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SUP 1A : The FCA's approach to

supervision

Section 1A.1 : Application and purpose

1A.1.2 [G]

1A.1.3 [G]

1A.1 Application and purpose

Application

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

This chapter applies to every firm, except that its relevance for an ICVC is limited as

the FCA does not intend to carry out an assessment of an ICVC that is specific to that
ICVC.

Purpose

The Act (section 1L) requires the FCA to "maintain arrangements for supervising
authorised persons". Section 1K of the Act also requires the FCA to provide general
guidance about how it intends to advance its operational objectives in discharging its
general functions in relation to different categories of authorised person or regulated
activity. One purpose of this guidance is to discharge the duties of the FCA set out in
sections 1L and 1K of the Act. The FCA's approach to supervision is also designed to
enable it to meet its supervisory obligations in accordance with EU legislation, where
applicable, including in relation to requirements arising otherwise than under the Act
(for example, directly applicable EU regulations).

The design of these arrangements is shaped by the FCA's statutory objectives in relation
to the conduct supervision of financial services firms as well as the prudential
supervision of firms not supervised by the PRA. These objectives are set out in Chapter
1 of the Act. The FCA has one strategic objective: ensuring that the relevant markets
function well. In discharging its general functions, the FCA must, so far as is reasonably
possible, act in a way which is compatible with its strategic objective and which
advances one or more of its three operational objectives:

(1) securing an appropriate degree of protection for consumers;
(2) protecting and enhancing the integrity of the UK financial system; and

(3) promoting effective competition in the interests of consumers in the markets
for regulated financial services (or services provided by a recognised exchange
in carrying on regulated activities in respect of which it is exempt from the
general prohibition by virtue of section 285(2) of the Act).

(1) Indesigning its approach to supervision, the FCA has regard to the regulatory
principles set out in section 3B of the Act. In particular, the FCA's regulatory
approach aims to focus and reinforce the responsibility of the senior
management of each firm (section 3B(1)(d) of the Act) to ensure that it takes
reasonable care to organise and control the affairs of the firm responsibly
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SUP 1A : The FCA's approach to Section 1A.1 : Application and purpose
supervision

It is the responsibility of management to ensure that the firm acts in compliance
with its regulatory requirements.

and effectively, and develops and maintains adequate risk management systems. .

(2) The FCA will have regard to the principle that a burden or restriction which is
imposed on a firm should be proportionate to the benefits, considered in general
terms, which are expected to result from the imposition of that burden or
restriction (section 3B(1)(b) of the Act). The FCA will, so far as is compatible
with acting in a way which advances the consumer protection or the integrity
objective, discharge its supervisory functions in a way which promotes effective
competition in the interests of consumers.
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supervision

1A.2 Introduction

1A.2.1 [G] (1) The Supervision manual (SUP) and Decision Procedure and Penalties manual
(DEPP) form the Regulatory Processes part of the Handbook.

(2) SUP sets out the relationship between the FCA and authorised persons
(referred to in the Handbook as firms). As a general rule, SUP contains
material that is of continuing relevance after authorisation.

(3) DEPP is principally concerned with and sets out the FCA's decision making
procedures that involve the giving of statutory notices, the FCA's policy in
respect to the imposition and amount of penalties, and the conduct of
interviews to which a direction under section 169(7) of the Act has been
given or the FCA is considering giving.

1A.2.2 @ For a firm which undertakes business internationally (or is part of a group which does),
the FCA will have regard to the context in which it operates, including the nature and

scope of the regulation to which it is subject in jurisdictions other than the United
Kingdom. For a firm with its head office outside the United Kingdom, the regulation
in the jurisdiction where the head office is located will be particularly relevant. As part
of its supervision of such a firm, the FCA will usually seek to cooperate with relevant
overseas regulators, including exchanging information on the firm. Different
arrangements apply for an incoming EEA firm, an incoming Treaty firm and a UCITS
qualifier. The arrangements applying for an incoming EEA firm and an incoming
Treaty firm are addressed in SYSC Appendix 1. For UCITS qualifiers see also COLLG.
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SUP 1A : The FCA's approach to

Section 1A.3 : The FCA's approach to supervision

supervision

1A.3.

1A.3 The FCA's approach to supervision

Purpose

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

1 [G] | The FCA will adopt a pre-emptive approach which will be based on making
forward-looking judgments about firms' business models, product strategy and how they
run their businesses, to enable the FCA to identify and intervene earlier to prevent problems
crystallising. The FCA's approach to supervising firms will contribute to its delivery against
its objective to protect and enhance the integrity of the UK financial system (as set out in
the Act). Where the FCA has responsibilities for prudential supervision, its focus will be
on reducing the impact on customers and the integrity of the financial system of firms
failing or being under financial strain. In addition, when consumer detriment does actually
occur, the FCA will robustly seek redress for consumers. This approach will be delivered
through a risk-based and proportionate supervisory approach.

1A.3.2 [G] | The overall approach in the FCA supervision model is based on the following principles:

(1) forward looking and more interventionist;

(2) focused on judgment, not process;

(3) consumer-centric;

(4) focused on the big issues and causes of problems;

(5) interfaces with executive management/Boards;

(6) robust when things go wrong;

(7) focused on business model and culture as well as product supervision;

(8) viewing poor behaviour in all markets through the lens of the impact on
consumers;

(9) orientated towards firms doing the right thing; and

(10) externally focused, engaged and listening to all sources of information.

The scope of the supervision model for firms

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

1A.3.3 [G] | The FCA supervision model risk assessment process applies to all firms, although the

detail required may vary from firm to firm. For example, some firms may experience a
highly intensive level of contact although others may only be contacted once every four
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supervision

Section 1A.3 : The FCA's approach to supervision

1A.3.4 [G]

1A.3.5 [G]

1A.3.7 [G]

1A.3.8 [G]

years. Firms judged as high impact are likely to require a more detailed assessment. A
peer review process within the FCA assists consistency and will be focused on firms
and sectors of the industry that could cause, or are causing, consumers harm or threaten
market integrity.

The supervision model is based on three pillars:

(1) the Firm Systematic Framework (FSF) - preventative work through structured
conduct assessment of firms;

(2) event-driven work - dealing with problems that are emerging or have
crystallised, and securing customer redress or other remedial work (e.g. to
secure the integrity of the market) where necessary; and

(3) issues and products - thematic work on sectors of the market or products
within a sector that are putting or may put consumers at risk

In order to create incentives for firms to raise standards and to maximise the success
of the FCA's supervisory arrangements, it is important that a firm understands the
FCA's evaluation of its risk so that it can take appropriate action.

(1) The FCA intends to communicate the outcomes of its pillars of supervision
to each firm within an appropriate time frame. In the case of firms in which
risks have been identified which could have a material bearing on the FCA
meeting its statutory objectives, the FCA will also outline a remedial
programme intended to address these.

(2) The FCA considers that it would generally be inappropriate for a firm to
disclose its FCA risk assessment to third parties, except to those who have
a need or right to be aware of it, for example external auditors. FCA risk
assessments are directed towards a specific purpose - namely illustration of
the risks posed by a firm to the FCA's statutory objectives and to enable the
FCA to allocate its resources accordingly. Using a risk assessment for any
other purpose has the potential to be misleading. The FCA therefore
discourages firms from disclosing their assessments, unless they are required
to make them public under relevant disclosure obligations.

The nature of the FCA's relationship with firms

As many firms will not have dedicated, fixed portfolio resource, the first point of
contact for many issues for such firms will be handled by the FCA's Contact Centre,
with the aim being that fewer issues and queries will need to be referred to the
supervisors. To support all firms the FCA will also provide regional workshops and
road shows to clarify its expectations on these risks and issues that are particularly
important to the FCA.

The nature of the FCA's relationship with the PRA

While respecting each regulator's different statutory objectives and mandates, in
undertaking its supervisory activity the FCA will co-ordinate and co-operate with the
PRA as required and necessary in the interests of the effective and efficient supervision
of regulated firms and individuals. Both regulators will coordinate with each other as
required under the Act, including on the exchange of information relevant to each
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SUP 1A : The FCA's approach to Section 1A.3 : The FCA's approach to supervision
supervision

one another when engaging with firms, reflecting an independent but co-ordinated
regulatory approach. Maintaining effective working relationships with the PRA will be
vital to achieving the FCA vision. To this end, and as required under the Act, the FCA
will maintain a memorandum of understanding with the PRA which will set out how the
two organisations will work together.

regulator's individual objectives. However, the FCA and PRA will act independently from .
1A
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supervision

Section 1A.4 : Tools of supervision

1A.4.3 [G]

FCA

1A.4.4 [G]

1A.4.5 (G

1A.4 Tools of supervision

In order to meet the statutory objectives and address identified risks to those objectives,
the FCA has a range of supervisory tools available to it, including the power to impose
financial penalties.

These tools may be usefully grouped under four headings:
(1) diagnostic: designed to identify, assess and measure risks;

(2) monitoring: to track the development of identified risks, wherever these
arise;

(3) preventative: to limit or reduce identified risks and so prevent them
crystallising or increasing; and

(4) remedial: to respond to risks when they have crystallised.

Tools may serve more than one purpose. For example, supervisory powers can be used
to address risks which have materialised or to assist in preventing risks from escalating.
In the first instance they are remedial; in the second, preventative.

Some of these tools, for example the use of public statements to deliver messages to
firms or consumers of financial services, do not involve the FCA in direct oversight of
the business of firms. In contrast, other tools do involve a direct relationship with
firms. The FCA also has powers to act on its own initiative to impose or vary individual
requirements on a firm (see B SUP 7) and to ban or impose requirements in relation to
specific financial promotions. The FCA may also use its general rule-making powers
to ban or impose requirements in relation to specific products, types of products or
practices associated with a particular product or type of product. The use of the FCA's
tools in its oversight of market practices, in ensuring the protection of client assets and
for prudential supervision of FCA-only firms, will also contribute to the integrity and
orderly operation of the financial markets.

The FCA uses a variety of tools to monitor whether a firm, once authorised, remains
in compliance with regulatory requirements. These tools include (but are not limited
to):

(1) desk-based reviews;
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SUP 1A : The FCA's approach to Section 1A.4 : Tools of supervision

supervision

(2) liaison with other agencies or regulators; .
1A

(3) meetings with management and other representatives of a firm;
(4) on-site inspections;

(5) reviews and analysis of periodic returns and notifications;

(6) reviews of past business;

(7) transaction monitoring;

(8) use of auditors; and

(9) use of skilled persons.

The FCA also uses a variety of tools to address specific risks identified in firms. These
tools include:

(1) making recommendations for preventative or remedial action;
(2) giving other individual guidance to a firm;
(3) imposing individual requirements; and

(4) varying a firm's permission in another way.

For further discussion of the FCA's regulatory approach, see publications on the FCA's
website.
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SUP 2 : Information gathering by the

Section 2.1 : Application and purpose

FSA on its own initiative

2.1.1 R

2.1.2 [G]

2.1 Application and purpose

Application

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

The application of this chapter is the same as the application of Principle
11 (Relations with regulators).

M PRIN 3 (Rules about application) specifies to whom, to what and where Principle 11
applies.

Purpose

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

Achieving the regulatory objectives involves the FCA informing itself of developments
in firms and in markets. The Act requires the FCA to monitor a firm's compliance
with requirements imposed by or under the Act , or by any directly applicable
Community regulation or decision made under MiFID or the UCITS Directive or the
auction regulation (paragraph 6 (1) of Schedule 1). The Act also requires the FCA to
take certain steps to cooperate with other relevant bodies and regulators (section 354A
). For these purposes, the FCA needs to have access to a broad range of information
about a firm's business.

The FCA receives the information in BSUP 2.1.3 G through a variety of means, including
notifications by firms (see B SUP 15) and regular reporting by firms (see B SUP 16). This
chapter is concerned with the methods of information gathering that the FCA may use
on its own initiative in the discharge of its functions under the Act. This chapter does
not deal with the information gathering powers that the FCA has under the Unfair
Terms Regulations. These are dealt with in UNFCOG.

Part XI of the Act (Information Gathering and Investigations) gives the FCA statutory
powers, including:

(1)  to require the provision of information (see sections 165 and B EG 3 );
(2) to require reports from skilled persons (see section 166 and B SUP 5);

(3) toappoint investigators (see sections 167, 168 and 169 of the Act and MEG 3
); and

(4) to apply for a warrant to enter premises (see section 176 of the Act and
B EG4).
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SUP 2 : Information gathering by the Section 2.1 : Application and purpose
FSA on its own initiative

2.1.6 [G] | The FCA prefers to discharge its functions by working in an open and cooperative

FCA relationship with firms. The FCA will look to obtain information in the context of that
relationship unless it appears that obtaining information in that way will not achieve the
necessary results, in which case it will use its statutory powers. The FCA has exercised its
rule-making powers to make Principle 11 which requires that a firm must deal with its
regulators in an open and cooperative way, and must disclose to the FCA appropriately
anything relating to the firm of which the FCA would reasonably expect notice.

2.1.7 [G|| The FCA operates in the context of the Act and the general law. The purpose of B SUP 2.2
FCA is to explain how certain provisions of the Act and the general law are relevant to the
FCA's methods of information gathering described in B SUP 2.3 and B SUP 2.4,

2.1.8 [G]| The purpose of MsUP2.3 is to amplify Principle 11 in the context of information gathering
by the FCA on its own initiative in the discharge of its functions under the Acz. B SUP 2.3

therefore sets out, in guidance on Principle 11 and in rules, how the FCA expects firms
to deal with the FCA in that context, including the steps that a firm should take with a
view to ensuring that certain connected persons should also cooperate with the FCA.

2.1.9 [G] | The purpose of MSUP 2.4 is to explain a particular method of information gathering used
FCA by the FCA, known as "mystery shopping". Information about how a firm sells financial
products can be very difficult to obtain, and the purpose of this method is to obtain such
information from individuals who approach a firm in the role of potential retail consumers
on the FCA's initiative. The FCA may seek information about particular issues or the
activities of individual firms by means of mystery shopping.
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FSA on its own initiative

Section 2.2 : Information gathering by the
appropriate requlator on its own initiative:
background

2.2.1 [G]

[\
N
w
>

6]

2.2 Information gathering by the appropriate
regulator on its own initiative:
background

Link to the statutory information gathering and investigation powers

Breaching Principle 11, or the rules in this chapter, makes a firm liable to regulatory
sanctions, including discipline under Part XIV of the Act (Disciplinary Measures), and
may be relevant to the use of the appropriate regulator's other powers, including the
statutory information gathering and investigation powers (see further l PRIN 1.1.7 G

to l PRIN 1.1.9 G). But, unlike a breach of a requirement imposed under the statutory

powers listed in B SUP 2.1.5 G, a breach of Principle 11 or a rule:
(1) is not a criminal offence; and

(2) cannot lead to a person being treated as if in contempt of court (see section
177 of the Act (Offences).

Neither Principle 11 nor B SUP 2.3.5 R (1) (Access to premises) enable the appropriate
regulator to force access to premises.

Banking confidentiality and legal privilege

The FCA would not normally seek to gather information using the methods described
in M SUP 2.3 or MSUP 2.4 in a situation where the FCA could not have obtained it under
the powers in Part XI of the Act (Information Gathering and Investigations). In
particular, the limitations in the following sections of the Act are relevant to this
chapter:

(1) section 175(5) (Information and documents: supplementary powers) under
which no person may be required under Part XTI of the Act (Information
Gathering and Investigations) to disclose information or produce a document
subject to banking confidentiality (with exceptions); the FCA would not
normally seek such information using the methods described in B SUP 2.3 or
W SUP 2.4; and

(2) section 413 (Protected items), under which no person may be required under
the Act to produce, disclose or permit the inspection of protected items; a
firm would not breach Principle 11 or the rules in this chapter by not
producing such items.

The PRA would not normally seek to gather information using the methods described
in M SUP 2.3 in a situation where the PRA could not have obtained it under the powers
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SUP 2 : Information gathering by the Section 2.2 : Information gathering by the
FSA on its own initiative appropriate regulator on its own initiative:
background

in Part XI of the Act (Information Gathering and Investigations). In particular, the
limitations in the following sections of the Act are relevant to this chapter:

(1) section 175(5) (Information and documents: supplementary powers) under
which no person may be required under Part XI of the Act (Information
Gathering and Investigations) to disclose information or produce a document
subject to banking confidentiality (with exceptions); the PRA would not normally

seek such information using the methods described in B SUP 2.3; and

(2) section 413 (Protected items), under which no person may be required under
the Act to produce, disclose or permit the inspection of protected items; a firm
would not breach Principle 11 or the rules in this chapter by not producing such
items.

Confidentiality of information

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

2.2.4 [G] | When the FCA obtains confidential information using the methods of information gathering
described in MsUP 2.3 or MSUP2.4, it is obliged under Part XXIII of the Act (Public Record,

Disclosure of Information and Co-operation) to treat that information as confidential.
The FCA will not disclose confidential information without lawful authority, for example
if an exception applies under the Financial Services and Markets Act 2000 (Disclosure of
Confidential Information) Regulations 2001 (SI 2001/2188) or with the consent of the
person from whom that information was received and (if different) to whom the
information relates.

2.2.4A [G] | When the PRA obtains confidential information using the methods of information gathering
described in B SUP 2.3, it is obliged under Part XXIII of the Ac# (Public Record, Disclosure
of Information and Co-operation) to treat that information as confidential. The PRA will
not disclose confidential information without lawful authority, for example if an exception
applies under the Financial Services and Markets Act 2000 (Disclosure of Confidential

Information) Regulations 2001 (SI 2001/2188) or with the consent of the person from

whom that information was received and (if different) to whom the information relates.

Admissibility of information in proceedings

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

2.2.5 [G]| Information obtained by the FCA using the methods described in B SUP 2.3 and B SUP 2.4
is admissible in evidence in any proceedings, so long as it complies with any requirements

governing the admissibility of evidence in the circumstances in question.

2.2.5A [G]| Information obtained by the PRA using the methods described in B SUP 2.3 is admissible
in evidence in any proceedings, so long as it complies with any requirements governing
the admissibility of evidence in the circumstances in question.
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FSA on its own initiative

Section 2.3 : Information gathering by the
appropriate requlator on its own initiative:
cooperation by firms

2.3.1

2.3.2 [G]

2.3.3 [G]

2.3 Information gathering by the appropriate
regulator on its own initiative:
cooperation by firms

Introduction: Methods of information gathering requiring cooperation

[deleted]

The appropriate regulator expects to request meetings or access to business premises
during reasonable business hours. The appropriate regulator also normally expects to
be able to give reasonable notice to a firm or connected person when it seeks
information, documents, meetings or access to business premises. On rare occasions,
however, the appropriate regulator may seek access to premises without notice. The
prospect of unannounced visits is intended to encourage firms to comply with the
requirements and standards under the regulatory system at all times.

Access to a firm's documents and personnel

In complying with Principle 11, the appropriate regulator considers that a firm should,
in relation to the discharge by the appropriate regulator of its functions under the Act:

(1) make itself readily available for meetings with representatives or appointees
of the appropriate regulator as reasonably requested;

(2) give representatives or appointees of the appropriate regulator reasonable
access to any records, files, tapes or computer systems, which are within the
firm's possession or control, and provide any facilities which the
representatives or appointees may reasonably request;

(3) produce to representatives or appointees of the appropriate regulator specified
documents, files, tapes, computer data or other material in the firm's
possession or control as reasonably requested;

(4) print information in the firm's possession or control which is held on
computer or on microfilm or otherwise convert it into a readily legible
document or any other record which the appropriate regulator may
reasonably request;

(5) permit representatives or appointees of the appropriate regulator to copy
documents or other material on the premises of the firm at the firm's
reasonable expense and to remove copies and hold them elsewhere, or provide
any copies, as reasonably requested; and

(6) answer truthfully, fully and promptly all questions which are reasonably put
to it by representatives or appointees of the appropriate regulator.

Release 136 @ April 2013

2.3.3

PAGE
6



SUP 2 : Information gathering by the Section 2.3 : Information gathering by the
FSA on its own initiative appropriate regulator on its own initiative:
cooperation by firms

2.3.4 [G] | In complying with Principle 11, the appropriate regulator considers that a firm should
take reasonable steps to ensure that the following persons act in the manner set out in
B suP2.3.3G:

(1) its employees, agents and appointed representatives; and

(2) any other members of its group, and their employees and agents.

(See also, in respect of appointed representatives, M SUP 12.5.3 G (2)).

Access to premises

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

2.3.5 R| (1) A firm must permit representatives of the appropriate regulator,
or persons appointed for the purpose by the appropriate regulator,

to have access, with or without notice, during reasonable business
hours to any of its business premises in relation to the discharge
of the appropriate regulator's functions under the Act or its
obligations under the short selling regulation .

