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READER'S GUIDE INSTRUMENT 2001

A. The Financial Services Authority issues the guidance in the Annex to this instrument in
the exercise of the power conferred by section 157(1) of the Financial Services and
Markets Act 2000 (Guidance).

B. This instrument shall come into force immediately.
C. This instrument may be cited as the Reader's Guide Instrument 2001.

D. Part 1 of the Annex to this instrument may be cited as the Reader's Guide. Part 2 of the
Annex to this instrument may be cited as the Reader's Guide Summary.

By order of the Board
21 June 2001



ANNEX

PART 1



READER’S GUIDE

WHAT IS THIS GUIDE?

1.

This guide is an introduction to the FSA's Handbook of rules and guidance. It describes
the contents of the Handbook; where to find them; and how to make use of them.

2. The guide covers:
(1) structure (paragraphs 3 to 17);
(2) status of provisions (paragraphs 18 to 31);
(3) contents pages (paragraph 32);
(4) numbering :
pages (paragraphs 33 to 37);
contents (paragraphs 38 to 42);
(5) cross-references (paragraphs 43 to 45);
(6) defined terms (paragraph 46);
(7) schedules (paragraphs 47 to 59);
(8) glossary of definitions (paragraphs 60 to 64); and
(9) index (paragraphs 65 to 68).

STRUCTURE

3. The Handbook is available on the Internet, on CD-ROM and on paper. Its structure and
contents, which are the same in each medium, are set out in the table at the end of this
guide.

4. Section 153 of the Act requires the FSA to exercise its rule-making powers in writing. The
Act describes the document by which the rules are made as a ‘rule-making instrument’
and imposes a number of requirements, including a requirement to publish it. The FSA
will publish all instruments by which provisions in the Handbook are made or amended in
full on its website. These fulfil the statutory and other legal requirements for publication,
and will be the definitive source for determining what the text was at any particular time
for legal purposes (see section 154 of the Act (Verification of rules)).

5.  The Handbook as published on CD-ROM and on paper will provide a continuously
updated consolidation of the contents of the instruments by which the provisions in the
Handbook are made.

6. The Handbook consists of sourcebooks (providing sources of the FSA’s requirements and
guidance) and manuals (containing processes to be followed). The sourcebooks and
manuals are arranged in groups according to their subject matter.

7. Each sourcebook or manual has a reference code of two or more letters. This is usually a

contraction or abbreviation of its title, for use in cross-references in the text and in the
index. A list of these codes is to be found in the table at the end of this guide.

Prudential sourcebooks

8.

To allow more time to achieve satisfactory modernisation and harmonisation, the final,
integrated, Prudential sourcebook has been deferred. Meanwhile, the Handbook contains
five Interim Prudential sourcebooks:



(1) for banks IPRU(BANK)
(2) for building societies IPRU(BSOC)
(3) for friendly societies IPRU(FSOC)
(4) forinsurers IPRU(INS)
(5) forinvestment businesses  IPRU(INV)

The prudential categories, which normally determine which of these versions applies to
a firm, are explained in Appendix 1 to the Supervision manual (SUP App 1). Each of
these sourcebooks continues the existing prudential regime, with changes mainly where
the Financial Services and Markets Act 2000 (the Act), and other statutory and
international developments, have made a change desirable or essential.

Until the integrated Prudential sourcebook comes into force, the prudential provisions for
Lloyd’s are included in the Lloyd’s sourcebook.

Contents of sourcebooks and manuals

10.

11.

12.

13.

14.

Each sourcebook or manual has with or in it:

(1) this guide, or a summary of it;

(2) acontents page;

(3) a schedule of transitional provisions (if any); and

(4) the main text, with any annexes and appendices to it.

In addition:
(5) schedules of supplementary information (see paragraphs 47 to 59); and
(6) a glossary of defined terms used, with their definitions (see paragraphs 60 to 64);

are provided (on the Internet, on disk and in hard copy with each module or group of
modules as appropriate). An index is also planned.

Each sourcebook or manual is divided into chapters. A chapter is divided into sections,
and each section is divided into paragraphs.

Each paragraph has a regulatory status, indicated by:
(1) anicon containing a letter (‘R’ for rule, and so on; see paragraphs 18 to 31); and
(2) the typeface:

(@) Sabon bold 12 point for rules (R);
(b)  Sabon 11 point for directions (D);

(c) Officina Sans 12 point for Statements of Principle for approved
persons (P);

(d) Officina Sans 11 point for conclusive descriptions of behaviour (C);
(e) Sabon 12 point for evidential provisions (E); and
(f)  Sabon 10 point for guidance (G).

Beneath the icon appear:
(1) the date on which the paragraph came into force; and

(2) the number of the Handbook release in which the paragraph first appeared in its
current form.

Each sourcebook or manual, or each chapter or section in it, begins with an application
provision. This explains to what types of firm or other person, or to persons carrying on
what types of business, the sourcebook or manual, or the chapter or section, applies.



15.

16.

17.

After the application provision, each chapter will normally contain a statement of
purpose. This explains the objective of the provisions in the chapter: what standards is it
intended to uphold? does it reinforce one or more of the Principles for Businesses?
does it implement European measures? what result does it aim at? If the subject of the
chapter is complicated or detailed, the purpose statement may contain, or be followed
by, a table or paragraph mapping the shape and main features of the chapter. Where it
may help the reader’s understanding, a section too may open with a purpose paragraph.

A chapter may have one or more annexes, containing material that supplements the
contents of the chapter, but would interrupt the flow of the text if it were included in the
chapter itself. The contents of an annex are normally all of one status, shown by an
icon, containing the status letter, at the top of the page.

A sourcebook or manual may have one or more appendices. These normally relate to
the whole sourcebook or manual, or to more than one chapter in it. The contents of an
appendix may, like the main text, be of more than one status. This is shown in the same
way, by icons.

STATUS OF PROVISIONS

18.

19.

20.

21.

22.

23.

The Handbook contains the following types of provision, whose status is indicated by
icons containing the letters below. The precise legal status of any particular provision
depends upon the terms of the Act and the particular power exercised to create that
provision. Schedule 4 lists the powers used to make the various parts of the Handbook
(see paragraphs 49 and 56). So what follows is only an introduction.

R

The letter R is used to indicate general rules made under section 138 of the Act and
specialised rules made under sections 140 to 147 and other powers. (It is not used for
evidential provisions (see E, paragraphs 24 to 27).) The legal effect of a rule varies,
depending on the power under which it is made, and on the language used in the rule —
is it mandatory language or not? Most of the rules in the Handbook create binding
obligations on firms (that is, authorised persons). If a firm contravenes such a rule, it
may be subject to enforcement action (see ENF) and, in certain circumstances, to an
action for damages (see Schedule 5, paragraph 57).

The FSA Principles for Businesses are rules. (For the Statements of Principle for
approved persons, see P, paragraph 22.)

D

The letter D is used to indicate directions and requirements given under various powers
conferred by the Act — for example, directions under section 51(3) of the Act about the
form and content of applications for Part IV permission. Directions and requirements are
binding upon the persons or categories of person to whom they are addressed.

P

The letter P is used to indicate the Statements of Principle for approved persons made
under section 64 of the Act. The Statements of Principle are binding on approved
persons.

Cc

The letter C is used for paragraphs made under section 119(2)(b) of the Act which
specify descriptions of behaviour that, in the opinion of the FSA, do not amount to
market abuse. These descriptions are conclusive because such behaviour is to be
taken, for the purposes of the Act, as not amounting to market abuse (section 122(1)).



24.

25.

26.

27.

28.

20.

30.

31.

E

The letter E is used to identify evidential provisions with the characteristics specified in
section 149 of the Act. An evidential provision is a rule, but it is not binding in its own
right. It always relates to some other binding rule. When it says so, compliance with an
evidential provision may be relied on as ‘tending to establish compliance’ with the rule to
which it relates. And when it says so, contravention of an evidential provision may be
relied on as ‘tending to establish contravention’ of the rule to which it relates. An
evidential provision of this kind will always say one of these things, and it may say both.
Such evidential provisions are thus indicative in nature: they create rebuttable
presumptions of compliance with or contravention of the binding rules to which they refer.

E is also used for the paragraphs that make up the Code of Practice for Approved
Persons (APER 3) made under section 64 of the Act. That code may be relied on so far
as it tends to establish whether or not the conduct of an approved person complies with
the Statements of Principle for approved persons.

E is also used for certain paragraphs in the Code of Market Conduct (MAR 1) made
under section 119 of the Act. These paragraphs specify:

(1) descriptions of behaviour that, in the opinion of the FSA, amount to market abuse;
and

(2) factors that, in the opinion of the FSA, are to be taken into account in determin ng
whether or not behaviour amounts to market abuse.

These paragraphs of the Code of Market Conduct may be relied on so far as they
indicate whether or not particular behaviour should be taken to amount to market abuse
(section 122(2) of the Act).

G

The letter G is used to indicate guidance given under section 157. The guidance in the
Handbook relates to the operation of the Act, the rules in the Handbook and other matters.
Guidance may be used to explain the implications of other provisions, to indicate possible
means of compliance, to recommend a particular course of action or arrangement, and for
other purposes. Whatever guidance is used for, it is not binding on those to whom the Act
and rules apply, nor does it have ‘evidential’ effect. It need not be followed in order to
achieve compliance with the relevant rule or other requirement. So a firm cannot incur
disciplinary liability merely because it has not followed guidance. Nor is there any
presumption that departing from guidance is indicative of a breach of the relevant rule.

Guidance is generally designed to throw light on a particular aspect of regulatory
requirements, not to be an exhaustive description of firms’ obligations. If a person acts in
accordance with guidance in the circumstances contemplated by that guidance, then the
FSA will proceed on the footing that the person has complied with the aspects of the rule
or other requirement to which the guidance relates.

Rights conferred on third parties (such as a firm’s clients) cannot be affected by
guidance given by the FSA. Guidance on rules, the Act or other legislation represents
the FSA’s view, and does not bind the courts, for example in relation to an action for
damages brought by a private person for breach of a rule (see section 150 of the Act
(Actions for damages)), or in relation to the enforceability of a contract where there has
been a breach of the general prohibition on carrying on a regulated activity in the Uni:ed
Kingdom without authorisation (see sections 26 and 27 of the Act (Enforceability of
agreements)). A person may need to seek his own legal advice.

G is also used for the FSA's statement of the procedure for giving statutory notices
under section 395 of the Act (see DEC), for the various statements of policy regarding
use of the FSA's enforcement powers (see ENF), and to indicate the arrangements
made by the FSA under paragraph 7 of Schedule 1 to the Act for the investigation of
complaints arising in connection with its exercise or non-exercise of its non-legislative
functions (see COAF).



CONTENTS PAGES

32. The contents page of each sourcebook or manual lists the chapters, sections, annexes,
appendices and schedules in it (without page numbers). To find a section on a particular
topic, or any other item, use the electronic links.

NUMBERING: PAGES

33. Page numbers are not important in the Handbook. In the paper version, page numbering
starts again at the beginning of each chapter. But each page of a chapter shows:

(1) the reference code for the sourcebook or manual;

(2) the number and title of the chapter; and

(38) the number and title of the section of the chapter.

For example, the first page of Chapter 3 of the Supervision manual shows at the top, on

the left ‘SUP 3: Auditors’ and on the right ‘Section 1: Application’. In addition, each page of
a chapter shows, at the foot of the page, the number of the last paragraph on the page.

34. Each page of an annex shows, at the top of the page, the reference code, number and
title of the chapter to which the annex relates, and the number and status of the annex.

35. Each page of an appendix shows, at the top of the page, the reference code of the
sourcebook or manual to which the appendix relates, and the number and title of the
appendix.

36. Each page of the Handbook also shows, at the foot of the page, the number, month and
year of the release with which the page was published (for example, ‘FSA Handbook:
Release 03: October 20071’).

37. Both the electronic and the paper editions of the Handbook represent the text of the
Handbook current at the date of the last release, including all amendments to that date.

NUMBERING: CONTENTS

38. The main text of the Handbook is numbered as follows:

(1) chapter 1 (2, 3 etc)

(2) section 1.1 (1.2, 1.3 etc)

(3) paragraph 1.1.1 (1.1.2,1.1.3 etc)

(4) sub-paragraph 1.1.1(1) (1.1.1(2), 1.1.1(3) etc)

39. Sub-sub-paragraphs are shown by (a), (b), (c) and so on, and sub-sub-sub-paragraphs
by (i), (i), (iii) and so on. For example, the third paragraph of the second section of the
first chapter in the Conduct of Business sourcebook, if it were a rule, would be COB
1.2.3R. A sub-sub-paragraph of that paragraph would be COB 1.2.3R(1)(a).

40. When changes are made in the text, if it becomes necessary to add new material
between two pieces of existing text, the Handbook numbering will change in the same
way as in a statute. For example, if a new paragraph has to be inserted between two
existing paragraphs numbered COB 1.2.3R and COB 1.2.4R, the new paragraph will be
given the number of the paragraph before it plus the letter A, so that it becomes COB
1.2.3AR.

41. Atable in the text is numbered as if it were a paragraph.

42. Anillustration in the text, such as a flow-chart, is numbered with the number of the
chapter and section in which it appears, followed by the number of the illustration itself.
For example, the third illustration in the second section of the first chapter of the
Supervision manual would be numbered SUP Fig 1.2.3. If the illustration were in an
appendix, it would be numbered according to the number of illustrations in the appendix.



43.

44.

45.

46.

47.

48.

49.

50.

51.

For example, the third illustration in the second appendix to the Enforcement manual
would be ENF App 2 Fig 3.

CROSS-REFERENCES

In cross-references, and generally, the reference code letters of the sourcebook or
manual are given in front of the number, and, if the cross-reference is to a paragraph (or a
table or an annex), the letter indicating its status is added at the end. So the first chapter
in the Conduct of Business sourcebook is referred to as COB 1; its first section as COB
1.1; and its first paragraph (which is a paragraph of guidance) as COB 1.1.1G.

A cross-reference to the annex to COB 1 appears as COB 1 Ann 1G. A cross-reference to
an appendix appears, for example, as SUP App 1, and to the first paragraph in that
appendix as SUP App 1.1.1G.

The index, when referring to an item in a chapter or an appendix, will show the number
and regulatory status of the relevant paragraph. When referring to an item in an annex,
however, or in a table or illustration, the index will show only the number and status of the
annex, table or illustration (not the number of a paragraph within it).

DEFINED TERMS

Defined terms used in the text are shown in italic type. Where a word or phrase is in
italics, its definition can be found in the glossary of defined terms near the end of the
sourcebook or manual, or in the consolidated glossary. Where a word or phrase which is
shown in italics in one part of the text appears without italics in another part, it is meant to
be given, where unitalicised, its ordinary natural meaning. Paragraphs 60 to 64 give more
information about the Glossary.

SCHEDULES
Each sourcebook or manual contains:
(1) a schedule of transitional provisions, immediately after the Contents page;

(2) schedules, after the text, of any:

(a) record keeping requirements (Schedule 1);

(b) notification requirements (Schedule 2);

(c) fees and other required payments (Schedule 3);

(d) statutory powers exercised by the FSA in making the Handbook (Schedule 4);
(e) rights of action for damages (Schedule 5); and

(

f)  rules that can be waived (Schedule 6).

Schedules 1 to 3 briefly summarise the contents of the relevant provisions in the
sourcebook or manual and cross-refer to them.

Schedules 4, 5 and 6 specify the powers the FSA has exercised in making each rule-
making instrument (see paragraph 4), summarise the rights of action for damages which
attach to many rules, and state which rules can be waived, and under which section of the
Act.

Where comprehensive schedules may be useful, consolidated versions, drawing together
the contents of the schedules from each sourcebook and manual, will be provided.

A single consolidated schedule (Schedule 7) provides a check-list of releases for the
Handbook as a whole.



Transitional provisions
52. The schedule of Transitional provisions:
(1) sets out the transitional provisions for the sourcebook or manual (if any);

(2) specifies the parts of the sourcebook or manual to which each transitional
provision relates, and when those parts commenced; and

(3) gives the dates on which each transitional provision:
(@) came into force; and
(b) expires.
Record keeping requirements
53. Schedule 1 provides a list of the detailed record keeping requirements in the
sourcebook or manual and where they are to be found.
Notification requirements
54.  Schedule 2 provides a list of the detailed notification requirements in the
sourcebook or manual and where they are to be found.
Fees and other required payments
55. Schedule 3 provides a list of any fees and other payments for which a firm may be
liable under the sourcebook or manual and where details of them are to be found.
Powers exercised in making the Handbook
56. Schedule 4 specifies the powers given by the Act which the FSA has exercised in
making the provisions in the sourcebook or manual.
Rights of action for damages
57. Schedule 5:

(1) gives guidance (where relevant) on the availability of rights of action to
private persons under section 150 of the Act: that rights of action are
available on contravention of a rule by an authorised person only; and how
‘private person’ is defined; and

(2) lists the rules in the sourcebook or manual:
(a) to which rights of action apply under section 150(1) of the Act;

(b) to which rights of action do not apply, in accordance with section
150(2);

(c) to which rights of action apply at the suit, not only of a private person,
but of a person who is not a private person, in accordance with
section 150(3), with a statement to whom the rights have been
extended;

(d) to which rights of action do not apply because they are not binding on
authorised persons, or because they are listing rules or financial
resources rules, in accordance with section 150(4).



Rules that can be waived

58.

Schedule 6 specifies the rules in the sourcebook or manual (if any) which the FSA
has power to waive or modify,and the section of the Act which gives the FSA that
power in respect of the rules in question.

Consolidated schedule of releases

59.

The purpose of Schedule 7 is to help firms keep track of amendments made to the
Handbook since it was first published. It lists by serial number each release
issued, its date of publication and its contents. The full text of each release is on
the FSA's website at www.fsa.gov.uk.

GLOSSARY OF DEFINITIONS

60.

61.

62.

63.

64.

In addition to the links between defined terms and definitions in the electronic
versions of the Handbook, each sourcebook or manual has a glossary of
definitions. This lists the defined terms used in the sourcebook or manual and
gives their meaning. It also contains guidance reminding the reader of the main
General provisions for interpreting the Handbook (GEN 2).

The provisions in GEN 2:

(1) require a purposive interpretation of the rules (GEN 2.2.1R);
(2) state the effect of the status letter E (GEN 2.2.3R);
(3) state how defined expressions are used (GEN 2.2.7R);

(4) confirm that the Interpretation Act 1978 applies throughout the Handbook
(GEN 2.2.11R), and explain particular effects of that application (GEN
2.2.12G);

(5) state the effect of a cross-reference to Handbook text which has been
amended (GEN 2.2.13R); and

(6) give the meaning of ‘in writing’ in the Handbook (GEN 2.2.14R).

The introduction to the Glossary summarises the main practical effects of GEN 2.
For example, it reminds the reader that an expression with a defined meaning is
shown in the Handbook in italics (and not by capital letters); and that the singular
includes the plural.

A consolidated glossary, drawing together all the defined terms used in the
Handbook, will also be found in the Handbook.

The Glossary of definitions, including its introduction, is intended to help readers
to interpret the Handbook. But readers cannot rely on the Handbook in isolation. If
they need to know exactly what is said by and under the Act, they will need to
consult the Act itself, and the statutory instruments made under it.

INDEX

65.

66.

67.

In addition to the links in the electronic versions of the Handbook, it is planned
that each sourcebook or manual will contain an index. The index will warn that it is
to help readers, and should not be relied on as comprehensive. It will aim to list
alphabetically any significant mention of each of the main subjects of the text and
to show where it is to be found.

The Handbook system for numbering pages, for numbering the text and for cross-
referring is described in paragraphs 33 to 45.

Because of this system, references in the index will not be to the page number but
to the reference code, number and status of the paragraph (or annex) in question.
For example, a reference in the index to the first paragraph in the second section
of Chapter 1 of the General provisions (which has the status of guidance) would
appear as ‘GEN 1.2.1G’.



68. A consolidated index will draw together the contents of the index to each
sourcebook and manual.



Contents of the

Handbook
Sourcebook or manual Reference
Code
Principles for Businesses PRIN
Senior management arrangements, Systems SYSC
and Controls
High Level Threshold Conditions COND
Standards Statements of Principle and Code of Practice APER
for Approved Persons
The Fit and Proper test for Approved Persons FIT
General provisions GEN
5 Interim Prudential sourcebooks IPRU
Conduct of Business COB
Market conduct, including: MAR
Business Code of market conduct
Standards Price stabilising rules
Inter-professional conduct
Training and Competence TC
Money Laundering ML
Authorisation AUTH
Regulatory Supervision SUP
Processes Enforcement ENF
Decision making DEC
Dispute resolution: Complaints DISP
Redress Compensation COMP
Complaints against the FSA COAF




Collective Investment Schemes CIS

(Later: Credit unions) (CRED)

Professional firms PROF
Specialist Lloyd's LLD
sourcebooks (Later: Mortgages) (MORT)

Recognised Investment Exchanges REC

and Recognised Clearing Houses

(Later: United Kingdom Listing Authority) (UKLA)

Special guides

Schedules:

Transitional provisions

Summary schedules:

1.

2.

6.

7.

Record keeping requirements

Notification requirements

Fees and other required payments

Powers exercised in making the Handbook
Rights of action for damages

Rules that can be waived

Releases

Glossary of definitions

Index
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Reader’s Short Guide
What is the Reader’s Guide?

An introduction to the FSA's Handbook of rules and guidance: where to find the contents, and how to use them.

There is a table of Handbook contents with this short version of the Guide.
How is the Handbook published?

The Handbook is on the Internet, CD-ROM and paper, but is the same in each medium. Its modules are
arranged in groups by subject matter.

The rule-making instruments, published on the FSA's website, are the definitive source of Handbook text for
legal purposes. The text on the CD-ROM, on paper and on the Internet is a continuously updated consolidation
of the contents of those instruments.

How is the Handbook published?
Each module:

* has areference code of two or more letters (see the Handbook contents list );
* has with orinit:

(1) the Reader's Guide, or this short version of it;

(2) a contents page;

(3) a schedule of transitional provisions (if any);

(4) the main text, with any annexes and appendices to it;
(5) schedules of supplementary information:

a schedule of transitional provisions, immediately after the Contents page;

schedules, after the text, of any:

(a) record keeping requirements (Schedule 1);

(b) notification or reporting requirements (Schedule 2);

(c) fees and other required payments (Schedule 3);

(d) statutory powers exercised by the FSA in making the Handbook (Schedule 4);
)

(e) rights of action for damages (Schedule 5); and
(f)  rules that can be waived (Schedule 6); and

(6) a glossary of definitions, reminding the reader of the main General provisions for
interpreting the Handbook (GEN 2) and listing the defined terms used in the module with
their meanings;

» is divided into chapters (sub-divided into sections and paragraphs);

* begins (or each chapter or section in it begins) by saying to whom, or to what kind of business, it
applies, normally followed by a statement of its purpose.

What is the status of Handbook material?
Each paragraph of the main text of a module has a regulatory status, indicated by:

(1) anicon containing a letter (such as R for rule); and
(2) the font and type size.

Under the icon are:

(1) the date the paragraph came into force; and
(2) the number of the Handbook release in which the paragraph first appeared in its current form.

A module may have one or more appendices, which normally relate to the whole module or to more than one
chapter in it. The contents of an appendix may, like the main text, be of more than one status. This is shown in the
same way, by icons.

A chapter may have one or more annexes of supplementary material. This is normally all of one status, shown
by an icon, containing the status letter, at the top of the page.

The Handbook contains six types of provision. The icon showing the status of each contains one of the
following letters:



rule (The Principles for Businesses are rules.)

direction

Statement of Principle for approved persons

conclusive description of behaviour which does not amount to market abuse
evidential provision

guidance

GOmOTVTOX

The full Reader’s Guide contains a description of each type of status.

How is the Handbook numbered?

Page numbers are not important in the Handbook. But:
» each page of a chapter shows:

)  the reference code for the sourcebook or manual;

) the number and title of the chapter;
(3) the number and title of the section of the chapter;

)  the number, month and year of the release with which the page was published; and
(5) the number of the last paragraph on the page;

(so the first page of Chapter 3 of the Supervision manual shows at the top, on the left ‘SUP 3: Auditors’ and on
the right ‘Section 1: Application’, and at the bottom, for example, on the left ‘FSA Handbook: Release 03:
October 2001’ and on the right ‘3.1.6")

» each page of an annex shows the reference code, number and title of the chapter to which the annex
relates, and the number and status of the annex;

+ each page of an appendix shows the reference code of the module to which the appendix relates, and
the number and title of the appendix.

The main text of the Handbook is numbered as follows:

chapter 1 (2, 3 etc)

section 1.1 (1.2, 1.3 etc)
paragraph 1.1.1 (1.1.2,1.1.3 etc)
sub-paragraph 1.1.1(1) (1.1.1(2), 1.1.1(3) etc)

sub-sub-paragraphs are shown by (a), (b), (c) and so on, and sub-sub-sub-paragraphs by (i), (ii), (iii) and so on;

(for example, the third paragraph of the second section of the first chapter in the Conduct of Business sourcebook,
if it were a rule, would be COB 1.2.3R; a sub-sub-paragraph of that paragraph would be COB 1.2.3R(1)(a)).

Atable in the text is numbered as if it were a paragraph.

An illustration in the text, such as a flow-chart, is numbered with the number of the chapter and section in which
it appears, followed by the number of the illustration itself.

In cross-references, the reference code letters of the module (see the table of Handbook contents) appear in
front of the number. In a cross-reference to a paragraph (or a table or an annex), the letter indicating its status
is added at the end. So:

» the first chapter in the Conduct of Business sourcebook is COB 1;

« jts first section is COB 1.1;

» its first paragraph (if guidance) is COB 1.1.1G;

* itsfirst annex is COB 1 Ann 1G;

« its first appendix would be COB App 1, and the first paragraph in it would be COB App 1.1.1.

How does the Handbook show defined terms?

Defined terms are shown in italic type. Their definitions are in the glossary of defined terms near the end of the
module, or in the consolidated glossary of the Handbook.

Where a word or phrase which is shown in italics in one part of the text appears without italics in another part, it
is meant to be given, where unitalicised, its ordinary natural meaning.

What consolidated schedules are there in the Handbook?

Where likely to be useful, there are consolidated schedules drawing together the contents of the schedules
from each module.

There is also a consolidated schedule of Handbook releases (Schedule 7) to act as a check-list.



Contents of the

Handbook
Sourcebook or manual Reference
Code
Principles for Businesses PRIN
Senior management arrangements, Systems SYSC
and Controls
High Level Threshold Conditions COND
Standards Statements of Principle and Code of Practice APER
for Approved Persons
The Fit and Proper test for Approved Persons FIT
General provisions GEN
5 Interim Prudential sourcebooks IPRU
Conduct of Business COB
Market conduct, including: MAR
Business Code of market conduct
Standards Price stabilising rules
Inter-professional conduct
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2001/2

PRINCIPLES FOR BUSINESSES INSTRUMENT 2001

. The Financial Services Authority makes the rules and gives the guidance in the Annex to
this instrument ("PRIN") in the exercise of the powers listed in Schedule 4 to PRIN
(Powers exercised).

. This instrument shall come into force at the beginning of the day on which section 19
(The general prohibition) of the Financial Services and Markets Act 2000 (the “Act”)
comes into force.

. The provisions of the Act relevant to making rules and listed in Schedule 4 to PRIN
(Powers exercised) are specified for the purpose of section 153(2) of the Act (Rule-
making instruments).

. This instrument may be cited as the Principles for Businesses Instrument 2001.

. The Annex to this instrument (including its Schedules) may be cited as the Principles for
Businesses (or PRIN).

By order of the Board
21 June 2001
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Transitional provisions

Handbook Modules

Transitional provisions

G
There are no transitional provisions in PRIN. However:

(1) GEN contains some technical transitional provisions that apply throughout the
Handbook and which are designed to ensure a smooth transition to
commencement;

(2) COB contains transitional provisions that apply throughout the Handbook relating
to the treatment of clients classified by ex-SRO firms and ex-section 43 firms before
commencement.
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1: Introduction

Section 1.1: Application and purpose

1.1.1

1.1.2

1.1.3

1.1.4

1.1 Application and purpose

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

PurpOse il
The Principles are a general statement of the fundamental obligations of firms
under the regulatory system. They derive their authority from the FSA’s
rule-making powers as set out in the Act and reflect the regulatory objectives.

Accepting deposits, general insurance business and certain long-term
insurance business

The Principles apply with respect to regulated activities generally, but, in applying
the Principles with respect to accepting deposits, general insurance business and
long-term insurance business involving pure protection contracts or reinsurance
contracts, the FSA will proceed only in a prudential context. That is to say, in this
context, the FSA would not expect to exercise the powers brought into play by a
contravention of a Principle unless the contravention amounted to a serious or
persistent violation which had implications for confidence in the financial system,
or for the fitness and propriety of the firm or for the adequacy of the firm’s
financial resources.

Link to fit and proper standard in the threshold conditions

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

Section 1.1: Application and purpose

1.1.5

1.1.6

1.1.7

1.1.8

1.1.9

Taking group activities into account

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

Standards in markets outside the United Kingdom

As set out in ® PRIN 3.3 (Where?), Principles 1 (Integrity), 2 (Skill, care and
diligence) and 3 (Management and control) apply to world-wide activities in a
prudential context. Principle 5 (Market conduct) applies to world-wide activities
which might have a negative effect on confidence in the financial system operating
in the United Kingdom. In considering whether to take regulatory action under
these Principles in relation to activities carried on outside the United Kingdom, the
FSA will take into account the standards expected in the market in which the firm
is operating. Principle 11 (Relations with regulators) applies to world-wide
activities; in considering whether to take regulatory action under Principle 11 in
relation to cooperation with an overseas regulator, the FSA will have regard to the
extent of, and limits to, the duties owed by the firm to that regulator. (Principle 4
(Financial prudence) also applies to world-wide activities.)

Consequences of breaching the Principles

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

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

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

Section 1.2: Clients and the Principles

1.2.1

1.2.2

1.2.3

1.2.4

1.2.5

1.2  Clients and the Principles

Characteristics of the client

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

Approach to client classification

Principles 6, 8 and 9 and parts of Principle 7, as qualified by m PRIN 3.4.1 R, apply
only in relation to customers (that is, clients which are not market counterparties).
The approach that a firm needs to take regarding classification of clients into
customers and market counterparties will depend on whether the firm is carrying
on designated investment business or other activities, as described in mPRIN 1.2.3 G
and m PRIN 1.2.4 G.

Classification: designated investment business
m COB 4.1.4 R (Requirement to classify) requires a firm to classify a client before
conducting designated investment business with or for him, and that classification
will be applicable for the purposes of Principles 6, 7, 8 and 9.

Classification: other activities

In relation to the carrying on of activities other than designated investment
business, for example general insurance business or accepting deposits, only m COB
4.1.12 R and m COB 4.1.13 G (Large intermediate customer classified as a market
counterparty) and m COB 4.1.14 R (Client classified as a private customer) in m COB
4.1 (Client classification) apply (see m PRIN 3.4.2 R).

A firm is therefore not required to classify its clients (because m COB 4.1.4 Rdoes not
apply) and may choose to comply with Principles 6, 7, 8 and 9 as if all its clients
were customers. Alternatively, it may choose to distinguish between market
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1: Introduction Section 1.2: Clients and the Principles

counterparties and customers in complying with those Principles. But, in that case,
the firm would need to classify any client treated as a market counterparty. In
doing this, the requirements in SYSC will apply, including the requirement to
establish appropriate systems and controls m SYSC 3.1.1 R) and the requirement to
make and retain adequate records m SYSC 3.2.20 R). In classifying its market
counterparties, it would be open to such a firm, although not obligatory, to permit
intermediate customers to opt up to market counterparty status in accordance with
m COB 4.1.12 R. It would also have to treat a market counterparty as a customer if
the firm had chosen to treat the client as a private customer in the circumstances
set out in m COB 4.1.14 R.

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

;| an agent, the ability of the firm to treat the agent as its client under w COB 4.1.5 R
(Agent as client) will not be available. For example, if a general insurer is effecting
a general insurance contract through a general insurance broker who is acting as
agent for a disclosed policyholder, the policyholder will be a client of the firm and
the firm must comply with the Principles accordingly.

FSFSA Handbook ¢ PRIN e Pre-release 0.1 (21 June 2001) _
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2: The Principles

Section 2.1: The Principles

2.1.1

Table The Principles

1
Integrity
2

Skill, care and dili-
gence

3
Management and
control
4

Financial prudence
5
Market conduct
6

Customers' in-
terests

7

Communications
with clients

8
Conflicts of in-
terest
9

Customers:
relationships of
trust

2.1 The Principles

A firm must conduct its business with
integrity.

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

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

A firm must maintain adequate financial
resour ces.

A firm must observe proper standards of
mar ket conduct.

A firm must pay dueregard to the interests of
its customersand treat them fairly.

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

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

A firm must take reasonable careto ensure
the suitability of its advice and discretionary
decisionsfor any customer who is entitled to
rely upon itsjudgment.

FSA Handbook
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Section 2.1: The Principles

10

Clients assets
11

Relations with
regulators

A firm must arrange adequate protection for
clients’ assetswhen it isresponsible for them.

A firm must deal with itsregulatorsin an
open
and cooper ative way, and must discloseto the

FSA appropriately anything relating to the
firm

of which the FSA would reasonably expect
notice.
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3: Rules about application

3.1.1

3.1.2

3.1.3

3.1.4

3.1.5

3.1 Who?

PRIN applies to every firm, except that:

(1) for an incoming EEA firm or an incoming Treaty firm, the
Principles apply only in so far as responsibility for the matter in
question is not reserved by a European Community instrument to
the firm’s Home State regulator;

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

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

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

m SYSC App 1 contains guidance on the reservation of responsibility to a Home
State regulator referred to in m PRIN 3.1.1 R (1).

m PRIN 3.1.1 R (2) reflects article 27 of the Banking Consolidation Directive which
provides that the Host State regulator retains responsibility in cooperation with the
Home State regulator for the supervision of the liquidity of a branch of a BCD
credit institution.

m PRIN 3.1.1 R (3) puts incoming EEA firms on an equal footing with unauthorised
overseas persons who utilise the overseas persons exclusions in article 72 of the

Regulated Activities Order.

m PRIN 3.1.1 R (4) reflects section 266 of the Act (Disapplication of rules).

FSA Handbook ¢ PRIN < Pre-release 0.1 (21 June 2001) 3.1.5
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3: Rules about application Section 3.2: What?

3.2.1

3.2.2

3.2.3

3.2 What?

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

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

3) ancillary activities in relation to designated investment business.

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

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

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

I | Principles 3, 4 and (in so far as it relates to disclosing to the FSA) 11
/1 | (and this chapter) also:

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

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

FSA Handbook
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3: Rules about application

Section 3.3: Where?

3.3.1

Principles 1, 2 and 3

Principle 4

Principle 5

Principles 6, 7, 8, 9 and
10

Principle 11

3.3 Where?

Table Territorial application of the Principles

in a prudential context, apply with respect to
activitieswherever they arecarried on;

otherwise, apply with respect to activities car -
ried on from an establishment maintained by
the firm (or its appointed representative) in the
United Kingdom unless another applicable
rulewhich isrelevant to the activity hasa
wider territorial scope, in which case the
Principle applieswith that wider scopein
relation to the activity described in that rule.

applieswith respect to activities wherever
they arecarried on.

if the activities have, or might reasonably be
regarded aslikely to have, a negative effect
on confidence in the financial system oper at-
ing in the United Kingdom, applies with re-
spect to activitieswherever they are carried
on;

otherwise, applies with respect to activities
carried on from an establishment maintained
by the firm (or its appointed representative) in
the United Kingdom.

apply with respect to activities carried on
from an establishment maintained by the
firm (or its appointed representative) in the
United Kingdom unless another applicable
rulewhich isrelevant to the activity hasa
wider territorial scope, in which case the
Principle applieswith that wider scopein
relation to the activity described in that rule.

applieswith respect to activities wherever
they arecarried on.

FSA Handbook
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3: Rules about application Section 3.4: General

3.4.1

3.4.2

3.4.3

3.4.4

3.4.5

3.4 General

Clients and the Principles

Although Principle 7 refers to clients, the only requirement of
Principle 7 relating to market counterparties is that a firm must
communicate information to market counterparties in a way that is
not misleading.

For the purposes of PRIN, the following provisions of = COB 4.1
(Client classification) also apply to a firm intending to carry on, or
carrying on, activities other than designated investment business:

(1) ®=COB 4.1.12 Rand = COB 4.1.13 G (Large intermediate customer
classified as a market counterparty); and

(2) mCOB 4.1.14 R (Client classified as a private customer).

The whole of m COB 4.1 (Client classification) applies to a firm intending to
conduct, or conducting, designated investment business and ancillary activities
relating to designated investment business. Any client classifications established in
relation to such business will be applicable for the purposes of Principles 6, 7, 8
and 9.

Actions for damages

A contravention of the rules in PRIN does not give rise to a right of

action by a private person under section 150 of the Act (and each of
those rules is specified under section 150(2) of the Act as a provision
giving rise to no such right of action).

Reference to “regulators” in Principle 11

Where Principle 11 refers to regulators, this means, in addition to the
FSA, other regulators with recognised jurisdiction in relation to
regulated activities, whether in the United Kingdom or abroad.
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Schedulel
Record Keeping Requirements

Handbook Modules

Schedulel
Record Keeping Requirements

G

1 There are no record keeping requirements in PRIN.
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Schedule2
Notification requirements

Handbook Modules

Schedule2
Notification requirements

G

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

2 It is not a complete statement of those requirements and should not be relied on as if it
were.
3 Table
Principle 11 Anything Appropriate Anything Appropriate
(PRIN 2.1.1R) relatingtothe  disclosure relating to the
firm of which firm of which
the FSA would the FSA would
reasonably reasonably
expect notice expect notice
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Fees and other required payments

Handbook Modules

Schedule3
Fees and other required payments

G

1 There are no requirements for fees or other payments in PRIN.
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Powers Exercised

Handbook Modules

Schedule4
Powers Exercised

G

1 The following powers and related provision in the Act have been exercised by the FSA
to make the rules in PRIN:

(1) Section 138 (General rule -making power)

(2) Section 145 (Financial promotion rules)

[0}

(3) Section 146 (Money laundering rules)

(4) Section 150(2) (Actions for damages)

(94

(5) Section 156 (General Supplementary powers).

2 The following power in the Act has been exercised by the FSA to give the guidance in
PRIN:

Section 157(1) (Guidance).
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Rights of action for damages

Handbook Modules

Schedule5
Rights of action for damages

G

The table below sets out the rules in PRIN contravention of which by an authorised
person may be actionable under section 150 of the Act (Actions for damages) by a
person who suffers loss as a result of the contravention.

If a “Yes” appears in the column headed “For private person?”, the rule may be actionable
by a “private person” under section 150 (or, in certain circumstances, his fiduciary or
representative; see article 6(2) and (3)(c) of the Financial Services and Markets Act 2000
(Rights of Action) Regulations 2001 (SI 2001 No 2256)). A “Yes” in the column headed
“Removed” indicates that the FSA has removed the right of action under section 150(2) of
the Act. If so, a reference to the rule in which it is removed is also given.

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

Table

Right of Action
Chapter/  Section/ Paragraph

Appendix Annex
For private Removed? For other

person? person?
All rules No Yes No
in PRIN PRIN
3.4.4R

FSA Handbook
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Rules that can be waived

Handbook Modules

Schedule6
Rules that can be waived

G

1 The rules in PRIN can be waived by the FSA under section 148 of the ACT
(Modification or waiver of rules).
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Principles for Businesses
Derivations

G

There is no table of derivations for PRIN.
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Destinations

G

There is no table of destinations for PRIN.
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2001/3

SENIOR MANAGEMENT ARRANGEMENTS,
SYSTEMS AND CONTROLS INSTRUMENT 2001

. The Financial Services Authority makes the rules and gives the guidance in the Annex to
this instrument ("SYSC") in the exercise of the powers listed in Schedule 4 to SYSC
(Powers exercised).

. This instrument shall come into force at the beginning of the day on which section 19
(The general prohibition) of the Financial Services and Markets Act 2000 (the “Act”™)
comes into force.

. The provisions of the Act relevant to making rules and listed in Schedule 4 to SYSC
(Powers exercised) are specified for the purpose of section 153(2) of the Act (Rule-
making instruments).

. This instrument may be cited as the Senior Management Arrangements, Systems and
Controls Instrument 2001.

. The Annex to this instrument (including its Schedules) may be cited as Senior
Management Arrangements, Systems and Controls (or SYSC).

By order of the Board
21 June 2001
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Contents

Transitional provisions

Text of SYSC:

1 Application and purpose
2 Senior management arrangements
3 Systems and controls

Appendix 1: Matters reserved to a Home State regulator

Schedule 1: Record keeping requirements
Schedule 2: Notification requirements
Schedule 3: Fees and other required payments
Schedule 4: Powers exercised

Schedule 5: Rights of action for damages
Schedule 6: Rules that can be waived
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Destinations
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Transitional provisions

G

1 There are no transitional provisions in SYSC. However, GEN contains some technical
transitional provisions that apply throughout the Handbook and which are designed to
ensure a smooth transition at commencement.
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1: Application and purpose Section 1.1: Application

1.1 Application

1.1.1 I | SYSC applies to every firm except that:
(1) for an incoming EEA firm or an incoming Treaty firm:
(a) mSYSC2.1.1R and = $YSC2.1.2 G do not apply;

(b) ®SYSC2.1.3R to mSYSC2.2.3 G apply, but only in relation to
allocation of the function in = SYSC2.1.3 R (2) and only in so far
as responsibility for the matter in question is not reserved by a
European Community instrument to the firm’s Home State
regulator; and

() mSYSC 3 applies, but only in so far as responsibility for the
matter in question is not reserved by a European Community
instrument to the firm’s Home State regulator;

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

(3) mSYSC2 does not apply to a sole trader as long as he does not
employ any person who is required to be approved under section
59 of the Act (Approval for particular arrangements); and

4) for a UCITS qualifier:
(a) ®SYSC2.1.1R and = $YSC2.1.2 G do not apply;

(b) ®SYSC2.1.3R to mSYSC2.2.3 G apply, but only in relation to
allocation of the function in = SYSC2.1.3 R (2) and only with
respect to the activities in = SYSC 1.1.4 R;

() mSYSC 3 applies, but only with respect to the activities in = SYSC

1.1.4 R.
1.1.2 @ (1) Question 12 in m SYSC 2.1.6 G and m SYSC App 1 contain guidance on m SYSC
N 1.1.1R (1)(b) and (c).
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1: Application and purpose Section 1.1: Application

1.1.3

1.1.4

1.1.5

1.1.6

1.1.7

(2) ®mSYSC1.1.7R and mSYSC 1.1.10 R (Where?) further restrict the territorial
application of SYSC for an incoming EEA firm, incoming Treaty firm or
UCITS qualifier.

(3) ®SYSC 1.1.1R (4) puts incoming EEA firm on an equal footing with
unauthorised overseas persons who utilise the overseas persons exclusions in
article 72 of the Regulated Activities Order.

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

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

3) ancillary activities in relation to designated investment business.

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

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

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

= SYSC 3 also:

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

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

m SYSC 1.1.5 R (2) does not mean that inadequacy of a group member’s systems and
controls will automatically lead to a firm contravening, for example, m SYSC 3.1.1
R. Rather, the potential impact of a group member’s activities, including its
systems and controls, and any systems and controls that operate on a group basis,
will be relevant in determining the appropriateness of the firm’s own systems and
controls.

SYSC applies with respect to activities carried on from an
establishment maintained by the firm (or its appointed
representative) in the United Kingdom unless another applicable rule

FSA Handbook * SYSC e Pre-release 0.1 (21 June 2001) 1.1.7




1: Application and purpose Section 1.1: Application

1.1.8

1.1.9

1.1.10

1.1.11

1.1.12

/1

which is relevant to the activity has a wider territorial scope, in which
case SYSC applies with that wider scope in relation to the activity
described in that rule.

An example of the type of rule referred to in m SYSC 1.1.7 R with a different
territorial scope is the rules in m COB 9.1(Custody). m COB 9.1 applies, for certain
UK firms, to activities carried on from branches in other EEA States as well as UK
establishments m COB 1.4.3 R (c) (General application — where?)). Therefore, SYSC
applies to the custody activities described in m COB 9.1 carried on from such a
branch by such a UK firm. The UK firm must, for example, take reasonable care
to establish systems and controls under m SYSC 3.1.1 R as are appropriate to those
activities carried on from its EEA branches as well as from its UK establishments.

SYSC also applies in a prudential context to a UK domestic firm with
respect to activities wherever they are carried on.

= SYSC 3 also applies in a prudential context to an overseas firm (other
than an incoming EEA firm, incoming Treaty firm or UCITS
qualifier) with respect to activities wherever they are carried on.

(1) In considering whether to take regulatory action under SYSC in relation to
activities carried on outside the United Kingdom, the FSA will take into
account the standards expected in the market in which the firm is operating.

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

Actions for damages

A contravention of the rules in SYSC does not give rise to a right of
action by a private person under section 150 of the Act (and each of
those rules is specified under section 150(2) of the Act as a provision
giving rise to no such right of action).
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1: Application and purpose Section 1.2: Purpose

1.2.1

1.2.2

1.2  Purpose

The purposes of SYSC are:

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

(2) to increase certainty by amplifying Principle 3, under which a firm must “take
reasonable care to organise and control its affairs responsibly and effectively,
with adequate risk management systems”; and

(3) to encourage firms to vest responsibility for effective and responsible
organisation in specific directors and senior managers.

The main matters, referred to in m SYSC 1.2.1 G (1), which are likely to be of interest
to the FSA are those which relate to confidence in the financial system; to the fair
treatment of firms’ customers; to the protection of consumers; and to the use of the
financial system in connection with financial crime. The FSA is not primarily
concerned with risks which threaten only the owners of a financial business except
in so far as these risks may have an impact on those matters.
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2: Senior management Section 2.1: Apportionment
arrangements

of Responsibilities

2.1.1

2.1.2

2.1.3

2.1.4

2.1  Apportionment of Responsibilities

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

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

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

The role undertaken by a non-executive director will vary from one firm to
another. For example, the role of a non-executive director in a friendly society
may be more extensive than in other firms. Where a non-executive director is an
approved person, for example where the firm is a body corporate, his responsibility
and therefore liability will be limited by the role that he undertakes. Provided that
he has personally taken due care in his role, a non-executive director would not be
held disciplinarily liable either for the failings of the firm or for those of individuals
within the firm. The non-executive director function, for the purposes of the
approved persons regime, is described in m SUP 10.

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

(1) dealing with the apportionment of responsibilities under = sYsc
2.1.1R; and

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

Table Allocation of functions
This table belongs to m SysC 2.1.3R
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2: Senior management

Section 2.1: Apportionment

arrangements of Responsibilities
(DA firmwhichisa  (1L)thefirm'schief thefirm'sand its
body corporateand is executive (and all of  group’s:
a member of agroup, them jointly, if more -
2 o ’ 1)directors, and
other than afirmin  than one); or 1) =
row (2) (2)senior managers
(2)a director or senior
manager responsible
for the overall man-
agement of:
(a)the group; or
(b)a group division
within which some or
all of the firm'sregu-
lated activities fall
(2)An incoming EEA  (not applicable) thefirm'sand its
firm or incoming group’s:
Treaty firm (note: .
o 1)directors, and
only the function in 1) _ =
SYSC 2.1.3R(2) must (2)senior managers
be allocated)
(3)Any other firm thefirm’'schief execu- thefirm’'sand its
tive (and all of them  group’s.
jointly, if more than (1)directors and
one)
(2)senior managers
Note: Column 2 does not require the involvement of the chief executive or
other executive director or senior manager in an aspect of corporate govern-
ance if that would be contrary to generally accepted principles of good corpor-
ate governance.
2.1.5 @ SYSC 2.1.3R and 2.1.4R give a firm some flexibility in the individuals to whom the
1 | functions may be allocated. It will be common for both the functions to be
allocated solely to the firm’s chief executive. m SYSC 2.1.6 G contains further
guidance on the requirements of ®m SYSC 2.1.3 R and 2.1.4R in a question and
answer form.
2.1.6 @ Table Frequently asked questions about allocation of functions in = SYsc 2.1.3 R
N This table belongs to m SYSC 2.1.5 G
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2: Senior management

arrangements

Section 2.1: Apportionment
of Responsibilities

1 Does an individual to whom a
function is allocated under
SYSC 2.1.3R need to be an ap-
proved person?

2 If the alocation is to more than
oneindividual, can they per-
form the functions, or aspects
of the functions, separately?

3 What is meant by “appropriate-
ly alocate” in this context?

4 If acommittee of management
governs afirm or group, can
the functions be allocated to
every member of that commit-
tee?

