FSA 2012/1

TRAINING AND COMPETENCE SOURCEBOOK (ACCREDITED BODIES
AMENDMENT) INSTRUMENT 2012
Powers exercised
A The Financial Services Authority makes this instrument in the exercise of:

(1)  the following powers and related provisions in the Financial Services and
Markets Act 2000 (“the Act™):

@ section 138 (General rule-making power);
(b) section 156 (General supplementary powers); and
(©) section 157(1) (Guidance); and

@) the other powers and related provisions listed in Schedule 4 (Powers
exercised) to the General Provisions of the Handbook.

B. The rule-making powers referred to above are specified for the purpose of section
153(2) (Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 20 January 2012,

Amendments to the Handbook

D. The Glossary of definitions is amended in accordance with the Annex to this
instrument.

Citation

E. This instrument may be cited as the Training and Competence Sourcebook

(Accredited Bodies Amendment) Instrument 2012.

By order of the Board
19 January 2012
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Annex
Amendments to the Glossary of definitions

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

accredited body  any of the following bodies recognised by the FSA for the purpose of
providing the independent verification required under TC 2.1.27R:

()] The ifs School of Finance:; [The ifs School of Finance acts
through its Institute of Financial Services]

(Q) The Institute of Chartered Accountants in England and Wales;

(h) The Pensions Management Institute.
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GLOSSARY AMENDMENT (DEFINITION OF SETTLEMENT DECISION MAKERS)
INSTRUMENT 2012
Powers exercised

A The Financial Services Authority makes this instrument in the exercise of the following
powers in the Financial Services and Markets Act 2000:

1) section 157(1) (Guidance); and
@) section 395(5) (The Authority’s procedures).

Commencement

B. This instrument comes into force on 6 February 2012.

Amendments to the Handbook

C. The Glossary of definitions is amended in accordance with Annex A to this instrument.

D. The Decision Procedure and Penalties manual (DEPP) is amended in accordance with
Annex B to this instrument.

Amendments to the Enforcement Guide

E. The Enforcement Guide (EG) is amended in accordance with Annex C to this instrument.
Citation
F. This instrument may be cited as the Glossary Amendment (Definition of Settlement

Decision Makers) Instrument 2012.

By order of the Board
19 January 2012
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Annex A
Amendments to the Glossary of definitions

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

settlement (in DEPP and EG) two members of the FSA’s exeeutive senior
decision management, one of whom will be of at least director of division level
makers (which may include an acting director) and the other of whom will be of at

least head of department level, with responsibility for deciding whether to
give statutory notices in the circumstances described in DEPP 5. At least
one of the decision makers will not be from the Enforcement and Financial
Crime Division.
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Annex B
Amendments to the Decision Procedure and Penalties manual (DEPP)

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

5.11 G

3) The decision will be taken jointly by two members of the FSA’s
executive senior management, one of whom will be of at least
director of division level (which may include an acting director) and
the other of whom will be of at least head of department level (the
“settlement decision makers”).

4) At least one of the settlement decision makers will not be from the
Enforcement and Financial Crime Division. One-ofthe directors
taking-the-decision The other settlement decision maker will usually
be, but need not be, thedirectorof from the Enforcement and
Financial Crime Division. Consistent with section 395(2) of the Act,
a settlement decision maker will not have been directly involved in
establishing the evidence on which the decision is based. {}

exceptional cases, the director of Enforcement may have been

Page 3 of 4



FSA 2012/2

Annex C

Amendments to the Enforcement Guide (EG)

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

2.38

5.5

The procedures the FSA will follow when giving supervisory notices, warning
notices and decision notices are set out in DEPP 1 to 5. Under these procedures, the
decisions to issue such notices in contested enforcement cases are generally taken
by the RDC, an FSA Board committee that is appointed by, and accountable to, the
FSA Board for its decisions generally. Further details about the RDC can be found
in DEPP 3 and on the pages of the FSA web site relating to the RDC.* However,
decisions on settlements and statutory notices arising from them are taken by two
members of the FSA’s senior management efatleast-directerlevel, under a special
settlement decision procedure (see chapter 5).

Decisions on settlements and statutory notices arising from them are taken by two
members of the FSA’s senior management ef-atleast-directorlevel, rather than by
the RDC (DEPP refers to these individuals as the ‘settlement decision makers’). Full
details of the special decision making arrangements for settlements are set out in
DEPP 5.

% http://www.fsa.gov.uk/Pages/About/Who/board/committees/RDC/index.shtml
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FEES (MISCELLANEOUS AMENDMENTS) (NO 3) INSTRUMENT 2012

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):
1) section 156 (General supplementary powers);
(2 section 157(1) (Guidance); and
3) paragraph 17(1) (Fees) of Schedule 1 (The Financial Services Authority).

B. The rule-making powers listed above are specified for the purposes of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force as follows:

(1)  Annex A comes into force on 1 February 2012; and
(2)  Annex B comes into force on 1 March 2012.

Amendments to the Handbook
D. The Fees manual (FEES) is amended in accordance with Annex A to this instrument.

E. The Dispute Resolution: Complaints sourcebook (DISP) is amended in accordance
with Annex B to this instrument.

Notes

F. In Annex A to this instrument, the “note” (indicated by “Note:”) is included for the
convenience of readers but does not form part of the legislative text.

Citation
G. This instrument may be cited as the Fees (Miscellaneous Amendments) (No 3)

Instrument 2012.

By order of the Board
19 January 2012



FSA 2012/3

Annex A

Amendments to the Fees manual (FEES)

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

Comes into force on 1 February 2012.