(2) A firm must take reasonable steps to ensure that its agents,
suppliers under material outsourcing arrangements and appointed
representatives permit such access to their business premises. (See
also, in respect of appointed representatives, ® SUP 12.5.3 G (2)).

2.3.6 [G] | The appropriate regulator normally expects to give reasonable notice of a visit (See

W SUP23.2G).

Suppliers under material outsourcing arrangements

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

2.3.7 I3 | A firm must take reasonable steps to ensure that each of its suppliers under
material outsourcing arrangements deals in an open and cooperative way

with the appropriate regulator in the discharge of its functions under the
Act in relation to the firm.

2.3.8 [G] | The cooperation that a firm is expected to procure from such suppliers is similar to that
expected of the firm, in the light of the guidance in MSuUP 2.3.3 G to M SUP 2.3.4 G, but does

not extend to matters outside the scope of the appropriate regulator's functions in relation

to the firm. BSUP 2.3.5 R (2) also requires a firm to take reasonable steps regarding access
to the premises of such suppliers.

2.3.9 [G] | When a firm appoints or renews the appointment of a supplier under a material outsourcing
arrangement, it should satisfy itself that the terms of its contract with the supplier require

the supplier to give the appropriate regulator access to its premises as described in

B SUP 2.3.5 R (2), and to cooperate with the appropriate regulator as described in

B supr 2.3.7 R. The appropriate regulator does not consider that the 'reasonable steps' in
B SUP 2.3.7 R would require a firm to seek to change a contract, already in place either

when that rule : (1) was made by the appropriate regulator on 21 June 2001; or (2) was
designated by the appropriate regulator, until renewal of the contract.

B Release 136 @ April 2013 2.3.9
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FSA on its own initiative

Section 2.3 : Information gathering by the
appropriate requlator on its own initiative:
cooperation by firms

2.3.10

2.3.11

2.3.12
2.3.12A

2.3.12B

6]

6]

6]

The appropriate regulator will normally seek information from the firm in the first
instance, but reserves the right to seek it from a supplier under a material outsourcing
arrangement if the appropriate regulator considers it appropriate.

Information requested on behalf of other regulators

The appropriate regulator may ask a firm to provide it with information at the request
of or on behalf of other regulators to enable them to discharge their functions properly.
Those regulators may include overseas regulators or the Takeover Panel. The
appropriate regulator may also, without notifying a firm, pass on to those regulators
information which it already has in its possession. The appropriate regulator's disclosure
of information to other regulators is subject to the obligation described in MSUP2.2.4 G
(Confidentiality of information).

[Deleted]

In complying with Principle 11, the FCA considers that a firm should cooperate with
it in providing information for other regulators. Sections 169 (Investigations etc. in
support of overseas regulator) of the Act gives the FCA certain statutory powers to
obtain information and appoint investigators for overseas regulators if required (see
W DEPP 7 and M EG 3).

In complying with Principle 11, the PRA considers that a firm should cooperate with
it in providing information for other regulators. Sections 169 (Investigations etc. in
support of overseas regulator) and 169A (Support of overseas regulator with respect
to financial stability) of the Act give the PRA certain statutory powers to obtain
information and appoint investigators for overseas regulators if required (see

B FINMAR 1).
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SUP 2 : Information gathering by the Section 2.4 : 'Mystery shopping'
FSA on its own initiative

2.4 'Mystery shopping'

2.4.1 [G] | Representatives or appointees of the FCA (which may include individuals engaged by a
FCA market research firm) may approach a firm, its agents or its appointed representatives in
the role of potential retail consumers . This is known as 'mystery shopping'.

2.4.2 [G] | The FCA uses mystery shopping to help it protect consumers. This may be by seeking
FCA information about a particular practice across a range of firms ( M SUP 2.4.3 G (1)) or the
practices of a particular firm: (B SUP 2.4.3 G (2)). One of the risks consumers face is that
they may be sold financial products which are inappropriate to them. A problem in
protecting consumers from this risk is that it is very difficult to establish after the event
what a firm has said to a 'genuine' consumer in discussions. By recording what a firm
says in discussions with a 'mystery shopper', the FCA can establish a firm's normal practices
in a way which would not be possible by other means.

2.4.3 [G] | The FCA may carry out mystery shopping:

FCA

(1) together with a programme of visits to obtain information about a particular
practice, looking at a particular issue across a range of firms, when the FCA
may advise the firms of the issues beforehand; the practice being scrutinised
may be that of firms or a class of firms in carrying on regulated activities or
ancillary activities or in communicating or approving financial promotions;

(2) together with focused visits (concentrating on particular aspects of a firm's
business) to obtain information about the practices of a firm; these practices
may be in carrying on regulated activities or ancillary activities or in
communicating or approving financial promotions when the FCA has particular
concerns about those practices;

(3) using recording devices, telephonic or other communications; the FCA may
monitor and store the contents of the materials obtained by these devices or

communications.
2.4.4 [G] | Telephone calls and meetings held during mystery shopping will be recorded. The FCA
e expects that any mystery shopping it arranges will be conducted in accordance with the
Market Research Society Code of Practice.
2.4.5 [G] | The FCA may use the information it obtains from mystery shopping in support of both
FCA its supervisory functions and its enforcement functions. This includes sharing any

information so obtained with firms and approved persons.
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SUP 3 : Auditors

Section 3.1 : Application

3.1.1 R|

3.1 Application

This chapter applies to:

(1) every firm within a category listed in column (1) of the table in
W SUP 3.1.2 R; and

(2) the external auditor of such a firm (if appointed under mSUP 3.3
or appointed under or as a result of a statutory provision other
than in the Act);

in accordance with column (2) or (3) of that table, except as described
in the remainder of this section.

For the avoidance of doubt, this chapter does not apply to the following firms if they
do not hold client money or client assets and do not appoint an auditor under or as a
result of a statutory provision other than in the Act:

(1) authorised professional firms;

(2)  energy market participants, including oil market participants to whom
B IPRU(INV) 3 does not apply;

(3)  exempt insurance intermediaries;

(4)  insurance intermediaries not subject to M SUP 3.1.2 R(10);

(5) investment management firms;

(6) home finance administrators;

(7)  home finance intermediaries;

(8) home finance providers;

(9) personal investment firms, including small personal investment firms;
(10) securities and futures firms; and

(11) service companies.
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SUP 3 : Auditors Section 3.1 : Application

3.1.2 .3 | Table Applicable sections (see M SUP 3.1.1 R)

This table and the provisions in SUP 3 should be read in conjunction with
GEN 2.2.23 R to GEN 2.2.25 G. In particular, the PRA does not apply any of
the provisions in SUP 3 in respect of FCA-authorised persons. SUP 3.10 and
SUP 3.11 are applied by the FCA only.

(2) Sec-
tions ap-

(3) Sections applicable to
its auditor

(1) Category of firm

plicable
to the
firm

€)) Authorised professional SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8, SUP
firm which is required SUP 3.7, SUP 3.10
by IPRU(INV) 2.1.2R to 3.11
comply with chapters 3,
5 or 13 of IPRU(INV)
and which has an audi-
tor appointed under or
as aresult of a statutory
provision other than in
the Act (Notes 1 and 6)

?2) Authorised professional SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8, SUP
firm not within (1) to  SUP 3.7, SUP 3.10
which the custody chap- 3.11
ter or client money
chapter applies

A3) Authorised professional SUP 3.1, SUP SUP 3.1, SUP 3.2, SUP 3.8
firm not within (1) or (2) 3.2, SUP 3.7
which has an auditor
appointed under or as a
result of a statutory
provision other than in
the Act

“4) Bank, building society or SUP 3.1-SUP SUP 3.1, SUP 3.2, SUP 3.8, SUP
dormant account fund 3.7, SUP 3.11 3.10
operator which in each
case carries on designat-
ed investment business
(Notes 2A and 6)

Q) Bank , building society SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8
or a dormant account  SUP 3.7

fund operator which in

each case does not carry

on designated investment

business (Note 2A)
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Section 3.1 : Application

(1) Category of firm

(5A)

(6)

(M

(7A)

Credit union

Insurer, the Society of
Lloyd's, underwriting
agent or members' ad-
viser , UK ISPV (Note
)

Investment manage-
ment firm, (other than
an exempt CAD firm),
personal investment
Jfirm (other than a small
personal investment
firm or exempt CAD
firm) or securities and
futures firm (other than
an exempt CAD firm or
an exempt BIPRU com-
modities firm) which, in
each case, has an audi-
tor appointed under or
as a result of a statuto-
ry provision other than
in the Act (Notes 3 and
6)

Investment manage-
ment firm (other than
an exempt CAD firm) ,
personal investment
firm (other than a small
personal investment
firm or exempt CAD
firm) or securities and
futures firm (other than
an exempt CAD firm or
an exempt BIPRU com-
modities firm ) not
within (7) to which the
custody chapter or
client money chapter
applies

(2) Sec- (3) Sections applicable to
tions ap- | its auditor

plicable
to the
firm
SUP3.1-  SUP3.1, SUP 3.2, SUP 3.8
SUP 3.7
SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8
SUP 3.7
SUP3.1-  SUP3.1, SUP3.2, SUP 3.8, SUP
SUP 3.7, SUP 3.10
3.11
SUP3.1-  SUP 3.1, SUP 3.2, SUP 3.8, SUP
SUP3.7, SUP 3.10
3.11
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Section 3.1 : Application

(TAA)

(7B)

(70)

(7D)

®

®

(10)

(1) Category of firm

A firm that has exer-
cised an opt in to CASS
in accordance with
CASS149R

UCITS firm (Note 6)

UK MiFID investment

firm, which has an audi-
tor appointed under or
as aresult of a statutory
provision other than in
the Act (Notes 3B and 6)

Sole trader or partner-
ship thatis a UK MiFID
investment firm (other
than an exempt CAD
firm) (Notes 3C and 6)

Small personal invest-
ment firm or service
company which, in ei-
ther case, has an auditor
appointed under or as a
result of a statutory
provision other than in
the Act

Home finance provider
which has an auditor
appointed under or as a
result of a statutory
provision other than in
the Act

Insurance intermediary
(other than an exempt
insurance intermediary)
to which the insurance
client money chapter
(except for CASS 5.2
(Holding money as

(2) Sec-
tions ap-

(3) Sections applicable to
its auditor

plicable
to the
firm

SUP3.1to  SUP 3.1, SUP 3.2, SUP 3.8, SUP

SUP 3.7, SUP 3.10.
3.11

SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8 , SUP
SUP 3.7, SUP 3.10
3.11

SUP 3.1 -3.7, SUP 3.1, SUP 3.2, SUP 3.8, SUP
SUP 3.11 3.10

SUP 3.1 - SUP 3.1, SUP 3.2, SUP 3.8, SUP
SUP 3.7, SUP 3.10
3.11

SUP 3.1, SUP SUP 3.1, SUP 3.2, SUP 3.8

3.2, SUP 3.7
SUP3.1-  SUP3.1,SUP3.2, SUP 3.8

SUP 3.7

SUP3.1-  SUP3.1, SUP 3.2, SUP 3.8, SUP
SUP3.7,  3.10

SUP 3.11
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Section 3.1 : Application

(2) Sec- (3) Sections applicable to
tions ap- | its auditor

(1) Category of firm

plicable
to the
firm
agent)) applies (see
Note 4)

(11)  Exemptinsurance inter- SUP 3.1, SUP SUP 3.1, SUP 3.2, SUP 3.8
mediary and insurance 3.2, SUP 3.7
intermediary not sub-
ject to SUP 3.1.2 R(10)
which has an auditor
appointed under or as
a result of a statutory
provision other than in
the Act

(12) Home finance interme- SUP 3.1, SUP SUP 3.1, SUP 3.2, SUP 3.8
diary or home finance 3.2, SUP 3.7
administrator which
has an auditor appoint-
ed under or as a result
of a statutory provision
other than in the Act.

Note 1 = This chapter applies to an authorised professional firm in row
(1) (and its auditor) as if the firm were of the relevant type in the right-
hand column of IPRU(INV) 2.1.4R.

Note 2 [deleted]

Note 2A = For this purpose, designated investment business does not in-
clude either or both:

(a) dealing which falls within the exclusion in article 15 of the Regulated
Activities Order (Absence of holding out etc) (or agreeing to do so); and

(b) dealing in investments as principal (or agreeing to do so):

(i) by a firm whose permission to deal in investments as principal is subject
to a limitation to the effect that the firm, in carrying on this regulated
activity, is limited to entering into transactions in a manner which, if the
firm was an unauthorised person, would come within article 16 of the
Regulated Activities Order (Dealing in contractually based investments);
and

(ii) in a manner which comes within that limitation;

having regard to article 4(4) of the Regulated Activities Order (Specified
activities: general ).
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SUP 3 : Auditors Section 3.1 : Application

Note 3 = This note applies in relation to an oil market participant to which
IPRU(INYV) 3 does not apply and in relation to an energy market participant
to which IPRU(INV) 3 does not apply. In SUP 3:

(a) only SUP 3.1, SUP 3.2 and SUP 3.7 are applicable to such a firm; and
(b) only SUP 3.1, SUP 3.2 and SUP 3.8 are applicable to its auditor;

and, in each case, only if it has an auditor appointed under or as a result
of a statutory provision other than in the Act.

Note 3A [deleted]

Note 3B = UK MiFID investment firms include exempt CAD firms. An exempt
CAD firm that has opted into MiFID can benefit from the audit exemption
for small companies in the Companies Act legislation if it meets the relevant
criteria in that legislation and fulfils the conditions of regulation 4C(3) of
the Financial Services and Markets Act 2000 (Markets in Financial Instru-
ments) Regulations 2007. If a firm does so benefit then SUP 3 will not apply
to it. For further details about exempt CAD firms, see PERG 13, QS8.

Note 3C = A sole trader or a partnership thatis a UK MiFID investment firm
to which the custody chapter or client money chapter applies must have its
annual accounts audited.

Note 4 = The client money audit requirement in SUP 3.1.2 R(10) therefore
applies to all insurance intermediaries except:

* those which do not hold client money or other client assets in relation to
insurance mediation activities; or

* those which only hold up to, but not exceeding, £30,000 of client money
under a statutory trust arising under CASS 5.3.

Insurance intermediaries which, in relation to insurance mediation activities,
hold no more than that amount of client money only on a statutory trust
are exempt insurance intermediaries.

Note (5) = In row (6):

(a) SUP 3.1 - SUP 3.7 applies to a managing agent in respect of its own
PAGE o N . . .
business and in respect of the insurance business of each syndicate
which it manages; and

(b) SUP 3.1, SUP 3.2 and SUP 3.8 apply to the auditors of a managing agent
and the auditors of the insurance business of each syndicate which
the managing agent manages.
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SUP 3 : Auditors

Section 3.1 : Application

3.1.2A [G]

3.1.3 R|
3.1.4 [G]

3.1.5 R

3.1.6 [G]

3.1.7 [G]

3.1.8 [G]

3.1.9 [G]

(1) Category of firm (2) Sec- (3) Sections applicable to
tions ap- | its auditor

plicable
to the
firm

Note 6 = Where SUP 3.11 applies to a firm, and SUP 3.10 applies to the
auditor of that firm, those sections apply whether or not that firm's
permission prevents it from holding client money or custody assets and
whether or not it holds client money or custody assets.

If a firm falls within more than one row in column (1) of the table in M SUP 3.1.2 R,

B SUP 3.1.1 R requires the firm and its external auditor to comply with all the sections
referred to in column (2) or (3).

Incoming firms

This chapter applies to an incoming EEA firm (and the auditor of such
a firm) only if it has a top-up permission.

The application of B SUP 3.10 to the auditor of an incoming EEA firm with a top-up
permission is qualified in B SUP 3.10.3 R.

This chapter does not apply to an incoming Treaty firm, which:
(1) does not have a top-up permission; and
(2) is not required to comply with the client asset rules.

The application of B SUP 3.7 to an incoming Treaty firm or an auditor of such a firm
is further qualified in MSUP 3.7.1 G .

Auditors of lead regulated firms

The application of B SUP 3.10 to the auditor of a lead regulated firm is qualified in
M SUP 3.10.3 R.

[deleted]

Material elsewhere in the Handbook

A firm which is a friendly society or other insurer, investment management firm,
personal investment firm or a securities and futures firm , should see the Prudential
Standards part of the Handbook for further provisions on auditors as set out in

B SUP 3.1.10 G. For the categorisations employed in B SUP 3.1.2 R and B SUP 3.1.10 G see
Il SUP App 1.
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SUP 3 : Auditors Section 3.1 : Application

3.1.10 [G] | Table Other relevant sections of the Handbook (see M SUP 3.1.9 G)
Friendly society IPRU(FSOC)
Insurer (other than a friendly society) IPRU(INS)

Investment management firm, personal investment firm, IPRU(INV)
securities and futures firm (other than BIPRU investment

firms)
UCITS firm (UPRU)
Society of Lloyd's and Lloyd's managing agents IPRU(INS)
LLONA'S ettt
Enabling provision and application .
3.1.11 @ The insurance market direction in this chapter is given under section 316(1) of the Act
(Direction by a regulator) and applies to members.
P DO e eee e
3.1.12 [G]| The insurance market direction in this chapter is intended to enable the rules in Bl sUP 3
and B SUP 4 to be applied to a managing agent in respect of the insurance business of each

syndicate which it manages.

Insurance market direction on rules concerning auditors and actuaries

3.1.13 D} (1) With effect from 1 January 20035, Part XXII of the Act (Auditors and
Actuaries) applies to the carrying on of insurance business by members
as modified by paragraph (3).

(2) For the purposes of (1) "insurance business" means the regulated activities
of effecting or carrying out contracts of insurance written at Lloyd's.

(3) Regulations made by the Treasury under section 342(5) and section
343(5) of Part XXII of the Act apply only to actuaries appointed by a
managing agent in respect of the insurance business of a syndicate, in
relation to the long-term insurance business of that syndicate.

(4) In Part XXII of the Act (Auditors and Actuaries) as applied by this
insurance market direction:

(a) areference to an auditor of an authorised person is to be read as
including an auditor appointed by a managing agent in respect of
the insurance business of a syndicate; and

(b) a reference to an actuary acting for an authorised person is to be
read as including an actuary appointed by a managing agent in
respect of the insurance business of a syndicate.

PAGE
3.1.14 @ Part XXII (Auditors and Actuaries) is a core provision mentioned in section 317(1) of the

Act (The core provisions).
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SUP 3 : Auditors

Section 3.1 : Application

3.1.15 [G]

Section 317(2) of the Act (The core provisions) provides that references in an applied
core provision to an authorised person are to be read as references to a person in the
class to which the insurance market direction applies. The effect of this, and of the
insurance market direction set out at M SUP 3.1.13 D, is that Part XXII of the Act
(Auditors and Actuaries), applies also to auditors and actuaries who are appointed to
report on the underwriting business of members. Part XXII is modified in its application
to members by paragraph (3) of MsUP 3.1.13 D with the effect that the regulations made
under sections 342(5) and 343(5) of the Act relating to communications by actuaries
will only apply where the actuary is appointed to evaluate the long-term insurance
business of the syndicate. The regulations made under sections 342(5) and 343(5) in
relation to communications by auditors will apply in relation to both general insurance
business and long-term insurance business.

B SUP 3.3 sets out rules the effect of which is to require a managing agent to appoint
an auditor in respect of its own business and the insurance business of each syndicate
which it manages.

References in BSUP 3, as applied by BSUP 3.1.2 R, to a firm include, where appropriate:
(1) amanaging agent; and

(2) one or more members carrying on insurance business at Lloyd's through a
syndicate,

and references to an actuary of a firm should be read accordingly.

B SUP 4.6 sets out rules the effect of which is to require a managing agent to appoint
an actuary in respect of the insurance business of each syndicate which it manages.
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SUP 3 : Auditors Section 3.2 : Purpose

3.2.1

3.2.2

3.2.3

3.2.4

3.2.6

11

3.2 Purpose

Purpose: general

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

This chapter sets out rules and guidance on the role auditors play in the appropriate
regulator's monitoring of firms' compliance with the requirements and standards under
the regulatory system. In determining whether a firm satisfies the threshold conditions,
the appropriate regulator has regard to whether the firm has appointed auditors with
sufficient experience in the areas of business to be conducted by the firm . Auditors act
as a source of information for the appropriate regulator in its supervision. They report,
where required, on the financial resources of the firm, the accuracy of its reports to the
appropriate regulator and its compliance with particular rules, such as the Client asset
rules.

The Act, together with other legislation such as the Companies Acts 1985 , 1989 and
2006 , the Building Societies Act 1986 and the Friendly Societies Act 1992, provides the
statutory framework for firms' and auditors' obligations.

The requirements in B SUP 3.9 represent an interim approach to the use of auditors, based
mainly on the requirements which previous regulators applied to firms.