5 Does the definition of chief
executive include the possessor
of equivalent responsibilities
with another title, such as a
managing director or managing
partner?

An individual to whom afunction is
alocated under SYSC 2.1.3R will be
performing the apportionment and
oversight function (CF 8, see SUP
10.7.1R) and an application must be
made to the FSA for approval of the
individual before the function is per-
formed under section 59 of the Act
(Approval for particular arrange-
ments).

There are exceptions from thisin SUP
10.1 (Approved persons — Applica-
tion). In particular, an incoming EEA
firmisreferred to the EEA investment
business oversight function (CF 9, see
SUP 10.7.6R).

If the functions are allocated to joint
chief executives under SYSC 2.1.4R,
column 2, they are expected to act
jointly.

If the functions are allocated to an
individual under SYSC 2.1.4R, column
2, in addition to individuals under
SYSC 2.1.4R, column 3, the former
may normally be expected to perform
aleading rolein relation to the func-
tions that reflects his position.

Otherwise, yes.

The allocation of functions should be
compatible with delivering compliance
with Principle 3, SYSC 2.1.1R and
SYSC 3.1.1R. The FSA considers that
alocation to one or two individualsis
likely to be appropriate for most firms.

Yes, as long as the allocation remains
appropriate (see Question 3).

If the firm also has an individua as
chief executive, then the functions
must be allocated to that individual as
well under SYSC 2.1.4R, column 2
(see Question 7).

Yes.

FSA Handbook

* SYSC

* Pre-release 0.1 (21 June 2001)

2.1.5

PAGE
A



2: Senior management Section 2.1: Apportionment
arrangements of Responsibilities

6 Isit possible for afirmto have Although unusual, some firms may
more than one individual asits wish the responsibility of a chief
chief executive? executive to be held jointly by more
than one individual. In that case, each
of them will be a chief executive and
the functions must be allocated to all
of them under SYSC 2.1.4R, column 2
(see also Questions 2 and 7).
7 If afirm has an individua as Normally, yes, under SYSC 2.1.4R,
chief executive, must the func-  column 2.
tions be allocated to that indi-
vidual ?

But if the firmis a body corporate and
amember of agroup, the functions
may, instead of to the firm's chief
executive, be allocated to adirector or
senior manager from the group re-
sponsible for the overall management
of the group or of arelevant group
division, so long as thisis appropriate
(see Question 3). Such individuals
will nevertheless require approval by
the FSA (see Question 1).

If the firm chooses to alocate the
functions to a director or senior man-
ager responsible for the overall man-
agement of arelevant group division,
the FSA would expect that individua
to be of a seniority equivalent to or
greater than a chief executive of the
firm for the alocation to be appropri-
ate.

See also Question 14.

8 If afirm has achief executive,  Yes. SYSC 2.1.4R, column 3, permits
can the functions be dllocated  afirm to allocate the functions, addi-
to other individuals in addition tionally, to the firm's (or where appli-
to the chief executive? cable the group’s) directors and senior

managers as long as thisis appropriate
(see Question 3).
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2: Senior management

arrangements

Section 2.1: Apportionment
of Responsibilities

9 What if afirm does not have a
chief executive?

10  What do you mean by “group
division within which some or
all of the firm's regulated acti-
vities fall”?

Normally, the functions must be allo-
cated to one or more individuals se-
lected from the firm's (or where appli-
cable the group’s) directors and senior
managers under SYSC 2.1.4R, column
3.

But if the firm:

(1) isabody corporate and a member
of agroup; and

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

then the functions must be allocated to
that individual (together, optionaly,
with individuals from column 3 if ap-
propriate) under SYSC 2.1.4R, column
2.

A “division” in this context should be
interpreted by reference to geographi-
cal operations, product lines or any
other method by which the group’s
businessis divided.

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

(1) adirector or senior manager re-
sponsible for the overall management
of the group; or

(2) adirector or senior manager re-
sponsible for the overall management
of one of those divisions,

together, optionally, with individuals
from column 3 if appropriate. (See
also Questions 7 and 9.)
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2: Senior management Section 2.1: Apportionment
arrangements of Responsibilities

11 How doestherequirementto  The firm must appropriately allocate
allocate the functionsin SYSC  those functions to one or more individ-
2.1.3R apply to an overseas uals, in accordance with SYSC 2.1.4R,
firmwhich isnot an incoming  but:

Efﬁé'l';”; ('qﬂ;j’i?;% Treaty firm 1y The responsibilities that must be
' apportioned and the systems and con-

trols that must be overseen are those
relating to activities carried on from a
UK establishment with certain excep-
tions (see SYSC 1.1.7R). Note that
SYSC 1.1.10R does not extend the
territorial scope of SYSC 2 for an over-
seas firm.

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

The apportionment and oversight
function applies to such afirm, unless
it falls within a particular exception
from the approved persons regime (see

Question 1).
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2: Senior management

arrangements

Section 2.1: Apportionment
of Responsibilities

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

SYSC 1.1.1R(2) and SYSC 1.1.7R re-
strict the application of SYSC 2.1.3R
for such afirm. Accordingly:

(2) Such afirmis not required to allo-
cate the function of dealing with ap-
portionment in SYSC 2.1.3R(1).

(2) Such afirmisrequired to alocate
the function of oversight in SYSC
2.1.3R(2). However, the systems and
controls that must be overseen are
those relating to matters which the
F3A, as Host Sate regulator, is en-
titled to regulate (there is guidance on
thisin SYSC App 1). Those are pri-
marily, but not exclusively, the sys-
tems and controls relating to the con-
duct of the firm's activities carried on
from its UK branch.

(3) Such afirm need not alocate the
function of oversight to its chief
executive; it must allocate it to one or
more directors and senior managers of
the firm or the firm's group under
SYSC 2.1.4R, row (2).

(4) Anincoming EEA firm which has
provision only for cross border ser-
vicesis not required to allocate either
function if it does not carry on regu-
lated activities in the United Kingdom;
for exampleif they fall within the
overseas persons exclusions in article
72 of the Regulated Activities Order.

See also Question 1.
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2: Senior management Section 2.1: Apportionment

arrangements of Responsibilities
13  What about afirmthat isa The FSA envisages that most if not all
partnership or alimited liabil-  partners or members will be either di-
ity partnership? rectors or senior managers, but this

will depend on the constitution of the
partnership (particularly in the case of
alimited partnership) or limited liabil-
ity partnership. A partnership or li-
mited liability partnership may also
have a chief executive (see Question
5). A limited liability partnership isa
body corporate and, if a member of a
group, will fall within SYSC 2.1.4R,
row (1) or (2).

14  What if generally accepted The Note to SYSC 2.1.4R provides
principles of good corporate that the chief executive or other execu-
governance recommend that tive director or senior manager need
the chief executive should not  not be involved in such circumstances.
be involved in an aspect of cor- For example, the Combined Code de-
porate governance? veloped by the Committee on Corpor-

ate Governance recommends that the
board of alisted company should es-
tablish an audit committee of non—
executive directors to be responsible
for oversight of the audit. That aspect
of the oversight function may there-
fore be alocated to the members of
such a committee without involving
the chief executive. Such individuals
may require approval by the FSA in
relation to that function (see Question
1).
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2: Senior management Section 2.2: Recording the apportionment
arrangements

2.2  Recording the apportionment

2.2.1 I | © A firm must make a record of the arrangements it has made to
/ satisfy m SYSC 2.1.1 R (apportionment) and = SYSC 2.1.3 R (allocation)
and take reasonable care to keep this up to date.

(2) This record must be retained for six years from the date on which
it was superseded by a more up-to-date record.

2.2.2 @ (1) A firm will be able to comply with m SYSC 2.2.1 R by means of records which it

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

(2) Firms should record any material change to the arrangements described in =
SYSC 2.2.1 R as soon as reasonably practicable after that change has been
made.

2.2.3 @ Where responsibilities have been allocated to more than one individual, the firm’s
| record should show clearly how those responsibilities are shared or divided
between the individuals concerned.
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3: Systems and Controls Section 3.1: Systems and Controls

3.1  Systems and Controls

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

3.1.2 @ (1) The nature and extent of the systems and controls which a firm will need to
N maintain under m SYSC 3.1.1 R will depend upon a variety of factors including;:

(a) the nature, scale and complexity of its business;

(b) the diversity of its operations, including geographical diversity;
(c) the volume and size of its transactions; and

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

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

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

3.1.3 @ Where the Combined Code developed by the Committee on Corporate Governance

1 | s relevant to a firm, the FSA, in considering whether the firm’s obligations under =
SYSC 3.1.1 R have been met, will give it due credit for following corresponding
provisions in the Code and related guidance.

3.1.4 @ A firm has specific responsibilities regarding its appointed representatives (see ®
| sup12).
3.1.5 @ m SYSC 2.1.3 R (2) prescribes how a firm must allocate the function of overseeing the

| establishment and maintenance of systems and controls described in m SYSC 3.1.1 R.
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3: Systems and Controls Section 3.2: Areas covered
by systems and controls

3.2 Areas covered by systems and controls

Introduction

3.2.1 @ This section covers some of the main issues which a firm is expected to consider in
| establishing and maintaining the systems and controls appropriate to its business,

as required by m SYSC 3.1.1 R.

Organisation
3.2.2 @ A firm’s reporting lines should be clear and appropriate having regard to the

;| nature, scale and complexity of its business. These reporting lines, together with
clear management responsibilities, should be communicated as appropriate within

the firm.
3.2.3 @ (1) A firm’s governing body is likely to delegate many functions and tasks for the
N purpose of carrying out its business. When functions or tasks are delegated,

either to employees or to appointed representatives, appropriate safeguards
should be put in place.

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

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

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

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

3.2.4 @ (1) The guidance relevant to delegation within the firm is also relevant to external

P delegation (“outsourcing”). A firm cannot contract out its regulatory
obligations. So, for example, under Principle 3 a firm should take reasonable
care to supervise the discharge of outsourced functions by its contractor.

(2) A firm should take steps to obtain sufficient information from its contractor to
enable it to assess the impact of outsourcing on its systems and controls.

3.2.5 @ Where it is made possible and appropriate by the nature, scale and complexity of
s | its business, a firm should segregate the duties of individuals and departments in
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3: Systems and Controls Section 3.2: Areas covered

by systems and controls

3.2.6 R]

/1

3.2.7 @

3.2.8 R]

3.2.9 @

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

Compliance

A firm must take reasonable care to establish and maintain effective
systems and controls for compliance with applicable requirements
and standards under the regulatory system and for countering the risk
that the firm might be used to further financial crime.

(1) Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to have a separate compliance function. The
organisation and responsibilities of a compliance function should be
documented. A compliance function should be staffed by an appropriate
number of competent staff who are sufficiently independent to perform their
duties objectively. It should be adequately resourced and should have
unrestricted access to the firm’s relevant records as well as ultimate recourse to
its governing body.

(2) The regulatory objectives are defined in section 2 of the Act and include “the
reduction of financial crime”. This objective is more fully described in section
6 of the Act. This describes “financial crime” as including “any offence
involving (a) fraud or dishonesty, (b) misconduct in, or misuse of information
relating to, a financial market, or (¢) handling the proceeds of crime”.

(3) The FSA’s detailed requirements for systems and controls with respect to
money laundering are set out in the Money Laundering sourcebook (ML).

(1) A firm which carries on designated investment business must
allocate to a director or senior manager the function of:

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

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

(2) In msysc3.2.8R (1) ”compliance” means compliance with the rules
n:

(a3 COB (Conduct of Business); and
) CIS (Collective Investment Schemes).

(1) = SUP 10.7.8 R uses ®m SYSC 3.2.8 R to describe the controlled function, known as
the compliance oversight function, of acting in the capacity of a director or
senior manager to whom this function is allocated.

(2) The rules referred to in m SYSC 3.2.8 R (2) are the minimum area of focus for the

firm’s compliance oversight function. A firm is free to give additional
responsibilities to a person performing this function if it wishes.
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3: Systems and Controls Section 3.2: Areas covered

by systems and controls

3.2.10

3.2.11

3.2.12

3.2.13

3.2.14

Risk assessment

(1) Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to have a separate risk assessment function responsible
for assessing the risks that the firm faces and advising the governing body and
senior managers on them.

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

Management information

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

(2) Risks of regulatory concern are those risks which relate to the fair treatment of
the firm’s customers, to the protection of consumers, to confidence in the
financial system, and to the use of that system in connection with financial
crime.

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

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

(1) ®SYSC 3.2.13 G includes assessing an individual’s honesty, and competence.
This assessment should normally be made at the point of recruitment. An
individual’s honesty need not normally be revisited unless something happens
to make a fresh look appropriate.

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

(3) The FSA’s detailed requirements on firms with respect to the competence of
individuals are in the Training and Competence sourcebook (TC).

(4) The requirements on firms with respect to approved persons are in Part V of
the Act (Performance of regulated activities) and = SUP 10.
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3: Systems and Controls Section 3.2: Areas covered
by systems and controls

Audit committee

3.2.15 @ Depending on the nature, scale and complexity of its business, it may be

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

Internal audit
3.2.16 @ Depending on the nature, scale and complexity of its business, it may be

| appropriate for a firm to delegate much of the task of monitoring the
appropriateness and effectiveness of its systems and controls to an internal audit
function. An internal audit function should have clear responsibilities and
reporting lines to an audit committee or appropriate senior manager, be adequately
resourced and staffed by competent individuals, be independent of the day-to-day
activities of the firm and have appropriate access to a firm’s records.

Business strategy

3.2.17 @ A firm should plan its business appropriately so that it is able to identify, measure,

;1 | manage and control risks of regulatory concern (see m SYSC 3.2.11 G (2)). In some
firms, depending on the nature, scale and complexity of their business, it may be
appropriate to have business plans or strategy plans documented and updated on a
regular basis to take account of changes in the business environment.

Remuneration policies
3.2.18 @ It is possible that firms’ remuneration policies will from time to time lead to

;1 | tensions between the ability of the firm to meet the requirements and standards
under the regulatory system and the personal advantage of those who act for it.
Where tensions exist, these should be appropriately managed.

Business continuity

3.2.19 @ A firm should have in place appropriate arrangements, having regard to the nature,
1 | scale and complexity of its business, to ensure that it can continue to function and

meet its regulatory obligations in the event of an unforeseen interruption. These

arrangements should be regularly updated and tested to ensure their effectiveness.

Records
3.2.20 A | © A firm must take reasonable care to make and retain adequate
/ records of matters and dealings (including accounting records)
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3: Systems and Controls Section 3.2: Areas covered
by systems and controls

which are the subject of requirements and standards under the
regulatory system.

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

establishment in a country or territory outside the United
Kingdom, an official language of that country or territory may be
used instead of the English language as required by (2).

3) If a firm’s records relate to business carried on from an .
3

3.2.21 @ A firm should have appropriate systems and controls in place to fulfil the firm’s
1 | regulatory and statutory obligations with respect to adequacy, access, periods of

retention and security of records. The general principle is that records should be

retained for as long as is relevant for the purposes for which they are made.

3.2.22 @ Detailed record-keeping requirements for different types of firm are to be found

| elsewhere in the Handbook. Schedule 1 to the Handbook is a consolidated schedule
of these requirements.
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Appendix 1

1.1 Matters reserved to a Home State regulator (see SYSC 1.1.1
R (1)(b) and SYSC 1.1.1 R (1)(c))

1.1.1 @ The application of SYSC 2.1.3R to SYSC 2.2.3G and SYSC 3 to an incoming EEA

i | firm or incoming Treaty firm depends on whether responsibility for the matter in
question is reserved to the firm’s Home State regulator. This appendix contains
guidance designed to assist such firms in understanding the application of those
provisions. This appendix is not concerned with the FSA’s rights to take
enforcement action against an incoming EEA firm or an incoming Treaty firm,
which are covered in the Enforcement manual (ENF), or with the position of a firm
with a top-up permission.

1.1.2 @ The Single Market Directives and the Treaty (as interpreted by the European Court
;| of Justice) adopt broadly similar approaches to reserving responsibility to the
Home State regulator. To summarise, the FSA, as Host State regulator, is entitled
to impose requirements with respect to activities carried on within the United
Kingdom if these can be justified in the interests of the “general good” and are
imposed in a non-discriminatory way. This general proposition is subject to the
following in relation to activities passported under the Single Market Directives:

(1) the Single Market Directives expressly reserve responsibility for the prudential
supervision of an ISD investment firm, BCD credit institution or passporting
insurance undertaking to the firm’s Home State regulator; accordingly, the
FSA, as Host State regulator, is entitled to regulate only the conduct of the
firm’s business within the United Kingdom;

(2) article 11 of the ISD sets out various rules of conduct which the FSA, as Host
State regulator, is required to impose on an ISD investment firm (including a
BCD credit institution which is an ISD investment firm) in relation to core
investment services (and, where appropriate, to non-core investment services)
provided within the United Kingdoms;

(3) for a BCD credit institution, the FSA, as Host State regulator, is jointly
responsible with the Home State regulator under article 27 of the Banking
Consolidation Directive for supervision of the liquidity of a branch in the
United Kingdoms;

R (4) for an ISD investment firm (including a BCD credit institution which is an ISD
a investment firm), the protection of clients’ money and clients’ assets is reserved
to the Home State regulator under the ISD; and

(5) responsibility for participation in compensation schemes for BCD credit
institutions and ISD investment firms is reserved in most cases to the Home
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1.1.3 @

1.1.4 @

1.1.5 @

1.1.6 @

1.1.7 @

1.1.8 @

State regulator under the Deposit Guarantee Directive and the Investor
Compensation Directive.

It is necessary to refer to the case law of the European Court of Justice to interpret
the concept of the “general good”. To summarise, to satisfy the general good test,
Host State rules must come within a field which has not been harmonised at a
Community level, satisfy the general requirements that they pursue an objective of
the general good, be non-discriminatory, be objectively necessary, be proportionate
to the objective pursued and not already be safeguarded by rules to which the firm
is subject in its Home State.

The FSA considers that it is entitled, in the interests of the general good, to impose
the requirements in SYSC 2.1.3R to SYSC 2.2.3G (in relation to the allocation of
the function in SYSC 2.1.3R(2)) and SYSC 3 on an incoming EEA firm and an
incoming Treaty firm; but only in so far as they relate to those categories of matter
responsibility for which is not reserved to the firm’s Home State regulator.

Should the FSA become aware of anything relating to an incoming EEA firm or
incoming Treaty firm (whether or not relevant to a matter for which responsibility
is reserved to the Home State regulator), the FSA may disclose it to the Home State
regulator in accordance with any applicable directive and the applicable
restrictions in Part XXIII of the Act (Public Record, Disclosure of Information and
Co-operation).

This appendix represents the FSA’s views, but a firm is also advised to consult the
relevant European Community instrument and, where necessary, seek legal advice.
The views of the European Commission in the banking and insurance sectors are

contained in two Commission Interpretative Communications (Nos. 97/C209/04
and C(1999)5046).

AUTH 5 Ann 1G summarises the application of the Handbook to an incoming
EEA firm. That annex indicates in broad terms, and in relation to such firms,
those categories of matter which are reserved to a Home State regulator and those
which the FSA, as Host State regulator, is entitled to regulate when carried on
within the United Kingdom.

Examples of how the FSA considers that SYSC 3 will apply in practice to an
incoming EEA firm (see SYSC App 1.1.4G) are as follows:

(1) The interim Prudential sourcebook (insurers) (IPRU (INS)) does not apply to
an insurer which is an incoming EEA firm. Similarly, SYSC 3 does not require
such a firm:

(a) to establish systems and controls in relation to financial resources (SYSC
3.1.1R); or

(b) to establish systems and controls for compliance with that Interim
Prudential sourcebook (SYSC 3.2.6R); or

(c) to make and retain records in relation to financial resources (SYSC
3.2.20R).

(2) The Conduct of Business sourcebook applies to an incoming EEA firm, except
that COB 9 (Client asset rules) does not apply with respect to passported
activities. Similarly, SYSC 3 does require such a firm:

(a) to establish systems and controls in relation to those aspects of the conduct
of its business covered by applicable sections of COB (SYSC 3.1.1R);
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(b) to establish systems and controls for compliance with the applicable
sections of COB (SYSC 3.2.6R); and 1

(c) to make and retain records in relation to those aspects of the conduct of its
business (SYSC 3.2.20R).

1.1.9 @ See also Question 12 in SYSC 2.1.6G for guidance on the application of SYSC
2.1.3R(2).
1
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Record keeping requirements

Handbook Modules

Schedulel
Record keeping requirements

G

1 The aim of the guidance in the following table is to give the reader a quick over-all
view of the relevant record keeping requirements.

2 It is not a complete statement of those requirements and should not be relied on as if it
were.
3 Table
Handbook Subject Contents When record Retention
reference of record of record must be made period
SYSC 2.2.1R Arrangements made  Those arrangements On making the Six years
to satisfy SYSC arrangements and from the
211R when they are date on
(apportionment) and updated which the
SYSC 2.1.3R (aloca- record is
tion) superseded
by a more
up-to—date
record
SYSC 3.2.20R Matters and dealings Adequate Adequate time Adequate
(including
accounting

records) which are
the subject of re-
guirements and stan-
dards under the
regulatory system
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Notification requirements

Handbook Modules

Schedule2
Notification requirements

G

1 There are no notification or reporting requirements in SYSC.
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Fees and other required payments

Handbook Modules

Schedule3
Fees and other required payments

G

1 There are no requirement for fees or other payments in SYSC.
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Handbook Modules

Schedule4
Powers exercised

G

1 The following powers and related provisions in the Act have been exercised by the FSA
to make rules in SYSC:

(1) Section 138 (General rule-making power)

(2) Section 145 (Financial promotion rules)

(3) Section 146 (Money laundering rules)

(4) Section 150(2) (Actions for damages)

(5) Section 156 (General supplementary powers).

2 The following power in the Act has been exercised by the FSA to give the guidance in
SYSC.

Section 157(1) (Guidance).
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Rights of action for damages

Handbook Modules

Schedule5
Rights of action for damages

G

1 The table below sets out the rules in SYSC contravention of which by an authorised
person may be actionable under section 150 of the Act (Actions for damages) by a
person who suffers loss as a result of the contravention.

2 If a “Yes” appears in the column headed “For private person?”, the rule may be actionable
by a “private person” under section 150 (or, in certain circumstances, his fiduciary or
representative; see article 6(2) and (3)(c) of the Financial Services and Markets Act 2000
(Rights of Action) Regulations 2001 (SI 2001 No 2256)). A “Yes” in the column headed
“Removed” indicates that the FSA has removed the right of action under section 150(2) of
the Act. If so, a reference to the rule in which it is removed is also given.

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

4 Table Actions for damages
Chapter/ Section/ Paragraph Right of action under section 150
Appendix Annex For
For private Removed? other
person? person?
All rules No Yes No
in SYSC SYSC
1.1.12R
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Rules that can be waived

Handbook Modules

Schedule6
Rules that can be waived

G

1 The rules in SYSC can be waived by the FSA under section 148 of the Act
(Modification or waiver of rules).
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Senior Management Arrangements, Systems and Controls

Derivations

G

There is no table of derivations for SYSC.
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Destinations

G

There is no table of destinations for SYSC.
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FSA 2001/4

THRESHOLD CONDITIONS INSTRUMENT 2001

A. The Financial Services Authority gives the guidance in the Annex to this instrument
(COND) in the exercise of the power listed in Schedule 4 to COND (Powers exercised).

B. This instrument shall come into force at the beginning of the first day on which section 40
of the Financial Services and Markets Act 2000 (Application for permission) comes into
force for any purpose.

C. This instrument may be cited as the Threshold Conditions Instrument 2001.

D. The Annex to this instrument may be cited as the Threshold Conditions (or COND).

By order of the Board
21 June 2001
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Threshold
Conditions

FS§



Contents
Transitional Provisions
Text of COND :
1. Introduction to the Threshold Conditions

2. The Threshold Conditions

Schedule 1: Record keeping requirements
Schedule 2: Notification requirements
Schedule 3: Fees and other required payments*
Schedule 4: Powers exercised

Schedule 5: Rights of action for damages
Schedule 6: Rules that can be waived
Derivations

Destinations

[*These parts of AUTH will be added later]
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Transitional Provisions

1 Table

There are no transitional provisionsin COND. However, GEN contains
some technical transitional provisions that apply throughout the Hand-

book and which are designed to ensure a smooth transition at commence-
ment.
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1.: Introduction

Section 1.1: Application

1.1.1

1.1.2

1.1.3

1.1.4

1.1 Application

COND applies to every firm, except that:

(1) for an incoming EEA firm or an incoming Treaty firm only threshold
conditions 1, 3, 4 and 5 apply and only in so far as relevant to:

(a) an application for a top-up permission under Part IV of the Act (that is,
permission to carry on regulated activities in addition to those permitted
through the incoming firm’s authorisation under Schedule 3 (EEA Passport
Rights) or 4 (Treaty Rights) to the Act ); and

(b) the exercise of the FSA’s own-initiative power under section 45 of the Act
(Variation etc on the FSA’s own initiative) in relation to the top-up
permission.

(2)  COND also applies to an applicant for Part IV permission.

In COND, ’firm’ includes an applicant for Part IV permission unless the context
otherwise requires.

COND applies in relation to all of the regulated activities for which a firm has, or
will have, permission, except as stated in COND 1.1.1G(1).

COND applies in relation to all of the regulated activities wherever they are
carried on, except as stated in COND 1.1.1G(1).
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Section 1.2: Purpose

1.2.1

1.2.2

1.2.3

1.2  Purpose

COND gives guidance on the threshold conditions set out in Schedule 6 to the Act
(Threshold conditions). The threshold conditions represent the minimum
conditions which a firm is required to satisfy, and continue to satisfy, in order to be
given and to retain Part IV permission.

Applications for Part IV permission or variation of Part IV permission

(1) Under section 41(2) of the Act (The threshold conditions), in giving or varying
a Part IV permission or imposing or varying any requirement, the FSA must
ensure that the firm concerned will satisfy, and continue to satisfy, the
threshold conditions in relation to all of the regulated activities for which it has
or will have permission.

2) If, however, the applicant for permission is an incoming firm seeking top-up
permission, or variation of top-up permission, under Part IV of the Act
(Permission to carry on regulated activities), then under paragraphs 6 and 7 of
Schedule 6 to the Act, the FSA will have regard only to satisfaction of
threshold conditions 1, 3, 4 and 5, as relevant to the regulated activities for
which the applicant has, or will have, Part IV permission.

Exercise of the FSA’s own-initiative power

(1) If, among other things, a firm is failing to satisfy any of the threshold
conditions, or is likely to fail to do so, section 45 of the Act (Variation etc. on
the FSA’s own initiative) states that the FSA may exercise its own-initiative
power. Use of the FSA’s own-initiative power is explained in SUP 7
(Individual requirements), ENF 3 (Variation of Part IV permission on the FSA’s
own initiative) and ENF 5 (Cancellation of Part IV permission on the FSA’s
own initiative and withdrawal of authorisation).

(2) If, when exercising its own-initiative power under section 45(1) of the Act, the
FSA varies a firm’s permission, or imposes or varies a requirement, then, under
section 41(1) of the Act, the FSA must ensure that the firm concerned will
satisfy, and continue to satisfy, the threshold conditions in relation to all of the
regulated activities for which it has or will have permission. However, section
41(2) of the Act states that the duty imposed by section 41(1) of the Act does
not prevent the FSA taking such steps as it considers necessary in relation to a
particular firm in order to secure its regulatory objective of consumer
protection.

(3) The FSA can also exercise its own-initiative power under section 45 of the Act
in relation to the top-up permission of an incoming firm. But this is only on

FSA Handbook ¢ COND e Pre-release 0.1 (21 June 2001) 1.2.3



1.: Introduction Section 1.2: Purpose

threshold conditions 1, 3,4 or 5 in relation to that permission.

. the grounds that the incoming firm is failing, or likely to fail, to satisfy
1.

Approval of acquisitions or increases of control

1.2.4 @ (1) Under section 186(3) of the Act (Objection to acquisition of control), in

N deciding whether the approval requirements for a proposed acquisition or
increase of control are satisfied, the FSA must have regard, in relation to the
control that the acquirer:

(a) has over the firm; or

(b) will have over the firm if the proposal which has been notified to the FSA
is carried out;

to its general duty to ensure that the firm will continue to satisfy the threshold
conditions.

(2) The FSA must also have regard to the threshold conditions in imposing any
conditions on its approval of an acquisition or increase of conirol (section
185(2) of the Act (Conditions attached to approval)). See SUP 11.7.3G
(Acquisition or increase of control: procedures).
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Section 1.3: General

1.3.1

1.3.2

1.3.3

1.3.4

1.3 General

An overview of the threshold conditions is given in COND 1 Ann 1G.

The guidance in COND 2 explains each threshold condition in Part I of Schedule 6
(threshold conditions) to the Act and how the FSA will interpret it in practice. An
overview of the threshold conditions is given in COND 1 Ann 1G. This guidance
is not, however, exhaustive and is written in very general terms. A firm will need
to have regard to the obligation placed upon the FSA under section 41 (the
threshold conditions) of the Act; that is, the FSA must ensure that the firm will
satisfy, and continue to satisfy, the threshold conditions in relation to each
regulated activity for which it has, or will have, permission.

(1) The FSA will consider whether a firm satisfies, and will continue to satisfy, the
threshold conditions in the context of the size, nature, scale and complexity of
the business which the firm carries on or will carry on if the relevant
application is granted.

(2) In relation to threshold conditions 4 and 5, the FSA will consider whether a
firm is ready, willing and organised to comply, on a continuing basis, with the
requirements and standards under the regulatory system which apply to the
firm, or will apply to the firm, if it is granted Part IV permission, or a variation
of its permission. These matters will also be considered if the FSA is exercising
its own-initiative power (see COND 1.2.3G). Guidance to firms on the
implications of this is given under each of those threshold conditions.

Although the FSA may consider that a matter is relevant to its assessment of a firm,
the fact that a matter is disclosed to the FSA, for example in an application, does
not necessarily mean that the firm will fail to satisfy the threshold conditions. The
FSA will consider each matter in relation to the regulated activities for which the
firm has, or will have, permission, having regard to the regulatory objectives set
out in section 2 of the Act (The FSA’s general duties). A firm should disclose each
relevant matter but, if it is appropriate to do so, it is encouraged to discuss it with
the FSA. This will enable the FSA to consider fully how material or significant the
matter is and how it affects the ability of the firm to satisfy, and continue to
satisfy, the threshold conditions (see also COND 2.3.5G, COND 2.4.4G(3) and
COND 2.5.4G(3)).

Statutory quotations

(1) For ease of reference, the threshold conditions in Schedule 6 to the Act have
been quoted in full in COND 2.
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1.: Introduction Section 1.3: General

(2) As these provisions impose obligations, they are printed in bold type. The use
of bold type is not intended to indicate that these quotations are rules made by
the FSA.

(3) Where words have been substituted for the text of these provisions the
substitutions are enclosed in square brackets ([ ]). However, none of the
changes made by the FSA in these quotations for the purpose of the text in
COND can supersede or alter the meaning of the statutory provision
concerned.
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Overview of the threshold conditions (COND 1.3.1G)
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COND 1: Introduction Annex 1 G

Is the regulated activity the effecting or
carrying out of contracts of insurance?

TC1 (Legal Status): Firm NO
must be a body corporate, a registered friendly society or a member of

Lloyd’s. Is the regulated activity applied for

accepting deposits?

YES

Is the firm a body

N TC1 (Legal Status): Firm must be a body corporate or
corporate?

partnership.

NO
Is the firm constituted under the
law of any part of the United
Kingdom?

Does the firm have it’s head office in the
United Kingdom?

TC2: Firm must have its ¥&@8 office and, it has a registered office,

that office, in the United Kingdom.

NO TC2 (Location of Offices): Firm must carry on
business in United Kingdom.

YES

NO

Does the firm have close links
with another person?

YES

TC3 (Close Links): The FSA must be satisfied that close links TC4 (Adequate Resources): Firm must satisfy the FSA that is has
will not prevent effective supervision (see COND 2.3). adequate resources (see COND 2.4).

v

AND

TCS5 (Suitability): Firm must satisfy the FS4 that it is fit and proper
(see COND 2.5).
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2.: The threshold conditions Section 2.1: Threshold condition
1: Legal status

2.1 Threshold condition 1: Legal status

2.1.1 Table Paragraph 1, Schedule 6 to the Act.
N

(1) If the regulated activity concerned is the effecting or carrying out of contracts
of insurance the authorised person must be a body corporate, a registered
friendly society or a member of Lloyd'’s.

(2) If the person concerned appears to the [FSA] to be seeking to carry on, or to be
carrying on, a regulated activity constituting accepting deposits, it must be—

(@) a body corporate; or

(b) a partnership.

2.1.2 @ Section 40(1) of the Act (Application for permission) allows an application to be

;1 | made to the FSA for Part 1V permission by an individual, a body corporate, a
partnership or an unincorporated association. However, in the case of the
regulated activities of accepting deposits and effecting or carrying out contracts of
insurance, article 1 of the Banking Consolidation Directive and article 8(1) of the
First Non-Life Directive and of the First Life Directive place further limits on the
legal forms a firm may take. The Act implements the provisions of the directives
and extends some of these limits to firms that are outside the scope of the
directives.
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2.: The threshold conditions Section 2.2: Threshold condition
2: Location of offices

2.2  Threshold condition 2: Location of offices H

2.2.1 Table Paragraph 2, Schedule 6 to the Act.
/1
(1) If the person concerned is a body corporate constituted under the law of any
part of the United Kingdom —
(a) its head office, and
(b) if it has a registered office, that office,
must be in the United Kingdom.
(2) If the person concerned has its head office in the United Kingdom but is not a
body corporate, it must carry on business in the United Kingdom.

2.2.2 @ Threshold condition 2 (Location of offices), implements the requirements of article

;1 | 6 of the Post BCCI Directive, although the Act extends this condition to firms
which are outside the scope of the Single Market Directives and the UCITS
Directive.

2.2.3 @ Neither the Post BCCI Directive nor the Act define what is meant by a firm’s "head
| office’. This is not necessarily the firm’s place of incorporation or the place where
its business is wholly or mainly carried on. Although the FSA will judge each
application on a case-by-case basis, the key issue in identifying the head office of a
firm is the location of its central management and control, that is, the location of:

(1) the directors and other senior management, who make decisions relating to the
firm’s central direction, and the material management decisions of the firm on
a day-to-day basis; and

(2) the central administrative functions of the firm (for example, central
compliance, internal audit).
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2.: The threshold conditions Section 2.3: Threshold condition
3: Close links

2.3 Threshold condition 3: Close links

2.3.1 Table Paragraph 3, Schedule 6 to the Act.
/1
(1) If the person concerned ("A”) has close links with another person ("CL"), the
[FSA] must be satisfied—
() that those links are not likely to prevent the [FSA’s] effective supervision of A;
and
(b) if it appears to the [FSA] that CL is subject to the laws, regulations or
administrative provisions of a territory which is not an EEA State ("the foreign
provisions”), that neither the foreign provisions, nor any deficiency in their
enforcement, would prevent the [FSA's] effective supervision of A.
(2) A has close links with CL if:
(@) CL is a parent undertaking of A;
(b) CL is a subsidiary undertaking of A;
(c) CL is a parent undertaking of a subsidiary undertaking of A;
(d) CL is a subsidiary undertaking of a parent undertaking of A;
(e) CL owns or controls 20% or more of the voting rights or capital of A; or
() A owns or controls 20% or more of the voting rights or capital of CL.
(3) "Subsidiary undertaking” includes all the instances mentioned in Article 1(1) and
(2) of the Seventh Company Law Directive in which an entity may be a subsidiary
of an undertaking.

2.3.2 @ Threshold condition 3 (Close links) implements requirements of the Post BCCI

| Directive, but the Act extends this condition to firms from outside the EEA and
other firms which are outside the scope of the Single Market Directives and the
UCITS Directive.

2.3.3 @ In assessing this threshold condition, factors which the FSA will take into
| consideration include, among other things, whether:

(1) it is likely that the FSA will receive adequate information from the firm, and
those persons with whom the firm has close links, to enable it to determine
whether the firm is complying with the requirements and standards under the
regulatory system and to identify and assess the impact on the regulatory
objectives in section 2 of the Act (The FSA’s general duties); this will include
consideration of whether the firm is ready, willing and organised to comply
with Principle 11 (Relations with regulators and the rules in SUP on the
provision of information to the FSA;

(2) The structure and geographical spread of the firm, the group to which it
belongs and other persons with whom the firm has close links, might hinder
the provision of adequate and reliable flows of information to the FSA; factors
which may hinder these flows include the fact there may be branches or
connected companies in territories which supervise companies to a different
standard or territories with laws which restrict the free flow of information,
although the FSA will consider the totality of information available from all
sources;
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2.: The threshold conditions Section 2.3: Threshold condition

3: Close links

2.3.4

2.3.5

2.3.6

2.3.7

(3) the firm and the group to which it belongs are, or will be, subject to
supervision on a consolidated basis (consolidated supervision) (for example, if
a financial resources requirement is determined for the group as a whole); and

(4) it is possible to assess with confidence the overall financial position of the
group at any particular time; factors which may make this difficult include lack
of audited consolidated accounts for a group, if companies in the same group
as the firm have different financial years and accounting dates and if they do
not share common auditors.

When assessing whether the firm will satisfy and continue to satisfy this threshold
condition, the FSA will have regard to all relevant matters, whether arising in the
United Kingdom or elsewhere.

The FSA will take into account relevant matters only in so far as they are
significant (see COND 1.3.3G). In determining the weight to be given to any
relevant matter, the FSA will consider its significance in the context of its ability to
supervise the firm adequately, having regard to the regulatory objectives in section
2 of the Act. In this context, a series of matters may be significant when taken
together, even though each of them in isolation might not give serious cause for
concern

Meaning of “parent undertaking” and “subsidiary undertaking”

(1) Section 420(1) of the Act (Parent and subsidiary undertaking) states that,
except in relation to an incorporated friendly society, *parent undertaking’ and
*subsidiary undertaking’ have the same meaning as in Part VII of the
Companies Act 1985 or Part VIII of the Companies (Northern Ireland) Order
1986. These are the cases referred to in COND 2.3.7G(1)(a) to (f).

(2) Section 420(2) of the Act supplements these definitions in two ways; these are
the cases referred to in COND 2.3.7G(1)(g) and (h).

(3) Paragraph 3(3) of Schedule 6 to the Act extends the meaning of ’subsidiary
undertaking’ for the purposes of threshold condition 3 (Close links) to all the
cases in articles 1(1) and (2) of the Seventh Company Law Directive in which
one undertaking may be a subsidiary of another undertaking (see COND
2.3.11G).

(1) For the purposes of threshold condition 3 (Close links) and except in relation
to an incorporated friendly society, an undertaking is a parent undertaking of
another undertaking (a subsidiary undertaking) if any of the following apply to
it:

(a) it holds a majority of the voting rights in the subsidiary undertaking; or

(b) it is a member of the subsidiary undertaking and has the right to appoint
or remove a majority of its board of directors; or

(c) it has the right to exercise a dominant influence over the subsidiary
undertaking through:

(i) provisions contained in the subsidiary undertaking’s memorandum or
articles; or

(i) a control contract; or
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(d) it is a member of the subsidiary undertaking and controls alone, under an
agreement with other shareholders or members, a majority of the voting
rights in the subsidiary undertaking; or

(e) it has a participating interest (as defined in section 260 of the Companies
Act 1985 (Participating interests)) in the subsidiary undertaking and:

(i) actually exercises a dominant influence over it; or
(ii) it and the subsidiary undertaking are managed on a unified basis; or

(f) it is a parent undertaking of a parent undertaking of the subsidiary
undertaking; or

(g) itis an individual and would be a parent undertaking if it were an
undertaking; or

(h) it is incorporated in or formed under the law of another EEA State and is a
parent undertaking within the meaning of any rule of law in that State for
purposes connected with implementation of the Seventh Company Law
Directive.

2) A flowchart of COND 2.3.7G(1) is set out in COND 2 Ann 1G.

2.3.8 @ (1) In relation to COND 2.3.7G(1)(b) and (d), an undertaking is treated as a

N member of another undertaking if any of its subsidiary undertakings is a
member of that undertaking, or if any shares in that other undertaking are held
by a person acting on behalf of the undertaking or any of its subsidiary
undertakings.

(2) In relation to COND 2.3.7G(1)(e), a ’participating interest’ means an interest
held by an undertaking in the shares of another undertaking which it holds on
a long term basis, for the purpose of securing a contribution to its activities by
the exercise of control or influence arising from or related to that interest. A
holding of 20% or more of the shares of an undertaking is presumed to be a
participating interest unless the contrary is shown. Examples of interests of a
temporary nature which do not constitute participating interests for the
purpose of this control relationship include market-makers’ holdings in a
trading book.

(3) Section 260(4) of the Companies Act 19835 states that an interest held on behalf
of an undertaking is treated as held by it. Thus, if the chain of ownership
includes a trust, the FSA will treat the trustees as legal owners when
determining whether it considers there to be a close link. The beneficiaries or
settlors of a trust (or both) may also come within the scope of these provisions,
depending on the terms of the trust. However, the FSA will consider each case
on its merits.

2.3.9 @ The provisions of Schedule 10A to the Companies Act 1985 (Parent and subsidiary

;1 | undertakings supplementary provisions) explain and supplement the provisions of
section 258 in Part VII of the Companies Act 1985 (outlined in COND
2.3.7G(1)(a) to (f)).

2.3.10 @ Section 420(3) of the Act (Parent and subsidiary undertaking) (supplemented by

;| paragraph 3(3) of Schedule 6 to the Act) states that an incorporated friendly society
is a parent undertaking of another body corporate (a subsidiary undertaking) if it
has the following relationship to it:
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(1) it holds a majority of the voting rights in the subsidiary undertaking; or

(2) it is a member of the subsidiary undertaking and has the right to appoint or
remove a majority of the subsidiary undertaking’s board of directors; or

(3) it is a member of the subsidiary undertaking and controls alone, under an
agreement with other shareholders or members, a majority of the voting rights
in it.

2.3.11 @ For the purposes of this threshold condition 3 (Close links), an undertaking is a
| subsidiary undertaking of another undertaking if:

(1) the other undertaking (its parent) is a member of the undertaking;

(2) a majority of the undertaking’s board of directors who have held office during
the financial year and during the preceding financial year have been appointed
solely as a result of the exercise of the parent’s voting rights; and

(3) no one else is the parent undertaking of the undertaking under COND
2.3.7G(1)(a) to (c) or COND 2.3.10G(1) or (2).

2.3.12 [G] The guidance in COND 2.3 is not comprehensive and is not a substitute for

s | consulting the relevant legislation, for example the Companies Act 1985, the
Companies (Northern Ireland) Order 1986, the Friendly Societies Act 1992 and the
Seventh Company Law Directive, or obtaining appropriate professional advice.

PAGE
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2.: The threshold conditions

Section 2.4: Threshold condition
4: Adequate resources

2.4.1

2.4.2

2.4.3

2.4  Threshold condition 4: Adequate resources

Table Paragraph 4, Schedule 6 to the Act

(1) The resources of the person concerned must, in the opinion of the [FSA], be ad-

equate in relation to the regulated activities that he seeks to carry on, or carries

on.

(2) In reaching that opinion, the [FSA] may—
(a) take into account the person’s membership of a group and any effect which that

membership may have; and

(b) have regard to—

(i) the provision he makes and, if he is a member of a group, which other

members of the group make in respect of liabilities (including contingent

and future liabilities); and

(i) the means by which he manages and, if he is a member of a group,
which other members of the group manage the incidence of risk in con-

nection with his business.

Threshold condition 4 (Adequate resources), requires the FSA to ensure that a
firm has adequate resources in relation to the specific regulated activity or
regulated activities which it seeks to carry on, or carries on.

In this context, the FSA will interpret the term ’adequate’ as meaning sufficient
in terms of quantity, quality and availability, and ’resources’ as including all
financial resources, non-financial resources and means of managing its
resources; for example, capital, provisions against liabilities, holdings of or
access to cash and other liquid assets, human resources and effective means by
which to manage risks.

High level systems and control requirements are in SYSC. Detailed financial
resources and systems requirements are in the relevant section of IPRU,
including specific provisions for particular types of regulated activity. The FSA
will consider whether the firm is ready, willing and organised to comply with
these requirements when assessing if it has adequate resources for the purposes
of this threshold condition.

When assessing this threshold condition, the FSA may have regard to any
person appearing to it to be, or likely to be, in a relevant relationship with the
firm, in accordance with section 49 of the Act (Persons connected with an
applicant); for example, a firm’s controllers, its directors or partners, other
persons with close links to the firm (see COND 2.3), and other persons that
exert influence on the firm which might pose a risk to the firm’s satisfaction of
the threshold conditions and would, therefore, be in a relevant relationship
with the firm.

In particular, although it is the firm that is being assessed, the FSA may take
into consideration the impact of other members of the firm’s group on the
adequacy of its resources. For example, the FSA may assess the consolidated
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2.: The threshold conditions Section 2.4: Threshold condition
4: Adequate resources

solvency of the group. The ESA’s approach to the consolidated supervision of
a firm and its group is in the relevant part of IPRU.

2.4.4 @ (1) When assessing whether a firm will satisfy and continue to satisfy threshold
P condition 4, the ESA will have regard to all relevant matters, whether arising in
the United Kingdom or elsewhere.

(2) Relevant matters may include but are not limited to:

(a) whether there are any indications that the firm may have difficulties if the
application is granted (see COND 2.4.6G), at the time of the grant or in
the future, in complying with any of the FSA’s prudential rules (see the
relevant part of IPRU);

(b) whether there are any indications that the firm will not be able to meet its
debts as they fall due;

(c) whether there are any implications for the adequacy of the firm’s resources
arising from the history of the firm; for example, whether the firm has:

(i) been adjudged bankrupt; or

(ii) entered into liquidation; or

(iii) been the subject of a receiving or administration order; or
(iv) had a bankruptcy or winding-up petition served on it; or
(v) had its estate sequestrated; or

(vi) entered into a deed of arrangement or an individual voluntary
agreement (or in Scotland, a trust deed) or other composition in favour
of its creditors, or is doing so; or

(vii) within the last ten years, failed to satisfy a judgment debt under a
court order, whether in the United Kingdom or elsewhere;

(d) whether the firm has taken reasonable steps to identify and measure any
risks of regulatory concern that it may encounter in conducting its business
(see COND 2.4.6G) and has installed appropriate systems and controls
and appointed appropriate human resources to measure them prudently at
all times; see SYSC 3.1 (Systems and Controls) and SYSC 3.2 (Areas
covered by systems and controls); and

(e) whether the firm has conducted enquiries into the financial services sector
in which it intends to conduct business (see COND 2.4.6G) that are
sufficient to satisfy itself that:

(i) it has access to adequate capital, by reference to the FSA’s prudential
requirements, to support the business including any losses which may
be expected during its start-up period; and

(i) Client money, deposits, custody assets and policyholders’ rights will
not be placed at risk if the business fails.

(3) In the context of threshold condition 4 (Adequate resources), the FSA will only
take into account relevant matters which are material (see COND 1.3.3G).
The FSA will consider the materiality of each relevant matter in relation to the
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2.: The threshold conditions

Section 2.4: Threshold condition
4: Adequate resources

2.4.5

2.4.6

regulated activities for which the firm has, or will have, permission, having
regard to the regulatory objectives in section 2 of the Act (The FSA’s general
duties). It should be noted that a series of matters may be significant when
taken together, even if each of them in isolation might not be significant.

(4) In making its assessment, the FSA will consider the individual circumstances of
each firm on a case-by-case basis.

In complying with SYSC 3.1.1R (Systems and controls), a firm should plan its
business appropriately so that it is able to identify, measure and manage the likely
risks of regulatory concern it will face (SYSC 3.2.17G (Business strategy)).

(1) Any newly-formed firm can be susceptible to early difficulties. These
difficulties could arise from a lack of relevant expertise and judgment, or from
ill-constructed and insufficiently tested business strategies. A firm may also be
susceptible to difficulties where it substantially changes its business activities.

(2) As a result, the FSA would expect a firm which is applying for Part IV
permission, or a substantial variation of that permission, to take adequate steps
to satisfy itself and, if relevant, the FSA that:

(a) it has a well constructed business plan or strategy plan for its product or
service which demonstrates that it is ready, willing and organised to
comply with the relevant requirements in IPRU and SYSC that apply to the
regulated activity it is seeking to carry on;

(b) its business plan or strategy plan has been sufficiently tested; and

(c) the financial and other resources of the firm are commensurate with the
likely risks it will face.

