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Please note:

e With the exception of draft S52/17, these draft SoPs and SSs should be read in conjunction
with $51/19 ‘Non-binding PRA materials: The PRA’s approach after the UK’s withdrawal
from the EU’.1 In general, the PRA is not intending to make line-by-line amendments to
non-binding materials that are applicable ahead of the UK’s withdrawal from the EU.
However, from the end of the EU Exit Transition Period, firms should read and interpret
these materials in light of the UK’s withdrawal from the EU, as well as the amendments
that have been made to related legislation under the EU (Withdrawal) Act 2018 (EUWA
2018). This includes changes to the PRA Rulebook and Binding Technical Standards. In
particular, firms should take into account the key changes that have been made to
legislation as outlined in SS1/19.

e Draft S52/17 is not due to be applicable until after the end of the Transition Period.
Therefore this has been drafted in light of the fact that EU law will not be applicable. All
references in this document to Regulations and Binding Technical Standards are to the
onshored versions, which are the versions applicable in UK law after the end of the
Transition Period and include the relevant amendments under EUWA 2018. The reference
to EU Guidelines in this SS is retained at the present time, as the EBA is expected to update
these in the near term. After the end of the Transition Period, these Guidelines should be
read in conjunction with the Bank Statement of Policy on EU Guidelines and
Recommendations.?

1 April 2019: https://www.bankofengland.co.uk/prudential-regulation/publication/2019/non-binding-pra-materials-the-pras-
approach-after-the-uks-withdrawal-from-the-eu-ss.

2 April 2019: https://www.bankofengland.co.uk/paper/2019/interpretation-of-eu-guidelines-and-recommendations-boe-and-
pra-approach-sop.
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1 Draft amendments to Statement of Policy ‘The PRA’s methodologies for
setting Pillar 2 capital’

In this appendix, new text is underlined and deleted text is struck through. Footnote
references will be updated when the final policy is published.

1 Introduction

1.1 This Statement of Policy sets out the methodologies that the Prudential Regulation
Authority (PRA) uses to inform the setting of Pillar 2 capital for firms to which CRD ¥ applies.

1.3 Section Il: Pillar 2B provides information on the purpose of the PRA buffer, how it is
determined and how it relates to the CRD ®+ buffers. Section |l also provides details on the
PRA’s approach to tackling weak governance and risk management under Pillar 2B and group
risk, including RFB group risk.

8 Pension obligation risk

8.5 Pension obligation risk manifests itself in different forms. The PRA’s focus is on the impact
that changes in value of a pension scheme could have on Common Equity Tier 1 (CET1). Under
CRD HV¥, the accounting deficit of a firm’s pension scheme is deducted from CET1. Any
surpluses are de-recognised. Firms are therefore exposed to pension obligation risk because a
material increase in the pension scheme’s deficit under adverse conditions will have a negative
impact on their CET1.
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2 Draft amendments to SS31/15 ‘The Internal Capital Adequacy Assessment
Process (ICAAP) and the Supervisory Review and Evaluation Process
(SREPY

In this appendix, new text is underlined and deleted text is struck through. Footnote
references will be updated when the final policy is published.

1 Introduction

1.1 This supervisory statement is aimed at firms to which CRD #/ applies and replaces PRA
Supervisory Statement (SS) 5/133 and PRA S56/13.4

5 The SREP

5.2A The PRA will consider whether it has reasonable grounds to suspect that money
laundering or terrorist financing is being, or has been committed or attempted, or there is
increased risk thereof in connection with that institution. If the PRA has reasonable grounds to
suspect such activity or increased risk, it will take appropriate steps.

5.8 [Deleted.]

5.8A In applying the principle of proportionality to the SREP, the PRA adheres to the approach
in section 2.4 of the EBA Guidelines on common procedures and methodologies for the SREP
which relates the frequency and intensity of the SREP to firms’ nature, scale and complexity.
The PRA categorises firms according to their significance to the stability of the UK financial
system, in accordance with the criteria set out in ‘The PRA’s approach to banking supervision’.>
The PRA has additional criteria for applying the principle of proportionality to particular
aspects of the SREP:

3 $55/13, ‘The Internal Capital Adequacy Assessment Process (ICAAP) and the Supervisory Review and Evaluation Process
(SREP)’, December 2013: https://www.bankofengland.co.uk/-/media/boe/files/prudential- regulation/supervisory-
statement/2013/ss513.

4 $56/13, ‘Stress testing, scenario analysis and capital planning’, December 2013: https://www.bankofengland.co.uk/-
/media/boe/files/prudential-regulation/supervisory-statement/2013/ss613.

5 Pparagraph 32: https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/approach/banking-approach-
2018.pdf.
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e Smaller firms have fewer reporting requirements under the Pillar 2 reporting part of
the PRA Rulebook.6¢

e A proportionate approach is applied to the operational risk Pillar 2A add-on for non-
Category 1 firms.

e The PRA provides more proportionate scenarios for smaller firms’ own stress testing.
For example, the approach applied to the PRA buffer for new banks takes into account
their recent entry to the market.”

The setting of Pillar 2A capital requirements and the PRA buffer

Pillar 2A capital requirements

5.18 The PRA expects a firm not to meet the CRD ¥ buffers with-any CET1 capital maintained
to meet its TCR. If a firm agrees with its TCR, the PRA will expect the firm to apply for a
requirement under section 55M of the Financial Services and Markets Act 2000 (FSMA) to set
the amount and quality of the Pillar 2A capital requirement and prevent the firm from meeting
any of the CRD ¥ buffers that apply to it with any CET1 capital maintained to meet Pillar 2A.
The firm will normally be invited to apply for such'a requirement at the same time as it is
advised of its Pillar 2A capital requirement. If a firm does not apply for such a requirement the
PRA will consider using its powers under section 55M(3) to impose one of its own initiative.

5.19 [Deleted.]

The PRA buffer

5.20 Following the SREP, the PRA say will also notify the firm of an amount of capital that it
should hold as a PRA buffer, over and above the level of capital required to meet its TCR and
over and above the CRD ¢ buffers. The PRA buffer, based on a firm-specific supervisory
assessment, should be of a sufficient amount to allow the firm to continue to meet the overall
financial adequacy rule in Internal Capital Adequacy Assessment 2.1. This should be the case
even in adverse circumstances, after allowing for realistic management actions that a firm
could, and would, take in a stress scenario.

5.21 In setting a PRA buffer for a firm the PRA will not just consider whether the firm would
meet its CET1 capital requirements under the CRR and its Pillar 2A capital requirement in the
stress scenario. Other factors informing the size of the PRA buffer include but are not limited
to: the maximum change in capital resources and requirements under the stress; the firm’s
leverage ratio; the extent to which the firm has used up its CRD ¥ buffers (eg the systemically
important financial institution (SIFl) and capital conservation buffers); Tier 1 and total capital
ratios; and the extent to which potentially significant risks are not captured fully as part of the
stress.

5.22 Where the PRA sets a PRA buffer it will generally do so stating that the firm should hold
capital of an amount equal to a specified percentage of the firm’s Pillar 1 RWAs (the total risk

6 Rule 2.3 of the Pillar 2 Part of the PRA Rulebook.
7 CP9/20 ‘Non-systemic UK banks: The Prudential Regulation Authority’s approach to new and growing banks’, July 2020:
https://www.bankofengland.co.uk/prudential-regulation/publication/2020/new-and-growing-banks.
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exposure amount calculated in accordance with Article 92(3) of the CRR). The PRA expects
firms to meet the PRA buffer with 100% CET1. The PRA expects firms to meet the PRA buffer
with additional CET1 capital to the CET1 capital maintained to meet its CRD #/ buffers.

Application of the PRA Buffer for subsidiaries of UK consolidation groups or RFB sub-
groups

5.25A  When setting the PRA buffer on an individual basis, the PRA’s standard approach is to
undertake a full assessment on an individual basis. Where the firm is part of a UK consolidation
group or RFB sub-group (‘a subsidiary’), the PRA will set the PRA buffer in a similar way to the
PRA approach to setting Pillar 2A capital requirements on an individual basis.8 The approach
depends upon: the transferability of group resources; the nature and extent of integration of
the subsidiary; the likelihood of group support; and the significance of the entity and the risk
profile of its business relative to the group.

5.25B The PRA’s framework for applying the PRA buffer to subsidiaries takes the group-level
PRA Buffer assessment as a starting point.

5.25C The PRA may set the PRA buffer for a subsidiary such that, when aggregated with the
TCR and combined buffer, the total capital it is expected to hold is the same as the internal
capital the firms determines in its internal capital assessment to be sufficient. Where the sum
of TCR and combined buffer exceeds the capital the firm has determined in its internal
assessment, the PRA expects to set a PRA Buffer of zero. Internal capital must be sufficient to
cover all the risks to which it is exposed and to absorb potential losses from stress scenarios.
Subject to supervisory judgement, this will be the case when the following conditions are met:

e on a UK consolidated basis, the PRA buffer plus combined buffers and TCR is the same as
the internal capital the group considers to be adequate (eg when the PRA buffer is zero
and the group considers regulatory requirements for capital are sufficient); and

e on an individual basis, the PRA has not identified it as having materially different capital
needs in a medium-term stress, or to be exposed to materially different risks, to those of

the group.

