HHNSPRU-6 1| ;Ii“ Ell'.at I
with-INSPRU-6:-1-36R- [deleted]

H ||elat|e| A te' A H”de't&!"';g HHNSPRU 6.} LRy that leulated |
acecordance-with-INSPRU-6-1.33R- [deleted]

(as defined in article 2(1) of the Insurance Mediation Directive) an
undertaking which has received official authorisation in accordance
with article 6 14 of the-Censeolidated-Life-Directive-or-article-6-of
the-First-Non-Life Birective Solvency |l Directive.

has-the-meaningH-HNSPRU-6-1-34-R- [deleted]

in relation to each with-profits fund:

(1)  forafirm which is not a Solvency 11 firm, an amount
representing the fair market value of the with-profits
assets less the reakistic-value-of-tiabiities value of
liabilities ef-a-with-profitsfund, except liabilities in

relation to non-profit insurance business;

(2)  for a Solvency Il firm, means the with-profits fund

surplus.

[deleted]

@ . lortaki Lits rolated

@ lertaking { ithin (1)) and
Hsrelated-undertakings: [deleted]
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insurance parent
undertaking

insurance special
purpose vehicle

insurance undertaking

insurer

leading insurer
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uhdertakings-in-an-surance-group{(1998/78/EC)- [deleted]
tortaki hich is:

aplal_tll_elpatmgl msull_aneel uRdertaking which |I&|S& ing:

oF

an 'l' |su||a_||ee |||e_le|||n_g company "_"'”el' as-a-subsiciary

(¢}  aninsurance undertaking {(not within (a)) which has a
subsidiary-undertaking-which-s-an-nsurer: [deleted]

an undertaking whether incorporated or not, etherthan-an
HSHFaRce H“de.' t_al;mg OFFemsurance uRdel talemg_ “l"e.l' has
||eee| ".eg an eIh_e;aI a_utlne_l |sa’ “9'.' II“ aeeﬁellelanee ”'tll.' IEH tlelle .i of
Directive-or-article-3-of the Reinsurance Directive: which has
received authorisation in accordance with article 211(1) or (3) of
the Solvency Il Directive and:

@) which assumes risks from sueh-surance-undertakings-or
reinsurance-undertakings a requlated insurance entity ;

and

(b)  which fully funds its exposures to such risks through the
proceeds of a debt issuance or some other financing
mechanism where the repayment rights of the providers of
such debt or other financing mechanism are subordinated
to the undertaking’s reinsuranee obligations to the
insurance or reinsurance undertakings in respect of the

risks in (a).
[Note: article 13(26) of the Solvency Il Directive]

) . buci .

(i GQBS)IG“ undertaking or a-member which-carries-on

an undertaking including a member that carries on insurance
business, whether or not an insurer.

a firm with permission to effect or carry out contracts of
insurance (other than aJKASPV an ISPV).

(in relation to a community co-insurance operation) has-the-same

meanthg-as-t-the-Community-Co-lnsurance-Directive a co-insurer

that assumes the leader’s role in co-insurance practice and, in
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Lloyd’s actuary

Lloyd’s actuary function

Lloyd’s Return

mixed activity insurance
holding company

non-credit equalisation
provision

non-directive firm

non-directive friendly
society
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particular, determines the terms and conditions of insurance and
rating.

the-actuary-appeinted-by-the-Seciety-under SUP-4-6-1R- [deleted]

Hed_functi g ble_of Hed-functions.
deseribed-more-fully- i SUP-10-7.22R- [deleted]

he fi ol hat t L irod brnit to.tl
ESA-under IPRUINS)-9:48(1)- [deleted]

(in accordance with article 1(j) 212(1){(g) of the Insurance Groups
I;u_eetne ‘Ee"""'e"si” E’* peu_entHndentalun_g other-than
aR-hSurance H.”de' te&ls_mg 2R |||su|a' HEe ||elsl_|n_g company of

& III|I5EEG|I|IIIEHIGIFEE| ll'e.ldl g el ellnpeu '|5 the sub_5|d|eu5 lortaki
[deleted]

[deleted]

(in SUP 11 (Controllers and close links) and SUP 16 (Reporting
requirements)) ... a UK domestic firm other than:

(d)  aSolvency Il firm an-undertaking-pursuing-the-activity-of

direct-insurance-within-the-meaning-of:
horisedunder that directive:
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a friendly society that is not a Solvency Il firm.

non-directive insurer (@)  an-insurerwhich-is-a-providentormutual-benefitinstitution
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non-directive mutual

Non-Life Directives

outsourcing

participating insurance
undertaking

@
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an insurer which is not a Solvency Il firm.

a mutual that falls into (d), (e) or {g) of the definition of a non-
directive-tasurer that is not a Solvency Il firm.

he Fi ife Directivet I ifa Directi I
the Third-Non-Life-Directive: [deleted]

(1)  (exceptin SYSC 8, COBS 11.7, SYSC 3 and SYSC 13 to the
extent applicable to a Solvency Il firm, and the definition

of relevant person) the use of a person to provide
customised services to a firm other than:

2 (in SYSC 8, COBS 11.7, SYSC 3 and SYSC 13 to the extent
applicable to a Solvency Il firm, and the definition

of relevant person) an arrangement of any form between a
firm and a service provider performs a process, service or
an activity which would otherwise be undertaken by the
firm itself.

[Note: article 2(6) of the MiFID implementing Directive and
article 13(28) of the Solvency |l Directive]

@) I bidi lortaking that i .
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®)  hold ertaking:

te}

Article-12(1)relationship- [deleted]

(for the purposes of GENPRU (except GENPRU 3) and for the
purposes of BIPRU (except BIPRU 12) and-HHNSPRU as they apply
on a consolidated basis):

in relation to permitted links, a contract involving a derivative or
quasi-derivative that:

(G)]

()

(b)

(for a Solvency Il firm) satisfies COBS 21.3.13R to
COBS 21.3.14G, as applied in relation to assets covering
liabilities in respect of linked long-term contracts of
insurance; and

(for an insurer which is not a Solvency 11 firm) satisfies
INSPRU 3.2.5R to INSPRU 3.2.35AG with the
exception of INSPRU 3.2.18R, as applied in relation to
assets covering liabilities in respect of linked long-term
contracts of insurance.

”' Il_espleelt lel ? IHIIH,S busnﬁnesls ";'ﬂ' S ““": tonallinked

Ui
(i lated.collective heme.t

[deleted]

in respect of a firm's business with linked policyholders,

other-than-those-deseribed--(a); any of the following:

in relation to permitted links, a stock lending transaction
(including a repo transaction) that:

(@)

(b)

(for a Solvency Il firm) satisfies COBS 21.3.11R to
COBS 21.3.12R (inclusive); and

(for an insurer which is not a Solvency Il firm) satisfies
INSPRU 3.2.36AR to INSPRU 3.2.42G (inclusive).

(except for contracts of insurance where the insurer is a
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realistic basis life firm

realistic current
liabilities

realistic excess capital

realistic value of assets

realistic value of
liabilities

receivable

regulated insurance
entity

regulatory basis only life
firm

Reinsurance Directive

FCA 2015/16

Solvency Il firm) (as defined in article 3 of the Financial
Services and Markets Act 2000 (Meaning of “Policy” and
“Policyholder”) Order 2001 (S1 2001/2361)) the person
who for the time being is the legal holder of the policy,
including any person to whom, under the policy, a sum is
due, a periodic payment is payable or any other benefit is
to be provided or to whom such a sum, payment or
benefit is contingently due, payable or to be provided;
and

(2) (in respect of a contract of insurance where the insurer is
a Solvency Il firm), a policyholder, which includes a

beneficiary.

@ I".”' tel “l"ell' gl EN ”.ulz * 1F8_Iz.applles ane ”.l"lel' S tlnelelen.e
i 3)- [deleted]

inrelati ith-profits fund) the realist lisbilities of

I i fite fund caloulatod I "
1.3-190R: [deleted]

e relat " fits fund) has .
RINSPRU-1.3-32R. [deleted]

in relati " fits fund) I . .
INSPRU-1.3:33R- [deleted]

I(“I |eﬁl_at|e|| N a’ “l"'tl'ﬁ profs IIH.”d) tllne SHIHI'I ell_tll_ne_ with lpllellts listi
current habilities for the with-profits fund. [deleted]

I bt | e rocsived during.d

period: [deleted]

an insurance undertaking or reinsurance undertaking within the

meaning of Article-4-of the-Consehidated-Life Directive-Asticle 6

of the First Non-Life Directive or Article 1(b) of the Insurance
Groups-Directive article 13(1) and (4) of the Solvency Il Directive.

a firm carrying on long-term insurance business which-is-net-a
listic basis life firm.
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Second Life Directive

sectoral rules

Single Market Directives

social insurance

Society GICR

solo capital resources

FCA 2015/16

Directive: [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:

()] (in relation to any financial sector) those requirements
include both ones applying on a solo basis and ones
applying on a consolidated basis; and

(9)  (inrelation-to-the-insurance-sector)-references-in-this
sleluutl_e_n te’ e_en_slellslatesl SUpet u||5|_e|| are o suppllelnentaly
j : [deleted]

(@  the Banking Consolidation Directive;

(b)  the Solvency Il Directive tasurance-Directives-{within-the
meaning of paragraph 1 of Schedule 3 to the Act);

(ba) theReinsurance-Directive; [deleted]

(©) MiFID;
(d)  the Insurance Mediation Directive; and
(e)  the UCITS Directive.

(in relation to a class of contract of insurance) the class of
contract of insurance, specified in paragraph 1X of Part 11 of
Schedule 1 to the Regulated Activities Order (Contracts of long-
term insurance), of a kind referred to in article 2(3)(c) of the
Consolidated-Life Directive Solvency Il Directive ("operations
relating to the length of human life which are prescribed by or
provided for in social insurance legislation, when in so far as they
are effected or managed by life insurance undertakings at their

own risk by-assurance-undertakings in accordance with the laws of
an EEA State").

I L ital . leulated by i
i it i 3-13R- [deleted]
(1)  (for the purposes of GENPRU 3 and-HNSPRU-6) capital
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solo capital resources
requirement

Solvency 2-11 Directive

State of the commitment

syndicate actuary

syndicate ICA

technical provision

(2)

FCA 2015/16

resources or eligible own funds that are or would be
eligible aseapital under the sectoral rules that apply for the
purpose of calculating its solo capital resources
requirement. Paragraph 6.8 of GENPRU 3 Annex 1R (Solo
capital resources requirement: the insurance sector) applies
for the purpose of this definition in the same way as it does
for the definition of solo capital resources requirement.

(for the purposes of INSPRU-6 GENPRU 1) a capital
resources requirement calculated on a solo basis as defined
in paragraph 6.2 to 6.7 of GENPRU 3 Ann 1R as it would
apply if references to financial conglomerate in those
paragraphs were replaced with references to insurance

group.

the Directive of the European Parliament and of the Council of 25
November 2009 on the taking-up and pursuit of the business of
Insurance and Reinsurance (Solvency I1) (No 2009/138/EC).

in this definition, "commitment" means (in accordance with article
2 of the Financial Services and Markets Act 2000 (Control of
Business Transfers) (Requirements on Applicants) Regulations
2001 (SI 2001/3625)) any contract of insurance of a kind referred
to in article2-of the-Conselidated-Life Directive article 2(3) of the
Solvency Il Directive.

[deleted]

(@)

(for a firm which is not a Solvency Il firm) a technical
provision established:

@  for general insurance business, in accordance with
(i) INSPRU 1.1.12R; and
¢}  for long-term insurance business, in accordance
i with INSPRU 1.1.16R.
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UK-deposit insurer

ultimate insurance
parent undertaking

with-profits actuary
function

with-profits assets

with-profits fund

with-profits insurance
business

with-profits insurance
capital component

with-profits policy

FCA 2015/16

(b) (for a Solvency Il firm) means the technical provisions
established in accordance with PRA Rulebook Solvency Il
Firms: Technical Provisions rule 2.1.

(No-02/96/EEC). [deleted]

a non-EEA insurer that has made a deposit in the United Kingdom
under article 23-ofthe FirstNon-Life-Directive 162(2)(e) of the
Solvency Il Directive in accordance with article 26 167 of that
Directive orunderarticle 51-of the Consolidated-Life Directive-in
accordance with-article 56-of that Directive.

. lortaking that | itcalf bsidi
uhdertaking-of-anotherinsuranceparent-undertaking: [deleted]

(in the FCA Handbook) PRA controlled function CF12A in the
table of PRA controlled functions, described more fully in SUP
4.3.16AR and SUP 10B.8.2R or, for a Solvency Il firm, the
function described in rule 8 of PRA Rulebook: Solvency Il firms:
Insurance — Senior Insurance Management Functions.

I h liabilities | it fite i
business-er-represent-a-with-profits-surplus assets in a with-

profits fund, except those meeting liabilities in respect of non-
profit insurance business.

1) for a firm that is not a Solvency 11 firm (except in
INSPRU):
2 for a Solvency 11 firm means a “with profits fund” as

defined in the PRA Rulebook: Glossary.

3) for the purposes of INSPRU, a long-term insurance fund
in which policyholders are eligible to participate in any
established surplus.

the business of effecting contracts of insurance or earrying-out
with-prefitsthsuranee-contracts carrying out contracts of

insurance that are with-profits policies.

t"ele.ap.'tall co ”I'p. ﬁe”ﬁe. it '9'|"“|“' pll ofts “'Sul' ance b_usl thess ot a

1.3 [deleted]

al contract Ila'ml“g' WII'HI'IIHIHIe class-oHong-term mswaﬁnee

Page 21 of 126


http://fshandbook.info/FS/glossary-html/handbook/Glossary/P?definition=G3038
http://fshandbook.info/FS/glossary-html/handbook/Glossary/T?definition=G3044
http://fshandbook.info/FS/html/FCA/SUP/4/3#DES105
http://fshandbook.info/FS/html/FCA/SUP/4/3#DES105
http://fshandbook.info/FS/leavingTHB.jsp?target=/SUP/10B/8&source=/Glossary/W
http://fshandbook.info/FS/glossary-html/handbook/Glossary/W?definition=G1635
http://fshandbook.info/FS/glossary-html/handbook/Glossary/R?definition=G1594
http://fshandbook.info/FS/html/FCA/INSPRU/1/3#D1972
http://fshandbook.info/FS/html/FCA/INSPRU/1/3#D1972

FCA 2015/16

established-surplus a long-term insurance contract which

provides benefits through eligibility to participate in
discretionary distributions based on profits arising from the
firm’s business or from a particular part of the firm’s business.
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Annex B

Amendments to the Senior Management Arrangements, Systems and Controls

sourcebook (SYSC)

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

1

1.1A

1.1A1

1.1A.2

G

G

Application

Application and purpose

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

Insurer Chapters 2, 3, 3+ 12t0 18, 21

(2)

... Such provisions are applied by each regulator to the extent of its
powers and regulatory responsibilities. This general principle also
applies where the PRA have made rules in the PRA Rulebook for
Solvency Il firms which overlap with those in SYSC.

For Solvency 1l firms, the FCA considers that the requirements and
guidance in Chapters 2, 3, 12 to 18 and 21 of SYSC are not
inconsistent with either:

()] the parts of the PRA Rulebook implementing the
governance provisions in the Solvency |l Directive (articles

40 to 49) or
(b) the Solvency Il Regulation (EU) 2015/35 of 10 October
2014 (articles 258 to 275).

In most cases, there is no direct overlap with those provisions
because the SYSC requirements are directed at FCA conduct
requirements not expressly covered by or under the Solvency Il
Directive. Where there is a direct overlap with SYSC rules and
guidance, the FCA will take the Solvency Il Directive derived
requirements into account and will interpret the SYSC rules and
guidance in a way that avoids inconsistency.
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1 Annex Detailed application of SYSC

1
Part1 | Application of SYSC 2 and SYSC 3 to an insurer, a managing agent and the
Society
1.4 R | SYSC 3.2.6AR to SYSC 3.2.6JG do not apply:

1)

2) in relation to the following regulated activities:

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

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

(1)

(2 in relation to the following regulated activities:

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

12 Group risk systems and controls requirements

12.1 Application
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12.1.2 R Except as set out in SYSC 12.1.4R, this section applies with respect to
different types of group as follows:

1) SYSC 12.1.8R and SYSC 12.1.10R apply with respect to all groups,
including UK-regulated EEA financial conglomerates, other
financial conglomerates and groups dealt with in SYSC 12.1.13R to
SYSC12.116R SYSC 12.1.15R;

3) the additional requirements set out in SYSC 12.1.13R to SYSC
12.116R SYSC 12.1.15R only apply with respect to groups of the
kind dealt with by whichever of those rules apply.

Purpose

12.1.7 G  This section implements Articles 73(3) (Supervision on a consolidated basis
of credit institutions) and 138 (Intra-group transactions with mixed activity
holding companies) of the Banking Consolidation Directive; and Article 9 of
the Financial Groups Directive (Internal control mechanisms and risk

management processes) and-Article-8-of the-asurance-Groups-Directive
(Intra-group transactions).

12.1.9 G ... Risk Unless the firm is a Solvency 11 firm, risk management processes
must include the stress testing and scenario analysis required by GENPRU
1.2.42R and GENPRU 1.2.49R(1)(b).

12.1.10 G  SYSC 1.1A.2G sets out the general principle that the FCA will apply
A provisions to the extent of its powers and requlatory responsibilities. SYSC
12.1.10R will, therefore, have limited application to a Solvency Il firm.