[deleted]

Insurance intermediaries and their auditors

It is the responsibility of an insurance intermediary's senior management to determine,
on a continuing basis, whether the insurance intermediary is an exempt insurance
intermediary and to appoint an auditor if management determines the firm is no longer
exempt. B SUP 3.7 (amplified by B SUP 15) sets out what a firm should consider when
deciding whether it should notify the FCA of matters raised by its auditor.

Rights and duties of auditors

------------------------------------------------------------------------------------------------------------------

The rights and duties of auditors are set out in BSUP 3.8 (Rights and duties of all auditors)

and M SUP 3.10 (Duties of auditors: notification and report on client assets). B SUP 3.8.10 G
includes the auditor's statutory duty to report certain matters to the FCA imposed by
regulations made by the Treasury under sections 342(5) and 343(35) of the Act (information
given by auditor or actuary to a regulator ). An auditor should bear these rights and duties
in mind when carrying out client asset report work, including whether anything should
be notified to the FCA immediately.
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SUP 3 : Auditors

Section 3.2 : Purpose

The rights and duties of auditors are set out in B SUP 3.8 (Rights and duties of all

auditors). M SUP 3.8.10 G includes the auditor's statutory duty to report certain matters
to the PRA imposed by regulations made by the Treasury under sections 342(5) and
343(5) of the Act (information given by auditor or actuary to a regulator).
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SUP 3 : Auditors Section 3.3 : Appointment of auditors

3.3 Appointment of auditors
B D0 et
3.3.1 [G] | This section requires a firm to appoint an auditor and supply the appropriate regulator
with information about its auditor. The appropriate regulator requires such information

to ensure that the firm has an auditor.

Appointment by firms

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

3.3.2 3 | A firm to which this section applies (see B SUP 3.1) must:

(1) appoint an auditor;

(2) notify the appropriate regulator, without delay, on the form in
B SUP 15 Ann 3 R (Standing data form), in accordance with the
instructions on the form, when it is aware that a vacancy in the
office of auditor will arise or has arisen, giving the reason for the
vacancy;

(3) appoint an auditor to fill any vacancy in the office of auditor which
has arisen;

(4) ensure that the replacement auditor can take up office at the time
the vacancy arises or as soon as reasonably practicable after that;
and

(5) notify the appropriate regulator of the appointment of an auditor,
on the form in B SUP 15 Ann 3 R (Standing data form), in accordance
with the instructions on the form, advising the appropriate
regulator of the name and business address of the auditor appointed
and the date from which the appointment has effect.

3.3.3 [G] (1) Msup3.3.2R applies to every firm to which this section applies. That includes a
— firm which is under an obligation to appoint an auditor under an enactment
13 other than the Act, such as the Companies Act 1985 or the Companies Act

2006, as appropriate. Such a firm is expected to wish to have a single auditor
who is appointed to fulfil both obligations. B SUP 3.3.2 R is made under section
137F of the Act (The PRA's general rules), in relation to such firms, and under
section 340(1) (Appointment) in relation to other firms.
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SUP 3 : Auditors

Section 3.3 : Appointment of auditors

3.3.4 (D}
3.3.5 R

3.3.6

=]

3.3.7 3

3.3.8 [G]

3.3.9 [G]

(2) Building societies and friendly societies are reminded that they are subject
to the provisions of Schedule 11 to the Building Societies Act 1986 and
Schedule 14 to the Friendly Societies Act 1992 relating to auditors, in addition
to the provisions in this chapter. In relation to B SUP 3.3.2 R (2), such firms
may give the PRA a single notification of a vacancy in the office of auditor
provided that the notification complies with the requirements of the relevant

Act and M SUP 3.3.2R (2).

B SUP 3.3.2 R applies to every firm to which this section applies. That includes a firm
which is under an obligation to appoint an auditor under an enactment other than the
Act, such as the Companies Act 1985 or the Companies Act 2006, as appropriate.
Such a firm is expected to wish to have a single auditor who is appointed to fulfil both
obligations. B SUP 3.3.2 R is made under section 137A of the Act (The FCA's general
rules), in relation to such firms, and under section 340(1) (Appointment) in relation
to other firms.

[deleted]
[deleted]

[deleted]

Appointment by the appropriate reqgulator

--------------------------------------------------------------------------------------------------------------

(1) Paragraph (2) applies to a firm which is not under an obligation
to appoint an auditor imposed by an enactment other than the
Act.

(2) If a firm fails to appoint an auditor within 28 days of a vacancy
arising, the appropriate regulator may appoint an auditor for
it on the following terms:

(a) the auditor to be remunerated by the firm on the basis
agreed between the auditor and firm or, in the absence of
agreement, on a reasonable basis; and

(b) the auditor to hold office until he resigns or the firm
appoints another auditor.

In addition, in the case of a building society or friendly society, Schedule 11 of the
Building Societies Act 1986 and Schedule 14 of the Friendly Societies Act 1992 allow
the PRA to appoint an auditor if this is not done at the society's annual general meeting.

B suP 3.3.7R allows but does not require the appropriate regulator to appoint an auditor
if the firm has failed to do so within the 28 day period. When it considers whether to
use this power, the appropriate regulator will take into account the likely delay until
the firm can make an appointment and the urgency of any pending duties of the
appointed auditor.
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SUP 3 : Auditors Section 3.3 : Appointment of auditors

3.3.10 I3 | A firm must comply with and is bound by the terms on which an auditor
has been appointed by the appropriate regulator, whether under
B SUP 3.3.7 R, the Building Societies Act 1986 or the Friendly Societies Act
1992.

PAGE
15

B Release 136 @ April 2013 3.3.10



SUP 3 : Auditors Section 3.4 : Auditors' qualifications

3.4 Auditors' qualifications
BT D08 ettt ee e
3.4.1 @ The appropriate regulator is concerned to ensure that the auditor of a firm has the
necessary skill and experience to audit the business of the firm to which he has been

appointed. This section sets out the appropriate regulator's rules and guidance aimed
at achieving this.

QUALITICALIONS | ....ooooeeeeeeeeeeee st
3.4.2 I} | Before a firm, to which B SUP 3.3.2 R applies, appoints an auditor, it
must take reasonable steps to ensure that the auditor has the required

skill, resources and experience to perform his functions under the
regulatory system and that the auditor:

(1) is eligible for appointment as an auditor under Part II of the
Companies Act 1989 or Part III of the Companies (Northern
Ireland) Order 1990 (Eligibility for appointment) where
applicable, otherwise Chapters 1, 2 and 6 of Part 42 of the
Companies Act 2006 ; or

(2) if appointed under an obligation in another enactment, is eligible
for appointment as an auditor under that enactment; or

(3) in the case of an overseas firm, is eligible for appointment as
an auditor under any applicable equivalent laws of that country
or territory.

3.4.3 @ Enactments within B SUP 3.4.2 R (2) include the Building Societies Act 1986 and the

Friendly Societies Act 1992.

3.4.4 [G] | An auditor which a firm proposes to appoint should have skills, resources and

experience commensurate with the nature, scale and complexity of the firm's business
and the requirements and standards under the regulatory system to which it is subject. f—
A firm should have regard to whether its proposed auditor has expertise in the relevant

requirements and standards (which may involve access to UK expertise) and possesses
or has access to appropriate specialist skill, for example actuarial expertise in carrying
out audits of insurance companies or friendly societies where appropriate. The firm
should seek confirmation of this from the auditor concerned as appropriate.
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SUP 3 : Auditors Section 3.4 : Auditors' qualifications

Disqualified auditors

3.4.5 I3 | A firm must not appoint as auditor a person who is disqualified under Part

XXII of the Act (Auditors and Actuaries) from acting as an auditor either
for that firm or for a relevant class of firm.

3.4.6 [G] | Ifitappears to the appropriate regulator that an auditor of a firm has failed to comply

with a duty imposed on him under the Act, it may have the power to and may disqualify

him under section 345 or 345A, respectively, of the Act. A list of persons who are
disqualified may be found on the FCA's website ( www.fsa.gov.uk).

Requests for information on qualifications by the appropriate requlator

3.4.7 Id | A firm must take reasonable steps to ensure that an auditor, which it is
planning to appoint or has appointed, provides information to the

appropriate regulator about the auditor's qualifications, skills, experience
and independence in accordance with the reasonable requests of the
appropriate regulator .

3.4.8 [G] | To enable it to assess the ability of an auditor to audit a firm, the appropriate regulator
may seek information about the auditor's relevant experience and skill. The appropriate

regulator will normally seek information by letter from an auditor who has not previously
audited any firm. The firm should instruct the auditor to reply fully to the letter (and
should not appoint an auditor who does not reply to the appropriate regulator). The
appropriate regulator may also seek further information on a continuing basis from the

auditor of a firm (see also the auditor's duty to cooperate under B SUP 3.8.2 R).

PAGE
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Section 3.5 : Auditors' independence

3.5.1 [G]

3.5.2 3

3.5.3 R|

3.5 Auditors' independence

Purpose

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

If an auditor is to carry out his duties properly, he needs to be independent of the firm
he is auditing, so that he is not subject to conflicts of interest. Many firms are also
subject to requirements under the Companies Act 1989, or the Companies Act 2006,
the Building Societies Act 1986 or the Friendly Societies Act 1992 on auditor's
independence.

Independence

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

A firm must take reasonable steps to ensure that the auditor which it
appoints is independent of the firm.

If a firm becomes aware at any time that its auditor is not independent
of the firm, it must take reasonable steps to ensure that it has an auditor
independent of the firm. The firm must notify the FCA and the PRA (if
it is a PRA-authorised firm) or the FCA (in all other cases) if
independence is not achieved within a reasonable time.

The appropriate regulator will regard an auditor as independent if his appointment
or retention does not breach the ethical guidance in current issue from the auditor's
recognised supervisory body on the appointment of an auditor in circumstances which
could give rise to conflicts of interest.

Firms are reminded that the Building Societies Act 1986 and Friendly Societies Act
1992 provide that an auditor who is ineligible under section 27 of the Companies Act
1989 where applicable, otherwise sections 1214 and 1215 of the Companies Act 2006
for appointment as auditor of a company (which is a subsidiary undertaking of a
building society or a subsidiary of a friendly society) is ineligible for appointment as
auditor to the building society or friendly society concerned.
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SUP 3 : Auditors Section 3.6 : Firms' cooperation with their auditors

3.6 Firms' cooperation with their auditors

3.6.1 I3 | A firm must cooperate with its auditor in the discharge of his duties under

this chapter.

Auditor's access to accounting records

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

3.6.2 [G]| In complying with B SUP 3.6.1 R, a firm should give a right of access at all times to the
firm's accounting and other records, in whatever form they are held, and documents

relating to its business. A firm should allow its auditor to copy documents or other material
on the premises of the firm and to remove copies or hold them elsewhere, or give him
such copies on request.

3.6.3 @ Section 341 of the Act (Access to books etc.) provides that an auditor of a firm appointed
under B SUP 3.3.2 R:

(1) has a right of access at all times to the firm's books, accounts and vouchers;
and

(2) isentitled to require from the firm's officers such information and explanations
as he reasonably considers necessary for the performance of his duties as auditor.

3.6.4 @ Section 389A of the Companies Act 1985 where applicable, otherwise sections 499 and
500 of the Companies Act 2006 , section 79 of the Building Societies Act 1986 and section

75 of the Friendly Societies Act 1992 give similar rights to auditors of companies, building
societies and friendly societies respectively.

3.6.5 @ Section 413 (Protected items), under which no person may be required under the Act to
produce, disclose or permit the inspection of protected items, is relevant to B SUP 3.6.1 R

and M SUP 3.6.3 G.

Access and cooperation: appointed representatives, material outsourcing,

BIMDLOYES e
3.6.6 [G]| In complying with B SUP 3.6.1 R, a firm should take reasonable steps to ensure that each
of its appointed representatives or, where applicable, tied agents gives the firm's auditor

the same rights of access to the books, accounts and vouchers of the appointed
representative or tied agent and entitlement to information and explanations from the
appointed representative's or tied agent's officers as are given in respect of the firm by
section 341 of the Act (see also B SUP 12.5.5 R (3)).
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Section 3.6 : Firms' cooperation with their auditors

3.6.7

3.6.8

3.6.9

FCA

6]

6]

In complying with B SUP 3.6.1 R, a firm should take reasonable steps to ensure that
each of its suppliers under a material outsourcing arrangement gives the firm's auditor
the same rights of access to the books, accounts and vouchers of the firm held by the
supplier, and entitlement to information and explanations from the supplier's officers
as are given in respect of the firm by section 341 of the Act.

In complying with B SUP 3.6.1 R, a firm should take reasonable steps to ensure that all
its employees cooperate with its auditor in the discharge of his duties under this chapter.

Provision of false or misleading information to auditors

--------------------------------------------------------------------------------------------------------------

Firms and their officers, managers and controllers are reminded that, under section
346 of the Act (Provision of false or misleading information to auditor or actuary),
knowingly or recklessly giving false information to an auditor appointed under

B SUP 3.3.2 R constitutes an offence in certain circumstances, which could render them
liable to prosecution. This applies even when an auditor is also appointed under an
obligation in another enactment.
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SUP 3 : Auditors Section 3.7 : Notification of matters raised by
auditor

3.7 Notification of matters raised by auditor
AP B ON et e e
3.7.1 [G] | M sur3.7 does not apply to an incoming Treaty firm which does not have a top-up
permission.
Nt It ON et
3.7.2 G]| A firm should consider whether it should notify the FCA and the PRA (if it is a
PRA-authorised firm) or the FCA (in all other cases) under Principle 11 if:

(1) the firm expects or knows its auditor will qualify his report on the audited
annual financial statements or add an explanatory paragraph; or

(2) the firm receives a written communication from its auditor commenting on
internal controls (see also M SUP 15.3).

3.7.3 [G] | [deleted]
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Section 3.8 : Rights and duties of auditors

3.8.1 [G]

3.8.2 3

3.8.3 [G]

3.8.4 R|

3.8.5 R|

3.8.6 R|

3.8.7 [G]

3.8 Rights and duties of auditors

Purpose

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

The auditor of a firm has various rights and duties to obtain information from the
firm and both to enable and to require him to pass information to the appropriate
regulator in specified circumstances. This section imposes or gives guidance on those
rights and duties.

Cooperation with the appropriate regulator

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

An auditor of a firm must cooperate with the appropriate regulator in
the discharge of its functions under the Act.

The appropriate regulator may ask the auditor to attend meetings and to supply it
with information about the firm. In complying with B SUP 3.8.2 R, the auditor should
attend such meetings as the appropriate regulator requests and supply it with any
information the appropriate regulator may reasonably request about the firm to enable
the appropriate regulator to discharge its functions under the Act.

An auditor of a firm must give any skilled person appointed by the firm
all assistance that person reasonably requires (see B SUP 5 and section
166(35) of the Act (Reports by skilled persons)).

Auditor's independence

An auditor of a firm must be independent of the firm in performing his
duties in respect of that firm.

An auditor of a firm must take reasonable steps to satisfy himself that
he is free from any conflict of interest in respect of that firm from which
bias may reasonably be inferred. He must take appropriate action where
this is not the case.

B SUP 3.5.4 G explains that an auditor whose appointment does not breach the ethical
guidance in current issue from the auditor's recognised supervisory body will be
regarded as independent by the appropriate regulator.
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SUP 3 : Auditors Section 3.8 : Rights and duties of auditors

Auditors' rights to information

3.8.8 [G| | MsUP3.6.1R requires a firm to cooperate with its auditor. Bl SUP 3.6.3 G refers to the rights
to information which an auditor is granted by the Act. MSUP 3.6.4 G refers to similar rights

granted by the Companies Act 1985 or where applicable, the Companies Act 2006, the
Building Societies Act 1986 and the Friendly Societies Act 1992.

Communication between the appropriate regulator, the firm and the auditor

3.8.9 [G] | Within the legal constraints that apply, the appropriate regulator may pass on to an
auditor any information which it considers relevant to his function. An auditor is bound

by the confidentiality provisions set out in Part XXIII of the Act (Public record, disclosure
of information and cooperation) in respect of confidential information he receives from
the appropriate regulator. An auditor may not pass on such confidential information
without lawful authority, for example if an exception applies under the Financial Services
and Markets Act 2000 (Disclosure of Confidential Information) Regulations 2001 (SI
2001/2188) or with the consent of the person from whom that information was received
and (if different) to whom the information relates.

Auditors' statutory duty to report

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

3.8.10 [G] (1) Auditors are subject to regulations made by the Treasury under sections 342(5)
and 343(5) of the Act (Information given by auditor or actuary to a regulator).

Section 343 and the regulations also apply to an auditor of an authorised person
in his capacity as an auditor of a person who has close links with the authorised
person.

(2) These regulations oblige auditors to report certain matters to the appropriate
regulator. Sections 342(3) and 343(3) of the Act provide that an auditor does
not contravene any duty by giving information or expressing an opinion to the
appropriate regulator, if he is acting in good faith and he reasonably believes
that the information or opinion is relevant to any functions of the appropriate
regulator. These provisions continue to have effect after the end of the auditor's
term of appointment.

In relation to Lloyd's, an effect of the insurance market direction set out at

W SUP 3.1.13 D is that sections 342(5) and 343(5) of the Act (Information given
by an auditor or actuary to a regulator) apply also to auditors appointed to
report on the insurance business of members.

Termination of term of office, disqualification

3.8.11 I3 | An auditor must notify the appropriate regulator without delay if he:

(1) is removed from office by a firm; or

(2) resigns before his term of office expires; or

(3) is not re-appointed by a firm.

B Release 136 @ April 2013 3.8.11



SUP 3 : Auditors

Section 3.8 : Rights and duties of auditors

3.8.12 R|

3.8.13 R|
3.8.14 [G]

If an auditor ceases to be, or is formally notified that he will cease to
be, the auditor of a firm, he must notify the appropriate regulator
without delay:

(1) of any matter connected with his so ceasing which he thinks
ought to be drawn to the appropriate regulator's attention; or

(2) that there is no such matter.

[deleted]

[deleted]
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Section 3.10 : Duties of auditors: notification and
report on client assets

3.10.1 R
3.10.2 R|
FCA

3.10 Duties of auditors: notification and report
on client assets

Application

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

[deleted]

An auditor of an authorised professional firm need not report under
this section in relation to that firm's compliance with the client money
rules in the client money chapter if:

(1) that firm is regulated by:
(a) the Law Society (England and Wales); or

(b) the Law Society of Scotland; or

(c) the Law Society of Northern Ireland; and

(2) that firm is subject to the rules of its designated professional
body as specified in B CASS 7.1.15 R (2), with respect to its
regulated activities.

W SUP 3.10.5 R(3) does not apply to an auditor of a lead regulated firm
or an incoming EEA firm.

Client assets report: content

An auditor of a firm must submit a client assets report addressed to the
FCA which:

(1) (a) states the matters set out in B SUP 3.10.5 R; and

(b) specifies the matters to which B SUP 3.10.9 R and
M SUP 3.10.9A R refer; or

(2) if the firm claims not to hold client money or custody assets,
states whether anything has come to the auditor's attention that
causes him to believe that the firm held client money or custody
assets during the period covered by the report.
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report on client assets

3.10.4A R | (1) For the purpose of B SUP 3.10.4 R (1), an auditor must ensure that
FCA the report is prepared in accordance with the terms of a reasonable
assurance engagement.

(2) For the purpose of B SUP 3.10.4 R (2), an auditor must ensure that
the report is prepared in accordance with the terms of a limited
assurance engagement.

3.10.5 ;3 | Table Client assets report

Whether in the auditor's opinion

(€)) the firm has maintained systems adequate to enable it to
comply with the custody rules, the collateral rules , the
client money rules (except CASS 5.2) and the mandate rules
throughout the period ;

2) the firm was in compliance with the custody rules, the col-
lateral rules , the client money rules (except CASS 5.2) and
the mandate rules , at the date as at which the report has
been made;

A3) in the case of an investment management firm, personal
investment firm, a UCITS firm, securities and futures firm
or BIPRU investment firm, when a subsidiary of the firm
is during the period a nominee company in whose name
custody assets of the firm are registered during the period,
that nominee company has maintained throughout the
period systems for the custody, identification and control
of custody assets which:

(a) were adequate; and

(b) included reconciliations at appropriate intervals
between the records maintained (whether by the
firm or the nominee company) and statements or
confirmations from custodians or from the person
who maintained the record of legal entitlement;
and

“4) if there has been a secondary pooling event during the pe-
riod, the firm has complied with the rules CASS 5.6 and
CASS 7A (Client money distribution) in relation to that
pooling event.