5.25D The PRA may also calibrate the PRA buffer on an individual basis in this way where
these conditions are not met but the firm is not considered to be material to its consolidation
group or RFB sub-group. A subsidiary is considered not material if it comprises less than 5% of
the UK consolidation group RWAs, leverage exposures and operating income. The PRA
proposes to take the approach in 5.25C where it considers financial resources to be
transferable between the group entities and judges the parent to be likely to support a failing

subsidiary.

5.25E Where a firm has a very similar risk profile to its consolidation group or RFB sub-group
(for example, where a subsidiary comprises more than 80% of the UK consolidation group’s
RWAs and the rest of the group undertakes similar activities as the subsidiary), the PRA may
decide to set the PRA buffer on an individual basis by reference to the UK consolidated (or RFB
sub-consolidated) PRA buffer calculation.

5.25F The PRA will set the PRA buffer according to a comprehensive individual assessment if
none of the above approaches is applicable. The PRA may also set the PRA buffer according to

8  Paragraphs 5.14 and 5.15 of $531/15.
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the full assessment process where a supervisor identifies any factors that mean the above
approach is not appropriate, such as:

e material impediments to the transferability of capital within the group;?

e the subsidiary is a specialist subsidiary containing a high concentration of a group’s
business that could lead to a negative outcome in a stress, but this concentration is offset
at a group wide level;

e there are significant weaknesses in the risk management or governance of the subsidiary;

e the subsidiary has significant weaknesses that call into question the adequacy of existing
capital requirements; or

e other material supervisory concerns lead the supervisor to consider the firm’s internal
capital to be insufficient.

Failure to meet TCR and use of the PRA buffer

5.36 The automatic distribution constraints associated with the CRD ¥+ buffers do not apply to
the PRA buffer.

9 Asdefined in SS 31/15 — Paragraphs 5.20 to 5.24.
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3 Draft amendments to SS2/17 ‘Remuneration’

In this appendix, new text is underlined and deleted text is struck through. Footnote
references will be updated when the final policy is published. For ease of reference, we have
shown SS2/17 in its entirety.

1 Introduction

1.1 This supervisory statement (SS) is relevant to all firms regulated by the Prudential
Regulation Authority (PRA) which fall within the scope of the Remuneration Part of the PRA
Rulebook. The purpose of this SS is to set out the PRA’s expectations on how firms should
comply with the requirements of the Remuneration Part, enabling firms to make judgements
which advance the objectives of the PRA. This SS replaces the following remuneration policy
documents and letters to firms:

e Legacy Supervisory Statement (LSS) 8/13 ‘Remuneration standards: the application of
proportionality’;10

e SS2/13 ‘PRA expectations regarding the application of malus to variable remuneration’;11
and

e SS27/15 ‘Remuneration’;12
e ‘Remuneration — PRA expectations’, 8 December 2014;13 and

e ‘Procedure to increase the permitted ratio of fixed to variable remuneration’, 8 April
2014.14

1.2 This SSis intended to be read together with the rules contained in the Remuneration Part.
The 2021 version of this SS applies to remuneration awarded in respect of a performance year
starting on or after Tuesday 29 December 2020. The April 2017 version of this SS continues to
apply to remuneration awarded in respect of a performance year starting before Tuesday 29
December 2020.

1.3 The Remuneration Part ensures that firms adopt remuneration policies that are consistent
with and promote sound risk management, eliminating incentives towards excessive risk-
taking, and aligning employee incentives with the longer-term interests of the business, while
taking account of the timeframe over which financial risks crystallise. It covers all aspects of
remuneration that could have a bearing on effective risk management including salaries,
bonuses, long-term incentive plans, options, hiring bonuses, buy-outs, severance packages and
pension arrangements. References to ‘remuneration’ include remuneration paid, provided or
awarded by any person to the extent that it is paid, provided or awarded in connection with
employment by a firm.

1.4 This SS sets out the expectations of firms in relation to:

10 june 2015: www.bankofengland.co.uk/pra/Pages/publications/ss/2015/Iss813update.aspx.

11 June 2015: www.bankofengland.co.uk/pra/Pages/publications/ss/2015/ss213update.aspx.

12 june 2015: www.bankofengland.co.uk/pra/Pages/publications/ss/2015/ss2715.aspx.

13 www.bankofengland.co.uk/pra/Documents/remuneration/remunerationpraexpectations.pdf.

14 www.bankofengland.co.uk/pra/Documents/supervision/remuneration/
proceduretoincreasethepermittedratioffixedtovariableremuneration.pdf.
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e  proportionality;

e material risk takers (MRTs);

e application of malus and clawback to variable remuneration;
e governing body/remuneration committees;

e risk management and control functions;

e remuneration and capital;

e risk adjustment (including long-term incentive plans);

e personal investment strategies;

e remuneration structures (including guaranteed variable remuneration, buy-outs and
retention awards);

e deferral; and
e breaches of the remuneration rules.

European Banking Authority (EBA) Guidelines

1.5 [deleted] Fhe-Remuneration-Partimplementsthose provisions-of the Capital
Reguirements Directive {CRD-whichrelate-toremuneration:

1.6 The European Banking Authority (EBA) published Guidelines on Sound Remuneration
Policies16é (the EBA Guidelines) under Articles 74(3) and 75(2) of theCRD Directive (EU)
2013/36 and disclosures under Article 450 of the Capital Requirements Regulation (CRR)17 on
21 December 2015.

1.9 Save where the Remuneration Part mandates a different approach, The PRA expect Al-all
firms must to continue to make every effort to comply with all-ether aspects of the EBA’s 2015
Guidelines, and all existing domestic requirements.18 The PRA expects the EBA to issue new
Guidelines under CRD V and will consider whether to update this guidance in light of those. In

15

16

=

18  Firms will need to read these Guidelines in light of the UK’s withdrawal from the EU as set out in the Bank Statement of Policy
on EU Guidelines and Recommendations: https://www.bankofengland.co.uk/paper/2019/interpretation-of-eu-guidelines-
and-recommendations-boe-and-pra-approach-sop.
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the following chapters, the PRA provides additional clarification of its expectations regarding a
number of specific remuneration requirements.19

19  When the transition period ends, in line with its Statement of Policy on the Interpretation of EU Guidelines and
Recommendations after the UK’s withdrawal from the EU, the PRA expects firms to continue to make every effort to comply
with EU Guidelines and Recommendations to the extent that they remain relevant when the UK leaves the EU. April 2019:
https://www.bankofengland.co.uk/paper/2019/interpretation-of-eu-guidelines-and-recommendations-boe-and-pra-
approach-sop..
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2 Proportionality

2.1 This chapter provides guidance on how firms should apply-the-proportionality for the
matters set out in paragraph 2.3-+ule-seteutin-Remuneration5-+. Firms should apply the
expectations set out in this version of the SS to remuneration awarded in relation to a
performance year starting on or after Tuesday 29 December 2020.20 In respect of disclosure,
more specific guidance is provided in paragraph 2.26A.

Table A: Glossary of terms defined in this statement

Definition
Defined expression

The conditions set out in the definitions of ‘small CRR firm’ or ‘small
third country CRR firm’ in Remuneration 1.3

Conditions 1, 2

T - - R 2 of | Canital 2
Group A Parti PRAR
The meaning given in section 421 of FSMA.

The division of firms into three categories based on relevant total
assets:as set out in Table B under paragraph 2.4:

proportionality level one;

proportionality level two; and

proportionality level three.

Proportionality level

| For SRR Theaverageof thefirmistotalassetson
Relevant Average total assets [de eFted’] -
. . “RR firrms T ¢ the fierm”
| itios of ronint] .
: firm’c | ates.

The meaning given in Remuneration 1.3.

For CRR firms: An accounting reference date; and

Relevant dige For thirdcountry CRR firms: 31 December.

A CRR firm which is not part of a group containing one or more
further firms subject to the Remuneration Part-ertea

Remuneration Part solo firm

Dividing firms into Pproportionality levels

2.3 Remuneration 1.1 provides that the Remuneration Part applies to a CRR firm and a third
country CRR firm (in the case of a third country CRR firm, in relation to the activities carried on
from an establishment in the United Kingdom). The guidance set out below applies to those
Remuneration Part solo firms in relation to:

i) Remuneration disclosure under Article 450 of the CRR;

20 As explained in paragraph 1.2 above, the April 2017 version of this SS continues to apply to remuneration awarded in respect
of a performance year starting before Tuesday 29 December 2020.
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ii) Expectations regarding regulatory reporting as set out in paragraph 3.5;

iii) Expectations regarding remuneration committees as set out in paragraphs 2.22
and 2.23.

2.3A This SS no longer provides guidance on when firms may disapply the remuneration
requirements set out in Chapter 15 of the Remuneration Part. Conditions for when certain
requirements may be disapplied are now set out in the Remuneration Part, in particular in
Chapters 12 and 15.