(3) The FSA would expect the level of detail in a firm’s business plan or strategy
plan in (2) to be appropriate to the complexity of the firm’s proposed regulated
activities and unregulated activities and the risks of regulatory concern it is
likely to face (see SYSC 3.2.11G (Management information). General
guidance on the contents of a business plan is given in the business plan section
of the application pack for Part IV permission. A firm requiring specific
guidance on the contents and level of detail of its business plan should contact
the Corporate Authorisation department (see AUTH 3: Applications for Part
IV permission), or, if relevant, its usual supervisory contact at the FSA, or seek
professional assistance.
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2.: The threshold conditions Section 2.5: Threshold condition
5: Suitability

2.5 Threshold condition 5: Suitability

2.5.1 Table Paragraph 5, Schedule 6 to the Act
/1

The person concerned must satisfy the [FSA] that he is a fit and proper person hav-

ing regard to all the circumstances, including—

(&) his connection with any person;

(b) the nature of any regulated activity that he carries on or seeks to carry on; and

(c) the need to ensure that his affairs are conducted soundly and prudently.

2.5.2 @ (1) Threshold condition S (Suitability), requires the firm to satisfy the FSA that it
P is *fit and proper’ to have Part IV permission having regard to all the

circumstances, including its connections with other persons, the range and

nature of its proposed (or current) regulated activities and the overall need to

be satisfied that its affairs are and will be conducted soundly and prudently
(see also PRIN and SYSC).

(2) The FSA will also take into consideration anything that could influence a firm’s
continuing ability to satisfy this threshold condition. Examples include the
firm’s position within a UK or international group, information provided by
overseas regulators about the firm, and the firm’s plans to seek to vary its Part
IV permission to carry on additional regulated activities once it has been
granted that permission by the FSA.

2.5.3 @ (1) The emphasis of this threshold condition is on the suitability of the firm itself.

N The suitability of each person who performs a controlled function will be
assessed by the FSA under the approved persons regime (see AUTH 6
(Approved persons), SUP 10 (Approved persons) and FIT). In certain
circumstances, however, the FSA may consider that the firm is not suitable
because of doubts over the individual or collective suitability of persons
connected with the firm.

(2) When assessing this threshold condition in relation to a firm, the FSA may have
regard to any person appearing to it to be, or likely to be, in a relevant
relationship with the firm, as permitted by section 49 of the Act (Persons
connected with an applicant) (see COND 2.4.3G).

2.5.4 @ (1) When determining whether the firm will satisfy and continue to satisfy
P threshold condition 5, the FSA will have regard to all relevant matters, whether
arising in the United Kingdom or elsewhere.

e (2) Relevant matters include, but are not limited to, whether a firm:

(a) conducts, or will conduct, its business with integrity and in compliance
with proper standards;

(b) has, or will have, a competent and prudent management; and
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Section 2.5: Threshold condition
5: Suitability

2.5.5

2.5.6

(c) can demonstrate that it conducts, or will conduct, its affairs with the
exercise of due skill, care and diligence.

(3) The FSA will take into account relevant matters only to the extent that they are
significant (see COND 1.3.3G). In determining whether relevant matters are
significant to the firm, the FSA will consider significance in the context of the
suitability of the firm, having regard to the regulatory objectives in section 2 of
the Act (The FSA’s general duties) a series of matters may be significant when
taken together, even if each of them in isolation may not be significant.

(4) In making its assessment, the FSA will, therefore, consider the individual
circumstances of each firm on a case-by-case basis.

Where a firm is applying for Part IV permission or a substantial variation of that
permission, the guidance in COND 2.4.6G is relevant. For the purpose of
threshold condition 5, however, the FSA would expect the firm’s business plan or
strategy plan to take into account the interests of consumers and demonstrate that
it is ready, willing and organised to comply with the relevant requirements in the
Handbook that apply to the regulated activity it is seeking to carry on.

Conducting business with integrity and in compliance with proper standards
In determining whether a firm will satisfy, and continue to satisfy, threshold
condition § in respect of conducting its business with integrity and in compliance
with proper standards, the relevant matters, as referred to in COND 2.5.4G(2),
may include but are not limited to whether:

(1) the firm has been open and co-operative in all its dealings with the FSA and
any other regulatory body (see Principle 11 (Relations with regulators)) and is
ready, willing and organised to comply with the requirements and standards
under the regulatory system and other legal, regulatory and professional
obligations; the relevant requirements and standards will depend on the
circumstances of each case, including the regulated activities which the firm
has permission, or is seeking permission, to carry on;

(2) the firm has been convicted, or is connected with a person who has been
convicted, of any unspent offence involving fraud, corruption, perjury, theft,
false accounting or other dishonesty, money laundering, market abuse or
insider dealing, offences under legislation relating to insurance, banking or
other financial services, companies, insolvency, consumer credit or consumer
protection or any significant tax offence; where relevant, any spent convictions
excepted for this purpose under the Rehabilitation of Offenders Act 1974 will
be taken into consideration;

(3) the firm has been the subject of, or connected to the subject of, any existing or
previous investigation or enforcement proceedings by the FSA, the Society of
Lloyd’s or by other regulatory authorities (including the FSA’s predecessors),
clearing houses or exchanges, professional bodies or government bodies or
agencies; the FSA will, however, take both the nature of the firm’s involvement
in, and the outcome of, any investigation or enforcement proceedings into
account in determining whether it is a relevant matter;

(4) the firm has contravened, or is connected with a person who has contravened,
any provisions of the Act or any preceding financial services legislation, the
regulatory system or the rules, regulations, statements of principles or codes of
practice (for example the Society of Lloyd’s Codes) of other regulatory
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authorities (including the FSA’s predecessors), clearing houses or exchanges,
professional bodies, or government bodies or agencies or relevant industry
standards (such as the Non-Investment Products Code); the FSA will, however,
take into account both the status of codes of practice or relevant industry
standards and the nature of the contravention (for example, whether a firm has
flouted or ignored a particular code);

(5) the firm, or a person connected with the firm, has been refused registration,
authorisation, membership or licence to carry out a trade, business or
profession or has had that registration, authorisation, membership or licence
revoked, withdrawn or terminated, or has been expelled by a regulatory or
government body; whether the FSA considers such a refusal relevant will
depend on the circumstances;

(6) the firm has taken reasonable care to establish and maintain effective systems
and controls for compliance with applicable requirements and standards under
the regulatory system that apply to the firm and the regulated activities for
which it has, or will have, permission (see SYSC 3.2.6R to SYSC 3.2.8R
(Compliance));

(7) the firm has put in place procedures which are reasonably designed to:

(a) ensure that it has made its employees aware of, and compliant with, those
requirements and standards under the regulatory system that apply to the
firm and the regulated activities for which it has, or will have permission;

(b) ensure that its approved persons (whether or not employed by the firm) are
aware of those requirements and standards under the regulatory system
applicable to them;

(c) determine that its employees are acting in a way compatible with the firm
adhering to those requirements and standards; and

(d) determine that its approved persons are adhering to those requirements and
standards;

(8) the firm or a person connected with the firm has been dismissed from
employment or a position of trust, fiduciary relationship or similar or has ever
been asked to resign from employment in such a position; whether the FSA
considers a resignation to be relevant will depend on the circumstances, for
example if a firm is asked to resign in circumstance that cast doubt over its
honesty or integrity; and

(9) the firm or a person connected with the firm has ever been disqualified from
acting as a director.

Competent and prudent management and exercise of due skill, care and
diligence
2.5.7 @ In determining whether a firm will satisfy and continue to satisfy threshold

1 | condition S in respect of having competent and prudent management and
exercising due skill, care and diligence, relevant matters, as referred to in COND
2.5.4G(2), may include, but are not limited to whether:
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(1) the governing body of the firm is made up of individuals with an appropriate
range of skills and experience to understand, operate and manage the firm’s
regulated activities;

(2) if appropriate, the governing body of the firm includes non-executive
representation, at a level which is appropriate for the control of the regulated
activities proposed, for example, as members of an audit committee (see SYSC
3.2.15G (Audit Committee));

(3) the governing body of the firm is organised in a way that enables it to address
and control the regulated activities of the firm, including those carried on by
managers to whom particular functions have been delegated (see SYSC 2.1
(Apportionment of responsibilities) and SYSC 3.2 (Areas covered by systems
and controls));

(4) those persons who perform controlled functions under certain arrangements
entered into by the firm or its contractors (including appointed representatives)
act with due skill, care and diligence in carrying our their controlled function
(see APER 4.2 (Statement of Principle 2) or managing the business for which
they are responsible (see APER 4.7 (Statement of Principle 7));

(5) the firm has made arrangements to put in place an adequate system of internal
control to comply with the requirements and standards under the regulatory
system (see SYSC 3.1 (Systems and Controls));

(6) the firm has approached the control of financial and other risk in a prudent
manner (for example, by not assuming risks without taking due account of the
possible consequences) and has taken reasonable care to ensure that robust
information and reporting systems have been developed, tested and properly
installed (see SYSC 3.2.10 (Risk assessment));

(7) the firm, or a person connected with the firm, has been a director, partner or
otherwise concerned in the management of a company, partnership or other
organisation or business that has gone into insolvency, liquidation or
administration while having been connected with that organisation or within
one year of such a connection;

(8) the firm has developed human resources policies and procedures that are
reasonably designed to ensure that it employs only individuals who are honest
and committed to high standards of integrity in the conduct of their activities
(see, for example, SYSC 3.2.13G (Employees and agents));

(9) the firm has conducted enquiries (for example, through market research or the
previous activities of the firm) that are sufficient to give it reasonable assurance
that it will not be posing unacceptable risks to consumers or the financial
system;

(10) the firm has in place the appropriate money laundering prevention systems and

training, including identification, record-keeping and internal reporting

procedures (see ML); and

(11) where appropriate, the firm has appointed auditors and actuaries, who have PAGE
sufficient experience in the areas of business to be conducted (see SUP 3.4
(Auditors’ qualifications) and SUP 4.3.8G to SUP 4.3.13G (Appointed
actuary’s qualifications)).
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2.6 Additional conditions

2.6.1 Table Paragraph 8, Schedule 6 to the Act.
/1

(1) If this paragraph applies to the person concerned, he must, for the purposes
of such provisions of this Act as may be specified, satisfy specified additional
conditions.

(2) This paragraph applies to a person who:

(a) has his head office outside the EEA; and

(b) appears to the [FSA] to be seeking to carry on a regulated activity relating to

insurance business.

2.6.2 [G] The application of the threshold conditions to Swiss general insurers will be the

| subject of an Order to be made by the Treasury, to recognise the rights of Swiss
general insurance companies under the Swiss Treaty Agreement. This Order will
also impose certain additional conditions, required under the Insurance Directives,
on non-EEA insurers. Additional guidance will be included in COND 2 when
these orders are made.
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The threshold conditions

G

Close Links: is an undertaking the parent undertaking of another undertaking (COND
2.3.7G(2))
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COND 2: The threshold conditions Annex 1 G

Yes N
( Is the undertaking an i red Yes
S the un CT aKing an_mcorpora (< See COND 23100
L friendly society?
J
Yes N
Does it hold a majority of the voting
rights in the other undertaking?
& J ¢
Yes
Ve Is it a parent undertaking of the
Yes Is it a member of the other undertaking other undertaking?
with the right to appoint or remove a
majority of the other undertaking’s board
L of director’s. No
Yes Is it an individual and would be a
Does it have the right to exercise a P! uren]i{undlefr }t]ukmg of gle otll(1§r )
dominant influence over the other undertaking if he was undertaking?
Yes undertaking through:
(i) provisions contained in that No

undertaking’s memorandum or
articles; or

Is it incorporated in or formed under the law
(ii) a control contract? Yes of another EEA State and is a parent
K j undertaking of the other undertaking within

the meaning of any rule of law in that State
for purposes connected with
implementation of the Seventh Company
Law Directive.

Yes Is it a member of the other undertaking
and controls alone, under an agreement
with other shareholders or members, a

majority of the voting rights in that
undertaking? No

/Does it have participating interest\

(as defined in section 260 of the
Companies Act 1985) in the other
Yes undertaking and:

(i) actually exercises a dominant

influence over it; or No
(i1) it and the other undertaking are A\ 4
managed on a unified basis?
k j The undertaking is not a parent

undertaking of the other undertaking.

v

The undertaking is a parent undertaking
of the other undertaking (the subsidiary
undertaking).
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Record Keeping Requirements

Handbook Modules

Schedulel
Record Keeping Requirements

1 Table

There are no record keeping requirements in COND.
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Schedule2
Notification Requirements

Handbook Modules

Schedule2
Notification Requirements

1 Table

There are no notification or reporting requirements in COND, but guidanceis
given in COND 1.3.3G on disclosure to the FSA in connection with applications.
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Schedule3
Fees and other required payments

Handbook Modules

Schedule3
Fees and other required payments

1 Table

There are no requirements for fees or other payments in COND.
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Powers exercised

Handbook Modules

Schedule4
Powers exercised

1 Table

The following power in the Act has been exercised by the FSA to give the guidance in
COND:

Section 157(1) (Guidance).
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Schedule5
Actionfordamagesforcontraventionundersection150ftheAct

Handbook Modules
Scheduleb

Action for damages for contravention under section 150 of
the Act

1 Table

There are no rules in COND.
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Schedule6
Rules that can be waived

Handbook Modules

Schedule6
Rules that can be waived

1 Table

There are no rules in COND.
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Threshold Conditions

Derivations

G

There is no table of derivations in COND.
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Threshold Conditions

Destinations

G

There is no table of destinations in COND.
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FSA 2001/5

STATEMENTS OF PRINCIPLE AND CODE OF PRACTICE
FOR APPROVED PERSONS INSTRUMENT 2001

A. The Financial Services Authority issues the statements and related code of practice
and gives the guidance in the Annex to this instrument (“APER”) in the exercise of
the powers listed in Schedule 4 to APER (Powers exercised).

B. This instrument shall come into force at the beginning of the day on which section 19
of the Financial Services and Markets Act 2000 (The general prohibition) comes into
force.

C. This instrument may be cited as the Statements of Principle and Code of Practice for

Approved Persons Instrument 2001.

D. The Annex to this instrument (including its Schedules) may be cited as the Statements
of Principle and Code of Practice for Approved Persons (or APER).

By order of the Board
21 June 2001
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Transitional Provisions

Handbook Modules

Transitional Provisions

G

1 There are no transitional provisions in APER. However, GEN contains some technical
transitional provisions that apply throughout the Handbook and which are designed to
ensure a smooth transition at commencement.
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1: Application and purpose Section 1.1: Application

1.1 Application

1.1.1 @ APER applies to approved persons.
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1: Application and purpose Section 1.2: Purpose

1.2.1

1.2.2

1.2.3

1.2.4

1.2.5

1.2.6

1.2.7

1.2.8

1.2  Purpose

The Statements of Principle contained in m APER 2 are issued under section 64(1) of
the Act (Conduct: statements and codes).

Section 64(2) of the Act states that if the FSA issues Statements of Principle it must
also issue a code of practice for the purpose of helping to determine whether or not
a person’s conduct complies with the Statements of Principle. The Code of
Practice for Approved Persons in m APER 3 and ® APER 4 fulfils this requirement.

The Code of Practice for Approved Persons sets out descriptions of conduct which,
in the opinion of the FSA, do not comply with a Statement of Principle and, in the
case of Statement of Principle 3, conduct which tends to show compliance within
that statement. The Code of Practice for Approved Persons also sets out, in certain
cases, factors which, in the opinion of the FSA, are to be taken into account in
determining whether or not an approved person’s conduct complies with a
Statement of Principle. The guidance set out in m APER 3 and ® APER 4 does not
form part of the Code of Practice for Approved Persons.

Section 64(11) of the Act states that the power to issue Statements of Principle and
codes of practice includes power to make different provisions in relation to
persons, cases or circumstances of different descriptions. Statements of Principle 1,
2, 3 and 4 apply to all approved persons, and Statements of Principle 5, 6 and 7
apply to those approved to perform significant influence functions.

As set out in m SUP 10.3.1 R (Arrangements and regulated activities), a function is a
controlled function only to the extent that it is performed under an arrangement
entered into by:

(1) a firm; or
(2) a contractor of the firm;
in relation to the carrying on by the firm of a regulated activity.

The Statements of Principle apply only to the performance of a controlled function
(that is, to the activities carried on under the arrangement described in the firm’s
application for approval).

The FSA recognises that an approved person may be performing functions which
are unrelated to regulated activities or are otherwise outside the description of a
controlled function. The fact that a person may be approved for one purpose does
not have the effect of bringing all his functions within the controlled function, nor
of making those functions subject to the Statements of Principle.

The territorial scope of the approved persons regime is set out in ® SUP 10.1
(Application).
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1: Application and purpose Section 1.2: Purpose

| controlled function for which approval has been sought and granted.

. 1.2.9 @ The Statements of Principle apply only to the extent that a person is performing a
1
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2: The Statements of Principle Section 2.1: The Statement of Principle
for Approved Persons

2.1 The Statement of Principle

2.1.1 @ m APER 2.1.2 P sets out the Statements of Principle issued by the FSA to which m
s | APER 1.2.1 G refers and to which the provisions of the Code of Practice for
Approved Persons and guidance in m APER 3 and ® APER 4 apply.

2.1.2 (G] Table Statements of Principle issued under section 64 of the Act

Statement of Principle 1
An approved person must act with integrity in carrying out his controlled
function.

Statement of Principle 2
An approved person must act with due skill, care and diligence in carrying
out his controlled function.

Statement of Principle 3
An approved person must observe proper standards of market conduct in
carrying out his controlled function.

Statement of Principle 4

An approved person must deal with the FSA and with other regulatorsin an
open and cooperative way and must disclose appropriately any information
of which the FSA would reasonably expect notice.

Statement of Principle 5

An approved person performing a significant influence function must take
reasonable steps to ensure that the business of the firm for which heisre-
sponsible in his controlled function is organised so that it can be controlled
effectively.
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2: The Statements of Principle Section 2.1: The Statement of Principle
for Approved Persons

Statement of Principle 6

An approved person performing a significant influence function must exer-
cise due skill, care and diligence in managing the business of the firm for
which he isresponsiblein his controlled function.

Statement of Principle 7

An approved person performing a significant influence function must take
reasonable steps to ensure that the business of the firm for which heisre-
sponsible in his controlled function complies with the relevant requirements
and standards of the regulatory system.
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3: Code of Practice for Approved Section 3.1: Introduction
Persons: general

3.1 Introduction

3.1.1 @ This Code of Practice for Approved Persons is issued under section 64 of the Act

| (Conduct: statements and codes) for the purpose of helping to determine whether
or not an approved person’s conduct complies with a Statement of Principle. The
code sets out descriptions of conduct which, in the FSA’s opinion, do not comply
with the relevant Statements of Principle. The code also sets out certain factors
which, in the opinion of the FSA, are to be taken into account in determining
whether an approved person’s conduct complies with a particular Statement of
Principle. The description of conduct, the factors and related provisions are
identified in the text by the letter ’E’ as explained in paragraph 25 of the Readers
Guide.

3.1.2 @ The Code of Practice for Approved Persons in issue at the time when any
| particular conduct takes place may be relied on so far as it tends to establish
whether or not that conduct complies with a Statement of Principle.

3.1.3 @ The significance of conduct identified in the Code of Practice for Approved Persons

| as tending to establish compliance with or a breach of a Statement of Principle will
be assessed only after all the circumstances of a particular case have been
considered. Account will be taken of the context in which a course of conduct was
undertaken, including the precise circumstances of the individual case, the
characteristics of the particular controlled function and the behaviour to be
expected in that function.

3.1.4 @ (1) An approved person will only be in breach of a Statement of Principle where

N he is personally culpable. Personal culpability arises where an approved
person’s conduct was deliberate or where the approved person’s standard of
conduct was below that which would be reasonable in all the circumstances
(see m ENF 11.5.3 G (Action against approved persons)).

(2) For the avoidance of doubt, the Statements of Principle do not extend the
duties of approved persons beyond those which the firm owes in its dealings
with customers or others.

3.1.5 @ In particular, in determining whether or not an approved person’s conduct

;| complies with a Statement of Principle, the FSA will take into account the extent to
which an approved person has acted in a way that is stated to be in breach of a
Statement of Principle.

3.1.6 @ The Code of Practice for Approved Persons (and in particular the specific examples
;| of behaviour which may be in breach of a generic description of conduct in the
code) is not exhaustive of the kind of conduct that may contravene the Statements
of Principle. The purpose of the code is to help determine whether or not a
person’s conduct complies with a Statement of Principle. The code may be
supplemented from time to time. The FSA will amend the code if there is a risk that
unacceptable practice may become prevalent, so as to make clear what conduct
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3: Code of Practice for Approved Section 3.1: Introduction
Persons: general

3.1.7

3.1.8

3.1.9

falls below the standards expected of approved persons by the Statements of
Principle.

Statements of Principle 1 to 4 apply to all approved persons. In the Statements of
Principle and in the Code of Practice for Approved Persons, a reference to "his
controlled function” is a reference to the controlled function to which the approval
relates. A person performing a significant influence function is also subject to the
additional requirements set out in Statements of Principle 5 to 7 in performing that
controlled function. Those responsible under m SYSC 2.1.3 R (Apportionment of
responsibilities) for the firm’s apportionment obligation will be specifically subject
to Statement of Principle 5 (and see in particular m APER 4.5.6 E). In addition, it
will be the responsibility of any such approved person to oversee that the firm has
appropriate systems and controls under Statement of Principle 7 (and see in
particular m APER 4.7.3 E).

In applying Statements of Principle 5 to 7, the nature, scale and complexity of the
business under management and the role and responsibility of the individual
performing a significant influence function within the firm will be relevant in
assessing whether an approved person’s conduct was reasonable. For example, the
smaller and less complex the business, the less detailed and extensive the systems of
control need to be. The FSA will be of the opinion that an individual performing a
significant influence function may have breached Statements of Principle 5 to 7
only if his conduct was below the standard which would be reasonable in all the
circumstances. (See also m APER 3.3.1 E (3)to (5))

UK domestic firms listed on the London Stock Exchange are subject to the
Combined Code developed by the Committee on Corporate Governance, whose
internal control provisions are amplified in the Guidance for Directors issued by
the Institute of Chartered Accountants in England and Wales. FSA-regulated firms
in this category will thus be subject to that code as well as to the requirements and
standards of the regulatory system. In forming an opinion whether approved
persons have complied with its requirements, the FSA will give due credit for their
following corresponding provisions in the Combined Code and related guidance.
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3: Code of Practice for Approved
Persons: general

Section 3.2: Factors relating to
all Statements of Principle

3.2.1

3.2  Factors relating to all Statements of
Principle

A | In determining whether or not the particular conduct of an approved

person within his controlled function complies with the Statements
of Principle, the following are factors which, in the opinion of the
FSA, are to be taken into account:

(1) whether that conduct relates to activities that are subject to other
provisions of the Handbook;

2) whether that conduct is consistent with the requirements and
standards of the regulatory system relevant to his firm.

FSA Handbook

e APER

* Pre-release 0.1 (21 June 2001) 3.2.1

PAGE
4



3: Code of Practice for Approved Section 3.3: Factors relating to
Persons: general Statements of Principle 5 to 7

3.3 1I:=ac;cors relating to Statements of Principle 5
(]

3.3.1 A | In determining whether or not the conduct of an approved person

i | performing a significant influence function complies with Statements
of Principle 5 to 7, the following are factors which, in the opinion of
the FSA, are to be taken into account:

(1) whether he exercised reasonable care when considering the
information available to him;

(2) whether he reached a reasonable conclusion which he acted on;
(3) the nature, scale and complexity of the firm’s business;

4) his role and responsibility as an approved person performing a
significant influence function;

(5) the knowledge he had, or should have had, of regulatory concerns,
if any, arising in the business under his control.
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4: Code of Practice for Approved Section 4.1: Statement of Principle 1
Persons: specific

4.1  Statement of Principle 1

4.1.1 @ The Statement of Principle 1 (see m APER 2.1.2 P) is in the following terms: ”An
1 | approved person must act with integrity in carrying out his controlled function.”

4.1.2 4 | In the opinion of the FSA, conduct of the type described in = APER 4.1.3

/i | E, wAPER 4.1.5 E, w APER 4.1.6 E, @ APER APER 4.1.8 E, m APER 4.1.10 E,  APER
4.1.12 EOr m APER 4.1.13 E does not comply with Statement of Principle 1
m APER 2.1.2 P).

4.1.3 A | Deliberately misleading (or attempting to mislead) by act or omission:
' (1) a client; or

2) his firm (or its auditors or appointed actuary); or
(3) the FSA;

falls within = APER 4.1.2 E.

4.1.4 4a | Behaviour of the type referred to in = APER 4.1.3 E includes, but is not
/| limited to, deliberately:

(1) falsifying documents;
(2) misleading a client about the risks of an investment;

3) misleading a client about the charges or surrender penalties of
investment products;

4) misleading a client about the likely performance of investment
products by providing inappropriate projections of future
investment returns;

(5) misleading a client by informing him that products require only a
single payment when that is not the case;

(6) mismarking the value of investments or trading positions;

(7) procuring the unjustified alteration of prices on illiquid or
off-exchange contracts, or both;

8) misleading others within the firm about the credit-worthiness of a
borrower;
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4: Code of Practice for Approved Section 4.1: Statement of Principle 1
Persons: specific

(9) providing false or inaccurate documentation or information,
including details of training, qualifications, past employment
record or experience;

(10) providing false or inaccurate information to the firm (or to the
firm’s auditors or appointed actuary);

(11) providing false or inaccurate information to the FSA;

(12) destroying, or causing the destruction of, documents (including
false documentation), or tapes or their contents, relevant to
misleading (or attempting to mislead) a client, his firm, or the
FSA;

(13) failing to disclose dealings where disclosure is required by the
firm’s personal account dealing rules;

(14) misleading others in the firm about the nature of risks being
accepted.

4.1.5 A | Deliberately recommending an investment to a customer, or carrying

i | out a discretionary transaction for a customer where the approved
person knows that he is unable to justify its suitability for that
customer, falls within = APER 4.1.2 E.

4.1.6 Aa | Deliberately failing to inform, without reasonable cause:
1

(1) a customer; or

2) his firm (or its auditors or appointed actuary); or

(3) the FSA;

of the fact that their understanding of a material issue is incorrect,
despite being aware of their misunderstanding, falls within = APER 4.1.2
E.

4.1.7 4a | Behaviour of the type referred to in = APER 4.1.6 E includes, but is not
/1| limited to, deliberately:

(1) failing to disclose the existence of falsified documents;
(2) failing to rectify mismarked positions immediately.

4.1.8 A | Deliberately preparing inaccurate or inappropriate records or returns
/| in connection with a controlled function, falls within = APER 4.1.2 E.

4.1.9 A | Behaviour of the type referred to in w APER 4.1.8 E includes, but is not
/| limited to, deliberately:
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4: Code of Practice for Approved Section 4.1: Statement of Principle 1

Persons: specific

4.1.10 A

4.1.11 A

4.1.12 A

/1

4.1.13 A

/1

(1) preparing performance reports for transmission to customers
which are inaccurate or inappropriate (for example, by relying on
past performance without appropriate warnings);

(2) preparing inaccurate training records or inaccurate details of
qualifications, past employment record or experience;

(3) preparing inaccurate trading confirmations, contract notes or
other records of transactions or holdings of securities for a
customer, whether or not the customer is aware of these
inaccuracies or has requested such records.

Deliberately misusing the assets or confidential information of a client
or of his firm falls within = APER 4.1.2 E.

Behaviour of the type referred to in m APER 4.1.10 E includes, but is not
limited to, deliberately:

(1) front running client orders;

(2) carrying out unjustified trading on client accounts to generate a
benefit (whether direct or indirect) to the approved person (that is,
churning);

(3) misappropriating a client’s assets, including wrongly transferring
to personal accounts cash or securities belonging to clients;

4) wrongly using one client’s funds to settle margin calls or to cover
trading losses on another client’s account or on firm accounts;

(5) using a client’s funds for purposes other than those for which they
were provided;

(6) retaining a client’s funds wrongly;

(77 pledging the assets of a client as security or margin in
circumstances where the firm is not permitted to do so.

Deliberately designing transactions so as to disguise breaches of
requirements and standards of the regulatory system falls within =
APER 4.1.2 E.

Deliberately failing to disclose the existence of a conflict of interest in
connection with dealings with a client falls within = APER 4.1.2 E.
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4: Code of Practice for Approved Section 4.2: Statement of Principle 2
Persons: specific

4.2  Statement of Principle 2

4.2.1 @ The Statement of Principle 2 (see m APER 2.1.2 P) is in the following terms: ”An
1 | approved person must act with due skill, care and diligence in carrying out his
controlled function.”

4.2.2 AA | In the opinion of the FSA, conduct of the type described in » APER 4.2.3

/1 | E, w APER 4.2.5 E, w APER 4.2.6 E, m APER 4.2.8 E, m APER 4.2.10 E, @ APER 4.2.11 E
or m APER 4.2.13 E does not comply with Statement of Principle 2 m APER
2.1.2P).

4.2.3 4a | Failing to inform:
/1
(1) a customer; or

(2) his firm (or its auditors or appointed actuary);

of material information in circumstances where he was aware, or
ought to have been aware, of such information, and of the fact that
he should provide it, falls within = APER 4.2.2 E.

4.2.4 4a | Behaviour of the type referred to in w APER 4.2.3 E includes, but is not
/| limited to:

(1) failing to explain the risks of an investment to a customer;

(2) failing to disclose to a customer details of the charges or surrender
penalties of investment products;

(3) mismarking trading positions;

(4) providing inaccurate or inadequate information to a firm, its
auditors or appointed actuary,

(5) failing to disclose dealings where disclosure is required by the
firm’s personal account dealing rules.

4.2.5 A | Recommending an investment to a customer, or carrying out a

/| discretionary transaction for a customer, where he does not have
reasonable grounds to believe that it is suitable for that customer,
falls within = APER 4.2.2 E.
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4: Code of Practice for Approved Section 4.2: Statement of Principle 2
Persons: specific

4.2.6 A | Undertaking, recommending or providing advice on transactions
| without a reasonable understanding of the risk exposure of the
transaction to a customer falls within = APER 4.2.2 E.

4.2.7 AA | Behaviour of the type referred to in m APER 4.2.6 E includes, but is not

/| limited to, recommending transactions in investments to a customer
without a reasonable understanding of the liability (either potential or
actual) of that transaction.

4.2.8 A | Undertaking transactions without a reasonable understanding of the
i | risk exposure of the transaction to the firm falls within = APER 4.2.2 E.

4.2.9 A | Behaviour of the type referred to in m APER 4.2.8 E includes, but is not
/1| limited to, trading on the firm’s own account without a reasonable
understanding of the liability (either potential or actual) of the

transaction.
4.2.10 A | Failing without good reason to disclose the existence of a conflict of
/1 | interest in connection with dealings with a client falls within = APER
42.2E.
4.2.11 A | Failing to provide adequate control over a client’s assets falls within =

/1 | APER 4.2.2 E.

4.2.12 AA | Bebaviour of the type referred to in m APER 4.2.11 E includes, but is not
/| limited to:

(1) failing to segregate a client’s assets;
(2) failing to process a client’s payments in a timely manner.

4.2.13 A | Continuing to perform a controlled function despite having failed to

/1 | meet the standards of knowledge and skill set out in the Training and
Competence sourcebook (TC) for that controlled function falls within
= APER 4.2.2 E.
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4: Code of Practice for Approved Section 4.3: Statement of Principle 3
Persons: specific

4.3  Statement of Principle 3

4.3.1 @ The Statement of Principle 3 (see m APER 2.1.2 P) is in the following terms: ”An
s | approved person must observe proper standards of market conduct in carrying out
his controlled function.”

4.3.2 @ In many cases the required standard will be set out in @ MAR 3 (Inter-Professional
;1 | Conduct) and the Code of Market Conduct w MAR 1). Market codes and exchange
rules will also be relevant.

4.3.3 A | A factor to be taken into account in determining whether or not an

i | approved person’s conduct complies with this Statement of Principle
m APER 2.1.2 P) is whether he, or his firm, has complied with = MAR 3
(Inter-Professional Conduct) or the Code of Market Conduct m MAR 1)
or relevant market codes and exchange rules.

4.3.4 4 | Compliance with the code or rules described in » APER 4.3.3 E will tend
/1 | to show compliance with this Statement of Principle m APER 2.1.2 P).
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4: Code of Practice for Approved Section 4.4: Statement of Principle 4
Persons: specific

4.4  Statement of Principle 4

4.4.1 @ The Statement of Principle 4 (see m APER 2.1.2 P) is in the following terms: ”An

1 | approved person must deal with the FSA and with other regulators in an open and
cooperative way and must disclose appropriately any information of which the FSA
would reasonably expect notice.”

4.4.2 @ For the purpose of this Statement of Principle m APER 2.1.2 P), regulators in

;| addition to the FSA are those which have recognised jurisdiction in relation to
regulated activities and a power to call for information from the approved person
in connection with his controlled function or (in the case of an individual
performing a significant influence function) in connection with the business for
which he is responsible. This may include an exchange or an overseas regulator.

4.4.3 A | In the opinion of the FSA, conduct of the type described in = APER 4.4.4
/i | E, m APER 4.4.7 E, Or m APER 4.4.9 E does not comply with Statement of
Principle 4 w APER 2.1.2 P).

bbb A | Failing to report promptly in accordance with his firm’s internal

/1 | procedures (or if none exist direct to the FSA), information which it
would be reasonable to assume would be of material significance to
the FSA, whether in response to questions or otherwise, falls within =
APER 4.4.3 E.

4.4.5 @ There is no duty on an approved person to report such information directly to the
;1 | FSA unless he is one of the approved persons responsible within the firm for
reporting matters to the FSA. However, if an approved person takes steps to
influence the decision so as not to report to the FSA or acts in a way that is
intended to obstruct the reporting of the information to the FSA, then the FSA will,
in respect of that information, view him as being one of those within the firm who
has taken on responsibility for deciding whether to report that matter to the FSA.

4.4.6 A | In determining whether or not an approved person’s conduct under =

/1 | APER 4.4.4 E complies with Statement of Principle 4, the following are
factors which, in the opinion of the FSA, are to be taken into
account:

(1) the likely significance to the FSA of the information which it was
reasonable for the individual to assume;

2) whether the information related to the individual himself or to his
firm;

3) whether any decision not to report the matter internally was taken
after reasonable enquiry and analysis of the situation.
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4: Code of Practice for Approved Section 4.4: Statement of Principle 4

Persons: specific

4.4.7 A

/1

4.4.8 A

/1

4.4.9 A

/1

Where the approved person is, or is one of the approved persons who
is, responsible within the firm for reporting matters to the FSA,
failing promptly to inform the FSA of information of which he is
aware and which it would be reasonable to assume would be of
material significance to the FSA, whether in response to questions or
otherwise, falls within = APER 4.4.3 E.

In determining whether or not an approved person’s conduct under =
APER 4.4.7 E complies with Statement of Principle 4 m APER 2.1.2 P), the
following are factors which, in the opinion of the FSA, are to be
taken into account:

(1) the likely significance of the information to the FSA which it was
reasonable for the approved person to assume;

(2) whether any decision not to inform the FSA was taken after
reasonable enquiry and analysis of the situation.

Failing without good reason to:

(1) inform a regulator of information of which the approved person
was aware in response to questions from that regulator;

(2) attend an interview or answer questions put by a regulator,
despite a request or demand having been made;

3) supply a regulator with appropriate documents or information
when requested or required to do so and within the time limits
attaching to that request or requirement;

falls within = APER 4.4.3 E.
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4: Code of Practice for Approved Section 4.5: Statement of Principle 5
Persons: specific

4.5  Statement of Principle 5

4.5.1 @ The Statement of Principle 5 (see m APER 2.1.2 P) is in the following terms: ”An

1 | approved person performing a significant influence function must take reasonable
steps to ensure that the business of the firm for which he is responsible in his
controlled function is organised so that it can be controlled effectively.”

4.5.2 A | In the opinion of the FSA, conduct of the type described in = APER 4.5.3
/i | E, m APER 4.5.4 E, m APER 4.5.6 E Or m APER 4.5.8 E does not comply with
Statement of Principle 5 m APER 2.1.2 P).

4.5.3 A | Failing to take reasonable steps to apportion responsibilities for all
/1 | areas of the business under the approved person’s control falls within
m APER 4.5.2 E (seec m APER 4.5.11 G).

4.5.4 A | Failing to take reasonable steps to apportion responsibilities clearly
/1 | amongst those to whom responsibilities have been delegated falls
within = APER 4.5.2 E (see m APER 4.5.11 G).

4.5.5 A | Behaviour of the type referred to in = APER 4.5.4 E includes, but is not
/| limited to:

(1) implementing confusing or uncertain reporting lines (see = APER
4.5.12G);

(2) implementing confusing or uncertain authorisation levels (see =
APER 4.5.13 G);

(3) implementing confusing or uncertain job descriptions and
responsibilities (see m APER 4.5.13 G).

4.5.6 A | In the case of an approved person who is responsible under = SysC 2.1.3

i | R (1) for dealing with the apportionment of responsibilities under =
SYSC 2.1.1 R, failing to take reasonable care to maintain a clear and
appropriate apportionment of significant responsibilities among the
firm’s directors and senior managers falls within = APER 4.5.2 E.

4.5.7 AA | Behaviour of the type referred to in = APER 4.5.6 E includes, but is not
| limited to:

(1) failing to review regularly the significant responsibilities which the
firm is required to apportion under = APER 2.1.1 R;
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4: Code of Practice for Approved Section 4.5: Statement of Principle 5
Persons: specific

(2) failing to act where that review shows that those significant
responsibilities have not been clearly apportioned.

4.5.8 A | Failing to take reasonable steps to ensure that suitable individuals are

/1 | responsible for those aspects of the business under the control of the
individual performing a significant influence function falls within =
APER 4.5.2 E (see m APER 4.5.14 G).

4.5.9 Aa | Behaviour of the type referred to in = APER 4.5.8 E includes, but is not
2 | limited to:

(1) failing to review the competence, knowledge, skills and
performance of staff to assess their suitability to fulfil their duties,
despite evidence that their performance is unacceptable (see m APER
4.5.14 G);

(2) giving undue weight to financial performance when considering
the suitability or continuing suitability of an individual for a
particular role (see m APER 4.5.14 G);

3) allowing managerial vacancies which put at risk compliance with
the requirements and standards of the regulatory system to
remain, without arranging suitable cover for the responsibilities
(see m APER 4.5.15 G).

4.5.10 [G] | Strategy and plans will often dictate the risk which the business is prepared to take

| on and high level controls will dictate how the business is to be run. If the strategy
of the business is to enter high-risk areas, then the degree of control and strength of
monitoring reasonably required within the business will be high. In organising the
business for which he is responsible, the approved person performing a significant
influence function should bear this in mind.

Apportionment of responsibilities

4.5.11 @ In order to comply with the obligations of Statement of Principle 5 (having regard
;1 | to WAPER 4.5.3 E and m APER 4.5.4 E), the approved person performing a significant

influence function may find it helpful to review whether each area of the business

for which he is responsible has been clearly assigned to a particular individual or

individuals.

Reporting lines

4.5.12 @ The organisation of the business and the responsibilities of those within it should
| be clearly defined (see m APER 4.5.5 E (1)). Reporting lines should be clear to staff.
PAGE Where staff have dual reporting lines there is a greater need to ensure that the

11

responsibility and accountability of each individual line manager is clearly set out
and understood.
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Section 4.5: Statement of Principle 5

4.5.13

4.5.14

4.5.15

6]

6]

/1

6]

Authorisation levels and job descriptions
Where members of staff have particular levels of authorisation (see m APER 4.5.5 E
(2) and m APER 4.5.5 E (3)), these should be clearly set out and communicated to
staff. It may be appropriate for each member of staff to have a job description of
which he is aware.

Suitability of individuals

If an individual’s performance is unsatisfactory, then the appropriate approved
person (if any) performing a significant influence function should review carefully
whether to allow that individual to continue in position. In particular, if he is
aware of concerns relating to the compliance with requirements and standards of
the regulatory system (or internal controls) of the individual concerned, or of staff
reporting to that individual, the approved person performing a significant influence
function should take care not to give undue weight to the financial performance of
the individual or group concerned when considering whether any action should be
taken. An adequate investigation of the concerns should be undertaken (including,
where appropriate, adherence to internal controls). The approved person
performing a significant influence function should satisfy himself, on reasonable
grounds, that the investigation is appropriate, the results are accurate and that the
concerns do not pose an unacceptable risk to compliance with the requirements
and standards of the regulatory system (see in particular Statement of Principle 6
and m APER 4.5.8 E and m APER 4.5.9 E (1) and ® APER 4.5.9E (2)).

Temporary vacancies

In organising the business, the approved person performing a significant influence
function should pay attention to any temporary vacancies which exist (see m APER
4.5.9E (3)). He should take reasonable steps to ensure that suitable cover for
responsibilities is arranged. This could include taking on temporary staff or
external consultants. The approved person performing a significant influence
function should assess the risk that is posed to compliance with the requirements
and standards of the regulatory system as a result of the vacancy, and the higher
the risk the greater the steps he should take to fill the vacancy. It may be
appropriate to limit or suspend the activity if appropriate cover for responsibilities
cannot be arranged. To the extent that those vacancies are in respect of one of the
customer functions, they may only be filled by persons approved for that function.
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4.6  Statement of Principle 6

4.6.1 @ The Statement of Principle 6 (see m APER 2.1.2 P) is in the following terms: ”An

1 | approved person performing a significant influence function must exercise due skill,
care and diligence in managing the business of the firm for which he is responsible
in his controlled function.”

4.6.2 AA | In the opinion of the FSA, conduct of the type described in = APER 4.6.3
/i | E, m APER 4.6.5 E, m APER 4.6.6 E Or m APER 4.6.8 E does not comply with
Statement of Principle 6 w APER 2.1.2 P).

4.6.3 A | Failing to take reasonable steps adequately to inform himself about
/1 | the affairs of the business for which he is responsible falls within =
APER 4.6.2 E.
4.6.4 A | Behaviour of the type referred to in = APER 4.6.3 E includes, but is not

n | limited to:

(1) permitting transactions without a sufficient understanding of the
risks involved;

(2) permitting expansion of the business without reasonably assessing
the potential risks of that expansion;

3) inadequately monitoring highly profitable ¢ransactions or business
practices or unusual transactions or business practices;

(4) accepting implausible or unsatisfactory explanations from
subordinates without testing the veracity of those explanations;

(5) failing to obtain independent, expert opinion where appropriate;
(see m APER 4.6.12 G).

4.6.5 A | Delegating the authority for dealing with an issue or a part of the

i | business to an individual or individuals (whether in-house or outside
contractors) without reasonable grounds for believing that the
delegate had the necessary capacity, competence, knowledge, seniority
PAGE or skill to deal with the issue or to take authority for dealing with
= part of the business, falls within = APER 4.6.2 E (see m APER 4.6.13 G).

4.6.6 A | Failing to take reasonable steps to maintain an appropriate level of
i | understanding about an issue or part of the business that he has
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Persons: specific

delegated to an individual or individuals (whether in-house or outside
contractors) falls within w APER 4.6.2 E (see m APER 4.6.14 G).

4.6.7 A | Behaviour of the type referred to in = APER 4.6.6 E includes but is not
/| limited to:

(1) disregarding an issue or part of the business once it has been
delegated;

(2) failing to require adequate reports once the resolution of an issue
or management of part of the business has been delegated;

(3) accepting implausible or unsatisfactory explanations from
delegates without testing their veracity.

4.6.8 A | Failing to supervise and monitor adequately the individual or

| individuals (whether in-house or outside contractors) to whom
responsibility for dealing with an issue or authority for dealing with a
part of the business has been delegated falls within = APER 4.6.2 E.

4.6.9 AA | Behaviour of the type referred to in = APER 4.6.8 E includes, but is not
| limited to:

(1) failing to take personal action where progress is unreasonably
slow, or where implausible or unsatisfactory explanations are
provided;

(2) failing to review the performance of an outside contractor in
connection with the delegated issue or business.

4.6.10 A | In determining whether or not the conduct of an approved person

n | performing a significant influence function under = APER 4.6.5 E, m APER
4.6.6 E and = APER 4.6.8 E complies with Statement of Principle 6 (see m
APER 2.1.2 P), the following are factors which, in the opinion of the
FSA, are to be taken into account:

(1) the competence, knowledge or seniority of the delegate; and
(2) the past performance and record of the delegate.

4.6.11 @ An approved person performing a significant influence function will not always

;1 | manage the business on a day-to-day basis himself. The extent to which he does so
will depend on a number of factors, including the nature, scale and complexity of
the business and his position within it. The larger and more complex the business,
the greater the need for clear and effective delegation and reporting lines. The FSA
will look to the approved person performing a significant influence function to take
reasonable steps to ensure that systems are in place which result in issues being
addressed at the appropriate level. When issues come to his attention, he should
deal with them in an appropriate way.
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Knowledge about the business

4.6.12 @ (1) It is important for the approved person performing a significant influence

P function to understand the business for which he is responsible m APER 4.6.4 E).
An approved person performing a significant influence function is unlikely to
be an expert in all aspects of a complex financial services business. However,
he should understand and inform himself about the business sufficiently to
understand the risks of its trading, credit or other business activities.

(2) It is important for an approved person performing a significant influence
function to understand the risks of expanding the business into new areas and,
before approving the expansion, he should investigate and satisfy himself, on
reasonable grounds, about the risks, if any, to the business.

(3) Where unusually profitable business is undertaken, or where the profits are
particularly volatile or the business involves funding requirements on the firm
beyond those reasonably anticipated, he should require explanations from
those who report to him. Where those explanations are implausible or
unsatisfactory, he should take steps to test the veracity of those explanations.

(4) Where the approved person performing a significant influence function is not
an expert in a business area, he should consider whether he or those with
whom he works have the necessary expertise to provide him with an adequate
explanation of issues within that business area. If not he should seek an
independent opinion from elsewhere within or outside the firm.

Delegation ...
4.6.13 @ (1) An approved person performing a significant influence function may delegate
P the investigation, resolution or management of an issue or authority for dealing

with a part of the business to individuals who report to him or to others.

(2) The approved person performing a significant influence function should have
reasonable grounds for believing that the delegate has the competence,
knowledge, skill and time to deal with the issue. For instance, if the
compliance department only has sufficient resources to deal with day-to-day
issues, it would be unreasonable to delegate to it the resolution of a complex or
unusual issue without ensuring it had sufficient capacity to deal with the
matter adequately.

(3) If an issue raises questions of law or interpretation, the approved person
performing a significant influence function may need to take legal advice. If
appropriate legal expertise is not available in-house, he may need to consider
appointing an appropriate external adviser.

(4) The FSA recognises that the approved person performing a significant influence
function will have to exercise his own judgment in deciding how issues are
dealt with, and that in some cases that judgment will, with the benefit of
hindsight, be shown to have been wrong. He will not be in breach of

R Statement of Principle 6 unless he fails to exercise due and reasonable
consideration before he delegates the resolution of an issue or authority for
dealing with a part of the business and fails to reach a reasonable conclusion.

If he is in doubt about how to deal with an issue or the seriousness of a

particular compliance problem, then, although he cannot delegate to the FSA

the responsibility for dealing with the problem or issue, he can speak to the

FSA to discuss his approach (see m APER 4.6.5 E).
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Section 4.6: Statement of Principle 6

4.6.14

6]

/1

Continuing responsibilities where an issue has been delegated

Although an approved person performing a significant influence function may
delegate the resolution of an issue, or authority for dealing with a part of the
business, he cannot delegate responsibility for it. It is his responsibility to ensure
that he receives reports on progress and questions those reports where appropriate.
For instance, if progress appears to be slow or if the issue is not being resolved
satisfactorily, then the approved person performing a significant influence function
may need to challenge the explanations he receives and take action himself to
resolve the problem. This may include increasing the resource applied to it,
reassigning the resolution internally or obtaining external advice or assistance.
Where an issue raises significant concerns, an approved person performing a
significant influence function should act clearly and decisively. If appropriate, this
may be by suspending members of staff or relieving them of all or part of their
responsibilities (see m APER 4.6.6 E).
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4.7  Statement of Principle 7

4.7.1 @ The Statement of Principle 7 (see m APER 2.1.2 P) is in the following terms: ”An

1 | approved person performing a significant influence function must take reasonable
steps to ensure that the business of the firm for which he is responsible in his
controlled function complies with the relevant requirements and standards of the
regulatory system.”

4.7.2 AA | In the opinion of the FSA, conduct of the type described in » APER 4.7.3
/i | E, wAPER 4.7.4 E, m APER 4.7.5 E, m APER 4.7.7 E,  APER 4.7.9 E Or W APER 4.7.10 E
does not comply with Statement of Principle 7 w APER 2.1.2P).

4.7.3 A | Failing to take reasonable steps to implement (either personally or

| through a compliance department or other departments) adequate
and appropriate systems of control to comply with the relevant
requirements and standards of the regulatory system in respect of its
regulated activities falls within m APER 4.7.2 E. In the case of an
approved person who is responsible, under m $YSC 2.1.3 R (2), with
overseeing the firm’s obligation under SYSC 3.1.1R, failing to take
reasonable care to oversee the establishment and maintenance of
appropriate systems and controls falls within = APER 4.7.2 E.