Financial conglomerates

12.1.11 R Where this section applies with respect to a financial conglomerate, the risk
management processes referred to in SYSC 12.1.8R(2) or, for a Solvency I
firm, the risk management system referred to in the PRA Rulebook:
Solvency Il firms: Conditions Governing Business, rule 3, must include:

12.1.12 R Where this section applies with respect to a financial conglomerate, the
internal control mechanisms referred to in SYSC 12.1.8R(2) or, for a
Solvency Il firm, the internal control system referred to in the PRA
Rulebook: Solvency Il firms: Conditions Governing Business, rule 3, must
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include:
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Annex C

Amendments to the Threshold Conditions (COND)

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

2.4

24.2

244

Appropriate resources

©)

)

High level systems and control requirements are in SYSC. The FCA
will consider whether the firm is ready, willing and organised to
comply with these and other applicable systems and controls
requirements when assessing if it has appropriate non-financial
resources for the purposes of this threshold conditions set out in
paragraphs 2D and 3C to Schedule 6 of the Act. For a Solvency Il
firm, the PRA Rulebook: Solvency Il firms: Conditions Governing
Business and Solvency Il Regulation (EU) 2015/35 of 10 October
2014 also contain systems and control requirements and the FCA
will take these into account.

Relevant matters to which the FCA may have regard when assessing
whether a firm will satisfy, and continue to satisfy, this threshold
condition may include but are not limited to:

(d)  whether the firm has taken reasonable steps to identify and
measure any risks of regulatory concern that it may encounter
in conducting its business (see COND 2.4.6G) and has
installed appropriate systems and controls and appointed
appropriate human resources to measure them prudently at all
times. For a Solvency Il firm, the PRA Rulebook: Solvency Il
firms: Conditions Governing Business and Solvency 1l
Requlation (EU) 2015/35 of 10 October 2014 also contain
systems and control requirements on these matters and the
FCA will take these into account; and
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Annex D

Amendments to the Fit and Proper test for Approved Persons (FIT)

In this Annex, underlining indicates new text.

1.2 Introduction

124B G Where the application relates to a function within a Solvency Il firm and is
for an FCA controlled function which is also a Solvency Il Directive ‘key
function’ as defined in the PRA Rulebook: Glossary, then the FCA will also
have regard to the assessment made by the firm as required in article 273 of
the Solvency Il Regulation (EU) 2015/35 of 10 October 2014; Rules 2.1 and
2.2 of the PRA Rulebook: Solvency Il Firms: Insurance - Fitness and
Propriety, and other factors, as set out in EIOPA Guidelines on system of
governance dated 28 January 2015 (see Guideline 16).
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Annex E

Amendments to the General Prudential sourcebook for Banks, Building Societies,

Insurers and Investment Firms (GENPRU)

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

11

1.1.2

1.2

121

1.2.1A

Application

Application

G  Broadly speaking however, GENPRU applies (except as provided in
GENPRU 1.1.2AQ) to:

1) an insurer that is not a Solvency Il firm;

Adequacy of financial resources
Application

R This section applies to:

2 an insurer, unless it is:

(e) an incoming Treaty firm; or

(M) a Solvency Il firm.

R This section also applies to an insurer, unless it is:

(5) an incoming Treaty firm; or

(6)  aSolvency Il firm.
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1.2.49 R
1.2.55 G
1.273C G
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The requirements of the ICAAP rules as they apply on a consolidated basis
must be carried out on the basis of the consolidated position of:

1) FGENPRU-1.2.45Rapphies)that-insurance-group; [deleted]

1) In accordance with the general principles in GENPRU 1.2.48R and
BIPRU 8 (Group risk - consolidation), for the purpose of the ICAAP
rules as they apply on a consolidated basis:

(e) references to the CRR are to the consolidated capital
requirements applicable to the relevant group under BIPRU 8

(Group risk - consolidation) ef-as-the-case-may-beNSPRY
6 (Group risk: Insurance groups);

2 For the purpose of this rule the relevant group is the group referred
to in GENPRU 1.2.48R and the members of that group are those
undertakings that are included in the scope of consolidation with
respect to the iasurance-greup; UK consolidation group or, as the
case may be, non-EEA sub-group in question.

The purpose of GENPRU 1.2.51R — GENPRU 1.2.53R is to enable the
appropriate regulator to assess the extent, if any, to which a firm’s
assessment, calculated on a consolidated basis, is lower than it would be if
each separate legal entity were to assess the amount of capital it would
require to mitigate its risks (to the same level of confidence) were it not part
of a group subject to consolidated supervision under BIPRU 8 (Group risk —

consolidation) erHNSPRU-6-1{Greup-risk—tnsurance-groups). ..

.. Also, an insurer may use methods that are more approximate than used

for its ICA {fepexample—mam}eenng%m%h-prem%msumne&eapﬁal

Group risk (BIPRU firm only)

1.2.88 G

A firm should include in the written record referred to in GENPRU 1.2.60R

a description of the broad business strategy of the-irsurance-group; the UK
consolidation group or the non-EEA sub-group of which it is a member, the
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1.2.89

1.3

13.1

1.3.3

2.1

211

FCA 2015/16

group’s view of its principal risks and its approach to measuring, managing
and controlling the risks. This description should include the role of stress
testing, scenario analysis and contingency planning in managing risk at the
solo and consolidated level.

G  Afirmshould satisfy itself that the systems (including IT) of the-irsurance
greup; the UK consolidation group or the non-EEA sub-group of which it is
a member are sufficiently sound to support the effective management and,
where applicable, the quantification of the risks that could affect the
nsurance-group; the UK consolidation group or the non-EEA sub-group, as
the case may be.
Valuation
Application
R (1) This section of the Handbook applies to an insurer, unless it is:
(b) an incoming EEA firm; er
(c) an incoming Treaty firm; or
(d) a Solvency Il firm.
G
(2) {rthecase-ebaninsurer-GENPRU-134R implementsthe
.  Articl 3viii) and 24.2(iv) of 1 lidated
Life-Direetive: [deleted]
Capital

Calculation of capital resources requirements

Application

R

This section applies to:
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2 an insurer, unless it is:

(e) an incoming Treaty firm; or

() a Solvency Il firm.

2.2 Capital resources
Application

2.2.1 R This section applies to:

2 an insurer unless it is:

(e) an incoming Treaty firm; or

() a Solvency Il firm.

Notification of issuance of capital instruments

2.261H G  Details of the notification to be provided by a BIPRU firm in relation to
capital instruments issued by another undertaking in its group for inclusion
in its capital resources or the consolidated capital resources of its UK
consolidation group or non-EEA sub-group are set out in BIPRU 8.6.1AR to

BIPRU 8.6.1FR. iicati i i i

Deductions from tiers one and two: Material holdings (BIPRU firm only)

2.2.213 R Anitem falls into this provision for the purpose of GENPRU 2.2.212R if it
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) bordinated.cel her i ¢ copital that falls i el

3) of the Fi £ Direct] | licable_Acticl 2
of the Consolidated-Life Directive-is an item of “basic own funds” as

defined in the PRA Rulebook: Glossary.

Other requirements: insurers carrying on with-profits business (Insurer only)

22270 R  GENPRU 2.2.270R to GENPRU 2.2.275G only apply to an insurer falling
within GENPRU 2.2.

3 Cross sector groups

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

Insurance sector Nene Rule 9.39 of IPRU(INS) and, for
Solvency Il firms, the PRA
PRA Rulebook Rulebook: Solvency Il firms.

3 Annex 1R Capital adequacy calculations for financial conglomerates (GENPRU
3.1.26R and GENPRU 3.1.29R)

7 Table
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A mixed financial
holding company

4.4

A mixed financial holding company must be
treated in the same way as:

(2) an insurance holding company (if the rules in
INSPRU-6-1- PRA Rulebook: Solvency Il Firms:
Group Supervision are applied).

8 Table: PART 5: Pri

nciples applicable to all methods

Application of
sectoral rules:
General

5.4

The following adjustments apply to the
applicable sectoral rules as they are applied by
the rules in this annex.

(2) If any of those rules would otherwise not
apply to a situation in which they are applied by
GENPRU 3 Annex 1R, those rules nevertheless
still apply (and in particular, any of those rules
that would otherwise have the effect of
disapplying consolidated supervision {ef-in-the
case-of-the-insurance-sectorsupplementary

supervision) do not apply). 1

No capital ties

5.7

@) If:

(d) GENPRU 3.1.29R even if the applicable
sectoral rules do not deal with how undertakings
not linked by capital ties are to be dealt with for
the purposes of consolidated supervision {ef-n
the-case-of the-insurance-sector-supplementary

9 Table: PART 6: Definitions used in this Annex

Solo capital
resources
requirement:

6.4

(2) Subjeetto-{3)the The solo capital resources
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Insurance sector requirement of a Solvency Il firm an-undertaking
in the insurance sector is the capital resources
requirement identified_(for a Solvency 11 firm) in
INSPRU-6-1-34R{1)-t6(8) the PRA Rulebook:
Solvency Il firms: Solvency Capital Requirement
— General Provisions as applying to that
undertaking.

3YINSPRU-6.1-34R ()b} doesnot-apphy-forthe
purposes-of-this-annex:

11 Table: Paragraph 6.10: Application of sectoral consolidation rules

Financial sector Sectoral rules

Insurance sector INSPRU-6-1. PRA Rulebook: Solvency Il Firms:
Group Supervision

3 Annex 3G Guidance Notes for Classification of Groups

General guidance
Please note the following:

(d) You will need to assign non-regulated financial entities to one of these
sectors:

* banking/investment activities are listed in - Annex 1 to the Capital
Requirements Directive 2013/36/EU.

e insurance activities are listed in {PRU-tasurers-Annex-1tland 112 p-163-
168- schedule 1 to, and contracts of insurance defined in article 3(1) of, the
Requlated Activities Order.
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Annex F

Amendments to the Prudential sourcebook for Banks, Building Societies and
Investment Firms (BIPRU)

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

55 Other funded credit risk mitigation

Life insurance policies: Minimum requirements

555 R For life insurance policies pledged to a lending firm to be recognised the
following conditions must be met:

1) the party providing the life insurance must be subject to Birective
and-ofthe-CouneH the Solvency Il Directive, or is subject to
supervision by a competent authority of a third country which applies
supervisory and regulatory arrangements at least equivalent to those
applied in the Community;
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Annex G

Amendments to the Prudential sourcebook for Insurers (INSPRU)

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

11
111

1.1.6

1.1.28

1.1.29

1.2

121

Capital resources requirements and technical provisions for insurance
business

Application

R INSPRU 1.1 applies to an insurer unless it is:

3 an incoming Treaty firm;_or

(4)  aSolvency Il firm.

G  This section may apply in cases where a firm has its head office in another
EEA State but is neither an incoming EEA firm nor an incoming Treaty firms;
i ld arise inl : lirocti |

n-adeition-to-complying “'H'. I .JSI RU-LLZ7Ra-realistic b_asm_llle I"“.'
|ﬁnus|ls e_tlse ell ISHre El'atl the II eallstll_e u_aluelel asﬁsle_tsl I.el.' _EaG|I£8|| 'tsﬁ“'t:.' profits
[deleted]

G INSPRU 1.1.27 R and INSPRU 1.1.28 R support the funding of policyholder
benefits by requiring firms to maintain admissible assets in with-profits
funds to cover the technical provisions and other long-term insurance
liabilities relating to all the business in that fund. and—+n-the-case-ofa

b orofite i tor i tho fund.

Mathematical reserves
Application

R INSPRU 1.2 applies to a long-term insurer unless it is:
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3) an incoming Treaty firm;_or

4 a Solvency Il firm.

1.2.31 G  ...The calculations required for accumulating with-profits policies are set
out in INSPRU 1.2.71R(1). Ferrealistic basisHfe-firmsexeceptfor
lati ” i licies_4 | cal |

1.2.92

INSPRU 1.3 (With-profits insurance capital component) is deleted in its entirety. The deleted
text is not shown.

Amend the following as shown.
1.5 Internal-contagion risk

Application

1.5.2A R INSPRU 1.5 does not apply, to the extent stated, to any insurer in (1) to (3):
Q) none of the provisions apply to:
(@ non-directive friendly societies; or

(b) Solvency Il firms;

2 none of the provisions, apart from INSPRU 1.5.33R (payment of
financial penalties) apply to firms which qualify for authorisation
under Schedule 3-e¢ 4 of the Act;

Permissions not to include both types of insurance
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1.5.17

1.5.29

1.5.30

1.5.31

1.5.34

G

G

R

R

©)

(4)
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It is the policy of the appropriate regulator—+r-cemphiance-with-EY
directives-onnsuranee; not to grant or vary permission if that would

allow a newly established firm, or an existing firm engaging solely in
general insurance business or solely in long-term insurance
business, to engage in both general insurance business and long-
term insurance business. This does not apply where a firm's
permission to carry on long-term insurance business is or is to be
restricted to reinsurance. It also does not apply where a firm's
permission to carry on general insurance business is or is to be
restricted to effecting or carrying out accident or sickness contracts

of insurance {see-article-18(2)-of the-Consolidated-Life-Directive).

Where a firm's permission extends to effecting or carrying out life
and annuity contracts of insurance this will normally include
permission to effect or carry out accident contracts of insurance or
sickness contracts of insurance on a supplementary basis {see-article

1)(e) ot lidated Life Directive)

... the business in that fund. INSPRU-1128Rrequires-a-realisticbasistife
Iﬁ“”'l o ensul Fe-that Ile |ea| I'SE'GI".aI.He eII asseﬁtsl_lel |_Ie_a_eI| 9; ||ts ”;tl' |9|.I8|IES

1)

()

A firm must apply or use a long-term insurance asset only for the
purposes of its long-term insurance business.

For the purposes of (1), applying or using an asset includes coming
under any obligation (even if only contingently) to apply or use that
asset.

A firm must not agree to, or allow, any mortgage or charge on its long-term
insurance assets other than in respect of, and for the purposes of, a long-
term insurance liability.

Payment of financial penalties

Act. [deleted]

Application of INSPRU 1.5 to Lloyd’s
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1.5.58 R

1.5.59 R
3 Market risk
3.1 Market risk in insurance
3.1.1 R

INSPRU 3.1 applies to an insurer, unless it is:

3) an incoming Treaty firm;_or

(4)  aSolvency Il firm.

Purpose

3.1.7 G  INSPRU 3.1 addresses the impact of market risk on insurance business in
the ways set out below:

(6)  FheReinsurance-Directive INSPRU 3.1.61AR applies to pure

reinsurers "prudent person” investment principles in relation to the
investment of their assets. INSPRU-3:-1.61ARsets-out-these

principles:
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3.2

3.2.1

7.1

7.1.13

7.1.99

&)
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for-the-SecietyINSPRU-8-1-2R- [deleted]

Derivatives in insurance

Application

R This section applies to an insurer, unless it is:

1)
)
©)
(4)
(5)

a non-directive friendly society; or
an incoming EEA firm; or

an incoming Treaty firm; or

a pure reinsurer; or

a Solvency Il firm.

Individual Capital Assessment

Application

R ...

n accordance with INSPRU 1.1.72CR. Ferrealistic-basislife-firms-ECR

ed-1n-a ordan -'A'l NP
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8 General provisions applying INSPRU and GENPRU to Lloyd’s
8.1 Application

8.1.2 R
8.1.3 G
@ I leulati ” ital . : I
member;
3)  the Seciety’s-ownfinancial-reseurees. [deleted]
8.14 R isioni i
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iasuranece-business-of a-firm. [deleted]

8.1.5 G
surance-business-underwritten: [deleted]
8.2 Special provisions for Lloyd’s
blicati I I

8.2.2 R The Society must ensure that all participants in the Lloyd’s market are made
aware-of their-obligations-undertNSPRU-and-GENPRU- [deleted]

8.2.12 R
@ Lor likely.di I I . I
transaction: [deleted]
8.2.13

8.2.17

8.2.18
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8.2.28

8.2.29
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R
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Amendments to byelaws, trust deeds and standard form letters of credit and
guarantees

R The Society must, as soon as it is practical to do so, notify the apprepriate
regutater FCA of its intention to make any amendment which may alter the
meaning or effect of any byelaw, including:

R The Society must provide the appropriateregutator FCA with full details
of:

R The information provided to the appropriateregulater FCA by the Society
under INSPRU 8.2.25R must include:

G  The approepriateregutater FCA would normally expect to receive the
information required under INSPRU 8.2.25R and INSPRU 8.2.28R not less

than three months in advance of the proposed change.

Capacity Transfer Market

The Society must give the FCA a report as at the end of each
calendar quarter in which any capacity is transferred.

1)

(2)  The report referred to in (1) must reach the FCA within one month of
the end of the relevant calendar quarter and must include information
on:

(a) the total capacity in syndicates transferred during the quarter,
analysed by syndicate and method of transfer;

(b) the number, and nature, of all investigations by the Society into
conduct in the capacity transfer market undertaken or
continued during the quarter; and

(c) the number, and nature, of all complaints received during the
guarter about the operation of the capacity transfer market.
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Application
1.1 R | INSPRU TP 1 applies to an insurer unless it is:
3 an incoming Treaty firm;_or
(4) | aSolvency Il firm.
3 PRU waivers
Application
3.1 R | INSPRU TP 3 applies to an insurer unless it is
3 an incoming Treaty firm;_or
(4) | aSolvency Il firm.
Sch 1 Record keeping requirements

Handbook | Subject of Contents of When must | Retention
reference Record Record record be period
made
INSPRU Caledlation | (1) Fhe-methods Neot An
capital required-for-the
component | purpesesof
INSPRU 1.3 (and
ahy-suhseguent
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Sch 6 Rules that can be waived

G  Therules in INSPRU can be waived by the appropriate regulator under
sections 138A and 138B of the Act (Modification or waiver of rules), except

for INSPRU 9. 1 1R (Actlons for damages) Hewever—lﬁh&mle&mee%perate

Page 46 of 126


http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G150

FCA 2015/16

Annex H

Amendments to the Interim Prudential sourcebook for Friendly

Societies (IPRU(FSOCQC))

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

GUIDANCE: THE PURPOSE OF THE PRUDENTIAL RULES FOR FRIENDLY
SOCIETIES AND AN OVERALL DESCRIPTION

1.1A

2.1

Chapter 3 focuses on systems and controls. Friendly societies should also
refer to the provisions on senior management arrangements, systems and
controls in the High Level Standards part of the Handbook (SYSC) and to
Annex 3 of IPRU(FSOC). Directive friendly societies should also refer to
the PRA Rulebook: Solvency 1l firms: Conditions Governing Business and
the Solvency 11 Requlation of (EU) 2015/35 of 10 October 2014 which
contain systems and control requirements, and the FCA will take these into
account.