2.4 Theguidancegivenin-this-chapterdivides For the purposes of this SS, and for the purposes

set out in paragraph 2.3, firms Firms to which the Remuneration Part applies are divided into
three categories based on their relevant average total assets and on whether Condition 1 and
2 are satisfied:

(i) proportionality level one;
(ii) proportionality level two; and
(iii) proportionality level three.

As set out in table B below, proportionality level one is the highest level and proportionality
level three is the lowest.

Table B: Proportionality levels — Remuneration Part solo firms

[deleted] Type-officm- Relevant Average total assets on
relevant date of firm (where applicable)
and other criteria

Bank-buildingseciety-orfullscope Either:

Proportionality level

Proportionality level one

(a) Average total assets on relevant
£50 billion; or

(b) Firm is part of a group and its
proportionality level is raised in
accordance with paragraphs 2.8—
2.10 of this SS.

Bank-buildingseciety-orfullseope Either:

Proportionality level two

(a) Average total assets on relevant
date of firm Exeeeding-exceeding
£135 billion but not exceeding £50
billion; or

(b) Average total assets on relevant
date of firm exceeding £4 billion
but not exceeding £13 billion and
firm does not meet Condition 1 or
2.

Bank-orbuildingsociety Either:

Proportionality level three

Ful-scope-nvestmentfirm: (a) Average total assets on relevant

date of firm not exceeding £13

Limitedlicence-ivestmentfirm-or billion and satisfies Conditions 1

limitedactivity-investmentficm: and 2; or

(b) Average total assets on relevant
date of firm not exceeding £4bn.
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Process for dividing firms into proportionality levels

2.6 In order to determine the proportionality level into whicha firm falls, a firm must establish
whether it is part of a group which contains one or more other firms subject to the
Remuneration Part or a Remuneration Part solo firm.

2.7 A firm may choose to apply for individual guidance to vary the proportionality level of a
firm within a group. The definitions and thresholds provided in this section therefore do not
provide an immutable classification. The next section provides further detail around individual
guidance.

Groups with more than one firm subject to the Remuneration Part

2.8 If the firm is part of a group containing one or more other firms also subject to the
Remuneration Part then each firm within the group should determine the proportionality level
on the assumption that it was a Remuneration Part solo firm.

2.9 Where each firm falls into the same proportionality level, each firm will remain within that
proportionality level.

2.10 Where firms fall into different proportionality levels, all firms in the group are reallocated
to the highest proportionality level into which a firm in the same group falls. This means all
firms within the group are subject to the same remuneration rules as those applicable to the
highest proportionality level firm.
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2.12 The limit confining relevant total assets to those that cover the activities of the branch
operation in the United Kingdom is taken from Regulatory Reporting 2.4 which relates to a
reporting requirement in relation to aren-EEA non-UK banks (among others). The PRA considers
that firms calculating relevant average total assets should comply with the requirements of the
CRRin respect of valuation of those assets.

Roleof individual euid

2.13 [deleted]
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[deleted] F
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Remuneration committees

2.22 Remuneration 7.4 (Governance) states that a firm (a CRR firm and a third-country CRR
firm) that is significant in terms of its size, internal organisation and the nature, the scope and
the complexity of its activities must establish a remuneration committee.

2.23 The following table provides guidance on when the PRA considers it would be
appropriate for a remuneration committee to be established under Remuneration 7.4, based
on the proportionality level into which the firm falls. Chapter 5 contains additional guidance on
remuneration committees.

Table BC: Guidance on whether a remuneration committee is required

i . Remuneration committee requirement
Proportionality level

. . A remuneration committee should be established.
Proportionality level one

. . A remuneration committee should be established.
Proportionality level two

It would be desirable for such a remuneration committee to be established,
and the PRA would normally expect larger proportionality level three firms
to do so.

Proportionality level three

The PRA accepts that it may be appropriate for the governing body of the
firm to act as the remuneration committee.

Remuneration disclosures (under Article 450 CRR)

Requirement to make remuneration disclosures

2.24 Article 450 CRR requires certain firms that are subject to the Remuneration Part to
disclose a series of qualitative and quantitative information relating to remuneration. Table ED
on the following page sets out these requirements.

2.25 Article 450 CRR only applies to CRR firms directly.

Remuneration disclosures and proportionality

2.26A In respect of disclosure, firms should apply the expectations on proportionality in this SS
to the remuneration disclosure produced following the end of the first performance year
starting on or after Friday 1 January 2021. For earlier disclosures, firms should continue to
follow the guidance in the version of this SS as published on Wednesday 12 April 2017.

2.26 Two proportionality tests apply in relation to the requirement to make disclosures under
Article 450 CRR in relation to remuneration:

i.  Under Article 450(2) CRR, CRR firms subject to the Remuneration Part that are
significant in terms of their size, internal organisation and the nature, scope
and the complexity of their activities must also disclose the quantitative
information referred to in Article 450(1) CRR at the level of their management
body.

ii. Under Article 450(2) CRR, CRR firms subject to the Remuneration Part must
comply with the requirements set out in Article 450(1) CRR in a manner that is
appropriate to their size, internal organisation and the nature, scope and
complexity of their activities.
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2.27 The PRA considers it appropriate to give guidance on these proportionality tests by
reference to the proportionality levels determined in accordance with paragraphs 2.4, and 2.8-
2.102 of this chapter.

2.29 In relation to the proportionality test referred to in paragraph 2.26(i), the PRA considers
that a firm should be regarded as ‘significant’ if it falls into proportionality level one.

2.30 In relation to the proportionality test set referred to in paragraph 2.26(ii), the following
table sets out the categories of information that the PRA considers firms in different
proportionality levels should disclose.

Table DE: Disclosure requirements21 by proportionality level

Proportionality level

One Two Three
v v v

Art. 450(1)(a) CRR (‘information concerning the decision-making process
used for determining the remuneration policy, including if applicable,
information about the composition and the mandate of a remuneration
committee, the external consultant whose services have been used for the
determination of the remuneration policy and the role of the relevant
stakeholders’).

Art. 450(1)(b) CRR (‘information on link between pay and performance’).

Art. 450(1)(c) CRR (‘the most important design characteristics of the
remuneration system, including, information on the criteria used for
performance measurement and risk adjustment, deferral policy and vesting
criteria’).

Art. 450(1)(d) CRR (‘the ratios between fixed and variable remuneration set
in accordance with Article 94(1)(g) of the CRD’).

Art. 450(1)(e) CRR (‘information on the performance criteria on which the
entitlement to shares, options or variable components of remuneration is
based’).

Art. 450(1)(f) CRR (‘the main parameters and rationale for any variable
component scheme and any other non-cash benefits’).

Art. 450(1)(g) CRR (‘aggregate quantitative information on remuneration,
broken down by business area’).

Art. 450(1)(h) CRR (‘aggregate quantitative information on remuneration,
broken down by senior management and members of staff whose actions
have a material impact on the risk profile of the firm...").

...indicating the following:

Art. 450 (1)(h)(i) CRR (‘the amounts of remuneration for the financial year,
split into fixed and variable remuneration, and the number of
beneficiaries’).

Art. 450 (1)(h)(ii) CRR (‘the amounts and forms of variable remuneration,
split into cash, shares and share-linked instruments and other types’).

Art. 450 (1)(h)(iii) CRR (‘the amounts of outstanding deferred
remuneration, split into vested and unvested portions’).

21 Aswritten in Article 450 CRR.
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Art. 450 (1)(h)(iv) CRR (‘the amounts of deferred remuneration awarded
during the financial year, paid out and reduced through performance
adjustments’)

Art. 450 (1)(h)(v) CRR (‘new sign-on and severance payments made during
the financial year, and the number of beneficiaries of such payments’).

Art. 450 (1)(h)(vi) CRR (‘the amounts of severance payments awarded
during the financial year, number of beneficiaries, and highest such award
to a single person’).

Art. 450 (1)(i) CRR (‘the number of individuals being remunerated €1
million or more per financial year, for remuneration’) between €1 million
and €5 million broken down into pay bands of €500 000 and for
remuneration of €5 million and above broken down into pay bands of €1
million’).
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3 Material risk takers (MRTSs)

3.1 Commission Delegated Regulation-No XXX/2020-604/2014 sets out regulatory technical
standards (RTS) to define ‘managerial responsibility’, ‘control functions’, a ‘material business
unit’, a ‘significant impact on its risk profile’, and-identify categories of staff whose professional
activities have a material impact on the risk profile of firms, also known as material risk takers
(MRTs). The RTS came into effect on [X][264une-2044] and repealed the previous RTS
(Commission Delegated Regulation 604/2014). All references to Articles in this chapter relate
to the RTS unless otherwise specified.

3.2 All firms are required to identify MRTs in accordance with Chapter 3 of the Remuneration
Part and the RTS, regardless of their size or whether they are required to apply certain Rules in
line with the provisions in the Remuneration Part of the PRA Rulebook. remuneration

proportionalitylevel-assetout-in-Chapter2-efthisSS. This includes UK-headquartered firms,
subsidiaries and branches of aer-EEA non-UK firms.