3.10.5A [} | In relation to a client assets report provided in accordance with
m B SUP 3.10.4 R, an auditor must ensure that it:

PAGE
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(1) is submitted in the form prescribed by B SUP 3 Annex 1 R; and

(2) is signed on behalf of the audit firm by the individual with primary
responsibility for a firm's client assets report and in that individual's
own name.
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3.10.5B (G| | MSuP3.10.4 R provides that an auditor must ensure that a client assets report is prepared
FCA in accordance with the terms of, as the case may be, a reasonable assurance engagement
or a limited assurance engagement. However, the FCA also expects an auditor to have
regard, where relevant, to material published by the Auditing Practices Board that
deals specifically with the client assets report which the auditor is required to submit
to the FCA . In the FCA's view, a client assets report that is prepared in accordance
with that material is likely to comply with B SUP 3.10.4 R and B SUP 3.10.5 R where that
report is prepared for a firm within the scope of the material in question.

3.105¢ [ (1) An auditor must ensure that the information provided to it by
a firm in accordance with B SUP 3.11.1 G is included in the client

asscts report.

(2) If by the date at which the report is due for submission in
accordance with BSUP 3.10.7 R or B SUP 3.10.8A R an auditor has
not received the information prescribed in BSUP 3.11.1 G it must
submit the report without that information, together with an
explanation for its absence.

Client assets report: period covered

3.10.6 L} | The period covered by a report under B SUP 3.10.4 R must end not more
FCA than 53 weeks after the period covered by the previous report on such
matters, or, if none, after the firm is authorised or becomes subject to

W SUP 3.11 and its auditor becomes subject to B SUP 3.10.

Client assets report: timing of submission

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

3.10.7 3| An auditor must deliver a client assets report under B SUP 3.10.4 R to the
FCA FCA within four months from the end of each period covered , unless
it is the auditor of a firm falling within category (10) of mSUP 3.1.2 R.

3.10.7A  [G]| [deleted]

3.10.8 R (1) If an auditor expects that it will fail to comply with
W SUP 3.10.7 R, it must no later than the end of the four month

period in question:

(a) notify the FCA that it expects that it will be unable to deliver
a client assets report by the end of that period; and

(b) ensure that the notification in (a) is accompanied by a full
account of the reasons for its expected failure to comply
with B SUP 3.10.7 R.

(2) If an auditor fails to comply with B SUP 3.10.7 R, it must
promptly:

(a) notify the FCA of that failure; and
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(b) ensure that the notification in (a) is accompanied by a full
account of the reasons for its failure to comply with
B SUP 3.10.7 R.

3.10.8A [} | The auditor of a firm falling within category (10) of B SUP 3.1.2 R must
FCA deliver a report under B SUP 3.10.4 R:

(1) to the firm so as to be received within four months of the end of
each period covered; and

(2) to the FCA upon request within six years of the end of the period
covered.

3.10.8B [G] | The rights and duties of auditors are set out in M sSUP 3.8 (Rights and duties of all auditors)
FCA and M SUP 3.10 (Duties of auditors: notification and report on client assets). B SUP 3.8.10 G
also refers to the auditor's statutory duty to report certain matters to the FCA imposed
by regulations made by the Treasury under sections 342(5) and 343(35) of the Act
(information given by auditor or actuary to a regulator). An auditor should bear these
rights and duties in mind when carrying out client asset report work, including whether
anything should be notified to the FCA immediately.

3.10.8C [G]| Itis the responsibility of an insurance intermediary's senior management to determine,
on a continuing basis, whether the firm is an exempt insurance intermediary for the

purposes of this requirement and to appoint an auditor if management determines the

firm is no longer exempt. B SUP 3.7 (amplified by B SUP 15) sets out what a firm should
consider when deciding whether it should notify the FCA of matters raised by its auditor.

3.10.80 [J | An auditor must:

FCA

(1) deliver to a firm a draft of its client assets report such that the firm
has an adequate period of time to consider the auditor's findings
and to provide the auditor with comments of the kind to which
W SUP 3.11.1 G refers; and

(2) unless it is the auditor of a firm falling within category (10) of
B SUP 3.1.2 R, deliver to the firm a copy of the final report at the
same time as it delivers that report to the FCA in accordance with
H SUP 3.10.7 R.

Client assets report: requirements not met or inability to form opinion

------------------------------------------------------------------------------------------------------------------

3.10.9 3 | If the client assets report under B SUP 3.10.4 R states that one or more of

FCA the applicable requirements described in B SUP 3.10.5 R(1) to M (4) has or

have not been met, the auditor must specify in the report each of those
29 requirements and the respects in which it has or they have not been met.

3.1090A0. [ (1) Whether or not an auditor concludes that one or more of the
requirements specified in MSUP 3.10.5 R (1) to M (4) has or have been
met, the auditor must ensure that the client assets report identifies
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Section 3.10 : Duties of auditors: notification and
report on client assets

3.1098 [
FCA
3.10.9¢  [G]

.00 [
FCA

3.10.11  [G]

3012 [

3.10.13  [G]

each individual rule in respect of which a breach has been
identified.

(2) If an auditor does not identify a breach of any individual rule,
it must include a statement to that effect in the client assets
report.

For the purpose of B SUP 3.10.9 R and M SUP 3.10.9A R, an auditor must
ensure that the information prescribed under those rules is submitted
using, respectively, Part 1 (Auditor's Opinion) and Part 2 (Breaches
Schedule) of B SUP 3 Annex 1 R.

(1) The FCA expects that the list of breaches will include every breach of a rule
in CASS insofar as that rule is within the scope of the client assets report
and is identified in the course of the auditor's review of the period covered
by the report, whether identified by the auditor or disclosed to it by the firm,
or by any third party.

(2) For the purpose of determining whether to qualify its opinion or express an
adverse opinion, the FCA would expect an auditor to exercise its professional
judgment as to the significance of a rule breach, as well as to its context,
duration and incidence of repetition. The FCA would expect an auditor to
consider the aggregate effect of any breaches when judging whether a firm
had failed to comply with the requirements described in B SUP 3.10.5 R (1) to

H 4).

If an auditor is unable to form an opinion as to whether one or more of
the applicable requirements described in B SUP 3.10.5 R have been met,
the auditor must specify in the report under B SUP 3.10.4 R those
requirements and the reasons why the auditor has been unable to form
an opinion.

[deleted]

Method of submission of reports

An auditor of a firm must submit a report under B SUP 3.10.4 R in
accordance with the rules in B SUP 16.3.6 R to B SUP 16.3.13 R as if those
rules applied directly to the auditor.

Service of Notice Regulations

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

The Financial Services and Markets Act 2000 (Service of Notices) Regulations 2001
(SI 2001/1420) contain provisions relating to the service of documents on the FCA .

They do not apply to reports required by B SUP 3.10 because of the specific provisions
in M SUP 3.10.12 R.
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3.11 Review of auditor's client assets report

A firm should ensure that:

(1) it considers the draft client assets report provided to the firm by its auditor in
accordance with B SUP 3.10.8DR (1) in order to provide an explanation of:

(a) the circumstances that gave rise to each of the breaches identified in the
draft report; and

(b) any remedial actions that it has undertaken or plans to undertake to correct
those breaches; and

(2) the explanation provided in accordance with (1):

(a) is submitted to its auditor in a timely fashion and in any event before the
auditor is required to deliver a report to the FCA in accordance with
B SUP 3.10.7 R or to the firm in accordance with B SUP 3.10.8A R as the case
may be; and

(b) is recorded in the relevant field in the draft report submitted to it by its
auditor.

A firm must ensure that the final client assets report delivered to it in
accordance with B SUP 3.10.8A R or M SUP 3.10.8DR (2) is reported to that
firm's governing body.

The FCA expects a firm to use the client assets report as a tool to evaluate the effectiveness
of the systems that it has in place for the purpose of complying with requirements to
which B SUP 3.10.5 R refers. Accordingly, a firm should ensure that the report is integrated
into its risk management framework and decision-making.

B SUP 3.4.2 R provides that a firm must take reasonable steps to ensure that its auditor has
the required skill, resources and experience to perform its functions. The FCA expects a
firm to keep under review the adequacy of the skill, resources and experience of its auditor
and should critically assess the content of the client assets report as part of that ongoing
review.
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SUP 3 Annex 1

Auditor's client assets report - SUP 3 Annex 1
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Section 4.1 : Application

4.1.1 R|

4.1.2 [G]

4.1.3 R|

4.1 Application

This chapter applies to:

(1) every firm within a category listed in column (1) of the table in
M SUP 4.1.3 R; and

(2) every actuary appointed under this chapter;

in accordance with column (2) of that table.

This chapter applies to long-term insurers (including friendly societies) and other
friendly societies and to the Society of Lloyd's and managing agents at Lloyd's. This
chapter does not apply to actuaries advising the auditors of long-term insurers under
IPRU(INS) 9.35(1A) or IPRU(FSOC) 5.11(2A), as they are not appointed to act on
behalf of the firm.

Table Applicable sections

(1) Category of firm (2) Applicable sections

(1) Along-term insurer, other than: SUP 4.1, SUP 4.2, SUP 4.3 and SUP

(a) aregistered friendly society i)

which is a non-directive
friendly society;

(b) anincorporated friendly society
that is a flat rate benefits busi-
ness friendly society; and

(¢) anincoming EEA firm

(2) A friendly society, other than a SUP 4.1, SUP 4.2, SUP 4.4 and SUP
friendly society within (1). 4.5

(3) A Lloyd's managing agent, in re- SUP 4.1, SUP 4.2, SUP 4.5, SUP 4.6
spect of each syndicate it manages

(4) The Society of Lloyd's SUP 4.1, SUP 4.2, SUP 4.5, SUP 4.6
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4.2 Purpose

4.2.1 @ Section 340 of the Act gives the PRA power to make rules requiring an authorised person,
or an authorised person falling into a specified class, to appoint an actuary. Section 340

further empowers the PRA to make rules governing the manner, timing and notification
of such an appointment and, where an appointment is not made, for the PRA to make
an appointment on the firm's behalf. The rule-making powers of the PRA and FCA under
section 340 of the Act also extend to an actuary's duties.

4.2.2 @ This chapter defines the relationship between firms and their actuaries and clarifies the
role which actuaries play in the appropriate regulator's monitoring of firms' compliance

with the requirements and standards under the regulatory system. The chapter sets out
rules and guidance on the appointment of actuaries, and the termination of their term of
office, as well as setting out their respective rights and duties. The purpose of the chapter
is to ensure that:

(1) long-term insurers (other than certain friendly societies) have access to adequate
actuarial advice, both in valuing their liabilities to policybolders and in exercising
discretion affecting the interests of their with-profits policyholders; and

(2) other friendly societies carrying on insurance business (and which have
traditionally relied upon actuarial expertise) employ or use an actuary of
appropriate seniority and experience to evaluate the liabilities of that business;
and

(3) managing agents of Lloyd's syndicates employ or use an actuary of appropriate
seniority and experience to evaluate the liabilities associated with insurance
business carried on at Lloyd's.

4.2.3 [G] | The functions described by MsuP 4.2.2 G (1) are performed by one or more actuaries who
are required to hold office continuously and must be approved persons. The principal

duty of an actuary appointed to perform these functions is to advise the firm (see
B SUP 4.3.13 R to M SUP 4.3.18 G for the rights and duties of such an actuary).

FCA appointed to prepare the triennial investigation and interim certificate or statement required
by IPRU(ESOC) 5.2(1) (see M SUP 4.4.6 R and B SUP 4.5.12 G to B SUP 4.5.14 G for the rights
and duties of an appropriate actuary).

4.2.4 [G]| The function described by MSUP 4.2.2 G (2) is performed by an appropriate actuary who is
3
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4.2.5 [G]

4.2.6 [G]

Actuaries act as a valuable source of information to the appropriate regulator in
carrying out its functions. For example, in determining whether a firm satisfies the
threshold conditions, the appropriate regulator has regard to whether the firm has
appointed an actuary 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 B SYSC2.1.1 R 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.
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4.3 Appointment of actuaries

Appointment by firms

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

4.3.1 I3 | A firm to which this section applies (see B SUP 4.1) must:

(1) appoint one or more actuaries to perform:

(a) the actuarial function (see M SUP 4.3.13 R) in respect of all
classes of its long-term insurance business; and

(b) the with-profits actuary function (see MSUP 4.3.16A R) in respect
of all classes of its with-profits business (if any);

(2) notify the PRA, without delay, when it is aware that a vacancy in
the office of any such actuary will arise or has arisen, giving the
reason for the vacancy;

(3) appoint an actuary to fill any such vacancy that has arisen; and

(4) ensure a replacement actuary can take up office at the time the
vacancy arises or as soon as is reasonably practicable after that.

4.3.2 [G] | The provisions relating to the duties of an actuary appointed to perform these functions
are set out in M SUP 4.3.13 R to M SUP 4.3.18 G. The functions performed by actuaries

appointed by a firm under B SUP 4.3.1 R are specified as controlled functions (CF 12, the
actuarial function, and CF 12A, the with-profits actuary function) in SUP 10B
(PRA-Approved persons). As a result, an application must be made to the PRA under
section 60 of the Act (Applications for approval) for approval by the PRA with the consent
of the FCA of the person proposing to take up such an appointment. Section 61(3) of the
Act (Determination of applications) gives the PRA three months to grant its approval or
give a warning notice that it proposes to refuse the application. A firm should not appoint
an actuary until the PRA with the consent of the FCA has approved the actuary. In order
to comply with B SUP 4.3.1 R, a firm should ensure it applies to the PRA as soon as
practicable before the date when it needs the actuary to take office. The PRA will need
time to consider the application before deciding whether to grant approval. See SUP 10B
(PRA-Approved persons).

Appointment by the FCA

4.3.3 I3 | If a firm, which is required to appoint one or more actuaries under
W SUP 4.3.1 R, fails to do so within 28 days of a vacancy arising, the PRA
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4.3.4 [G]

4.3.5 [G]

4.3.8 [G]

4.3.9 R

may appoint one or more actuaries to perform any function
corresponding to the actuarial function or the with-profits actuary
function on the following terms:

(1) the actuary to be remunerated by the firm on the basis agreed
between the actuary and the firm or, in the absence of
agreement, on a reasonable basis; and

(2) the actuary to hold office until he resigns or the firm appoints
another actuary.

B sUP 4.3.3 R allows but does not require the PRA to appoint an actuary if the firm has
failed to do so within the 28 day period. When it considers whether to use this power,
the PRA will take into account the likely delay until the firm can make an appointment
and the urgency of any pending duties of the actuary.

The PRA will not normally seek to appoint an actuary under MSUP 433 R if a
notification under M SUP 10B (PRA-Approved persons) has been received from the firm

in relation to a proposed appointment of an actuary under M SUP 4.3.1 R, and that
application is still being considered.

A firm must comply with and is bound by the terms on which an actuary
has been appointed by the PRA under B SUP 4.3.3 R.

If the PRA appoints an actuary under M SUP 4.3.3 R, he will not be an approved person
(not being appointed under BSUP 4.3.1 R). However, the firm is still under an obligation

to appoint an actuary under B SUP 4.3.1 R and will need to seek prior approval of that
person (even if the individual it proposes to appoint is the person who has been
appointed by the PRA under B SUP 4.3.3 R).

Actuaries' qualifications

The appropriate regulator is concerned to ensure that every actuary appointed by a
firm under this section has the necessary skill and experience to provide the firm with

appropriate actuarial advice. B SUP 4.3.9 R to B SUP 4.3.10 G set out the appropriate
regulator's rules and guidance aimed at achieving this.

Before a firm applies for approval of the person it proposes to appoint
as an actuary under MSUP 4.3.1 R, it must take reasonable steps to ensure
that the actuary:

(1) has the required skill and experience to perform his functions
under the regulatory system; and

(2) is a Fellow of the Institute of Actuaries or of the Faculty of
Actuaries.
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4.3.10 [G]| To comply with Msup4.3.9R and Principle 3, before an actuary takes up his appointment

the firm should ensure that the actuary:

(1) has skills and experience appropriate to the nature, scale and complexity of the
firm's business and the requirements and standards under the regulatory system
to which it is subject; and

(2) has adequate qualifications and experience, which includes holding an
appropriate practising certificate under the rules of the Institute of Actuaries or
the Faculty of Actuaries;

and seek confirmation of these from the actuary, or the actuary's current and previous
employers, as appropriate.

Disqualified actuaries

4.3.11 I3 | A firm must not appoint under B SUP 4.3.1 R 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.

4.3.12 [G] | Ifitappears tothe FCA or PRA that an actuary has failed to comply with a duty imposed
on him under the Act, it may have the power to and may disqualify him under section

345 or 345A respectively of the Act. A list of actuaries who are disqualified may be found
on the FCA website (http://www.fca.org.uk).

Conflicts of interest

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

43.12A [} | A firm must take reasonable steps to ensure that an actuary who is to be,

or has been, appointed under B SUP 4.3.1 R:

(1) does not perform the function of chairman or chief executive of
the firm, or does not, if he is to perform the with-profits actuary
function, become a member of the firm's governing body; and

(2) does not perform any other function on behalf of the firm which
could give rise to a significant conflict of interest.

4.3.12B [G] | Both the actuarial function and the with-profits actuary function may be performed by
employfzes of.the firm or by f.:xteljnal .consulta.nts,. a}nd perforgnng qther functions on behalf
of the firm will not necessarily give rise to a significant conflict of interest. However, being
a director, or a senior manager responsible, say, for sales or marketing in a firm (or for
finance in a proprietary firm), is likely to give rise to a significant conflict of interest for
an actuary performing the with-profits actuary function. He nevertheless retains direct

access to the firm's governing body under M SUP 4.3.17 R (2).
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4.3.13 R

The actuarial function

An actuary appointed to perform the actuarial function must, in respect
of those classes of the firm's long-term insurance business which are
covered by his appointment:

(1)

(3)

advise the firm's management, at the level of seniority that is
reasonably appropriate, on the risks the firm runs in so far as
they may have a material impact on the firm's ability to meet
liabilities to policyholders in respect of long-term insurance
contracts as they fall due and on the capital needed to support
the business, including regulatory capital requirements;

monitor those risks and inform the firm's management, at the
level of seniority that is reasonably appropriate, if he has any
material concerns or good reason to believe that the firm:

(a) is not meeting liabilities to policybolders under long-term
insurance contracts as they fall due, or may not be doing
s0, or might not have done so, or might, in reasonably
foreseeable circumstances, not do so;

(b) is, or may be, effecting new long-term insurance contracts
on terms under which the resulting income earned is
insufficient, under reasonable actuarial methods and
assumptions, and taking into account the other financial
resources that are available for the purpose, to enable the
firm to meet its liabilities to policybolders as they fall due
(including reasonable bonus expectations);

(c) does not, or may not, have sufficient financial resources to
meet liabilities to policyholders as they fall due (including
reasonable bonus expectations) and the capital needed to
support the business, including regulatory capital
requirements or, if the firm currently has sufficient resources,
might, in reasonably foreseeable circumstances, not continue
to have them;

advise the firm's governing body on the methods and
assumptions to be used for the investigations required by
IPRU(INS) 9.4R or IPRU(FSOC) 5.1R and the calculation of
the with-profits insurance capital component under INSPRU
1.3 as applicable;

perform those investigations and calculations in (3), in
accordance with the methods and assumptions determined by
the firm's governing body;

report to the firm's governing body on the results of those
investigations and calculations in (3); and
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(6) in the case of a friendly society to which this section applies,
perform the functions of the appropriate actuary under section 87
(Actuary's report as to margin of solvency) of the Friendly Societies
Act 1992.

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 beA made at least yearly by the actuary or actuaries 'appomted to

perform the actuarial function, and to report on the result of that investigation. INSPRU
1.3 requires realistic basis life firms to calculate the with-profits insurance component as
part of their capital resources requirements. The firm is responsible for the methods and
assumptions used to determine the ligbilities attributable to its long-term insurance business.
The obligation on friendly societies to obtain a report from the 'appropriate actuary’
under section 87 of the Friendly Societies Act 1992 applies to a friendly society which is
to receive a transfer of engagements under section 86 (transfer of engagements to or by
a friendly society). The 'appropriate actuary' in this context is the actuary appointed to
perform the actuarial function, rather than the appropriate actuary under B SUP 4.4
(Appropriate actuaries).

4.3.15 [G] | MsuP4.3.13R is not intended to be exhaustive of the professional advice that a firm should
take whether from an actuary appointed under this chapter or from any other actuary

acting for the firm. Firms should consider what systems and controls are needed to ensure
that they obtain appropriate professional advice on financial and risk analysis; for example:

(1) risk identification, quantification and monitoring;
(2) stress and scenario testing;

(3) ongoing financial conditions;

(4) financial projections for business planning;

(5) investment strategy and asset-liability matching;
(6) individual capital assessment;

(7) pricing of business, including unit pricing;

(8) wvariation of any charges for benefits or expenses;
(9) discretionary surrender charges; and

(10) adequacy of reinsurance protection.