Chapter 1: Application

Application

The rules in Chapters 1, 2 (with the exception of rule 2.3(1)(a) in relation to
registered branches), 3-{with-the-exception-ofrule-3-1{(1))rule-4-20rule
5:2A; Chapters 7 and 8 also apply to a directive friendly society which has
permission under the Act to effect or carry out contracts of insurance. A
directive friendly society must also comply with any requirement imposed
on it by or under the Act, the 1992 Act or the 1974 Act.

Chapter 2: Integrity, Skill, Care and Diligence

Legal Compliance

A friendly society must take reasonable steps to ensure that —
@) it does not carry on activities beyond its powers;

(b) it and its registered branches comply with —

0] any requirements of or under the 1992 Act or the Act which
relate to the conduct of its insurance business, and
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(i) any applicable requirement (whether of the law of any part of
the United Kingdom or of the law of another EEA State)
which gives effect to the insurance-Birectives Solvency Il
Directive or is otherwise applicable to the insurance activities
of the friendly society.

Chapter 7: Definitions

Part | Definitions

7.1 In this Part of the IPRU(FSOC), unless the contrary intention appears, the
following definitions apply —
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Annex |
Amendments to the Interim Prudential sourcebook for Insurers (IPRU(INS))

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

CONTENTS

Volume One: Rules

Chapter 9  Financial reporting

Part V Group-Capital- Adeguacy [deleted]

Part VII Heyd’s-ef London [deleted]

Volume 2: Appendices to the Rules

Appendix 9.2 General insurance business: revenue account and additional information
(Forms 20A and 20 - 39 36) (rules 9.14 to 922 9.21)

Appendix 9.7 Insurance statistics: other EEA states (Forms 91 to 94) {rule 8.37)
[deleted]

Appendix 9.9

Appendix 9.12 Certificate-by-the- Counctl-{rile- 958 (Hy{ap [deleted]

Appendix 9.13 Statement by the Lloyd's actuary (rule IPRU(INS) 9.58 (1)(b)) [deleted]
Appendix 9.14 Certificate-by-syndicate-actuary-(rile- lPRUANS}-5.58-(45 [deleted]
Appendix 9.15 Auditer sreport{rule IPRUINS)-9-58(3)) [deleted]
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Appendix 9.16 Accounting-classes-{rule- IPRUINS)} 9:-49(1)(b)) [deleted]
Appendix 9.17 Accounting-Records [deleted]
Appendix 9.18 AuditorsReport [deleted]

Chapter 1:  Application Rule

CONTENTS
Application

1.2 Fhe-Society-of Lloyd’s [deleted]

Chapter 1:  Application Rule

Application
Insurers
1.1 An insurer must comply with IPRU(INS) unless it is -

(a) afriendly society®; or

(b) an EEA insurer or an EEA pure reinsurer qualifying for authorisation under
Schedules 3 or 4 to the Act; or

(c) aSolvency Il firm.

Seem&e#&leydweep%mles—gél%d—g%&a#an%ketehap&ew |de|eted|

! A non-directive friendly society must comply with IPRU(FSOC); a directive friendly society must comply with

GENPRU-and-INSPRU PRA Rulebook: Solvency Il firms; and with Chapters 1, 2 (with the exception of rule

2.3(1)(a) in relation to registered branches) and%—#mle&%%e%mﬂy)—%mle—f&#enly—) 75 and 8 and

Append% of IPRU(FSOC) Rule 5. 6
triondl o ) : 5; s

Page 50 of 126



FCA 2015/16

Part V11 of Chapter 9 is deleted in its entirety. The deleted text is not shown.

ANNEX 11.1
CLASSES OF LONG-TERM INSURANCE BUSINESS

VI Collective Effecting or carrying out contracts of a kind referred to in

insurance etc Article2(2){e)-of the Consolidated-Life Directive article
2(3)(b)(v) of the Solvency Il Directive.

IX Social insurance  Effecting or carrying out contracts of a kind referred to in

Article 2(3) of the Consolidated Life Directive article 2(3)(c)

of the Solvency Il Directive.
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Annex J

Amendments to the Interim Prudential sourcebook for Investment Businesses

(IPRU(INV))

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

4

4.2.3

43.1

4.4

441

4.4.2

443

Chapter 4: Lloyd’s firms

Underwriting agents are subject to regulation by the Society as well as by
the appropriate regulator. In particular, they are subject to requirements as
to their financial resources and as to making and maintaining accounting
records, set by the Society. The appropriate regulator is satisfied that
underwriting agents will be subject to adequate financial resource and
accounting requirements as long as they remain subject to and comply with
requirements at least equivalent to Lloyd’s Capital and Solvency
Requirements 2001 and the relevant parts of, or requirements made under
Lloyd’s Underwriting Agents Byelaw (No. 4 of 1984), in each case as
amended and in force immediately before commencement. Accordingly,
instead of imposing an obligation directly on underwriting-agents
members’ agents, the directions in IPRU(INV) 4.4.1D to 4.4.5D and 4.5.1D
require the Society to require those firms to comply with the relevant
requirements.

The directions in IPRU(INV) 4.4.1D to 4.4.5D and 4.5.1D are given in
relation to the exercise of the powers of the Society and of the Council
generally, with a view to achieving the objective that underwriting-agents
members’ agents have adequate financial resources to support, and keep
and preserve adequate accounting records in respect of their business at
Lloyd’s.

Financial Resources Requirements

D

The Society must maintain appropriate and effective arrangements to
require yhderwriting-agents members’ agents to meet and continue to meet
financial resource requirements ..

The Society must give the apprepriateregulater FCA a report on each

underwriting-agent’s members’ agent’s compliance with the financial
resource requirements referred to in IPRU(INV) 4.4.1D as at the end of

each quarter (determined by reference to each underwriting agent’s
accounting reference date).

The report referred to in IPRU(INV) 4.4.2D must reach the appropriate
regutator FCA within two months of the end of the relevant quarter and
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must state:

1) whether the Society has any information indicating or tending to
indicate that, during the quarter to which the report relates, the

underwriting-agent members’ agent failed to meet the financial
resource requirements referred to in IPRU(INV) 4.4.1D;

2 whether, at the end of the quarter to which the report relates, the

uhderwriting-agent members’ agent failed to meet the financial
resource requirements referred to in IPRU(INV) 4.4.1D; and

3 the nature and extent of any failure to comply reported under (1) or
(2) and the actions taken or to be taken by the Society in response to
this.

In addition to the reports required under IPRU(INV) 4.4.2D, the Society

must give the appropriateregulator FCA an annual report on each

underwriting-agent’s members’ agent’s compliance or non-compliance
with financial resource requirements as at the end of that urderwriting

agent’s members’ agent’s financial year.

The report in IPRU(INV) 4.4.4D must reach the appropriateregulator FCA
within seven months of that underwriting-agent’s members’ agent’s

accounting reference date and must:

1) confirm that:

(@) the Society has received from that urderwriting-agent

members’ agent in respect of the financial year to which the
report relates, all relevant attachments to the Annual
Financial Return that the underwriting-agent members’
agent is required to make to the Society under the
requirements identified in IPRU(INV) 4.4.1D;

(b) that underwriting-agent members’ agent met the applicable

financial resource requirements at the end of the financial
year to which the report relates; and

(©) the Society is not aware of any matters likely to be of

material concern to the appropriate-regulater FCA relating
to that underwriting-agent’s members’ agent’s compliance

with financial resource requirements during the year to
which the report relates, or arising from the attachments
referred to in (a); or

Accounting Records
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451 D The Society must maintain appropriate and effective

arrangements to require underwriting-agents members’ agents to meet the
obligation to keep and preserve accounting records, set out in .

Chapter 5: Financial Resources

TABLE 5.2.2(1) CALCULATION OF OWN FUNDS AND LIQUID CAPITAL

PART II

DETAILED REQUIREMENTS

5A Material insurance holdings (Item 8)
(a)
(b) An item falls into this provision for the purpose of (a) if it is:
(i)

(i) subordinated debt or another item of capital that forms part of the

tier two capital resources that falls into Article-16(3)-of the-First
Non-Life Directive or, as applicable, Article 27(3) of the
GConsolidated-Life Directive GENPRU 2 or, as the case may be,
INSPRU 7, or is an item of “basic own funds” defined in the PRA
Rulebook: Glossary.

Chapter 9: Financial resources requirements for an exempt CAD firm

Appendix 9(1): Interpretation

material insurance @
holdings

(b)  Anitem falls into this provision for the purpose of (a) if it is:
(i)

(i) subordinated debt or another item of capital that
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forms part of the tier two capital resources that falls
iNt0 Afti - ; === ,

’ (II'HGIIEI }’6(3).9: the IE ';'Stﬁl Jlen Lite EI|_||eet| "le © ;
Pirective GENPRU 2 or, as the case may be, INSPRU
7, or is an item of “basic own funds” defined in the
PRA Rulebook: Glossary.

13 Chapter 13: Financial Resource Requirements for Personal Investment
Firms

Table 13.5.4(2) Part |

This table forms part of rule 13.5.4

EXEMPT CAD FIRM

ASSETS CALCULATION TYPE OF
ADJUSTMENT
(13) All other An Illiquid
assets Adjustment

Eligible capital instruments include ordinary share
capital, eumulative preference shares, perpetual
securities and long-term subordinated loans, that are
eligible for insurance undertakings under PRU-2
GENPRU 2 or, as the case may be, INSPRU 7, or is
an item of basic own funds as defined in the PRA
Rulebook: Glossary.
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Annex K

Amendments to the Conduct of Business sourcebook (COBS)

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

1 Annex 1

Part 3: Guidance

Application (see COBS 1.1.2R)

Consehidated-Life Solvency 11 Directive: effect on territorial scope

5.1

G

The Censelidated-Life Solvency Il Directive’s scope covers Solvency 11
firms, including long-term insurers autherised-underthat Directive
condueting-long-term-nsuranee-business. The rules in this sourcebook
within the Directive’s scope are the cancellation rules (COBS 15) and those
rules requiring the provision of pre-contract information or information
during the term of the contract concerning the insurer or the contract of
insurance. The Directive specifies minimum information and cancellation
requirements and permits EEA States to adopt additional information
requirements that are necessary for a proper understanding by the
policyholder of the essential elements of the commitment.

5.2

If the State of the commitment is an EEA State, the Directive provides that
the applicable information rules and cancellation rules shall be determined
laid down by that state. Accordingly, if the State of the commitment is the
United Kingdom, the relevant rules in this sourcebook apply. Those rules
do not apply if the State of the commitment is another EEA State. The
territorial scope of other rules, in particular the financial promotion rules, is
not affected since the Directive explicitly permits EEA States to apply rules,
including advertising rules, in the ‘general good’. (See articles 33,3536
and-47-of the-Conselidated-Lite Direetive 156, 180, 185 and 186 of the
Solvency 11 Directive)

Distance Marketing Directive: effect on territorial scope

6.5

In the FCA’s view:

2 for business within the scope of both the Distance Marketing
Directive and the Conselidated-Life Solvency Il Directive, the
territorial application of the Distance Marketing Directive takes
precedence; in other words, the rules requiring pre-contract
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information and cancellation rules (COBS 15), derived from the
Consolidated-Life Solvency 1l Directive apply on a ‘country of
origin’ basis rather than being based on the state State of the
commitment; (See articles 4(1) and 16 of the Distance Marketing
Directive;—noting-that the Distance-Marketing-Directive-was

| | aftor 1 lidated Life Directive)

Electronic Commerce Directive: effect on territorial scope

7.3

The effect of the Directive on this sourcebook is subject to the ‘insurance
derogation’, which is the only ‘derogation’ in the Directive that the FCA
has adopted for this sourcebook. The derogation applies to an insurer that is
authorised under and carrying on an electronic commerce activity within the
scope of the Consolidated-Life Solvency Il Directive and permits EEA
States to continue to apply their advertising rules in the ‘general good’.
Where the derogation applies, the financial promotion rules continue to
apply for incoming electronic commerce activities (unless the firm’s
‘country of origin’ applies rules of like effect) but do not apply for outgoing
electronic commerce activities. (See article 3(3) and Annex, fourth indent
of the Electronic Commerce Directive; Annex to European Commission
Discussion Paper MARKT/2541/03)

4.10

410.1

131

Communicating with clients, including financial promotions (COBS 4)

Systems and controls and approving and communicating financial
promotions

Systems and controls

G

The rules in SYSC 3 (and also for Solvency Il firms, the PRA Rulebook:
Solvency II firms: Conditions Governing Business) and SYSC 4 require a
firm that communicates with a client in relation to designated investment
business, or communicates or approves a financial promotion, to put in place
systems and controls or policies and procedures, or an effective internal
control system, in order to comply with the rules in this chapter.

The obligation to prepare product information
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13.1.2 R A firm must prepare the Censehidated-Life Solvency Il Directive information
for each life policy it effects;:

(1) in a clear and accurate manner and in writing; and

(2) in an official language of the State of the commitment, or in another
language if the policyholder so requests and the law of the State of
commitment so permits or the policyholder is free to choose the law

applicable;

in good time before that information has to be provided.

[Note: article-36(1)-of and-AnnextH-to, the Consolidated-Life Directive
article 185(1) and (6) of the Solvency Il Directive]

Exceptions

13.1.3 R Afirmis not required to prepare:

(3) a key features illustration:

(d) for a packaged product which, at the end of its fixed term,
provides for the return of the initial capital invested and a
specified level of growth linked by a pre-set formula to the
performance of a specified asset or index or a combination of
assets or indices:-or.

@) I lidated Life Directive inf ion_it 4 lievi
reinsurance contract or a pure protection contract. [deleted]

13.2 Product information: production standards, form and contents

13.2.3 G The Censohdated-Life Solvency Il Directive information can be included in
a key features document, a key features illustration or any other document.

13.3 Contents of a key features document

Additional requirements for packaged products
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13.3.2 R Table

Answers’

Questions and

[Note: in respect of ‘Risks’, article 185(4) of the Solvency Il Directive]

13 Annex 1R

The Consolidated-Lie Solvency 1l Directive Information

This annex belongs to COBS 13.1.2R (The Consolidated-Life-Directive
Information Solvency 1l Directive information)

Information about the firm

1)

The firm’s name and its legal form;

(2)

The name of the EEA State in which the head office and, where
appropriate, agency or branch concluding the contract is situated; and

3)

The address of the head office and, where appropriate, agency or branch
concluding the contract; and

(3A)

A concrete reference to the firm’s SFCR allowing the policyholder easy

access to this information.

Information about the commitment

(4)

Definition of each benefit and each option;

()

Term of the contract;

(6)

Means of terminating the contract;

()

Means of payment of premiums and duration of payments;

(8)

Means of calculation and distribution of bonuses;

©)

Indication of surrender and paid-up values and the extent to which they
are guaranteed,

(10)

Information on the premiums for each benefit, both main benefits and
supplementary benefits, where appropriate;

(11)

For unit-linked policies, the definition of the units to which the benefits
are linked;

(12)

Indication of the nature of the underlying assets for unit-linked policies;

Page 59 of 126




FCA 2015/16

(13)

Arrangements for application of the eeeling-offperied cancellation period
or right to withdraw;

(14)

General information on the tax arrangements applicable to the type of
policy;

(15)

The arrangements for handling complaints concerning contracts by
policyholders, lives assured or beneficiaries beneficiaries under contracts
including, were where appropriate, the existence of a complaints body
(usually the Financial Ombudsman Service), without prejudice to the
right to take legal proceedings; and

(16)

Law applicable to the contract where the parties do not have a free choice
or, where the parties are free to choose the law applicable, the law the
insurer proposes to choose.