3.3 Chapter 3 of the Remuneration Part identifies the criteria for determining who is an MRT.

3.4 Individuals in firms not subject to the Remuneration Part should be included as MRTs if
they pose risk to the CRR consolidation group. The-faf-requirements of the remuneration rules
apply to MRTs identified on a solo and/or consolidated basis or sub-consolidated basis. Firms
will need to assess at solo as well as consolidated and sub-consolidated levels (if applicable)
whether certam reqwrements (such as deferral or payment mstruments) must be complled
with.

3.5 The PRA expects remuneration proportionality level one firms to provide a list of MRTs on
an annual basis to the PRA. Proportionality level two and three firms are expected to keep a
list of current MRTs and provide that list to the PRA if requested. All firms, where necessary,
should submit applications for exclusion from identification in accordance with the RTS
annually.

3.6 Where a third-country CRR firm wishes-te-relr-on-Remuneration-3-2{1} to deem an

employee earning more than €750,000 not to be an MRT, the firm should apply for a waiver of
the Remuneration rules in respect of that person under section 138A of the Financial Services
and Markets Act 2000 (FSMA).

Types of roles identified

3.7 Fhe Chapter 3 of the Remuneration Part and the RTS sets out minimum criteria for the
identification of MRTs faling-within-the scope-of-Article 92(2}-CRB. The PRA takes the view that
all staff members carrying out activities which enable them to expose the firm to a material
level of risk should be identified as MRTs, even where these staff members do not fall within
any of the mandatory criteria established under Remuneration 3.1 or the RTS.

3.8 The PRA expects all firms to apply the RTS as a minimum standard and firms should
exercise discretion to identify all relevant staff as MRTs where necessary. The PRA considers it
would be appropriate for firms to assess risks that individuals may pose to the risk profile of
the firm beyond those set out under the RTS. As such, PRA expectations of the types of roles
that should be identified as MRTs may evolve over time.

Part-year material risk takers (MRT)
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3.9 This section provides supplementary guidance on how certain rules on remuneration
structures might normally be applied to an MRT who has, in relation to a given performance
year, been an MRT for only part of the year.

3.10 In providing this guidance, the PRA has taken account of Remuneration 5.1.

b ol rick tal : | | |
3.11 For individuals who have been an MRT for a period of mere-than-three-monthsbut less
than twelve months in a given performance year, it may be appropriate to apply the rules
below to only a proportion of the individual’s variable remuneration. The rules are:

(i) guaranteed variable remuneration (Remuneration 15.7);

(ii) retained shares or other instruments (Remuneration 15.15);

(iii) deferral (Remuneration 15.17); and

(iv) performance adjustment (Remuneration 15.20-15.23).

3.12 When an |nd|V|duaI moves from a role W|thout MRT status to an MRT role during the
performance period, ; AF
year; the amount of variable remuneration awarded to the individual in that performance
period is subject to the approach to application of the rules in paragraph 3.11. The amounts of

fixed and variable remuneration awarded should also be apportioned accordingly to reflect the
period of time held in the MRT role and the rules applied to that apportioned amount.

3.13 When a new h|re is recruited into an MRT role during the performance period,reviding
- ; all of the variable
remuneration awarded to the individual in that performance period is subject to the rules
above in paragraph 3.11.

3.14 The PRA does not consider it necessary for the rules specified in sub-paragraphs 3.11(ii)

and (iii) to be applied when beth-efthe-criteria-outhnedinparagraph-2-20-have-been-met the
variable remuneration of the MRT does not exceed £44,000 (Condition A) and does not
represent more than one third of the employee’s total annual remuneration (Condition B).22
When applying those conditions to part-year MRTs, the PRA considers that firms should apply
them on pro-rata basis.

3.15 Table EF provides some examples of how paragraphs 3.12 and 3.13 should be applied.

Table EF: Part-year material risk-takers for-more-than-three-months — examples

Example
1 Existing (1) Individual A is an employee of the firm and moves to an MRT role with effect
employee - from 1 September, 122 days out of 365 are spent in an MRT role.
mid-year (2) Individual A receives fixed remuneration of £150,000 from 1 January to 31
move to an August increasing to £250,000 from 1 September.
MRT role (3) During the performance year, Individual A is awarded variable remuneration of
£436200,000.
(4) The proportion of fixed remuneration which should be used for calculating
whether Individual A meets the criteria in paragraph2-20 Conditions Aand B is
£83,560 (£250,000 multiplied by 122/365)

22 per Remuneration 15.-1(3).
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Example

{5) The preportion of variable remuneration which should be used for calculating
whether Individual A meets Conditions A and B the-eriteria-in Chapter2paragraph
220 is £43,452 66,849 (£43200,000 multiplied by 122/365).

(6) The total remuneration for the period of time spent in an MRT role is
£127.012150,409 (£43,452 66,849 plus £83,560).

(7) Condition 4 B efparagraph-2-26{i} states that the individual’s variable
remuneration is no more than 33% a third of their total remuneration. In this
example Individual A’s variable remuneration is greater than 33% a third of the total
remuneration so this condition is not met.

(8) Fhe—caleulationfor-determining-whether eCondition A is that an individual’s
variable remuneration does not exceed 2-efparagraph-2-20{iHs-metis-£500,000
£44,000 multiplied by 122/365 which equals to £14,706367120—This condition is
not met.

(9) As conditions 2A and B ef-paragraph2-20(} has have not been met, all the rules
referred to in paragraph 3.11 must be applied to the variable remuneration of
£66,84943,452 for the period of time spent in an MRT role during the performance
year.

New hire (1) Individual B joins the firm as an MRT with effect from 1 July, 184 days out of 365
into an MRT are spent in an MRT role.

role (2) Individual B receives annual fixed remuneration of £450,000.

(3) For the period of time spent in role during the performance year, Individual B is
awarded variable remuneration of £50,000.

4) The preportion of fixed remuneration which should be used for calculating
whether Individual B meets the eriteria- Conditions A and B Chapter2-paragraph
2.20is £226,850 (£450,000 multiplied by 184/365).

(5) The full amount of variable remuneration (£50,000) should be used for
calculating whether Individual B meets-the-eriteria Conditions A and B inparagraph
220,

(6) The total remuneration for the period of time spent in an MRT role is £276,850
(£226,850 plus £50,000).

(7) Condition B 1 efparagraph-2-26{i} states that the individual’s variable
remuneration is no more than a third 33% of their total remuneration. In this
example Individual B’s variable remuneration is less than 33% a third of the total
remuneration so this condition is met.

(8) The calculation for determining whether condition Ad-efRPRARule5-82-6f
paragraph-2:20{ii}-is met is-£500,000 44,000 multiplied by 184/365 which equals
£22,180-£252,050. This condition is not met.

(9) As condition A 2-efparagraph-2-20{i-has not been met, the-all the rules in
paragraph 3.11 must be applied to the variable remuneration of £50,000 for the
period of time spent in an MRT role during the performance year.

Determining the fixed component of total remuneration for the fixed to variable ratio
3.16 The PRA expects firms to calculate the fixed component of remuneration with reference
to the actual amount of fixed remuneration the employee is awarded in a given performance
period. In the case of MRTs who join a firm part-way through the performance year, the fixed
component may be determined by an annualised rate which treats the amount of fixed
remuneration awarded at the end of the year as having been awarded across the entire
performance period. This approach may also be applied to MRTs joining a firm part-way
through the performance year who receive a guaranteed variable remuneration award,
provided the guaranteed variable remuneration award is included within the variable
remuneration component of the fixed to variable ratio for the performance period in which it
is awarded.

ertai il rick takers for & he ol
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Credit and trading risk

3.19 Any staff member with the ability to take, approve, or veto credit proposals or trading
book transactions above the thresholds under Article 6(3)3{+3} and 6(4)-3{32} on behalf of the
institution should be identified as an MRT. This requirement is not affected by the
geographical location of the staff member.

3.20 [

deleted]

3.21 Under Articles 6(3) and 6(4) 3{34Hb} -3+ e}anrd-3{12}, the PRA expects firms to

identify those staff members who have the authority to sanction any transaction specified
under Articles 6(3) and 6(4) 331 or3{22}. Fhe PRAalsoconsidersthatastaffmembershould
be idantifiod a5 both initiati I . ons.

3.22 The PRA expects firms to identify all staff members in a trading capacity with the ability
to materially affect the risk profile of the institution, even where these staff members do not
meet the limits specified under Article 6(4)-3{32}, or the quantitative remuneration criteria
under Remuneration 3.1 and Article 7(1) 4. For example, certain roles such as foreign exchange
traders may not operate under a value-at-risk limit but should be identified given their
potential to affect the risk profile of the institution.

3.23 Where the total remuneration of staff members in the trading function exceeds the
guantitative thresholds under Remuneration 3.1 and Article 74(1), the PRA expects firms to
provide more detailed evidence as compared to other categories of staff in order to justify
whether they meet the conditions for exclusion under Article 7(2) to (5)42}.