The with-profits actuary function

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

4.3.16 I3 | An actuary appointed to perform the with-profits actuary functions must:
° (1) advise the firm's management, at the level of seniority that is
reasonably appropriate, on key aspects of the discretion to be
exercised affecting those classes of the with-profits business of the
firm in respect of which he has been appointed;

B Release 136 @ April 2013 4.3.16



SUP 4 : Actuaries Section 4.3 : Appointment of actuaries

(2) where the firm is a realistic basis life firm advise the firm's
governing body as to whether the assumptions used to calculate
the with-profits insurance component under B INSPRU 1.3 are
consistent with the firm's PPFM in respect of those classes of
the firm's with-profits business;

(3) atleast once a year, report to the firm's governing body on key
aspects (including those aspects of the firm's application of its
Principles and Practices of Financial Management on which
the advice described in (1) has been given) of the discretion

. exercised in respect of the period covered by his report affecting

4

those classes of with-profits business of the firm;

(4) request from the firm such information and explanations as he
reasonably considers necessary to enable him properly to
perform the duties in (1) to (3);

(5) advise the firm as to the data and systems that he reasonably
considers necessary to be kept and maintained to provide the
duties in (4); and

(6) in the case of a friendly society to which this section applies,
perform the function of appropriate actuary under section 12
(Reinsurance) of the Friendly Societies Act 1992 or section 23A
(Reinsurance) of the Friendly Societies Act 1974 as applicable,
in respect of those classes of its with-profits business covered
by his appointment.

4.3.16A [ | An actuary appointed to perform the with-profits actuary function
FCA must:

(1) advise the firm's management, at the level of seniority that is
reasonably appropriate, on key aspects of the discretion to be
exercised affecting those classes of the with-profits business of
the firm in respect of which he has been appointed;

(2) where the firm is a realistic basis life firm advise the firm's
governing body as to whether the assumptions used to calculate
the with-profits insurance component under INSPRU 1.3 are
consistent with the firm's PPFM in respect of those classes of
the firm's with-profits business;

(3) at least once a year, report to the firm's governing body on key
aspects (including those aspects of the firm's application of its e
Principles and Practices of Financial Management on which
the advice described in (1) has been given) of the discretion
exercised in respect of the period covered by his report affecting
those classes of with-profits business of the firm;
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(4) in respect of each financial year, make a written report addressed
to the relevant classes of the firm's with-profits policybholders, to
accompany the firm's annual report under B COBS 20.4.7 R as to
whether, in his opinion and based on the information and
explanations provided to him by the firm, and taking into account
where relevant the rules and guidance in B COBS 20, the annual
report and the discretion exercised by the firm in respect of the
period covered by the report may be regarded as taking, or having
taken, the interests of the relevant classes of the firm's with-profits
policybolders into account in a reasonable and proportionate
manner;

(5) request from the firm such information and explanations as he

reasonably considers necessary to enable him properly to perform
the duties in (1) to (4);

(6) advise the firm as to the data and systems that he reasonably
considers necessary to be kept and maintained to provide the duties
in (5); and

(7) in the case of a friendly society to which this section applies,
perform the function of appropriate actuary under section 12
(Reinsurance) of the Friendly Societies Act 1992 or section 23A
(Reinsurance) of the Friendly Societies Act 1974 as applicable, in
respect of those classes of its with-profits business covered by his

appointment.
4.3.16B [G] | Inadvising or reporting on the exercise of discretion, an actuary performing the with-profits
FCA actuary function should cover the implications for the fair treatment of the relevant classes

of the firm's with-profits policybolders. His opinion on any communication or report to
them should also take into account their information needs and the extent to which the
communication or report may be regarded as clear, fair and not misleading. Aspects of
the business that should normally be included are:

(1) bonus rates to be applied to policies at maturity or on the death of a policybolder,
or when calculating the annual bonus;

(2) investment policy in the light of product descriptions disclosed to customers;
(3) surrender value methodology (including market value adjusters);

(4) new business plans and premium rates;

(5) allocation of expenses to with-profits business;

(6) investment fees to be charged to with-profits business;

(7) changes to the Principles and Practices of Financial Management; and

(8) communications with policybolders or potential policybolders on the issues in
(1) to (7).
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4.3.16C |G|
FCA
4.3.160 |G|

4.3.19 [G]

The reports in B SUP 4.3.16A R (3) and B SUP 4.3.16A R (4) should be proportionate to the
nature of the with-profits business. For smaller firms with fewer products, the extent
of reporting would be proportionately less.

Firms should normally obtain advice, from the actuary appointed to perform the
with-profits actuary function in respect of the affected class or classes of with-profits
business, whenever they are preparing to make key decisions based on the exercise of
discretion affecting their with-profits business. Firms should also have risk management
processes in place to ensure that all relevant matters are referred to the actuary for
advice.

A firm must require and allow any actuary appointed to perform the
with-profits actuary function to perform his duties and must:

(1) keep him informed of the firm's business and other plans
(including, where relevant, those of any related firm, to the
extent it is aware of these);

(2) provide him with sufficient resources (including his own time
and access to the time of others);

(3) hold such data and establish such systems as he reasonably
requires;

(4) request his advice about the likely effect of material changes in
the firm's business plans, practices or other circumstances on
the fair treatment of the relevant classes of the firm's with-profits
policyholders;

(5) pay due regard to his advice, whether provided in response to
a request under (4) or on the actuary's own initiative; this will
include, if he requests it, allowing him to present his advice
directly to the firm's governing body (that is, the board of
directors or, for a friendly society, the committee of
management); and

(6) ensure that where a conflict of interest may arise in relation to
the role of the with-profits actuary and the advice he gives, for
example due to the firm's reporting lines or remuneration
process, that potential conflict is identified and managed in
order to minimise the possible effect of the potential conflict on
the advice given.

A firm's duty to keep an actuary appointed to perform the with-profits actuary function
informed includes providing relevant information, even where the actuary does not
ask for it. The firm needs to appreciate that the actuary may be unaware of certain
business developments and so unable to request relevant information.

[deleted]
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4.3.20 3 | [deleted]

4.3.21 [G]| [deleted]
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4.4.1 R

4.4.2 R|

4.4.3 [G]

4.4t R |

4.4.5 [G]

4.4 Appropriate actuaries

Appointment of an appropriate actuary

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

A firm to which this section applies (see B SUP 4.1) and required by
IPRU(FSOC) 5.2(1) to ensure that an investigation is carried out must:

(1) appoint an actuary (the "appropriate actuary") to carry out
the triennial investigation and prepare an abstract of the report
as required by IPRU(FSOC) 5.2(2) and provide the interim
certificate or statement as required by IPRU(FSOC) 5.2(3); and

(2) appoint a replacement for that actuary if he ceases to hold office
before he has carried out the duty described in (1).

Appropriate actuaries' qualifications

--------------------------------------------------------------------------------------------------------------

Before a friendly society appoints an appropriate actuary, it must take
reasonable steps to ensure that the actuary is a Fellow of the Institute
of Actuaries or of the Faculty of Actuaries.

An appropriate actuary should have skills and experience appropriate to the nature,
scale and complexity of the firm's business and the requirements and standards under
the regulatory system to which it is subject. In complying with Principle 3, a firm
should have regard to whether its proposed appropriate actuary has adequate
qualifications and experience, and seek confirmation of this from the actuary, or the
actuary's current and previous employers, as appropriate.

A firm must not appoint as appropriate actuary an actuary who has
been 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.

If it appears to the FCA or PRA that an appropriate actuary has failed to comply with
a duty imposed on him under the Act, it may have the power to and may disqualify
him under section 345 or 345A respectively of the Act. A list of actuaries who have
been disqualified may be found on the FCA website (http://www.fca.org.uk).
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Specific duties of the appropriate actuary

4.4.6 3 | An appropriate actuary must carry out the triennial investigation and

prepare an abstract of the report as required by IPRU(FSOC) 5.2(2) and
provide the interim certificate or statement as required by IPRU(FSOC)
5.2(3).

4.4.7 [G] | [deleted]

4.4.8 3 | [deleted]

4.4.9 [G]| [deleted]
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4.5.1 3

4.5.2 [G]

4.5.3 3

4.5.4 [G]

4.5.5 [G]

4.5.6 [G]

4.5.7 [G]

4.5 Provisions applicable to all actuaries

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

An actuary appointed under this chapter must be objective in performing
his duties.

Objectivity requires the actuary to perform his duties in such a manner that he can
have an honest belief in his work and does not compromise the quality of his work or
his judgment. An actuary should not allow himself to be placed in situations where
he feels unable to make objective professional judgments.

An actuary appointed under this chapter must take reasonable steps to
satisfy himself that he is free from bias, or from any conflict of interest
from which bias may reasonably be inferred. He must take appropriate
action where this is not the case.

The appropriate action may include asking the firm's governing body to re-assign
temporarily some or all of his duties to another competent actuary. Where this is
insufficient, the actuary should resign his office.

If the actuary is an employee of the firm, the ordinary incentives of employment,
including profit-related pay, share options or other financial interests in the firm or
any associate, give rise to a conflict of interest only where they are disproportionate,
or exceptional, relative to those of other employees of equivalent seniority.

The guidance and professional conduct standards in current issue from the Institute
of Actuaries and the Faculty of Actuaries are relevant to compliance with BSUP 4.5.1 R
and M SUP 453 R.

Actuaries' statutory duty to report

(1)  Actuaries appointed under this chapter are subject to regulations made by
the Treasury under sections 342(5) and 343(5) of the Act (Information given
by auditor or actuary to a regulator). Section 343 and the regulations also
apply to an actuary of an authorised person in his capacity as an actuary of
a person with close links with the authorised person.

(2) These regulations oblige actuaries to report certain matters to the appropriate
regulator. Sections 342(3) and 343(3) of the Act provide that an actuary
does not contravene any duty by giving information or expressing an opinion
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to the appropriate regulator, if he is acting in good faith and he reasonably
believes that the information or opinion is relevant to any functions of the
appropriate regulator. These provisions continue to have effect after the end of
the actuary's term of appointment.

4.5.7A @ In relation to Lloyd's, an effect of the insurance market direction set out at B SUP 3.1.13 D
is that sections 342(5) and 343(5) of the Act (Information given by auditor or actuary to
a regulator) apply also to actuaries who are appointed to evaluate the long-term insurance
business of a syndicate.

Termination of term of office

4.5.8 [G] | Wsup4.5.9R to MSUP4.5.11 G apply to a person who is or has been an actuary appointed

under this chapter.

4.5.9 I3 | An actuary appointed under this chapter must notify the appropriate

regulator without delay if he:

(1) is removed from office by a firm; or
(2) resigns before his term of office expires; or

(3) is not reappointed by a firm.

4.5.10 I3 | An actuary who has ceased to be appointed under this chapter, or who
has been formally notified that he will cease to be so appointed, must notify

the appropriate regulator without delay:

(1) of any matter connected with the cessation which he thinks ought
to be drawn to the appropriate regulator's attention; or

(2) that there is no such matter.

4.5.11 [G]| When an actuary appointed under MSUP 4.3.1 R ceases to hold office, he ceases to perform
a controlled function. A firm is therefore required under B SUP 10B.12.10 R to tell the PRA
within seven business days of its actuary ceasing to hold office and to complete a
withdrawal form (Form C, SUP 10A Annex 6 R). Note also the requirement of

B SUP 10B.12.12 R in relation to qualified withdrawals.

Rights and duties

4.5.12 @ Section 341 of the Act (Access to books etc.) provides that an actuary appointed under
or as a result of the Act:
(1) has a right of access at all times to the firm's books, accounts and vouchers;
and

(2) is entitled to require from the firm's officers such information and explanation
as he reasonably considers necessary to perform his duties as actuary.
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4.5.13 R|

4.5.14 [G]

When carrying out his duties, an actuary appointed under this chapter
must pay due regard to generally accepted actuarial practice.

The standards and guidance issued from time to time by the Institute of Actuaries and
the Faculty of Actuaries are important sources of generally accepted actuarial practice.
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4.6 Lloyd's

Appointment of the Lloyd's actuary and syndicate actuaries

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

4.6.1 I3 | The Society must:
(1) appoint an actuary to perform the Lloyd's actuary function;

(2) notify the PRA, without delay, when it is aware that a vacancy in
the office of Lloyd's actuary will arise or has arisen, giving the
reason for the vacancy;

(3) appoint an actuary to fill any vacancy in the office of Lloyd's
actuary that has arisen; and

(4) ensure that the replacement actuary can take up office at the time
the vacancy arises or as soon as reasonably practicable after that.

4.6.2 [G] | The functions performed by the actuary appointed as the Lloyd's actuary under MSUP 4.6.1 R
are specified as controlled functions in B SUP 10B (PRA-Approved persons). As a result,
an application must be made to the PRA under section 60 of the Act (Applications for
approval) for approval of the person proposing to take up such an appointment. Section
61(3) of the Act (Determination of applications) gives the PRA three months to grant its
approval or give a warning notice that it proposes to refuse the application. An actuary
should not be appointed until the PRA with the consent of the FCA has approved the
actuary. In order to comply with B SUP 4.6.1 R, the Society should ensure it applies to the
PRA as soon as practicable before the date when it needs the actuary to take office. The
PRA will need time to consider the application before deciding whether to grant approval.

QUalIfICations | e
4.6.3 L3 | Before the Society applies for approval of its proposed appointment of the
Lloyd's actuary under MSUP 4.6.1 R, it must take reasonable steps to ensure

that the actuary:

(1) has the required skill and experience to perform his functions under
the regulatory system; and

(2) is a Fellow of the Institute of Actuaries or of the Faculty of
Actuaries.
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4.6.5 R|

4.6.6 [G]

4.6.7 R

To comply with B SUP 4.6.3 R and Principle 3, before the Lloyd's actuary takes up his
appointment the Society should ensure that the actuary:

(1) has skills and experience appropriate to the nature, scale and complexity of
the Society's business and the requirements and standards under the
regulatory system to which it is subject; and

(2) has adequate qualifications and experience, which includes holding an
appropriate practising certificate under the rules of the Institute of Actuaries
or the Faculty of Actuaries;

and seek confirmation of these from the actuary, or the actuary's current and previous
employers, as appropriate.

Disqualified actuaries

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

The Society must not appoint under B SUP 4.6.1 R as Lloyd's actuary 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:

(1) as an actuary for the Society; or
(2) as a syndicate actuary; or

(3) as an actuary for any other relevant class of firm.

If it appears to the FCA or PRA that an actuary has failed to comply with a duty
imposed on him under the Act, it may have the power to and may disqualify him under
section 345 or 345A respectively of the Act. A list of actuaries who are disqualified
may be found on the FCA website.

Conflicts of interest

The Society must take reasonable steps to ensure that an actuary who
is to be, or has been, appointed under B SUP 4.6.1 R:

(1) does not perform the function of chairman or chief executive
of the Society; and

(2) does not perform any other function on behalf of the Society
which could give rise to a significant conflict of interest.

The Lloyd's actuary function

An actuary who has been appointed to perform the Lloyd's actuary
function must:

(1) prepare the statement required under IPRU(INS) 9.58 (1) to be
annexed to the Lloyd's Return; and
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(2) take reasonable steps to ensure that the general insurance business
technical provisions for each syndicate year have been reviewed
by the syndicate actuary and that an appropriate opinion has been
obtained under W SUP 4.6.15 R; and

(3) where a syndicate actuary's opinion has not been provided, sets
appropriate technical provisions and, within six months of the
end of the financial year, submits a report to the PRA on the setting
of those technical provisions.

Appointment of syndicate actuaries

4.6.9 I} | Each managing agent must, in respect of each syndicate it manages:

(1) appoint an actuary (the "syndicate actuary") to carry out the
duties described in B SUP 4.6.15 R or B SUP 4.6.16 R; and

(2) appoint a replacement for that actuary if he ceases to hold office
before he has carried out the duties described in B SUP 4.6.15 R or
W SUP 4.6.16 R; and

(3) ensure that the replacement syndicate actuary can take up office
at the time the vacancy arises or as soon as reasonably practicable

after that.
4.6.10 @ (1)  The insurance market direction and guidance set out in Bl SUP 3.1.4 G to
B SUP 3.1.15 G is relevant to actuaries appointed to report on the insurance

business of members.

(2) References in M SUP 4, as applied by M SUP 4.1.3 R, to a firm include, where
appropriate:
(a) a managing agent; and

(b) one or more member carrying on insurance business at Lloyd's policy
through a syndicate;

and references to an actuary of a firm should be read accordingly.

Syndicate actuaries' qualifications

4.6.11 [} | Before a managing agent appoints a syndicate actuary, it must take
reasonable steps to ensure that the syndicate actuary:

(1) has the required skill and experience to perform his duties; and
(2) is a fellow of an actuarial body or (except for a syndicate actuary

of a long-term insurance business syndicate) is a fellow of the
Casualty Actuarial Society who is a member of an actuarial body.
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4.6.15

To comply with BSUP 4.6.11 R and Principle 3, before a syndicate actuary takes up his
appointment a managing agent should ensure that the syndicate actuary:

(1) has skills and experience appropriate to the nature, scale and complexity of
a syndicate's business and the requirements and standards under the
regulatory system applicable to the activities of managing agents in relation
to each syndicate which they manage; and

(2) has adequate qualifications and experience, which includes holding an
appropriate practising certificate under the rules of the Institute of Actuaries
or the Faculty of Actuaries;

and seeks confirmation of these from the syndicate actuary, or the syndicate actuary's
current and previous employers, as appropriate.

Disqualified actuaries

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

A managing agent must not appoint under B SUP 4.6.9 R as syndicate
actuary 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:

(1) as a syndicate actuary; or
(2) as a Lloyd's actuary; or
(3) as an actuary for a relevant class of firm.

If it appears to the FCA or PRA that an actuary has failed to comply with a duty
imposed on him under the Act, it may have the power to and may disqualify him under
section 345 or 345A respectively of the Act. A list of actuaries who are disqualified
may be found on the FCA website.

Duties of syndicate actuaries

The syndicate actuary of a long-term insurance business syndicate
must:

(1) make an investigation at the end of each financial year into the
financial condition of the business carried on through each
syndicate year (other than a closed year);

(2) make an abstract of his report of the investigation; and

(3) prepare the certificate required under IPRU(INS) 9.58 (3) to be
annexed to the Lloyd's Return.
22
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4.6.16 I} | The syndicate actuary of a general insurance business syndicate must:

(1) review the technical provisions (both gross and net of reinsurance
recoveries) of each syndicate year (other than a closed year); and

(2) provide his opinion confirming that the technical provisions for
each syndicate year are no less prudent than his best estimate of
the amounts required.

4.6.17 I | If a managing agent becomes aware that the syndicate actuary of a general
insurance business syndicate will or may be unable to produce an
unqualified opinion under M SUP 4.6.16 R, the managing agent must promptly
inform the PRA that this is the case.

4.6.18 Id | In carrying out his duties a syndicate actuary must pay due regard to
generally accepted actuarial best practice.

4.6.19 @ The standards and guidance issued by the Institute of Actuaries and the Faculty of Actuaries
are important sources of actuarial best practice.
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Section 5.1 : Application and purpose

5.1.1 3

5.1.1A R|

5.1.1B [G]

FCA

5.1.2 [G]

5.1.3 [G]

5.1 Application and purpose

Application

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

(1) This chapter applies to every firm.

(2) The rules, and the guidance on rules in B SUP 5.5 (Duties of
firms), do not apply to a UCITS qualifier.

In respect of the FCA's power in section 166 of the Act (Reports by
skilled persons), reference to a firm in mSUP 5.5.1 R, @ SUP 5.5.5 R and
B SUP 5.5.9 R includes a recognised investment exchange.

In respect of the FCA's power in section 166 of the Act (Reports by skilled persons),
the guidance in this chapter applies to a recognised investment exchange in the same
way as it applies to a firm.

This chapter (other than the rules, and guidance on rules, in BSUP 5.5 (Duties of firms))
is also relevant to certain unauthorised persons within the scope of section 166 of the
Act (Reports by skilled persons) (sec B SUP 5.2.1 G).

Purpose

The purpose of this chapter is to give guidance on the appropriate regulator's use of
the power in section 166 (Reports by skilled persons) and section 166A (Appointment
of skilled person to collect and update information) of the Act. The purpose is also to
make rules requiring a firm to give assistance to a skilled person and, where a firm is
required to appoint a skilled person, to include certain provisions in its contract with
a skilled person. These rules are designed to ensure that the appropriate regulator
receives certain information from a skilled person and that a skilled person receives
assistance from a firm.
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5.2 The appropriate regulator's power

Who may be required to provide a report?

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

5.2.1 [G] | Under section 166 of the Act (Reports by skilled persons), the appropriate regulator may,
by giving a written notice, itself appoint a skilled person to provide it with a report, or

require any of the following persons to provide it with a report by a skilled person:
(1)  a firm,
(2) any other member of the firm'sgroup;
(3) a partnership of which the firm is a member;

(4) a person who has at any relevant time been a person falling within (1), (2) or
(3);

but only if the person is, or was at the relevant time, carrying on a business.