[Note: artiele 36(-of-and-Annex-tH-to-the-Consohidated-ife-Directive
article 185(2) and (3) of the Solvency |l Directive]

13 Annex 2R

Projections

R

Exceptions

1.7

1.7 | If a projection is prepared in connection with an offer for or conclusion of
A a personal pension scheme, three different rates of return must be used.
[Note: article 185(5) of the Solvency Il Directive]

Projections: accompanying statements and presentation

5.1

(f)

[Note: article 185(5) of the Solvency Il Directive]
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Additional requirements: pension schemes and products linked to other products

5.2

[Note: article 185(5) of the Solvency Il Directive]

Providing product information to clients

R

R

R

A firm that sells:

(2) a life policy thatis-netareinsurance-contract to a client, must
provide the Censelidated-Life Solvency Il Directive information to
that client;

[Note: in respect of (2), article 36(1)-ofand-Annextitothe
ConseolidatedLife-Directive 185(1) of the Solvency Il Directive]

A firm is not required to provide:

(3) the Consolidated-Life Solvency Il Directive information, if another
person is required to provide that information by the rules of
another EEA State;

[Note: in respect of (3), article 36(4)-ofand-Annextitothe
ConsolidatedLife-Directive 185(8) of the Solvency Il Directive]

A firm is not required to provide a key features document or a key
features illustration for:

(2) a life policy thatis-netareinsurance-contract if:
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[Note: in respect of (2), articles 4(1) and 16 of the Distance Marketing
Directive and article 36-ofthe-Conselidated-Life Directive 185 of the
Solvency |l Directive]

15.2 The right to cancel
Cancellable contracts

15.2.1 R A consumer has a right to cancel any of the following contracts with a
firm:

[Note: article 35-efthe-Consolidated-Life-Directive; 186 of the Solvency
Il Directive and article 6(1) of the Distance Marketing Directive]

15.2.3 R The cancellation period begins:

[Note: article 35-efthe-Consolidated-Life-Directive; 186 of the Solvency
Il Directive and article 6(1) of the Distance Marketing Directive]

16.6 Communications to clients — life insurance, long term care insurance and
income withdrawals

16.6.2 R (1) H The policyholder must be informed if during the term of a life
policy entered into on or after 1 July 1994, there is any propesed
change in the following information; referred-to-in-paragraphs{H)
to-{12)-of the-Consolidated-Life-Directive-information{€OBS-13

) the | : int I licvholder of

(@ the policy conditions;

(b)  the name of the insurer, its legal form or the address of its
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head office and, where appropriate, of the agency or
branch which concluded the contract; and

(©) the information in (8) to (13) of COBS 13 Annex 1R (The
Solvency Il Directive information) in the event of a change
in the policy conditions or amendment of the law
applicable to the contract.

(2) A notification in (1) must be made:

(@ in a clear and accurate manner and in writing; and

(b) in an official language of the State of commitment or in
another lanquage if the policyholder so requests and the
law of the State of commitment so permits or the
policyholder is free to choose the law applicable.

[Note: article 36(2)-ofthe-Conselidated-Life-Directive 185(5) and
(6) of the Solvency Il Directive]

16.6.3 R If a life policy entered into on or after 1 July 1994 provides for the
payment of bonuses and the amounts of bonuses are unspecified, the long-
term insurer must, in every calendar year except the first, either:

1) notify the policyholder in writing of the amount of any bonus
which has become payable under the contract, and which has not
previously been notified under this rule; or

(2) give the policyholder in writing sufficient information to enable
him to determine the amount of any such bonus.

[Note: in respect of (1), article 185(5) of the Solvency |l Directive]

If a firm provides figures, on or after 1 January 2016, about the potential
future development of bonuses under a with-profits policy it must inform
the policyholder annually in writing of any differences between the actual
bonuses payable to date and the figures previously provided.

16.6.3A

|70

[Note: article 185(5) of the Solvency Il Directive]

20.1 Application

20.1.3 R  Foran EEA insurer:

(1) (@  therules and guidance on the with-profits fund (COBS
20.1A), on treating with-profits policyholders fairly (COBS
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20.2.1G to COBS 20.2.41G and COBS 20.2.53R to COBS
20.2.60G), and the governance provisions in COBS 20.5
apply only in so far as responsibility for the matter in
question has not been reserved to the firm’s Home State

regulator by a-Eurepean Community an EU instrument;

notwithstanding the above:

(b) COBS 20.2.26AR (financial penalties and the with-profits
fund) applies;

(c)  the rules and guidance on the notification of policyholders
where there is a change in the percentage allocation of
distributions (COBS 20.2.19AR to COBS 20.2.19CG) apply
but only to the extent that the UK is the State of the
commitment;

the rule on providing information to with-profits policyholders whe
are-habitualhyresident-r where the United Kingdom is the State of
the commitment (COBS 20.4.4R) and the rule on production and
provision of a CFPPFM (COBS 20.4.5R) apply, but the rest of
COBS 20.4 (Communications with with-profits policyholders) does
not; and

the rule on production and provision of a CFPPFM (COBS
20.4.5R) applies as if a reference to a firm was a reference to an
EEA insurer in relation to any of its with-profits policyholders whe

are-habituakhy-resident-ir where the State of the commitment is the
United Kingdom; and

references in COBS 20 to a with-profits fund or to terms derived

from the Solvency Il Directive requiring transposition in the Home
State, apply as if they were references to the relevant fund or terms
established in accordance with the requirements of the Home State.

Insert the following new section after COBS 20.1. The text is not underlined.

20.1A

20.1A.1

The with-profits fund

‘Other liabilities’ in the with-profits fund

For the purposes of calculating any with-profits funds surplus and the rules
and guidance in COBS 20, including COBS 20.1A.5R, COBS 20.1A.6R and
COBS 20.2.17C, a firm must include the following non-exhaustive list as
‘other liabilities’:

(1)

liabilities arising from its regulatory duty to treat customers fairly
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(where not already included in technical provisions); and

the value of any prospective future transfers out of the with-profits
fund properly attributable to shareholders in accordance with COBS
20.

Where the firm:

@) identifies particular assets as forming a distinct part of its
with-profits fund; and

(b) restricts participation in the profits or other experience of
that distinct part of the fund to a particular category of with-
profits policies;

then, provided that:

(c) such identification and restriction is consistent with the
considerations in (3), and

(d) the firm treats each affected category of with-profits
policyholder fairly, having regard to those considerations;

each such part constitutes a separate with-profits fund.

Notwithstanding (1), each different part of its with-profits fund
constitutes a separate with-profits fund if that is necessary in order
to treat each affected category of with-profits policyholder fairly,
having regard to the considerations in (3).

The considerations referred to in (1) and (2) are the terms of the
relevant with-profits policies; the firm’s established practice; its
PPFM and/or other relevant communications to affected with-
profits policyholders, and the terms of any arrangement formally
approved by a court of competent jurisdiction, appropriate
regulator or previous regulator.

For a Solvency Il firm operating a with-profits fund prior to 1
January 2016:

@) assets in the with-profits fund held in accordance with
INSPRU on 31 December 2015 are deemed to be items in a
with-profits fund for the purposes of COBS 20 from 1
January 2016, provided that any transfers out of, and any
outgoings from, the fund up to 31 December 2015 were
made in accordance with, and/or do not as at 31 December
2015, constitute, or continue to constitute, a breach of
INSPRU 1.5.21R and INSPRU 1.5.27R;
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(b) any assets transferred out of the fund in breach of INSPRU
1.5.21R and 1.5.27R are deemed not to have been
transferred out of the fund and remain part of the with-
profits fund;

(c) to the extent that the assets in (b) have also been transferred
out of the firm then, before (a) can apply to the firm, the firm
must transfer into the with-profits fund assets equal to the
value of the assets referred to in (b), and of a similar quality,
having regard to the PRA Rulebook: Solvency Il Firms:
Investments.

(2) Firms to which (1)(a) applies must, in any event, comply with
COBS 20.1A.2R. Paragraph (1)(a) does not apply to the extent that
it would be inconsistent with the operation of COBS 20.1A.2R
where the effect is to require a firm to create or make changes to
sub-funds amounting to separate with-profits funds.

Governance arrangements for the with-profits fund

R

R

R

G

A Solvency Il firm effecting or carrying out with-profits insurance business
must identify the assets relating to all the business written in, or transferred
into, each with-profits fund which it is required to hold under COBS
20.1A.5R or PRA Rulebook: Solvency Il firms: With Profits rule 2.1.

A Solvency Il firm must ensure that it holds assets in each of its with-profits
funds of a value at least sufficient to cover the “with-profits policy
liabilities” defined in the PRA Rulebook: Glossary and as required by PRA
Rulebook: Solvency 11 firms: With Profits rule 2.1, and any other liabilities
in respect of all of the business written in, or transferred into, that with-
profits fund.

A Solvency Il firm must maintain separate accounting records for each of its
with-profits funds. The accounting records must identify:

(1) all of the assets of that with-profits fund;

(2)  the best estimate component of technical provisions for the with-
profits policies written in, or transferred into, that with-profits fund;

(3) the best estimate component of technical provisions for the non-profit
insurance contracts written in, or transferred into, that with-profits
fund;

(4) any other liabilities of the with-profits fund not covered by (2) or (3),
and their value calculated in accordance with PRA Rulebook:
Solvency Il Firms: Valuation and applicable parts of the Solvency 1l
Regulation (EU) 2015/35 of 10 October 2014.

A Solvency Il firm must ensure that the assets in its with-profits funds are
separately identified and allocated to the relevant with-profits fund at all
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20.1A.8

20.1A.9

20.1A.10

20.1A11

20.1A.12

R

G

R

R
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times. Assets in external accounts (e.g. with banks, custodians, or brokers)
should be segregated in the firm's books and records into separate accounts
for with-profits insurance business and other business. Where a firm has
more than one with-profits fund, separate accounting records must be
maintained for each fund. Accounting records should clearly document the
allocation.

A Solvency Il firm must not transfer assets out of a with-profits fund unless:

(1) the assets represent any part of a with-profits fund surplus, or
represent assets held in accordance with COBS 20.1A.5R in relation
to the part of a distribution that has been made which is properly
attributable to shareholders, in accordance with COBS 20; and

(2)  no more than three months have passed since the actuarial
investigation determining that surplus.

For the purposes of COBS 20.1.A8R, an actuarial investigation is required
to determine any with-profits fund surplus for the requirements in COBS 20
and remains in-date for three months from the date when the determination
of the surplus was made. However, even where the investigation is still in-
date, the firm should not make the transfer unless there is sufficient surplus
at the time of the transfer to cover the value of the assets being transferred.
The actuarial investigation carried out may rely, in part, on any relevant and
sufficiently up-to-date valuation exercise carried out for the purposes of
calculating technical provisions under the PRA Rulebook: Solvency I
Firms: Technical Provisions and applicable parts of the Solvency 11
Regulation (EU) 2015/35 of 10 October 2014, provided that the person
carrying out the actuarial investigation considers it appropriate to do so.

(1) A Solvency Il firm must use or apply an asset in a with-profits fund
only for the purpose of the business in the with-profits fund.

(2)  For the purpose of (1), applying or using an asset includes any
obligation (even if only contingent) to apply or use that asset.

A Solvency Il firm must not agree to, or allow, any mortgage or charge on
the assets in any of its with-profits funds, other than in respect of, and for
the purposes of, the business in the with-profits fund.

References in COBS 20.1A.10R and COBS 20.1A.11R to ‘the purposes of
the business’ in the with-profits fund include the payment of claims,
expenses and liabilities arising from that business, the acquisition of lawful
access to fixed assets to be used in that business and the investment of
assets. The payment of liabilities may include repaying a loan but only
where that loan was incurred for the purpose of the business written into the
with-profits fund. The purchase or investment of assets may include an
exchange at fair market value of assets (including cash) between the with-
profits fund and other assets of the firm. A Solvency Il firm may also lend
securities held in a with-profits fund under a stock lending transaction, or
transfer assets as collateral for a stock lending transaction, where the firm is
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the borrower and where such lending or transfer is for the benefit of the
business written into the with-profits fund.

Management of the with-profits fund

20.1A.13 R A Solvency Il firm which is subject to contractual terms providing for
payments under a capital instrument included in that insurer's own funds,
must:

(1) manage any with-profits fund so that discretionary benefits under a
with-profits policy are calculated and paid, disregarding, insofar as is
necessary for its customers to be treated fairly, any requirements in
such contractual terms whether or not they are absolute, contingent or
at the discretion of the firm; and

(2) disclose its intention to manage the with-profits fund on the basis set
out in (1) in the firm's PPFM.

20.1A.14 G (1) A Solvency Il firm is expected to manage its with-profits fund so that
amounts (whether interest, principal, or other outgoings) payable by
the firm under a capital instrument included in that insurer's own
funds (as determined in accordance with the PRA Rulebook:
Solvency Il Firms: Own Funds) do not impact on the with-profits
fund’s assets or on the firm’s ability to declare and pay under a with-
profits policy discretionary benefits that are consistent with the firm's
obligations under Principle 6 (Customers' interests).

(2)  Afirm, other than a mutual, should not regard any asset held in the
with-profits fund as necessarily available to cover payments or other
obligations arising under a subordinated loan.

20.1A.15 R A Solvency Il firm must ensure that it has adequate arrangements in place
for ensuring that transactions affecting the assets of the firm operate fairly
between with-profits policyholders and other persons interested in the other
assets of the insurer and, where the firm has more than one with-profits
fund, those transactions operate fairly between the with-profits
policyholders in each of those funds.

Amend the following as shown.

20.2 Treating with-profits policyholders fairly

20.2.5 R
(3) A firm must calculate unsmoothed asset share by:

(@) (i) for a firm which is not a Solvency |1 firm, applying the
methods in INSPRU 1.3.119R to INSPRU 1.3.123R;
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20.2.16C

20.2.17C

20.2.18
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(i) for a firm which is a Solvency Il firm, applying the
methods in PRA Rulebook: Solvency Il Firms
Valuation, Technical Provisions and Surplus Funds
and applicable parts of the Solvency Il Requlation
(EU) 2015/35 of 10 October 2014;

Conditions relevant to distributions

G

R

R

References to distributions in COBS 20 includes distributions of
distributable profits arising, namely any permanent addition to policy
benefits made at the firm’s discretion based on the investment or other
experience in the fund or more generally. Distributions include those
relating to expected payments for which allowance has been made in the
technical provisions or to a firm’s other liabilities arising from its
requlatory duty to treat customers fairly, and not just distributions of any
with-profits fund surplus.

Examples of distributions include any payment of a cash bonus (including a
final bonus on exit or a reduction in premium), or a declaration of a
reversionary bonus in the form of a permanent addition to the benefits
guaranteed to be payable at death or on maturity. In COBS 20.2.21R and
COBS 20.2.22E (distributions from excess surplus) distributions also
include any other amounts that are added to asset shares or to any other
measure that is used to determine pay-outs under policies.

A firm must not make a distribution from a with-profits fund, unless:

(1) ifitis nota Solvency Il firm, the whole of the cost of that distribution
can be met without eliminating the regulatory surplus in that with-
profits fund; and

(2) ifitisa Solvency Il firm:

(a) the whole of the cost of that distribution can be met without
eliminating the with-profits fund surplus in that with-profits
fund; and

(b) following any distribution that is made to meet a liability for
which allowance has been made in technical provisions or
other liabilities the firm is able to demonstrate that it
reasonably expects to be able to continue to comply with the
requirements in COBS 20.1A.5R (Governance arrangements
for the with-profits fund).

A realistic-basis-tife-firm firm which is not a Solvency Il firm, must not
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make a distribution from a with-profits fund to any person who is not a
with-profits policyholder, unless the whole of the cost of that distribution
(including the cost of any obligations that will or may arise from the
decision to make a distribution) can be met from the excess, if any, of the
realistic-value-ef-assets assets over the realistic-value-of-HabHities liabilities
in that with-profits fund.

Notification and other requirements in relation to certain distributions

20.2.19A R

If a firm which is a Solvency Il firm proposes to make a distribution from a

with-profits fund to any person who is not a with-profits policyholder,

where:

1)

the distribution to with-profits policyholders is smaller than the ‘pre-

notification to policyholder minimum’ calculated in accordance with

COBS 20.2.19BR(1) then the firm must:

(a)

provide the FCA with written details of the proposed

distribution at least two months prior to the proposed
distribution, together with copies of draft notifications it
proposes to send to with-profits policyholders to satisfy (b);
and

give affected with-profits policyholders in the fund at least
one months prior written notice stating:

(i) that it proposes to make no distribution to them; or

(if)  that it proposes to make a distribution of an amount
which is smaller than the ‘pre-notification to
policyholder minimum’, and setting out the amount
and how the distribution is calculated; and

the reasons for (i) or (ii) as relevant; or

the distribution to with-profits policyholders does not meet the test in

(1) but is smaller than the ‘after the event notification to policyholder

minimum’ calculated in accordance with COBS 20.2.19BR(2) then

the firm must:

(a)

provide the FCA with written details of the proposed
distribution at least one month prior to the proposed
distribution together with copies of draft notifications it
proposes to send to with-profits policyholders to satisfy (b);
and

give affected with-profits policyholders in the fund, notice of
the distribution within a reasonable period from the date of
the distribution, setting out the amount of the distribution,
how it was calculated and the reasons for the change
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compared to the last previous distribution.

(1) The ‘pre-notification to policyholder minimum’ referred to in COBS

20.2.19AR is as follows:

bxc - _C_
a 50
where

a is the total amount available for with-profits distribution in the
with-profits fund in question at the time of the most recent previous
distribution;

b is the amount of the most recent previous distribution to with-
profits policyholders; and

c is the total amount available for with-profits distribution in relation
to the proposed distribution.

The ‘after the event notification to policyholder minimum’ referred
toin 20.2.19AR is as follows:
bxc - - C_

a 200
where a, b and ¢ have the same meaning as in (1).

The calculations in (1) and (2) must be determined by actuarial
investigation.

If the circumstances in COBS 20.2.19AR(1) or (2) arise, the firm
should also consider whether any reduction(s) in the proposed
distribution and any previous distributions to with-profits
policyholders over a period of at least the last five years are
consistent with treating with-profits policyholders fairly and any
other obligations of the firm under COBS 20.

When calculating the amounts distributed in COBS 20.2.19AR and
COBS 20.2.19BR:

(@  any amount allocated to with-profits policyholders in
anticipation of a distribution is treated as included in the next
distribution;

(b)  the amount of any available distributable profits is treated as
reduced by any part of it which the firm has decided to carry
forward unappropriated; and

©) risk margin associated with technical provisions should be
excluded.

Page 71 of 126



FCA 2015/16

(3) Afirm which is not a Solvency Il firm is required to comply with
IPRU(INS) 3.3.

20.2.25 R A proprietary firm may pay compensation or redress due to a policyholder,
or former policyholder, from assets attributable to shareholders, whether or
not they are held within a long-term insurance fund or with-profits fund, as
relevant.