PRA approach to MRT exclusion applications for asset management roles

3.24 The PRA will review applications to exclude staff members employed by asset
management entities within the consolidation, or sub-consolidation, group of a PRA-
authorised person following the same process for staff employed by deposit-takers and
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investment banks. The PRA will do this by assessing the materiality of the impact of the
professional activities of the staff member’s role on the risk profile of the firm on a
consolidated basis. Working in an asset management role is not in itself a basis for determining
that the staff member meets one of the conditions for exclusion set out in Article 7(2) to (5) 4;

paragraph-2.
3.25 lnapplying CRD-Article 92(2)to-determine-In determining whether asset management

staff members are MRTs, the PRA expects the factors below should be considered alongside
Remuneration 3.1 and Articles (2) and (6). These factors include, but are not limited to, the
following:

e the seniority of the role in the context of reporting lines and managerial responsibility;

e the size of the desk assets under management (AUM) as a portion of the total firm/group
AUM and the size of the AUM for which the individual has overall responsibility as a
portion of desk AUM;

e the extent to which the fund relates to retail clients;

e the strength of investment risk controls in place to ensure the individual adheres to the
agreed fund risk profile, strategy and client expectations; and

e wider safeguards in place for liquidity, operational and product risk and independent risk
monitoring.

3.26 Applications on behalf of staff members employed by FCA solo-regulated firms that are
subject to the IFPRU Remuneration Code (SYSC 19A) €RD within a group should be submitted
to the FCA only. For those in dual-regulated firms, and FCA-regulated firms that are not subject
to IFPRU Remuneration Code (SYSC 19A) €RB but whose parent institution is regulated by the
PRA, applications should be submitted jointly to the PRA and FCA.

Definition of material business units

3.27 Firms are required to identify material business units (MBUs) wrder in accordance with
Article 4 3{5}. Business units are defined in the CRR as ‘any separate organisational or legal
entltles busmess lines, or geographlcal Iocatlons Ihe—RJS—eleﬁaes—ma%e#eJ—as—aw—buaﬂess
A A A~ Where
firms do not use mternal capltal allocation, they may use risk welghted assets (RWAs) asa
proxy when defining material business units.

3.28 The identification of MBUs for third-country CRR firms that cannot rely on either internal
capital or RWAs should be based on the definition of a business unit under CRR. The
materiality of specific business lines should then be identified according to the structure of the
firm.

The exclusion process

3.29 The RTS establishes a presumption that individuals meeting the quantitative threshold
under Article 47(1) are identified as MRTs. This presumption can only be rebutted by firms
providing sufficient evidence that the relevant role meets one of the grounds under

Article 47(2).

3.30 The approach under the RTS for excluding staff members from identification as MRTs is
set out in the table below.
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Table FG: MRT Identification and exclusion criteria

Regulatory oversight Basis for exclusion application
Criterion & . v & PP
requirement
NetificationtoPRA Statfcategoryorstaffmember
Totalremuneration€500,000-
FE0-000
. Prior approval of exclusion from Staff member and explanation of
Total remuneration > €750,000; or PRA why Article 7(2) applies
if the firm has over 1 000
members of staff, top 0.3%
high earners
. . PRA to inform EBA before Staff member and explanation of
Total remuneration > €1 million . .
approval exceptional circumstances.

3.31 Netifications-and apphications-Applications for prior approval to exclude staff members
from |dent|f|cat|on should be submitted to the PRA annually even—whe#e-ﬂe%meaaeﬁ-has—been

3.32 In apphyingCRD-Article-92{2)to-determine determining whether to exclude staff

members from identification, the PRA expects the factors below should be considered
alongside Remuneration 3.1 and Article 63. These factors include, but are not limited to, the:

e direct reporting lines of the staff member in question, and the number of MRTs identified
above them in the management chain;

e independence of the staff member to commit the balance sheet of the institution without
further authorisation;

e risk management controls in place to detect unauthorised trades; and

e management of maximum desk limits and the disciplinary policy in place for breaching
these limits.

3.33 The RTS states that approval for exclusions regarding those staff members earning over
€1 million shall only be granted under ‘exceptional circumstances’. The PRA expects firms to
provide additional explanatory reasoning in order to specify the exceptional nature of the
circumstances for such staff members, in particular concerning the individual role and impact
on the risk profile of the institution.

Templates

3.34 The PRA has designed a template for firms to use to submit their netificationsand
exclusion requests. The template is available on the Bank of England’s website for firms to
download and submit.23 The template represents the expectation of the level of detail which
should be included when submitting retificatiens-er exclusions for approval. However, use of
this template is voluntary, and firms may choose to document their request in a different
manner.

23 www.bankofengland.co.uk/pra/Pages/supervision/activities/remuneration.aspx.
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3.35 Netificationsand exelusions-Exclusions should be submitted annually to the PRA. The
timetable for submission will depend on the financial year of the firm.



31 July 2020: Draft rules EU Exit instruments for consultation closing Wednesday 30 September 2020.
Please see: https://www.bankofengland.co.uk/prudential-regulation/publication/2020/capital-requirements-directive-v

4 Application of malus and clawback to variable remuneration

4.1 The purpose of this chapter is to clarify the PRA’s expectations of the way in which firms
should comply with the rules on performance adjustment in Remuneration 15.20-15.23.

4.2 Performance adjustment refers to the downward adjustment of variable remuneration,
which includes the use of malus and clawback. The terms ‘malus’ and ‘clawback’ are often
used interchangeably but do in fact constitute distinct forms of performance adjustment.
Malus is defined in the EBA Guidelines as ‘... an arrangement that permits the institution to
reduce the value of all or part of deferred variable remuneration based on ex-post risk
adjustments before it has vested’. Clawback means ‘an arrangement under which the staff
member has to return ownership of an amount of variable remuneration paid in the past or
which has already vested to the institution under certain conditions’.

4.3 The effective and meaningful use of performance adjustment is necessary to align risk and
remuneration policy. Performance adjustment allows firms to adjust remuneration to take
account of risks that have subsequently crystallised. This includes-instances of employee
misbehaviour or material error, material downturn in performance, or a material failure of risk
management. All variable remuneration is included within the scope of performance
adjustment including awards made under long-term incentive plans (LTIPs) and buy-outs.

4.4 Alongside malus and clawback, the PRA considers that reductions to in-year variable
remuneration awards should also be considered by firms in applying 15.20(1) of the
Remuneration Part.

Contracts and policies
4.5 Firms’ remuneration policies and employment contracts should clarify that:

(i) variable remuneration awards are conditional, discretionary and contingent upon a
sustainable and risk-adjusted performance, in excess of that required to fulfil the
employee’s job description as part of the terms of employment. Such awards may
therefore be subject to forfeiture or reduction at the employer’s discretion;

(ii) variable remuneration including a deferred portion is paid or vests only if it is sustainable
according to the financial situation of the firm as a whole and justified on the basis of the
performance of the firm, the business unit and the individual concerned; and

(iii) variable remuneration awards should be reduced or clawed back according to specific
criteria set by the firm under Remuneration 15.21(1) which should, as a minimum, cover
each of the relevant scenarios outlined in Remuneration 15.22-15.23.

4.6 In accordance with Remuneration 6.5 firms should take adequate steps to identify and
document all remuneration awards which may be subject to reduction or forfeiture and inform
the relevant employees of the contingent nature of these portions of their remuneration.

4.7 FellowingRemuneration15-20{3); al-All variable remuneration should be subject to

clawback for periods of time determined in Remuneration 15.20 or, for ‘higher paid Material
Risk Takers’,24 15.20A (subject to the provisions in Remuneration 15.-1).-feraperied-ofatleast

24  This term is defined in Remuneration 1.3.
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maintain adequate records documenting all remuneration awards made to both current and
former employees, should recovery of vested remuneration be required in future.

Scope

4.8 The use of performance adjustment should not be limited to employees directly culpable
of malfeasance. For example, in cases involving a material failure of risk management or
misconduct, the PRA expects firms to consider applying performance adjustment to those
employees who:

(i) were aware, or could have been reasonably expected to be aware, of the failure or
misconduct at the time but failed to take adequate steps to promptly identify, assess,
report, escalate or address it;

(ii) by virtue of their role or seniority could be deemed indirectly responsible or accountable
for the failure or misconduct, including senior staff in charge of setting the firm’s culture
and strategy; and

(iii) by virtue of their role or seniority within control functions could be considered to be
responsible for weaknesses and failings in control functions relevant to the failure or
misconduct.

4.9 Where a failure of risk management was collective or pervasive, firms should apply
performance adjustment to individuals or groups of employees as appropriate. This may take
the form of a reduction to the in-year bonus pool firm-wide, at the relevant business units,
and/or may also include an adjustment at an individual level.

Chapter2-of this SS;the-The PRA generally expects all firms to have a firm-wide policy on
performance adjustment (and group-wide policy, where appropriate), including also in respect
of individuals who are not MRTs.

Timing of the relevant failure or misbehaviour

4.11 Risk'management failures and misconduct can take years to come to light. This should
not prevent firms from applying performance adjustment to the extent that the relevant
individuals have variable remuneration capable of reduction, even where this does not relate
to performance in the year in which the misconduct or risk management failure occurred or
came to light.

4.12 In the event of a risk management failure, employee misbehaviour or material error
coming to light after employment has ceased, firms should take into account all relevant
factors in deciding whether, and to what extent, it is reasonable to seek recovery of any or all
of an employee’s vested variable remuneration during the period in which clawback can be
applied.