5.2.2 [G] | Under section 166A of the Act (Appointment of skilled person to collect and update
information), the appropriate regulator may require a firm to appoint, or itself appoint,

a skilled person to collect or update information.
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5.3.1A
FCA

5.3.2
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5.3.3
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5.3 Policy on the use of skilled persons

The appointment of a skilled person to produce a report under section 166 of the Act
(Reports by skilled persons) is one of the appropriate regulator's regulatory tools. The
tool may be used:

(1) for diagnostic purposes, to identify, assess and measure risks;

(2) for monitoring purposes, to track the development of identified risks,
wherever these arise;

(3) in the context of preventative action, to limit or reduce identified risks and
so prevent them from crystallising or increasing; and

(4) for remedial action, to respond to risks when they have crystallised.

B SUP 5 Annex 1 gives examples of circumstances in which the FCA may use the skilled
persons tool.

The decision by the appropriate regulator to require a report by a skilled person under
section 166 of the Act (Reports by skilled persons) will normally be prompted by a
specific requirement for information, analysis of information, assessment of a situation
, expert advice or recommendations or by a decision to seek assurance in relation to
a regulatory return . It may be part of the risk mitigation programme applicable to a
firm, or the result of an event or development relating or relevant to a firm, prompted
by a need for verification of information provided to the appropriate regulator or part
of the appropriate regulator's regular monitoring of a firm.

The decision by the appropriate regulator to require the collection or updating of
information by a skilled person under section 166A of the Act (Appointment of skilled
person to collect and update information) will be prompted where the appropriate
regulator considers there has been a breach of a requirement by a firm to collect, and
keep up to date, information of a description specified in the appropriate regulator's
rules.

When making the decision to require a report by a skilled person under section 166
(Reports by skilled persons) or the collection or updating of information by a skilled
person under section 166A (Appointment of skilled person to collect and update
information) of the Act, the appropriate regulator will have regard, on a case-by-case
basis, to all relevant factors. Those are likely to include:
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(1) circumstances relating to the firm;

(2) alternative tools available, including other statutory powers;
(3) legal and procedural considerations;

(4) the objectives of the appropriate regulator's enquiries;

(5) cost considerations; and

(6) considerations relating to appropriate regulator's resources.

B SUP 5.3.4 G to M SUP 5.3.10 G give further guidance on these listed factors.

Circumstances relating to the firm

The appropriate regulator will have regard to circumstances relating to the firm, for
example:

(1) attitude of the firm: whether the firm is being cooperative;

(2) history of similar issues: whether similar issues have arisen in the past and, if
so, whether timely corrective action was taken;

(3) quality of a firm's systems and records: whether the appropriate regulator has
confidence that the firm has the ability to provide the required information;

(4) objectivity: whether the appropriate regulator has confidence in the firm's
willingness and ability to deliver an objective report;

(5) conflicts of interest: whether the subject matter of the enquiries or the report
involves actual or potential misconduct and it would be inappropriate for the
appropriate regulator to rely on the firm itself to enquire into the matter; and

(6) knowledge or expertise available to the firm: whether it would be appropriate
to involve a third party with the required technical expertise.

Alternative tools available, including other statutory powers

The appropriate regulator will have regard to alternative tools that may be available,
including for example:

(1) obtaining what is required without using specific statutory powers (for example,
by a visit by staff of the appropriate regulator or a request for information on
an informal basis);

(2) requiring information from firms and others, including authorising an agent to
require information, under section 165 of the Act (Power to require
information);

(3) appointing investigators to carry out general investigations under section 167
of the Act (Appointment of investigator in general cases) (see B EG 3 for the
appropriate regulator's policy on the use of this power); and
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5.3.6 [G]

5.3.7 [G]

5.3.8 [G]

(4) appointing investigators to carry out investigations in particular cases under
section 168 of the Act (Appointment of investigator in specific cases) (see
B EG 3 for the appropriate regulator's policy on the use of this power).

Legal and procedural considerations

The appropriate regulator will have regard to legal and procedural considerations
including:

(1) statutory powers: whether one of the other available statutory powers is
more appropriate for the purpose than the power in section 166 (Reports
by skilled persons) or section 166A (Appointment of skilled person to collect
and update information) of the Act;

(2) subsequent proceedings: whether it is desirable to obtain an authoritative
and independent report for use in any subsequent proceedings; and

(3) application of the Handbookrules: whether it is important that the relevant
rules in the Handbook should apply, for example BSUP 5.5.1 R which obliges
the firm to require and permit the skilled person to report specified matters
to the appropriate regulator.

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

The appropriate regulator will have regard to the objectives of its enquiries, and the
relative effectiveness of its available powers to achieve those objectives. For example:

(1) historic information or evidence: if the objectives are limited to gathering
historic information, or evidence for determining whether enforcement action
may be appropriate, the appropriate regulator's information gathering and
investigation powers under sections 165 (Power to require information), 167
(Appointment of investigator in general cases) and 168 (Appointment of
investigator in specific cases) of the Act are likely to be more appropriate
than the power in section 166 (Reports by skilled persons) or section 166A
(Appointment of skilled person to collect and update information) of the
Act; and

(2) expert analysis or recommendations: if the objectives include obtaining expert
analysis or recommendations (or both) for diagnostic, monitoring,
preventative or remedial purposes, the section 166 power (Reports by skilled
persons) may be an appropriate power to use, instead of, or in conjunction
with, the appropriate regulator's other available powers.

Cost considerations

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

In accordance with its general policy the appropriate regulator will have regard to the
question of cost, which is particularly pertinent in relation to skilled persons because:

(1) if the appropriate regulator uses the section 166 power (Reports by skilled
persons) or the section 166A power (Appointment of skilled person to collect
and update information), either the firm will appoint, and will have to pay
for the services of, the skilled person, or the appropriate regulator will
appoint, and will require under B FEES 3.2.7 R (zp) or Bl FEES 3.2.7 R (zq) that
the relevant firm pays for the services of, the skilled person;
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(2)  if the appropriate regulator uses its other information gathering and investigation
powers, it will either authorise or appoint its own staff to undertake the
information gathering or investigation (or both), or it will pay for the services
of external competent persons to do so; in either case the costs will be recovered
under the appropriate regulator's general fee scheme.

In having regard to the cost implications of using the section 166 power (Reports by
skilled persons) or the section 166A power (Appointment of skilled person to collect and
update information) alternative options (such as visits) or other powers, the appropriate
regulator will take into account relevant factors, including:

(1) whether the firm may derive some benefit from the work carried out and
recommendations made by the skilled person, for instance a better understanding
of its business and its risk profile, or the operation of its information systems,
or improvements to its systems and controls;

(2) whether the work to be carried out by the skilled person is work that should
reasonably have been carried out by the firm, or by persons instructed by the
firm on its own initiative; for instance a compliance review or the development
of new systems;

(3) whether the firm's record-keeping and management information systems are
poor and:

(a) the required information and documents are not readily available; or

(b) an analysis of the required information cannot readily be performed without
expert assistance;

(4)  whether the firm appears to have breached requirements or standards under
the regulatory system or otherwise put the interests of consumers at risk, and
it is unable or unwilling to review and remedy the matters of concern, or the
appropriate regulator considers that it cannot rely on the firm to do so; and

(5) the perceived probability and seriousness of possible breaches of regulatory
requirements and the possible need for further action.

[deleted]

Considerations relating to appropriate reqgulator resources

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

The appropriate regulator will have regard to appropriate regulator-related considerations
including;:

(1) appropriate regulator expertise: whether the appropriate regulator has the
necessary expertise; and

(2) appropriate regulator resources: whether the resources required to produce a
report or to make enquiries or to appoint a skilled person itself are available
within the appropriate regulator, or whether the exercise will be the best use of
the appropriate regulator's resources at the time.
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5.4 Appointment and reporting process

Scope of report

Where the appropriate regulator requires a report by a skilled person under section
166 of the Act (Reports by skilled persons), the appropriate regulator will send a notice
in writing requiring the person in M SUP 5.2.1 G to provide a report by a skilled person,

or notifying the person in B SUP 5.2.1 G in writing of the appropriate regulator's
appointment of a skilled person to provide a report, on any matter if it is reasonably
required in connection with the exercise of its functions conferred by or under the Act.
The appropriate regulator may require the report to be in whatever form it specifies
in the notice .

Where the appropriate regulator requires the updating or collection of information by
a skilled person under section 166A of the Act (Appointment of skilled person to
collect and update information), the appropriate regulator will send a notice in writing
requiring the firm to appoint a skilled person, or notifying the firm of the appropriate
regulator's appointment of a skilled person, to collect or update the relevant
information.

As part of the decision making process the appropriate regulator will normally contact
the person in M SUP 5.2.1 G or in M SUP 5.2.2 G to discuss its needs before finalising its
decision to require a report or the updating or collection of information by a skilled
person. This will provide an opportunity for discussion about the appointment, whether
an alternative means of obtaining the information would be better, what the scope of
a report should be, who should be appointed, who should appoint, and the likely cost.

The appropriate regulator will give written notification to the person in B SUP 5.2.1 G
or M SUP 5.2.2 G of the purpose of the report or collection or updating of information,
its scope, the timetable for completion and any other relevant matters. The appropriate
regulator will state the matters which the report is to contain, or the information which
is to be collected or updated, as well as any requirements as to the report's format.
For example, a report on controls may be required to address key risks, key controls
and the control environment. The appropriate regulator attaches importance to there
being a timetable for each report and to the skilled person, with the cooperation of
the person in M SUP 5.2.1 G or the firm in B SUP 5.2.2 G, as relevant , keeping to that
timetable.

The written notification in B SUP 5.4.3 G may be preceded or followed by a discussion
of the appropriate regulator's requirements and the reasons for them. This may involve
theappropriate regulator, the person in BSUP 5.2.1 G or in B SUP 5.2.2 G and the person
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who has been, or is expected to be, appointed as the skilled person. Theappropriate
regulator recognises that there will normally be value in holding discussions involving the
skilled person at this stage. These discussions may include others if appropriate.

The appropriate regulator will wish to conduct the discussion with the firm, its
skilledperson and any others within a timescale appropriate to the circumstances of the
case.

Appointment process

Where the skilled person is appointed by the person in B SUP 5.2.1 G or M SUP 5.2.2 G, the
appropriate regulator will normally seek to agree in advance with the person in BSUP 5.2.1 G

or B SUP 5.2.2 G, the appropriate regulatorthe skilled person who will make the reportor
collect or update the relevant information. The Act requires that such skilled person be
nominated or approved by theappropriate regulator:

(1) if the appropriate regulator decides to nominate the skilled person who is to
make the report or collect or update the information, it will notify the person

in M SUP 5.2.1 G or M SUP 5.2.2 G accordingly; and

(2) alternatively, if the appropriate regulator is content to approve a skilled person
selected by the person in M SUP 5.2.1 G or B SUP 5.2.2 G, it will notify the latter
person of that fact.

The appropriate regulator may give the person in MSUP 5.2.1 G or B SUP 5.2.2 G a shortlist
from which to choose.

A skilled person must appear to the appropriate regulator to have the skills necessary to
make a report on the matter concerned or collect or update the relevant information. A
skilled person may be an accountant, lawyer, compliance consultant, actuary or person

with relevant business, technical or technological skills.

When considering whether to nominate, approve or appoint a skilled person to make a
report or collect or update information, the appropriate regulator will have regard to the
circumstances of the case, including whether the proposed skilled person appears to have:

(1)  the skills necessary to make a report on the matter concerned or collect or update
the relevant information;

(2) the ability to complete the report or collect or update the information within
the time expected by the appropriate regulator;

(3) any relevant specialised knowledge, for instance of the person in MSUP 5.2.1 G
or M SUP 5.2.2 G, the type of business carried on by the person in MSUP 5.2.1 G or

B SUP 5.2.2 G, or the matter to be reported on or information to be collected or
updated;

(4) any professional difficulty or potential conflict of interest in reviewing the
matters to be reported on, or the information to be collected or updated, for
instance because it may involve questions reflecting on the quality or reliability
of work previously carried out by the proposed skilled person; and
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5.4.10 [G]

5.4.10A  [G]

5.4.11 [G]

5.4.12 [G]

(5) enough detachment, bearing in mind the closeness of an existing professional
or commercial relationship, to be able to collect or update the information
or to give an objective opinion on matters such as:

(a) matters already reported on by the skilled person (for example, on the
financial statements of the person in M SUP 5.2.1 G or in M SUP 5.2.2 G or
in relation to their systems and controls); or

(b) matters that are likely to be contentious and may result in disciplinary
or other enforcement action against the person in MSUP 5.2.1 G or
W SUP 5.2.2 G, its management, sharebolders or controllers; or

(c) matters that the skilled person has been involved in, in another capacity
(for example, when a skilled person has been involved in developing an
information system it may not be appropriate for him to provide a
subsequent opinion on the adequacy of the system).

In appropriate circumstances, it may be cost effective for the appropriate regulator to
nominate or approve the appointment of, or appoint itself, a skilled person who has
previously acted for, or advised, the person in BSUP 5.2.1 G or BSUP 5.2.2 G. For example,
the appropriate regulator may nominate or approve the appointment of, or appoint,
the auditor of a person in M SUP 5.2.1 G or M SUP 5.2.2 G to prepare a report or collect
or update the information taking into account, where relevant, the considerations set
out in M SUP 5.4.7 G.

Reporting process

Where the skilled person is appointed by the person in BSUP 5.2.1 G or M SUP 5.2.2 G,
the appropriate regulator will normally require the skilled person to be appointed to
report to the appropriate regulator through that person. In the normal course of events
the appropriate regulator expects that the person in BSUP 5.2.1 G or B SUP 5.2.2 G will
be given the opportunity to provide written comments on the report or the collection
of the relevant information prior to its submission to the appropriate regulator.

Where the skilled person is to be appointed by the appropriate regulator itself, the
skilled person will report directly to the appropriate regulator.

The appropriate regulator may enter into a dialogue with the skilled person, and is
ready to discuss matters relevant to the report or the collection or updating of the
relevant information with him, during the preparation of the report or the collection
or updating of the relevant information. Such discussions may involve or be through
the person in B SUP 5.2.1 G or M SUP 5.2.2 G.

The appropriate regulator will normally specify a time limit within which it expects
the skilled person to deliver the report or collect or update the relevant information.
Where the skilled person is appointed by the person in BSUP 5.2.1 G or B SUP 5.2.2 G,
the skilled person should, in complying with its contractual duty under M SUP 5.5.1 R,
take reasonable steps to achieve delivery by that time. If the skilled person becomes
aware that the report may not be delivered, or collection or updating of the relevant
information may not be, on time, he should inform the appropriate regulator and the
person in BSUP 5.2.1 G or MSUP 5.2.2 G as soon as possible. Where the skilled person is

appointed by the person in B SUP 5.2.1 G or B SUP 5.2.2 G, if the skilled person becomes
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aware that there may be difficulties delivering the report or collecting or updating the
relevant information within cost estimates, he will no doubt wish to advise the firm.

5.4.13 |G| | The appropriate regulator may meet with the person in M SUP 5.2.1 G or MSUP 5.2.2 G and
the skilled person together to discuss the final report. The appropriate regulator may also

wish to discuss the final report with the skilled person present but without the person in
M SUP5.2.1Gor MSUP5.2.2G.
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5.5.1

5.5 Duties of firms

Contract with the skilled person

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

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

When a firm appoints a skilled person to provide a report under section
166 (Reports by skilled persons) or collect or update information under
section 166A (Appointment of skilled person to collect and update
information) of the Act, the firm must, in a contract with the skilled

person:

(1) require and permit the skilled person during and after the course
of his appointment:

(a) to cooperate with the appropriate regulator in the discharge
of its functions under the Act in relation to the firm; and

(b) to communicate to the appropriate regulator information

on,

or his opinion on, matters of which he has, or had,

become aware in his capacity as skilled person reporting on
the firm in the following circumstances:

(1)

(1)

(i)

the skilled person reasonably believes that, as regards
the firm concerned (A) there is or has been, or may be
or may have been, a contravention of any relevant
requirement that applies to the firm concerned; and (B)
that the contravention may be of material significance
to the appropriate regulator in determining whether to
exercise, in relation to the firm concerned, any functions
conferred on the appropriate regulator by or under any
provision of the Act other than Part VI. (Official Listing);
or

the skilled person reasonably believes that the
information on, or his opinion on, those matters may
be of material significance to the appropriate regulator
in determining whether the firm concerned satisfies and
will continue to satisfy the threshold conditions; or

the skilled person reasonably believes that firm is not,
may not be or may cease to be a going concern;
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(2) require the skilled person to prepare a report or collect or update
information, as notified to the firm by the appropriate regulator,
within the time specified by the appropriate regulator; and

(3) waive any duty of confidentiality owed by the skilled person to
the firm which might limit the provision of information or opinion
by that skilled person to the appropriate regulator in accordance
with (1) or (2). (See also B SUP 5.5.13 G and B SUP 5.6)

5.5.2 [G]| Incomplying with the contractual duty in MISUP 5.5.1R (1) the appropriate regulator expects
that a skilled person appointed by a firm under section 166 (Reports by skilled persons)

or section 166A (Appointment of skilled person to collect and update information) of the
Act will cooperate with the appropriate regulator by, amongst other things, providing
information or documentation about the planning and progress of the report and its
findings and conclusions, if requested to do so. A firm should therefore ensure that the
contract it makes with the skilled person requires and permits the skilled person to provide
the following to the appropriate regulator if requested to do so:

(1) interim reports;
(2) source data, documents and working papers;
(3) copies of any draft reports given to the firm; and

(4) specific information about the planning and progress of the work to be
undertaken (which may include project plans, progress reports including
percentage of work completed, details of time spent, costs to date, and details
of any significant findings and conclusions).

5.5.3 [G] | If the appropriate regulator is considering asking for the information specified in
B sUP 5.5.2 G it will take into consideration the cost of the skilled person complying with

the request, and the benefit that the appropriate regulator may derive from the information.
For example, in most cases, the appropriate regulator will not need to request a skilled
person to give it source data, documents and working papers. However, the appropriate
regulator may do so when it reasonably believes that this information will be relevant to
any investigation it may be conducting, or any action it may need to consider taking
against the firm.

5.5.4 [G]| Incomplying with the contractual duty in MSUP 5.5.1 R, the appropriate regulator expects
that, in the case of substantial or complex reports, the skilled person will give a periodic

update on progress and issues to allow for a re-focusing of the report if necessary. The
channel of communication would normally be directly between the skilled person and the
appropriate regulator . However, the appropriate regulator would also expect firms
normally to be informed about the passage of information, and the skilled person would
usually be expected to keep the firm informed of any communication between the skilled
person and the appropriate regulator.

PAGE
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5.5.5 L | A firm must ensure that the contract required by B SUP 5.5.1 R:

(1) is governed by the laws of a part of the United Kingdom;
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5.5.7 [G]

5.5.8 [G]

5.5.9 R|

(2) expressly

(a) provides that the appropriate regulator. has a right to
enforce the provisions included in the contract under
W SUP5.5.1 R and ®SUP 5.5.5 R (2);

(b) provides that, in proceedings brought by the appropriate
regulator for the enforcement of those provisions, the skilled
person is not to have available by way of defence, set-off or
counterclaim any matter that is not relevant to those
provisions;

(c) (if the contract includes an arbitration agreement) provides
that the appropriate regulator is not, in exercising the right
in (a), to be treated as a party to, or bound by, the
arbitration agreement; and

(d) provides that the provisions included in the contract under
B SUP 5.5.1 R and B SUP 5.5.5 R (2) are irrevocable and may
not be varied or rescinded without the appropriate
regulator's consent; and

(3) is not varied or rescinded in such a way as to extinguish or alter
the provisions referred to in (2)(d).

The Contracts (Rights of Third Parties) Act 1999, or Scots common law, enables the
appropriate regulator to enforce the rights conferred on it under the contract required

by B SUP 5.5.1 R against the skilled person.

If the appropriate regulator considers it appropriate, it may request the firm to give it
a copy of the draft contract required by B SUP 5.5.1 R before it is made with the skilled

person. The appropriate regulator will inform the firm of any matters that it considers
require further clarification or discussion before the contract is finalised.

The appropriate regulator expects the firm, including where applicable in complying
with Principle 11, to give the appropriate regulator information about the cost of the
skilled persons report. This may include both an initial estimate of the cost as well as
the cost of the completed report. This information is required to help inform the
appropriate regulator's decision making in the choice of regulatory tools. Information
about the number and cost of reports by skilled persons will be published by the
appropriate regulator.