20.2.26 R

20.2.26A R A proprietary firm must not charge to a with-profits fund any financial
penalty imposed on the firm by the appropriate regulator.

20.2.32 R A Unless COBS 20.2.32AR applies, a firm carrying on with-profits business
must not:

20.2.32A R COBS 20.2.32R(1) does not apply to a Solvency Il firm.

20.2.32B G Loans to a connected person using assets in a with-profits fund should be
considered as investments of assets within the with-profits fund. As such, a
Solvency Il firm will need to ensure that:

@ such loans comply with the PRA Rulebook: Solvency Il Firms:
Investments having regard to COBS 20.2.35AG; and
(b)  where there is a conflict of interests, in the reasonable opinion of the
firm's senior management, they are in the best interests of the with-
profits policyholders in the relevant with-profits fund.
Support arrangements
20.2.34A R (1) A Solvency Il firm must ensure that, in relation to any arrangements

where assets outside a with-profits fund provide or may provide
support to it, both the following requirements are met:

[6)) the precise terms and conditions on which those support
asset arrangements operate and assets may become available,
including whether and when they are repayable:

(i) are adequately documented in the firm’s records; and
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(i) if the firm is required to produce a PPFM, are set out
clearly and unambiguously in its PPFM, and an
appropriate description is set out in the CFPPFEM:

(b) the operation of those support asset arrangements is
consistent with terms and conditions in communications to
with-profits policyholders, including any PPFM and
CFPPEM.

Other rules and guidance on the conduct of with-profits business

G  When a firm, other than a Solvency Il firm, determines its investment
strategy ...

20235A G (1)

20.2.36

20.2.36B

A Solvency Il firm is required to consider its investment strateqy in
relation to the assets in a with-profits fund, including any strategic
investments, in accordance with the PRA Rulebook: Solvency Il
Firms: Investments. Firms are expected, in applying the PRA
Rulebook: Solvency Il Firms: Investments, to take into account the
particular circumstances and requirements of the liabilities in the
with-profits fund to which those assets relate. For example, a
Solvency Il firm will need to consider:

@ whether a strategic investment meets the criteria in the PRA
Rulebook: Solvency Il Firms: Investments; and

(b) that the investment will ensure the quality, security, liquidity
of the portfolio of assets of the firm as a whole and that the
investment(s) are localised to ensure their availability.

Where there is a conflict of interest (e.g. between the with-profits
policyholders and the firm) the firm must ensure that the strategic
investment is made in the best interests of policyholders. It is
expected that a Solvency Il firm applying the provisions in PRA
Rulebook Solvency Il Firms Investments in this manner will lead to
with-profits policyholders being treated no less fairly than if the firm
was not a Solvency Il firm and was subject to COBS 20.2.35G and
COBS 20.2.36R.

R A firm, other than a Solvency Il firm, must not:

G

()

A firm should atse consider whether making or retaining the
nvestment a strategic investment should be disclosed to with-profits
policyholders.
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20.3 Principles and Practices of Financial Management

20.3.5 R  Afirm’s PPFM must cover any matter that has, or it is reasonably
foreseeable may have, a significant impact on the firm’s management of
with-profits funds, including but not limited to:

(1) any requirements or constraints that apply as a result of previous
dealings, including previous business transfer schemes; and

(2) the nature and extent of any shareholder or other commitment to
support the with profits fund; and

(3)  the precise terms and conditions of support asset arrangements, as
described in COBS 20.2.34AR.

20.4 Communications with with-profits policyholders

Requirements on EEA insurers

20.4.4 R Inrelation to any with-profits policyholder whe-is-habitualyresidentin

where the state of the commitment is the United Kingdom, an EEA insurer
must:

1) on+request; provide the information necessary to enable that
policyholder properly to understand the insurer's commitment under
the policy;

(2) ensure that the information provided is not narrower in scope or less
detailed in content than the eguivalent information required to be
provided in the PPFM produced by a firm subject to COBS 20.3;
and

20.5  With-profits governance
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20.5.3 R A firm must ensure that the terms of reference contain, as a minimum, terms
having the following effect:

(2) that the with-profits committee or advisory arrangement must:

(b) inany event give appropriate consideration to the following non-
exhaustive list of specific matters:

(ix)  the drafting, review, updating of and compliance with run-
off plans, court schemes and similar matters; and

(x)  the costs incurred in operating the with-profits fund,

(xi)  the identification and extent of the firm’s with-profits funds,
with particular regard to the considerations as to whether a
part of the with-profits fund constitutes a separate with-
profits fund in accordance with COBS 20.1A.2R (Sub-
funds); and

(xii)  the use and purpose of, and terms under which, support
assets are available to the with-profits fund, having regard to
the considerations in COBS 20.2.33G to COBS 20.2.34G and
20.2.34AR.

21 Permitted Links
21.1 Application
21.1.1 R

Limit to the application of COBS 21.3

21.1.1A R  COBS 21.3 (Further rules for firms engaged in linked long-term insurance
business) applies only in respect of linked long-term contracts of insurance
where the investment risk is borne by a policyholder who is a natural person.

21.1.2 R The rules in this section do not apply to:
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21.2

21.2.1

21.2.2

21.2.3

21.2.4
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GRS

February-1992 -exceptto-the-extent-that they relate-to-acts-or
issi - [deleted]

Principles Rules for firms engaged in linked long-term insurance business

R A For the purposes of determining policyholder benefits, a firm must ensure
that the values of its permitted links are determined fairly and accurately.

R An.insurer must not contract to provide benefits under linked long-term
contracts of insurance that are determined wholly or partly, directly or
indirectly, by reference to fluctuations in any index or wholly or partly by
reference to the value of, or the income from, or fluctuations in the value of,
property other than in accordance with the rules in this section.

I®

Insurers other than EEA insurers effecting linked long-term contracts of
insurance are obliged to comply with the requirements on investments in the
PRA Rulebook Solvency Il Firms Investments.

R  Afirmmustensurethatitslinked-assets:

&

R . . ble rick that 4
> ate V3 anv of its li ative: [deleted]

Reinsurance
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21.2.5

21.2.6

21.2.7

21.2.8

21.3

21.3.-1

21.3.1
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A firm that has entered into a reinsurance contract in respect of its linked
long-term insurance business must nevertheless discharge its responsibilities
under its linked long-term insurance contracts, as if no reinsurance contract
had been effected.

To comply with the requirements of COBS 21.2.4AR, a firm should:

(1)  disclose to policyholders the implications of any credit-risk exposure
they may face in relation to the solvency of the reinsurer; and

(2)  suitably monitor the way the reinsurer manages the business in order
to discharge its continuing responsibilities to policyholders.

. .
AR |_||ust£e||su| N t.l'ellt Hs 555.%“'5' a'.'dl e_enlt_l ells elmsl othet |els|e_ ulleels are
Habilities: [deleted]

(1)  Afirm-mustensure-when-selecting-Hnked-asseis-that-there-is-ho
bly £ ble rick of flict of i b its linked
policyholders: [deleted]

(2) 1f a conflict does arise, the firm must take reasonable steps to ensure
hat the i  the linked solicvhold F todl
[deleted]

|IFIF&|8|8|§FII'I§] the |u_les I“I|' HI"S seeltll_elln allum “'HSIE ee|||S|Fde|| _tlnel EGGIIFIGIIIIG'
[deleted]

Notification to the FCA

A firm must notify the apprepriateregutater ECA in writing as soon as it
becomes aware of any failure to meet the requirements of this-seetion COBS

21, or of the PRA Rulebook Solvency Il Firms Investments to the extent
applicable to linked long-term contracts of insurance.

Rules Further rules for firms engaged in linked long-term insurance business

Application
R The rules in this section apply to linked long-term contracts of insurance

where the investment risk is borne by a policyholder who is a natural person.

Permitted links

R

An insurer must not contract to provide benefits under linked long-term
contracts-ofsuranee contracts of insurance that are determined:
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(2) wholly or partly by reference to the value of, or the income from, or
fluctuations in the value of, property other than any of the following:

(h) fdeleted} approved money market instruments meeting the
requirements in COBS 21.3.6R to COBS 21.3.8R;

() permitted derivatives contracts.

21.3.1A R A firm must classify the types of property listed in COBS 21.3.1R(2)(a) to
(2)(1) according to their economic behaviour ahead of their legal form.

21.3.3 R Afirm that has entered into a reinsurance contract in respect of its linked

had-been-effected- [deleted]

21.3.4 G

2135 R (1)  Exceptinthe-casespecified-in{(2)-afirm-which-propesesto

(2)  Theserequirements do not-apply in-respect of iabilities for whicha

Admiristration-Act 1092 is-Hmitedto-5%: [deleted]

Insert the following new provisions after the COBS 21.3.5R (deleted). The text is not
underlined.
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21.3.9

21.3.10
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Money-market instruments

R

R

G

A money-market instrument will be regarded as normally dealt in on the
money market if it:

1) has a maturity at issuance of up to, and including, 397 days; or
(2 has a residual maturity of up to, and including, 397 days; or

3) undergoes regular yield adjustments in line with money market
conditions at least every 397 days; or

4) undergoes regular yield adjustments in line with money market
conditions at least every 397 days.

1) A money-market instrument will be regarded as liquid if it can be
sold at limited cost in an adequately short timeframe.

2 A money-market instrument will be regarded as having a value
which can be accurately determined at any time if accurate and
reliable valuations systems, which fulfil the following criteria, are
available:

@) enabling the firm to calculate a net asset value in accordance
with the value at which the instrument held in the portfolio
could be exchanged between knowledgeable willing parties
in an arm's length transaction; and

(b) based either on market data or on valuation models, including
systems based on amortised costs.

3) A money-market instrument that is normally dealt in on the money
market and is admitted to, or dealt in, on an eligible market will be
presumed to be liquid and have a value which can be accurately
determined at any time, unless there is information available to the
firm that would lead to a different determination.

A firm should assess the liquidity of a money-market instrument in
accordance with CESR's UCITS eligible assets guidelines, with respect to
article 4(1) of the UCITS eligible assets Directive.

Permitted stock lending transactions

R

G

A permitted stock lending transaction is one which, for a Solvency Il firm,
satisfies the requirements in COBS 21.3.11R to COBS 21.3.12R and, for an
insurer which is not a Solvency Il firm, satisfies INSPRU 3.2.36AR to
INSPRU 3.2.42G.

The specific method of stock lending permitted is an arrangement of the

kind described in section 263B of the Taxation of Chargeable Gains Act
1992, under which the lender transfers securities to the borrower other than
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by way of sale and the borrower is to transfer those securities, or securities
of the same type and amount, back to the lender at a later date. In
accordance with good market practice, a separate transaction by way of
transfer of assets is also involved for the purpose of providing collateral to
the "lender" to cover him against the risk that the future transfer back of the
securities may not be satisfactorily completed.

Stock lending: requirements

R

1)

The stock lending arrangement is of the kind described in section
263B of the Taxation of Chargeable Gains Act 1992 (without
extension by section 263C), and:

(a)

(b)

(©)

all the terms of the agreement under which securities are
to be reacquired by the firm for the account of the unit-
linked fund are in a form which is acceptable to the firm
and in accordance with good market practice;

the counterparty is:
0] an authorised person; or
(i) a person authorised by a Home State regulator; or

(iii)  aperson registered as a broker-dealer with the
Securities and Exchange Commission of the United
States of America; or

(iv)  abank, or a branch of a bank, supervised and
authorised to deal in investments as principal, with
respect to OTC derivatives, by at least one of the
following federal banking supervisory authorities of
the United States of America:

(A) the Office of the Comptroller of the Currency;
(B) the Federal Deposit Insurance Corporation;

(C) the Board of Governors of the Federal Reserve
System; and

(D) the Office of Thrift Supervision; and

collateral is obtained to secure the obligation of the
counterparty under the terms in (a) and the collateral is:

0] acceptable to the firm;
(i)  adequate; and

(iii)  sufficiently immediate; and
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for the purposes of property-linked assets only:

(i)

(i)

(iii)

where the linked policyholder bears the whole of the
risk associated with the stock lending transaction, the
linked policyholder receives the whole of the
recompense (net of fees and expenses);

the extent of any risk that the linked policyholder
bears in relation to the stock lending transaction is
disclosed to them; and

where the risk associated with the stock lending
transaction is borne outside the linked fund, the
linked fund receives a fair and reasonable
recompense for the use of the linked policyholders'
funds.

2 The counterparty for the purpose of (1) is the person who is obliged
under the agreement in (1)(a) to transfer to the firm the securities
transferred by the firm under the stock lending arrangement or
securities of the same kind.

3) COBS 21.3.11R(1)(c) does not apply to a stock lending transaction
made through Euroclear Bank SA/NV’s Securities Lending and
Borrowing Programme.

Stock lending: treatment of collateral

21312 R (1) Collateral is adequate for the purposes of this section only if it is:

(@)
(b)

(©)

transferred to the firm or the firm’s agent;

at least equal in value, at the time of the transfer to the
firm or its agent, to the value of the securities transferred
by the firm; and

in the form of one or more of:

(i)
(i)
(iii)
(iv)
v)

(vi)

cash;

a certificate of deposit;

a letter of credit;

a readily realisable security;

commercial paper with no embedded derivative
content;

a qualifying money market fund.
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2 Collateral is sufficiently immediate for the purposes of this section
if:

(a) it is transferred before or at the time of the transfer of the
securities by the firm; or

(b) the firm takes reasonable care to determine at the time
referred to in (a) that it will be transferred at the latest by the
close of business on the day of the transfer.

3) The firm must ensure that the value of the collateral at all times is at
least equal to the value of the securities transferred by the firm.

4) The duty in (3) may be regarded as satisfied in respect of collateral
the validity of which is about to expire, or has expired, where the
firm takes reasonable care to determine that sufficient collateral will
be transferred, at the latest, by the close of business on the day of

expiry.

Requirements for derivative contracts

R

G

A permitted derivatives contract is one which:

1) for a Solvency 11 firm, is effected or issued:
@) on or under the rules of a regulated market; or
(b) off-market with an approved counterparty; and
satisfies COBS 21.3.14G; and

2 for an insurer which is not a Solvency 11 firm, satisfies INSPRU
3.2.5R to INSPRU 3.2.35AG with the exception of INSPRU
3.2.18R; and

3) in each of (1) and (2) the provisions are applied in relation to assets
covering liabilities in respect of linked long-term contracts of
insurance.

Firms are also required to comply with the PRA Rulebook Solvency I
Firms Investment and ensure that the use of derivative contracts is
adequately covered. Firms are also referred to the rules in COLL 5.3
(Derivative Exposure) in relation to the use of derivatives in investment
funds and the further guidance from CESR and its successor body, ESMA,
which represent good practice in this area.

Amend the following as shown.

Schedule 1

Record keeping requirements
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Sch 1.3G
Handbook | Subject of Contents of record When record | Retention period
reference record must be made
COBS
19.2.3R
COBS Support Precise terms and When a firm Until the firm
20.2.34A | assets outside | conditions on which first has ceases to use
R(1)(a)(i) | the with- support assets operate support assets | support assets
profits fund and are available outside the outside the with-
including whether and with-profits profits fund
when they are repayable | fund
Sch 2 Notification requirements
Sch 2.1G
Handbook Matters to be Contents of Trigger event Time allowed
reference notified notification

COBS Details of a Written details of | The proposed At least two
20.2.19AR(1 | proposed the proposed distribution to months prior to
) distribution. distribution, policyholders is the proposed

together with smaller than the ‘pre- | distribution

copies of draft notification to

notifications it policyholder

proposes to send to | minimum’ calculated

policyholders. in accordance with

COBS 20.2.19BR(1).

COBS Details of a Written details of | The distribution to At least one
20.2.19AR(2 | proposed the proposed policyholders does month prior to
) distribution. distribution, not meet the test in the proposed

together with

copies of draft
notifications it

proposes to send to

COBS 20.2.19AR(1)

distribution

but is smaller than
the “after the event
notification to

policyholders.

policyholder
minimum’ calculated
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in accordance with

COBS 20.2.19BR(2).

COBS
20.2.45R
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Annex L
Amendments to the Insurance: Conduct of Business sourcebook (ICOBS)

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

1 Annex1 Application (see ICOBS 1.1.2R)

Part 2: What?

Modifications to the general application rule according to activities

22 |G

2.3 | R | ICOBS 6.2.3R does not apply to contracts of large risk.

[Note: article 184(1) of the Solvency Il Directive]

Part 4: Guidance

4 Non-Life Directives Solvency Il Directive non-life business: effect on
territorial scope

4.1 | G | The Nen-Life-Directives' Solvency Il Directive’s scope covers
insurers authorised under these-Directives that Directive
conducting general insurance business.

4.2 | G | The rules in this sourcebook within the Bireetives™ Directive’s
scope ... and ICOBS 8 (claims handling) except those parts of

ICOBS 8.2 (motor vehicle liability insurers)} implementing the
Consolidated Motor Insurance Directive.

4.3 | G | The Birectivesspeeify Directive specifies minimum information
requirements and permit permits EEA States to adopt additional
mandatory rules. (See article 7 of-the-Second-Nen-Life Directive
articles 178, 180, 183, 184 of the Solvency Il Directive).

4.4 | G | If the State of the risk is an EEA State, the Birectivesprovide
Directive provides that the applicable information rules shall be
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determined by that state. Accordingly, if the State of the risk is the
United Kingdom, the relevant rules in this sourcebook apply.
Those rules do not apply if the State of the risk is another EEA
State. The territorial scope of other rules, in particular the financial
promotion rules, is not affected since the Bireetives Directive
explicitly permit permits EEA States to apply rules, including

advertising rules, in the 'general good'. (See articles28-and-41-of
the-Fhird-Nen-Life-Directive articles 156 and 180 of the Solvency
Il Directive.)