Procedure for considering performance adjustment

4.13 The PRA expects firms to develop and maintain an adequate procedure for deciding cases
that could result in reductions to in-year variable remuneration or in the use of malus and
clawback either as part of, or alongside regular internal disciplinary proceedings. This
procedure should:
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(i) promote consistency, fairness and robustness in the application of performance
adjustment;

(ii) set specific criteria on the kinds of cases that may trigger the use of performance
adjustment. These criteria should be indicative and non-exhaustive. Remuneration
committees should retain full discretion to introduce additional criteria where
appropriate;

(iii) indicate which roles, departments, functions and committees are responsible for
reporting, escalating and deciding cases that may trigger the use of performance
adjustment;

(iv) ensure that control functions including Internal Audit, Compliance, Finance, Human
Resources, Legal, Reward and Risk provide relevant information and contribute to
discussions as required; and

(v) setoutaclear process for determining culpability, responsibility or accountability,
including allowing individuals under investigation to make representations.

4.14 Where reductions are made to in-year variable remuneration awards, there should be a
clear process for determining the amount of variable remuneration which would have been
awarded prior to the adjustment being made. This amount and the reasons for the reduction
should be clearly documented.

4.15 Firms should freeze the vesting of all awards made to individuals undergoing internal or
external investigation that could result in performance adjustment until such an investigation
has concluded and the firm has made a decision and communicated it to the relevant
employee. The outcome of such investigations and the communication to employees should,
where possible, be made at the time the investigation concludes rather than the end of the
performance year. This does not preclude the vesting of some or all variable remuneration in
relation to particular.individuals once the firm has established with certainty that ex-post risk
adjustment of these amounts is not required.

4.16 Firms should ensure that the value of, and reasons for, individual or collective
performance adjustments are clearly communicated in writing to affected individuals.

Calculating reductions

4.17 All variable remuneration should, in principle, be capable of forfeiture or reduction
through performance adjustment.

4.18 Adjustments should be applied robustly but fairly. Paragraphs 4.8, 4.9 and 4.11 do not
prevent firms from taking into account culpability or proximity to an incident when deciding

the value of individual reductions.

4.19 When deciding the amounts to be adjusted, the PRA expects firms to take into account
all relevant criteria, including:

(i) the cost of fines and other regulatory actions (eg section 166 reviews);
(ii) direct and indirect financial losses attributable to the relevant failure;

(iii) reputational damage;
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(iv) the impact of the failure on the firm’s relationships with its stakeholders including
shareholders, customers, employees, creditors, the taxpayer, counterparties, and
regulators;

(v) the impact on profitability from the event (eg profit before tax) — actual/accounting and
provisioned;

(vi) the timeframe during which the event occurred and whether losses/costs are still
accumulating;

(vii) the extent of customer detriment (eg number and value of mis-sold policies); and
(viii) redress costs.

4.20 Firms should ensure that their risk adjustment framework for determining bonus pools is
clear and transparent, in order to enable them to clearly quantify and articulate the impact of
any performance adjustments they might make prior to the adjustment being approved.

4.21 The methodology used to calculate performance adjustments and the value of the
adjustments made at individual, business unit and firm levels should be clearly recorded so
that it is possible to determine the value of each adjustment per incident and at the individual
employee level. The PRA expects firms to be able to provide this information if required.

4.22 Where performance adjustments are made to in-year or prior year awards before the full
impact of the risk management failures or misconduct is known, subsequent consideration
and, where appropriate, adjustments should be made to ensure the final value of the
adjustment fully reflects the impact of the incident. Should further information come to light,
adjustments already made for the event should be considered prior to subsequent
performance adjustment.
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5 Other elements of remuneration

Governing body and remuneration committee

5.1 Firms are expected to demonstrate that their decisions are consistent with an accurate
assessment of their financial condition and future prospects. In particular, practices by which
remuneration is paid for with potential future revenues whose timing and likelihood remain
uncertain should be evaluated carefully. The governing body or remuneration committee, or
both, should work closely with the risk function in evaluating the incentives created by the
remuneration policies of the firm.

5.2 The governing body and remuneration committee are responsible for ensuring that the
remuneration policy of the firm complies with the rules on remuneration, and where relevant,
should take into account guidance such as that issued by the Basel Committee on Banking
Supervision (BCBS), the International Association of Insurance Supervisors (lAIS) the
International Organization of Securities Commissions (I0OSCO) and the EBA.

5.3 In applying the remuneration rules, a firm should have regardto applicable good practice
on remuneration and corporate governance, such as, where appropriate, guidelines on
contracts and severance contained in the Principles of Remuneration 2016 produced by the
Investment Association.25 In considering the risks arising from its remuneration policies, a firm
will also need to take into account its statutory duties in relation to equal pay and non-
discrimination.

5.4 As with other aspects of a firm's systems and controls, in accordance with Rule 2.2 of the
General Organisational Requirements Part of the PRA Rulebook, remuneration policies,
procedures and practices must be comprehensive and proportionate to the nature, scale and
complexity of the firm's activities. The actions taken by a firm in order to comply with the
Remuneration Part will therefore vary.

5.5 The periodic review of the implementation of the remuneration policy should assess
compliance with the'/Remuneration Part. The PRA may also request remuneration committees
to provide the PRA with evidence of the compliance of any remuneration policies against the
rules under the Remuneration Part, together with plans for improvement where there is a
shortfall.

5.6 The Remuneration Part is principally concerned with the risks created by the way
remuneration arrangements are structured, not with the absolute quantum of remuneration,
which is generally a matter for remuneration committees to determine.

5.7 The PRA expects these committees to continue to fulfil the roles and functions required
under Remuneration 7.4 and the EBA Guidelines. However, within this framework
remuneration committees may consider group-wide decisions and policies.

Risk management and control functions

5.8 The PRA expects firms to ensure that the total remuneration package offered to
employees in risk management and compliance functions is sufficient to attract and retain
staff with the skills, knowledge and expertise to discharge those functions.

5.9 The method of determining the remuneration of relevant persons involved in the
compliance function should not compromise the objectivity of firms or be likely to do so.

25 www.ivis.co.uk/media/11101/Principles-of-Remuneration-2015-Final.pdf.
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5.10 The PRA expects firms to ensure that their risk management and compliance functions
are involved in determining the remuneration policy for other business areas. This includes
significant input into the setting of individual remuneration awards where those functions
have concerns about the behaviour of the individuals concerned or the level of risk
undertaken. A lack of involvement from the control function may be relied on as tending to
establish contravention of Remuneration 8.1 requiring employees engaged in control functions
to have appropriate authority.

5.11 Remuneration 8.1 is designed to avoid potential conflicts of interest which might arise if
other business areas had undue influence over the remuneration of employees within control
functions. Where such conflicts could arise they should be managed by having in place
independent roles for control functions (including, notably, risk management and compliance)
and human resources. The PRA considers it good practice to seek input from the human
resources function when a firm is setting remuneration for other business areas.

5.12 The need to avoid undue influence is particularly important where employees from the
control functions are embedded in other business areas. Remuneration 8.1 does not prevent
the views of other business areas being sought as an appropriate part of the assessment
process.

Remuneration and capital
5.13 The variable remuneration arrangements at a firm should be sufficiently flexible to allow
necessary resources to be directed towards capital building.

5.14 The PRA also expects relevant firms to use the remuneration rules in assessing their
exposure to risks arising from their remuneration policies, as part of the internal capital
adequacy assessment process (ICAAP).

Risk adjustment

5.15 The governing body or, where appropriate, the remuneration committee, should approve
policies for incorporating risk-adjusted performance into calculating the bonus pool and
individual awards, including the triggers under which adjustments would take place. The PRA
may request firms to provide a copy of their policies and expects firms to make adequate
records of material decisions to operate the adjustments.

Risk adjustment frameworks

5.16 The PRA expects firms to adopt a risk adjustment framework that provides a clear and
verifiable mechanism for measuring performance, and which leads to quantifiable risk
adjustments being made in a clear and transparent manner. Firms will be expected to justify
how they have adjusted remuneration decisions to account for risk.

5.17 The PRA expects firms to choose the most appropriate risk adjustment technique
according to their circumstances. Firms are expected to provide a quantitative reference or
starting point that explicitly includes risk-adjusted metrics, before the application of more
discretionary factors. The full range of future risks should be covered and firms should be able
to provide the PRA with details of all adjustments made, whether through application of
formulae or the exercise of discretion. Where discretion has been applied, the firm should be
able to provide a clear explanation and quantification of such adjustments.

Accounting for profit for remuneration purposes
5.18 In order to ensure that incentives are better aligned with the long-term sustainable
financial performance of the firm, the PRA expects variable awards to reflect the long-term
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ex-ante risks associated with employee activities and to reduce the sensitivity of financial
performance measures to short-term profit.