Assisting the skilled person

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

A firm must provide all reasonable assistance to any skilled person
appointed to provide a report under section 166 (Reports by skilled
persons) or to collect or update information under section 166A

(Appointment of skilled person to collect and update information) of
the Act.
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In providing reasonable assistance under MSUP 5.5.9 R, a firm should take reasonable steps
to ensure that, when reasonably required by the skilled person, each of its appointed
representatives or, where applicable, tied agents waives any duty of confidentiality and
provides reasonable assistance as though B SUP 5.5.1 R (3) and B SUP 5.5.9 R applied directly
to the appointed representative or tied agent .

Reasonable assistance in B SUP 5.5.9 R should include:

(1)

access at all reasonable business hours for the skilled person to the firm's
accounting and other records in whatever form;

(2) providing such information and explanations as the skilled person reasonably
considers necessary or desirable for the performance of his duties; and
(3) permitting a skilled person to obtain such information directly from the firm's

auditor as he reasonably considers necessary or desirable for the proper
performance of his duties.

Responsibility for delivery

When a firm appoints a skilled person to provide a report under section 166 (Reports by
skilled persons) or collect or update information under section 166A (Appointment of
skilled person to collect and update information) of the Act, a firm is expected , including
where applicable in complying with Principle 11, to take reasonable steps to ensure that
a skilled person delivers a report or collects or updates information in accordance with
the terms of his appointment.

Assistance to skilled persons from others

In respect of the appointment of a skilled person under section 166 of the Act (Reports

by skilled persons), section 166(7) of the Act imposes a duty on certain persons to give

assistance to a skilled person. The persons on whom this duty is imposed are those who
are providing, or have at any time provided, services to any person falling within

B SUP 5.2.1 G. They include suppliers under material outsourcing arrangements.

In respect of the appointment of a skilled person under section 166A (Appointment of
skilled person to collect and update information) of the Act, under section 166A(5) a
skilled person may require any person to provide all such assistance as the skilled person
may reasonably require to collect or update the information in question.
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5.6.1 [G]

5.6.2 [G]

5.6.3 [G]

5.6 Confidential information and privilege

Confidential information

Within the legal constraints that apply, the appropriate regulator may pass on to a
skilled person any information which it considers relevant to the skilled person's
function. A skilled person, being a primary recipient under section 348 of the Act
(Restrictions on disclosure of confidential information by Authority etc.), is bound by
the confidentiality provisions in Part XXIII of the Act (Public record, disclosure of
information and cooperation) as regards confidential information he receives from the
appropriate regulator or directly from a firm or other person. A skilled person may
not pass on confidential information without lawful authority, for example, where an
exception applies under the Financial Services and Markets Act 2000 (Disclosure of
Confidential Information) Regulations 2001 (SI 2001/2188) or with the consent of
the person from whom that information was received and (if different) to whom the
information relates. The appropriate regulator will indicate to a skilled person if there

is any matter which cannot be discussed with the person in BSUP 5.2.1 G.

Banking confidentiality and legal privilege

The limitations in the following sections of the Act are relevant to this chapter:

(1) section 175(5) (Information and documents: supplemental provisions) under
which a person may be required under Part XI of the Act (Information
Gathering and Investigations) to disclose information or produce a document
subject to banking confidentiality (with exceptions); and

(2) section 413 (Protected items), under which no person may be required to
produce, disclose or allow the inspection of protected items.

In respect of the appointment of a skilled person under section 166A (Appointment
of skilled person to collect and update information) of the Act, a contractual or other

requirement imposed on a person to keep any information confidential will not apply
if:

(1) the information is or may be relevant to anything required to be done as
part of the skilled person's appointment under section 166A (Appointment
of skilled person to collect and update information) of the Act;

(2) a firm or a skilled person requests or requires the person to provide the
information for the purpose of securing that those things are done; and
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(3) the appropriate regulator has approved the making of the request or the
imposition of the requirement before it is made or imposed.

5.6.4 [G] | A firm may provide information that would otherwise be subject to a contractual or other
requirement to keep it in confidence if it is provided for the purposes of anything required

to be done in respect of the skilled person's collection or updating of information under

section 166A (Appointment of skilled person to collect and update information) of the
Act.
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Non-exhaustive list of examples of when the FCA may use the skilled person tool
(This Annex belongs to SUP 5.3.1AG)

Toolkit purpose

Diagnostic

Diagnostic/monitoring

Monitoring

Purpose for use of tool

* To find out more about a concern (e.g. the
result of a visit, risk assessment, or notifica-
tion) and determine whether action is needed
to mitigate a risk to the regulatory objectives
or to determine whether there may have been
a breach of a rule or of a threshold condition
or, in the case of an RIFE, failure to meet the
recognised requirements.

* To assess the implications of, and firm's*
response to, a change of circumstances e.g.

- proposed entry into new business area;
- new control structure;

- merger or take-over;

- new IT system; or

- launch of an E-Commerce venture.

* To verify information provided to the FCA.

* To collect information required by but not
provided to the F'CA by the firm*.

* To update information previously provided
to the FCA but not kept up to date by the
firm*.

* To review systems and controls

* To complement baseline monitoring

Examples of reasons for use of
tool

* Concern about effectiveness of the firm's*
internal audit department.

* Concern about reliability of submitted finan-
cial returns.

* Inability of a firm* to quantify its current
financial position.

* Assessment of consequences of incomplete
customer files.

* Concern about quality of systems and con-
trols.

* Indication of financial crime or money
laundering.

* Concern about a firm's* controller.

* Assessment of control structure when a bank
(specialising in consumer lending) diversifies
into commercial lending.

* Verification of a specific return to give
theF’CA assurance of the quality of informa-
tion provided.

» Failure by a firm* to provide or keep up to
date information required by the FCA4.

 Assessment of systems and controls in
firms* where identified as a risk mitigation

priority.

* In-depth review of part of a firm* which is
material to the firm's risk profile but of which
the FCA does not consider it has an adequate,
up-to-date understanding.
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Purpose for use of tool

Toolkit purpose

Examples of reasons for use of
tool

Preventative * To gather and analyse information on an
identified risk and develop recommendations
for resolution.

Remedial * To assist in the design of a customer redress

programme.

* To assist in the design of a remedial action

plan.

* To oversee and report on remedial action

plan.

* or, where applicable, the other persons in SUP 5.2.1 G.

Review of identified control weaknesses over
client money to obtain recommendations to
ensure compliance with the relevant rules.

* Where possible, the FCA has identified
possible losses from failure to reconcile assets
or from mis-posting of transactions to the
general ledger.

* To report on quality of work undertaken and
adherence to milestones in the action plan.

Non-exhaustive list of examples of when the FCA may itself appoint a skilled person rather than require a firm to

do so

Purpose for use of
too

Toolkit purpose

Examples of reasons for use of tool

Diagnostic/ monitoring/ pre- (any of the above)
ventative/ remedial

* To provide a report or information that is urgently required.

* To assert a greater degree of control over the appointment
and oversight of the skilled person due to the sensitive nature
of the matter concerned.

* To assert a greater degree of control over the appointment
and oversight of the skilled person in circumstances where
more than one firm* is the subject of the same report or infor-
mation required.
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Section 6.1 : Application, interpretation and purpose

Part 4A permission and to impose, vary
or cancel requirements

6.1.1

6.1.2

6.1.3

6.1.3A

6]

6]

6]

6.1 Application, interpretation and purpose

Application

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

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

This chapter applies to every firm with a Part 4A permission which wishes to:

(1)

vary its Part 4A permission; or

cancel its Part 4A permission and end its authorisation ;
have a new requirement imposed on it;

vary a requirement imposed on it; or

cancel a requirement imposed on it.

If appropriate, a firm which is an authorised fund manager should also refer to Ml COLL 7
for guidance on the termination of ICVCs and AUTs and on winding up authorised
funds that are not commercially viable.

This chapter applies to an incoming firm or a UCITS qualifier only in respect of a
top-up permission. An incoming firm or a UCITS qualifier should refer to B SUP 14
(Variation of passport rights by incoming EEA firms and ending authorisation) for
the procedures for changes to permission granted under Schedules 3, 4 or 5 of the Act.

(1)

In W SUP 6 the "relevant regulator” is the regulator to which a firm with a
Part 4A permission has made or can make (in accordance with B SUP 6) an
application to vary or cancel its Part 4A permission or to have imposed on
it a new requirement or to vary or cancel any existing requirement (see

B SUP 6.2.3A G to M SUP 6.2.3E G).

Where the PRA can only determine an application with the consent of the
FCA, the FCA may request further information as if it were the relevant
regulator.

In some instances, the Act requires the FCA and the PRA to consult with
each other prior to exercising their powers under the Act. Details of where

consultation is required have not been set out in M SUP 6. Where a provision

in B SUP 6 makes reference to a power, the exercise of which by the FCA or
the PRA (as the case may be) requires consultation under the Act, firms
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or cancel requirements

should be aware that the regulator concerned will need to consult the other
regulator before exercising that power.

Purpose

6.1.4 [G] | This chapter explains:

(1) how a firm with a Part 4A permission can apply to the relevant regulator to
vary that permission;

(2) how a firm which has ceased to carry on any of the regulated activities for which
it has a Part 4A permission, or which expects to do so in the short term (normally
less than six months), should apply to the relevant regulator to cancel that
permission completely;

(2A) how a firm with a Part 4A permission can apply to the relevant regulator to:
(a) have a new requirement imposed on it; or

(b) vary a requirement imposed on it; or

(c) cancel a requirement imposed on it.

(3) the additional procedures that apply to a firm carrying on regulated activities
which create long term obligations to customers (for example, effecting contracts
of insurance, carrying out contracts of insurance or accepting deposits) that
needs to wind down (run off) its business over a long term period (normally
more than six months) and the applications it should make with a view to
ultimately cancelling its permission; and

(4) how the relevant regulator assesses those applications.

6.1.5 @ This chapter also outlines the relevant regulator's powers to withdraw authorisation from
a firm whose Part 4A permission has been cancelled at the firm's request.

6.1.6 @ This chapter does not cover the FCA's use of its own-initiative variation power to vary
FCA or cancel a firm's Part 4A permission or its own-initiative requirement power to impose,

vary or cancel a requirement (see B SUP 7 (Individual requirements) and B EG 8 (Variation
and cancellation of permission on the FCA's own initiative and intervention against
incoming firms)).

PAGE
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Section 6.2 : Introduction

Part 4A permission and to impose, vary
or cancel requirements

6.2.1

6.2.2

6.2.3

6.2.3A
FCA

6.2.3B

6]

6]

6]

6]

6.2 Introduction

A firm authorised under Part 4A of the Act (Permission to carry on regulated activity)
has a single Part 4A permission granted by the FCA or the PRA. A firm's Part 4A
permission specifies all or some of the following elements ( see Bl PERG 2 Annex 2 G
(Regulated activities and the permission regime) and the information online at the
FCA and PRA websites):

(1) adescription of the activities the firm may carry on, including any limitations;
(2) the specified investments involved; and

(3) if appropriate, requirements.

Under section 20(1) and 20(1A) of the Act (Authorised persons acting without
permission), a firm is prohibited from carrying on a regulated activity in the United
Kingdom (or purporting to do so) otherwise than in accordance with its permission.

[deleted]

If an FCA-authorised person wishes to change its Part 4A permission to:
(1) add a regulated activity, other than a PRA-regulated activity; or
(2) remove a regulated activity from those to which the permission relates; or

(3) vary the description of a regulated activity to which the permission relates;
or

(4) cancel the permission;

it can apply to the FCA under section 55H of the Act (Variation by FCA at request of
authorised person).

If an FCA-authorised person wishes to change its Part 4A permission, by adding to
the regulated activities to which the permission relates one or more regulated activities,
which include a PRA-regulated activity, it can apply to the PRA under section 551 of
the Act (Variation by PRA at request of authorised person). The PRA can determine
such an application only with the consent of the FCA.
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Part 4A permission and to impose, vary
or cancel requirements

6.2.3C @ If a firm with a Part 4A permission wishes the FCA to:
FCA
(1) impose a new requirement; or

(2) vary a requirement imposed by the FCA; or

(3) cancel such a requirement;

it can apply to the FCA under section 55L(5) of the Act (Imposition of Requirements by
FCA).

6.2.3D [G] | If a PRA-authorised person wishes to change its Part 4A permission to:
(1) add a regulated activity to those to which the permission relates; or
(2) remove a regulated activity from those to which the permission relates; or

(3) vary the description of a regulated activity to which the permission relates; or

(4) cancel the permission;

it can apply to the PRA under section 551 of the Act (Variation by PRA at request of
authorised person). The PRA can determine such an application, other than an application
to cancel the permission, only with the consent of the FCA.

6.2.3E [G] | If a PRA-authorised person wishes the PRA to:

(1) impose a new requirement; or

(2) vary a requirement imposed by the PRA; or

(3) cancel such a requirement;

it can apply to the PRA under section S5M(5) of the Act (Imposition of Requirements by

PRA).
6.2.4 [G] | A firm intending to expand its business should assess, taking appropriate professional
advice where necessary, whether it will need to make an application in accordance with

B SUP 6 before making any changes to its business.

6.2.4A @ If a firm intends to transfer its business to a different legal entity it will need to apply to
the relevant regulator for cancellation of its Part 4A permission and the entity to which

the business is to be transferred will need to apply for a Part 4A permission.

6.2.4B [G] | Msupe6.2.5G sets out the differences between these types of applications and the

circumstances in which they should be made.

6.2.5 [G] | Table Variation and cancellation of Part 4A permission and imposition, variation and
cancellation of requirements. See M SUP 6.2.3A G to B SUP 6.2.3E G
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Part 4A permission and to impose, vary
or cancel requirements

Section 6.2 : Introduction

6.2.6

6]

Question

Variation of
Part 4A permis-
sion

Cancellation of
Part 4A permis-
sion

Imposition,
variation and
cancellation of
requirements

What does the applica- Individual elements A firm's entire Part ~ Any requirement im-

tion apply to? ofa firm's Part 44  4A4 permission andnot posed on a firm with
permission. Varia-  individual elements  a Part 44 permission.
tions may involve within it. Requirements may in-

adding or removing
categories of regulat-
ed activity or speci-
fied investments or
varying or removing
any /imitations in the

volve requiring the
firm concerned to take
or refrain from taking
a specified action.

firm's Part 44 permis-
sion.
In what circumstances If a firm: If a firm: 1. has If a firm:
is it usually appropri- ceased to carry on all
ate tomake anapplica- 1. wishes to change Of the regulated activ- | wishes to have a

tion?

the regulated activi-
ties it carries on in the

ities for which it has
Part 44 permission

new requirement im-
posed on it; or

United Kingdom un- (SUP 6.4); or 2. wishes

der a Part 44 permis- Of eXpectsto cease 5 ishes to vary or

sion (SUP 6.3); or carrying on all of the .o ce] a existing re-
regulated activities quirement imposed by

2. has the ultimate in- {of Which ithas Part o poyg or PRA (for

tention of ceasing ~ +4 Permission in the  oxample, if anything

carrying on regulated
activities but due to
the nature of those
regulated activities
(for example, accept-
ing deposits, or insur-
ance business) it will
require a long term
(normally over six
months) to wind
down (run off) its
business (see SUP 6.2.8
G to SUP 6.2.11 G and
SUP 6 Annex 4 G).

A firm which is seeking :

(1)

(2)

short term (normally
not more than six
months). In this case,
the firm may apply to
cancel its Part 44
permission prior to
ceasing the regulated
activities (see SUP 6.4.3
G).

to vary its Part 4A permission substantially; or

to cancel its Part 4A permission; or

relating to the firm's
individual circum-
stances change and
any existing require-
ment should be varied
or cancelled).

6
(3)

the imposition of a new requirement and/or the variation or cancellation of
any existing requirement,

should discuss its plans with its supervisory contact at the relevant regulator as early
as possible before making an application, in order to comply with Principle 11 (see
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Part 4A permission and to impose, vary
or cancel requirements

6.2.7

6.2.8

6.2.9

6.2.10

6.2.10A

6.2.11

B sUP 15.3.7 G ). These discussions will help the relevant regulator and the firm to agree
the correct approach for the firm.

If a firm intends to cease carrying on one or more regulated activities permanently, it
should give prompt notice to the appropriate regulator to comply with Principle 11 (see
B SUP 15.3.8 G (1)(d)). A firm should consider whether it needs to notify the appropriate
regulator before applying to vary or cancel its Part 4A permission.

Firms with long term liabilities to customers

Discussions with the appropriate regulator are particularly relevant where the firm has
to discharge obligations to its customers or policyholders before it can cease carrying on
a regulated activity. This may be the case, for example, where the firm is an insurer, a
bank a dormant account fund operator, or, as is often the case, holding client money or
customer assets.

If an insurer , a bank , or a dormant account fund operator wishes to cease carrying on
all regulated activities for which it has Part 4A permission, it will usually be necessary to
wind down the business over a long term period which is normally more than six months.
This may also be the case for a firm holding client money or customer assets. In these
circumstances, it will usually be appropriate for the firm to apply for variation of its Part
4A permission and/or imposition of a new requirement, variation of any existing
requirement or cancellation of such a requirement before commencing the wind-down.
A firm should only make an application for cancellation of permission when it expects
to complete its wind-down (run-off) within six months.

A firm which is winding down (running off) its activities should contact its supervisory

contact at the appropriate regulator to discuss its circumstances. Discussions will focus

on the firm's winding down plans and the need for the firm to vary or cancel its Part 4A
permission and/or the need to impose a new requirement, vary any existing requirement
or cancel such a requirement. Following these discussions the firm should usually make

the relevant application, as appropriate.

In certain circumstances the FCA and/or the PRA may use their own-initiative powers
(see M sUP 7 and M EG 8) (Variation and cancellation of permission on the FCA's own
initiative and intervention against incoming firms)).

(1)  Specific guidance on the additional procedures for a firm winding down (running
off) its business in the circumstances discussed in B SUP 6.2.8 G is in
M SUP 6 Annex 4.

(2)  The guidance in M SUP 6 Annex 4 applies to any firm that is applying for variation
of Part 4A permission or for the imposition, variation or cancellation of a
requirement before it applies for cancellation of Part 4A permission to enable
it to wind down (run off) its business over a long term period of six months of
more. It will apply to most insurers and banks and, in some circumstances, to
firms holding client money or customer assets.

(3) If a firm wishes to cease carrying on some of its regulated activities, or the
specified investments in respect of which the activities are carried on, the
appropriate regulator may consider it appropriate for the firm to comply with
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6.2.12 [G]

6.2.13 [G]

6.2.14 [G]

the additional procedures in B SUP 6 Annex 4. This would depend on the scale
and nature of the regulated activities concerned. This might be the case, for
example, if the firm is ceasing a significant part of its business in respect of
which it has outstanding obligations to customers and it is believed that the
additional procedures would protect consumers.

UK firms exercising EEA or Treaty rights

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

A UK firm should assess the effect of any change to its Part 4A permission, or any
requirements, on its ability to continue to exercise any EEA right or Treaty right and
discuss any concerns with its appropriate supervisory contact(s). This may also change
the applicable provisions with which it is required to comply by a Host State.

A UK firm which, as well as applying to vary or cancel its Part 4A permission, wishes
to vary or terminate any business which it is carrying on in another EEA State under
one of the Single Market Directives, should follow the procedures in B SUP 13 (Exercise
of passport rights by UK firms) on varying or terminating its branch or cross border
services business.

The Lloyd's market

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

A firm making an application in accordance with B SUP ¢ which requires any approval
from the Society of Lloyd's should apply to the Society for this at the same time as
applying to the relevant regulator. See Bl SUP 6 Annex 4 for additional procedures.
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or cancel requirements requirements

6.3 Applications for variation of permission
and/or imposition, variation or cancellation
of requirements

What is a variation of permission?

6.3.1 [G] | [deleted]
6.3.1A [G] | Under section 55H of the Act, an FCA-authorised person may apply to the FCA to vary
FCA its Part 4A permission to:

(1) allow it to carry on further regulated activities, other than a PRA-regulated
activity; or

(2) reduce the number of regulated activities it is permitted to carry on; or

(3) wvary the description of its regulated activities (including by the removal or
variation of any limitations).

6.3.1B [G] Under section 551 of the Act, an FCA-authorised person may apply to the PRA to vary
its Part 4A permission to add regulated activities which include a PRA-regulated activity.
6.3.1C [G] Under section 551 of the Act, a PRA-authorised person may apply to the PRA to vary its

Part 4A permission to:

(1) allow it to carry on further regulated activities; or
(2) reduce the number of regulated activities it is permitted to carry on; or

(3) wvary the description of its regulated activities (including by the removal or
variation of any limitations).

6.3.2 [G] | [deleted]

Applications to impose, vary or cancel requirements

6.3.2A [G] | Under section SSL(5) of the Act a firm with a Part 4A permission may apply to the FCA
FCA for the imposition of a new requirement and/or the variation or cancellation of any
requirement previously imposed by the FCA.
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6.3.2B [G]

6.3.2D [G]

6.3.3 [G]

6.3.4 [G]

6.3.5 [G]

6.3.6 [G]

6.3.7 [G]

6.3.8 [G]

Under section 55M(35) of the Act, a PRA-authorised person may apply to the PRA for
the imposition of a new requirement and/or the variation or cancellation of any
requirement previously imposed by the PRA.