4.7.4 A | Failing to take reasonable steps to monitor (either personally or

/1| through a compliance department or other departments) compliance
with the relevant requirements and standards of the regulatory system
in respect of its regulated activities falls within = APER 4.7.2 E (see m APER
4712 G).

4.7.5 4a | Failing to take reasonable steps adequately to inform himself about

/1 | the reason why significant breaches (whether suspected or actual) of
the relevant requirements and standards of the regulatory system in
respect of its regulated activities may have arisen (taking account of
the systems and procedures in place) falls within = APER 4.7.2 E.

4.7.6 A | Behaviour of the type referred to in = APER 4.7.5 E includes, but is not
/1| limited to, failing to investigate what systems or procedures may have
failed including, where appropriate, failing to obtain expert opinion
e on the adequacy of the systems and procedures.

4.7.7 A | Failing to take reasonable steps to ensure that procedures and systems

i | of control are reviewed and, if appropriate, improved, following the
identification of significant breaches (whether suspected or actual) of
the relevant requirements and standards of the regulatory system
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relating to its regulated activities, falls within m APER 4.7.2 E (see m APER
4.7.13 G).

4.7.8 A | Behaviour of the type referred to in = APER 4.7.7 E includes, but is not
/| limited to:

(1) unreasonably failing to implement recommendations for
improvements in systems and procedures;

(2) unreasonably failing to implement recommendations for
improvements to systems and procedures in a timely manner.

4.7.9 A | In the case of the Money Laundering Reporting Officer, failing to

/1 | discharge the responsibilities imposed on him in accordance with
chapter 8 of the Money Laundering sourcebook (ML) falls within =
APER 4.7.2 E.

4.7.10 A | In the case of an approved person performing a significant influence

/| function responsible for compliance under = APER 3.2.8 R, failing to
take reasonable steps to ensure that appropriate compliance systems
and procedures are in place falls within = APER 4.7.2 E (see m APER 4.7.14
G).

4.7.11 @ The FSA expects an approved person performing a significant influence function to

| take reasonable steps both to ensure his firm’s compliance with the relevant
requirements and standards of the regulatory system and to ensure that all staff are
aware of the need for compliance.

Systems of control
4.7.12 @ An approved person performing a significant influence function need not himself

;1 | put in place the systems of control in his business m APER 4.7.4 E). Whether he does
this depends on his role and responsibilities. He should, however, take reasonable
steps to ensure that the business for which he is responsible has operating
procedures and systems which include well-defined steps for complying with the
detail of relevant requirements and standards of the regulatory system and for
ensuring that the business is run prudently. The nature and extent of the systems of
control that are required will depend upon the relevant requirements and standards
of the regulatory system, and the nature, scale and complexity of the business (see
® APER 3.3.2 E).

Possible breaches of regulatory requirements
4.7.13 @ Where the approved person performing a significant influence function becomes

;| aware of actual or suspected problems that involve possible breaches of relevant
requirements and standards of the regulatory system falling within his area of
responsibility, then he should take reasonable steps to ensure that they are dealt
with in a timely and appropriate manner m APER 4.7.7 E). This may involve an
adequate investigation to find out what systems or procedures may have failed and
why. He may need to obtain expert opinion on the adequacy and efficacy of the
systems and procedures.
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Review and improvement of systems and procedures
4.7.14 @ Where independent reviews of systems and procedures have been undertaken and
| result in recommendations for improvement, the approved person performing a
significant influence function should ensure that, unless there are good reasons not
to, any reasonable recommendations are implemented in a timely manner = APER
4.7.10 E). What is reasonable will depend on the nature of the inadequacy and the
cost of the improvement. It will be reasonable for the approved person performing
a significant influence function to carry out a cost benefit analysis when assessing
whether the recommendations are reasonable.
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Schedulel
Record keeping requirements

Handbook Modules

Schedulel
Record keeping requirements

G

1 There are no record keeping requirements in APER.
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Schedule2
Notification requirements

Handbook Modules

Schedule2
Notification requirements

G

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

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

3 Table Notification requirements

Satement of Any information Appropriate Any informa-  Appropriate

Principle 4 of which the FSA disclosure tion of which

(APER 2.1.2P)  would reasona- the FSA would

bly expect notice reasonably ex-
pect notice
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Schedule3
Fees and other required payments

Handbook Modules

Schedule3
Fees and other required payments

G

1 There are no requirements for fees or other payments in APER.

PAGE
1

FSA Handbook ¢ APER < Pre-release 0.1 (21 June 2001)



Schedule4
Powers exercised

Handbook Modules

Schedule4
Powers exercised

G

1 The following powers in the Act have been exercised by the FSA to issue the Statements
of Principle and Code of Practice for Approved Persons:

Section 64(1) and (2) (Conduct: statements and codes).

2 The following power in the Act has been exercised by the FSA to give the guidance in
APER:

Section 157(1) (Guidance).
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Rights of action for damages

Handbook Modules

Schedule5
Rights of action for damages

G

1 There are no rules in APER.
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Schedule6
Rules that can be waived

Handbook Modules

Schedule6
Rules that can be waived

G

1 There are no rules in APER.
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Statements of Principle and Code of Practice for Approved Persons

Derivations

There is no table of derivations for APER.
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Statements of Principle and Code of Practice for Approved Persons

Destinations

There is no table of destinations for APER.
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FSA 2001/6

THE FIT AND PROPER TEST FOR APPROVED PERSONS INSTRUMENT 2001

A. The Financial Services Authority gives the guidance in the Annex to this instrument
(“FIT”) in the exercise of the power listed in Schedule 4 to FIT (Powers exercised).

B. This instrument shall come into force at the beginning of the first day on which
section 40 of the Financial Services and Markets Act 2000 (Application for
permission) comes into force for any purpose.

C. This instrument may be cited as the Fit and Proper Test for Approved Persons
Instrument 2001.
D. The Annex to this instrument (including its Schedules) may be cited as the Fit and

Proper Test for Approved Persons (or FIT).

By order of the Board
21 June 2001
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Contents

Transitional provisions

Text of FIT:

1 General
2 Main assessment criteria

Schedule 1: Record keeping requirements
Schedule 2: Notification requirements
Schedule 3: Fees and other required payments
Schedule 4: Powers exercised

Schedule 5: Rights of action for damages
Schedule 6: Rules that can be waived
Derivations

Destinations
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Transitional provisions

Handbook Modules

Transitional provisions

G

1 There are no transitional provisions in FIT. However, GEN contains some technical
transitional provisions that apply throughout the Handbook and which are designed
to ensure a smooth transition at commencement.
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1: General

Section 1.1: Application and purpose

1.1.1

1.1.2

1.1 Application and purpose

FIT applies to:
(1) a firm;
(2) an applicant for Part IV permission;

(3) and EEA firm, a Treaty firm or a UCITS qualifier that wishes to establish a
branch into the United Kingdom using EEA rights, Treaty rights or UCITS
directive rights (see m SUP 10.1.12 G and m SUP 10.1.13 R) , or apply for a top-up
permission (see m SUP 10.1.14 R);

(4) an approved person; and
(5) a candidate.

The purpose of FIT is to set out and describe the criteria that the FSA will consider
when assessing the fitness and propriety of a candidate for a controlled function
(see generally m SUP 10 on approved persons). The criteria are also relevant in
assessing the continuing fitness and propriety of approved persons. The criteria
that the FSA will consider in relation to an authorised person are described in
COND.
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1: General

Section 1.2: Introduction

1.2.1

1.2.2

1.2.3

1.2.4

1.2 Introduction

Under section 61(1) of the Act (Determination of applications), the FSA may grant
an application for approval made under section 60 (Applications for approval) only
if it is satisfied that the candidate is fit and proper to perform the controlled
function to which the application relates.

The method of applying for approved person status is set out in @ AUTH 6 and =
SUP 10.

Under section 63(1) of the Act (Withdrawal of approval), the FSA may withdraw
its approval if it considers that the person in respect of whom the approval was
given is not fit and proper to perform the controlled function to which the approval
relates.

The Act does not prescribe the matters which the FSA should take into account
when determining fitness and propriety. However, section 61(2) states that the
FSA may have regard (among other things) to whether the candidate or approved
person is competent to carry out a controlled function.
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1: General

Section 1.3: Assessing
fitness and propriety

1.3.1

1.3.2

1.3.3

1.3.4

1.3.5

1.3 Assessing fitness and propriety

The FSA will have regard to a number of factors when assessing the fitness and
propriety of a person to perform a particular controlled function. The most
important considerations will be the person’s:

(1) honesty, integrity and reputation;
(2) competence and capability; and
(3) financial soundness.

In assessing fitness and propriety, the FSA will also take account of the activities of
the firm for which the controlled function is or is to be performed, the permission
held by that firm and the markets within which it operates.

The criteria listed in m FIT 2.1 to m FIT 2.3 are guidance and will be applied in
general terms when the FSA is determining a person’s fitness and propriety. It
would be impossible to produce a definitive list of all the matters which would be
relevant to a particular determination.

If a matter comes to the FSA’s attention which suggests that the person might not
be fit and proper, the FSA will take into account how relevant and how important
it is.

During the application process, the FSA may discuss the assessment of the
candidate’s fitness and propriety informally with the firm making the application
and may retain any notes of those discussions.
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2: Main assessment criteria Section 2.1: Honesty, integrity

and reputation

2.1.1

2.1.2

2.1.3

/1

2.1  Honesty, integrity and reputation

In determining a person’s honesty, integrity and reputation, the FSA will have
regard to matters including, but not limited to, those set out in m FIT 2.1.3 G which
may have arisen either in the United Kingdom or elsewhere. The FSA should be
informed of these matters (see m SUP 10.13.16 R), but will consider the
circumstances only where relevant to the requirements and standards of the
regulatory system.

In considering the matters in m FIT 2.1.1 G, the FSA will look at whether the
person’s reputation might have an adverse impact upon the firm for which the
controlled function is or is to be performed and at the person’s responsibilities.

The matters referred to in ® FIT 2.1.1 G to which the FSA will have regard include,
but are not limited to:

(1) whether the person has been convicted of any criminal offence; this may
include, where relevant, any spent convictions under the Rehabilitation of
Offenders Act 1974; particular consideration will be given to offences of
dishonesty, fraud, financial crime or other offences under legislation relating to
banking and financial services, companies, insurance and consumer protection;

(2) whether the person has been the subject of any adverse finding or any
settlement in civil proceedings, particularly in connection with investment or
other financial business, misconduct, fraud or the formation or management of
a body corporate;

(3) whether the person has been the subject of, or interviewed in the course of, any
existing or previous investigation or disciplinary proceedings, by the FSA, by
other regulatory authorities (including a previous regulator), clearing houses
and exchanges, professional bodies, or government bodies or agencies;

(4) whether the person is or has been the subject of any proceedings of a
disciplinary or criminal nature, or has been notified of any potential
proceedings or of any investigation which might lead to those proceedings;

(5) whether the person has contravened any of the requirements and standards of
the regulatory system or the equivalent standards or requirements of other
regulatory authorities (including a previous regulator), clearing houses and
exchanges, professional bodies, or government bodies or agencies;

(6) whether the person has been the subject of any justified complaint relating to
regulated activities;

(7) whether the person has been involved with a company, partnership or other
organisation that has been refused registration, authorisation, membership or a
licence to carry out a trade, business or profession, or has had that registration,
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2: Main assessment criteria Section 2.1: Honesty, integrity
and reputation

authorisation, membership or licence revoked, withdrawn or terminated, or
has been expelled by a regulatory or government bodys;

(8) whether, as a result of the removal of the relevant licence, registration or other
authority, the person has been refused the right to carry on a trade, business or
profession requiring a licence, registration or other authority;

(9) whether the person has been a director, partner, or concerned in the
management, of a business that has gone into insolvency, liquidation or
administration while the person has been connected with that organisation or
within one year of that connection;

(10) whether the person, or any business with which the person has been involved,

has been investigated, disciplined, censured or suspended or criticised by a

regulatory or professional body, a court or Tribunal, whether publicly or

privately;

(11) whether the person has been dismissed, or asked to resign and resigned, from

employment or from a position of trust, fiduciary appointment or similar;

(12) whether the person has ever been disqualified from acting as a director or
disqualified from acting in any managerial capacity;

(13) whether, in the past, the person has been candid and truthful in all his dealings
with any regulatory body and whether the person demonstrates a readiness and
willingness to comply with the requirements and standards of the regulatory
system and with other legal, regulatory and professional requirements and
standards.
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2: Main assessment criteria Section 2.2: Competence and capability

2.2  Competence and capability

2.2.1 @ In determining a person’s competence and capability, the FSA will have regard to
;| matters including but not limited to:

(1) whether the person satisfies the relevant requirements of the FSA’s Training
and Competence sourcebook (TC) in relation to the controlled function the
person performs or is intended to perform;

(2) whether the person has demonstrated by experience and training that the
person is able, or will be able if approved, to perform the controlled function.

2.2.2 @ A person may have been convicted of, or dismissed or suspended from employment

| for, drug or alcohol abuses or other abusive acts. This will be considered only in
relation to a person’s continuing ability to perform the particular controlled
function for which the person is or is to be employed.
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2: Main assessment criteria

Section 2.3: Financial soundness

2.3.1

2.3.2

2.3 Financial soundness

In determining a person’s financial soundness, the FSA will have regard to any
factors including, but not limited to:

(1) whether the person has been the subject of any judgment debt or award, in the
United Kingdom or elsewhere, that remains outstanding or was not satisfied
within a reasonable period;

(2) whether, in the United Kingdom or elsewhere, the person has made any
arrangements with his creditors, filed for bankruptcy, been adjudged bankrupt,
had assets sequestrated, or been involved in proceedings relating to any of
these.

The FSA will not normally require the candidate to supply a statement of assets or
liabilities. The fact that a person may be of limited financial means will not, in
itself, affect his suitability to perform a controlled function.
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Schedulel
Record keeping requirements

Handbook Modules

Schedulel
Record keeping requirements

G

1 There are no record keeping requirements in FIT.
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Schedule2
Notification requirements

Handbook Modules

Schedule2
Notification requirements

G

1 There are no notification requirements in FIT.
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Schedule3
Fees and other required payments

Handbook Modules

Schedule3
Fees and other required payments

G

1 There are no requirements for fees or other payments in FIT.
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Schedule4
Powers exercised

Handbook Modules

Schedule4
Powers exercised

G
1 The following power in the Act has been exercised by the FSA to give guidance in FIT:

Section 157(1) (Guidance).
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Schedule5
Rights of action for damages

Handbook Modules

Schedule5
Rights of action for damages

G

1 There are no rules in FIT.
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Schedule6
Rules that can be waived

Handbook Modules

Schedule6
Rules that can be waived

G

1 There are no rules in FIT.
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The Fit and Proper Test for Approved Persons

Derivations

There is no table of derivations for FIT.
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The Fit and Proper Test for Approved Persons

Destinations

There is no table of destinations for FIT.
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E.

F.

FSA 2001/7

GENERAL PROVISIONS AND GLOSSARY INSTRUMENT 2001

The Financial Services Authority makes the provisions in Annex A ("GEN"), other than
GEN 2.1.8R, and Annex B (the "Glossary") to this instrument in the exercise of the
powers listed in Schedule 4 to GEN (Powers exercised).

. This instrument shall come into force immediately, except for GEN 2.1.8R which shall

come into force as and when made and brought into force by Financial Ombudsman
Service Ltd.

The provisions relevant to making rules and listed in Schedule 4 to GEN (Powers
exercised) are specified for the purpose of section 153(2) of the Financial Services and
Markets Act 2000 (Rule-making instruments).

. This instrument may be cited as the General Provisions and Glossary Instrument 2001.

Annex A to this instrument may be cited as the General provisions (or GEN).

Annex B to this instrument may be cited as the Glossary.

By order of the Board
21 June 2001
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Contents

Transitional provisions
Text of GEN:

1 Provisions which apply to all authorised persons

2 Interpreting the Handbook

3 FSA fees: general provisions *
Schedule 1: Record keeping requirements
Schedule 2: Notification requirements
Schedule 3: Fees and other required payments
Schedule 4: Powers exercised
Schedule 5: Rights of action for damages
Schedule 6: Rules that can be waived
Derivations

Destinations

[* This chapter of GEN will be added later]
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Transitional provisions

Handbook Modules

Transitional provisions

Table Transitional Provisions applying across the Handbook

(1) The purpose of these transitional provisionsisto assist a smooth transition at com-
mencement. They comprise various technical provisions that will apply across the
whole Handbook and achieve results that most people would probably expect to apply
in any event.

(2) These transitional provisions consist of general transitiona provisions, which apply
at ahigh level of generality, and more specific transitional provisionsin relation to re-
cord keeping and notification rules.

(3) The more specific transitional provisions relating to record keeping and notification
rules override the general transitional provisions. Both the general and the more spe-
cific transitional provisions do not apply if the context requires otherwise and are sub-
ject to any more specific transitional provision elsewhere in the Handbook relating to
the matter. For example, COB contains transitional provisions relating to various
matters which are limited in duration and which override these transitional provisions
in relation to those matters.

(4) Definitions for these transitional provisions, additional to those in the Glossary, are
provided at paragraph 17 of the table.
Table

FSA Handbook
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Transitional provisions

1 @) ©) ) ©) (6)
Material to Transitional Handbook
which the provision: provision:
transitional datesin coming into

provision Transitional provision force force
applies

1 Everyrule R Actsunder preccommencement Fromcom-  Seeschedule

in the Hand- provisions mence-ment  of Transi-
book, unless of therel-  tional provi-
the context Anything done, or having effect €vantrulein sionsof the
otherwise re- as done, under or for the pur- the Hand- relevant rule
quires and poses of any pre—-commence- book
subject to ment provision has effect as if
any more done under or fpr the.pqrposes
g of any substantially similar
specific provision in the Handbook.
transitional
provision re-
lating to the
matter
2 Paagraphl G Forexample, afirm mayrelyon  Asparagraph As paragraph
action to establish the best price, 1 1
taken shortly before commence-
ment for the purposes of an appli-
cable SRO best execution rule, for
the purposes of compliance with
COB 7.5.5R(1) (Providing best ex-
ecution), even if the transaction is
executed after commencement.
3 Aspaa R Achieving compliance before AS paragraph As paragraph
graph 1 commencement i i
Anything done before com-
mencement for the purposes of
a provision in the Handbook
has effect as if done under that
provision.
4 Paragraph3 G For example, a firm may allocate ~ Asparagraph As paragraph
responsibility for apportionment 1 1
and oversight for the purposes of
SYSC 2.1.3R (Apportionment of
responsibilities) before com-
mencement, so as to be in com-
pliance at commencement.
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Transitional provisions

1 @) ©) ) ©) (6)
Material to Transitional Handbook
which the provision: provision:
transitional datesin coming into
provision Transitional provision force force

applies

5 Aspaa R  Series of events Asparagraph As paragraph

graph 1 1 1

If the application of any provi-
sion in the Handbook is de-
pendent on the occurrence of a
series of events, some of which
occur before, and some of
which occur after, commence-
ment, the provision applies
with respect to the events that
occur after commencement.

6 Paragraph5 G  For example, a firm which ex- Asparagraph As paragraph
ecutes an aggregated order short- 1 1
ly before commencement must
comply with COB 7.7.9R (Re-
quirement for fair allocation) if the
allocation occurs after commence-
ment. Transitional provisions in
COB may permit the firm to com-
ply with the rules of its previous
regulator if it wishes, as an alter-
native to COB 7.7.9R.

7 Aspaa R Deemed references to pre—ccom- Asparagraph As paragraph
graph 1 mencement provisions 1 1

Any reference (express or im-
plied) in a provision in the
Handbook to a provision of or
made under the Act is to be
read (so far as the context per-
mits and according to the con-
text) as being or including, in
relation to times, circum-
stances and purposes before
commencement, a reference to
any substantially similar pre—
commencement provision ap-
plicable to the firm.
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Transitional provisions

(D

8

2

Material to
which the
transitional
provision
applies
Paragraph 7 G

©)

(4)

Transitional provision

For example, SUP 11.6.4R(1) re-
quires certain firms to notify the
FSA when a change in control,
previously notified under SUP
11.4.2R, has taken place. Such a
firm must notify a change in con-
trol that takes place after com-
mencement, even if previously
notified under a pre—-commence-
ment provision rather than under
SUP 11.4.2R (and SUP 11.6.4R(1)
is to be read as referring to that
pre—commencement provision).

Another example is SUP 3.10.6R,
which requires an auditor’s report
on client assets to be provided not
more than 53 weeks after the
period covered by the previous re-
port on such matters. For the first
report after commencement, the
period runs from that covered by
the report under any substantially
similar pre—commencement provi-
sion (because of an implied refer-
ence to that provision).

©) (6)
Transitional Handbook
provision: provision:
datesin coming into
force force

Asparagraph As paragraph
1 1

FSA Handbook ¢ GEN e Pre-release 0.1 (21 June 2001)
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Transitional provisions

(2

Material to
which the
transitional
provision

applies
9 Aspaa R
graph 1

D) ©)

10 Paragraph9 G

(4)

Transitional provision

Time starting before com-
mencement

If, at commencement, time
has begun to run for any pur-
pose under any pre-com-
mencement provision appli-
cableto afirm, then:

(2) time will beregarded as
having started to run, for the
purposes of any substantially
similar provision in the
Handbook, when it started to
run for that other purpose;
and

(2) the firm will berelieved of
its obligation to comply with
the relevant pre-commence-
ment provision if and to the
extent that it complies with
the substantially similar pro-
vision as extended by this
transitional provision.

For example, a UK bank was re-
quired to submit Form LE2 within
10 business days after its quarter
end by the FSA’s Guide to Bank-
ing Supervisory Policy. If the
quarter end fell five days before
commencement, the UK bank
must still submit the report within
10 business days, but in accord-
ance with SUP 16.7.8R (Financial
reports: banks).

©) (6)
Transitional Handbook
provision: provision:
datesin coming into
force force

Asparagraph As paragraph
1 1

Asparagraph As paragraph
1 1

FSA Handbook
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Transitional provisions

1 @) ©) ) ©) (6)
Material to Transitional Handbook
which the provision: provision:
transitional datesin coming into

provision Transitional provision force force
applies

11 Everyrule R Record keeping From com-  See schedule

in the Hand- mence-ment  of Transi-
book requir- A firm will not contravene a of therel-  tiona provi-
ing arecord rulein the Handbook requir-  evantrulein  sionsof the
to be made ingarecord tobemadeor re- theHand-  relevantrule
or retained tained to the extent that the book
(see sched- firm:
ule 1), un-
less the con- (1) made a record of the
text other- matter before commencement
wise re- in accor dance with the rule or
quires and with a substantially similar
subject to pre-commencement provi-
any more sion applicable to the firm;
specific and
transitional
provision re- (2) retainsthat record asif
lating to the therulewasin force when the
matter record was made.
12 Paragraph 11 G This transitional provision makes  As paragraph As par agraph
specific provision, in relation to re- 11 11
cord keeping, for the matters cov-
ered by paragraphs 1 and 3. Itis
included for clarity and overrides
those general transitional provi-
sions.
13 Aspara R A firm must retain a record in Asparagraph As paragraph
graph 11 accordance With a rule in the 11 11
Handbook requiring a record of
that sort to be retained, if the
firm was required to make and
retain that record before com-
mencement under a substan-
tially similar pre—.commence-
ment provision applicable to
the firm.
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Transitional provisions

D) (2 ©) ) ©) (6)
Material to Transitional Handbook
which the provision: provision:
transitional datesin coming into
provision Transitional provision force force
applies
14 Paragraph G This transitional provision makes  Asparagraph As paragraph
13 specific provision, in relation to re- 11 11

cords, for the matters covered by
paragraphs 7 and 9. It is included
for clarity and overrides those
general transitional provisions.

15 Every noti- R Notification From com-  See schedule
fication rule mence-ment  of Transi-
in the Hand- A firm (or itsauditor, ap- of therel-  tiona provi-
book (see pointed actuary or appropriate evantrulein sionsof the
schedule 2), actuary) will not contravenea  theHand-  relevant rule
unlessthe notification rulein the Hand- book
context book to the extent that notice
otherwise re- of the relevant matter was
quires and given to thefirm’s previous
subject to regulator before commence-
any more ment in accor dance with:
specific
transitional (1) the notification rule; or
provision re-
lating to the (2) a substantially similar
matter pre-commencement provision

applicableto the firm.

16 Paragraph G This transitional provision makes  Asparagraph As paragraph
15 specific provision, in relation to 15 15
notifications, for the matters cov-
ered by paragraphs 1 and 3. It is
included for clarity and overrides
those general transitional provi-
sions.

PAGE
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Transitional provisions

(D

17 Paragraphs1l R Definitions

18

2

Material to
which the
transitional
provision
applies

to 16

Paragraphs
1910 22

©)

G

4 (5)

(6)

Transitional Handbook

provision:
datesin
Transitional provision force

1
In these transitional provi-
sions:

(1) " pre-commencement
provision” means a provision
repealed or revoked by or
under the Act or aruleor
guidance of the firm’s previ-
ous regulator, including
(where the context permits)
any relevant provision which
it replaced before commence-
ment;

(2) " substantially similar”
means substantially similar in
purpose and effect; and

(3) areferencetoa” provi-
sion” in the Handbook means
every type of provision, in-
cluding rules, guidance, provi-
sionsin codes, and so on.

Application for provisions As para-
which arenot rules

22

The purpose of paragraphs 19 to
22 is to ensure that the transitional
provisions in paragraphs 1 to 10
apply throughout the Handbook.

provision:
coming into
force

Asparagraph As paragraph

1

Aspara-

graphs19to graphs 19 to

22

FSA Handbook

* GEN
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Transitional provisions

D)

19

20

(2

Material to
which the
transitional
provision
applies

Satements
of Principle
unlessthe
context
otherwise re-
quires and
subject to
any more
specific
transitional
provision re-
lating to the
matter

Code of
Practice for
Approved
Persons and
Code of
Market Con-
duct unless
the context
otherwise re-
quires and
subject to
any more
specific
transitional
provision re-
lating to the
matter

©)

P

4) ®)

Transitional

provision:

datesin
Transitional provision force

The provisionsin paragraphs From com-
1to 10 apply to every ap- mence—ment

proved person asif therulesin  of the rel-
those paragraphswere part evant Sate-

of the Statements of Principle. ment of Prin-
ciple

The provisions paragraphs 1 From com-
to 10 apply to every approved  mence-ment

person and every person to of therel-
whom the Code of Market evant provi-
Conduct appliesasif therules  sion of the
in those paragraphswere part Code

of the Code of Practice for Ap-
proved Persons and the Code
of Market Conduct respective-

ly.

(6)

Handbook
provision:
coming into
force

See schedule
of Transi-
tional provi-
sions for
APER

See schedule
of Transi-
tional provi-
sions for
APER and
MAR

FSA Handbook
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Transitional provisions

(D 2 ©) (4) () (6)

Material to Transitional Handbook
which the provision: provision:
transitional datesin coming into

provision Transitional provision force force
applies
21 Directions D Theprovisonsin paragraphs Fromcom- Seeschedule
and require- 1to 10 apply toevery person  mence-ment  of Transi-
ments in the to whom a direction or re- of therel-  tional provi-
Handbook quirement in the Handbook evant direc-  sions of the
(that is, appliesasif therulesin those  tionor re- relevant
provisions paragraphswere part of that quirement  direction or
with the direction or requirement. require—ment
status | etter
"D” inthe
margin or
heading) un-
less the con-
text other-
wise re-
quires and
subject to
any more
specific
transitional
provision re-
lating to the
matter

22 Guidance G Theprovisionsin paragraphsl  From com-  See schedule
(and other to 10 arealsorelevanttoevery  mence-ment  of Transi-
provisions person to whom any other guid-  of therel-  tional provi-
with the ance (or other provision with evant provi-  sions of the
status | etter the status letter "G” in the mar- sion relevant
"G” inthe gin or heading) in the Hand- provision
margin or book isrelevant as if therules
heading) in in those paragraphs were part of
the Hand- that guidance (or other provi-
book unless sion).
the context
otherwise re-
quires and
subject to
any more
specific
transitional
provision re-
lating to the
matter
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Transitional provisions

3 Table Transitional provisions applying to GEN only

GEN227R R GEN 2.2.7R has effect as From 21 21 June 2001
if it started with the words

"Unless the context indi- ~ June 2001
cates otherwise,”. until six
months after
commence—
ment
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Handbook Modules

Chapter 1

Provisions which apply
to all authorised
persons

FSA
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1: Provisions which apply Section 1.1: Application
to all authorised persons

1.1 Application

1.1.1 I | (1 This chapter applies to every firm.

2) For a UCITS qualifier, this chapter applies only with respect to
the communication and approval of financial promotions to
which = coB 3 (Financial promotion) applies and to the
maintenance of facilities to which m cIs 17.5 (Facilities in the United
Kingdom) applies.

1.1.2 @ ® GEN 1.1.1 R (2) reflects section 266 of the Act (Disapplication of rules).

FSA Handbook ¢ GEN < Pre-release 0.1 (21 June 2001) 1.1.2



1: Provisions which apply
to all authorised persons

Section 1.2: Referring
to approval by the FSA

1.2.1

1.2.2

1.2.3

1.2  Referring to approval by the FSA

The purpose of m GEN 1.2.2 R is to prevent clients being misled about the extent to
which the FSA has approved a firm’s affairs.

(1) Unless required to do so under the regulatory system, a firm must
ensure that neither it nor anyone acting on its behalf claims, in a
public statement or to a client, expressly or by implication, that its
affairs, or any aspect of them, have the approval of the FSA.

(2) Paragraph (1) does not apply to statements that explain, in a way
that is fair, clear and not misleading, that:

(a) the firm is an authorised person;
(b) the firm has permission to carry on a specific activity;

() an authorisation order has been made in relation to an AUT or
ICVC;

(d) a recognised scheme has that status;

() the firm’s approved persons have been approved by the FSA
for the purposes of section 59 of the Act (Approval for
particular arrangements);

() the firm has been given express written approval by the FSA in
respect of a specific aspect of the firm’s affairs.

(3) Paragraph (1) applies with respect to the carrying on of both
regulated activities and unregulated activities.

® GEN 1.2.1 R (2)(f) is confined to written approval because of the need for clarity as
to the scope of any approval given by the FSA.
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1: Provisions which apply Section 1.3: Emergency
to all authorised persons

1.3.1

1.3.2

1.3.3

1.3.4

1.3.5

1.3 Emergency

The FSA recognises that there may be occasions when, because of a particular
emergency, a firm may be unable to comply with a particular rule. The purpose of
® GEN 1.3.2 R is to provide appropriate relief from the consequences of
contravention of a rule in those circumstances.

(1) If any emergency arises which:

(a) could not have been avoided by the firm taking all reasonable
steps;

() makes it impracticable for a firm to comply with a particular
rule; and

() is outside the control of the firm, its associates and agents (and
of its and their employees);

the firm will not be in contravention of that rule to the extent
that, in consequence of the emergency, compliance with that rule
is impracticable.

(2) Paragraph (1) applies only for so long as:
(a) the consequences of the emergency continue; and

(b) the firm can demonstrate that it is taking all practicable steps
to deal with those consequences, to comply with the rule, and
to mitigate losses and potential losses to its clients.

3) A firm must notify the FSA as soon as practicable of the
emergency and of the steps it is taking and proposes to take to
deal with the consequences of the emergency.

A firm should continue to keep the FSA informed of the steps it is taking under m
GEN 1.3.2 R (3), in order to comply with its obligations under Principle 11
(Relations with regulators).

In the context of m GEN 1.3.2 R, an action is not practicable if it involves a firm
going to unreasonable lengths.

® GEN 1.3.2 R operates on the FSA’s rules. It does not affect the FSA’s powers to
take action against a firm in an emergency, based on contravention of other
requirements and standards under the regulatory system. For example, the FSA
may exercise its own-initiative power in appropriate cases to vary a firm’s Part IV
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1: Provisions which apply Section 1.3: Emergency
to all authorised persons

(see m SUP 7 (Applying the FSA’s requirements to individual firms) and = ENF 4
(Variation of Part IV permission on the FSA’s own initiative)).

permission based on a failure or potential failure to satisfy the threshold conditions .
1
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Chapter 2

erpreting the
Handbook
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2: Interpreting the Handbook Section 2.1: Application and purpose

2.1  Application and purpose

Application

2.1.1 @ The purpose of ® GEN 2.1.2 R, m GEN 2.1.3 P, m GEN 2.1.4 E, m GEN 2.1.5 D and =
1 | GEN2.1.6 G is to ensure that m GEN 2 applies throughout the Handbook.

2.1.2 I | This chapter applies to every person to whom any rule in the
1 | Handbook applies.

2.1.3 (P) | This chapter applies to every approved person as if the rules in this
/| chapter were part of the Statements of Principle.

2.1.4 A | This chapter applies to every approved person and every person to

1 | whom the Code of Market Conduct applies as if the rules in this
chapter were part of the Code of Practice for Approved Persons and
the Code of Market Conduct respectively.

2.1.5 () | This chapter applies to every person to whom a direction or requirement in

;| the Handbook (that is, a provision with the status letter “D” in the margin
or heading) applies as if the rules in this chapter were part of that direction
or requirement.

2.1.6 @ This chapter is also relevant to every person to whom any other guidance (or other

1 | provision with the status letter ”G” in the margin or heading) in the Handbook is
relevant as if the rules in this chapter were part of that guidance (or other
provision).

2.1.7 I | Where this chapter refers to a “provision” in the Handbook, this
i | means every type of provision, including rules, guidance, provisions
in codes, and so on.

2.1.8 I | This chapter applies to all rules made by FOS Ltd.
N
2.1.9 @ The effect of m GEN 2.1.8 R is that this chapter applies with respect to those
;1 | provisions in m DISP 2 (Jurisdiction of the Financial Ombudsman Service), = DISP 3

(Complaint handling procedures of the Financial Ombudsman Service), m DISP 4
(Standard terms) and m DISP § (Financial Ombudsman Service Funding Rules) made
by FOS Ltd.
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2: Interpreting the Handbook Section 2.1: Application and purpose

Purpose

2.1.10 @ The purpose of m GEN 2 is to facilitate interpretation of the Handbook, in
;1 | conjunction with the Reader’s Guide.

PAGE
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2: Interpreting the Handbook

Section 2.2: Interpreting the Handbook

2.2.1

2.2.2

2.2.3

2.2.4

2.2.5

2.2  Interpreting the Handbook

Purposive interpretation

Every provision in the Handbook must be interpreted in the light of
its purpose.

The purpose of any provision in the Handbook is to be gathered first and foremost
from the text of the provision in question and its context among other relevant
provisions. The guidance given on the purpose of a provision is intended as an
explanation to assist readers of the Handbook. As such, guidance may assist the
reader in assessing the purpose of the provision, but it should not be taken as a
complete or definitive explanation of a provision’s purpose.

Evidential provisions

Any rule in the Handbook which has the status letter “E” in the
margin or heading:

(1) is to be taken also to provide that contravention of the rule does
not give rise to any of the consequences provided for by provisions
of the Act other than section 149 (Evidential provisions); and

(2) incorporates the status letter “E” in the margin or heading as part
of the rule.

(1) The rules to which section 149 of the Act applies (”evidential provisions”) are
identified in the Handbook by the status letter “E” in the margin or heading.

(2) Other provisions in the Handbook, although also identified by the status letter
“E” in the margin or heading, are actually not rules but provisions in codes
and ® GEN 2.2.3 R does not apply to them. These code provisions are ® GEN
2.1.4 E, and those provisions in the Code of Practice for Approved Persons m
APER 3 and = APER 4) and the Code of Market Conduct m MAR 1) with the
status letter “E”.

Paragraphs 18 to 31 of the Reader’s Guide contain an explanation of the
significance of the status letters R, D, P, C, E and G, and include further
information on evidential provisions.
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2: Interpreting the Handbook

Section 2.2: Interpreting the Handbook

2.2.6

2.2.7

2.2.8

2.2.9

2.2.10

2.2.11

2.2.12

/1

/1

= =

Use of defined expressions

Expressions with defined meanings appear in italics in the Handbook.
In the Handbook (except IPRU):

(1) an expression in italics which is defined in the Glossary has the
meaning given there; and

(2) an expression in italics which relates to an expression defined in
the Glossary must be interpreted accordingly.

Examples of related expressions are:

(1) Zadvice on investments” and “advise on investments”, which should be
b
interpreted by reference to “advising on investments”;

2) “closely linked”, which should be interpreted by reference to “close links”;

(3) “controls” and “controlled”, which should be interpreted by reference to
“control”; and

4) “effect”, as for example in “effect a life policy”, which should be interpreted
by reference to “effecting contracts of insurance”.

Unless the context otherwise requires, where italics have not been used, an
expression bears its natural meaning (subject to the Interpretation Act 1978; see m
GEN 2.2.11 R to m GEN 2.2.12 G).

The Interim Prudential sourcebooks (IPRU) have individual arrangements for
defined terms and each contains rules or guidance on its own arrangements. In
respect of those sourcebooks, reliance should not be placed on the definitions
which appear in the Glossary unless otherwise indicated.

Application of the Interpretation Act 1978

The Interpretation Act 1978 applies to the Handbook.

The application of the Interpretation Act 1978 to the Handbook has the effect, in
particular, that:

(1) expressions in the Handbook used in the Act have the meanings which they
bear in the Act, unless the contrary intention appears;

(2) where reference is made in the Handbook to an enactment, it is a reference to
that enactment as amended, and includes a reference to that provision as
extended or applied by or under any other enactment, unless the contrary
intention appears; and

(3) unless the contrary intention appears:

(a) words in the Handbook importing the masculine gender include the
feminine and words importing the feminine gender include the masculine;

FSA Handbook ¢ GEN < Pre-release 0.1 (21 June 2001) 2.2.12




2: Interpreting the Handbook

Section 2.2: Interpreting the Handbook

2.2.13

2.2.14

2.2.15

2.2.16

2.2.17

2.2.18

/1

/1

/1

/1

(b) words in the Handbook in the singular include the plural and words in the
plural include the singular.

Cross-references in the Handbook

A reference in the Handbook to another provision in the Handbook is
a reference to that provision as amended from time to time.

References to writing

If a provision in the Handbook refers to a communication, notice,
agreement or other document “in writing” then, unless the contrary
intention appears, it means in legible form and capable of being
reproduced on paper, irrespective of the medium used. Expressions
related to writing must be interpreted accordingly.

® GEN 2.2.14 R means that, for example, electronic media may be used to make
communications which are required by a provision of the Handbook to be “in
writing”, unless a contrary intention appears, or the use of electronic media would
contravene some other requirement such as the requirement to treat customers
fairly under Principle 6. COB 1.8 (Application to electronic media) contains
further guidance in respect of electronic communication with or for customers. =
GEN 2.2.14 R does not, however, affect any other legal requirement which may
apply in relation to the form or manner of executing a document or agreement.

“Document” is a defined term in the Glossary, the definition of which includes
information recorded in any form, including electronic form.

Activities covered by general rules

A general rule (that is a rule made under section 138 of the Act
(General rule-making power)) is to be interpreted as:

(1) applying to a firm with respect to the carrying on of all regulated
activities, except to the extent that a contrary intention appears;
and

(2) not applying to a firm with respect to the carrying on of
unregulated activities, unless and then only to the extent that a
contrary intention appears.

Continuity of authorised partnerships and unincorporated associations

(1) If a firm, which is a partnership or unincorporated association, is
dissolved, any firm which succeeds to the business of the dissolved

firm is to be regarded as the same firm for the purposes of the
Handbook.
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2.2.19

2.2.20

6]

6]

/1

(2) For the purposes of (1), a firm is to be regarded as succeeding to
the business of another firm only if:

(a) the members of the resulting firm are substantially the same as
those of the former firm; and

(b) succession is to the whole or substantially the whole of the
business of the former firm.

3) In (1), ”partnership” does not include a partnership which is
constituted under the law of any place outside the United
Kingdom and is a body corporate.

In principle, it is possible to view a change of partners in a partnership, or a change
in the membership of the unincorporated association, as the formation of a new
partnership or association. m GEN 2.2.18 R reflects section 32 of the Act
(Partnerships and unincorporated associations), which provides for the continuing
authorisation of partnerships and unincorporated associations following a change
in partners or members. m GEN 2.2.18 R ensures a similar effect in relation to the
status of the partnership or unincorporated associations as a ”firm” or ”authorised
person” for the purposes of the Handbook. This continuity does not apply if a
limited liability partnership succeeds to the business of a dissolved partnership;
authorisation of the limited liability partnership would need to be applied for.

Definition of designated investment exchange
In the Glossary, the definition of designated investment exchange lists certain
investment exchanges. Further information on designated investment exchanges,
including guidance on the addition of an investment exchange to the list, is set out
in ®m GEN 2 Ann 1 G.
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Annex 1

Designated investment exchanges

G

1 Table Further information on designated investment exchanges appears on the next
page.
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Introduction

1. A designated investment exchange is an exchange appearing in the list of such
exchanges in the Glossary.

Benefits of designation

2. Under certain rules, firms may treat transactions effected on a designated investment
exchange in the same way as transactions on RIEs (for example, see
COB5ANn1E,COB9.1.35R and COB 7.11).

Criteria for inclusion in the list of designated investment exchanges

3. Before adding an investment exchange to the list of designated investment
exchanges in the Handbook, the FSA will comply with all the requirements imposed
by the Act in relation to the exercise of its rule-making powers. Thiswill include
consulting on the proposed amendment to the list.

4. In considering compatibility of the proposed addition with the regulatory objectives,
the FSA will determine whether the investment exchange provides an appropriate
degree of protection for consumers having regard in particular to:

(2) the relevant law and practice, including the regulatory framework in which
the investment exchange operates, in the country or territory in which the
investment exchange's head office is situated and any other relevant country
or territory; and

(2) the rules and practices of the investment exchange.

5. Only investment exchanges which do not carry on aregulated activity in the United
Kingdom and are not regulated markets may be added to thelist. Thisis because an
investment exchange carrying on aregulated activity in the United Kingdom will
need to apply for recognition as an RIE, or authorisation, and because a regulated
market is usually treated in the same way as an RIE in the rules.

Applications to be added to the list of designated investment exchanges

6. An application to be added to the list should be in writing and delivered to the FSA
by:

(1) post to:
The Financial Services Authority
25 The North Colonnade
Canary Wharf
London
E14 5HS; or

(2) leaving the application at that address.

7. In support of the application, an investment exchange should provide information on
h

he questions set out in the table below.

A
t
L
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Table

Designated investment exchange questionnaire

Designated investment exchange questionnaire
In what way are members subject to formal supervision by the
exchange or another supervisory or regulatory body? De-
scribe how capital resources of members are monitored on an
ongoing basis and how this is related to business done.

What powers does the exchange or any other supervisory or
regulatory body have to intervene in a member’s business in
the event of misconduct, financial difficulties or otherwise?

What are the clearing arrangements of the exchange? How
does the exchange ensure performance of a contract between
its members? If relevant, what type of contract guarantee is
available?

How is price information in respect of contracts effected on the
exchange disseminated to investors, particularly those in-
vestors in the United Kingdom?

What are the exchange’s arrangements for reporting and re-
cording of transactions effected on the exchange? Please de-
scribe.

Does the exchange, or any other supervisory or regulatory
body, require members to segregate the money and assets of
the member’s clients from the money and assets of the
member? If so, please describe in outline how this operates. If
not, are investors protected in any other way in the event of the
insolvency of a member or the exchange?

Does the exchange have procedures for the investigation of
complaints? Please describe what they are.

Does the exchange classify the different contracts traded on it
in terms of liquidity? Is it possible to identify certain contracts
which are more liquid than others and in which a ready market
might be considered to exist?
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Handbook Modules

Schedulel
Record keeping requirements

G

1 There are no record keeping requirements in GEN.
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Notification requirements

Handbook Modules

Schedule2
Notification requirements

G

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

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

WeEre.
3 Table Notifications requirements

Handbook Matter to be Contents of

reference notified notification
GEN 1.3.2R An emergency Notification of the
which makes it emergency and of

impracticable for a  the steps the firmis

firm to comply with  taking and proposes

a particular rule. to take to deal with
its consequences

Trigger
event

An emergency
which makes it
impracticable for a
firm to comply with
a particular rule.

Time
allowed
Notification

as soon as
practicable
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Schedule3
Fees and other required payments

G

1 There are no requirements for fees or other payments in GEN. GEN 3 (FSA fees:
general provisions contains general provisions relating to the payment of fees.
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Powers exercised

Handbook Modules

Schedule4
Powers exercised

G

1 The following powers and related provisions in or under the Act have been exercised
by the FSA to make rules in GEN:

(1) Section 59 (Approval for particular arrangements)

(2) Section 118(8) (Market abuse)

(3) Section 136(2) (Funding of the legal assistance scheme)

(4) Section 138 (General rule-making power)

(5) Section 139 (Miscellaneous ancillary matters)

(6) Section 140 (Restrictions on managers of authorised unit trust schemes)
(7) Section 141 (Insurance business rules)

(8) Section 142(2) (Insurance business: regulations supplementing Authority’s rules)
(9) Section 143 (Endorsements of codes etc)

(10) Section 144 (Price stabilising rules)

(11) Section 145 (Financial promotion rules)

(12) Section 146 (Money laundering rules)

(13) Section 147 (Control of information rules)

(14) Section 149 (Evidential provisions)

(15) Section 150(2) (Actions for damages)

(16) Section 156 (General supplementary powers)

(17) Section 213 (The compensation scheme)

(18) Section 214 (General)

(19) Section 215 (Rights of the scheme in relevant person’s insolvency)

(20) Section 216 (Continuity of long-term insurance policies)

(21) Section 217 (Insurers in financial difficulties)
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(22) Section 218(2)(b) (Annual report)

(23) Section 223(1) (Management expenses)

(24) Section 226 (Compulsory jurisdiction)

(25) Section 229 (Awards)

(26) Section 234 (Industry funding)

(27) Section 238(5) (Restrictions on promotion)
(28) Section 239 (Single property schemes)

(29) Section 247 (Trust scheme rules)

(30) Section 248 (Scheme particulars rules)

(31) Section 278 (Rules as to scheme particulars)
(32) Section 283(1) (Facilities and information in the United Kingdom)
(33) Section 293 (Notification requirements)

(34) Section 295(3) (Notification: overseas investment exchanges and overseas clearing
houses)

(35) Section 322 (Rules applicable to former underwriting members)

(36) Section 332(1) (Rules in relation to persons to whom the general prohibition does
not apply)

(37) Section 340 (Appointment)

(38) Paragraph 17 of Schedule 1 (The Financial Services Authority: Fees)

(39) Paragraph 19 of Schedule 3 (EEA Passport Rights: Establishment)

(40) Paragraph 20 of Schedule 3 (EEA Passport Rights: Services)

(41) Paragraph 7(3) of Schedule 17 (The Ombudsman Scheme: Annual reports)
(42) Paragraph 13 of Schedule 17 (Authority’s procedural rules)

(43) Regulation 6(1) of the OEIC Regulations (FSA rules).

2 The following powers and related provisions in the Act have been exercised by the FSA
to issue the parts of the codes in GEN:

(1) Section 64(2) (Conduct: statements and codes)

2) Section 119 (The Code) E
(3) Section 120 (Provisions included in the Authority’s code by reference to the City
Code).
3 The following powers in the Act have been exercised by the FSA to issue the parts of

the statements in GEN:
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(1) Section 64(1) (Conduct: statements and codes)

(2) Section 69 (Statement of policy)

(3) Section 124 (Statement of policy)

(4) Section 169(9) (Investigations etc in support of overseas regulator)
(5) Section 210 (Statements of policy)

(6) Section 395(5) (The Authority’s procedures).

4 The following powers and related provisions in or under the Act have been exercised
by the FSA in GEN to direct, require or specify:

(1) Section 51 (Applications under this Part)

(2) Section 60 (Applications for approval)

(3) Section 148(3) (Modification or waiver of rules)

(4) Section 182 (Notification)

(5) Section 242 (Applications for authorisation of unit trust schemes)
(6) Section 250(4) and (5) (Modification or waiver of rules)

(7) Section 270(6)(b) (Schemes authorised in designated countries or territories)
(8) Section 274 (Application for recognition of individual schemes)
(9) Section 287 (Application by an investment exchange)

(10) Section 288 (Application by a clearing house)

(11) Section 294(2) (Modification or waiver of rules)

(12) Section 316 (Direction by Authority)

(13) Section 317 (The core provisions)

(14) Section 318 (Exercise of powers through Council)

(15) Regulation 7(3) and (4) of the OEIC Regulations (Modification or waiver of FSA
rules)

(16) Regulation 12 of the OEIC Regulations (Authorisation).