5.19 Profits for the purpose of determining the initial size of the pre-risk adjusted bonus pool
should be calculated by adjusting any profit figure taken from a fair valuation accounting
model with the incremental movement in the prudent valuation adjustment (PVA) figure at the
end-Q4 prudent valuation return in current year and previous year. All UK dual-regulated firms
(including UK subsidiaries of international firms) excluding branches, are required to file
quarterly prudent valuation returns with the PRA.

5.20 For UK subsidiaries of international firms that do not have a specific UK bonus pool and
where the bonus pool is determined and allocated by the parent company, the PRA, as part of
the annual supervisory remuneration review, will require the firm to evidence that the
incremental change in the PVA for the UK subsidiary has been applied to the UK-regulated
entity’s profits that feed into the global bonus pool.

5.21 The PRA expects prudent valuation adjustments to be determined using the Simplified
Approach or Core Approach set out in Commission Delegated Regulation (EU) 2016/101 of 26
October 2015 supplementing the CRR with regard to regulatory technical standards for
prudent valuation under Article 105(14).26

5.22 As branches of overseas firms are not required to submit prudent valuation returns, they
will be out of scope of this requirement. However, the PRA will expect those firms to apply an

appropriate adjustment to profit based on comparable principles to the extent it is achievable
in the jurisdiction in which the global pool is determined.

Use of metrics

5.23 Aligning variable remuneration awards to sustainable financial performance requires
firms to make appropriate ex-ante adjustments to take account of the potential for future
unexpected losses. Performance measures commonly used such as earnings per share (EPS),
total shareholder return (TSR), and return on equity (RoE) are not suitably adjusted for long-
term risk factors, and may-incentivise highly-leveraged activities. The PRA expects these
earnings-based metrics to form part of the risk adjustment process only if it can be
demonstrated that they are used as part of a balanced scorecard of financial and non-financial
metrics which gives credible weight to non-profit based measures.

Long-term incentive plans (LTIPs)
5.24 LTIPs are a type of variable remuneration and are measured against forward-looking
performance metrics to align the interests of individuals with the long-term interests of a firm.

5.25 The PRA expects firms to use a balance of both financial and non-financial metrics to
drive appropriate behaviours. Firms should justify how non-financial measures in the
guantitative component of LTIP frameworks are appropriate for the business model and
strategy of the firm, and should ensure the measurement process of such non-financial
measures is transparent and robust.

5.26 Quantitative criteria should be appropriately risk-adjusted and short-term metrics should
only be used as part of a balanced and risk adjusted scorecard of metrics. The quantitative
criteria should include economic efficiency measures such as risk-adjusted return on capital,

26 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R0101&from=EN.
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return on risk-adjusted capital, economic profit and internal economic risk capital or any
equivalent type metric.

5.27 Quantitative risk metrics may not capture all risk components, some of which can be
better captured by discretionary approaches. However, if relied on solely, discretionary
approaches may weaken the risk-based incentive effect of performance-based incentive
frameworks. The PRA expects that such approaches are applied with appropriate controls and
in a well-documented and transparent process.

Personal investment strategies

5.28 Remuneration 13.1 states that a firm must ensure that its employees undertake not to
use personal hedging strategies to undermine the risk alignment effects embedded in their
remuneration arrangements. The circumstances that the PRA considers constitute a prohibited
personal hedging strategy include, but are not limited to, entering into an arrangement with a
third party under which the third party will make payments, directly or indirectly, to a person
that are linked to or commensurate with the amounts by which the person's remuneration is
subject to reductions.

Remuneration structures

5.29 The non-financial criteria in Remuneration 15.4(2) should include the extent of the
employee’s adherence to effective risk management, and compliance with the regulatory
system and relevant overseas regulatory requirements.

Specific award structures: guaranteed variable remuneration, buy-outs and retention
awards

Guaranteed variable remuneration

5.30 Guaranteed variable remuneration is often known as a ‘golden hello’ or ‘sign-on bonus’
(which are different to buy-outs, see paragraph 5.35 below). Often these awards are made in
cases where an individual will lose the opportunity to receive a bonus entitlement for the
current performance year by leaving their employer part-way through the year, and to
persuade them to move, the individual is compensated for this 'lost opportunity’.

5.31 Guaranteed variable remuneration awards should not be expected as the norm and
should be limited to rare, infrequent occurrences and can only occur where the firm has a
sound and strong capital base in accordance with Remuneration 15.7 Article-94{1}{e}-ERD.

5.32 Under paragraph 140-141 of the EBA Guidelines, firms are permitted to exclude
guaranteed variable remuneration such as sign-on bonuses from the calculation of the ratio
between fixed and variable remuneration, where this is awarded in the context of hiring new
staff. These provisions also permit firms to disapply malus, clawback, and deferral rules from
such awards.

5.33 The PRA, however, considers that all guaranteed variable remuneration (including ‘lost
opportunity’ awards) continue to be subject to the general rules for variable remuneration
awarded by the firm including deferral, malus and clawback. These awards should also be
included in the variable component of the fixed to variable ratio for the relevant performance
period in which the award is made. The guidance in paragraph 3.16 can be used to calculate
the fixed to variable ratio when a ‘lost opportunity’ award is given to an MRT joining part way
through the year.


http://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52114/05-01-2017
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5.34 All guaranteed variable remuneration awards should be documented and included in a
firm’s annual remuneration policy statement. Notification of guaranteed variable
remuneration is not required.

Buy-out awards

5.35 Buy-out awards differ from guaranteed variable remuneration and represent a practice
whereby firms buy-out outstanding deferred bonus awards for staff that have been cancelled
by their previous employer. The PRA expects firms to structure buy-outs so that they vest no
faster than the awards they replace.

5.36 As part of the process for the previous firm deciding whether to apply malus or clawback
to the buy-out, the ‘determination’ under rule 15A.9 refers to the final determination by the
approving body or committee of the previous firm.

5.37 The new employer should act solely as an executor in relation to the determination made
by the previous employer. As such, the PRA considers that, while all waiver applications will be
considered on the basis of the facts of the individual case, in most cases the statutory tests for
the modification or waiver of rules set out under section 138A(4) of FSMA are unlikely to be
met.

Retention awards

5.38 Retention awards differ from guaranteed variable remuneration and represent awards
which are contingent on an individual remainingin employment with the firm for a period of
time.

5.39 Retention awards shall form part of variable remuneration for the purpose of the ratio
between fixed and variable components of total remuneration under Remuneration 15.10.
Firms should notify the PRA and provide justification when a retention award is offered to an
MRT. In such cases, the PRA will consider whether the award is appropriate.

Procedure to increase permitted ratio between fixed and variable components of total
remuneration

5.40 In circumstances where firms choose to increase the permitted ratio of fixed to variable
remuneration, the PRA considers all percentage thresholds referred to in Remuneration
15.11(5) should be calculated by reference to the shares or other ownership rights in the firm.
This, in turn, should be taken to mean the voting rights capable of being cast on the relevant
resolution, and which attach to the shares or ownership rights.

5.41 The 75% threshold which applies when fewer than 50% of shares are represented in the
vote, and the 66% threshold which applies when at least 50% of shares are represented, are
percentages of the share or ownership voting rights represented, and not of the firm’s whole
issued share capital or ownership rights.

5.42 The concept of shares or ownership rights being ‘represented’ is not clearly defined for
these purposes in Ed-er UK law and may depend on the legal nature of the firm in question.

(i) Inorder to be clear what proportion of the share/ownership rights is ‘represented’ as
required by-ERB-Ar-94{dHg}i} Remuneration 15.11(5), the PRA expects a poll vote to
take place at the relevant shareholder meeting, even if the outcome of such a vote may
appear obvious from a show of hands and/or any proxies received.
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(ii) The PRA has not ascribed a specific meaning to the word ‘represented’. The PRA expects
firms to consider what will constitute being represented for the purpose of this vote,
within the range of meanings that the word ‘represented’ could reasonably carry.

(iii) The PRA expects firms to make clear to shareholders how each voting decision (voting for
or against, sending a proxy, abstaining, attending but not voting etc.) will be treated for
the purpose of being represented.

(iv) Itis prudent to proceed on the basis that the meaning of being ‘represented’ is the same
for the threshold test (ie the 50% test) as for the majority test (ie the 66% or 75% test),
even if other interpretations are possible.

5.43 In line with Remuneration 15.11(4), staff who are directly concerned by the higher
maximum levels of variable remuneration are not permitted to exercise any voting rights they
may have. Accordingly, their voting rights should be disregarded when calculating the
percentages.

Deferral

5.44 The PRA expects firms to have a firm-wide policy (and group-wide policy, where
appropriate) on deferral. The proportion of variable remuneration deferred should generally
rise with the ratio of variable remuneration to fixed remuneration, and with the quantum of
variable remuneration awarded. In line with the specific requirements of Remuneration 15.18,
the PRA further expects that where any employee’s variable remuneration component is
£500,000 or more, at least 60% of the total variable award should be deferred. However, firms
should also consider whether this deferral ratio should be applied in cases of variable
remuneration awarded below £500,000.

Breaches of the remuneration rules

5.45 In line with the Fundamental Rules, the PRA expects any breach of a rule referred to in
Remuneration 16.1 to be notified to the PRA. Such a notification should include information on
the steps which a firm or other person has taken or intends to take to recover payments or
property in accordance with Remuneration 16.14.