Consolidated-Life Solvency 11 Directive life business: effect on
territorial scope

5.1

G

The Conselidated-Lie Solvency Il Directive’s scope covers long-
term insurers autherised-underthat-Directive which are Solvency 1l
firms conducting long-term insurance business:.

5.4

If the State of the commitment is an EEA State, the Directive
provides that the applicable information rules and cancellation
rules shall be determined laid down by that state. Accordingly, if
the State of the commitment is the United Kingdom, the relevant
rules in this sourcebook apply. Those rules do not apply if the
State of the commitment is another EEA State. The territorial scope
of other rules, in particular the financial promotion rules, is not
affected since the Directive explicitly permits EEA States to apply
rules, including advertising rules, in the ‘general good’. (See
articles 33, 35, 36 and 47 of the Consolidated Life Directive 156,
180, 185 and 186 of the Solvency Il Directive).

Distance Marketing Directive: effect on territorial scope

7.5

In the FCA’s view:

)

for business within the scope of both the Distance Marketing
Directive and the Censelidated-Life Solvency Il Directive, the
territorial application of the Distance Marketing Directive takes
precedence; in other words, the rules requiring pre-contract
information and cancellation rules derived from the Censelidated
Life Solvency Il Directive apply on a “‘country of origin’ basis
rather than being based on the State of the commitment; (see
articles 4(1) and 16 of the Distance Marketing Directive peting
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that E"el. DI |sta|ne_eF Iula_lIsetl_ng)LDueetne was-adopted-after-the

8.4 | G | The effect of the Directive on this sourcebook is subject to the
‘insurance derogation’, which is the only 'derogation’ in the
Directive that the FCA has adopted for this sourcebook. The
derogation applies to an insurer that is authorised under, and
carrying on an electronic commerce activity within, the scope of
the tasuranee-Direetives Solvency Il Directive and permits EEA
States to continue to apply their advertising rules in the ‘general
good'.

Exclusion of liability, conditions and reliance on others
Exclusion of liability and conditions

R (1) A firm must not seek to exclude or restrict, or rely on any exclusion
or restriction of, any duty or liability it may have to a customer or
other policyholder unless it is reasonable to do so and the duty or
liability arises other that under the regulatory system.

(2) A Solvency Il firm must ensure that general and special policy
conditions do not include any conditions intended to meet, in an
individual case, the particular circumstances of the risk to be
covered.

[Note: article 187 of the Solvency Il Directive]

Information about the firm, its services and remuneration

Additional requirements for protection policies for insurance intermediaries
and insurers

G  Insurers cannot carry on an insurance mediation activity in respect of a third
party's products unless they can show a natural fit or necessary connection
between their insurance business and the third party's products (see the
restriction of business in INSPRU 1.5.13R and rule 9 of the PRA Rulebook:
Solvency Il firms: Conditions Governing Business.
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Product Information

Pre-contract information: general insurance contracts

Nen-life-insuranece-directive Solvency 1l Directive disclosure requirements

R

[Note: article 3t-efthe Fhird-Nen-LifeDirective 183(1) to (2) of the
Solvency Il Directive]

(1)  Htheinsuranceundertakingis-an An EEA firm, the-firm must

inform the a customer, before any commitment is entered into, of the
EEA State in which the head office or, where appropriate, the branch
branch with which the contract is to be concluded, is situated.

2 Any documents issued to the customer must convey the information
required by this rule.

[Note: article 43(2)-efthe Fhird-Nen-Life-Directive 184(1) of the Solvency Il
Directive]

Fhe An EEA firm must ensure that the contract or any other document
granting cover, together with the insurance proposal where it is binding
upon the customer, must-state states the address of the head office, or, where

appropriate, of the braneh branch of the insuranee-undertaking firm which
grants the cover.

[Note: article 43(2)-of the Fhird-Nen-Life Directive 184(2) of the Solvency 11
Directive]

Pre- and post-contract information: pure protection contracts

Life-lnsurance-directive Solvency 1l Directive disclosure requirements

R

(@) Before a pure protection contract is concluded, a firm must inform-a
eustomer-of communicate, at least, the information in the table below
to the customer.

(2)  The information must be eemmunicated provided in a clear and
accurate manner, in writing, and in an official language of the State
of the commitment or in another language agreed-by-the-parties if the
policyholder so requests and the law of the State of the commitment
so permits or the policyholder is free to choose the applicable law.
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Information to be communicated before conclusion

1)

(2) The name of the EEA State in which the head office and, where
appropriate, the agency or braneh branch concluding the contract is
situated.

3)

(3a) A concrete reference to the firm’s SFCR allowing the policyholder easy
access to this information.

9)* Arrangements for application of the cancellation period.

(10)

(11) The arrangements for handling complaints concerning contracts by
policyholders, lives assured or beneficiaries beneficiaries under
contracts including, where appropriate, the existence of a complaints
body (usually the Financial Ombudsman Service), without prejudice to
the right to take legal proceedings.

(12) The law applicable to the contract where the parties do not have a free

choice or, where the parties are free to choose the law applicable, the

law the inrsurance-undertaking firm proposes to choose.

Note: The rule on mid-term changes applies to items marked with an asterisk (see
ICOBS 6.3.3R).

[Note: Annex-HHA)to-the-Consolidated-Life-Directive article 185 of the Solvency

Il Directive

Mid-term changes

R

Ir-additiente A firm must keep a customer informed throughout the term of
a pure protection contract of any change concerning the policy conditions,

both general and special, a-customer-must-througheut-the-term-of apure
protection-contractreceive and any change in the following information:

(1)  any-changein the name of the irsurance-undertaking firm, its legal

form or the address of its head office and, where appropriate, of the
agency or braneh branch which concluded the contract; and

2 all the information marked “*” in the table of information to be
communicated before conclusion, in the event of a change in the
policy conditions or amendment of the law applicable to the contract.
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[Note: AnnextHHB)-of the-Conselidated-Life Directive article 185(3) and

(5) of the Solvency Il Directive]

When a firm provides a customer with information in accordance with
ICOBS 6.3.3R, it must provide it in a clear and accurate manner, in writing,
in an official language of the State of the commitment, or in another
language if the policyholder so requests and the law of the State of the
commitment so permits or the policyholder is free to choose the law

applicable.
[Note: article 185(3), (5) and (6) of the Solvency |l Directive]

Cancellation

The right to cancel

The right to cancel

R

A consumer has a right to cancel, without penalty and without giving any
reason, within:

(@D)] 30 days for a contract of insurance which is, or has elements of, a
pure protection contract or payment protection contract; or

2 14 days for any other contract of insurance or distance contract.

[Note: article 6(1) of the Distance Marketing Directive in relation to a
distance contract and article 35-ef-the-Consolidated-Life-Directive 186 of
the Solvency Il Directive in relation to a pure protection contract]

Exceptions to the right to cancel

R

The right to cancel does not apply to:

3 a pure protection contract of six months’ duration or less which is
not a distance contract;

[Note: articles 6(2)(b) and (c) of the Distance Marketing Directive and-35(1)

and-(2)-of the- Consolidated-Life-Directive article 186(2) of the Solvency Il
Directive]

Start of the cancellation period
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The cancellation period begins either:

1)

)

from the day of the conclusion of the contract, except in respect of a
pure protection contract where the time limit begins when the
customer is informed that the contract has been concluded; or

from the day on which the consumer receives the contractual terms
and conditions and any other pre-contractual information required
under this sourcebook, if that is later than the date referred to above.

[Note: article 35-of the-Consolidated-Life Birective 186(1) of the Solvency I
Directive and article 6(1) of the Distance Marketing Directive]

Claims handling

Motor vehicle liability insurers

Application: who? what?

R

R

@) ...

)

©)

The rules in this section relating to the appointment of claims
representatives apply:

(@ in relation to claims by injured parties resulting from
accidents occurring in an EEA State other than the injured
party's EEA State of residence which are caused by the use of
vehicles insured through an establishment in, and normally
based in, an EEA State other than the injured party's EEA
State of residence; and

(b) in relation to claims arising out of events occurring, and risks
situated, in the United Kingdom, and covered by an incoming
EEA firm on a services basis.

The rules in this section relating to claims handling apply in respect
of claims arising from any accident caused by a vehicle normally
based in the United Kingdom.

[Note: article 20(1) of the Consolidated Motor Insurance Directive
and article 152 of the Solvency Il Directive]

A person carrying on, or seeking to carry on, motor vehicle liability
insurance business must have a claims representative in each EEA state
other than the United Kingdom.
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A incoming EEA firm carrying on motor vehicle liability insurance business
and covering UK risks on a services basis must have a claims representative
in the United Kingdom to deal with claims arising out of events occurring in
the United Kingdom.

[Note: article 152 of the Solvency Il Directive]

Conditions for appointing claims representatives

A firm must ensure that each claims representative:

[Note: article 21(1), (4) and (5) of the Consolidated Motor Insurance
Directive and article 152 of the Solvency Il Directive]
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Annex M

Amendments to the Supervision manual (SUP)

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

3.1

3.1.10

4.1

4.1.2A

4.1.3

Auditors

Application

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)

Actuaries

Application

(@)

This chapter applies in part to a Solvency 1l firm where it appoints an
actuary. This will be in particular with regard to the with-profits actuary
function but also where an external actuary is appointed to perform tasks of
the actuarial function of a Solvency Il firm, under PRA Rulebook: Solvency
Il Firms: Actuaries. More generally, this chapter applies to a Solvency 11
firm which chooses to appoint an actuary to fulfil the requirements under
rule 6.1 of PRA Rulebook: Solvency Il firms: Conditions Governing
Business to provide for an actuarial function.

Applicable sections
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(1) Category of firm (2) Applicable
sections or rules
(1) | A long-term insurer, other than: SUP 4.1, SUP 4.2,
SUP 4.3 and SUP 4.5
(@) | aregistered friendly society which is a non-
directive friendly society;
(b) | an incorporated friendly society that is a flat
rate benefits business friendly society; and
(c) | anincoming EEA firm; and
(d) aSolvency Il firm (for which see (5) below).
(2) | Afriendly society, other than a friendly society SUP 4.1, SUP 4.2,
within (1) or (5). SUP 4.4 and SUP 4.5
(3) | A Lloyd's managing agent, in respect of each SUP 4.1, SUP 4.2,
[ i [deleted] SUP-4.5-SUP 4.6
(4) | FheSeciety-ofLloyd's [deleted] SUP 4.1, SUP4.2;
(5) | A Solvency Il firm which does any of the SUP4.1,4.2,43,44
following: and 4.5 except that:
(a) | appoints an actuary to fulfil the actuarial %t 00!
function for the purposes of rule 6 of the tc; (.a) and (D) in PR
PRA Rulebook: Solvency Il firms: column 2- and
Conditions Governing Business;
SUP 4.3.13R to
(b) | appoints an external actuary in accordance 4.3.15G, and 4.4.6R
with PRA Rulebook: Solvency Il Firms: do not apply.
Actuaries;
(c) | appoints a with-profits actuary.
4.2 Purpose
4.2.2 G ... The purpose of the chapter is to ensure that:
Q) long term insurers (other than certain friendly societies and Solvency
Il firms) ...; and
2 other friendly societies (other than Solvency Il firms) carrying on

insurance business...; and
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4.2.5

4.2.6

4.3
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associated-with-insurance-business-carried-on-at-Lloyd’s where

Solvency Il firms appoint, employ or use an actuary, certain

appropriate safequards are in place.

The functions described by SUP 4.2.2G(1) are performed by one or more
actuaries who are required to hold office continuously and must be
approved persons. Solvency Il firms are required to have an actuarial
function. Solvency Il firms are not required to appoint an external actuary to
fulfil the actuarial function for the purposes of rule 6 of the PRA Rulebook:
Solvency Il firms: Conditions Governing Business, but they must do so if
they do not have the internal capability (see PRA Rulebook: Solvency I
Firms: Actuaries). Whoever has responsibility for the actuarial function
(whether internal or external) will need to be approved by the PRA as a
Chief Actuary. Solvency Il firms carrying on with-profits business are
required to appoint a qualified with-profits actuary (whether internal or
external). Whoever has responsibility for advising the governing body of the
firm on the exercise of discretion affecting the firm’s with-profits business
will need to be approved by the PRA as a With-Profits Actuary. The
principal duty of an actuary appointed to perform these functions is to
advise the firm (see SUP 4.3.13R to SUP 4.3.18G for the rights and duties of
such an actuary).

Actuaries act as a valuable source of information to the apprepriateregulator
appropriate regulator in carrying out its functions. For example, in
determining whether a firm satisfies the threshold conditions, the
appropriate-regutator appropriate requlator has regard to whether the firm
has appointed an actuary (or some other person with responsibility for the
actuarial function required by rule 6 of the PRA Rulebook: Solvency Il
firms: Conditions Governing Business) with sufficient experience in the
areas of business to be conducted by the firm.

In making appointments under this chapter and in allocating duties to
actuaries, firms are reminded of their obligation under SYSC 2.1.1R or rule
2.2(2) of the PRA Rulebook: Solvency Il firms: Conditions Governing
Business to maintain a clear and appropriate apportionment of significant
responsibilities so that it is clear who has which of those responsibilities and
that the business and affairs of the firm can be adequately monitored and
controlled by the directors, relevant senior managers and governing body of
the firm.

Appointment of actuaries

Appointment by firms
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The provisions relating to the duties of an actuary appointed to perform
these functions are set out in SUP 4.3.13R to SUP 4.3.18G. For Solvency Il
firms, the actuarial function is set out in rule 6.1 of the PRA Rulebook:
Solvency Il firms: Conditions Governing Business and the role of an
external actuary set out in the PRA Rulebook: Solvency Il Firms: Actuaries.
The functions performed by actuaries appointed by a firm under SUP 4.3.1R
are specified as controlled functions (CF12 .... For Solvency Il firms the
functions required to be controlled functions are set out in PRA Rulebook:
Solvency Il firms: Insurance — Senior Insurance Management Functions.

As aresult ...

Disqualified actuaries

A firm must not appoint under SUP 4.3.1R or rule 6.1 of the PRA Rulebook:
Solvency Il firms: Conditions Governing Business, or in accordance with
the PRA Rulebook: Solvency Il Firms: Actuaries, an actuary who is
disqualified by the FCA under section 345 of the Act (Disciplinary
measures: FCA) or the PRA under section 345A of the Act (Disciplinary
measures: PRA) from acting as an actuary either for that firm or for a
relevant class of firm.

A firm must take reasonable steps to ensure that an actuary who is to be, or
has been, appointed under SUP 4.3.1R or rule 6.1 of the PRA Rulebook:
Solvency Il firms: Conditions Governing Business, or in accordance with
the PRA Rulebook: Solvency Il Firms: Actuaries:

The actuarial function

4.3.2 G
4311 R
43.12A R
4.3.14 G

IPRU(INS) 9.4R and IPRU(FSOC) 5.1R require firms to which this section
applies to cause an investigation to be made at least yearly by the actuary or
actuaries appointed to perform the actuarial function, and to report on the

result of that investigation. INSPRU-1.3-requires-reahistic-basisHfe-firms-to
caledlate-the-with-profits-insurance-componentas-part-of their-capital
reseurees-reguirements: The firm is responsible for the methods and

assumptions used to determine the liabilities attributable to its long-term
insurance business. ...

The with-profits actuary function
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4.3.16A R  Anactuary appointed to perform the with-profits actuary function must:

4.5

451

453

45.7

45.8

45.9

) rere the firm istie-basis lfe fisen advise the isey

profits-business: [deleted].

(2A) where the firm is a Solvency Il firm, advise the firm's governing body
as to whether the assumptions used to calculate the future
discretionary benefits within the technical provisions are consistent
with the firm's PPFM in respect of those classes of the firm's with-
profits business;

8) advise on any actuarial investigation required to determine the
with-profits-fund surplus.

Provisions applicable to all actuaries
Objectivity

R An actuary appointed under this chapter or the PRA Rulebook: Solvency Il
firms sector must be objective in performing his duties.

R Anactuary appointed under this chapter or the PRA Rulebook: Solvency I
firms must take reasonable steps ...

G (1) Actuaries appointed under this chapter or the PRA Rulebook:
Solvency |1 firms are subject to requlations ...

G  SUP4.5.9R to SUP 4.5.11G apply to a person who is or has been an
actuary appointed under this chapter or the PRA Rulebook: Solvency Il
firms.

R An actuary appointed under this chapter or the PRA Rulebook: Solvency Il
firms must notify the apprepriateregulator appropriate requlator ...
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4.5.10

4.5.13

45.14

6.3

6.3.13

11

11.8

11.8.1
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R Anactuary who has ceased to be appointed under this chapter or the PRA
Rulebook: Solvency Il firms, or who has been formally notified that he will

cease to be so appointed, must notify the appropriate-regulater appropriate
regulator ...

Rights and duties

R When carrying out his duties, an actuary appointed under this chapter or the
PRA Rulebook: Solvency Il firms must pay due regard ...

G  The standards, codes and guidance issued from time to time by the Institute
of-Actuaries; and the Faculty of Actuaries and the Financial Reporting
Council are important sources of generally accepted actuarial practice.

Applications for variation of permission and/or imposition, variation or
cancellation of requirements

G  The application for variation of Part 4A permission will need to provide
information about the classes of contract of insurance for which variation of
Part 4A permission is requested and also those classes qualifying to be
carried on, on an ancillary or supplementary basis. For example, an insurer
applying to vary its permission to include class 10 (motor vehicle liability,
other than carrier's liability) must satisfy the FCA that it will meet, and
continue to meet, threshold condition 3F (Appointment of claims
representatives). Firms should note that, although the relevant regulator is
able in principle to use its power to give Part 4A permission for an applicant
to carry on a regulated activity for which it did not originally apply, this is
not possible under the tasurance-Directives Solvency Il Directive, which set
sets out minimum information requirements for an application for
authorisation including information on the specified investments the
applicant proposes to deal in.