The scope of applications

An application may relate to one or more of B SUP 6.3.1A G and B SUP 6.3.2A G. For
example, a firm may apply to vary its Part 4A permission to add a new regulated
activity and at the same time remove a regulated activity for which it currently has
permission.

An application may relate to one or more of B SUP 6.3.1C G and B SUP 6.3.2B G. For
example, a firm may apply to vary its Part 4A permission to add a new regulated
activity and at the same time remove a regulated activity for which it currently has
permission.

In applying for a variation of Part 4A permission, a branch of a firm from outside the
EEA should be mindful of any continuing requirements referred to in the rest of the
Handbook.

Applications to add additional regulated activities

In determining the activities and specified investments for which a Part 4A permission
is required, and whether to apply for a variation of that permission, a firm may need
to take professional advice and may also wish to discuss this with its appropriate
supervisory contact.

Before applying to vary its permission, a firm should determine whether there are any
statutory restrictions that do not allow combinations of certain types of regulated
activity, particularly for insurance business or UCITS managers. For example, the
PRA will not grant a variation of Part 4A permission to allow a friendly society to
carry on reinsurance business as this is not permitted under the Friendly Societies Acts
1974 and 1992. A firm should discuss its plans with its appropriate supervisory contact.

If a firm is seeking a variation of Part 4A permission to add categories of regulated
activities, it should be mindful of the directive requirements referred to at MSUP 6.3.42 G
relating to the need to commence new activities within 12 months.

Applications to remove certain regulated activities

--------------------------------------------------------------------------------------------------------------

If a firm wishes to cease carrying on an activity for which it has Part 4A permission,
it will usually apply to vary its Part 4A permission to remove that activity. If a firm
wishes to cease carrying on an activity in relation to any specified investment, it will
usually apply to vary its Part 4A permission to remove that specified investment from
the relevant activity.

How a variation of permission may affect the firm's approved persons

(1) Where a firm is submitting an application for variation of Part 4A permission
which would lead to a change in the controlled functions of its approved
persons, it should, at the same time and as appropriate:
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Part 4A permission and to impose, vary

and/or imposition, variation or cancellation of

or cancel requirements requirements

6.3.9

6.3.10

6.3.11

6.3.12

6.3.13

€]

6]

(a) make an application for an internal transfer of an approved person, Form
E (Internal transfer), or make an application for an individual to perform
additional controlled functions, the relevant Form A (Application); see
M SUP 10.13.3 D to M SUP 10.13.5 G;

(b) notify the appropriate regulator of any approved person who has ceased
to perform a controlled function specified by that regulator, Form C
(Ceasing to perform controlled functions); see B SUP 10.13.6 R to
M SUP 10.13.13 G.

(2) If the firm intends to recruit new individuals to perform controlled functions,
it should apply for approval of the individuals as approved persons as soon as
possible using Form A (Application); see B SUP 10.12.

[deleted]

[deleted]

Variation of permission involving insurance business

A firm with Part 4A permission to carry on insurance business, which is applying for a
variation of its Part 4A permission to add further insurance activities or specified
investments, will be required to submit particular information on its existing activities as
part of its application. This includes the scheme of operations which is required to be
submitted as part of the application pack (for further details on the scheme of operations,
see M SUP App 2 (Insurers: scheme of operations)).

In applying to vary its Part 4A permission to add categories of specified investments, in
relation to insurance business, a firm carrying on insurance business will need to determine
the classes of specified investments relating to effecting and carrying out contracts of
insurance for which variation of Part 4A permission will be necessary, having regard to
whether certain classes of contract may qualify to be effected or carried out on an ancillary
or supplementary basis (see SUP 3.12.6G to SUP 3.12.12G).

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 Insurance Directives,
which set out minimum information requirements for an application for authorisation
including information on the specified investments the applicant proposes to deal in.

(1) A firm carrying on insurance business which is seeking to cease such business
in respect of one or more classes of specified investment, but which is not
intending to cease all insurance business, should apply to vary its Part 4A
permission to remove the activity of effecting contracts of insurance in respect
of those specified investments in relation to which it no longer wishes to carry
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Part 4A permission and to impose, vary

or cancel requirements

and/or imposition, variation or cancellation of
requirements

6.3.15 (D}

6.3.15A |G|

6.3.15B |G|

on business. A firm intending to cease all insurance business should refer to
M SUP 6 Annex 4.

If the application for variation of Part 4A permission is granted by the PRA,
the firm will have Part 4A permission only to carry out contracts of insurance
in respect of the specified investments in relation to which it no longer wishes
to carry on business (see Bl SUP 6 Annex 4). This will allow the firm to run off
this aspect of its business. When the business in question has been run-off
completely, the firm should then apply to vary its Part 4A permission to
remove the relevant classes of specified investment.

The application for variation of permission and/or imposition, variation
or cancellation of requirements

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

(1)

(2)

(3)

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

A firm other than a credit union wishing to make an application under
B SUP 6 must apply online using the form specified on the ONA system.

[deleted]

Until the application has been determined, a firm which submits an
application must inform the relevant regulator of any significant
change to the information given in the application immediately it
becomes aware of the change.

(3A) Where an application requires the consent of the FCA, a firm which

(4)

submits an application must inform the FCA of any significant change
to the information given in the application immediately it becomes
aware of the change.

Where a firm is obliged to submit any form, notice or application
online under (1), if the ONA information technology systems fail and
online submission is unavailable for 24 hours or more, until such time
as facilities for online submission are restored a firm must submit any
form, notice or application by using the form in B SUP 6 Ann 5D and
submitting it in the way set out in M SUP 15.7.4 R to @ SUP 15.7.9 G
(Form and method of notification).

If the ONA systems fail and online submission is unavailable for 24 hours
or more, the relevant regulator will endeavour to publish a notice on its
website confirming that online submission is unavailable and that the

alternative methods of submission set out in Il SUP 6.3.15 D (4) and
M suP 15.7.4 R to M SUP 15.7.9 G (Form and method of notification) should be
used.

Where B SUP 6.3.15 D (4) applies to a firm, B GEN 1.3.2 R (Emergency) does
not apply.

A credit union wishing to make an application under B SUP 6 must apply using the

form in B SUP 6 Annex 5 D and submit its application in the way set out in Bl SUP 15.7.4 R
to M sUP 15.7.9 G (Form and method of notification).
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SUP 6 : Applications to vary and cancel
Part 4A permission and to impose, vary
or cancel requirements

Section 6.3 : Applications for variation of permission
and/or imposition, variation or cancellation of
requirements

6.3.16

6.3.17

6.3.18

6.3.19

6.3.20

€]

6]

(1) Section 55(U)(2) of the Act (Applications under this Part) requires that the

application for variation of Part 4A permission must contain a statement:

(a)
(b)

of the desired variation; and

of the regulated activity or regulated activities which the firm proposes to
carry on if its permission is varied.

(1A) Section 55(U)(3) of the Act requires that an application for variation of a
requirement imposed under section 55L or 55M or the imposition of a new
requirement must contain a statement of the desired variation or requirement.

The full form and content of the application for variation of Part 4A permission
or for the imposition or variation of a requirement is a matter for direction by
the relevant regulator, who will determine the additional information and
documentation required on a case by case basis.

[deleted]

A firm is advised to discuss its application with the relevant regulator before
submission, particularly if it is seeking a variation of Part 4A permission or
imposition, variation or cancellation of a requirement within a short timescale.
A firm is also advised to include as much detail as possible (including any
additional information identified by its supervisors at this stage) with its
application.

The relevant regulator, as soon as possible after receipt of an application, will advise the
firm of any additional information which is required as part of its application (see

W SUP 6.3.23 G to M SUP 6.3.27 G). The amount of information required will vary depending
on the scale of the variation in the context of the firm as a whole, and the nature, risk
profile and complexity of the variation.

Applications from firms winding down (running off) business over the long

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

A firm which is making an application for variation of Part 4A permission to wind down
(run off) its business before applying for a cancellation of that permission (see BSUP6.2.9 G)
should read B SUP 6 Annex 4 for details of the additional procedures that apply.

Applications involving significant changes

In certain cases, the relevant regulator may consider that granting an application for
imposition, variation or cancellation of any requirement or for variation of Part 4A
permission which includes adding further regulated activities or changing a limitation
would cause a significant change in the firm's business or risk profile. In these
circumstances, therelevant regulator may require the firm to complete appropriate parts
of the full application pack (see the relevant regulator's website ), as directed by the
relevant regulator. Applications for variation involving significant changes may be
processed by the firm's appropriate supervisory contact in conjunction with the
Authorisations Team. Examples of an application for imposition, variation or cancellation
of a requirement and for variation of Part 4A permission which may represent a significant
change include, but are not limited to, an application:

(1)

to carry on new regulated activities such as accepting deposits;
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or cancel requirements requirements

6.3.21 [G]

6.3.22 [G]

6.3.22A [
6.3.22B  [G]
6.3.22C [G]

6.3.23 [G]

6.3.24 [G]

6.3.25 [G]

(2) to extend the insurance business of a firm which already has Part IV
permission which includes carrying out or effecting contracts of insurance
(or both), to new classes of specified investment; or

(3) toremove a requirement preventing a firm from holding or controlling client
money.

(4) [deleted]

A firm that wishes to make a significant change to its business, or is unsure whether

the changes it is proposing would be considered to be significant, should contact the

relevant regulator. The relevant regulator will discuss with the firm whether it will be
required to submit parts of the application pack and whether any reports from third

parties may be required.

The fees payable for a firm applying for the imposition, variation or cancellation of
any requirements and/or a variation of its Part 4A permission are set out in Bl FEES 3.

[Deleted]
[Deleted]
[Deleted]

Information to be supplied to the relevant regulator as part of the
application

(1) The relevant regulator may ask for any information it reasonably requires
before determining the application. The information required will be
determined on a case by case basis, taking into account the relevant
regulator's existing knowledge of the firm and the change requested. The
relevant regulator will advise the firm of the information required at an early
stage in the application process.

(2) The nature of the information and documents requested will be related to
the risks posed to the relevant regulator's statutory objectives by the regulated
activities and any unregulated activities that the firm is carrying on or is
seeking to carry on. This information will be proportional to the nature of
the business which the firm intends to carry on or the risks posed by the
firm.

(1) The information the relevant regulator may require includes, but is not
limited to, the examples given in B SUP 6.3.25 G:

Table Information which may be required. See B SUP 6.3.24 G

Type of Information which may be required

business

All 1. Details of how the firm plans to comply with the relevant regulator's reg-
ulatory requirements relating to any additional regulated activities it is
seeking to carry on.
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Type of  Information which may be required

business

2. Descriptions of the firm's key controls, senior management arrangements
and audit and proposed compliance arrangements in respect of any new regu-
lated activity (see SYSC).

3. Organisation charts and details of individuals transferring or being recruited
to perform new controlled functions (see SUP 10 for details of the application
or transfer procedures under the approved persons regime).

Insurance 1. A scheme of operations in accordance with SUP App 2.
business

2. (If the application seeks to vary a permission to include motor vehicle liabil-
ity insurance business) details of the claims representatives required by
threshold condition 3F (Appointment of claims representatives), if applicable.

Accepting de- 1. A business plan which includes the impact of the variation on the firm's ex-
posits and des- isting or continuing business financial projections for the firm, including the
ignated invest- impact of the requested change on the firm's financial resources and capital
ment business adequacy requirements.

6.3.26 [G] | Specific information may also be required by the relevant regulator on the activities the

firm intends to cease, or cease carrying on in relation to any specified investments (see
M SUP 6 Annex 4).

6.3.27 [G] | When determining whether to grant an application, the relevant regulator may request

further information, including reports from third parties such as the firm's auditors, and

may require meetings with, and visits to, the firm. The relevant regulator may also require
a statement from members of the firm's governing body confirming, to the best of their
knowledge, the completeness and accuracy of the information supplied. The relevant
regulator may also discuss the application with other regulators or exchanges.

When will an application for variation of permission and/or imposition or
variation of requirements be granted?

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

6.3.28 [G] (1) The relevant regulator is required by section 55B(3) of the Act to ensure that a
firm applying to gain or vary a Part 4A permission or to impose or vary a

requirement satisfies and will continue to satisfy the threshold conditions in
relation to all the regulated activities for which the firm has or will have a Parz
4A permission.

(2) [deleted]

6.3.28A [G] Where a firm applies to the PRA for the variation of its Part 4A permission, the FCA, in

FCA giving consent to such an application or imposing any requirements on the firm, is required
by section 55B(3) of the Act to ensure that the firm satisfies and will continue to satisfy
OACE the threshold conditions for which the FCA is responsible in relation to all the regulated
activities for which the firm has or will have Part 4A permission after the variation.
6.3.28B @ (1) The FCA's duty under section 55B(3) of the Act does not prevent it, having
FCA regard to that duty, from taking such steps as it considers necessary in relation

to a particular firm, to meet any of its operational objectives. This may include
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Section 6.3 : Applications for variation of permission
and/or imposition, variation or cancellation of
requirements

6.3.28C

6.3.29

6.3.30

6.3.31

6.3.32

6.3.32A
FCA

6]

6]

6]

6]

6]
6]

granting or consenting to (as the case may be) a firm's application for
variation of Part 4A permission when it wishes to wind down (run off) its
business activities and cease to carry on new business as a result of no longer
being able to satisfy the threshold conditions.

(2) The FCA may refuse an application, or refuse to give its consent to an
application, under section 55B(3) of the Act if it considers that it is desirable
to do so in order to advance any of its operational objectives.

(1) The PRA's duty under section 55B(3) of the Act does not prevent it, having
regard to that duty, from taking such steps as it considers necessary in relation
to a particular firm, to meet any of its objectives. This may include, with the
consent of the FCA, granting a firm's application for variation of Part 4A
permission when it wishes to wind down (run off) its business activities and
cease to carry on new business as a result of no longer being able to satisfy
the threshold conditions.

(2) The PRA may refuse an application under section 55B(3) of the Act if it
considers that it is desirable to do so in order to advance any of its objectives.

In determining whether the firm satisfies and continues to satisfy the threshold
conditions, the regulator concerned will consider whether the firm is ready, willing
and organised to comply with the regulatory requirements it will be subject to if the
application is granted.

The specific requirements that apply to certain types of activity will also need to be
considered as these may not allow certain combinations of activity.

In considering whether to grant (or consent to, as the case may be) a firm's application
to vary its Part 4A permission or impose or vary a requirement, the regulator concerned
will also have regard, under section 55R(1) of the Act (Persons connected with an
applicant), to any person appearing to be, or likely to be, in a relationship with the
firm which is relevant . The Financial Groups Directive Regulations make special
consultation provisions where the regulator is exercising its functions under Part 4A
of the Act (Permission to carry on regulated activities) for the purposes of carrying on
supplementary supervision . Broadly, where a regulator, in the course of carrying on
supplementary supervision, is considering varying the Part 4A permission of a person
who is a member of a group which is a financial conglomerate, the consultation
provisions in section S5R(2) of the Act are disapplied. In their place, the regulations
impose special obligations, linked to the Financial Groups Directive, to obtain the
consent of the relevant competent authorities, to consult those authorities and to
consult with the group itself.

The regulator's powers in respect of application for variation of Part IV
permission

--------------------------------------------------------------------------------------------------------------

[deleted]

The FCA's power to vary a Part 4A permission after it receives an application from a
firm extends to including in the Part 4A permission as varied any provision that could
be included as though a fresh permission was being given in response to an application
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requirements

6.3.326  [G]
FCA
6.3.32C |G|

6.3.33 [G]

6.3.33A  |[G]

6.3.338 |G|

17
6.3.33C  [G]

under section 55A of the Act (Application for permission). Under section 55E of the Act
(Giving permission: the FCA) the FCA may:

(1) incorporate in the description of a regulated activity such limitations (for
example, as to the circumstance in which a regulated activity may or may not
be carried on) as it considers appropriate; or

(2) specify a narrower or wider description of regulated activity than that to which
the application relates; or

(3) give permission for the carrying on of a regulated activity which is not included
among those to which the application relates and is not a PRA-regulated activity.

Thus, when determining an application for variation of Part 4A permission, the FCA can,
include new limitations and vary existing limitations, either on application from the firm
(for example, the customer categories with which a firm may carry on a specified activity)
or, if considered appropriate, by the FCA under section 55E(5) of the Act.

If a firm has applied (whether to the FCA or the PRA) for the variation of a Part 4A
permission, the FCA has the power to impose on that person such requirements, taking
effect on or after the variation of permission, as the FCA considers appropriate.

[deleted]

The PRA's powers to vary a Part 4A permission after it receives an application from a
firm extends, subject to the consent of the FCA, to including in the Part 4A permission
as varied any provision that could be included as though a fresh permission was being
given in response to an application under section 55A of the Act (Application for
permission). Under section 55F of the Act (Giving permission: the PRA), the PRA may:

(1) incorporate in the description of a regulated activity such limitations (for
example, as to the circumstance in which a regulated activity may or may not
be carried on) as it considers appropriate; or

(2) specify a narrower or wider description of regulated activity than that to which
the application relates; or

(3) give permission for the carrying on of a regulated activity which is not included
among those to which the application relates.

Thus, when determining an application for variation of Part 4A permission, the PRA can
include new limitations and vary existing limitations, either on application from the firm
(for example, the customer categories with which a firm may carry on a specified activity),
or if considered appropriate by the PRA under section 55F(4) of the Act.

If a firm has applied to the PRA for the variation of a Part 4A permission, the PRA has
the power to impose on that person such requirements, taking effect on or after the giving
or variation of the permission, as the PRA considers appropriate.
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Part 4A permission and to impose, vary and/or imposition, variation or cancellation of
or cancel requirements requirements
6.3.34 @ If limitationsare varied or imposed or requirements are imposed by the relevant

6.3.34A

6.3.35

6.3.36

6.3.36A

6.3.37

6.3.37A

6.3.38

6.3.39

6.3.40

regulator which were not included in the firm's application for variation of Part 4A
permission, the relevant regulator will be required to issue the firm with a warning

notice and decision notice (see M SUP 6.3.39 G).

Where a firm has made an application to the PRA for the variation of its Part 4A
permission and requirements are imposed by the FCA which were not included in the
firm's application, the FCA will be required to issue the firm with a warning notice
and decision notice (see M SUP 6.3.39 G).

How long will an application take?

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

Under section 55V(1) of the Act (Determination of applications), the relevant regulator
has six months to consider a completed application from the date of receipt.

If the relevant regulator receives an application which is incomplete (that is, if
information or a document required as part of the application is not provided), section
55V(2) of the Act requires the relevant regulator to determine that incomplete
application within 12 months of the initial receipt of the application.

Where the application cannot be determined by the PRA without the consent of the
FCA, section 55V(3) of the Act requires that the FCA's decision must also be made

within the period required in B SUP 6.3.35 G or B SUP 6.3.36 G as appropriate.

Within these time limits, however, the length of the process will relate directly to the
complexity of the application.

The FCA publishes standard times on its website setting out how long the application
process is expected to take. From time to time, the FCA also publishes its performance
against these times.

At any time after receiving an application and before determining it, the relevant
regulator may require the applicant to provide additional information or documents.
The circumstances of each application will dictate what additional information or
procedures are appropriate.

How will the relevant reqgulator make the decision?

A decision to grant an application will be taken by appropriately experienced staff at
the relevant regulator. However, if the staff dealing with the application recommend

that a firm's application for variation of Part 4A permission be either refused or granted
subject to limitations or requirements or a narrower description of regulated activities
than applied for, the decision will be subject to the regulator's formal decision making

process. —
18

DEPP gives guidance on the FCA's decision making procedures including the procedures
it will follow if it proposes to refuse an application for variation of Part 4A permission
or for imposition or variation of a requirement either in whole or in part (for example,
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an application granted by the FCA but subject to limitations or requirements not applied
for).

Commencing new regulated activities

6.3.41 [G] If the variation of Part 4A permission is given, the relevant regulator will expect a firm
to commence a new regulated activity in accordance with its business plan (revised as

necessary to take account of changes during the application process) or scheme of
operations for an insurer. Firms should take this into consideration when determining
when to make an application to the relevant regulator.

6.3.42 @ (1)  Firms should be aware that the appropriate regulator may exercise its

own-initiative variation power to vary or Fancel their Parzf 4A permission if they
do not (see section 55] of the Act (Variation or cancellation on initiative of
regulator)):

(a) commence a regulated activity for which they have Part 4A permission
within a period of at least 12 months from the date of being given; or

(b) carry on a regulated activity for which they have Part 4A permission for a
period of at least 12 months (irresp