5.46 Remuneration 16.14(2) applies in the context of a secondment. Where a group member
seconds an individual to a firm and continues to be responsible for the individual’s
remuneration in respect of services provided to the firm, the PRA expects the firm to take
reasonable steps to ensure that the group member recovers from the secondee any
remuneration paid in pursuance of a contravening provision.

Firm-wide application

5.47 The PRA expects firms to apply at least the following Remuneration Part rules on a firm
wide basis:

e remuneration policies;

e governance;

e risk adjustment;

e pension policy;

e personal investment strategies; and
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e payments related to early termination;and

o deferral.
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4 Draft amendments to SS28/15 ‘Strengthening accountability in banking’

In this appendix, new text is underlined and deleted text is struck through.

4 Assessing fitness and propriety

Assessing fitness and propriety

4.7 In complying with the rules in the Fitness and Propriety Part of the Rulebook, firms should
also have regard to the EBA Suitability Guidelines as appropriate in determining a person’s
honesty, integrity and reputation, the PRA will have regard to all relevant matters which may
have arisen either in the United Kingdom or elsewhere. The PRA will consider whether a
matter is relevant to the requirements and standards of the regulatory system. The PRA will, in
particular, assess the continuing fitness and propriety of individuals (including notified NEDs)
where it has reasonable grounds to suspect that money laundering or terrorist financing has
been committed or attempted, or there is increased risk thereof in connection with a firm.
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5 Draft amendments to SS15/13 ‘Groups’
In this appendix, all text is new and is not underlined.

The following text is to be inserted as Chapter 4 of SS15/13.

4 Intermediate parent undertakings

4.1 Chapter 4 of the Groups Part of the PRA Rulebook, reflecting Article 21 (b) CRD, requires a
significant third country group that has two or more bank or investment firm subsidiaries and
EU assets of €40 billion or more, but which had EU assets of less than €40 billion on 27 June
2019 to structure itself under a single EU intermediate parent undertaking (IPU).

Use of two IPUs

4.2 Article 21(b) CRD permits groups to restructure under two IPUs in certain circumstances
rather than only one. The PRA proposes to give effect to this provision using its existing powers
under Section 138A FSMA to waive or modify rules provided statutory tests are met.

Application process

4.3 A firm or parent institution wishing to restructure undertwo IPUs should make a formal
application to the PRA demonstrating, as envisaged by Article 21(b)(2) CRD, that the
establishment of a single IPU would either:

(i) beincompatible with a mandatory requirement for the separation of activities imposed
by the rules or supervisory authorities of the third country where the ultimate parent
undertaking of the third country group has its head office; or

(ii) render resolvability less efficient than would be the case with one IPU according to an
assessment carried out by the competent resolution authority of the proposed IPU.

4.4 The PRA will assess applications on a case by case basis and will permit two IPUs where it is
satisfied that one of the above conditions is met. Even where it is so satisfied, the PRA will
make its own judgment as to whether to grant the waiver or modification.
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6 Draft amendments to SS15/13 ‘Groups’ (2021)

In this appendix, new text is underlined and deleted text is struck through.
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7 Draft amendments SS34/15 ‘Guidelines for completing regulatory reports’
In this appendix, all text is new and is not underlined.

The following text is to be inserted as Chapter 5.

5 Third-country branch reporting

5.1 This chapter is relevant to non-EEA deposit-takers in respect of their operations in the
United Kingdom through branches known as ‘third-country branches’.27 It sets out the PRA’s
expectations for the regulatory reporting of third-country branches and how these firms are
able to comply with Regulatory Reporting 22.4. This chapter covers reporting on:

e liquid assets available to the branch;

e own funds that are at the disposal of the branch;

e deposit protection arrangements;

e risk management arrangements;

e governance arrangements, including key function holders; and

e recovery plans covering the branch.

Information on the liquid assets available to the branch, in particular availability of
liquid assets in Member State currencies (Regulatory Reporting 22.4(1))

5.2 Athird-country branch is expected to submit to the PRA liquidity information at the
whole-firm level, based upon data which is reported to the firm’s home state supervisor.28
Where this contains.information on significant currency basis, the PRA considers that this is
sufficient to meet the requirement set out in Regulatory Reporting 22.4(1). Otherwise, firms
should provide this information on an annual basis by email to their usual supervisory contact
alongside the submission of their liquidity information.

The own funds that are at the disposal of the branch (Regulatory Reporting 22.4(2))

5.3 Under Regulatory Reporting 7.1, non-EEA banks are required to submit to the PRA their
annual report and accounts. Where this contains information about own funds that are at the
whole-entity level, the PRA considers that this is sufficient to meet the requirement set out in
Regulatory Reporting 22.4(2). Otherwise, firms should provide this information by email to
their usual supervisory contact alongside the submission of their annual reports and accounts.

27 For completeness, the PRA’s Branch Reporting Rule does not refer to ‘third-country branches’. It refers to the information
that a third-country firm, which is a bank, must report in relation to its branch.

28 $51/17, ‘Supervising international banks: the PRA’s approach to branch supervision — liquidity reporting’, February 2017:
https://www.bankofengland.co.uk/prudential-regulation/publication/2017/supervising-international-banks-the-pras-
approach-to-branch-supervision-liquidity-reporting-ss.
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The deposit protection arrangements available to depositors in the branch
(Regulatory Reporting 22.4(3))

5.4 The Branch Return requires information about total deposits covered by the FSCS and
those by other deposit insurance schemes. The PRA expects firms to provide names of the
‘other deposit insurance schemes’ where they have reported a non-zero amount of deposits
covered by these schemes. The PRA considers that this is sufficient to meet the requirement
set out in Regulatory Reporting 22.4(3).

The risk management arrangements (Regulatory Reporting 22.4(4))

5.5 Under Allocation of Responsibilities 7.1, firms are required at all times to have a
comprehensive and up-to-date single document (a ‘management responsibilities map’) that
describes the firm’s management and governance arrangements.29 Where this contains
information about the risk management arrangements of the branch, the PRA considers that
this is sufficient to meet the requirement set out in Regulatory Reporting 22.4(4). Otherwise,
firms should provide this information by email to their usual supervisory contact. The firm
should either confirm on an annual basis that the management responsibilities map or the
information provided separately remains up to date, or should provide updated information.

The governance arrangements, including key function holders for the activities of the
branch (Regulatory Reporting 22.4(5))

5.6 Where the management responsibilities map contains information about the governance
arrangements of the branch, the PRA considers that this is sufficient to meet the requirement
set out in Regulatory Reporting 22.4(5). Otherwise, firms should provide this information by
email to their usual supervisory contact. Following their last submission, a third country
branch should confirm on an annual basis that the management responsibilities map remains
up to date.

The recovery plans covering the branch (Regulatory Reporting 22.4(6))

5.7 A third-country branch should be covered by a group recovery plan produced for the
relevant home resolution authority. The PRA expects the branch to share this group recovery
plan, or the relevant sections of it, with their usual supervisory contact. Where the recovery
plan is not provided to the home resolution authority in English, firms are expected to
translate the relevant sections of this prior to submission to the PRA. The PRA considers that
this is sufficient to meet the requirement set out in Regulatory Reporting 22.4(6). Firms should
submit recovery plans as they stand at their accounting reference date by email to their
supervisory contact.

29 $54/16 ‘Internal governance of third country branches’: https://www.bankofengland.co.uk/prudential-
regulation/publication/2016/internal-governance-of-third-country-branches-ss.
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8 Draft amendments to SS4/16 ‘Internal governance of third country
branches’

In this appendix, new text is underlined and deleted text is struck through. Footnote
references will be updated when the final policy is published.

2 General organisational requirements

Expectations in relation to the Senior Managers and Certification regimes

2.3A Firms should be aware of the expectations set out in SS34/15 ‘Guidelines for completing
regulatory reports’30 in relation to the following reporting requirement for branches of third-
country banks:
e risk management arrangements of the branch; and
e governance arrangements, including key function holders for the activities of the
branch.

30 https://www.bankofengland.co.uk/prudential-regulation/publication/2015/guidelines-for-completing-regulatory-reports-ss.



https://www.bankofengland.co.uk/prudential-regulation/publication/2015/guidelines-for-completing-regulatory-reports-ss

31 July 2020: Draft rules EU Exit instruments for consultation closing Wednesday 30 September 2020.
Please see: https://www.bankofengland.co.uk/prudential-regulation/publication/2020/capital-requirements-directive-v

9 Draft amendments to SS1/17 ‘Supervising international banks: the PRA’s
approach to branch supervision - liquidity reporting’

In this appendix, new text is underlined and deleted text is struck through. Footnote
references will be updated when the final policy is published.

2 Reporting for relevant third-country firms

2.10 Firms should also be aware of the expectations in relation to reporting the liguid assets
available to the branch, in particular availability of liquid assets in Member State currencies.
These are set out in SS34/15 ‘Guidelines for completing regulatory reports’.31

31 https://www.bankofengland.co.uk/prudential-regulation/publication/2015/guidelines-for-completing-regulatory-reports-ss.
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