5 The following power in the Act has been exercised by the FSA to make the part of the
complaints scheme in GEN:

Paragraph 7 of Schedule 1 (Arrangements for the investigation of complaints).

6 The following power in the Act has been exercised by the FSA to give the other
guidance in GEN:

Section 157(1) (Guidance).
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7 In this Schedule, references to GEN include the Glossary.
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Handbook Modules

Schedule5
Rights of action for damages

G

The table below sets out the rules in GEN contravention of which by an authorised
person may be actionable under section 150 of the Act (Actions for damages) by a
person who suffers loss as a result of the contravention.

If a “Yes” appears in the column headed “For private person?”, the rule may be actionable
by a “private person” under section 150 (or, in certain circumstances, his fiduciary or
representative; see article 6(2) and (3)(c) of the Financial Services and Markets Act 2000
(Rights of Action) Regulations 2001 (SI 2001 No 2256)). A “Yes” in the column headed
“Removed” indicates that the FSA has removed the right of action under section 150(2) of
the Act. If so, a reference to the rule in which it is removed is also given.

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

Table Actions for damages. General provisions

All rules No No No
in GEN

with the
status

letter "E”

GEN No No No
218R

All other Yes No No
rulesin
GEN
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Schedule6
Rules that can be waived

G

1 GEN 1.2.2R (Referring to approval by the FSA) can be waived by the FSA under
section 148 of the Act (Modification or waiver of rules).

2 GEN 2.1.8R is made by FOS Ltd and not by the FSA and cannot be waived by the
FSA.

3 Every other rule in GEN can be waived by the FSA if, and to the extent that, the rules

elsewhere in the Handbook which it modifies or to which it otherwise relates can be
waived by the FSA.
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There is no table of derivations for GEN.
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There is no table of destinations for GEN.
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Glossary

G.

1.

Guidance on the Glossary

The rules and guidance for interpreting the Handbook are to be found in GEN 2
(Interpreting the Handbook).

The guidance in the following paragraphs reminds the reader of some practical
points for interpreting Handbook text.

Each sourcebook or manual has a reference code of two or more letters, usually a
contraction or abbreviation of its title (for example, GEN stands for the General
provisions and COB for the Conduct of Business sourcebook). The meaning of each
of these codes is given in the Glossary.

Expressions used in the Handbook which are defined in the Glossary appear in the
text in italic type (GEN 2.2.7R(1) (Use of defined expressions)). An expression
which is not shown in the text in italics has its natural meaning unless the context
otherwise requires (GEN 2.2.9G).

An expression which appears in the text in italics, but is not itself defined in the
Glossary, should be read in the same sense as the expression to which it relates (for
example, "advice on investments" and "advise on investments" are related to
"advising on investments", so the reader should refer to the definition of "advising on
investments" for their meaning). (GEN 2.2.7R(2) and GEN 2.2.8G).

The words "in writing", unless the contrary intention appears, mean in legible form
and capable of reproduction on paper; they include electronic communication (GEN
2.2.14R (References to writing)).

The Interpretation Act 1978 applies to the Handbook, so (unless the contrary
intention appears):

(1) the singular includes the plural, and the plural the singular (GEN 2.2.12G(3));
(2) the masculine includes the feminine (GEN 2.2.12G(3));

(3) areference to a statutory provision is a reference to it as amended from time to
time (GEN 2.2.12G(2)); under GEN 2.2.13R (Cross-references in the
Handbook) the same applies to a provision in the Handbook.

Many of the defined expressions in the Glossary are used or defined in the Act or in a
statutory instrument made under it. In these cases, the Glossary refers to the
statutory provision which is the source of the Handbook definition. Where there is a
short statutory definition, the Glossary sets out the definition in full. Where the
statutory definition is long, the Glossary gives a summary of it, and states that it is a
summary.
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Defined expression Definition

50% controller a controller in whose case the relevant percentage of shares or voting
power is 50% or more.

accepted channel for (in relation to any prescribed market) an approved channel of

dissemination of communication by which information concerning investments traded

information on the market is formally disseminated to other market users on a
structured and equitable basis.

accepting deposits  the regulated activity, specified in article 5 of the Regulated Activities
Order (Accepting deposits), which is in summary: accepting deposits
if:
(a) money received by way of deposit is lent to others; or

(b) any other activity of the person accepting the deposit is financed,
wholly or to a material extent, out of the capital of or interest on
money received by way of deposit.

accident (in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 1 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), providing
fixed pecuniary benefits or benefits in the nature of indemnity (or a
combination of both) against risks of the person insured or, in the case
of a contract made under section 140, 140A or 140B of the Local
Government Act 1972 (or, in Scotland, section 86(1) of the Local
Government (Scotland) Act 1973), a person for whose benefit the
contract is made:

(a) sustaining injury as the result of an accident or of an accident of a
specified class; or

(b) dying as a result of an accident or an accident of a specified class;
or

(c) becoming incapacitated in consequence of disease or of disease
of a specified class;

including contracts relating to industrial injury and occupational
disease but excluding contracts within paragraph 2 of Part I of
Schedule 1 to the Regulated Activities Order (Sickness) and contracts
within paragraph IV of Part II of that Schedule (Permanent health).

accounting reference (1) (except in CIS):

date (a) (in relation to a company incorporated in the United

Kingdom under the Companies Acts) the accounting
reference date of that company determined in accordance
with section 224 of the Companies Act 1985;

(b) (in relation to any other body) the last day of its financial
year.

(2) (in CIS) the date stated in the most recently published prospectus
as the date on which the annual accounting period of the
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accrual interval

accumulation share

accumulation unit

ACD
Act

acting as the
depositary or sole
director of an open-
ended investment
company

acting as trustee of
an authorised unit
trust scheme

actuarial body

actuarial health
insurance

actuary

actuating purpose

additional voluntary
contribution

administrative
functions

authorised fund is to end in each year.

(in CIS) (in relation to a manager's periodic charge) the interval
specified in the frust deed over which the periodic charge accrues.

a share in respect of which income is credited periodically to capital
under CIS 9.2.4R (Annual allocation to accumulation shares or
accumulation units) or CIS 9.2.6R (Interim allocations of income).

a unit in respect of which income is credited periodically to capital
under CIS 9.2.4R (Annual allocation to accumulation shares or
accumulation units) or CIS 9.2.6R (Interim allocations of income).

authorised corporate director.
the Financial Services and Markets Act 2000.

the regulated activity, specified in article 51(1)(c) of the Regulated
Activities Order (Establishing etc a collective investment scheme), of
acting as the depositary or sole director of an open-ended investment
company.

the regulated activity, specified in article 51(1)(b) of the Regulated
Activities Order (Establishing etc a collective investment scheme), of
acting as a trustee of an authorised unit trust scheme.

the Institute of Actuaries or the Faculty of Actuaries.

the type of insurance defined in LLD 11.4.1R, which is in summary:
general insurance business which is sickness insurance and satisfies
certain specified conditions.

a fellow of an actuarial body or (in connection with general insurance
business) a Fellow of the Casualty Actuarial Society who is a member
of an actuarial body.

a purpose which motivates or incites a person to act.

(a) avoluntary contribution paid by a member of an occupational
pension scheme under the terms of the scheme or of a separate
contract;

(b) an additional contribution paid by a member of an occupational
pension scheme to which his employer is not a contributor, under
which additional benefits are provided to supplement the benefits
under another occupational pension scheme of which he is also a
member and to which his employer is a contributor.

(a) (in relation to managing investments):
(1) arranging settlement;
(11) monitoring and processing corporate actions;

(i)  client account administration, liaison and reporting,
including valuation and performance measurement;

(iv) IS4 or PEP administration;
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admissible asset

admission to trading

adopted packaged
product

adviser

adviser on syndicate
participation at
Lloyd's function

advising on
investments

(v) investment trust savings scheme administration;
(b) (in relation to effecting or carrying out life policies):
(1) new business administration;
(1))  policy alterations including surrenders and policy loans;
(i11))  preparing projections;
(iv)  processing claims including pension payments;
(v) fund switching;
(c) (in relation to the operation of a stakeholder pension scheme):
(1) new business administration;
(i1) receipt of or alteration to contributions;
(i11))  preparing projections and annual statements;
(iv)  administration of transfers;
(v) handling claims, including pension payments;
(vi)  fund allocation and switching.

(in LLD) an asset that may be taken into account for the purposes of
the solvency requirements in LLD 11.2.1R in accordance with LLD
13.4.1R.

(in relation to an investment and an exchange) the process by which
the exchange permits members of the exchange to enter into
transactions in that investment under and subject to the rules of the
exchange.

(in relation to a firm) a stakeholder pension scheme which is a
packaged product.

(a) not produced by the firm or in the firm's marketing group, but by
another producer (whether a firm or not); and

(b) on which the firm is able to advise as a result of a decision taken
under COB 5.1.4R(1).

an individual who is:

(a) afinancial adviser; or

(b) arepresentative; or

(c) an appointed representative.

controlled function CF25 in the table of controlled functions,
described more fully in SUP 10.10.15R.

the regulated activity, specified in article 53 of the Regulated
Activities Order (Advising on investments), which is in summary:
advising a person if the advice is:

(a) given to the person in his capacity as an investor or potential
investor, or in his capacity as agent for an investor or a potential
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investor; and

(b) advice on the merits of his doing any of the following (whether
as principal or agent):

(1) buying, selling, subscribing for or underwriting a
particular investment which is a designated investment; or

(ii) exercising any right conferred by such an investment to
buy, sell, subscribe for or underwrite such an investment.

advising on advising on investments except in respect of pension transfers and
investments (except pension opt-outs.

pension transfers

and pension opt-

outs)

advising on pension advising on investments in respect of pension transfers and pension
transfers and opt-outs.
pension opt-outs

advising on syndicate the regulated activity, specified in article 56 of the Regulated

participation at Activities Order (Advice on syndicate participation at Lloyd's), of

Lloyd's advising a person to become, or continue or cease to be, a member of a
particular Lloyd's syndicate.

affected person (in CIS):

(a) (inrelation to an ICVC):

(1) the ICVC;

(i1) its depositary;

(i11))  adirector of the ICVC,;

(iv)  any investment adviser of the ICVC,

(v) any associate of any person in (a)(1), (ii), (iii) or (iv);
(b) (in relation to an AUT):

(1) the manager;

(i1) the trustee;

(i11))  any investment adviser of the manager;

(iv)  any associate of any person in (b)(1), (ii) or (iii).

affiliated company  (in relation to a person) an undertaking in the same group as that
person.

agreeing to carry on the regulated activity, specified in article 64 of the Regulated

a regulated activity  Activities Order (Agreeing to carry on specified kinds of activity), of
agreeing to carry on an activity specified in Part II of that Order other
than:
(a) accepting deposits,

(b) effecting contracts of insurance;
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aircraft

aircraft liability

allocation period

ancillary action

ancillary activity

announceable
information

annual accounting
period

annual income
allocation date

annual report and
accounts

APER

(c) carrying out contracts of insurance,

(d) establishing, operating or winding up a collective investment
scheme;

(e) acting as trustee of an authorised unit trust scheme;

(f) acting as the depositary or sole director of an open-ended
investment company,

(g) establishing, operating or winding up a stakeholder pension
scheme.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 5 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), upon
aircraft or upon the machinery, tackle, furniture or equipment of
aircraft.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 11 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
damage arising out of or in connection with the use of aircraft,
including third-party risks and carrier's liability.

a single 24-hour period or, with the agreement of each intermediate
customer concerned, a period spanning five consecutive business days,
during which an aggregated series of transactions may be executed.

action, ancillary to stabilising action, permitted under MAR 2.4.2R.
an activity which is not a regulated activity but which is:

(a) carried on in connection with a regulated activity; or

(b) held out as being for the purposes of a regulated activity.

information which is usually the subject of a public announcement,
although not subject to any formal disclosure requirement.

a period determined in accordance with CI1S 9.2.1R (Accounting
period).

the date in any year stated in the most recently published prospectus as
the date on or before which, in respect of each annual accounting
period, an allocation of income is to be made.

(a) (inrelation to a company incorporated in the United Kingdom) an
annual report and annual accounts as those terms are defined in
sections 261(2) and 262(1) of the Companies Act 1985, together
with an auditor's report prepared in relation to those accounts
under section 235 of the Companies Act 1985;

(b) (in relation to any other body) any similar or analogous
documents which it is required to prepare whether by its
constitution or by the law under which it is established.

the part of the Handbook in High Level Standards which has the title
Statements of Principle and Code of Practice for Approved Persons.
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applicable provisions

applications day

appointed actuary

appointed actuary
function

appointed
representative

Appointed
Representatives
Regulations

apportionment and
oversight function

appropriate actuary

appropriate personal
pension

the Host State rules with which:

(a) anincoming EEA firm is required to comply when carrying on a
permitted activity through a branch or by providing services (as
applicable) in the United Kingdom, as defined in paragraphs
13(4) and 14(4) of Part II of Schedule 3 to the Act (Exercise of
passport rights by EEA firms); or

(b) a UK firm is required to comply when conducting business
through a branch (in accordance with paragraph 19(13) of Part
IIT of Schedule 3 to the Act (Exercise of passport rights by UK
firms)) or by providing services (as applicable) in another EEA
State.

the first day on which section 40 of the Act (Application for
permission) comes into force (for any purpose).

an actuary appointed under SUP 4.3.1R (Appointment by firms).

controlled function CF12 in the table of controlled functions,
described more fully in SUP 10.7.17R.

(in accordance with section 39 of the Act) a person (other than an
authorised person) who:

(a) is a party to a contract with an authorised person (his principal)
which:

(1) permits or requires him to carry on business of a
description prescribed in the Appointed Representatives
Regulations; and

(11) complies with such requirements as are prescribed in
those Regulations; and

(b) 1is someone for whose activities in carrying on the whole or part
of that business his principal has accepted responsibility in
writing;

and who is therefore an exempt person in relation to any regulated

activity comprised in the carrying on of that business for which his
principal has accepted responsibility.

the Financial Services and Markets Act 2000 (Appointed
Representatives) Regulations 2001 (SI2001/1217).

controlled function CF8 in the table of controlled functions, described
more fully in SUP 10.7.1R.

an actuary appointed under SUP 4.4.1R (Appointment of an
appropriate actuary).

a personal pension policy or a personal pension contract under which
contributions are made to a personal pension scheme which is an
appropriate scheme under section 1(8) of the Social Security Act 1986
or article 3(8) of the Social Security (Northern Ireland) Order 1986.
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appropriate valuer

approve

approved bank

approved collateral

approved
counterparty

(in CIS) a person who complies with the requirements of CIS
5.8.5R(7) (Approved immovables).

(in relation to a financial promotion) approve the content of the
financial promotion for the purposes of section 21 of the Act
(Restrictions on financial promotion).

(in relation to a bank account opened by a firm):

(a) if'the account is opened at a branch in the United Kingdom:
(1) the Bank of England; or
(11) the central bank of a member state of the OECD; or
(iil)  a bank; or

(iv)  a building society which offers, unrestrictedly, banking
services; or

(v) a bank which is supervised by the central bank or other
banking regulator of a member state of the OECD; or

(b) if'the account is opened elsewhere:
(1) a bank in (a); or

(11) a credit institution established in an EEA State other than
the United Kingdom and duly authorised by the relevant
Home State regulator; or

(iii))  a bank which is regulated in the Isle of Man or the
Channel Islands; or

(¢) abank supervised by the South African Reserve Bank; or

(d) any other bank that:
(1) is subject to regulation by a national banking regulator;
(11) is required to provide audited accounts;

(iii))  has minimum net assets of £5 million (or its equivalent in
any other currency at the relevant time) and has a surplus
revenue over expenditure for the last two financial years;
and

(iv)  has an annual audit report which is not materially
qualified.

any form of security for the discharge of any liability arising from a
contingent liability investment (other than a guarantee) which:

(a) (in relation to an on-exchange transaction) is acceptable under the
rules of the relevant exchange or clearing house; and

(b) (in relation to an OTC transaction) would be acceptable for a
similar transaction to the relevant exchange or clearing house.

an approved counterparty as defined in /PRU(INS).
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approved credit an approved credit institution as defined in /PRU(INS).
institution

approved depositary any depositary:
(a) that is subject to regulation by a national regulatory body;
(b) that is required to provide audited accounts;

(c) that has minimum net assets of £5 million (or its equivalent in
any other currency at the relevant time) and has a surplus revenue
over expenditure for the last two financial years; and

(d) whose latest annual audit report is not materially qualified.

approved derivative (in CIS) a derivative which is traded or dealt in on an eligible
derivatives market.

approved an examination listed in the annexes to 7C 2, or an examination which
examination is equivalent in accordance with the Diploma Directives.

approved financial  an approved financial institution as defined in /PRU(INS).
institution

approved immovable an interest in any land or building which satisfies the conditions in CIS
5.8.5R (Approved immovables).

approved mortgage (in CIS) a mortgage:

(a) which the trustee reasonably believes can be discharged on
demand or within 28 days by repayment of all the money secured
by the mortgage (including, where appropriate, any additional
sum provided for under the mortgage); and

(b) on which there is not secured any property, whether immediately
or contingently, other than the approved immovable in question.

approved person a person in relation to whom the F.S4 has given its approval under
section 59 of the Act (Approval for particular arrangements) for the
performance of a controlled function.

approved security (1) (in CIS) a transferable security that is admitted to official listing
in an EEA State or is traded on or under the rules of an eligible
securities market (otherwise than by the specific permission of
the market authority).

(2) (in LLD) any of the following:

(a) any security issued or guaranteed by, or the repayment of
the principal of which, or the interest on which, is
guaranteed by, and any loans to or deposits with, any
government, public or local authority or nationalised
industry or undertaking, which belongs to a Zone A4
country;

(b) any loan to, or deposit with, an approved financial
institution,;
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arrangement

arranger

arranging

arranging (bringing
about) deals in
investments

arranging deals in
contracts of
insurance written at
Lloyd's

arranging
safeguarding and
administration of
assets

asset identification
rules

assistance

(©) any debenture issued before 31 December 1994 by the
Agricultural Mortgage Corporation Limited or the
Scottish Agricultural Securities Corporation Limited.

(as defined in section 59(10) of the Act (Approval for particular
arrangements)) any kind of arrangement for the performance of a
function of an authorised person ("A") which is entered into by A or
any contractor of his with another person, including, in particular, that
other person's appointment to an office, his becoming a partner, or his
employment (whether under a contract of service or otherwise).

a person who is arranging (bringing about) deals in investments,
making arrangements with a view to transactions in investments, or
agreeing to carry on any of those regulated activities.

(in MAR) arranging (bringing about) deals in investments, making
arrangements with a view to transactions in investments or agreeing
to carry on any of those regulated activities.

the regulated activity, specified in article 25(1) of the Regulated
Activities Order, which is in summary: making arrangements for
another person (whether as principal or agent) to buy, sell, subscribe
for or underwrite a particular investment which is:

(a) adesignated investment; or

(b) the underwriting capacity of a Lloyd's syndicate; or
(c) membership of a Lloyd's syndicate; or

(d) rights to or interests in investments in (b) or (c).

the regulated activity, specified in article 58 of the Regulated
Activities Order (Arranging deals in contracts of insurance written at
Lloyd's), carried on by the Society of Lloyd's of arranging deals in
contracts of insurance written at Lloyd's.

that part of safeguarding and administering investments which

consists solely of arranging for one or more other persons to carry on
both:

(a) the safeguarding of assets belonging to another; and
(b) the administration of those assets.

(as defined in subsection 142(2) of the Act (Insurance business:
regulations supplementing Authority's rules)) rules made by the F'SA
which require an authorised person who has permission to effect or
carry out contracts of insurance to identify assets which belong to him
and which are maintained in respect of a particular aspect of his
business.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 18 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), providing
either or both of the following benefits:

(a) assistance (whether in cash or in kind) for persons who get into

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

10 of 143 Saved: 11/07/01 11:59



associate

associated call
option

associated security

AUT
AUTH
authorisation

authorisation order

difficulties while travelling, while away from home or while
away from their permanent residence;

(b) assistance (whether in cash or in kind) for persons who get into
difficulties otherwise than as in (a).

(in relation to a person ("A")):

(a) an affiliated company of A;

(b) an appointed representative of A or of any affiliated company of
A;

(c) any other person whose business or domestic relationship with A
or his associate might reasonably be expected to give rise to a
community of interest between them which may involve a
conflict of interest in dealings with third parties.

a right to acquire a particular amount of the relevant security or of any
associated security at a future date at a particular price.

(a) an associated call option;
(b) asecurity of any description:

(1) which is in all respects uniform with the relevant security;
or

(1))  for which the relevant security may be exchanged or into
which it may be converted; or

(ii1))  which constitutes a right to obtain delivery of the relevant
security; or

(iv)  which the holder of the relevant security has, through his
holding of that security, rights to acquire or to subscribe
for; or

(V) which is issued or guaranteed by the issuer, or by any
guarantor, of the relevant security and the prevailing
market price of which is, because of similarity with the
relevant security in the terms and conditions which attach
to each of them respectively, likely to have a material
influence on the market price of the relevant security; or

(vi)  which is a certificate representing a certain security in
respect of the relevant security and which is in all
material respects uniform with the relevant security in
terms of value, size and duration.

an authorised unit trust scheme.

the Authorisation manual.

authorisation as an authorised person for the purposes of the Act.
an order made by the F'SA4:

(a) inrelation to an AUT under section 243 of the Act (Authorisation
orders);
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authorised corporate
director

authorised fund

authorised fund
manager

authorised person

authorised
professional firm

authorised UK
representative

authorised unit trust
manager

authorised unit trust
scheme

authorised Voluntary
Jurisdiction
participant

AVC
backwardation
bank

(b) in relation to an /CVC under regulation 14 of the OEIC
Regulations (Authorisation);

as a result of which the AUT becomes authorised or the body becomes
incorporated as an /CVC under regulation 3 of the OEIC Regulations
(Open-ended investment company).

the director of an ICVC who is the authorised corporate director of the
ICVC in accordance with CIS 7.2.1R (The directors).

an ICVC or an AUT.

an ACD or an authorised unit trust manager.

(in accordance with section 31 of the Act (Authorised persons)) one of
the following:

(a) aperson who has a Part IV permission to carry on one or more
regulated activities;

(b) an incoming EEA firm;
(c) anincoming Treaty firm;
(d) a UCITS qualifier,

(e) anICVC;

(f) the Society of Lloyd's.

(see also GEN 2.2.18R for the position of an authorised partnership or
unincorporated association which is dissolved.)

a professional firm which is an authorised person.

(in relation to a firm) a person resident in the United Kingdom who is
authorised to act generally, and to accept service of any document, on
behalf of the firm.

a manager of an AUT.

(as defined in section 237(3) of the Act (Other definitions)) a unit trust
scheme which is authorised for the purposes of the Act by an
authorisation order.

a participant in the Voluntary Jurisdiction who is an authorised
person.

additional voluntary contribution.
a situation in which futures prices are lower than cash prices.

(a) afirm with a Part IV permission which includes accepting
deposits, and:

(1) which is a credit institution; or

(11) whose Part IV permission includes a requirement that it
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Banking
Consolidation
Directive

base currency

BCD

BCD credit
institution

bearer certificate

bearer form

behaviour

bid price

body corporate

bonded investment

comply with IPRU(BANK);
but which is not a building society, a friendly society or a credit
union,
(b) an EEA bank.

the Council Directive of 20 March 2000 relating to the taking up and
pursuit of the business of credit institutions (No 2000/12/EC).

(in CIS) the currency specified:

(a) in the instrument of incorporation of an ICVC as the currency in
which its accounts are to be prepared; or

(b) in the trust deed of an AUT as the base currency of the AUT.
Banking Consolidation Directive.

a credit institution that has its registered office (or, if it has no
registered office, its head office) in an EEA State, excluding an
institution to which the BCD does not apply under article 2(3) of the
BCD.

(in CIS) a certificate or other documentary evidence of title, for which
provision is made in the instrument constituting the scheme, which
indicates that:

(a) the holder of the document is entitled to the units specified in it;
and

(b) no entry will be made on the register identifying the holder of
those units.

(in relation to a client's certificate, share transfer or other document) in
a form signed by the client so that it enables a designated investment
or deposit to which it relates to be sold, transferred, surrendered or
dealt with in any other way without the need to obtain further written
instructions and allows the firm access to the sale proceeds.

any kind of conduct, including action or inaction.

the price at which a person could sell a unit in a dual-priced AUT or a
security.

(in accordance with section 417(1) of the Act (Definitions)) any body
corporate, including a body corporate constituted under the law of a
country or territory outside the United Kingdom.

a designated investment not held by a trustee when acting as a trustee:
(a) which, except in the case of a unit, is one of the following:

(1) a readily realisable security held for a customer, whether
or not held under a discretionary arrangement; or

(11) a designated investment in bearer form; or

(iil))  adesignated investment held by a nominee company
under the control of the firm or a person whom the firm
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branch

branded fund

broker

broker fund

(iv)

controls, or

a designated investment to which the title is recorded in
electronic form;

(b) which the firm may sell or procure the sale of without the
signature or other action of the customer or an independent third
party; and

(c) where the proceeds of such a sale are or could be payable to the
firm or its associate.

(a) (inrelation to a credit institution):

(b)

(c)

(1)

(ii)

a place of business which forms a legally dependent part
of a credit institution and which carries out directly all or
some of the transactions inherent in the business of credit
institutions,

for the purposes of the Banking Consolidation Directive,
any number of places of business set up in the same EEA
State by a credit institution with headquarters in another
EEA State are to be regarded as a single branch;

(in relation to an investment firm):

(1)

(ii)

a place of business which is a part of an investment firm,
not being the principal place of business, which has no
separate legal personality and which provides investment
services for which the investment firm has been
authorised;

for the purposes of the Investment Services Directive, all
the places of business set up in the same EEA State by an
investment firm with headquarters in another EEA State
are to be regarded as a single branch;

(in relation to an insurance undertaking) any permanent presence
of the insurance undertaking in an EEA State other than that in
which it has its head office is to be regarded as a single branch,
whether that presence consists of a single office which, or two or
more offices each of which:

(1)
(1)
(iii)

i1s managed by the insurance undertaking's own staff; or
is an agency of the insurance undertaking; or

i1s managed by a person who is independent of the
insurance undertaking, but has permanent authority to act
for the insurance undertaking as an agency would.

a life policy or a regulated collective investment scheme other than a
broker fund which is available as an investment only or mainly to the
clients of a particular independent intermediary.

(in MAR) any person when dealing as agent.

(in relation to a fund for which the firm is or will be a broker fund
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adviser):

(a) an actual or notional fund of a long-term insurer, which contains
or will contain contributions made or to be made by a client or
clients of a firm in connection with a /ife policy or policies;

(b) afund of a collective investment scheme, which contains or will
contain cash contributions made or to be made by a client or
clients of a firm in connection with the purchase of units in the
scheme.

broker fund adviser a person who has, or whose associate being an authorised person has,
an arrangement with a long-term insurer, or with the operator of a
regulated collective investment scheme or an unregulated collective
investment scheme, under which it is to be expected that the long-term
insurer or operator will take into account the advice of that person or
his associate:

(a) 1in the case of a long-term insurer, on any matter likely to
influence the performance of any of the long-term insurer's funds
or of any investment issued by the long-term insurer into which
cash contributions of that person's customers have been made;

(b) in the case of an operator, on the composition of the property of
the collective investment scheme into which cash contributions of
that person's customers have been made;

in this definition, associate includes any authorised person in respect
of whose services the first person receives any benefit or reward,
either directly or indirectly, in connection with advice of the kind
described in (a) and (b) given to a long-term insurer or to a collective
investment scheme operator.

building society (as defined in section 119(1) of the Building Societies Act 1986) a
building society incorporated (or deemed to be incorporated) under

that Act.
business day (1) (in relation to anything done or to be done in any part of the
United Kingdom):

(a) (except in REC) any day which is not a Saturday or
Sunday, Christmas Day, Good Friday or a bank holiday in
that part of the United Kingdom;

(b) (in REC) (as defined in section 167 of the Companies Act
1989) any day which is not a Saturday or Sunday,
Christmas Day, Good Friday or a bank holiday in any part
of the United Kingdom.

(2) (in relation to anything done or to be done by reference to a
market outside the United Kingdom) any day on which that
market is normally open for business.

buying (in accordance with article 3(1) of the Regulated Activities Order
(Interpretation)) any form of buying, including acquiring for valuable
consideration.
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byelaw

CAD bank

cancellation

cancellation rules

candidate

capacity transfer
market

capital account

Capital Adequacy
Directive

capital at risk

capital property

capital redemption

carrying out
contracts of
insurance

cash component

cash deposit ISA

CAT standards

causing
dematerialised
instructions to be

(in LLD) any Byelaw, direction, regulation, or other instrument made
using the powers of the Council under section 6 of Lloyd's Act 1982
(including any regulation ratified by the Council by special resolution)
and any condition or requirement made under any such Byelaw,
direction, regulation or other instrument.

a bank which uses the Capital Adequacy Directive to measure the
capital requirement on its trading book.

(in CIS) (in relation to units) a cancellation of a unit by an ICVC or by
the trustee of an AUT.

COB 6.7 (Cancellation and withdrawal).

a person in respect of whom an application is made for approval under
section 59 of the Act (Approval for particular arrangements).

any method of transferring capacity in syndicates, including capacity
auctions, bilateral arrangements, capacity offers, minority buy-outs
and conversion schemes.

(in CIS) an account relating to the capital property of an authorised
fund.

the Council Directive of 15 March 1993 on capital adequacy of
investment firms and credit institutions (No 93/6/EEC).

capital at risk as defined in JPRU(INS) 2.5R(7).

(in CIS) the scheme property, other than income property and any
amount for the time being standing to the credit of the distribution
account.

(in relation to a class of contract of insurance) capital redemption
contracts where effected or carried out by a person who does not carry
on a banking business, and otherwise carries on the regulated activity
of effecting or carrying out contracts of insurance, as specified in
paragraph VI of Part II of Schedule 1 to the Regulated Activities Order
(Contracts of long-term insurance).

the regulated activity, specified in article 10(2) of the Regulated
Activities Order (Effecting and carrying out contracts of insurance), of
carrying out a contract of insurance as principal.

a qualifying investment prescribed in paragraph 8 of the IS4
Regulations (Qualifying investments for a cash component).

a cash component of an ISA which does not include the qualifying
investments prescribed in paragraphs 8(2)(c), (d), (e) or (f) of the IS4
Regulations.

the CAT standards for /S4s prescribed by the Treasury on 22
December 1998.

the regulated activity, specified in article 45(2) of the Regulated
Activities Order, which is in summary: causing dematerialised
instructions relating to a security to be sent by means of a relevant
system in respect of which an operator is approved under the 1995
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sent

central assets

Central Fund

certificate
representing certain
securities

CFTC

charge

chargeable case

Regulations where the person causing them to be sent is a system-
participant;

in this definition:

(a) "the 1995 Regulations" means the Uncertificated Securities
Regulations 1995 (S1 1995/3272);

nn

(b) "dematerialised instruction", "operator" and "system-participant”
have the meaning given by regulation 3 of the 1995 Regulations.

(in LLD) assets that the Society owns and amounts that members are
liable to pay to the Society (or may by resolution of the Council be
liable to pay) as contributions to the Central Fund (excluding amounts
which, if paid by a member, would cause his assets to fall short (or
shorter) of the required amount).

the Central Fund established under Lloyd's Central Fund Byelaw (No
4 of 1986) and the New Central Fund established under Lloyd's New
Central Fund Byelaw (No 23 of 1996).

the investment specified in article 80 of the Regulated Activities Order
(Certificates representing certain securities), which is in summary: a
certificate or other instrument which confers contractual or property
rights (other than rights consisting of options):

(a) inrespect of any share, debenture, government and public
security or warrant) held by a person other than the person on
whom the rights are conferred by the certificate or instrument;
and

(b) the transfer of which may be effected without requiring the
consent of that person;

but excluding any certificate or other instrument which confers rights
in respect of two or more investments issued by different persons or in
respect of two or more different government and public securities
issued by the same person.

the Commodity Futures Trading Commission.

any fee or charge made to a client in connection with designated
investment business, whether levied by the firm or any other person,
including a mark-up or mark-down.

any complaint referred to the Financial Ombudsman Service, apart
from those where the Ombudsman considers it apparent from the
complaint received, and from any final response which has been
issued by the firm, that the complaint should not proceed because:

(a) the complainant is not an eligible complainant in accordance with
DISP 2; or

(b) the complaint does not fall within the jurisdiction of the
Financial Ombudsman Service (as described in DISP 2) or falls
outside the time limits set out in DISP 2.3 (Time limits for
referral of complaints to the Financial Ombudsman Service); or

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

17 of 143 Saved: 11/07/01 11:59



chief executive

chief executive
function

Chinese wall

CIS

claim

class

class meeting

clearing firm

clearing house

client

(c) the Ombudsman considers that the complaint should be dismissed
without consideration of its merits under DISP 3.3 (Dismissal of
complaints without consideration of the merits); or

(d) the Ombudsman considers, at any stage, that the complaint
should be dismissed under DISP 3.3.1R(2) on the grounds that it
is frivolous or vexatious.

(1) (in relation to an undertaking whose principal place of business is
within the United Kingdom) the person who, alone or jointly with
one or more others, is responsible under the immediate authority
of the directors for the conduct of the whole of its business.

(2) (in relation to an undertaking whose principal place of business is
outside the United Kingdom) the person who, alone or jointly
with one or more others, is responsible for the conduct of its
business within the United Kingdom.

controlled function CF3 in the table of controlled functions, described
more fully in SUP 10.6.11R.

an arrangement that requires information held by a person in the
course of carrying on one part of its business to be withheld from, or
not to be used for, persons with or for whom it acts in the course of
carrying on another part of its business.

the Collective Investment Schemes sourcebook.

(1) (in COMP) a valid claim made in respect of a civil liability owed
by a relevant person to the claimant.

(2) (in LLD, SUP and TC) a claim under a contract of insurance.

(1) (in AUTH, IPRU(FSOC), IPRU(INS), LLD and SUP) (in relation
to a contract of insurance) any class of contract of insurance
listed in Schedule 1 to the Regulated Activities Order (Contracts
of insurance).

(2) (in CIS):

(a) a particular class of units of an authorised fund; or

(b) all of the units relating to a single sub-fund; or

(©) a particular class of units relating to a single sub-fund.
(3) (in COB) a particular category or type of packaged product.
(in CIS) a separate meeting of holders of a class of units.

a firm which assumes primary responsibility (including legal liability)
for the execution and settlement of transactions for clients.

a clearing house through which transactions on an exchange may be
cleared.

(1) (exceptin ML and PROF) any person with or for whom a firm
conducts or intends to conduct designated investment business or
any other regulated activity; and:
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(a) every client is a customer or a market counterparty;
(b) "client" includes:
(1) apotential client;

(i1) a client of an appointed representative of a firm with
or for whom the appointed representative acts or
intends to act in the course of business for which the
firm has accepted responsibility under section 39 of
the Act (Exemption of appointed representatives);

(i11) a collective investment scheme even if it does not
have separate legal personality;

(iv) if a person (“C1”), with or for whom the firm is
conducting or intends to conduct designated
investment business, 1s acting as agent for another
person (“C2”), either C1 or C2 in accordance with
COB 4.1.5R (Agent as client);

(c)  "client" does not include:
(1) atrust beneficiary;
(ii) a corporate finance contact;
(i11) a venture capital contact.

(2) (in ML) (in relation to a relevant firm) any person engaged in, or
who has had contact with the relevant firm with a view to
engaging in, any transaction with that relevant firm:

(a) on his own behalf; or
(b) as agent for or on behalf of another.

(3) (in PROF) (as defined in section 328(8) of the Act (Directions in
relation to the general prohibition)) (in relation to members of a
profession providing financial services under Part XX of the Act
(Provision of Financial Services by Members of the
Professions)):

(a) a person who uses, has used or may be contemplating
using, any of the services provided by the member of a
profession in the course of carrying on exempt regulated
activities (including, where the member of the profession
is acting in his capacity as a trustee, a person who is, has
been or may be a beneficiary of the trust); or

(b) a person who has rights or interests which are derived
from, or otherwise attributable to, the use of any such
services by other persons; or

(©) a person who has rights or interests which may be
adversely affected by the use of any such services by
persons acting on his behalf or in a fiduciary capacity in
relation to him.
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client agreement

client asset rules

client bank account

client money

client money
distribution rules

client money rules

client transaction
account

close links

terms of business which have been signed by the client or to which the
client has consented in writing.

COB 9, comprising the custody rules, mandate rules, client money
rules, collateral rules and client money distribution rules.

(a) an account at a bank which:
(1) holds the money of one or more clients;
(11) is in the name of the firm;

(i)  includes in its title an appropriate description to
distinguish the money in the account from the firm's
money; and

(iv)  1is a current or a deposit account; or

(b) amoney market deposit of client money which is identified as
being client money.

subject to the client money rules, money of any currency which, in the
course of carrying on designated investment business, a firm holds in
respect of any investment agreement entered into, or to be entered into,
with or for a client, or which a firm treats as client money in
accordance with the client money rules.

COB9.5.

COB 9.3.

(in relation to a firm and an exchange, clearing house or intermediate
broker) an account maintained by the exchange, clearing house or
intermediate broker, as the case may be, in respect of transactions in
contingent liability investments undertaken by the firm with or for its
clients.

(1) (except in SUP 3 (Auditors) and SUP 4 (Actuaries)) (in
accordance with paragraph 3(2) of Schedule 6 to the Act (Close
links)) the relationship between a person ("A") and another
person ("CL") which exists if:

(a) CL is a parent undertaking of A; or
(b) CL is a subsidiary undertaking of A; or

(c) CL is a parent undertaking of a subsidiary undertaking of
A;or

(d) CL is a subsidiary undertaking of a parent undertaking of
A;or

(e) CL owns or controls 20% or more of the voting rights or
capital of A; or

€3] A owns or controls 20% or more of the voting rights or
capital of CL.

(2) (in SUP 3 (Auditors) and SUP 4 (Actuaries)) (in accordance with
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close out

close relative

closed

closed into

closing date

COAF
COB
Code of Market

Conduct

Code of Practice for
Approved Persons

collateral

section 343(8) of the Act (Information given by auditor or actuary
to the Authority: persons with close links) the relationship in (1),
disregarding (e) and ().

(in CIS and COB) enter into a further transaction under which the
obligation to deliver or receive which arises or may, at the option of
the other party to the transaction, arise under the original transaction is
offset by an equivalent and opposite obligation or right to receive or
deliver.

(as defined in article 3(1) of the Regulated Activities Order and article
2(1) of the Financial Promotion Order) (in relation to any person):

(a) his spouse;

(b) his children and step-children, his parents and step-parents, his
brothers and sisters and his step-brothers and step-sisters; and

(c) the spouse of any person within (b).

(in LLD) (in relation to a syndicate year) closed by reinsurance to
close in accordance with byelaws, either into another syndicate year or
into an insurer approved by the Council for the purpose.

(in LLD) (in relation to two syndicate years) closed into another
syndicate year by way of a contract of reinsurance to close into that
other syndicate year, either directly or through a succession of such
contracts.

the date specified in the earliest relevant public announcement of the
offer as the last date for acceptance of the offer, or, if no such date is
specified, then the date on which the issuer (or seller) of the securities
offered receives any of the proceeds of the offer.

the part of the Handbook in Redress which has the title Complaints
against the FSA.

the Conduct of Business sourcebook.

the provisions in MAR 1 indicated by an "E" or "C" in the margin or
heading, issued by the FS4 as required by section 119 of the Act (The
Code).

the provisions in APER 3 and APER 4 indicated by an "E" in the
margin or heading, the purpose of which is to help determine whether
or not an approved person's conduct complies with the Statements of
Principle and which are issued by the F'S4 under section 64(2) of the
Act (Conduct: statements and codes).

(1) (in CIS) any form of security, guarantee or indemnity provided
by way of security for the discharge of any liability arising from
a transaction.

(2) (in COB) any of the following:

(a) an investment specified in articles 76 to 81 of the
Regulated Activities Order; that is:

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

21 of 143 Saved: 11/07/01 11:59



collateral rules

collective insurance

collective investment
scheme

commencement

commencement day

commission

commodity

commodity future

(1) shares (article 76);

(i) debentures (article 77);

(i11) government and public securities (article 78);
(iv) warrants (article 79);

(v) certificates representing certain securities (article
80);

(vi) units (article 81); or
(b) money; or

(©) a commodity warrant (however title is recorded or
evidenced);

which belongs to a client and which is held or controlled by the
firm under the terms of a deposit, pledge, charge or other security
arrangement.

COB 9 4.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph VIII of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance), of a
kind referred to in article 1(2)(e) of the First Life Directive ("the
operations carried out by insurance companies such as those referred
to in Chapter 1, Title 4 of Book IV of the French "Code des

nn

assurances ).

a collective investment scheme, as defined in section 235 of the Act
(Collective Investment Schemes), which is in summary:

(a) any arrangements with respect to property of any description,
including money, the purpose or effect of which is to enable
persons taking part in the arrangements (whether by becoming
owners of the property or any part of it or otherwise) to
participate in or receive profits or income arising from the
acquisition, holding, management or disposal of the property or
sums paid out of such profits or income; and

(b) which are not excluded by the Financial Services and Markets
Act (Collective Investment Schemes) Order 2001 (SI
2001/1062).

the beginning of the commencement day.

the day on which section 19 of the Act (The general prohibition)
comes into force.

any form of commission, including a benefit of any kind, offered or
given in connection with designated investment business.

a physical asset (other than a financial instrument or cash) which is
capable of delivery.

a future relating to a commodity.
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commodity option

communicate

Community Co-
Insurance Directive

community co-
insurance operation

COMP
company

Company
Announcements

Office

compensation
scheme

competent authority

complaint

Complaints
Commissioner

complaints
investigator

an option relating to a commodity.

(in relation to a financial promotion) (in accordance with section
21(13) of the Act (Restrictions on financial promotion) and article 6(d)
of the Financial Promotion Order (Interpretation: communications))
to communicate in any way, including causing a communication to be
made or directed.

the Council Directive of 30 May 1978 on the coordination of laws,
regulations and administrative provisions relating to Community co-
insurance (No 78/473/EEC).

an operation to which the Community Co-Insurance Directive applies,
as modified by article 26 of the Second Non-Life Directive.

the Compensation sourcebook.
any body corporate.

the Company Announcements Office of the London Stock Exchange,
the information dissemination provider approved by the UKLA.

the Financial Services Compensation Scheme established under
section 213 of the Act (The compensation scheme) for compensating
persons in cases where authorised persons and appointed
representatives are unable, or are likely to be unable, to satisfy claims
against them.

(1) (in relation to admission to an official listing):

(a) the authority designated under Schedule 8 to the Act
(Transfer of functions under Part VI (Official listing)) as
responsible for admitting securities to, and for removing
securities from, the official list; for the time being, the

FS$4 in its capacity as such;
(b)

an authority exercising functions corresponding to those
in (a) in another EEA State.

(2) (inrelation to the exercise of an EEA right) a competent authority
for the purposes of the relevant Single Market Directive.

(in COAF) any expression of dissatisfaction about the manner in
which the F'SA4 has carried out its statutory functions other than its
legislative functions.

the person appointed by the F.S4 under COAF 1.3.1G (The Complaints
Commissioner) to carry out the functions conferred on him under the
complaints scheme.

(1) (inrelation to a UK RIFE) the independent person appointed under
arrangements referred to in paragraph 9(3) of the Schedule to the
Recognition Requirements Regulations to investigate a complaint
and to report on the result of his investigation to that R/E and to
the complainant.

(2) (inrelation to a UK RCH) the independent person appointed
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under arrangements referred to in paragraph 23(3) of the
Schedule to the Recognition Requirements Regulations to
investigate a complaint and to report on the result of his
investigation to that RCH and to the complainant.

complaints scheme  the arrangements made by the /'S4 under paragraphs 7 and 8 of
Schedule 1 to the Act (The Financial Services Authority) for the
investigation of complaints against the F'SA4 arising in connection with
the exercise of, or failure to exercise, any of its functions (other than
its legislative functions) under the Act.

compliance oversight controlled function CF10 in the table of controlled functions,

function described more fully in SUP 10.7.8R.

Compulsory the jurisdiction of the Financial Ombudsman Service to which firms

Jurisdiction are compulsorily subject.

COND the part of the Handbook in High Level Standards which has the title
Threshold Conditions.

connected company  (in LLD) (in relation to a body corporate):
(a) that body corporate's holding company;
(b) asubsidiary of that body corporate;
(c) asubsidiary of the holding company of that body corporate.

connected person (1) (in relation to the F'SA's consideration of an application for, or of
whether to vary or cancel, a Part IV permission) (in accordance
with section 49(1) of the Act (Persons connected with an
applicant)) any person appearing to the FS4 to be, or likely to be,
in a relationship with the applicant or person given permission,
which is relevant.

(2) (inrelation to the F'SA’s power to gather information under
section 165 of the Act (Authority’s power to require
information)) (in accordance with section 165(11) of the Act) a
person who has, or has at any relevant time had, the following
relationship with an authorised person ("A"):

(a) he is a member of A’s group;

(b) he is a controller of A,

(©) he is a member of a partnership of which A is a member;
(d) he is or has been an employee of A;

(e) if A is a body corporate, he is or has been an officer, or
manager or agent of A or of a parent undertaking of A,

€3] if A is a partnership, he is or has been a member,
manager or agent of A;

(2) if A is an unincorporated association of persons which is
neither a partnership nor an unincorporated friendly
society, he is or has been an officer, manager, or agent of
A;
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(h) if A is a friendly society, he is or has been an officer or
manager of A ("officer" and "manager" having the same
meaning as in section 119(1) of the Friendly Societies Act
1992);

(1) if A is a building society, he is or has been an officer of A
("officer" having the same meaning as in section 119(1)
of the Building Societies Act 1986);

)] if A is an individual, he is or has been an agent of A.

(3) (inrelation to the FSA’s powers of investigation under sections
171 and 172 of the Act (Powers of persons appointed under
section 167; Additional power of persons appointed as a result of
section 168(1) or (4))) (in accordance with section 171(4) of the
Act) a person who has, or has at any relevant time had, the
following relationship with a person under investigation ("P"):

(a) he has the relationship specified in any of paragraphs (2)
(a), (b) or (d) to (j) to P (where references in those
paragraphs to A are taken to be references to P);

(b) it is a partnership of which P is a member;

(©) he is the partner, manager, employee, agent, appointed
representative, banker, auditor, actuary or solicitor of:

(1) P;or
(i1) a parent undertaking of P; or
(111) a subsidiary undertaking of P; or

(iv) a subsidiary undertaking of a parent undertaking of
P; or

(v) a parent undertaking of a subsidiary undertaking of
P.

consent notice a notice given by the F'SA4 to a Host State regulator under paragraph
19(4) (Establishment) of Part III of Schedule 3 to the Act (Exercise of
Passport Rights by UK firms).

constable a police officer in the United Kingdom or a person commissioned by
the Commissioners of Customs and Excise.

consumer (1) (in relation to the F'SA's power to make general rules (section 138
of the Act (General rule-making power))) the approval
requirements for controllers (section 186 of the Act (Objection to
acquisition of control)), the publication of notices (section 391 of
the Act (Publication)) and the exercise of Treaty rights (Schedule
4 to the Act (Treaty rights))) (as defined in section 138(7) of the
Act (General rule-making power)) a person:

(a) who uses, has used, or is or may be contemplating using,
any of the services provided by:

(1) an authorised person in carrying on regulated
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consumer credit
prohibition

activities; or
(i1) a person acting as an appointed representative; or

(b) who has rights or interests which are derived from, or are
otherwise attributable to the use of, any such services by
another person; or

(c) who has rights or interests which may be adversely
affected by the use of any such services by a person
acting on his behalf or in a fiduciary capacity in relation
to him; or

(d) (in relation to the F'SA's power to make general rules) a
person within the extended definition of consumer in
article 3 of the Financial Services and Markets Act 2000
(Consequential and Transitional Provisions)
(Miscellaneous) Order 2001 (SI 2001/1821) (Application
of definition of "consumer" to users of regulated services
before commencement);

for the purposes of this definition:

(A) if an authorised person is carrying on a regulated activity in his
capacity as a trustee, the persons who are, have been or may be
beneficiaries of the trust are to be treated as persons who use,
have used or are or may be contemplating using services provided
by the authorised person in his carrying on of that activity;

(B) a person who deals with an authorised person in the course of the
authorised person's carrying on of a regulated activity is to be
treated as using services provided by the authorised person in
carrying on those activities.

(2) (in relation to the protection of consumers objective (section 5 of
the Act (The protection of consumers)) and independent inquiries
(section 14 of the Act (Cases in which the Treasury may arrange
independent inquiries))) (as defined in sections 5(3) and 14(5) of
the Act) a person:

(a) within (1); or

(b) who, in relation to regulated activities carried on
otherwise than by an authorised person, would be a
consumer within (1) if the activities were carried on by an
authorised person.