Controllers and close links

Changes in the circumstances of existing controllers

R Afirm must notify the appropriate regulator immediately it becomes aware
of any of the following matters in respect of one or more of its controllers:
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if a controller, who is authorised in another EEA State as a MIFID
investment firm, CRD credit institution or UCITS management
company or under the tsurance-Bireetives Solvency Il Directive or
the Insurance Mediation Directive, ceases to be so authorised
(registered in the case of an IMD insurance intermediary).

Exercise of passport rights by UK firms

Application and purpose

G  This chapter does not apply to:

©)

any insurance activity by way of provision of services which is
provided by an EEA firm participating in a community co-insurance
operation otherwise than as leading insurer; article 26:2 190(2) of
the Second-Non-Life Solvency Il Directive provides that only the
leading insurer in such an operation is required to complete any
passporting formalities (see also article 11 of the Regulated Activities
Order); or

Introduction

G  Insome circumstances, a UK firm that is carrying on business which is
outside the scope of the Single Market Directives has a right under the
Treaty to carry on that business For example, for an insurer carrying on
both direct insurance and reinsurance business, the authorisation of
reinsurance business is not covered by the Hsurance-Bireetives Solvency Il
Directive. The firm may, however, have rights under the Treaty in respect of
its reinsurance business. Such UK firms may wish to consult with the
appropriate UK regulator on their particular circumstances (see SUP
13.12.2G).

Establishing a branch in another EEA State

The conditions for establishing a branch
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A UK firm other than a UK pure reinsurer cannot establish a branch in
another EEA State for the first time under an EEA right unless the relevant
conditions in paragraphs 19(2), (4) and (5) of Part 111 of Schedule 3 to the
Act are satisfied. It is an offence for a UK firm which is not an authorised
person to contravene this prohibition (paragraph 21 of Part 111 of Schedule 3
to the Act). These conditions are that:

©)

(@)
(b)

in any other case (except for a firm passporting under
AIFMD):

(1)  the Host State regulator has notified the UK firm (or,
where the UK firm is passporting under the tasurance
Direetives Solvency Il Directive, the PRA) of the
applicable provisions or, in the case of a UK firm
passporting under MiFID or the UCITS Directive, that
the branch may be established; or

(i) two months have elapsed beginning with the date on
which the appropriate UK regulator gave the consent
notice.

Issue of a consent notice to the Host State regulator

G

)

(@)

(©

If the UK firm’s EEA right derives from the tasuranee
Directives Solvency 1l Directive, the PRA will give the Host
State regulator a consent notice within three months unless it
has reason to:

If the PRA has required a finaneial “recovery plan” or a
“finance scheme” of a UK firm of the kind mentioned in

paragraph 1 of article 38 of the Consolidated Life Directive
h 1 of articl  the Fi £ Dirocti

PRA Rulebook: Solvency Il firms: Undertakings in
Difficulty, the PRA willnet would not expect to give a
consent notice for so long as it considers that policyholders
are threatened within the meaning of those provisions.
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13.3.6 G
2 The consent notice will contain, among other matters, the requisite
details or, if the firm is passporting under the tasurance-Birectives
Solvency Il Directive, the relevant EEA details (see SUP 13 Annex
1R) provided by the UK firm in its notice of intention (see SUP 13.5
(Notices of intention)).
@)
13.4 Providing cross border services into another EEA State

The conditions for providing cross border services into another EEA State

13.4.2 G A UK firm, other than a UK pure reinsurer or an AIFM exercising an EEA
right to market an AIF under AIFMD, cannot start providing cross border
services into another EEA State under an EEA right unless it satisfies the
conditions in paragraphs 20(1) of Part 111 of Schedule 3 to the Act and, if it
derives its EEA right from the tasurance-Directives Solvency Il Directive,
AIFMD, MIFID or the UCITS Directive, paragraph 20(4B) of Part 111 of
Schedule 3 to the Act. It is an offence for a UK firm which is not an
authorised person to breach this prohibition (paragraph 21 of Part I11 of
Schedule 3 to the Act). The conditions are that:

2 if the UK firm is passporting under the tnsurance-Directives
Solvency Il Directive, the firm has received written notice from the
PRA as described in SUP 13.4.6G; or

Issuing a consent notice or notifying the Host State regulator
13.4.4 G

@) (@) If the UK firm’s EEA right derives from the tasurance
Directives Solvency Il Directive, paragraph 20(3A) of Part 111
of Schedule 3 to the Act requires the PRA, within one month
of receiving the notice of intention, to:

(b)
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(c) If the PRA has required of a UK firm a firaneial “recovery
plan” or “finance scheme” of the kind mentioned in

paragraph ;I of a';'ele. 3|8 of E"eﬁ gle“se. Hated E'.IFe Directive

PRA Rulebook: Solvency Il firms: Undertakings in
Difficulty, the PRA willnet would not expect to give a
consent notice for so long as it considers that policyholders’
rights are threatened within the meaning of those provisions.

Notices of intention

A UK firm wishing to provide cross border services into a particular EEA
State for the first time under an EEA right other than under the auction
regulation must submit a notice in the form set out in:

1)

(1A) SUP 13 Annex 3R if the UK firm is passporting under the tasuranee
Directives Solvency 1l Directive; or

SUP 13.5.2R does not apply to UK pure reinsurers or a UK firm exercising
an EEA right under the auction regulation as they have automatic passport
rights on the basis of their Home State authorisation under the Reinsuranece
Directive Solvency Il Directive or the auction regulation. However, the
information required by SUP 13.5.2-AR assists the £SA's supervision of a
UK firm's provision of a service in another EEA state under the auction
regulation.

Changes to branches

135
13.5.2 R
1352A G
13.6
13.6.1 G
13.6.2 G

Where a UK firm is exercising an EEA right, other than under the Insurance
Mediation Directive (see SUP 13.6.9AG) or as a pure reinsurer erthe
Reinsurance Directive{see-SUP-13.6:9BR)} or the CRD, and has established
a branch in another EEA State, any changes to the details of the branch are
governed by the EEA Passport Rights Regulations. ...

UK firms should note that if a branch in another EEA State ceases to provide
services, this may represent a change in requisite details or, if the firm is
passporting under the tasurance-Birectives Solvency Il Directive, the
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relevant EEA details or relevant UK details.

UK firms should also note that changes to the details of branches may lead
to changes to the applicable provisions to which the UK firm is subject.
These changes should be communicated to the UK firm either by the Host
State regulator, or, if the firm is passporting under Hsurance-Birectives the
Solvency 11 Directive, via the PRA.

Changes arising from circumstances beyond control of a UK firm

Q) If the change arises from circumstances beyond the UK firm’s
control, the UK firm:

(@)

(b) may, if it is passporting under the asurance-Directives
Solvency Il Directive, make a change to its relevant UK
details under regulation 15(1) ...

Changes to cross border services

Where a UK firm,other than a pure reinsurer, is exercising an EEA right
under the UCITS Directive, MiFID, tasurance-Direetives Solvency Il
Directive or AIFMD and is providing cross border services into another
EEA State, any changes to the details of the services are governed by the
EEA Passport Rights Regulations. ...

Changes of details: provision of notices to the appropriate UK regulator

13.6.3 G
136.10 G
13.7

13.7.1 G
13.8

13.8.2 G
13 Annex 1

UK firms, other than pure reinsurers, passporting under the CRD or the
Insuranee-Directives Solvency Il Directive may be required to submit the
change to details notice in the language of the Host State as well as in
English.

Passporting: Notification of intention to establish a branch in another
EEA state

6 Censolidated-Life-Assuranee Solvency 11 Directive (Life insurance)

| Note to section 62 |
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2 please note that this change needs to be in the same format as the current Note to Question

6.11.e. in a grey box on the left hand side of this part of the form.

6.6 Please confirm you have attached the following. T

a)

iii. For each of the first three years
following the establishment of the
branch, estimates of the firm’s; margin

of solvency-and-the-margin-of-solveney
rod and 4 hod of caloulati

future SCR as well as the

b)

calculation method used to derive

those estimates; and
future “MCR” as defined in the

Attached

Attached

PRA Rulebook: Glossary as well
as the calculation method used to
derive those estimates.

|=

|

a)

b)

V. For each of the first three years
following the establishment of the
branch, the details described below with
regards to the business carried on in the
EEA State concerned:

a statement setting out, on both
optimistic and pessimistic bases,
detailed estimates of income and
expenditure for direct business,
reinsurance acceptances and
reinsurance cessions; and

a statement of estimates relating
to of the financial resources
intended to cover undenwriting
Habihties technical provisions,
the “MCR” as defined in the

Attached

Attached
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PRA Rulebook: Glossary, and
the SCR.

X. The technical bases that the actuary Attached 0
person appointed to the actuarial
function in accordance with SUR4-3-1R
rule 6 of the PRA Rulebook: Solvency 11
firms: Conditions Governing Business
proposes to use for each class of
business to be carried on in the EEA
State concerned, including the bases
needed for calculating premium rates
and mathematical-reserves technical

rovisions.

7 First-Second-and-Third Non-Life lnsurance Directivves Solvency Il Directive (Non-
life insurance)

Note to section 7 °

If the firm is a pure
reinsurer, it should
not complete section
7 of this form, but
should complete
section 8 instead.

% Please note that this change needs to be in the same format as the current Note to Question 6.1 i.e. in a grey
box on the left hand side of this part of the form.

Note to question 7.3

iii. If the firm firm
covers (or intends to
cover) risks relating
to legal expenses
insurance, please
state, in question 7.3,
the option chosen
from those described
in Artiele-3(2)-of
Directive 87/344/EEC
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7.6 Please confirm you have attached the following. T
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iv. For each of the first three years
following the establishment of the
branch, estimates of the firm’s; margin

claims (after all reinsurance

ofselveney-and-the-margin-ofsolveney  Attached =
a) future SCR, as well as the Attached 0

calculation method used to derive

those estimates; and

Attached ju

b) future “MCR” as defined in the

PRA Rulebook: Glossary, as well

as the calculation method used to

derive those estimates.

V. For each of the first three years
following the establishment of the
branch, the details described below
about the business carried on in the EEA
State concerned:
Attached 0

a) estimates relating to expenses of

management (other than cost of

installation) and, in particular,

those relating to current general

expenses and commissions; Attached 0
b) estimates relating to premiums or

contributions (both gross and net

of all reinsurance ceded) andto | Attached 0
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recoveries); and

C) estimates relating-te of the

financial resources intended to
cover vhderwriting-Hiabilities
technical provisions, the “MCR”
as defined in the PRA Rulebook:
Glossary, and the SCR.

8 Reinsurance Solvency 1l Directive (Reinsurance)

Note to section 8

Only pure reinsurers
should complete this
section of this form.

8.1  Please confirm the type(s) of reinsurance activity to be carried out by the branch
under the Reinsurance-Birective Solvency Il Directive by ticking one of the boxes
below. t

11 Declaration

I enclose the following sections (mark the appropriate section) *

Section 6 — Censehidated-Life-Assurance Solvency Il Directive
(Life insurance)

Section 7 — First-Second-and-Third-Non-Life Directives
Solvency Il Directive (Non-life insurance)

Section 8 — Reinsurance Solvency Il Directive (Reinsurance)
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Qualifying for authorisation under the Act

Application and purpose

Application

G
(1)

Under the Gibraltar Order made under section 409 of the Act, a
Gibraltar firm is treated as an EEA firm under Schedule 3 to the Act if it
is:

@) authorised in Gibraltar under the asurance-Birectives Solvency
Il Directive; or

(aA)  authorised in Gibraltar under the Rei irective:
[deleted]

(b)

EEA firms and Treaty firms

G ... Aperson may be a Treaty firm, where, for example, it carries on business
that includes regulated activities, the right to carry on which does not fall
within the scope of the Single Market Directive or the auction regulation
under which it is entitled to exercise an EEA right, for example, reinsurance

in the case of a direct insurer to which the tasurance-Directives-apply

Solvency Il Directive applies.

EEA firms establishing a branch in the United Kingdom

The notification procedure

G @

When the appropriate regulator receives a consent notice from the
EEA firm’s Home State regulator, it will, under paragraphs 13(2)(b),
(c) and 13(3) of Part Il of Schedule 3 to the Act, notify the applicable
provisions (if any) to:

(@)

(b) in the case of an EEA firm passporting under the tasurance
Directives Solvency Il Directive, the Home State regulator; ...
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13A Annex1 Application of the Handbook to Incoming EEA Firms

(1) Module | (2) Potential application to an incoming (3) Potential application to an incoming EEA

of EEA firm with respect to activities firm with respect to activities carried on other
Handbook | carried on from an establishment of the than from an establishment of the firm (or its

firm (or its appointed representative) in appointed representative) in the United

the United Kingdom Kingdom
INSPRU INSPRU does not apply unless-the-firm-isan | INSPRU does not apply.
ICOBS ICOBS 8.4 applies and parts of ICOBS 8.2 apply

except to the extent necessary to be compatible
with European law. Other chapters of ICOBS do
not apply, except to the extent necessary to be
compatible with European law. Guidance on the
territorial application of ICOBS is contained in
ICOBS 1 Annex 1 G Part 4.21

SUP
SUP 10A (Approved persons)

SUP 10A applies in a limited way in Does not apply.
relation to an incoming EEA firm that is a
Solvency Il firm (see SUP 10A.1.8G).

13A Annex 2 Matters reserved to a Home State regulator

Requirements in the interest of the general good

2

1) the Single Market Directives expressly reserve responsibility for the
prudential supervision of a MiFID investment firm, CRD credit institution,

UCITS management company AIFM or passporting insurance-undertaking
Solvency Il firm to the Firm's Home State regulator. The Insurance
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Mediation Directive reaches the same position without expressly referring
to the concept of prudential supervision. Accordingly, the FCA, as Host
State regulator, is entitled to regulate only the conduct of the firm's business
within the United Kingdom;

Application of SYSC 2 and SYSC 3

4

SYSC 2 and SYSC 3 only apply to an insurer, a managing agent and the Society. See
paragraph 8 below for a discussion of how the common platform requirements
apply. SYSC 2.1.1R and SYSC 2.1.2G do not apply for a relevant incoming Treaty
firm. The FCA and-PRA-consider considers that they are it is entitled, in the
interests of the general good, to impose the requirements in SYSC 2.1.3R to SYSC
2.2.3G (in relation to the allocation of the function in SYSC 2.1.3R(2)) and SYSC 3
on an incoming EEA firm and an incoming Treaty firm; but only in so far as they
relate to those categories of matter responsibility for which is not reserved to the
firm's Home State regulator.

13

Examples of how SYSC 3 and/or the common platform provisions apply in practice.

1)

The Prudential Standards part of the Handbook {with-the-exception-of

INSPRU 1.5.33R on the payment of financial penalties and the Interim
Prudential-seureebook-(insurers-{HPRUUNSH-{rules-3-6-and-3-7 do not apply

to an insurer which is an incoming EEA firm. Similarly, SYSC 3 does not
require such a firm:

@) to establish systems and controls in relation to financial resources
(SYSC 3.1.1R); or

(b) to establish systems and controls for compliance with that Prudential
Standards part of the Handbook (SYSC 3.2.6R); or

(c) to make and retain records in relation to financial resources (SYSC
3.2.20R and SYSC 9.1.1R t0 9.1.4G).

14

141

14.1.3

Incoming EEA firms changing details, and cancelling qualification for
authorisation

Application and purpose

Application

G

(1) Under the Gibraltar Order made under section 409 of the Act, a

Gibraltar firm is treated as an EEA firm under Schedule 3 to the Act if it
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is:

(@) authorised in Gibraltar under the tasurance-Directives Solvency 11
Directive; or

(aa) authorised in Gibral lor the Rei irective:
[deleted]

Changes to cross border services

G

Where an incoming EEA firm passporting under the MiFID, UCITS Directive,
tsurance-Directives Solvency Il Directive or AIFMD is exercising an EEA
right and is providing cross border services into the United Kingdom, the EEA
Passport Rights Regulations govern any changes to the details of those
Services. ...

Firms passporting under the tasurance-Direetives Solvency 1l Directive

G

If an incoming EEA firm passporting under the surance-Birectives Solvency

Il Directive is providing cross border services into the United Kingdom, it

must not make a change to the details referred to in regulation 7(1) unless it
has complied with the relevant provisions.

Annual controllers report

G  Afirmand its controllers are required to notify certain changes in control

(see SUP 11 (Controllers and close links)). The purpose of the rules and
guidance in this section is:

1)

(@) to implement certain requirements relating to annual reporting of
controllers which must be imposed on firms under the Investment
Services Directive, the Banking Consolidation Directive-the
Consolidated-Life-Directive and the Fhird-Non-Life Directive
Solvency Il Directive; and

Transfers of business
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18.2 Insurance business transfers

18224 G

18225 G

The guidance set out in SUP 18.2.25G to SUP 18.2.30G derives from the
requirements of the tasurance-Directives-the Reinsurance-Directive
Solvency Il Directive and the associated agreements between EEA

regulators. Schedule 12 of the Act implements some of these requirements.

1)

)

If the transferee is (or will be) an EEA firm (authorised in its Home
State to carry on insurance business under the tasurance-Directives
Solvency Il Directive) or a Swiss general insurance company, then the
appropriate regulator has to consult the transferee's Home State
regulator, who has 3 months to respond. It will be necessary for the
appropriate regulator to obtain from the transferee's Home State
regulator a certificate confirming that the transferee will meet the
Home State's solvency margin requirements (if any) after the transfer.