(3) (in relation to the establishment and maintenance of the
Consumer Panel (section 10 of the Act (The Consumer Panel)))
(as defined in section 10(7) of the Act) a person within (2) other
than an authorised person.

(as defined in section 203(3) of the Act (Power to prohibit the carrying
on of Consumer Credit Act business)) a prohibition on carrying on, or
purporting to carry on, in the United Kingdom any Consumer Credit
Act business which consists of or includes carrying on one or more
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Consumer Panel

contingent liability
investment

contract for
differences

listed activities or investment services.

the panel of persons which section 10 of the Act (The Consumer
Panel) requires the FS4 to establish and maintain, as part of its
arrangements for consultation under section 8, to represent the
interests of consumers.

a derivative under the terms of which the client will or may be liable to
make further payments (other than charges, and whether or not
secured by margin) when the transaction falls to be completed or upon
the earlier closing out of his position.

the investment, specified in article 85 of the Regulated Activities Order
(Contracts for differences etc), which is rights under:

(a) acontract for differences; or

(b) any other contract the purpose or pretended purpose of which is
to secure a profit or avoid a loss by reference to fluctuations in:

(1) the value or price of property of any description; or

(11) an index or other factor designated for that purpose in the
contract.

contract of insurance (1) (in relation to a specified investment) the investment, specified in

article 75 of the Regulated Activities Order (Contracts of
insurance), which is rights under a contract of insurance in (2).

(2) (in relation to a contract) (in accordance with article 3(1) of the
Regulated Activities Order (Interpretation)) any contract of
insurance which is a long-term insurance contract or a general
insurance contract, including:

(a) fidelity bonds, performance bonds, administration bonds,
bail bonds, customs bonds or similar contracts of
guarantee, where these are:

(1) effected or carried out by a person not carrying on a
banking business;

(i) not effected merely incidentally to some other
business carried on by the person effecting them; and

(111) effected in return for the payment of one or more
premiums;

(b) tontines;

(c) capital redemption contracts or pension fund management
contracts, where these are effected or carried out by a
person who:

(1) does not carry on a banking business; and

(i1) otherwise carries on the regulated activity of
effecting or carrying out contracts of insurance,

(d) contracts to pay annuities on human life;
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(e) contracts of a kind referred to in article 1(2)(e) of the
First Life Directive (Collective insurance etc); and

3} contracts of a kind referred to in article 1(3) of the First
Life Directive (Social insurance);

in this definition, "annuities on human life" does not include
superannuation allowances and annuities payable out of any fund
applicable solely to the relief and maintenance of persons engaged, or
who have been engaged, in any particular profession, trade or
employment, or of the dependants of such persons.

contractually based (in accordance with article 3(1) of the Regulated Activities Order
investment (Interpretation)):

(a) alifepolicy:
(b) an option, future or contract for differences;

(c) rights to or interests in an investment falling within (a) or (b).

contribution group  one of the groups listed in COMP 13.6.7R which are groups of
participant firms which share the costs of funding compensation from
claims arising from firms in defaultwhich carry on similar business.

control (in relation to the acquisition, increase or reduction of control of a
firm) the relationship between a person and the firm or other
undertaking of which the person is a controller.

controlled activity ~ an activity specified in Part I of Schedule 1 to the Financial Promotion
Order (Controlled activities).

controlled agreement (as defined in section 30 of the Act (Enforceability of agreements
resulting from unlawful communications)) an agreement the making or
performance of which by either party constitutes a controlled activity.

controlled function  a function, relating to the carrying on of a regulated activity by a firm,
which is specified, under section 59 of the Act (Approval for particular
arrangements), in the table of controlled functions.

controlled investment (in accordance with section 21(10) of the Act (Restrictions on financial
promotion) and article 4 of the Financial Promotion Order
(Definitions of controlled activities and controlled investments)) an
investment specified in Part II of Schedule 1 to the Financial
Promotion Order (Controlled investments).

controller (in accordance with section 422 of the Act (Controller)) (in relation to
a firm or other undertaking ("A")) a person who falls within any of the
following cases; the cases are where the person:

(a) holds 10% or more of the shares in A; or

(b) is able to exercise significant influence over the management of
A through his shareholding in A; or

(c) holds 10% or more of the shares in a parent undertaking ("P") of
A;or

(d) is able to exercise significant influence over the management of P
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through his shareholding in P; or

(e) is entitled to exercise, or control the exercise of, 10% or more of
the voting power in A; or

(f) s able to exercise significant influence over the management of
A through his voting power in A; or

(g) is entitled to exercise, or control the exercise of, 10% or more of
the voting power in P; or

(h) is able to exercise significant influence over the management of P
through his voting power in P,

in this definition:
(1) "the person" means:
(A) the person; or
(B) any of the person's associates; or
(C) the person and any of his associates;

(11) "associate", in relation to a person ("H") holding shares in
an undertaking ("C") or entitled to exercise or control the
exercise of voting power in relation to another
undertaking ("D"), means:

(A) the spouse of H;
(B) a child or stepchild of H (if under 18);

(C) the trustee of any settlement under which H has a life
interest in possession (or in Scotland a life interest);

(D) an undertaking of which H is a director;
(E) aperson who is an employee or partner of H;
(F) if H is an undertaking:

()  adirector of H;

(I)  asubsidiary undertaking of H;

(ITI)  a director or employee of such a subsidiary
undertaking; and

(G) if H has with any other person an agreement or
arrangement with respect to the acquisition, holding
or disposal or shares or other interests in C or D or
under which they undertake to act together in
exercising their voting power in relation to C or D,
that other person;

(ii1))  "settlement" includes any disposition or arrangement
under which property is held on trust (or subject to a
comparable obligation);

(iv)  "shares" means:

(A) in relation to an undertaking with a share capital,
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core investment
service

core provision

corporate finance
adviser function

corporate finance
advisory firm

corporate finance
business

allotted shares;

(B) in relation to an undertaking with capital but no share
capital, rights to share in the capital of the
undertaking;

(C) in relation to an undertaking without capital,
interests:

(I) conferring any right to share in the profits, or
liability to contribute to the losses, of the
undertaking; or

(IT) giving rise to any obligation to contribute to the
debts or expenses of the undertaking in the event
of a winding up.

(see also 50% controller.)

a service listed in section A of the Annex to the ISD, the text of which
is set out in Schedule 2 to the Regulated Activities Order (Annex to
the Investment Services Directive).

(in LLD) (as defined in section 316(3) of the Act (Direction by
Authority)) a provision of the Act mentioned in section 317 of the Act
(The core provisions) which applies to the carrying on of an insurance
market activity by a member, or the members of the Society taken
together, if the 'S4 so directs.

controlled function CF23 in the table of controlled functions,
described more fully in SUP 10.10.13R.

a firm whose permission includes a requirement that the firm must not
conduct designated investment business other than corporate finance
business.

(a) designated investment business carried on by a firm with or for:

(1) any issuer, holder or owner of designated investments, if
that business relates to the offer, issue, underwriting,
repurchase, exchange or redemption of, or the variation of
the terms of, those investments, or any related matter;

(11) any market counterparty or intermediate customer, or
other body corporate, partnership or supranational
organisation, if that business relates to the manner in
which, or the terms on which, or the persons by whom,
any business, activities or undertakings relating to it, or
any associate, are to be financed, structured, managed,
controlled, regulated or reported upon;

(iii)  any person in connection with:

(A) a proposed or actual takeover or related operation by
or on behalf of that person, or involving investments
issued by that person (being a body corporate), its
holding company, subsidiary or associate; or
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(B) a merger, de-merger, reorganisation or reconstruction
involving any investments issued by that person
(being a body corporate), its holding company,
subsidiary or associate;

(iv)  any shareholder or prospective shareholder of a body
corporate established or to be established for the purpose
of effecting a takeover or related operation, where that
business is in connection with that fakeover or related
operation;

(v) any person who, acting as a principal for his own
account:

(A) is involved in negotiations or decisions relating to the
commercial, financial or strategic intentions or
requirements of a business or prospective business;
or

(B) (provided he is acting otherwise than solely in his
capacity as an investor) assists the interests of
another person with or for whom the firm, or another
authorised person or overseas person, is undertaking
business as specified in (a)(i), (i), (iii) or (iv), by
himself undertaking all or part of any transactions
involved in such business;

(vi)  any person undertaking business with or for a person as
specified in (a)(1), (i), (iii), (iv) or (v) in respect of
activities described in those sub-paragraphs;

(b) designated investment business carried on by a firm as a principal
for its own account where such business:

(1) is in the course of, or arises out of, activities undertaken
in accordance with (a); and

(1))  does not involve transactions with or for, or advice on
investments to, any other person who is a private
customer in respect of such business;

(c) designated investment business carried on by a firm as principal
for its own account if such business:

(1) is in the course of, or arises out of:

(A) the offer, issue, underwriting, repurchase, exchange
or redemption of, or the variation of the terms of,
shares, share warrants, debentures or debenture
warrants issued by the firm, or any related matter; or

(B) aproposed or actual fakeover or related operation by
or on behalf of the firm, or involving shares, share
warrants, debentures or debenture warrants issued by
the firm; or

(C) a merger, de-merger, reorganisation or reconstruction
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corporate finance
contact

Council

counterparty

covered

CRED

credit

involving any shares, share warrants, debentures or
debenture warrants issued by the firm; and

(11) does not involve advice on investments to any person who
is a private customer;

in this definition, “share warrants” and “debenture warrants” mean any
warrants which relate to shares in the firm concerned or, as the case
may be, debentures issued by the firm.

(when a firm carries on designated investment business with or for a
person in the course of or as a result of either carrying on corporate
finance business with or for a client, or carrying on corporate finance
business for the firm's own account) that person in connection with
that designated investment business if:

(a) the firm does not behave in a way towards that person which
might reasonably be expected to lead that person to believe that
he is being treated as a client; and

(b) the firm clearly indicates to that person that it:
(1) is not acting for him; and

(i1) will not be responsible to him for providing protections
afforded to clients of the firm or be advising him on the
relevant transaction.

(in LLD) the Council constituted by section 3 of Lloyd's Act 1982.
(in LLD) (in relation to the Society, a syndicate or member):

(a) any individual; or

(b) any unincorporated body of persons; or

(c) any company which is not a member of a group; or

(d) any group of companies, excluding any companies within the
group which are subsidiary undertakings of the Society, a
syndicate or member; or

(e) any government of a State or any public bodies, local authorities
or nationalised industries of a State;

in which the Society, a syndicate or member has made investments or
against which it has rights under a contract entered into by the Society,
syndicate or member.

(in LLD) (in relation to a contract) not requiring a significant provision
to be made in respect of it.

the Credit unions sourcebook.

(1) (except in relation to a class of contract of insurance) any kind of
loan, deferment of repayment of any loan or of interest on any
loan, guarantee or indemnity, and any other kind of
accommodation or facility in the nature of credit.

(2) (inrelation to a class of contract of insurance) the class of
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credit institution

credit insurance
business

credit union

CREST

cross border services

cross-transaction

currency class share

current customer
order

custodian

contract of insurance, specified in paragraph 14 of Part I of
Schedule 1 to the Regulated Activities Order (Contracts of
general insurance), against risks of loss to the persons insured
arising from the insolvency of debtors of theirs or from the
failure (otherwise than through insolvency) of debtors of theirs to
pay their debts when due.

(as defined in article 1(1) of the BCD) an undertaking whose business
is to receive deposits or other repayable funds from the public and to
grant credits for its own account. (see also BCD credit institution.)

(in LLD) insurance business relating to credit contracts.

a body corporate registered under the Industrial and Provident
Societies Act 1965 as a credit union in accordance with the Credit
Unions Act 1979.

the computer-based system which enables securities to be held and
transferred in uncertificated form and which is operated by CRESTCo
Limited.

(1) (inrelation to a UK firm) services provided within an EEA State
other than the United Kingdom under the freedom to provide
services.

(2) (inrelation to an incoming EEA firm or an incoming Treaty firm)
services provided within the United Kingdom under the freedom
to provide services.

(a) atransaction by which a person matches, at the same price and
on the same terms, the buy and sell orders of two or more persons
for whom he is acting as agent;

(b) atransaction to which only one person is a party, by which he
purports to sell to and buy from himself.

(in relation to an /CVC) a class of share denominated in a currency
that is not the base currency of the ICVC or, if permitted by CIS
2.5.4R(1), denominated in the base currency.

(a) a customer order to be executed immediately;

(b) a customer order which is to be executed only on fulfilment of a
condition, after the condition has been fulfilled.

(a) an approved bank;
(b) an approved depositary;

(c) amember of a recognised investment exchange or designated
investment exchange;

(d) afirm whose permitted activities include safeguarding and
administering investments,

(e) aregulated clearing firm;

(f) where it is not feasible to use a custodian in (a) to (¢), and there
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custody

custody asset

custody rules

customer

customer function

customer order

customer trading
function

damage to property

date of allotment

day
deal
dealing

are reasonable grounds to show that a person outside the United
Kingdom, whose business includes the provision of custodial
services, is able to provide such services which are appropriate to
the client and in the client's best interest to use, that person.

(in relation to clients' assets) safeguarding and administering
investments.

(a) adesignated investment held for or on behalf of a client;

(b) any other asset which is or may be held with a designated
investment held for, or on behalf of, a client.

COB9.1.
(1) (exceptin COB 3) a client who is not a market counterparty.

(2) (in COB 3) a person in (1) or a person who would be such a
person if he were a client.

any of the controlled functions 21 to 27 in the table of controlled
functions.

(a) an order to a firm from a customer to execute a transaction as
agent;

(b) any other order to a firm from a customer to execute a transaction
in circumstances giving rise to duties similar to those arising on
an order to execute a transaction as agent;

(c) adecision by a firm in the exercise of discretion to execute a
transaction with or for a customer.

controlled function CF26 in the table of controlled functions,
described more fully in SUP 10.10.16R.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 9 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
loss of or damage to property (other than property to which paragraphs
3 to 7 of that Schedule (Land vehicles, Railway rolling stock, Aircraft,
Ships and Goods in transit) relate) due to hail or frost or any other
event (such as theft) other than those mentioned in paragraph 8 of that
Schedule (Fire and natural forces).

the date on which amounts of the relevant security are allotted to
subscribers or purchasers and, where there is an initial or preliminary
allotment subject to confirmation, the date of that initial or preliminary
allotment.

a period of 24 hours beginning at midnight.
a dealing transaction.

(in accordance with paragraph 2 of Schedule 2 to the Act (Regulated
activities)) buying, selling, subscribing for or underwriting investments
or offering or agreeing to do so, either as a principal or as an agent,
including, in the case of an investment which is a contract of
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dealing day

dealing in
investments as agent

dealing in
investments as
principal

dealing period

debenture

debt security

DEC

decision notice

dedicated

insurance, carrying out the contract.

(in CIS) the period in each business day (or in each other day when the
ACD or operator is open for business) during which the ACD or
operator keeps its premises or any of them open to the public or
otherwise publicly available for business of any kind.

the regulated activity, specified in article 21 of the Regulated
Activities Order (Dealing in investments as agent), which is in
summary: buying, selling, subscribing for or underwriting designated
investments as agent.

the regulated activity, specified in article 14 of the Regulated
Activities Order (Dealing in investments as principal), which is in
summary: buying, selling, subscribing for or underwriting designated
investments as principal.

(in CIS) the period between one valuation point and the next.

the investment, specified in article 77 of the Regulated Activities Order
(Instruments creating or acknowledging indebtedness), which is in
summary: any of the following which are not government and public
securities:

(a) debentures;

(b) debenture stock;

(c) loan stock;

(d) bonds;

(e) certificates of deposit;

(f) any other instrument creating or acknowledging indebtedness.
any of the following:

(a) adebenture;

(b) agovernment and public security;

(c) awarrant which confers a right in respect of an investment in (a)
or (b).

the Decision making manual.

a notice issued by the 'S4 in accordance with section 388 of the Act
(Decision notices).

(in relation to investments of an authorised fund) intended that the
holders should participate in or receive:

(a) profits or income arising from the acquisition, holding,
management or disposal of investments of the relevant
description; or

(b) sums paid out of profits or income in (a); or

(c) other benefits where expressly permitted by a provision in CIS.
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default rules

deferred acquisition
CoSts

defined benefits
pension scheme

delivery by value

deposit

Deposit Guarantee
Directive

deposit-taking firm
depositary

(1) (inrelation to a UK RIE) the default rules which it is required to
have under paragraph 10 of the Schedule to the Recognition
Requirements Regulations.

(2) (inrelation to a UK RCH) the default rules which it is required to
have under paragraph 24 of the Schedule to the Recognition
Requirements Regulations.

deferred acquisition costs as defined in the insurance accounts rules.

a pension policy or pension contract under which the only money-
purchase benefits are benefits ancillary to other benefits which are not
money-purchase benefits.

a transaction type, described as "delivery by value", used to deliver
and receive securities within CREST.

the investment, specified in article 74 and defined in articles 5(2) and
5(3) of the Regulated Activities Order, which is in summary: a sum of
money (other than one excluded by any of articles 6 to 9 of the
Regulated Activities Order) paid on terms:

(a) under which it will be repaid, with or without interest or a
premium, and either on demand or at a time or in circumstances
agreed by or on behalf of the person making the payment and the
person receiving it; and

(b) which are not referable to the provision of property (other than
currency) or services or the giving of security;

in this definition, money is paid on terms which are referable to the

provision of property or services or the giving of security if, and only

if:

(a) itis paid by way of advance or part payment under a contract for
the sale, hire or other provision of property or services, and is
repayable only in the event that the property or services is or are
not in fact sold, hired or otherwise provided; or

(b) itis paid by way of security for the performance of a contract or
by way of security in respect of loss which may result from the
non-performance of a contract; or

(c) without prejudice to (b), it is paid by way of security for the
delivery up or return of any property, whether in a particular state
of repair or otherwise.

the Council Directive of 13 May 1994 on deposit-guarantee schemes
(No 94/19/EC).

a firm which is a bank, building society or credit union.

(a) (inrelation to an /CVC) the person to whom is entrusted the
safekeeping of all of the scheme property of the ICVC and who
has been appointed for this purpose in accordance with regulation
5 (Safekeeping of scheme property by depositary) of and
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Schedule 1 (Depositaries) to the OEIC Regulations;
(b) (in relation to an AUT) the trustee;

(c) (inrelation to any other unit trust scheme) the person holding the
property of the scheme on trust for the participants;

(d) (in relation to any other collective investment scheme) any person
to whom the property subject to the scheme is entrusted for

safekeeping.
derivative a contract for differences, a future or an option.
designated client a client bank account with the following characteristics:

bank account (a) the account holds the money of one or more clients;

(b) the account includes in its title the word "designated";

(c) the clients whose money is in the account have each consented in
writing to the use of the bank with which the client money is to
be held; and

(d) 1in the event of the failure of that bank, the account is not pooled
with any other type of account unless a primary pooling event
occurs.

designated client a client bank account with the following characteristics:

fund account (a) the account holds at least part of the client money of one or more

clients, each of whom has consented to that money being held in
the same client bank accounts at the same banks (the client
money of such clients constituting a designated fund);

(b) the account includes in its title the words "designated fund"; and

(c) 1in the event of the failure of a bank with which part of a
designated fund is held, each designated client fund account held
with the failed bank will form a pool with any other designated
client fund account containing part of that same designated fund
unless a primary pooling event occurs.

designated a security or a contractually based investment, that is, any of the
investment following investments, specified in Part 111 of the Regulated Activities
Order (Specified Investments):

(a) life policy (subset of article 75 (Contracts of insurance));
(b) share (article 76);

(c) debenture (article 77);

(d) government and public security (article 78);

(e) warrant (article 79);

(f) certificate representing certain securities (article 80);
(g) unit (article 81);

(h) stakeholder pension scheme (article 82);

(1) option (article 83); for the purposes of the permission regime, this
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@

(k)

is sub-divided into:

(1) option (excluding a commodity option and an option on a
commodity future);

(1))  commodity option and option on a commodity future,

future (article 84); for the purposes of the permission regime, this
is sub-divided into:

(1) future (excluding a commodity future and a rolling spot
forex contract),

(11) commodity future,
(ii1))  rolling spot forex contract,

contract for differences (article 85); for the purposes of the
permission regime, this is sub-divided into:

(1) contract for differences (excluding a spread bet and a
rolling spot forex contract),

(11) spread bet;

(ii1))  rolling spot forex contract,

(1) rights to or interests in investments in (a) to (k) (article 89).
designated any of the following activities, specified in Part I of the Regulated
investment business  Activities Order (Specified Activities), which is carried on by way of

business:

(a) dealing in investments as principal (article 14), but disregarding

the exclusion in article 15 (Absence of holding out etc);

(b) dealing in investments as agent (article 21);

(c) arranging (bringing about) deals in investments (article 25(1)),

but only in relation to designated investments;

(d) making arrangements with a view to transactions in investments

(article 25(2)), but only in relation to designated investments;
() managing investments (article 37);
(f) safeguarding and administering investments (article 40); for the
purposes of the permission regime, this is sub-divided into:
(1) safeguarding and administration of assets (without
arranging),
(11) arranging safeguarding and administration of assets,

(g) sending dematerialised instructions (article 45(1));

(h) causing dematerialised instructions to be sent (article 45(2));

(1) establishing, operating or winding up a collective investment

scheme (article 51(1)(a)); for the purposes of the permission
regime, this is sub-divided into:

(1) establishing, operating or winding up a regulated
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collective investment scheme;

(i)  establishing, operating or winding up an unregulated
collective investment scheme;

() acting as trustee of an authorised unit trust scheme (article
S51(1)(b));

(k) acting as the depositary or sole director of an open-ended
investment company (article 51(1)(c));

(1) establishing, operating or winding up a stakeholder pension
scheme (article 52);

(m) advising on investments (article 53); for the purposes of the
permission regime, this is sub-divided into:

(1) advising on investments (except pension transfers and
pension opt-outs);

(i1) advising on pension transfers and pension opt-outs;

(n) agreeing to carry on a regulated activity in (a) to (h) and (m)
(article 64).

designated (except in /PRU) any of the following investment exchanges:
investment exchange American Stock Exchange

Australian Stock Exchange

Bolsa Mexicana de Valores

Bourse de Montreal Inc

Chicago Board of Trade

Chicago Board Options Exchange

Chicago Stock Exchange

Coffee, Sugar and Cocoa Exchange, Inc
Euronext Amsterdam Commodities Market
Hong Kong Exchanges and Clearing Limited
International Securities Market Association
Johannesburg Stock Exchange

Kansas City Board of Trade

Korea Stock Exchange

MidAmerica Commodity Exchange
Minneapolis Grain Exchange

New York Cotton Exchange

New York Futures Exchange

New York Stock Exchange

New Zealand Stock Exchange
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designated non-
member

designated
professional body

designated State or
territory

DGD
DGD claim

dilution

Osaka Securities Exchange

Pacific Exchange

Philadelphia Stock Exchange

Singapore Exchange

South African Futures Exchange

Tokyo International Financial Futures Exchange
Tokyo Stock Exchange

Toronto Stock Exchange

(in REC) (in relation to a UK RIE) a person in respect of whom action
may be taken under the default rules of the RIE but who is not a
member of the RIE.

a professional body designated by the Treasury under section 326 of
the Act (Designation of professional bodies) for the purposes of Part
XX of the Act (Provision of Financial Services by Members of the
Professions); as at 21 June 2001 the following professional bodies
have been designated in the Financial Services and Markets Act 2000
(Designated Professional Bodies) Order 2001 (S12001/1226):

(a) The Law Society (England and Wales);

(b) The Law Society of Scotland;

(c) The Law Society of Northern Ireland;

(d) The Institute of Chartered Accountants in England and Wales;
(e) The Institute of Chartered Accountants of Scotland;

(f) The Institute of Chartered Accountants in Ireland;

(g) The Association of Chartered Certified Accountants;

(h) The Institute of Actuaries.

any EEA State (other than the United Kingdom), Australia, Canada,
Hong Kong, New Zealand, Singapore, South Africa, Switzerland or
the USA.

Deposit Guarantee Directive.

a claim, in relation to a protected deposit, against a BCD credit
institution, whether established in the United Kingdom or in another
EEA State.

(in CIS) the amount of dealing costs incurred, or expected to be
incurred, by an /CVC or for the account of a single-priced AUT to the
extent that these costs may reasonably be expected to result, or have
resulted, from the acquisition or disposal of investments by the ICVC
or for the account of the single-priced AUT as a consequence (whether
or not immediate) of the increase or decrease in the cash resources of
the /ICVC or single-priced AUT resulting from the issue or cancellation
of units over a period;
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for the purposes of this definition, dealing costs include both the costs
of dealing in an investment, professional fees incurred, or expected to
be incurred, in relation to the acquisition or disposal of approved
immovables and, where there is a spread between the buying and
selling prices of the investment, the indirect cost resulting from the
differences between those prices.

dilution levy a charge of such amount or at such rate as is determined by an ACD of
an ICVC or a manager of a single-priced AUT to be made for the
purpose of reducing the effect of dilution.

Diploma Directives  the First and Second Diploma Directives, that is:

(a) the Council Directive of 21 December 1988 on a general system
for the recognition of higher-education diplomas, awarded on
completion of professional education and training of at least three
years' duration (No 89/48/EEC);

(b) the Council Directive of 18 June 1992 on a second general
system for the recognition of professional education and training
to supplement Directive 89/48/EEC (No 92/51/EEC).

direct offer financial a non-real time financial promotion which:

romotion .
p (a) contains:

(1) an offer by the firm to enter into a controlled agreement
with anyone who responds to the financial promotion; or

(11) an invitation to anyone who responds to the financial
promotion to make an offer to the firm to enter into a
controlled agreement; and

(b) specifies the manner of response or includes a form in which any
response is to be made (for example by providing a tear-oft slip).

directive friendly a friendly society other than a non-directive friendly society.
society
director (1) (except in CIS) (in relation to any of the following (whether

constituted in the United Kingdom or under the law of a country
or territory outside it)):

(a) an unincorporated association;

(b) a body corporate;

(©) (in SYSC and SUP 10 (Approved persons)) a partnership;
(d) (in SYSC and SUP 10 (Approved persons)) a sole trader;

any person appointed to direct its affairs, including a person who
is a member of its governing body and (in accordance with
section 417(1) of the Act):

(1) a person occupying in relation to it the position of a
director (by whatever name called); and

(i)  aperson in accordance with whose directions or
instructions (not being advice given in a professional
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director function

director of
unincorporated
association function

Disciplinary
Tribunal

disclosable
information

discounting

DISP

distribution account

document

document evidencing
title

dual-priced AUT
ECA Regulations

EEA

EEA authorisation

EFEA bank
EEA firm

capacity) the directors of that body are accustomed to act.

(2) (in CIS) a director of an /CVC, including (in accordance with
regulation 2(1) of the OFEIC Regulations) a person occupying in
relation to the /CVC the position of director, by whatever name
called.

controlled function CF1 in the table of controlled functions, described
more fully in SUP 10.6.4R.

controlled function CF5 in the table of controlled functions, described
more fully in SUP 10.6.24R.

(in LLD) a Tribunal appointed under Schedule 2 to Lloyd's
Disciplinary Committees Byelaw (No 31 of 1996).

any information which has to be disclosed in the market in accordance
with any legal or regulatory requirement.

(in LLD) discounting or deductions to take account of investment
income as set out in paragraph 48 of the insurance accounts rules.

Dispute resolution: the Complaints sourcebook.

(in CIS) the account to which the income property of an authorised
fund must be transferred as at the end of each annual accounting
period under CIS 9.2.3R (Annual allocation of income).

any piece of recorded information, including (in accordance with
section 417(1) of the Act (Interpretation)) information recorded in any
form; in relation to information recorded otherwise than in legible
form, references to its production include references to producing a
copy of the information in legible form.

any means of evidencing title whether in documentary form or
otherwise.

an AUT that is not a single-priced AUT.

the Open-Ended Investment Companies (Investment Companies with
Variable Capital) Regulations 1996 (SI 1996/2827).

the European Economic Area.
(see also EEA State.)

(in accordance with paragraph 6 of Schedule 3 to the Act (EEA
Passport Rights)) authorisation granted to an EEA firm by its Home
State regulator for the purpose of the relevant Single Market
Directive).

an incoming EEA firm which is a BCD credit institution.

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

(a) an investment firm (as defined in article 1(2) of the Investment
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EEA investment
business oversight
function

EEA regulator

EEA right

EEA State

Services Directive) which is authorised (within the meaning of
article 3) by its Home State regulator;

(b) a credit institution which is authorised (within the meaning of
article 1) by its Home State regulator;

(c) afinancial institution (as defined in article 1 of the Banking
Consolidation Directive) which is a subsidiary of the kind
mentioned in article 19 and which fulfils the conditions in articles
18 and 19;

(d) an undertaking pursuing the activity of direct insurance (within
the meaning of article 1 of the First Life Directive or of the First
Non-Life Directive) which has received authorisation under
article 6 from its Home State regulator.

controlled function CF9 in the table of controlled functions, described
more fully in SUP 10.7.6R.

a competent authority for the purposes of any of the Single Market
Directives.

(in accordance with paragraph 7 of Schedule 3 to the Act (EEA
Passport Rights)) the entitlement of a person to establish a branch or
provide services in an EEA State other than that in which he has his
head office:

(a) 1in accordance with the Treaty as applied in the European
Economic Area; and

(b) subject to the conditions of the relevant Single Market Directive.

(in accordance with paragraph 8 of Schedule 3 to the Act (EEA
Passport Rights)) a State which is a contracting party to the agreement
on the European Economic Area signed at Oporto on 2 May 1992, as it
has effect for the time being; as at 21 June 2001, the following are the
EEA States: Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Iceland, Ireland, Italy, Liechtenstein, Luxembourg, the
Netherlands, Norway, Portugal, Spain, Sweden and the United
Kingdom.

effecting contracts of the regulated activity, specified in article 10(1) of the Regulated

insurance

EIS
EIS fund

Activities Order (Effecting and carrying out contracts of insurance), of
effecting a contract of insurance as principal.

Enterprise Investment Scheme.

an arrangement, specified in paragraph 2 of the Schedule to the
Financial Services and Markets Act 2000 (Collective Investment
Schemes) Order 2001 (SI12001/1062), which is in summary: an
arrangement in relation to EIS shares that would have been a
collective investment scheme if the scheme arrangements had not
provided that:

(a) the operator will, so far as practicable, make investments which,
subject to each participant's individual circumstances, qualify for
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relief under Chapter III of Part VII of the Income and
Corporation Taxes Act 1988; and

(b) the minimum subscription to the arrangements by each
participant must be not less than £2,000.

EIS managed a managed portfolio which is, or is to be, invested wholly or mainly in

portfolio EIS shares.

EIS manager (a) (inrelation to an EIS managed portfolio) the investment
manager;

(b) (in relation to an EIS fund) the manager of the fund.
EIS particulars a document containing particulars of an Enterprise Investment Scheme.

EIS share a share in respect of which the beneficial owner may, subject to his
individual circumstances, be qualified, or has been qualified, for relief
under Chapter III of Part VII of the Income and Corporation Taxes Act
1988.

EIS subscription any money which is subscribed:

(a) 1in the case of an EIS managed portfolio, by the client of the EIS
manager whose portfolio it is;

(b) in the case of an EIS fund, by the participants in the EIS.

eligible (in CIS) (in relation to a securities market or a derivatives market) a
market that satisfies the requirements of CIS 5.3.3R (Eligible markets
requirements).

eligible claimant a person who is eligible to bring a claim for compensation under
COMP 4.2.1R.

eligible complainant a person eligible to have a complaint considered under the Financial
Ombudsman Service, as defined in DISP 2.4 (Who can refer a
complaint to the Financial Ombudsman Service).

eligible institution  (in CIS)
(a) a BCD credit institution authorised by its Home State regulator;
(b) an ISD investment firm authorised by its Home State regulator.

eligible investment  an investment trust that satisfies the requirements of CIS 5.10.4R
trust (Feeder fund investing in a single eligible investment trust).

employee (1) (for all purposes except those in (2))
an individual:

(a) who is employed or appointed by a person in connection
with that person's business, whether under a contract of
service or for services or otherwise; or

(b) whose services, under an arrangement between that
person and a third party, are placed at the disposal and
under the control of that person;

but excluding an appointed representative of that person.
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endowment
assurance

ENF

engage in investment
activity

entering as provider
into a funeral plan
contract

Enterprise
Investment Scheme

Enterprise Zone

Property Unit Trust

equity stake

establishing,

(2) (for the purposes of:
(a) COB 7.13 (Personal account dealing);
(b) SUP 12 (Appointed representatives); and
(c) 7C)
an individual:
(1) within (1); or
(i1) who is:

(A) an appointed representative of the person
referred to in (1); or

(B) employed or appointed by an appointed
representative of that person, whether under
a contract of service or for services or
otherwise, in connection with the business of
the appointed representative for which that
person has accepted responsibility.

a life policy which pays a sum of money on the survival of the life
assured to a specific date or on his earlier death.

the Enforcement manual.

(as defined in section 21(8) of the Act) (Restrictions on financial
promotion)):

(a) enter or offer to enter into an agreement the making or
performance of which by either party constitutes a controlled
activity; or

(b) exercise any rights conferred by a controlled investment to
acquire, dispose of, underwrite or convert a controlled
investment.

the regulated activity, specified in article 59 of the Regulated
Activities Order (Funeral plan contracts) which comes into force on 1
January 2002, of entering as provider into a funeral plan contract.

an arrangement which is an EIS managed portfolio or an EIS fund.

an unregulated collective investment scheme of which the underlying
assets are industrial and commercial buildings in an Enterprise Zone in
accordance with section 749(2) of the Finance Act 1980.

(in relation to a company) any kind of equity stake in that company,
including shares in it (including non-voting and non-equity shares,
debt securities that are convertible or exchangable into such shares, a
call option on such shares or an in-the-money put option on such
shares, but excluding a contract for differences or other investment
that provides merely an economic exposure to movement in the price
of the company's shares).

the regulated activity, specified in article 51(1)(a) of the Regulated
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operating or winding Activities Order (Establishing etc a collective investment scheme), of

up a collective
investment scheme

establishing,
operating or winding
up a regulated
collective investment
scheme

establishing,

establishing, operating or winding up a collective investment scheme.

establishing, operating or winding up a collective investment scheme
if the scheme is a regulated collective investment scheme.

the regulated activity, specified in article 52 of the Regulated

operating or winding Activities Order (Establishing etc a stakeholder pension scheme), of

up a stakeholder
pension scheme

establishing,
operating or winding
up an unregulated

collective investment
scheme

establishment
conditions

establishment costs

European Economic
Area

evidential provision

establishing, operating or winding up a stakeholder pension scheme.

establishing, operating or winding up a collective investment scheme
if the scheme is an unregulated collective investment scheme.

(in relation to the establishment of a branch in the United Kingdom)
the conditions specified in paragraph 13 of Schedule 3 to the Act (EEA
Passport Rights), which are that:

(a) the FSA4 has received notice ("a consent notice") from the EEA
firm's Home State regulator that it has given the EEA firm
consent to establish a branch in the United Kingdom;

(b) the consent notice:

(1) is given in accordance with the relevant Single Market
Directive;

(i1) identifies the activities to which consent relates; and
(i11))  includes the other information prescribed in the Financial

Services and Markets Act 2000 (EEA Passport Rights)
Regulations 2001 (S12001/1376); and

(c) the EEA firm has been informed of the applicable provisions or
two months have elapsed beginning with the date when the FS4
received the consent notice.

(in DISP) the costs of establishing the Financial Ombudsman Service.

the area established by the agreement on the European Economic Area
signed at Oporto on 2 May 1992 and which consists of the EEA States.

a rule, contravention of which does not give rise to any of the
consequences provided for by other provisions of the Act; and which
provides, in accordance with section 149(2) of the Act, that:

(a) contravention may be relied on as tending to establish
contravention of such other rule as may be specified; or

(b) compliance may be relied on as tending to establish compliance
with such other rule as may be specified; or
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ex-section 43 firm

ex-section 43 lead
regulated firm

excluded material

execute
execution-only

transaction

executive procedures

exempt activity

exempt person

exempt professional

firm

exempt regulated

(c) both (a) and (b).

a firm that was a listed institution, as defined in section 43 of the
Financial Services Act 1986, immediately before commencement.

an ex-section 43 firm for which the F:S4 (in its capacity as the
regulatory body under section 43 of the Financial Services Act 1986)
was lead regulator for financial supervision purposes, and that was
subject to the section 43 capital requirements, immediately before
commencement.

(in relation to access to F'SA material) (as defined in section 394(7) of
the Act (Access to Authority material)) material which:

(a) has been intercepted in obedience to a warrant issued under any
enactment relating to the interception of communications; or

(b) indicates that such a warrant has been issued or that material has
been intercepted in obedience to such a warrant; or

(c) 1is aprotected item.

(in relation to a transaction) carry into effect or perform the
transaction, whether as principal or as agent, including instructing
another person to execute the transaction.

a transaction executed by a firm upon the specific instructions of a
client where the firm does not give advice on investments relating to
the merits of the transaction.

the procedures relating to the giving of warning notices, decision
notices and supervisory notices that the F'S4 proposes to follow in the
circumstances specified in DEC 4.1.6G (Decisions to be taken by
executive procedures), and that are described in DEC 4.3 (Executive
procedures for statutory notice decisions and statutory notice
associated decisions).

(in relation to a recognised body) any regulated activity in respect of
which the body is exempt from the general prohibition as a result of
section 285(2) or (3) of the Act (Exemption for recognised investment
exchanges and clearing houses).

(as defined in section 417(1) of the Act (Definitions)) (in relation to a
regulated activity) a person who is exempt from the general
prohibition in respect of that activity as a result of:

(a) the Exemption Order; or
(b) Dbeing an appointed representative; or

(c) section 285(2) or (3) of the Act (Exemption for recognised
investment exchanges and clearing houses).

a person to whom, under section 327 of the Act, the general
prohibition does not apply; guidance is given in PROF 2.2 (Exempt
regulated activities).

(as defined in section 325(2) of the Act (Authority's general duty)) a
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activity

Exemption Order

exposure

extraordinary
resolution

EZPUT

facilities

failure

fee

feeder fund

field representative

final notice

final response

finance function

regulated activity which may, as a result of Part XX of the Act
(Provision of Financial Services by Members of the Professions), be
carried on by members of a profession which is supervised and
regulated by a designated professional body without breaching the
general prohibition.

the Financial Services and Markets Act 2000 (Exemption) Order 2001
(S12001/1201).

(in relation to a firm) the maximum loss which the firm might suffer if:

(a) acounterparty or a group of connected counterparties fail to meet
their obligations; or

(b) itrealises assets or off-balance sheet positions.

(in CIS) a resolution passed by a majority of not less than three-
quarters of the votes validly cast (whether on a show of hands or on a
poll) for and against the resolution at a general meeting or (as the case
may be) class meeting of holders, of which notice specifying the
intention to propose the resolution as an extraordinary resolution has
been duly given.

Enterprise Zone Property Unit Trust.

(in relation to a recognised body) the facilities and services which it
provides in the course of carrying on exempt activities.

(in COB 9) the appointment of a liquidator, receiver or administrator,
or trustee in bankruptcy, or any equivalent procedure in any relevant
jurisdiction.

any payment offered or made by a client to a firm in connection with
designated investment business or with any other business of the firm,
including (where applicable) any mark-up or mark-down.

an AUT that is a relevant pension scheme and dedicated to units in a
single regulated collective investment scheme or to shares or
debentures of a single eligible investment trust.

an appointed representative of the firm, or an employee of the firm (or
of its appointed representative), whose normal fixed place of business
is not a business address of the firm which appears on the firm's
stationery.

a notice given by the 'S4 under section 390 of the Act (Final notices).
a response from a firm to a complainant which:

(a) accepts the complaint, and where appropriate, offers redress; or
(b) offers redress without accepting the complaint; or

(c) rejects the complaint giving reasons for doing so, and contains
information about the right to refer the complaint to the Financial
Ombudsman Service.

controlled function CF13 in the table of controlled functions,
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Financial Action
Task Force

financial adviser

financial crime

Financial
Ombudsman Service

Financial
Ombudsman Service
Limited

financial promotion

Financial Promotion
Order

financial promotion
rules

Financial Services
and Markets
Tribunal

Financial Services
Compensation

described more fully in SUP 10.8.1R.

the inter-governmental body responsible for developing and promoting
policies, both nationally and internationally, to combat money
laundering.

an individual appointed by an independent intermediary or by its
appointed representative to provide any or all of the following
services:

(a) giving advice on investments to clients;

(b) arranging (bringing about) deals in investments or executing
transactions involving, in each case, designated investments with
or for clients;

(¢) managing investments;

(d) receiving or holding client money or other clients' assets;

(e) safeguarding and administering investments.

(in accordance with section 6(3) of the Acf) any kind of criminal
conduct relating to money or to financial services or markets,
including any offence involving:

(a) fraud or dishonesty; or

(b) misconduct in, or misuse of information relating to, a financial
market; or

(¢) handling the proceeds of crime;

in this definition, "offence" includes an act or omission which would
be an offence if it had taken place in the United Kingdom.

the scheme provided under Part XVI of the Act (The Ombudsman
Scheme) under which certain disputes may be resolved quickly and
with minimum formality by an independent person.

the body corporate established by the FS4 under paragraph 2(1) of
Schedule 17 to the Act (The Scheme Operator) to administer the
Financial Ombudsman Service.

(in accordance with section 21(1) of the Act (Restrictions on financial
promotion)) an invitation or inducement to engage in investment
activity.

the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2001 (SI2001/1335).

COB 3.

the Tribunal established under section 132 of the Act (The Financial
Services and Markets Tribunal) and run by the Lord Chancellor's
Department.

the body corporate established by the FiS4 under section 212 of the
Act (The scheme manager) to administer the compensation scheme.
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Scheme Limited

financial system

financial year

fire and natural
forces

First Life Directive

First Non-Life
Directive

FIT

flat rate benefits
business friendly
society

former member

former underwriting
member

forward price

(as defined in section 3 of the Act (Market confidence)) the financial
system operating in the United Kingdom including:

(a)
(b)
(c)
(1)
2)
(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 8 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
loss of or damage to property (other than property to which paragraphs
3 to 7 of Part I of Schedule 1 to the Regulated Activities Order (Land
vehicles; railway rolling stock; aircraft; ships; goods in transit) relate)

due to fire, explosion, storm, natural forces other than storm, nuclear
energy or land subsidence.

financial markets and exchanges;

regulated activities; and

other activities connected with financial markets and exchanges.
(in DISP) the 12 months ending with 31 March.

(in LLD) a calendar year.

an authorised person, but not a professional firm unless it is an
authorised professional firm.

(see also GEN 2.2.18R for the position of an authorised partnership or
unincorporated association which is dissolved.)

the Council Directive of 5 March 1979 on the coordination of laws,
regulations and administrative provisions relating to the taking up and
pursuit of the business of direct life assurance (No 79/267/EEC).

the Council Directive of 24 July 1973 on the coordination of laws,
regulations and administrative provisions relating to the taking up and
pursuit of the business of direct insurance other than life insurance (No
73/239/EEC).

the part of the Handbook in High Level Standards which has the title
the Fit and Proper test for Approved Persons.

a friendly society whose insurance business is restricted to the
provision of benefits which vary according to the resources available
and in which the contributions of members are determined on a flat
rate basis.

(in LLD) a person who has ceased to be a member, whether by
resignation or otherwise, in accordance with Lloyd's Act 1982 and any
byelaw made under it.

(as defined in section 324(1) of the Act (Interpretation of Part XIX:
Lloyd's)) a person ceasing to be an underwriting member on, or at any
time after, 24 December 1996.

(in relation to units) a price calculated by reference to the valuation
point next following the authorised fund manager's agreement to sell
or, as the case may be, to redeem the units in question.
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FOS Ltd

free-standing
additional voluntary
contribution

friendly society
front end loaded

FSA
FSA Register

FS4VC
FSCS
fund of funds scheme

funds at Lloyd's

funeral plan contract

Financial Ombudsman Service Limited.

an additional voluntary contribution to a private pension policy or
pension contract separate from but associated with an occupational
pension scheme which is an approved arrangement under section
591(2)(h) of the Income and Corporation Taxes Act 1988.

an incorporated friendly society or a registered friendly society.

(in relation to an investment) one where deductions for charges and
expenses are loaded disproportionately on the early years.

the Financial Services Authority.

the public record, as required by section 347 of the Act (The public
record), of every:

(a) authorised person,;

(b) AUT;

(c) ICVC;

(d) recognised scheme;

(e) recognised investment exchange;

(f) recognised clearing house;

(g) individual to whom a prohibition order relates;
(h) approved person; and

(1) person within such other class (if any) as the /'S4 may determine;
except as provided by any transitional provisions.
free-standing additional voluntary contribution.
Financial Services Compensation Scheme Limited.

an authorised fund dedicated to units in a number of regulated
collective investment schemes or sub-funds of one or more regulated
collective investment schemes (or both).

assets of members held by the Society, not being part of their premium
trust funds, available to meet the liabilities arising from their
insurance business at Lloyd's.

the investment, specified in articles 59(2), 60 and 87 of the Regulated
Activities Order which come into force on 1 January 2002, which is in
summary: rights under a contract under which:

(a) aperson ("the customer") makes one or more payments to
another person ("the provider"); and

(b) the provider undertakes to provide, or secure that another person
provides, a funeral in the United Kingdom for the customer (or
some other person who is living at the date when the contract is
entered into) on his death;

unless, at the time of entering into the contract, the customer and the
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future

future benefit

futures and options
scheme

geared futures and
options scheme

geared securities
scheme

GEN

general client bank
account

general insurance
business

general insurance
business assets

general insurance
business liabilities

general insurance
business syndicate

general insurance
contract

provider intend or expect the funeral to occur within one month;but
excluding certain contracts under which sums paid will be applied
towards a contract of insurance or will be held on trust.

the investment, specified in article 84 of the Regulated Activities Order
(Futures), which is in summary: rights under a contract for the sale of
a commodity or property of any other description under which
delivery is to be made at a future date and at a price agreed on when
the contract is made.

(in COMP) any benefit, provided by a long-term insurance contract
under which a company in liquidation owes obligations, which has not
fallen due to be paid before the beginning of the liquidation.

an authorised fund dedicated to derivatives (where most or all of the
transactions in derivatives are fully covered by cash, securities or
derivatives), with or without transferable securities.

an authorised fund dedicated to derivatives (where most or all of the
extent of the investment is limited by the amount of property available
to put up as initial outlay), whether with or without transferable
securities.

a regulated collective investment scheme where the policies which the
operator adopts or proposes to adopt mean that, as a result of
investment in warrants, movements in prices of units are likely to be
amplified significantly.

the part of the Handbook in High Level Standards which has the title
General provisions.

a client bank account that holds client money of one or more clients
and which is not:

(a) adesignated client bank account; or
(b) adesignated client fund account.

the business of effecting or carrying out general insurance contracts.

(in LLD) assets of a member that are:
(a) in a premium trust fund for general insurance business; or
(b) funds at Lloyd's that are not long-term insurance business assets.

liabilities of a member that are not to be left out of account under LLD
12.5.4R, and are not long-term insurance business liabilities.

a syndicate in which members at Lloyd's carry on general insurance
business.

(in accordance with article 3(1) of the Regulated Activities Order
(Interpretation: general)) any contract of insurance within Part I of
Schedule 1 to the Regulated Activities Order (Contracts of general
insurance), namely:
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(a) accident (paragraph 1);

(b) sickness (paragraph 2);

(¢c) land vehicles (paragraph 3);

(d) railway rolling stock (paragraph 4);
(e) aircraft (paragraph 5);

(f) ships (paragraph 6);

(g) goods in transit (paragraph 7);

(h) fire and natural forces (paragraph 8);
(1) damage to property (paragraph 9);

(j) motor vehicle liability (paragraph 10);
(k) aircraft liability (paragraph 11);

(1)  liability of ships (paragraph 12);

(m) general liability (paragraph 13);

(n) credit (paragraph 14);

(o) suretyship (paragraph 15);

(p) miscellaneous financial loss (paragraph 16);
(q) legal expenses (paragraph 17);

(r) assistance (paragraph 18).

general levy (in DISP) the annual fee raised from a firm under the rules to fund a
part agreed between the Financial Ombudsman Service and the FiSA of
the Financial Ombudsman Service's annual budget.

general liability (in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 13 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
risks of the persons insured incurring liabilities to third parties, the
risks in question not being risks to which paragraph 10 (Motor vehicle
liability), 11 (Aircraft liability) or 12 (Liability of ships) of that
Schedule relates.

general prohibition  the prohibition imposed by section 19 of the Act (The general
prohibition) which states that no person may carry on a regulated
activity in the United Kingdom, or purport to do so, unless he is:

(a) an authorised person; or

(b) an exempt person.

general a person resident in the United Kingdom who is authorised to act

representative generally, and to accept service of any document, on behalf of the
firm.

global account the accounts produced under LLD 15.10 (The Lloyd's global account).

Glossary the Glossary giving the meanings of the defined expressions used in
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the Handbook.

goods in transit (in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 7 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
loss of or damage to merchandise, baggage and all other goods in
transit, irrespective of the form of transport.

governing body the board of directors, committee of management or other governing
body of a firm or recognised body, including, in relation to a sole
trader, the sole trader.

governing function  any of the controlled functions 1 to 7 in the table of controlled

functions.
government and the investment, specified in article 78 of the Regulated Activities Order
public security (Government and public securities), which is in summary: a loan

stock, bond or other instrument creating or acknowledging
indebtedness, issued by or on behalf of:

(a) the government of the United Kingdom, or

(b) the Scottish Administration; or

(c) the Executive Committee of the Northern Ireland Assembly; or
(d) the National Assembly of Wales; or

(e) the government of any country or territory outside the United
Kingdom; or

(f) alocal authority in the United Kingdom or elsewhere; or

(g) abody the members of which comprise:

(1) States including the United Kingdom or another EEA
State; or

(11) bodies whose members comprise States including the
United Kingdom or another EEA State;

but excluding:

(A) the instruments specified in article 77(2)(a) to (d) of
the Regulated Activities Order;

(B) any instrument creating or acknowledging
indebtedness in respect of:

(I) money received by the Director of Savings as
deposits or otherwise in connection with the
business of the National Savings Bank; or

(IT) money raised under the National Loans Act 1968
under the auspices of the Director of Savings or
treated as so raised under section 11(3) of the
National Debt Act 1972.

gross accumulation  (in CIS) a share in respect of which income is credited periodically to
share capital under CIS 9.2.4R (Annual allocation to accumulation shares or
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accumulation units) or CIS 9.2.6R (Interim allocations of income) but,
in accordance with relevant law, without deduction by the /CVC of
any income tax.

group (as defined in section 421 of the Act (Group)) (in relation to a person
("A")) A and any person who is:

(a) a parent undertaking of A;

(b) asubsidiary undertaking of A;

(c) asubsidiary undertaking of a parent undertaking of A;
(d) a parent undertaking of a subsidiary undertaking of A;

(e) an undertaking in which A or an undertaking in (a) to (d) has a
participating interest;

(f) if A or an undertaking in (a) or (d) is a building society, an
associated undertaking of that building society;

(g) if A or an undertaking in (a) or (d) is an incorporated friendly
society, a body corporate of which that friendly society has joint
control (as defined in section 13(9)(c) or (cc) of the Friendly
Societies Act 1992);

in this definition:

(1) "participating interest" has the same meaning as in Part VII of the
Companies Act 1985 or Part VIII of the Companies (Northern
Ireland) Order 1986; but also includes an interest held by an
individual which would be a participating interest for the
purposes of those provisions if he were an undertaking;

(i) "associated undertaking" has the meaning given in section 119(1)
of the Building Societies Act 1986.

(see also immediate group.)

group ISA an individual savings account of which the plan manager is the
authorised fund manager, or in the same group as the authorised fund
manager, of the authorised fund by reference to units in which the
plan register is being, or is proposed to be, maintained.

group personal (as defined in regulation 2 of the Personal Equity Plan Regulations
equity plan 1989) a general plan:

(a) of which the plan manager is the authorised fund manager, or in
the same group as the authorised fund manager, of the
authorised fund by reference to units in which the plan register is
being, or is proposed to be, maintained; and

(b) for the account of which there is no holding of units in a
collective investment scheme other than a holding of units in one
or more authorised funds managed by (or, in the case of an
ICVC, whose ACD is) the plan manager or a body corporate in
the same group as the plan manager.

group personal a personal pension scheme which is available to employees of the
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pension scheme
group plan

group savings plan

guarantee fund

guidance

habitual residence

half-yearly
accounting period
Handbook

higher volatility fund

historic price

same employer or of employers within a group.
a group personal equity plan, a group ISA or a group savings plan.
a savings plan:

(a) of which the plan manager is the authorised fund manager, or in
the same group as the authorised fund manager, of the
authorised fund by reference to units in which the plan register is
being, or is proposed to be, maintained;

(b) under which investments are periodically acquired and held by a
nominee for the absolute benefit of the respective subscribers to
the savings plan; and

(¢) under which all the investments are units in one or more
authorised funds managed by (or, in the case of an /CVC, whose
ACD is) the plan manager, or a body corporate in the same
group as the plan manager.

(in relation to an insurer) an amount equal to the greater of one third
of the required margin of solvency and the minimum guarantee fund,
as set out in /PRU(INS) 2.9R.

guidance given by the /'S4 under the Act.

(a) ifthe policyholder is an individual, the address given by the
policyholder as his residence if it reasonably appears to be a
residential address and there is no evidence to the contrary;

(b) if'the policyholder is not an individual or a group of individuals,
the State in which the policyholder has its place of establishment,
or, if it has more than one, its relevant place of establishment;

(c) inrespect of the variation of a /ife policy, or the purchase of a
pension annuity related to a life policy, unless there is evidence to
the contrary, the habitual residence of the policyholder at the date
on which the policyholder signed the proposal for the /ife policy.

(in CIS) a period determined in accordance with CIS 9.2.1R(6)
(Accounting period).

the F:SA's Handbook of rules and guidance (for a table of contents, see
the Reader's Guide).

a regulated collective investment scheme which is:

(a) a geared futures and options scheme, a geared securities scheme
or a warrant scheme;

(b) afund of funds scheme of which one or more of the schemes to
which it is dedicated falls within (a); or

(¢c) an umbrella scheme, a sub-fund of which, if it were a separate
fund, would fall within (a).

a price calculated by reference to the valuation point immediately
preceding the authorised fund manager's agreement to sell or, as the
case may be, to redeem the units in question.
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holder

holding company

Holloway sickness
policy
Home State

Home State
authorisation

(a) (inrelation to a unit in an authorised fund):
(1) the shareholder; or
(11) the unitholder;
(b) (in relation to a unit in any other collective investment scheme):

(1) the person who is entered in the register of the scheme as
the holder of that unit; or

(11) the bearer of a bearer certificate representing that unit.

(as defined in section 736(1) of the Companies Act 1985

("subsidiary", "holding company" and "wholly-owned subsidiary"))
(in relation to another body corporate ("S")) a body corporate which:

(a) holds a majority of the voting rights in S; or

(b) is a member of S and has the right to appoint or remove a
majority of its board of directors; or

(c) is amember of S and controls alone, under an agreement with
other shareholders and members, a majority of the voting rights
in S.

a policy offered or effected by a friendly society under the Holloway
system.

(1) (in relation to a credit institution) the EEA State in which the
credit institution has been authorised in accordance with the
Banking Consolidation Directive.

(2) (inrelation to an investment firm):

(a) if the investment firm is a natural person, the EEA State in
which his head office is situated;

(b) if the investment firm is a legal person, the EEA State in
which its registered office is situated or, if under its
national law it has no registered office, the EEA State in
which its head office is situated.

(3) (inrelation to an insurance undertaking with an EEA right) the
EEA State in which the registered office of the insurance
undertaking 1s situated.

(4) (inrelation to a market) the EEA State in which the registered
office of the body which provides trading facilities is situated or,
if under its national law it has no registered office, the EEA State
in which that body’s head office is situated.

(5) (inrelation to a Treaty firm) the EEA State in which its head
office is situated, in accordance with paragraph 1 of Schedule 4
to the Act (Treaty Rights).

(as defined in paragraph 3(1)(a) of Schedule 4 to the Act (Treaty
Rights)) authorisation of a firm under the law of its Home State to
carry on a regulated activity.
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Home State regulator (1) (in relation to an EEA firm) (as defined in paragraph 9 of

home territory

Host State

Host State regulator

ICD
ICD claim

cre

identification
evidence

immediate group

Schedule 3 to the Act (EEA Passport Rights)) the competent
authority (under the relevant Single Market Directive) of an EEA
State (other than the United Kingdom) in relation to the EEA firm
concerned.

(2) (inrelation to a UK firm) the F'SA.

(3) (inrelation to a Treaty firm) (as defined in paragraph 1 of
Schedule 4 to the Act (Treaty Rights)) the competent authority of
the firm's Home State for the purpose of its Home State
authorisation.

(in relation to an overseas investment exchange or an overseas
clearing house) the country or territory in which its head office is
situated.

the EEA State in which an EEA firm, a UK firm, or a Treaty firm is
exercising an EEA right or Treaty right to establish a branch or
provide cross border services.

(1) (inrelation to an EEA firm or a Treaty firm exercising an EEA
right or Treaty right in the United Kingdom) the FSA.

(2) (inrelation to a UK firm) (as defined in paragraph 11 of Schedule
3 to the Act (EEA Passport Rights)) the competent authority
(under the relevant Single Market Directive) of an EEA State
(other than the United Kingdom) in relation to a UK firm's
exercise of EEA rights there.

Investor Compensation Directive.
a claim:

(a) against an ISD investment firm (including a credit institution
which is an ISD investment firm), whether established in the
United Kingdom or in another EEA State; and

(b) in relation to any of the investment services listed in Section A
and paragraph 1 of Section C of the Annex to the ISD.

investment company with variable capital.

evidence of the type referred to in ML 3.1.3R(1).

(in relation to an authorised person) (as defined in section 148(11) of
the Act (Modification or waiver of rules)) :

(a) the authorised person;
(b) a parent undertaking of the authorised person;
(c) asubsidiary undertaking of the authorised person;

(d) asubsidiary undertaking of a parent undertaking of the
authorised person,

(e) aparent undertaking of a subsidiary undertaking of the
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IMRO
in default

income account

income equalisation

income property

income share

income unit

income withdrawals

incoming EEA firm

incoming firm

incoming Treaty firm

incorporated friendly
society

independent advice

authorised person.
the Investment Management Regulatory Organisation Limited.

the status of being in default following a determination made under
COMP 6.3.1R.

(in CIS) an account relating to the income property of an authorised
fund.

(in relation to a scheme) a capital sum which, in accordance with a
power contained in the instrument constituting the scheme, is included
in an allocation of income for a unit issued or sold during the
accounting period in respect of which that income allocation is made.

all sums considered by an /CVC or by a manager, in each case after
consultation with the auditor, to be in the nature of income received or
receivable for the account of and in respect of the property of an
authorised fund, but excluding any amount for the time being standing
to the credit of the distribution account.

a share in respect of which income is allocated periodically to
shareholders under CIS 9.2.3R (Annual allocation of income) or CIS
9.2.6R (Interim allocations of income).

a unit in an AUT which is not an accumulation unit.

(a) income withdrawals under section 630 of the Income and
Corporation Taxes Act 1988; or

(b) payments made under interim arrangements in accordance with
section 28 A of the Pension Schemes Act 1993;

in respect of an election to make income withdrawals, a reference to a
private customer, an investor or a policyholder includes, after that
person's death, his surviving spouse, or anyone who is, at that time, his
dependant, or both.

(in accordance with section 193(1)(a) of the Act (Interpretation of this
Part)) an EEA firm which is exercising, or has exercised, its right to
carry on a regulated activity in the United Kingdom in accordance
with Schedule 3 to the Act (EEA Passport Rights).

(in accordance with section 193(1) of the Act (Interpretation of this
Part)) an incoming EEA firm or an incoming Treaty firm.

(in accordance with section 193(1)(b) of the Act (Interpretation of this
Part)) a Treaty firm which is exercising, or has exercised, its right to
carry on a regulated activity in the United Kingdom in accordance
with Schedule 4 to the Act (Treaty rights).

a society incorporated under the Friendly Societies Act 1992.

advice on investments, other than in the form of a direct offer financial
promotion, given to a customer by an independent intermediary in
relation to packaged products.
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independent
intermediary

individual member

individual pension
contract

individual savings
account

industrial and
provident society
industrial assurance
policy

industry block

initial margin

initial offer

initial outlay

a firm acting as an intermediary, but excluding:

(a) afirm which is a member of a marketing group;

(b) aproduct provider which sells its own packaged products.
(in LLD) a member, or former member, who is a natural person.

a pension policy or pension contract under which contributions are
paid to:

(a) apersonal pension scheme; or

(b) aretirement benefits scheme, approved under section 591(2)(g)
of the Income and Corporation Taxes Act 1988, for the provision
of relevant benefits by means of an annuity contract made with
an insurance company of the employee's choice.

an account which is a scheme of investment satisfying the conditions
prescribed in the IS4 Regulations.

a society registered or deemed to be registered under the Industrial and
Provident Societies Act 1965 or the Industrial and Provident Societies
Act (Northern Ireland) 1969.

a policy of industrial assurance, as defined in the Industrial Assurance
Act 1923.

(in DISP) a grouping of firms by common business activity for the
purposes of calculating the general levy.

(1) (in CIS) cash or other property deposited in accordance with the
rules of a derivatives market.

(2) (in COB) the amount which under the rules of the relevant
exchange or clearing house the firm or an intermediate broker
would be required to deposit in cash as a fidelity deposit in
respect of all the client's open positions in margined transactions
at that time, irrespective of any unrealised profit or loss on such
positions, on the assumption that those transactions were the only
transactions undertaken under the rules of that exchange or that
clearing house by the firm or the intermediate broker at that time.

(3) (in LLD) (in relation to a derivative contract or quasi-derivative
contract) assets which, before or at the time the contract is
entered into, are transferred subject to a condition that the assets
(or where the assets transferred are securities, equivalent
securities) will be returned on completion of that contract.

(in CIS) an offer for sale of units in an authorised fund or in a sub-fund
(otherwise than in accordance with arrangements of the type described
in CIS 5.15.8R(3)(b)(ii1) or (¢) (Guarantees and indemnities)), where
all or part of the consideration paid for the account of the authorised
fund for the units is to be used to acquire the initial scheme property of
the authorised fund or the initial scheme property attributable to the
sub-fund.

(in relation to an authorised fund) the amount which the authorised
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initial price

injunction

insider dealing

insolvency order

insolvent

instrument
constituting the
scheme

fund is required to provide in order to obtain rights under a transaction
in derivatives, excluding any payment or transfer on exercise of rights.

(in CIS):

(a) (inrelation to a share of an ICVC or a unit in a single-priced
AUT) the price to be paid for a unit of any class during the period
of the initial offer under CIS 4.2.4R(1) (Issue of units: initial
offer);

(b) (in relation to a unit in a dual-priced AUT) such amount as may
be agreed by the trustee and manager as being the maximum
amount, inclusive of the manager's preliminary charge, if any,
which may be paid to the manager for units on an initial offer.

a court order made by the High Court that prohibits a person from
doing or continuing to do a certain act or requires a person to carry out
a certain act.

the activity described in section 52 of the Criminal Justice Act 1993,
which is in summary:

(a) the offence of which an individual is guilty if he has information
as an insider and:

(1) in the circumstances described in (b), he deals in
securities that are price-affected securities in relation to
the information;

(11) (A) he encourages another person to deal in securities
that are (whether or not that other knows it) price-
affected securities in relation to the information,
knowing or having reasonable cause to believe that
the dealing would take place in the circumstances
mentioned in (b); or

(B) he discloses the information, otherwise than in the
proper performance of the functions of his
employment, office or profession, to another person;

(b) the circumstances referred to in (a) are that the acquisition or
disposal in question occurs on a regulated market (identified in an
Order made by the Treasury), or that the person dealing relies on a
professional intermediary or is himself acting as a professional
intermediary.

an administration order, compulsory winding up order, bankruptcy
order, or sequestration order.

(in ML) insolvent under regulation 13 of the Money Laundering
Regulations.

(a) (inrelation to an /CVC) the instrument of incorporation;
(b) (in relation to an AUT) the trust deed;

(c) (inrelation to a collective investment scheme other than an
authorised fund) any instrument to which the operator is a party
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instrument of
incorporation

insurance accounts
rules

insurance business

insurance component

Insurance Directives

insurance market
direction

insurance
undertaking

insurer

inter-professional
business

setting out any arrangements with any other person relating to
any aspect of the operation or management of the scheme.

the instrument of incorporation of an /CVC (as from time to time
amended) initially provided to the FS4 in accordance with regulation
14(1)(c) of the OEIC regulations.

Schedule 9A to the Companies Act 1985 (Form and content of
accounts of insurance companies) and Schedule 9A to the Companies
Act (Northern Ireland) Order 1986.

the business of effecting or carrying out contracts of insurance.

a qualifying investment prescribed in regulation 9 of the 1S4
Regulations.

the First Life Directive, Second Life Directive and Third Life Directive
and the First Non-Life Directive, Second Non-Life Directive and Third
Non-Life Directive.

a direction made by the F.S4 under section 316(1) of the Act (Direction
by Authority).

an undertaking, whether or not an insurer, which carries on insurance
business.

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

the business of a firm:
(a) when it carries on:
(1) regulated activities; or
(i1) related ancillary activities;

to the extent that the regulated activity that the firm is carrying on
is:

(A) dealing in investments as principal; or
(B) dealing in investments as agent; or
(C) acting as an arranger; or

(D) giving transaction-specific advice or agreeing to do
SO,

but only if that activity is:
(I) in or in respect of an inter-professional investment;
(IT) undertaken with or for a market counterparty; and

(II) carried on from an establishment maintained by the
firm in the United Kingdom;

(b) but excluding the carrying on of the following activities:
(1) the approval by a firm of a financial promotion,;

(11) activities carried on between operators, or between
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inter-professional
investment

inter-syndicate
reinsurance

interdict

interested party

operators and depositaries, of the same collective
investment scheme (when acting in that capacity);

(i11))  corporate finance business;

(iv)  safeguarding and administering investments and agreeing
to carry on that regulated activity.

any of the following investments specified in Part III of the Regulated
Activities Order (Specified investments):

(a) share (article 76);

(b) debenture (article 77);

(c) government and public security (article 78);

(d) warrant (article 79);

(e) certificate representing certain securities (article 80);

(f) option (article 83); for the purposes of the permission regime, this
is sub-divided into:

(1) option (excluding a commodity option and an option on a
commodity future);
(11) commodity option and option on a commodity future;

(g) future (article 84); for the purposes of the permission regime, this
is sub-divided into:

(1) Sfuture (excluding a commodity future and a rolling spot
forex contract);

(i1) commodity future;
(i11))  rolling spot forex contract;

(h) contract for differences (article 85); for the purposes of the
permission regime, this is sub-divided into:

(1) contract for differences (excluding a spread bet and a
rolling spot forex contract);

(i1) spread bet;
(i11))  rolling spot forex contract;
(1) rights to or interests in investments in (a) to (h) (article 89).

reinsurance between one syndicate year and another, not being
reinsurance to close.

a Scottish court order made by the Court of Session that prohibits a
person from doing or continuing to do a certain act or requires a
person to carry out a certain act.

(in relation to an application made under section 60 of the Act
(Applications for approval)):

(a) the firm making the application;

(b) the person in respect of whom the application is being made
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("A"); and

(c) the person by whom A's services are to be retained, if not the
firm making the application.

interim accounting  (in CIS) a period within an annual accounting period in respect of

period which an allocation of income is to be made.
interim income any date specified in the prospectus of an authorised fund as the date
allocation date on or before which an allocation of income will be made.

intermediaries offer (for the purposes of the Code of Market Conduct (MAR 1)) a
marketing of securities not yet in issue, by means of an offer by, or on
behalf of, the issuer to intermediaries for them to allocate to their own
clients.

intermediary (in LLD) a person who in the course of any business or profession
invites other persons to make offers or proposals or to take other steps
with a view to entering into contracts of insurance, but not a person
who publishes such invitations only on behalf of, or to the order of,
some other person.

intermediate broker (in relation to a transaction in a contingent liability investment) any
person acting in the capacity of an intermediary through whom the
firm undertakes that transaction.

intermediate (1) (exceptin COB 3) a client who 1s not a market counterparty and
customer who is:
(a) a local authority or public authority;

(b) a body corporate whose shares have been listed or
admitted to trading on any EEA exchange;

(c) a body corporate whose shares have been listed or
admitted to trading on the primary board of any /OSCO
member country official exchange;

(d) a body corporate (including a limited liability
partnership) which has (or any of whose holding
companies or subsidiaries has) (or has had at any time
during the previous two years) called up share capital or
net assets of at least £5 million (or its equivalent in any
other currency at the relevant time);

(e) a special purpose vehicle;

€3] a partnership or unincorporated association which has (or
has had at any time during the previous two years) net
assets of at least £5 million (or its equivalent in any other
currency at the relevant time) and calculated in the case of
a limited partnership without deducting loans owing to
any of the partners;

(2) a trustee of a trust (other than an occupational pension
scheme, SSAS or stakeholder pension scheme) which has
(or has had at any time during the previous two years)
assets of at least £10 million (or its equivalent in any
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other currency at the relevant time) calculated by
aggregating the value of the cash and designated
investments forming part of the trust's assets, but before
deducting its liabilities;

(h) a trustee of an occupational pension scheme, SSAS or
stakeholder pension scheme where the trust has (or has
had at any time during the previous two years):

(1) atleast 50 members; and

(i1) assets under management of at least £10 million (or
its equivalent in any other currency at the relevant
time);

(1) another firm, or an overseas financial services institution,
when, in relation to designated investment business, or
related ancillary activities, conducted with or for that firm
or institution, that firm or institution is an intermediate
customer in accordance with COB 4.1.7R (Classification
of another firm or an overseas financial services
institution);

) an unregulated collective investment scheme;

(k) a client when he is classified as an intermediate customer
in accordance with COB 4.1.9R (Expert private customer
classified as intermediate customer);

but excluding:
(1)  aregulated collective investment scheme; and

(1)  aclient who would otherwise be an intermediate
customer, when he is classified in accordance with:

(A) COB 4.1.12R (Large intermediate customer
classified as market counterparty); or

(B) (except for the purposes of DISP) COB 4.1.14R
(Client classified as private customer).

(2) (in COB 3) a person in (1) or a person who would be such a
person if he were a client.

internal audit controlled function CF15 in the table of controlled functions,
function described more fully in SUP 10.8.6R.
internal controls the whole system of controls, financial or otherwise, established by the

management of a firm in order to:

(a) carry on the business of the firm in an orderly and efficient
manner;

(b) ensure adherence to management policies;

(c) safeguard the assets of the firm and other assets for which the
firm is responsible; and

(d) secure as far as possible the completeness and accuracy of the
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firm's records (including those necessary to ensure continuous
compliance with the requirements or standards under the
regulatory system relating to the adequacy of the firm's financial
resources).

introducer an individual appointed by a provider firm or by an appointed
representative of such a firm, to carry out in the course of designated
investment business either or both of the following activities:

(a) effecting introductions;
(b) distributing non-real time financial promotions.

introducer appointed an appointed representative appointed by a provider firm whose scope
representative of appointment is limited to:

(a) effecting introductions; and
(b) distributing non-real time financial promotions.

introducing broker  a firm which introduces transactions relating to designated investments
arranged (brought about) for its clients to a clearing firm.

introductory period (in MAR 2 (Price stabilising rules)) (in relation to stabilising action)
the period starting at the time of the first public announcement from
which it could reasonably be deduced that the offer was intended to
take place in some form and at some time, and ending with the
beginning of the stabilising period.

investment (in accordance with sections 22(4) (The classes of activity and
categories of investments) and 397(13) (Miscellaneous offences) of
the Acf) any investment, including any asset, right or interest.

investment adviser  (in relation to an authorised fund) a person who is retained by an
ICVC, its directors or its ACD or by a manager of an AUT under a
commercial arrangement which is not a contract of service:

(a) to supply any of them with advice in relation to the authorised
fund as to the merits of investment opportunities or information
relevant to the making of judgments about the merits of
investment opportunities; or

(b) to exercise for any of them any function concerning the
management of the scheme property.

investment adviser  controlled function CF22 in the table of controlled functions,
(trainee) function described more fully in SUP 10.10.11R.

investment adviser  controlled function CF21 in the table of controlled functions,

function described more fully in SUP 10.10.7R.
investment any agreement the making or performance of which by either party
agreement constitutes a regulated activity, but disregarding the exclusions in Part

IT of the Regulated Activities Order.

investment company a body incorporated under the OEIC Regulations.
with variable capital

investment firm any legal person the regular occupation or business of which is the
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provision of core investment services for third parties on a professional
basis, as defined in article 1(2) of the ISD, and (in relation to a person
with his or its head office in an EEA State) a person, who is not a legal
person, included as an investment firm by his or its Home State.

(see also ISD investment firm.)

investment a firm whose permitted activities include designated investment

management firm business, which is not an authorised professional firm, bank, building
society, credit union, friendly society, ICVC, insurer, media firm,
service company, incoming EEA firm (without a top-up permission),
incoming Treaty firm (without a top-up permission) or UCITS
qualifier (without a top-up permission), whose permission does not
include a requirement that it comply with JPRU(INV) 3 or 10
(Securities and futures firms) or 13 (Personal investment firms) and
which is within (a), (b) or (c):

(a) afirm:
(1) which was a member of /MRO immediately before
commencement; and
(i1) which was not, immediately before commencement,

subject to the financial supervision requirements of the
FSA (under section 43 of the Financial Services Act
1986), or PIA or SFA (under lead regulation
arrangements);

(b) afirm whose permission includes a requirement that it comply
with IPRU(INV) 5 (Investment management firms);

(c) afirm:

(1) which was given a Part IV permission on or after
commencement, or which was authorised under section 25
of the Financial Services Act 1986 immediately before
commencement and was not a member of IMRO, PIA or
the SFA; and

(11) for which the most substantial part of its gross income,
including commissions, from the regulated activities
included in its Part IV permission is derived from one or
more of the following activities (based, for a firm given a
Part IV permission after commencement, on the business
plan submitted as part of the firm's application for
permission or, for a firm authorised under section 25 of
the Financial Services Act 1986, on the firm's financial
year preceding its authorisation under the Act):

(A) managing investments other than for private
customers or where the assets managed are primarily
derivatives;,

(B) OPS activity;

(C) acting as the manager or trustee of an AUT;
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investment

(D) acting as the ACD or depositary of an ICVC;

(E) establishing, operating or winding up a collective
investment scheme (other than an AUT or ICVC);

(F) safeguarding and administering investments.

controlled function CF27 in the table of controlled functions,
management function described more fully in SUP 10.10.20R.

investment manager a person who, acting only on behalf of a client:

investment
professional

investment service

Investment Services
Directive

investment
transaction

investment trust

(a)

(b)

manages designated investments in an account or portfolio on a
discretionary basis under the terms of a discretionary
management agreement; or

manages designated investments in an account or portfolio on a
non-discretionary basis under the terms of a non-discretionary
management agreement.

(in accordance with article 19(5) of the Financial Promotion Order)
(in relation to a financial promotion):

(a)
(b)

(©)

(d)

(e)

an authorised person,

an exempt person when the financial promotion relates to a
controlled activity which is a regulated activity in relation to
which the person is exempt;

any other person:

(1) whose ordinary activities involve him in carrying on the
controlled activity to which the financial promotion
relates for the purposes of a business carried on by him;
or

(1)  who it is reasonable to expect will carry on that activity
for the purposes of a business carried on by him;

a government, a local authority (whether in the United Kingdom
or elsewhere) or an international organisation;

a person ("A") who is a director, officer or employee of a person
("B") falling within any of (a) to (d) where the financial
promotion is made to A in that capacity and where A's
responsibilities when acting in that capacity involve him in the
carrying on by B of controlled activities.

a core investment service Or non-core investment service.

the Council Directive of 10 May 1993 on investment services in the
securities field (No 93/22/EEC).

a transaction to buy, sell, subscribe for or underwrite a security or
contractually based investment.

a company listed in the United Kingdom or another EEA State which:

(2)

is approved by the Inland Revenue Commissioners under section
842 of the Income and Corporation Taxes Act 1988 (or, in the
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investment trust
savings scheme

Investor
Compensation
Directive

10SCO
IPRU

IPRU(BANK)
IPRU(BSOC)
IPRU(FSOC)
IPRU(INS)
IPRU(INYV)
154

ISA manager

ISA Regulations
ISA transfer

ISD
ISD investment firm

issue

case of a newly formed company, has declared its intention to
conduct its affairs so as to obtain such approval); or

(b) isresident in an EEA State other than the United Kingdom and
would qualify for such approval if resident and /isted in the
United Kingdom.

(a) adealing service (whether or not held within a pension contract)
dedicated to the securities of a particular investment trust, or of
investment trusts within a particular marketing group;

(b) securities to be acquired through an investment trust savings
scheme in (a).

the Council Directive of 3 March 1997 on investor compensation
schemes (No 97/9/EC).

the International Organisation of Securities Commissions.

the Interim Prudential sourcebook, comprising /PRU(BANK),
IPRU(BSOC), IPRU(FSOC), IPRU(INS) and IPRU(INV), or according
to the context one of these Interim Prudential sourcebooks.

the Interim Prudential sourcebook for banks.

the Interim Prudential sourcebook for building societies.

the Interim Prudential sourcebook for friendly societies.

the Interim Prudential sourcebook for insurers.

the Interim Prudential sourcebook for investment businesses.
an individual savings account.

a person who is approved by the Inland Revenue for the purposes of
the IS4 Regulations as an account manager.

the Individual Savings Account Regulations 1998 (SI 1998/1870).

a transaction resulting from a decision, made with or without advice
from a firm, by a customer who is an individual, to transfer the
investments (or their value) held in his existing IS4 in favour of
another /1S4 which may or may not be managed by the same /54
manager-.

Investment Services Directive.

an investment firm that has its registered office (or, if it has no
registered office, its head office) in an EEA State:

(a) excluding a person to whom the ISD does not apply under article
2(2) of the ISD; but

(b) including a BCD credit institution whose Home State
authorisation includes a core investment service.

(in relation to units)

(1) (except in ENF) the issue of new units by the trustee of an AUT
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issue price

issuer

joint enterprise

key features

key individual

kind of control

or by an ICVC;

(2) (in ENF)
(a) an issue in accordance with (1); and
(b) the sale of units.

(in relation to the issue of units of a dual-priced AUT) the price for
each unit payable by the manager to the trustee on that issue.

(except in CIS)

(1) (in relation to any security) (other than a unit in a collective
investment scheme) the person by whom it is or is to be issued;

(2) (inrelation to a unit in a collective investment scheme) the
operator of the scheme,

(3) (inrelation to an interest in a limited partnership) the
partnership;

(4) (in relation to certificates representing certain securities) the
person who issued or is to issue the security to which the
certificate or other instrument relates.

(as defined in article 3(1) of the Regulated Activities Order
(Interpretation)) an enterprise into which two or more persons ("the
participators") enter for commercial purposes related to a business or
businesses (other than the business of engaging in a regulated activity)
carried on by them; where a participator is a member of a group, each
other member of the group is also to be regarded as a participator in
the enterprise.

information about a /life policy, scheme or stakeholder pension scheme
which is required to be produced in the format specified in COB 6.1
(Packaged products and ISA disclosure) to COB 6.5 (Content of key
features and important information: life policies, schemes, cash
deposit ISAs and stakeholder pension schemes).

(in relation to a UK recognised body):
(a) its chairman or president;

(b) its chief executive;

(c) amember of its governing body;

(d) aperson who, alone or jointly with one or more others, is
responsible under the immediate authority of a person in (a), (b)
or (c) or a committee of the governing body for the conduct of
any relevant function.

(in relation to a firm) (in accordance with section 179(4) of the Act
(Acquiring control)):

(a) control arising as a result of holding shares in the firm;

(b) control arising as a result of holding shares in a parent
undertaking of the firm;
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know your business
information

land vehicles

large company

large deal

large mutual
association

large partnership

larger denomination
share

lead regulated firm

leading insurer

legal expenses

(c) control arising as a result of the entitlement to exercise or control
the exercise of voting power in the firm;

(d) control arising as a result of the entitlement to exercise or control
the exercise of voting power in a parent undertaking of the firm;

in this definition, "shares" has the meaning given in the definition of
"controller".

(in ML) information which a relevant firm has about:

(a) the financial circumstances of a client or any person on whose
behalf the client has been acting or is acting; and

(b) the features of the transactions which the relevant firm has
entered into with or for the client (or that person).

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 3 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
loss of or damage to vehicles used on land, including motor vehicles
but excluding railway rolling stock.

a body corporate which does not qualify as a small company under
section 247 of the Companies Act 1985.

(in CIS) a transaction (or series of transactions in one dealing period)
by any person to buy, sell or exchange units in an authorised fund at a
total value of £15,000 or its equivalent in the base currency of the
authorised fund, or:

(a) for the purpose of SDRT provision, such other value; or
(b) for all or any other specified purposes, such greater value;
as may be specified in the prospectus.

a mutual association or unincorporated association with net assets of
more than £1.4 million (or its equivalent in any other currency at the
relevant time).

a partnership or unincorporated association with net assets of more
than £1.4 million (or its equivalent in any other currency at the
relevant time).

any share that is not a smaller denomination share.

a firm which is the subject of the financial supervision requirements of
an overseas regulator in accordance with an agreement between the
FS4 and that regulator relating to the financial supervision of firms
whose head office is within the country of that regulator.

(in relation to a community co-insurance operation) has the same
meaning as in the Community Co-Insurance Directive.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 17 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

71 of 143 Saved: 11/07/01 11:59



liability of ships

liability subject to
compulsory
insurance

liability to a
policyholder

life and annuity

life policy

LIFFE

limitation

limited liability

risks of loss to the persons insured attributable to their incurring legal
expenses (including costs of litigation).

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 12 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
damage arising out of or in connection with the use of vessels on the
sea or on inland water, including third party risks and carrier's liability.

any liability required under any of the following enactments to be
covered by insurance or (as the case may be) by insurance or by some
other provisions for securing its discharge:

(a) section 1(4A)(d) of the Riding Establishments Act 1964 (or any
corresponding enactment for the time being in force in Northern
Ireland);

(b) section 1 of the Employers' Liability (Compulsory Insurance) Act
1969 or Article 5 of the Employers' Liability Order (Defective
Equipment and Compulsory Insurance) (Northern Ireland) Order
1972;

(c) Part VI of the Road Traffic Act 1988 or Part VIII of the Road
Traffic (Northern Ireland) Order 1981.

(in relation to a firm carrying out contracts of insurance) any liability
or obligation of that firm to, or in respect of, a policyholder, including
any liability or obligation arising:

(a) from the requirement to treat customers fairly under Principle 6,
including with respect to policyholders' reasonable expectations;
or

(b) from a determination of liability by an Ombudsman; or

(c) from any requirement to pay compensation under the regulatory
system.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph I of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance), on
human life or a contract to pay annuities on human life, but excluding
(in each case) contracts within paragraph III of Part II of that Schedule
(Linked long-term).

(in accordance with the definition of "qualifying contract of insurance"
in article 3(1) of the Regulated Activities Order) a long-term insurance
contract (which includes a pension policy) other than a reinsurance
contract and a pure protection contract.

the London International Financial Futures and Options Exchange.

a limitation incorporated in a Part IV permission under section
42(7)(a) of the Act (Giving permission) or section 45(4) of the Act
(Variation etc on the Authority's own initiative).

(a) abody corporate incorporated under the Limited Liability
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partnership

linked benefit

linked long-term

listed

listed activity
listed security

listing rules

LLD
Lloyd's actuary

Lloyd's Arbitration
Scheme

Lloyd's Members'
Ombudsman

Lloyd's policy
Lloyd's Return

Partnerships Act 2000;

(b) a body corporate incorporated under legislation having the
equivalent effect to the Limited Liability Partnerships Act 2000.

a benefit payable under a life policy or a regulated collective
investment scheme the amount of which is determined by reference to:

(a) the value of the property of any description (whether specified or
not); or

(b) fluctuations in the value of any such property; or
(¢) income from such property; or
(d) fluctuations in an index of the value of such property.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph III of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance), on
human life or contracts to pay annuities on human life where the
benefits are wholly or partly to be determined by reference to the value
of, or the income from, property of any description (whether or not
specified in the contracts) or by reference to fluctuations in, or in an
index of, the value of property of any description (whether or not so
specified).

(1) (exceptin LLD) included in an official list.
(2) (in LLD)
(a) included in an official list; or

(b) in respect of which facilities for dealing on a regulated
market have been granted.

an activity listed in Annex 1 to the Banking Consolidation Directive.
any security that is admitted to an official list.

the rules made by UKLA governing admission to /isting, the
continuing obligations of issuers, the enforcement of those obligations
and the suspension and cancellation of /isting.

the Lloyd's sourcebook.
the actuary appointed by the Society under LLD 10.9.1R.

the Lloyd's Arbitration Scheme (Members and Underwriting Agents
Arbitration Scheme) established under Lloyd's Arbitration Scheme
(Members and Underwriting Agents Scheme) Byelaw (No 15 of
1992).

the office of Ombudsman established under Lloyd's Members'
Ombudsman Scheme Byelaw (No 13 of 1987).

a contract of insurance written at Lloyd's.

the financial report that the Society is required to submit to the F:SA4
under LLD 15.2.1R.
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local a firm which is a member of a futures and options exchange and whose
permission includes a requirement that:

(a) the firm will not conduct designated investment business other
than:

(1) dealing for its own account on that futures or options
exchange; or

(11) dealing for the accounts of other members of the same
futures and options exchange; or

(i11))  making a price to other members of the same futures and
options exchange; and

(b) the performance of the firm's contracts must be guaranteed by
and must be the responsibility of one or more of the clearing
members of the same futures and options exchange.

long-term insurance the business of effecting or carrying out long-term insurance

business contracts.

long-term insurance assets of a member that are:

business assets . . . . )
(a) 1in a premium trust fund for long-term insurance business; or

(b) funds at Lloyd's that are, for the time being, identified as
available to meet long-term insurance business liabilities of the
member.

long-term insurance liabilities of a member that are attributable to his long-term insurance
business liabilities  business.

long-term insurance a syndicate in which members carry on long-term insurance business.
business syndicate

long-term insurance (in accordance with article 3(1) of the Regulated Activities Order

contract (Interpretation: general)) any contract of insurance within Part II of
Schedule 1 to the Regulated Activities Order (Contracts of long-term
insurance), namely:

(a) life and annuity (paragraph I);

(b) marriage and birth (paragraph II);

(c) linked long-term (paragraph III);

(d) permanent health (paragraph IV);

(e) tontines (paragraph V);

(f) capital redemption (paragraph VI);

(g) pension fund management (paragraph VII);
(g) collective insurance etc (paragraph VIII);
(h) social insurance (paragraph IX).

long-term insurer an insurer with permission to effect or carry out long-term insurance
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contracts.

lower required the lower required amount as defined in LLD 11.2.13R or LLD
amount 11.2.14R.
making the regulated activity, specified in article 25(2) of the Regulated

arrangements with a Activities Order (Arranging deals in investments), which is in

view to transactions summary: making arrangements with a view to a person who

in investments participates in the arrangements buying, selling, subscribing for or
underwriting any of the following investments (whether as principal or
agent):

(a) adesignated investment;
(b) the underwriting capacity of a Lloyd's syndicate;
(c) membership of a Lloyd's syndicate;

(d) rights to or interests in investments in (b) or (¢).

management (in relation to a UK recognised body) accounts showing the actual and
accounts budgeted income and expenditure of that body over any period.
manager (1) (in relation to an AUT) the firm which is the manager of the AUT

in accordance with the frust deed.

(2) (as defined in section 423(1) and (2) of the Act (Manager))
(except in relation to a unit trust scheme or a registered friendly
society):

(a) an employee who:

(1) under the immediate authority of his employer, is
responsible, either alone or jointly with one or more
other individuals, for the conduct of his employer's
business; or

(i1) under the immediate authority of his employer or of a
person who is a manager in accordance with (i)
exercises managerial functions or is responsible for
maintaining accounts or other records of his
employer;

(b) if the employer is not an individual, references in (a) to
the authority of the employer are references to the
authority:

(1) in the case of a body corporate, of the directors;
(i1) in the case of a partnership, of the partners; and

(111) in the case of an unincorporated association, of its
officers or the members of its governing body.

(3) (as defined in section 423(3) of the Act (Manager)) (in relation to
a body corporate):

(a) a person (other than an employee of the body) who is
appointed by the body to manage any part of its business,
including an employee of the body corporate (other than
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managing agent

managing
investments

managing the
underwriting
capacity of a Lloyd's
syndicate as a
managing agent at
Lloyd's

mandate rules
MAR

margin

margin of solvency

the chief executive) who under the immediate authority of
a director or chief executive of the body corporate
exercises managerial functions or is responsible for
maintaining accounts or other records of the body
corporate;

(b) for the purposes of (a) and in relation to a body corporate
whose principal place of business is within the United
Kingdom, the chief executive includes only a person who
is an employee of the body corporate in accordance with
section 417(1) of the Act (Definitions).

(as defined in article 3(1) of the Regulated Activities Order) a person
who is permitted by the Council in the conduct of his business as an
underwriting agent to perform for a member one or more of the
following functions:

(a) underwriting contracts of insurance at Lloyd's;
(b) reinsuring such contracts in whole or in part;
(¢) paying claims on such contracts.

the regulated activity, specified in article 37 of the Regulated
Activities Order (Managing investments), which is in summary:
managing assets belonging to another person in circumstances which
involve the exercise of discretion, if:

(a) the assets consist of or include any designated investment; or

(b) the arrangements for their management are such that the assets
may consist of or include such investments, and either the assets
have at any time since 29 April 1988 done so, or the
arrangements have at any time (whether before or after that date)
been held out as arrangements under which the assets would do
SO.

the regulated activity, specified in article 57 of the Regulated
Activities Order (Managing the underwriting capacity of a Lloyd's
syndicate), of managing the underwriting capacity of a Lloyd's
syndicate as a managing agent at Lloyd's.

COB9.2.
the Market conduct sourcebook.

(in CIS) cash or other property paid, transferred or deposited under the
terms of a derivative; for these purposes cash or property will be
treated as having been paid, transferred or deposited if it must be paid,
transferred or deposited in order to comply with a requirement
imposed by the market on which the contract is made or traded.

the excess of the value of an insurer's assets over the amount of its
liabilities, that value and amount being determined in accordance with
IPRU(INS) and IPRU(FSOC).

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

76 of 143 Saved: 11/07/01 11:59



margined contract  (in CIS) any contract in derivatives.

margined transaction (1) (except in COB 9.3) a transaction executed by a firm with or for a
client relating to a future, option or contract for differences (or
any right to or any interest in such an investment) under the terms
of which the client will or may be liable to provide cash or
collateral to secure performance of obligations which he may
have to perform when the transaction falls to be completed or
upon the earlier closing out of his position.

(2) (in COB9.3):
(a) atransaction within (1); or

(b) an option purchased by a client, the terms of which provide
that the maximum liability of the client in respect of the
transaction will be limited to the amount payable as premium.

mark-up or mark- (when a firm receives a customer order and takes a principal position
down in the relevant investment in order to fulfil that customer order) any
difference between:

(a) the price at which the firm takes a principal position in the
relevant investment; and

(b) the price at which the firm executes the transaction with its
customer.

market abuse (in accordance with section 118 of the Act (Market abuse)) behaviour
(whether by one person alone or by two or more persons jointly or in
concert):

(a) which occurs in relation to qualifying investments traded on a
market to which section 118 of the Act applies (see MAR 1 (Code
of market conduct));

(b) which satisfies any one or more of the conditions set out below:
and

(c) which is likely to be regarded by a regular user of that market
who is aware of the behaviour as a failure on the part of the
person or persons concerned to observe the standard of
behaviour reasonably expected of a person in his or their position
in relation to the market;

the conditions are that:

(1) the behaviour is based on information which is not generally
available to those using the market but which, if available to a
regular user of the market, would or would be likely to be
regarded by him as relevant when deciding the terms on which
transactions in investments of the kind in question should be
effected;

(11) the behaviour is likely to give a regular user of the market a false
or misleading impression as to the supply of, or demand for, or as
to the price or value of, investments of the kind in question;
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(i11) a regular user of the market would, or would be likely to, regard
the behaviour as behaviour which would, or would be likely to,
distort the market in investments of the kind in question.

market abuse regime the regime established under the provisions of Part VIII of the Act
(Penalties for market abuse).

market contract a market contract as described in section 155 of the Companies Act
1989 or article 80 of the Companies (No2) (Northern Ireland) Order
1990 which is in summary:

(a) acontract entered into by a member or designated non-member
of an RIE which is either:

(1)

(i)

a contract made on the exchange or an exchange to whose
undertaking the exchange has succeeded; or

a contract in the making of which the member or
designated on-member was subject to the rules of the
exchange or of an exchange to whose undertaking the
exchange has succeeded;

(b) acontract entered into by an R/E or RCH with one of its members
for the purpose of enabling the rights and liabilities of that
member under transactions in investments to be settled.

market counterparty (1) (exceptin COB 3) a client who is:

(a)

(b)

(c)

(d)

(e)

(®

(2

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

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

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

a State investment body, or a body charged with, or
intervening in, the management of the public debt;

another firm, or an overseas financial services institution,
except in relation to designated investment business, and
related ancillary activities, conducted with or for that firm
or institution, when that firm or institution is an
intermediate customer in accordance with COB 4.1.7R
(Classification of another firm or an overseas financial
services institution);

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

a client when he is classified as a market counterparty in
accordance with COB 4.1.12R (Large intermediate
customer classified as a market counterparty);

but excluding:

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

78 of 143 Saved: 11/07/01 11:59



(A)  acollective investment scheme; and

(B)  (except for the purposes of DISP) a client, who would
otherwise be a market counterparty, when he is classified
as a private customer in accordance with COB 4.1.14R
(Client classified as private customer).

(2) (in COB 3) a person in (1) and a person who would be such a
person if he were a client.

market maker (in relation to an investment) a person who (otherwise than in his
capacity as the operator of a regulated collective investment scheme)
holds himself out as able and willing to enter into transactions of sale
and purchase in investments of that description at prices determined by
him generally and continuously rather than in respect of each
particular transaction.

market value the market value as determined in accordance with United Kingdom
generally accepted accounting practice.

marketable (a) an investment which is traded on or under the rules of an
investment exchange;

(b) adebt instrument which may be transferred without the consent
of the issuer or any other person (including a collateralised
mortgage obligation);

(c) acommodity;

(d) awarrant, option, future or other instrument which entitles the
holder to subscribe for or acquire:

(1) an investment or commodity in (a) to (c); or
(11) any currency; or
(iii)  any combination of (i) and (ii);

(e) a contract for differences (including interest rate and currency
swaps) relating to fluctuations in:

(1) the value or price of an investment or commodity in (a) to
(d); or

(11) any currency; or

(ii1)  the rate of interest in any currency or any index of such
rates; or

(iv)  the level of any index which is derived from the prices of
an investment or commodity in (a) to (c); or

(V) any combination of (i) to (iv);

(f) warrants, options, futures or other instruments entitling the
holder to obtain the rights of those contracts in (d) or (e);

(g) aunitin a regulated collective investment scheme.

marketing (in CIS) (in relation to marketing units in a regulated collective
investment scheme in a particular country or territory):
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marketing group

marketing group
associate

marriage and birth

material interest

material outsourcing

mathematical

reserves

maxi-ISA

media firm

(a) communicating to a person in that country or territory an
invitation or inducement to become, or offer to become, a holder
in that authorised fund,

(b) giving advice on investments to, or arranging (bringing about) a
deal in an investment for a person in that country or territory to
become a holder in that authorised fund.

a group of persons who:

(a) are allied together (either formally or informally) for purposes of
marketing packaged products of the marketing group; and

(b) each of which, if it holds itself out in the United Kingdom as
marketing packaged products to private customers, does so only
as an investment manager or in relation to packaged products of
the marketing group.

a firm other than a product provider which is a member of a marketing
group.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph II of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance), to
provide a sum on marriage or on the birth of a child, being contracts
expressed to be in effect for a period of more than one year.

(in COB) (in relation to a transaction) any interest of a material nature,
other than:

(a) disclosable commission on the transaction;

(b) goods or services which can reasonably be expected to assist in
carrying on designated investment business with or for clients
and which are provided or to be provided under a soft
commission agreement.

outsourcing services of such importance that weakness, or failure, of
the services would cast serious doubt upon the firm's continuing
satisfaction of the threshold conditions or compliance with the
Principles.

(in LLD) the provision made for a member to cover liabilities
(excluding liabilities which have fallen due and liabilities arising from
deposit back arrangements) arising under or in connection with /ong-
term insurance contracts.

an ISA which includes a stocks and shares component and may also
include other qualifying investments such as:

(a) acash component,
(b) an insurance component,

as prescribed in paragraphs 7, 8 and 9 respectively of the IS4
Regulations.

a firm whose only permitted activities are advising on investments and
agreeing to carry on that regulated activity, and whose Part IV
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member

member's margin

members' adviser

members' agent

membership of a
Lloyd's syndicate

mini-ISA

permission includes requirements to the effect that the firm must
advise:

(a) only through the media; and

(b) without conveying the impression that the advice is particularly
suitable for any person, except when it is given in response to a
specific request for advice from that person;

in this definition, "media" means:
(i) newspapers, journals, magazines or other periodical publications;
(i1) services comprising regularly updated news or information;

(ii1) services consisting of the broadcast or transmission of television
or radio programmes.