If the transferee is authorised in the United Kingdom, the appropriate
regulator will need to certify that the transferee will meet its solvency
margin requirements after the transfer. If the appropriate regulator
has required of a UK firm a finaneial “recovery plan” of the kind

mentioned in paragraph 1 of article 38 of the Consolidated Life
Directive (2002/83/EC) or paragraph 1 of article 20a of the First Non-

Life Directive-orparagraphs-tand-2-of article 43-of the Reinsurance
Birective the PRA Rulebook: Solvency Il firms: Undertakings in

Difficulty, the appropriate regulator will not issue a certificate for so
long as it considers that policyholders' rights are threatened within the
meaning of these paragraphs.

18.3 Insurance business transfers outside the United Kingdom

Purpose

1831 G

Appendix 2

Under section 115 of the Act, the appropriate regulator has the power to give

a certificate confirming that a firm possesses any reguired-minrimum-margin

necessary margin of solvency, to facilitate an insurance business transfer to

the firm under overseas legislation from a firm authorised in another EEA State
or from a Swiss general insurance company. This section provides guidance
on how the appropriate regulator would exercise this power and on related
matters.

Insurers: Regulatory intervention points and run-off plans
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Application

R Subject to SUP App 2.1.6R, SUP App 2.1 to 2.15 apply to an insurer, unless
itis:

(@) a Swiss general insurer; or
2 an EEA-deposit insurer; or
3 an incoming EEA firm; or

4 an incoming Treaty firm.

G  SUP App_2.14A and 2.15 apphes apply to an insurer carrying on with-
profits business, but SUP App 2.15 only applies if COBS 20.2.53R (Ceasing
to effect new contracts of insurance in a with-profits fund) also applies.

|70

SUP App 2.7 and 2.11 do not apply to a Solvency 11 firm.

(@)

The rules for Solvency Il firms in difficulty or in an irreqular situation are in
the PRA Rulebook: Solvency Il Firms: Undertakings in Difficulty.

Interpretation

R For the purpose of SUP App 2.1 to 2.14:

(D) "capital resources":

(b) in rolati e . ertaking.
accordance with-INSPRU-6.1.43R-and [deleted]

(©) in relation to any other firm, which is not a Solvency Il firm,
means the firm's capital resources as calculated in
accordance with GENPRU 2.2.17R; and

(d) in relation to a Solvency |1 firm means the firm’s “eligible
own funds” as defined in the PRA Rulebook: Glossary;

2 "guarantee fund™:
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(b) : . . ing.
“II relation-to Fa peu_tlellpatmg |||su||et_||e|e HI ||eIeF_| taking IIHEEIHIIS
comphy-with-INSPRU-6-1-45R (2} [deleted]

(c) in relation to a firm other than a Solvency Il firm which is not
covered by (a) ex{b), carrying on general insurance business,
means the amount of capital resources which that firm must
hold to comply with GENPRU 2.2.34R; and

(d) in relation to a firm other than a Solvency Il firm, which is

not covered by (a) er{b), carrying on long-term insurance
business, means the amount of capital resources which that
firm must hold to comply with GENPRU 2.2.33R;

App 2.3 Purpose

App 2.7 Capital resources below the level of individual capital guidance

v
alalaldaVa N aYa A N a
vivaw, v A" v -

Principle-6(Customers'interests). [deleted]

App 2.8 Ceasing to effect contracts of insurance

App R If afirm (whether within or outside the scope of the Solvency Il Directive)
2.8.1 decides to cease to effect new contracts of insurance, it must, within 28 days
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of that decision, submit a run-off plan to the appropriate regulator
including:

Grant or variation of permission

G  The PRA may will ask afim Solvency Il firms seeking a grant or variation
of permission to provide a scheme of operations as part of the application
process (see article 18 of the Solvency Il Directive). It may make a similar
request to other firms (see SUP 6.3.25G). Sueh-a-firm-is Firms which have
submitted such a scheme of operations are not required to submit a further
scheme of operations under this appendix unless SUP App 2.4, SUP App 2.5
or SUP App 2.8 applies. SUP App 2.13 and SUP 6 Annex 4 do, however,
apply to such a firm.

Submission of a scheme of operations or a plan for restoration

FCA’s Principle 6-(Customers-interests). [deleted]

cl
a) a a\
’ .

Fairness issues for with-profit firms in difficulty or in an irreqular situation

G SUP App 2.14A applies to a firm carrying on with-profits business.

®

Action which a firm takes either to restore its capital resources to the levels
set by the intervention points in this appendix or in PRA Rulebook:
Solvency Il Firms: Undertakings in Difficulty, or to prevent its capital
resources falling below those points, should be consistent with Principle 6
of the FCA's Principles for Businesses. Principle 6 requires a firm to pay
due regard to the interests of its customers and treat them fairly.

I

If a firm intends either (a) to remedy a fall in capital resources, or (b) to
prevent such a fall, for example, by taking management action to reduce the
risks to which a with-profits fund is exposed or by reducing non-contractual
benefits for policyholders, it should explain to the FCA how such proposed
actions are consistent with the firm's obligations under Principle 6
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(Customers' interests).

Where a firm submits a plan for restoration under this appendix or complies
with PRA Rulebook: Solvency Il Firms: Undertakings in Difficulty, the
FCA would expect an explanation of how any actions it plans to take to
restore its capital resources are consistent with the firm's obligations under
Principle 6 (Customers' interests).

Run-off plans for closed with-profits funds

Financial projections

G

(@)

(@)

A firm's firm, other than a Solvency 11 firm, should include in its run-off plan
should-include:

A Solvency Il firm should include the following information in its run off
plan, except in the circumstances set out in SUP App 2.15.8BG:

@ a forecast summary revenue account for the with-profits fund, in
accordance with SUP App 2.12.7R;

(2)  aforecast summary balance sheet and “eligible own funds” as
defined in the PRA Rulebook: Glossary and any notional SCR for the
with-profits fund, in accordance with SUP App 2.12.8R; and

(3)  “eligible own funds”, “MCR” (as those terms are defined in the PRA
Rulebook: Glossary), forecast summary balance sheet and SCR for
the entire firm, in accordance with SUP App 2.12.8R and SUP App
2.12.9R;

in each case, for at least a three-year period, beginning on the date of
closure.

Delegated acts or implementing technical standards may be adopted under
article 35(6) and (7) of the Solvency |l Directive in relation, among other
things, to run-off plans. In that event Solvency Il firms should comply with
those acts and standards to the extent that they supersede SUP App
2.15.8AG.
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Table 2 - forecast summary balance sheet and statement of solvency for the relevant with-

profits fund

(13) Witl s al z listicbasis lifefi Iy

[deleted]

Table 3 - forecast summary balance sheet and statement of solvency for the firm

L10

ﬁ listic basic life f i
compenent-[deleted]

App G o firmi listic_basis life-firm 6 olan should include:

2.15.10
a-realistic balance sl.lee.t and stateme’ At ol se_luene_y posiion-n the
form-of SUP-App-21596 Iable, 2i-the I|||a_||e|al pGSIEIG’II Shihe
|eleua_||t “'H.' profis-fund weu_ld ,”l'e“ statecin H'a.t Ie_ F-be
”'al tel_lal_ly d'ﬁlle'le“t Iﬁ'e“l'; the-firrrs-most-recent-realistic-solveney
astaterment that El'e.“”“ is-satisHed that the eles_ ure of the-with p,lellts
Il’"ﬁ'ld “'III .netllnarteua' hy-aifest the 59:"9”85 pelsm_en_el tlﬁ'at Ilunle asl.
[deleted]

App G  Adfirm's The run-off plan of a firm to which INSPRU 7 applies should

2.15.11 include:

Appendix 3 Guidance on passporting issues

App 3.6  Freedom to provide services

Place of supply

... The location of risks and commitments is found by reference to the rules
set out in paragraph 6 of schedule 12 to the Act, which derive from article-1

» lidated L ife Dirocti ! artic] o I "
Direetive article 13(13) and (14) of the Solvency Il Directive. ...
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Mapping of tasurance-Directives the Solvency Il Directive to the Regulated

G  The guidance in Table 3 describes in broad outline the relationship between:

(@D)] the insurance-related regulated activities specified in the Regulated

rder; and

2 the activities within the scope of the tasurance-Birectives Solvency

G  This is a guide only and should not be used as a substitute for legal advice in

Table 3: hasuranee Solvency 11 Part Il RAO Part 111 RAO Investments
Directive activities Activities
1. lnasurance-Directive Non-life insurance activities
1. | Taking up and carrying on Article 10 Acrticle 75
direct non-life insurance
business
2. | Classes 1 to 18 of direet non- Corresponding paragraphs 1 to 18
life insurance business in of Schedule 1, Part |
Point A of the Annex | to the
First Solvency Il Directive
2. Consolidated Life Pirective insurance activities
1. | Taking up and carrying on Article 10 Article 75
direct life insurance business
2. | Classes I to IX of direct life Corresponding paragraphs I to IX of
insurance business in the Schedule 1, Part 11
Annex % 11 to the
Consolidated-Life Solvency
11 Directive
Meaning of contract of insurance
App G ... Such funeral plans (to the extent that they are insurance) are also
3.10.3 excluded from the Hasurance-Birectives Solvency |l Directive. It covers

some contracts which might not otherwise be viewed as insurance in the
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United Kingdom (for example, contracts of guarantee). These contracts are
also governed by the tasurance-Directives Solvency Il Directive. ...

The lnsurance-Birectives Solvency |l Directive

G

Article 1 of the First-Nen-Life Solvency Il Directive and-article2-ef the
Consolidated-Life-Directive provides that the Directives Directive "concern
lays down rules concerning ... the taking up and pursuit, within the
Community, of the self-employed activity activities of direct insurance and
reinsurance". By-eontrast-article Article 10 of the Regulated Activities
Order (Effecting and carrying out contracts of insurance) also covers
reinsurance.

Articles 2-3-and-4-of the First Non-Life Directive-and-article 3-of the
Consolidated-Life-Directive 3 to 12 of the Solvency Il Directive set out
certain exclusions by reference to:

Some of the exclusions referred to in the Solvency Il Directive mirror
exclusions in the Regulated Activities Order. So, the exclusion for
breakdown insurance in article 2(3} 6 of the-First-Nen-Life the Solvency Il
Directive is matched by a slightly narrower exclusion in article 12 of the
Regulated Activities Order (Breakdown insurance). The separate treatment
of benefit-in-kind funeral plans under the Regulated Activities Order (see
SUP App 3.10.4G) is matched by their exclusion on a slightly wider basis in
article 3(5) 10 of the Consolidated-Life Solvency Il Directive.

Other requirements from these-Directives the Solvency Il Directive are also
excluded from regulation by the Exemption Order.

Most of the exclusions under the Directives, however, are not excluded from
belng regulated actlvmes For example amele—:?ref—tlﬁ}e—eenselmated-l:#e

activities of such secieties ‘non-directive friendly societies’ are regulated_

under the Act, on a "lighter basis" than the activities of other insurers.

Territorial scope of the Regulated Activities Order and the Bireetives Directive

G

.. By contrast, under the Bireetives Solvency Il Directive, the responsibility,
as between EEA States, for regulating the conduct of passported insurance
services is determined by reference to the location of the risk or
commitment, as defined in article-1-of the-Consolidated-Life-Directive-and
article2-of the-Second-Nen-Life Directive article 13(13) and (14) of the
Solvency Il Directive.

An insurer authorised in another EEA State who is insuring UK risks and so
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passports on a services basis under the tasurance-Directives Solvency 1l
Directive into the United Kingdom {see-; may not be carrying on a
regulated activity in the United Kingdom. But, if it passports into the United
Kingdom, it will qualify for authorisation under paragraph 12 of Schedule 3
to the Act (Firms qualifying for authorisation). Where this is the case, the
insurer will be subject to conduct of business requirements in the United
Kingdom (see SUP 13A.6 (Which rules will an incoming EEA firm be
subject to?)).

Activities carried on by incoming EEA firms in connection with insurance
business.

G

Although the tnsurance-Directives-are Solvency Il Directive is concerned
with the regulated activities of effecting and carrying out contracts of
insurance, an incoming EEA firm passported under the tasurance-Directives
Solvency Il Directive will be entitled to carry on certain other regulated
activities without the need for top-up permission. This is where the
regulated activities are carried on for the purposes of or in connection with
the incoming EEA Firm's insurance business. These regulated activities may
include:
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Annex N
Amendments to the Compensation sourcebook (COMP)

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

14.1 Application and Purpose

14.1.3 G This chapter provides supplementary rules and guidance for an
incoming EEA firm which is a credit institution, an IMD insurance
intermediary, an MiFID investment firm, UCITS management company
or an AIFM. It reflects in part the implementation of the Deposit
Guarantee Directive, Investors Compensation Directive, and UCITS
Directive. This sourcebook applies in the usual way to an incoming EEA
firm which is exercising EEA rights under the tsurance Birectives
Solvency Il Directive. Such a firm is not affected by the Deposit
Guarantee Directive, the Investors Compensation Directive or the
UCITS Directive.
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Annex O
Amendments to the Regulated Covered Bonds sourcebook (RCB)

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

1.1 Introduction to sourcebook

1.1.7 G  Aninsurer (which is not a UK Solvency Il firm, non-directive friendly
society, incoming EEA firm or an incoming Treaty firm) may benefit from
increased counterparty limits under INSPRU 2.1.22R(3)(b). An insurer
which is a UK Solvency 11 firm is subject to the rules in the PRA Rulebook
which transpose the Solvency Il Directive and also to Solvency Il Regulation
(EU) 2015/35 of 10 October 2014.
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Annex P

Amendments to the Enforcement Guide (EG)

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

8.19

19

19.64

Variation and cancellation of permission and imposition of requirements on
the FCA’s own initiative and intervention against incoming firms

Exercising the power under section 55Q to vary or cancel a firm’s part 4A
permission or to impose requirements on a firm in support of an overseas
regulator: the FCA’s policy

Relevant Community obligations which the FCA may need to consider
include those under the Capital Requirements Directive, the suranee
Directives Solvency Il Directive, the Investment Services Directive/Markets
in Financial Instruments Directive; and the Insurance Mediation Directive.
Each of these Directives imposes general obligations on the relevant EEA
competent authority to cooperate and collaborate closely in discharging their
functions under the Directives.

Non-FSMA Powers

Financial Conglomerates and Other Financial Groups Regulations 2004

The FCA's powers to vary a firm’s Part 4A permission or to impose
requirements under sections 55J and 55L of the Act have been extended
under these Regulations. The FCA is able to use these powers where it is
desirable to do so for the purpose of:

e acting in accordance with specified provisions of the Iasuranee-Groups
Direetive Solvency Il Directive.

Page 123 of 126



FCA 2015/16

Annex Q

Amendments to the Perimeter Guidance manual (PERG)

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

2.4

2.4.7

2.8

2.8.3

2.8.15

Authorisation and regulated activities

Link between activities and the United Kingdom

G  Electronic commerce activities, other than insurance business falling within
the scope of the tasurance-Directives Solvency Il Directive, provided by an
incoming ECA provider will not be regulated activities (see PERG
2.9.18G(2)).

Exclusions applicable to particular regulated activities

Effecting and carrying out contracts of insurance

G  The following activities are excluded from both the regulated activities of
effecting and carrying out contracts of insurance.

1) In specified circumstances, the activities of an EEA firm when
participating in a Community co-insurance operation are excluded. A
Community co-insurance operation is defined in the Cemmunity-Co-
insuranece-Direetive Solvency 1l Directive.

(2)

3) Electronic commerce activities provided by an incoming ECA
provider where those activities are outside the scope of the tnsurance
Directives Solvency Il Directive (see PERG 2.9.18G).

Agreeing

G ... The provision of electronic commerce activities by an incoming ECA
provider is also excluded from the regulated activity of agreeing to carry on
certain other regulated activities (see PERG 2.7.21G). But this is not the
case where the agreement relates to the regulated activity of effecting or
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carrying out contracts of insurance falling under the tasurance-Directives
Solvency Il Directive (see PERG 2.8.3G). ...

2.9 Regulated activities: exclusions applicable in certain circumstances

Incoming ECA providers
2.9.18 G

(2 ... Where activities consist of electronic commerce activities, an
incoming ECA provider will not require authorisation for such
activities in the United Kingdom. This does not extend to the
regulated activity of effecting or carrying out contracts of insurance
falling under the tasurance-Directives Solvency Il Directive (see
PERG 2.8.3G). .

5 Guidance on insurance mediation activities

5.3 Contracts of insurance

5.3.8 G .. The location of the risk or commitment may be determined by reference
to the EEA State in which the risk is situated, defined in article 2(e} 13(13)

of the Second-Non-Life Birective(88/35#HEEC) Solvency 1l Directive or the
EEA State of the commitment, defined in article HH{g) 13(14) of the

Consolidated-Life Directive (2002/83/EC) Solvency Il Directive. .

8 Financial promotion and related activities

8.12 Exemptions applying to all controlled activities

Incoming electronic commerce communications (article 20B)

8.1238 G ... However, article 20B does not apply to the following communications:
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2 an invitation or inducement to enter into a contract of insurance
where:

(a) it is made by an undertaking which has received official
authorisation for direct insurance in line with article-4-of-the
lidated Life Directi el i ; lif
Directive article 14 of the Solvency Il Directive; and

(b) the insurance falls within the scope of any-efthetasurance
Pirectives the Solvency Il Directive; or

16 Scope of the Alternative Investment Fund Managers Directive

16.2 What types of funds and business are caught?

Question 2.58: Is a bank or insurer caught?

An undertaking authorised under the tasurance-Directives Solvency Il Directive or
the CRD will not be an AlF.
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