(1) (exceptin PROF, ENF 18 and REC) a person admitted to
membership of the Society or any person by law entitled or
bound to administer his affairs.

(2) (in PROF and ENF 18) (as defined in section 325(2) of the Act
(Authority's general duty)) (in relation to a profession) a person
who is entitled to practise that profession and, in practising it, is
subject to the rules of the relevant designated professional body,
whether or not he is a member of that body.

(3) (in RECQ) (in relation to a recognised body) a person who is
entitled, under an arrangement or agreement between him and
that body, to use that body's facilities.

the amount determined in accordance with LLD 11.3.1R (General
insurance business) or LLD 11.3.4R (Long-term insurance business).

a firm whose permission includes advising on syndicate participation
at Lloyd's, but which is not an underwriting agent.

an underwriting agent who carries on the regulated activity of
advising on syndicate participation at Lloyd's.

the investment, specified in article 86(2) of the Regulated Activities
Order, which is a person's membership (or prospective membership)
of a Lloyd's syndicate.

an ISA which contains only one of the following qualifying
investments:

(a) astocks and shares component,
(b) acash component,
(c) an insurance component;

as prescribed in paragraph 7, 8 or 9 respectively of the IS4
Regulations.

minimum guarantee (in LLD) a minimum guarantee fund as defined in /PRU(INS) 2.9.

fund
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minimum levy

miscellaneous
financial loss

misleading
statements and
practices offence

(in DISP) the fixed minimum general levy payable by a firm.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 16 of Part I of Schedule 1 to the
Regulated Activities Order (General contracts of insurance), against
any of the following risks:

(a)

(b)

(©)

risks of loss to the persons insured attributable to interruptions of
the carrying on of business carried on by them or to reduction of
the scope of business so carried on;

risks of loss to the persons insured attributable to their incurring
unforeseen expense (other than loss such as is covered by
contracts within paragraph 18 of Part I of Schedule 1 to the
Regulated Activities Order (Assistance));

risks which do not fall within paragraphs (a) or (b) and which are
not of such a kind that contracts of insurance against them fall
within any other provision of Schedule 1 to the Regulated
Activities Order.

any of the offences described in section 397 of the Act (Misleading
statements and practices), which are in summary:

(2)

(b)

the offence of:

(1) making a statement, promise or forecast, which the
person making the statement, promise or forecast knows
to be misleading, false or deceptive in a material
particular; or

(i)  dishonestly concealing any material facts whether in
connection with a statement, promise or forecast made by
the person concealing the facts or otherwise; or

(111))  recklessly making (dishonestly or otherwise) a statement,
promise or forecast which is misleading, false or
deceptive in a material particular;

where the person makes the statement, promise or forecast or
conceals the facts for the purpose of inducing, or is reckless as to
whether it may induce, another person (whether or not that
person is the same person to whom the statement, promise or
forecast is made):

(A) to enter or offer to enter into, or to refrain from entering or
offering to enter into, a relevant agreement; or

(B) to exercise, or refrain from exercising, any rights conferred
by a relevant investment;

the offence of doing any act or engaging in any course of conduct
which creates a false or misleading impression as to the market in
or the price or value of any relevant investments where the act
was done or the course of conduct engaged in for the purpose of
creating that impression and of thereby inducing another person
to acquire, dispose of, subscribe for or underwrite those
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mixed remittance
ML

MLRO

Model Code

money

money laundering

investments or to refrain from doing so, or to exercise, or refrain
from exercising, any rights conferred by those investments;

in this definition:
"relevant agreement”" means an agreement:

(I) the entering into or performance of which by either party
constitutes an activity of a kind specified in an order made by the
Treasury or one which falls within a specified class of activity;
and

(IT) which relates to a relevant investment;

"relevant investment" means an investment of a kind specified in an
order made by the Treasury or one which falls within a class of
investment prescribed in regulations made by the Treasury.

a remittance that is part client money and part other money.
the Money Laundering sourcebook.
money laundering reporting officer.

the Model Code on directors' dealings in securities set out in the
appendix to Chapter 16 of the listing rules.

any form of money, including cheques and other payable orders.

any act which constitutes an offence under:

(a) section 93A, 93B or 93C of the Criminal Justice Act 1988 (which
relate to the handling etc of proceeds of certain criminal

conduct); in ML the definition of criminal conduct in section
93A(7) is to be read as:

"(i)  conduct which constitutes an offence to which Part VI of
that Act (Confiscation of the Proceeds of an Offence)
applies; or

(11) conduct which:
(A) would constitute such an offence if it had occurred in

England and Wales or (as the case may be) Scotland;
and

(B) contravenes the law of the country in which it
occurred"; or

(b) section 49, 50 or 51 of the Drug Trafficking Act 1994 (which
relate to the handling etc of the proceeds of drug trafficking); or

(c) section 42A or 43 of the Criminal Justice (Scotland) Act 1987
(which relate to the handling etc of proceeds of drug trafficking);
or

(d) section 11 of the Prevention of Terrorism (Temporary
Provisions) Act 1989 (which relate to financial assistance for
terrorism); or
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Money Laundering
Directive

Money Laundering
Regulations

money laundering
reporting function

money laundering
reporting officer

money-market
scheme

money-market
instrument

(e) section 14 of the Criminal Justice (International Cooperation)
Act 1990 (concealing or transferring proceeds of drug
trafficking); or

(f) article 29 or 30 of the Criminal Justice (Confiscation) (Northern
Ireland) Order 1990 (which relate to the handling etc of proceeds
of drug trafficking); or

(g) section 53 or 54 of the Northern Ireland (Emergency Provisions)
Act 1991 (which relate to the handling etc of proceeds of
terrorist-related activities); or

(h) any provision, whenever made, which has effect in Northern
Ireland and corresponds to any of the provisions mentioned in (a)

or (g); or

in any case of an act done otherwise than in England and Wales,
Scotland or, as the case may be, Northern Ireland, would constitute
such an offence under any of (b) to (h) if done in England and Wales,
Scotland or Northern Ireland.

the Council Directive of 10 June 1991 on the prevention of the use of

the financial system for the purpose of money laundering
(91/308/EEC).

the Money Laundering Regulations 1993 (SI 1993/1933) (see ML).

controlled function CF11 in the table of controlled functions,
described more fully in SUP 10.7.13R.

the individual appointed by a relevant firm in accordance with ML 7.1.

an authorised fund dedicated to:

(a) deposits; and

(b) debentures which are not transferable securities;

whether with or without securities which are transferable securities.
any of the following investments:

(a) a debenture which is issued on terms requiring repayment not
later than five years from the date of issue;

(b) any government and public security which is issued on terms
requiring repayment not later than one year or, if issued by a
local authority in the United Kingdom, five years from the date of
issue;

(¢) awarrant which entitles the holder to subscribe for an investment
within (a) or (b);

(d) a certificate representing certain securities or rights to or
interests in investments relating, in either case, to an investment
within (a) or (b);
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money-purchase
benefits

money-purchase
occupational scheme

month

motor vehicle
liability

name-passing broker

national bureau

(e) an option relating to:
(1) an instrument in (a) or (b); or

(11) currency of the United Kingdom or of any other country
or territory; or

(111))  gold or silver;
(f) afuture for the sale of:
(1) an instrument in (a) or (b); or

(i)  currency of the United Kingdom or of any other country
or territory; or

(i)  gold or silver;
(g) acontract for differences by reference to fluctuations in:

(1) the value or price of any instrument within any of (a) to
(f); or

(i)  currency of the United Kingdom or of any other country
or territory; or

(i)  the rate of interest on loans in any such currency or any
index of such rates;

(h) an option to acquire or dispose of an instrument within (e), (f) or

()

(in relation to an occupational pension scheme) benefits the rate or
amount of which are calculated by reference to a payment or payments
made by a member of the scheme.

an occupational pension scheme which provides money-purchase
benefits.

(in accordance with the Interpretation Act 1978) a calendar month.

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph 10 of Part I of Schedule 1 to the
Regulated Activities Order (Contracts of general insurance), against
damage arising out of or in connection with the use of motor vehicles
on land, including third-party risks and carrier's liability.

a person who arranges (brings about) deals between counterparties at
mutually acceptable terms and passes their names to each of them to
facilitate the conclusion of a transaction.

(in relation to an EEA State) a professional organisation which:

(a) has been constituted in that State in accordance with
Recommendation No 5 adopted on 25 January 1949 by the Road
Transport Sub-committee of the Inland Transport Committee of
the United Nations Economic Commission for Europe; and

(b) groups together insurance undertakings which in that State are
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national guarantee

fund

NCIS

near cash

net accumulation
share

net central assets

network

nominee company

authorised to conduct the business of motor vehicle liability
insurance.

(in relation to an EEA State) a body which:

(a)

(b)

has been set up or authorised in that State in accordance with
article 1(4) of Council Directive (84/5/EEC); and

provides compensation for damages to property or personal
injuries caused by unidentified vehicles for which the insurance
obligation provided for in article 1(1) of that Directive has not
been satisfied.

National Criminal Intelligence Service.

money, deposits or investments which, in each case, fall within any of
the following:

(a)

(b)

(c)

(d)
(e)

money which is deposited with an eligible institution in:
(1) a current account; or

(i1) a deposit account, if the money can be withdrawn
immediately and without payment of a penalty exceeding
seven days' interest calculated at ordinary commercial
rates;

certificates of deposit issued by an eligible institution if
immediately redeemable at the option of the holder;

government and public securities, if redeemable at the option of
the holder or bound to be redeemed within two years;

bills of exchange which are government and public securities;

deposits with a local authority of a kind which fall within
paragraph 9 of Part II of the First Schedule to the Trustee
Investments Act 1961, and equivalent deposits with any local
authority in another EEA State, if the money can be withdrawn
immediately and without payment of a penalty as described in

(a).

(in relation to an ICVC) a share in respect of which income (net of any
tax deducted or accounted for by an /CVC) is credited periodically to
capital under CIS 9.2.4R (Annual allocation to accumulation shares or
accumulation units) or CIS 9.2.6R (Interim allocations of income).

central assets less the liabilities of the Society (excluding the liabilities
of members) valued in accordance with LLD 9 to 15.

an independent intermediary:

(a)

which has five or more appointed representatives; or

(b) whose appointed representatives (being fewer than five) have,

between them, 26 or more financial advisers.

a body corporate whose business consists solely of acting as a
nominee holder of investments or other property.
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non-authorised
Voluntary
Jurisdiction
participant

non-core investment
service

non-directive
friendly society

a participant in the Voluntary Jurisdiction who is not a firm.

a service listed in section C of the Annex to the ISD, the text of which
is set out in Schedule 2 to the Regulated Activities Order (Annex to
the Investment Services Directive).

(a)

(b)

(©)

(d)

(e)

(®

a friendly society whose insurance business is restricted to the
provision of benefits which vary according to the resources
available and in which the contributions of the members are
determined on a flat-rate basis;

a friendly society whose long-term insurance business is
restricted to the provision of benefits for employed and self-
employed persons belonging to an undertaking or group of
undertakings, or a trade or group of trades, in the event of death
or survival or of discontinuance or curtailment of activity
(whether or not the commitments arising from such operations
are fully covered at all times by mathematical reserves);

a friendly society which undertakes to provide benefits solely in
the event of death where the amount of such benefits does not
exceed the average funeral costs for a single death or where the
benefits are provided in kind;

a friendly society (carrying on long-term insurance business):

(i)  whose registered rules contain provisions for calling up
additional contributions from members or reducing their
benefits or claiming assistance from other persons who
have undertaken to provide it; and

(i)  whose annual gross premium income (other than from
contracts of reinsurance) has not exceeded euro 500,000
for each of the three preceding financial years;

a friendly society (carrying on general insurance business)
whose:

(1) registered rules contain provisions for calling up
additional contributions from members or reducing their
benefits; and

(i1) gross premium income (other than from contracts of
reinsurance) for the preceding financial year did not
exceed euro 1,000,000;

a friendly society whose liabilities in respect of general insurance
contracts are fully reinsured with or guaranteed by other mutuals
(including friendly societies);

and in each case whose insurance business is limited to that described
in any of (a) to (f).

non-directive insurer a non-directive insurer as defined in /PRU(INS).
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non-discretionary
management
agreement

non-EEA bank

non-executive
director

non-executive
director function

Non-Exempt
Activities Order

Non-Life Directives

non-mainstream
regulated activity

non-market-price
transaction

non-real time
financial promotion

non-UCITS scheme

notice of
discontinuance

notice of intention

notification rule

an agreement for the non-discretionary management of investments:

(a) under which the firm agrees to conduct a regular review of the
suitability of the client's account or portfolio, based on an

assessment of the client's requirements; and

(b) that sets out the client's investment objectives, investment
strategy, and attitude to risk, the intervals at which the portfolio
will be reviewed, and the arrangements for consulting the client

about proposed investment decisions.

a bank which is a body corporate or partnership formed under the law
of any country or territory outside the EEA.

a director who has no responsibility for implementing the decisions or
the policies of the governing body of a firm.

controlled function CF2 in the table of controlled functions, described
more fully in SUP 10.6.8R.

the Financial Services and Markets Act 2000 (Professions) (Non-
Exempt Activities) Order 2001 (S12001/1227).

the First Non-Life Directive, the Second Non-Life Directive and the
Third Non-Life Directive.

a regulated activity of an authorised professional firm in relation to
which the conditions in PROF 5.2.1R are satisfied.

a transaction where:

(a)

the dealing rate or price paid by the firm or its client differs from
the prevailing market rate or price to a material extent; or

(b)

the firm or its client otherwise gives materially more or less in
value than it receives in return.

(in accordance with article 7(2) of the Financial Promotion Order) (as
more fully described in COB 3.5.5R ("Real time" and "non-real time"
financial promotions)) a financial promotion that is not a real time
financial promotion.

an authorised fund that is not a UCITS scheme.

a notice given by the FiS4 in accordance with section 389 of the Act
(Notices of discontinuance) which states that the /54 has decided not
to take the action proposed in a warning notice or the action to which a
decision notice relates.

a notice of intention to establish a branch in an EEA State given by a
UK firm under paragraph 19(2) of Part III of Schedule 3 to the Act
(Exercise of passport rights by UK firms).

(1) (in relation to a firm) a rule requiring a firm to give the FSA4
notice of, or information regarding, an event, but excluding:

(a)
(b)

a rule requiring periodic submission of a report; and

a rule in the listing rules.
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notified point

notional principal

occupational pension
scheme

OECD
OEIC

OEIC Regulations

off-exchange

offer

(2) (inrelation to a recognised body) a rule made by the FS4 under
section 293 of the Act (Notification requirements) or section 295
of the Act (Notification: overseas investment exchanges and

overseas clearing houses) requiring a recognised body to give the
FSA:

(a) notice of, and specified information regarding, specified
events relating to the body;

(b) specified information relating to the body at specified
times or in respect of specified periods; and

(c) any other information required to be given by such a rule.

a point that is within the two hours immediately following a valuation
point and is notified in accordance with CIS 4.3.9R(3) (Issue of units
to meet authorised fund manager's obligation to sell) or CIS
15.3.4R(4) (Issue of units: manager's instructions).

(a) (inrelation to a contract for differences which is an index
derivative):

(1) the current mark to market valuation of a contract for
differences which resembles a futures contract; or

(11) the exercise value of a contract for differences which
resembles an option contract;

(b) (in relation to any other contract for differences) the notional lot
size of the contract.

(as specified in article 3(1) of the Regulated Activities Order
(Interpretation)) any scheme or arrangement which is comprised in
one or more instruments or agreements and which has, or is capable of
having, effect in relation to one or more descriptions or categories of
employment so as to provide benefits, in the form of pensions or
otherwise, payable on termination of service, or on death or
retirement, to or in respect of earners with a qualifying service in an
employment of any such description or category.

Organisation for Economic Co-operation and Development.
open-ended investment company.
(see also ICVC.)

the Open-Ended Investment Companies Regulations 2001 (SI
2001/1228).

(in relation to a transaction in an investment) a transaction which is not
on-exchange.

(1) (in MAR 1 (Code of market conduct)) an offer as defined in the
Takeover Code.

(2) (in MAR 2 (Price stabilising rules)) an offer or an invitation to
make an offer and (except in MAR 2.2.3R, MAR 2.4.2R(5) and
MAR 2.8.2R(1)(c)) an issue.
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offer for cash

offeree
offeror
offer price

officer

official list

oil
oil collective

investment scheme

oil investment

oil market activity

an offer which satisfies the conditions set out in MAR 2.1.3R.
(in MAR 1) an offeree as defined in the Takeover Code.
(in MAR 1) an offeror as defined in the Takeover Code.

(1)

2)

(1)

2)

(2)

(b)

(except in MAR 2 (Price stabilising rules))

the price at which a person could purchase a unit in a dual-priced
AUT or a security.

(in MAR 2)

the specified price at which the relevant security is offered
without deducting any selling concession or commission.

(in connection with the exercise of the FiS4's power to require
information) an officer of the /'S4, a member of the F.SA's staff
or an agent of the FS4.

(otherwise) (in relation to a body corporate) (as defined in
section 400(5) of the Act (Offences by bodies corporate etc)) a
director, member of the committee of management, chief
executive, manager, secretary, or other similar officer of the

body, or a person purporting to act in that capacity or a controller
of the body.

the list maintained by the 'S4 in accordance with section 74(1)
of the Act (The official list) for the purposes of Part VI of the Act
(Official Listing);

any corresponding list maintained by a competent authority for
listing in another EEA State.

mineral oil of any description and petroleum gases, whether in liquid
or vapour form, including products and derivatives of oil.

a collective investment scheme, the property of which consists only of
property which is oil or an o0il investment or cash awaiting investment.

any of the following:

(a)
(b)
(©)
(d)

(e)
(a)
(b)

a unit in an oil collective investment scheme;
an option to acquire or dispose of an oil investment;
a future where the commodity in question is 0il;

a contract for differences where the property in question is oil or

an oil investment or the index or other factor in question is linked
to or otherwise dependent upon fluctuations in the value or price

of oil or any oil investments;

rights to and interests in anything which is an oil investment.
any regulated activity in relation to an oil investment or to oil,

establishing, operating or winding up an oil collective investment
scheme.
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oil market
participant

Ombudsman

on-exchange

one-off transaction

open

open to review

open-ended

a firm:

(a) which carries on oil market activities, which in the United
Kingdom are confined to either or both the following:

(1) the performance of management services for the
participants in an oil collective investment scheme in
which individuals do not participate, and other oil market
activities which are performed in relation to any such oil
collective investment scheme;

(11) other oil market activities which:

(A) are the executing of own-account transactions on any
recognised investment exchange or designated
investment exchange; or

(B) if they are not the executing of transactions on such
exchanges, are performed in connection with or for
persons who are not individuals; and

(b) (except in COB) whose permission includes a requirement that
the firm must not carry on any designated investment business
other than that in (a).

a person appointed to the panel of persons maintained by the FOS Ltd
to determine complaints, including the Chief Ombudsman.

(a) (inrelation to a transaction in the United Kingdom) effected by
means of the facilities of, or governed by the rules of, an RIE or a
regulated market;

(b) (in relation to any other transaction) effected by means of the
facilities of, or governed by the rules of, an exchange.

any transaction other than a transaction carried out in the course of an
established business relationship formed by a person acting in the
course of relevant financial business.

in relation to a syndicate year, one which has not been closed.

(as defined in section 391(8) of the Act (Publication)) (in relation to a
supervisory notice which does not take effect immediately or on a
specified date) the status of the matter to which the notice relates
when:

(a) the period during which any person may refer a matter to the
Tribunal is still running; or

(b) the matter has been referred to the Tribunal but has not been
dealt with; or

(c) the matter has been referred to the Tribunal and dealt with but the
period during which an appeal may be brought against the
Tribunal's decision is still running; or

(d) such an appeal has been brought but has not been determined.

(as defined in section 236 of the Act (Open-ended investment
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investment company companies)) a collective investment scheme which satisfies both the
property condition and the investment condition:

(a) the property condition is that the property belongs beneficially to,
and is managed by or on behalf of, a body corporate ("BC")
having as its purpose the investment of its funds with the aim of:

(1)
(i)

spreading investment risk; and

giving its members the benefit of the results of the
management of those funds by or on behalf of that body;

(b) the investment condition is that, in relation to BC, a reasonable
investor would, if he were to participate in the scheme:

(1)

(ii)

expect that he would be able to realise, within a period
appearing to him to be reasonable, his investment in the
scheme (represented, at any given time, by the value of
shares in, or securities of, BC held by him as a participant
in the scheme); and

be satisfied that his investment would be realised on a
basis calculated wholly or mainly by reference to the
value of property in respect of which the scheme makes
arrangements.

(see also investment company with variable capital.)

open-market option  the option to apply:

(a) the proceeds of a pension policy or pension contract; or

b) the proceeds of a money-purchase occupational scheme for a
p y-p D
particular occupational scheme member;

to purchase an annuity on the open market from a long-term insurer.

operator (1) (except in ENF):

(a)
(b)

(c)

(d)

(e)

(in relation to an AUT) the manager;

(in relation to an /CVC) that company or, if applicable,
the authorised corporate director;

(in relation to any other collective investment scheme that
1S a unit trust scheme with a separate trustee) any person
who, under the trust deed establishing the scheme, is
responsible for the management of the property held for
or within the scheme;

(in relation to any other collective investment scheme that
is an open-ended investment company) that company or, if
applicable, any person who, under the constitution or
founding arrangements of the scheme, is responsible for
the management of the property held for or within the
scheme;

(in relation to an investment trust savings scheme) any
person appointed, by those responsible for managing the
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property of the investment trust, to manage the investment
trust savings scheme.

(2) (in ENF) (in accordance with section 237(2) of the Act (Other
definitions)):

(a) (in relation to a unit trust scheme with a separate trustee)
the manager; and

(b) (in relation to an open-ended investment company) that

company.
OPS activity (a) managing investments in a case where the assets managed are:
(1) held for the purposes of an occupational pension scheme;,
or

(i1) held for the purposes of a welfare trust established by a
person who is, or has been at any time during the last 12
months, an associate of the OPS firm; or

(111))  assets of an OPS collective investment scheme;

(b) any one or more of the following activities undertaken in the
course of, or incidental to, the operation of an occupational
pension scheme, welfare trust or OPS collective investment

scheme:
(1) dealing in investments as principal,
(11) dealing in investments as agent;

(ii1))  arranging (bringing about) deals in investments;

(iv)  making arrangements with a view to transactions in
investments,

(v) safeguarding and administering investments,
(vi)  advising on investments,

(vil)  receiving or holding client money.

OPS collective a collective investment scheme the contributions to which consist
investment scheme  entirely of assets held for an occupational pension scheme.
OPS firm (a) (exceptin IPRU(INYV)) a firm which:

(1) carries on OPS activity; and

(i1) is one or more of the following:

(A) atrustee of the occupational pension scheme in
question;

(B) a company owned by the trustees of the occupational
pension scheme in question;
(C) acompany which is:

() an employer in relation to the occupational
pension scheme in question in respect of its
employees or former employees or their
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option

organisation

orc
OTC derivative

other personal
wealth

outsourcing

over the counter

overseas clearing
house

overseas financial
services institution

overseas firm

dependants; or

(IT) a company within the group which includes an
employer within (I); or

(III) an administering authority subject to the Local
Government Superannuation Regulations 1986;
or

(b) afirm which:

(1) has satisfied the requirements set out in (a) at any time
during the past 12 months; but

(i1) is no longer able to comply with those requirements
because of a change in the control or ownership of the
employer referred to in (a)(ii) during that period.

the investment, specified in article 77 of the Regulated Activities Order
(Options), which is an option to acquire or dispose of:

(a) adesignated investment (other than an option); or

(b) currency of the United Kingdom or of any other country or
territory; or

(c) palladium, platinum, gold or silver; or

(d) an option to acquire or dispose of an option specified in (a), (b)
or (¢).

a body corporate, a partnership, a trust or an unincorporated
association.

over the counter.
a derivative traded solely over the counter.

(in LLD) assets of an individual member that are neither part of his
funds at Lloyd's nor in a premium trust fund.

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

(a) amember of the firm's governing body acting in his capacity as
such; or

(b) an individual employed by a firm under a contract of service.
(in relation to a transaction in an investment) not on-exchange.

a clearing house which has neither its head office nor its registered
office in the United Kingdom.

an institution authorised in an EEA State other than the United
Kingdom by a competent authority, or in any other country or territory
by a regulatory body which is a member of /OSCO.

a firm which has its registered office (or, if it has no registered office,
its head office) outside the United Kingdom.

overseas introducing a person, who is not an authorised person:
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broker (a) who is resident outside the United Kingdom; and

(b) who introduces transactions relating to designated investments
arranged (brought about) for its clients to a clearing firm in the
United Kingdom.

overseas investment an investment exchange which has neither its head office nor its
exchange registered office in the United Kingdom.

overseas long-term  an insurance undertaking which is not an authorised person and
insurer which:

(a) has its head office in an EEA State other than the United
Kingdom, and is entitled to carry on long-term insurance
business in that EEA State; or

(b) has a branch or agency in an EEA State other than the United
Kingdom and is entitled to carry on long-term insurance business
in that EEA State; or

(c) 1s authorised to effect or carry on long-term insurance business in
the Bailiwick of Jersey, the Bailiwick of Guernsey, the Isle of
Man, the Commonwealth of Pennsylvania or the State of lowa;

for the purposes of (a) and (b), Gibraltar is to be regarded as if it were
an EEA State.

overseas person (in accordance with article 3(1) of the Regulated Activities Order
(Interpretation)) a person who:

(a) carries on any of the following regulated activities:
(1) dealing in investments as principal,
(11) dealing in investments as agent;
(111)  arranging (bringing about) deals in investments,

(iv)  making arrangements with a view to transactions in
investments,

(v) managing investments;

(vi)  safe custody and administering investments,
(vil)  sending dematerialised instructions;

(viil) causing dematerialised instructions to be sent,

(ix)  establishing, operating or winding up a collective
investment scheme;

(x) acting as trustee of an authorised unit trust scheme;

(xi)  acting as the depositary or sole director of an open-ended
investment company;

(xi1)  establishing, operating or winding up a stakeholder
pension scheme;

(xiil) advising on investments;

(xiv) agreeing to carry on those regulated activities,
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disregarding the exclusion in article 72 of the Regulated
Activities Order (Overseas persons); but

(b) does not carry on any such activities, or offer to do so, from a
permanent place of business maintained by him in the United
Kingdom.

overseas recognised an ROIE or ROCH.
body

overseas regulator  (as defined in section 195(3) of the Act (Exercise of power in support
of overseas regulator)) an authority in a country or territory outside
the United Kingdom:

(a) which is a Home State regulator; or
(b) which exercises any of the following functions:

(1) a function corresponding to any function of the F.S4 under
the Act;

(11) a function corresponding to any function exercised by the
FS4 in its capacity as competent authority in relation to
the listing of securities;

(i)  a function corresponding to any function exercised by the
Secretary of State under the Companies Act 1985;

(iv)  a function in connection with the investigation of conduct
of the kind prohibited by Part V of the Criminal Justice
Act 1993 (Insider Dealing), or with the enforcement of
rules (whether or not having the force of law) relating to
such conduct;

(v) a function prescribed by regulations made for the
purposes of section 195(4) of the Act (Exercise of powers)
which, in the opinion of the Treasury, relates to
companies or financial services.

own account order  an order which relates to an own account transaction.

own account a transaction executed by the firm for its own benefit or for the benefit
transaction of its associate.
own funds own funds as described in articles 34 to 39 of the Banking

Consolidation Directive.

own-initiative power the FSA's power under section 45 of the Act (Variation etc on the
Authority's own initiative) to vary or cancel a Part IV permission
otherwise than on the application of a firm.

packaged product  (a) alife policy;
(b) aunitin a regulated collective investment scheme;
(c) an interest in an investment trust savings scheme,
(d) astakeholder pension scheme;

whether or not (in the case of (a), (b) or (c)) held within a PEP or an
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IS4.

parent undertaking  (in accordance with section 420 of the Act (Parent and subsidiary
undertaking) and section 258 of the Companies Act 1985 (Parent and
subsidiary undertakings)):

(a) (inrelation to whether an undertaking, other than an
incorporated friendly society, is a parent undertaking) an
undertaking which has the following relationship to another
undertaking ("S"):

(1) it holds a majority of the voting rights in S; or

(i1) it is a member of S and has the right to appoint or remove
a majority of its board of directors; or

(ii1) it has the right to exercise a dominant influence over S
through:

(A) provisions contained in S's memorandum or articles;
or

(B) a control contract;

(iv)  itis a member of S and controls alone, under an
agreement with other shareholders or members, a
majority of the voting rights in S; or

(v) it has a participating interest (as defined in section 260 of
the Companies Act 1985) (Participating interests) in S;
and

(A) actually exercises a dominant influence over S; or
(B) itand S are managed on a unified basis; or
(vi)  itis a parent undertaking of a parent undertaking of S; or

(vii)  (except in REC and LLD) he is an individual and would
be a parent undertaking if he were an undertaking; or

(viii) (except in REC and LLD) it is incorporated in or formed
under the law of another EEA State and is a parent
undertaking within the meaning of any rule of law in that
State for purposes connected with implementation of the
Seventh Company Law Directive;

in relation to (i) and (iv), the undertaking will be treated as a
member of S if any of its subsidiary undertakings is a member of
S, or if any shares in S are held by a person acting on behalf of
the undertaking or any of its subsidiary undertakings;

the provisions of Schedule 10A to the Companies Act 1985
(Parent and subsidiary undertakings: supplementary provisions)
explain the expressions used in and supplement paragraphs (i) to
(vi);

(b) (in relation to whether an incorporated friendly society is a
parent undertaking) an incorporated friendly society which has
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Part XX exemption

Part 30 exemption
order

Part IV permission

participant

participant firm

the following relationship to a body corporate ("S"):
(1) it holds a majority of the voting rights in S; or

(11) it is a member of S and has the right to appoint or remove
a majority of S's board of directors; or

(i11))  1itis a member of S and controls alone, under an
agreement with other shareholders or members, a
majority of the voting rights in S; or

(iv) it is the parent undertaking of a body corporate which has
the relationship in (i), (i1) or (iii) to S.

the exemption from the general prohibition conferred on an exempt
professional firm by section 327 of the Act (Exemption from the
general prohibition).

an order under regulation 30.10 of the General Regulations under the
US Commodity Exchange Act, issued by the Commodity Futures
Trading Commission on 15 May 1989, granting a person exemption
from the registration requirement contained in Part 30 of those General
Regulations.

(as defined in section 40(4) of the Act (Application for permission)) a
permission given by the FS4 under Part IV of the Act (Permission to
carry on regulated activities), or having effect as if so given.

(in accordance with section 235(2) of the Act (Collective investment
schemes)) a person who participates in a collective investment scheme.

a firm other than:

(a) anincoming EEA firm which is a BCD credit institution or ISD
investment firm and whose permission is confined to cross
border services;

(b) an incoming EEA firm without top-up cover which is:

(1) a BCD credit institution whose permission to carry on
regulated activities from a UK branch is confined to
accepting deposits; or

(i)  an ISD investment firm (including a credit institution
which is an ISD investment firm) whose permission to
carry on regulated activities from a UK branch is
confined to passported activities,

(c) aservice company;

(d) the Society, in respect of activities included in its permission
under section 315(2) of the Act (The Society: authorisation and
permission);

(e) amember, in respect of effecting or carrying out Lloyd's policies;

(f) an underwriting agent, or members' adviser, in respect of
advising on syndicate participation at Lloyd's or managing the
underwriting capacity of a Lloyd's syndicate as a managing
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agent at Lloyd's;

(g) an authorised professional firm that is subject to the rules of the
Law Society (England and Wales) or the Law Society of
Scotland;

(h) an ICVC;
(1) a UCITS qualifier.

participating security a participating security as defined in regulation 3 of the Uncertificated

partner

partner function

partnership

passported activity

penny share

pension annuity

pension buy-out
contract

pension contract

Securities Regulations 1995 (SI 1995/3272), which enable title to
participating securities to be evidenced otherwise than by a certificate
and transferred otherwise than by a written instrument.

(in relation to a firm which is a partnership) any person appointed to
direct its affairs, including:

(a) aperson occupying the position of a partner (by whatever name
called); and

(b) aperson in accordance with whose directions or instructions (not
being advice given in a professional capacity) the partners are
accustomed to act.

controlled function CF4 in the table of controlled functions, described
more fully in SUP 10.6.17R.

(in accordance with section 417(1) of the Act (Definitions)) any
partnership, including a partnership constituted under the law of a
country or territory outside the United Kingdom, but not including a
limited liability partnership.

an activity carried on by an EEA firm, or by a UK firm, under an EEA
right.

a readily realisable security in relation to which the bid-offer spread is
10 per cent or more of the offer price, but not:

(a) agovernment and public security; or

(b) ashare in a company quoted on The Financial Times Stock
Exchange 100 Index; or

(c) asecurity issued by a company which, at the time that the firm
deals or recommends to the client to deal in the investment, has a
market capitalisation of £100 million or more (or its equivalent in
any other currency at the relevant time).

an investment purchased with the sums derived from the vesting
(partial or full) of a pension policy or pension contract, for the
purposes of securing the beneficiary’s entitlement to immediate or
future benefits.

an annuity contract which complies with paragraph (g) of section
591(2) of the Income and Corporation Taxes Act 1988.

a contract under which rights to benefits are obtained by the making of
contributions to an occupational pension scheme or to a personal
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pension fund
management

pension fund
management
contract

pension opt-out

pension policy

pension scheme

pension transfer

pension scheme, where the contributions are paid to a regulated
collective investment scheme.

(in relation to a class of contract of insurance) the class of contract of
insurance specified in paragraph VII of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance) namely:

(a) pension fund management contracts; and

(b) pension fund management contracts which are combined with
contracts of insurance covering either conservation of capital or
payment of a minimum interest;

where effected or carried out by a person who does not carry on a
banking business, and otherwise carries on insurance business.

(as defined in article 3(1) of the Regulated Activities Order
(Interpretation)) a contract to manage the investments of pension funds
(other than funds solely for the benefit of the officers or employees of
the person effecting or carrying out the contract and their dependants
or, in the case of a company, partly for the benefit of officers and
employees of its subsidiary or holding company or a subsidiary of its
holding company and their dependants;

in this definition "subsidiary" and "holding company" mean either
subsidiary and holding company, or subsidiary and holding company
defined in accordance with article 4 of the Companies (Northern
Ireland) Order 1986 (SI 1986) No 1032 (NI 6)) as amended by article
62 of the Companies (No 2) (Northern Ireland) Order 1990 (SI 1990
No 1504 (NI 10)).

a transaction resulting from a decision made, with or without advice
from a firm, by a customer who is an individual, to:

(a) optout of an occupational pension scheme of which he is a
current member; or

(b) decline to become a member of an occupational pension scheme
which he is eligible to join or which he will become eligible to
join at the end of a waiting period;

in favour of a stakeholder pension scheme or a personal pension
scheme (including a self-invested personal pension scheme).

a contract under which a right to benefits results from contributions
made to an occupational pension scheme or to a personal pension
scheme, where the contributions are paid to a long-term insurer.

a scheme under which a right to benefits results from contributions
made under a pension contract or pension policy.

a transaction resulting from a decision made, with or without advice
from a firm, by a customer who is an individual, to transfer deferred
benefits from:

(a) an occupational pension scheme; or

(b) an individual pension contract providing fixed or guaranteed
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pension transfer
specialist

pension transfer
specialist function
PEP

PEP manager

PEP transfer

periodic statement

permanent health

permission

benefits that replaced similar benefits under a defined benefits
pension scheme;

to a stakeholder pension scheme or a personal pension scheme
(including a self-invested personal pension scheme).

an individual appointed by a firm to check the suitability of a pension
transfer or pension opt-out who has passed the required examinations
specified in the interim approved examination annexes to 7C 2.

controlled function CF24 in the table of controlled functions,
described more fully in SUP 10.10.14R.

a personal equity plan.

the plan manager of a PEP in accordance with the Personal Equity
Plan Regulations 1989.

a transaction resulting from a decision, made with or without advice
from a firm, by a customer who is an individual, to transfer the
investments (or their value) held in his existing PEP in favour of
another PEP which may or may not be managed by the same PEP
manager-.

a report which a firm is required to provide to a customer under COB
8.2 (Periodic statements).

(in relation to a class of contract of insurance) the class of contract of
insurance, specified in paragraph IV of Part II of Schedule 1 to the
Regulated Activities Order (Contracts of long-term insurance),
providing specified benefits against risks of persons becoming
incapacitated in consequence of sustaining injury as a result of an
accident or of an accident of a specified class or of sickness or
infirmity, being contracts that:

(a) are expressed to be in effect for a period of not less than five
years, or until the normal retirement age of the persons
concerned, or without limit of time; and

(b) either are not expressed to be terminable by the insurer, or are
expressed to be so terminable only in special circumstances
mentioned in the contract.

permission to carry on regulated activities; that is, any of the
following:

(a) a Part IV permission;

(b) the permission that an incoming EEA firm has, under paragraph
4(1) of Schedule 3 to the Act (EEA Passport Rights), on
qualifying for authorisation under paragraph 12 of that Schedule;

(c) the permission that an incoming Treaty firm has, under paragraph
15(1) of Schedule 4 to the Act (Treaty Rights), on qualifying for
authorisation under paragraph 2 of that Schedule;

(d) the permission that a UCITS qualifier has, under paragraph 2(1)
of Schedule 5 to the Act (Persons concerned in Collective
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permitted activity

permitted asset
exposure limit

permitted
counterparty
exposure limit

permitted immovable

permitted third party

person

personal account
transaction

personal equity plan

personal investment

firm

Investment Schemes);

(e) the permission that an /CVC has, under paragraph 2(2) of
Schedule 5 to the Act (Persons concerned in Collective
Investment Schemes);

(f) the permission that the Society of Lloyd's has, under section
315(2) of the Act (The Society: authorisation and permission),
which is to be treated as a Part IV permission for the purposes of
Part IV of the Act (Permission to carry on regulated activities) in
accordance with section 315(3) of the Act.

a regulated activity which a firm has permission to carry on.

a permitted asset exposure limit as defined in LLD 14.5.17R.

a permitted counterparty exposure limit as defined in LLD 14.6.1R.

any immovable which falls within CIS 5.8.4R (Permitted immovable)
(excluding, in relation to an /CVC, immovable property that is
necessary for the direct pursuit of its business).

a third party who is:
(a) an authorised person; or

(b) an exempt person for whom an authorised person is accepting
responsibility; or

(c) aperson lawfully carrying on a regulated activity in another EEA
State.

(in accordance with the Interpretation Act 1978) any person, including
a body of persons corporate or unincorporate (that is, a natural person,
a legal person and, for example, a partnership).

a transaction for the account of an employee of a firm, or his associate,
in a designated investment, other than:

(a) atransaction in a government and public security; or
(b) atransaction in a life policy; or

(c) atransaction in a unit in a regulated collective investment
scheme; or

(d) adiscretionary transaction if there is no prior communication
with the employee and the discretion is not exercised by the firm.

a scheme of investment satisfying the conditions prescribed in
regulations made by the Treasury under section 333 of the Income and
Corporation Taxes Act 1988 (the Personal Equity Plan Regulations
1989).

a firm whose permitted activities include designated investment
business, which is not an authorised professional firm, bank, building
society, credit union, friendly society, ICVC, insurer, media firm,

M:\Handbook\RP Proofs\Glossary - FinaltoCDROM.doc

Version:

102 of 143 Saved: 11/07/01 11:59



personal pension
contract

personal pension
policy

personal pension
scheme

personal
recommendation

service company, incoming EEA firm (without a top-up permission),
incoming Treaty firm (without a top-up permission) or UCITS
qualifier (without a top-up permission), whose permission does not
include a requirement that it comply with JPRU(INV) 3 (Securities and
futures firms), 5 (Investment management firms) or 10 (Securities and
futures firms), and which is within (a), (b) or (c):

(a) afirm:

(1) which was a member of PI4 immediately before
commencement; and

(i)  which was not, immediately before commencement,
subject to the financial supervision requirements of the
FSA (under section 43 of the Financial Services Act
1986), or IMRO or SFA (under lead regulation
arrangements);

(b) afirm whose permission includes a requirement that it comply
with IPRU(INV) 13 (Personal investment firms);

(c) afirm:

(1) which was given a Part IV permission after
commencement, or which was authorised under section 25
of the Financial Services Act 1986 immediately before
commencement and not a member of IMRO, PIA or SFA,;
and

(11) for whom the most substantial part of its gross income,
including commissions, from the regulated activities
included in its Part IV permission is derived from one or
more of the following activities (based, for a firm given a
Part IV permission after commencement, on the business
plan submitted as part of the firm's application for
permission or, for a firm authorised under section 25 of
the Financial Services Act 1986, on the firm's financial
year preceding its authorisation under the Act):

(A) advising on investments, or arranging (bringing
about) deals in investments, in relation to packaged
products;

(B) managing investments for private customers.

a pension contract under which contributions (single or regular) are
paid to a personal pension scheme.

a pension policy under which contributions (single or regular) are paid
to a personal pension scheme.

a scheme of investment in accordance with section 630 of the Income
and Corporation Taxes Act 1988.

a recommendation given to a specific person.
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PIA

plan investor

plan manager

plan register

plan shares
plan units

plastic card

policy
policyholder
POS Regulations

post

Post-BCCI Directive

post-sale notice

power of intervention

pre-sale notice

the Personal Investment Authority Limited.

a person entered in the plan register under CIS 6.5.4R(7)
(Requirement).

in relation to:
(a) agroup personal equity plan, the PEP manager;
(b) agroup ISA, the ISA manager;

(c) agroup savings plan, the person primarily responsible for that
group savings plan.

(1) (inrelation to an /CVC) a record of persons who subscribe to a
group plan and for whom shares in the ICVC are held for the
purposes of the group plan by the plan manager or a nominee
(other than a record for the establishment or maintenance of
which no payments are to be made out of the scheme property).

(2) (inrelation to an AUT) a sub-register to the register, which sub-
register records persons who subscribe to a group plan and for
whom units in the AUT are held for the purposes of the plan by
the plan manager or a nominee (other than any sub-register that
has not been established and maintained in accordance with CIS
6.5.4R (Requirement) or for the establishment of which no
payments are to be made out of the scheme property).

shares entered in a plan register under CIS 6.5.4R(7) (Requirement).
units entered in a plan register under CIS 6.5.4R(12) (Requirement).

a card, or a token with an equivalent function, which a customer can
use to pay for goods and services, or to obtain cash or both, such as a
credit card, charge card, debit card, cash card or electronic purse.

[awaiting Order under section 424(2) of the Act.]
[awaiting Order under section 424(2) of the Act.]
the Public Offers of Securities Regulations 1995 (SI 1995/1537).

(in relation to sending a document by post) sending pre-paid by a
postal service which seeks to deliver documents by post within the
United Kingdom no later than the next working day in all or the
majority of cases, and to deliver by post outside the United Kingdom
within such a period as is reasonable in all the circumstances.

the European Parliament and Council Directive of 29 June 1995
amending certain directives with a view to reinforcing prudential
supervision (No 95/26/EC).

a notice of a right to cancel an investment agreement given under COB
6.7.30R(2) (Giving the customer notice of a right to cancel).

the power conferred on the /'S4 under section 196 of the Act (The
Power of Intervention) to impose a requirement on an incoming firm.

a notice of a right to cancel an investment agreement given under COB
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predecessor scheme

preliminary charge

premium

premium trust fund

prescribed market

6.7.30R(1) (Giving the customer notice of a right to cancel).
any of the following:

(a) The Office of the Banking Ombudsman,;

(b) The Office of the Building Societies Ombudsman;

(¢) The Insurance Ombudsman Bureau;

(d) The Office of the Investment Ombudsman,;

(e) The Personal Investment Authority Ombudsman Bureau;
(f) The Personal Insurance Arbitration Service;

(g) The Securities and Futures Authority Complaints Bureau and
Arbitration Service;

(h) The FSA Complaints Unit and Independent Investigator.

a charge upon a sale of units by an authorised fund manager whether
or not acting as principal.

(1) (in relation to a general insurance contract) the consideration
payable under the contract by the policyholder to the insurer.

(2) (inrelation to a long-term insurance contract) a payment under
the contract; (except in SUP 16.8 (Persistency reports from
insurers)) a premium is a regular premium if it is one of a series
of payments under the contract:

(a) (1) which are payable on dates that are certain or
ascertainable at the time the contract is made;

(i1) which are payable over a period that exceeds one
year in length; and

(111) assuming the policy evidencing the contract is not
surrendered or otherwise terminated before the
premiums fall due, will fall due on those dates
without either party to the contract exercising any
option under the contract; or

(b) of which the first payment is an obligation under the
contract, and subsequent payments, calculated according
to an agreed formula, are payable over a period which
exceeds one year in length under a collateral written
arrangement with the insurer or friendly society.

(3) (inrelation to an option) the total amount which the purchaser of
the option is, or may be, required to pay in consideration for the
right to exercise the option.

a trust fund into which premiums receivable by members are paid in
compliance with a trust deed under LLD 10.3 (Carrying of insurance
receivables to trust funds).

a market which has been prescribed by the Treasury in the Prescribed
Markets and Qualifying Investments Order (see MAR 1 (Code of
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Prescribed Markets
and Qualifying
Investments Order

prescribed pricing
basis

previous regulator

price

price stabilising

market conduct)).

the Financial Services and Markets Act 2000 (Prescribed Markets and
Qualifying Investments) Order 2001 (SI2001/996).

(in relation to a derivative contract, or quasi-derivative contract), the
pricing basis set out in /PRU(INS) 4.12R(8) (Derivative contracts).

(1)

2)

€)

(4)

()

(6)

(7)

(in relation to a firm which was authorised under the Banking Act
1987 immediately before commencement or which was a
European institution (as defined in the Banking Coordination
(Second Council Directive) Regulations 1992) immediately
before commencement) the FSA.

(in relation to a firm which was a building society immediately
before commencement) the Building Societies Commission.

(in relation to a firm which was a friendly society immediately
before commencement) the Friendly Societies Commission.

(in relation to a firm authorised under the Insurance Companies
Act 1982 immediately before commencement) the Treasury.

(in relation to an underwriting agent which obtained the
permission relevant to that category under the Financial Services
and Markets Act 2000 (Repeals, Transitional Provisions and
Savings) Order 2001 (SI 2001/[number to be added later])) the
Society of Lloyd's.

(in relation to a firm which was authorised, or which was an
appointed representative, under the Financial Services Act 1986
immediately before commencement or which was a European
investment firm (as defined in the Investment Services
Regulations 1995 (SI 1995/3275)) immediately before
commencement) any of:

(a) IMRO,;

(b) PIA,

(©) SFA;

(d) a recognised professional body; and
(e) the F54;

if the firm (or, if relevant, its principal for the purposes of section
44 of the Financial Services Act 1986) was subject in carrying on
business to the rules, requirements, regulations or guidance of
that body.

(in relation to an ex-section 43 firm) the F'SA.

(in relation to a unit in an ICVC or a single-priced AUT) the price of
the unit calculated in accordance with CIS 4 (Single pricing and
dealing).

the rules made under section 144 of the Act, and appearing in MAR 2.1
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rules

primary pooling
event

PRIN

principal

Principle

private customer

private person

to MAR 2.5, together with any other provisions available for their
interpretation.

an event that occurs in the circumstances described in COB 9.5.5R
(Failure of the authorised firm: primary pooling event).

the part of the Handbook in High Level Standards that has the title
Principles for Businesses.

(1) inrelation to a person:
(a) a person acting on his own account;

(b) (if the person is an appointed representative) the
authorised person who is party to a contract with the
appointed representative resulting in him being exempt
under section 39 of the Act (Exemption of appointed
representatives).

(2) 1in relation to an option, future or forward contract:

(a) (except in the case of an option on a future) the amount of
property or the value of the property which must be
delivered in order to satisfy settlement of the option,
future or forward contract;

(b) (in relation to an option on a future) the amount of
property or the value of the property which must be
delivered in order to satisfy settlement of the future.

one of the Principles set out in PRIN 2.1.1R (Principles for
Businesses).

(1) (exceptin COB 3) a client who is not a market counterparty or an
intermediate customer, including:

(a) an individual who is not a firm;

(b) an overseas individual who is not an overseas financial
services institution;

(©) a regulated collective investment scheme;

(d) (except for the purposes of DISP) a client when he is
classified as a private