3.2.7 R  Table of application, notification and vetting fees

[Note: Guidance on how a firm liable to pay a fee under both rows (s) and (ze)

of this table for the same transaction should expect to be treated is set out in

FEES 3 Annex 11G.]

After FEES 3 Annex 10R insert the following new Annex. The text is not underlined.

3 Annex 11G Guidance on fees due under FEES 3.2.7R

The following table sets out guidance on how a firm liable to pay a fee under
both FEES 3.2.7R(s) and FEES 3.2.7R(ze) for the same transaction should
expect to be treated.

Firms liable under both FEES 3.2.7R(s) and FEES 3.2.7R(ze)

(1)

The transferor in insurance business transfer schemes is liable to pay
the fee set out in FEES 3.2.7R(s). However, it may also be liable to pay
the Special Project Fee for restructuring set out in FEES 3.2.7R(ze),
calculated in accordance with FEES 3 Annex 9. It is possible then for a
firm to have to pay two types of fees in respect of the same insurance
business transfer scheme.

()

Where the situation described in (1) arises, the FSA will consider
whether to reduce or remit a fee under FEES 2.3 (Relieving Provisions).
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Amendments to the Dispute Resolution: Complaints sourcebook (DISP)

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

Comes into force on 1 March 2012.

1.10.6 R

1106A R (1)

@3]

If a firm does not submit a complete report by the date on which it is

due, in accordance with DISP 1.10.5R, the firm must pay an

administrative fee of £250.

The administrative fee in (1) does not apply if the firm has notified

the FSA of a systems failure in accordance with DISP 1.10.6R.

TP 1.1 Transitional Provisions table

Q) (2) Material (€)) (4) Transitional (5) Transitional (6) Handbook
provision to which provision provision: dates provision:
transitional in force coming into force
provision applies
31 | DISP 1.10.6AR R | (1) Afirm is not From 1 March | 1 March 2012

liable to pay the

administrative fee in

DISP 1.10.6AR in

respect of a failure to

submit a report in
accordance with
DISP 1.10.5R for a
relevant reporting
period ending before
1 March 2012.

(2) Relevant
reporting period in
(1) has the meaning
in DISP 1.10.4R.

2012
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LIQUIDITY STANDARDS (MISCELLANEOUS AMENDMENTS NO 4)
INSTRUMENT 2012
Powers exercised
A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):
1) section 138 (General rule-making power);
(2 section 150(2) (Actions for damages);
3 section 156 (General supplementary powers); and
4) section 157(1) (Guidance).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 20 January 2012,
Amendments to the Handbook

D. The modules of the FSA’s Handbook of rules and guidance listed in column (1) below
are amended in accordance with the Annexes to this instrument listed in column (2).

1) )
Glossary of definitions Annex A
Prudential sourcebook for Banks, Building Societies and Annex B
Investment Firms (BIPRU)
Supervision manual (SUP) Annex C
Citation
E. This instrument may be cited as the Liquidity Standards (Miscellaneous Amendments

No 4) Instrument 2012.

By order of the Board
19 January 2012
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Annex A
Amendments to the Glossary of definitions

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

charity  (in BCOBS and BIPRU) includes:

(@) in England and Wales, a charity as defined by section 1(1) of the Charities
Act 2006;

(b) in Scotland, a charity as defined by section 106 of the Charities and Trustee
Investment (Scotland) Act 2005; or

(c) in Northern Ireland, a charity as defined by section 1(1) of the Charities Act
(Northern Ireland) 2008 or, until that section comes into force, a body which
is recognised as a charity for tax purposes by Her Majesty’s Revenue and
Customs.

Page 2 of 5



FSA 2012/4

Annex B

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

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

12.6 Simplified ILAS

Simplified ILAS conditions

12.6.7 R In this section:
1) a “retail deposit” is a deposit accepted from a consumer; and

@) “SME deposits” are deposits accepted from, and account balances
where the account holders are, small and medium-sized enterprises
(or partnerships or sole traders or charities which would be small
and medium-sized enterprises if they were companies)

12.7 Liquid assets buffer

12.7.9 R  For the purposes of BIPRU 12.7.2R(1) and (2), a firm must only count
securities:

1) which are unencumbered,;
(2 (a) to which it has legal title; and or

(b)  towhich a central bank has legal title but which meet the
requirements of BIPRU 12.7.9AR(1), subject to BIPRU
12.7.9AR(2); and

3) which that firm realises on a regular basis.

1279A R (1)  Forthe purposes of BIPRU 12.7.9R(2)(b) the requirements are that:

[6)) the securities are in excess of the amount of collateral
required to be held by that central bank; and

(b)  thefirm is entitled to regain legal title to such securities
without any encumbrance.
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(2) The firm may only count securities that meet the requirements of
BIPRU 12.7.9R and BIPRU 12.7.9AR(1) from the point in time
when the firm would regain legal title to the securities from the
central bank, subsequent to any required notice period.

3) For the purposes of BIPRU 12.7.9AR(2) any required notice period
is deemed to commence on the first business day that the central
bank could receive notice from the firm.

12.7.10 G  The FSA regards as encumbered any asset which the firm in question has
provided as collateral. Therefore, where assets have been used as collateral
in this way (for example, in a repo), they should not be included in the
firm’s liquid assets buffer. However, any assets provided by the firm to a
central bank as collateral which meet the requirements in BIPRU 12.7.9AR
will be recognised as unencumbered by the FSA for the purposes of BIPRU
12.7.9R(1). For the avoidance of doubt, there is no need for notice to have
actually been served to meet the requirements in BIPRU 12.7.9AR(2).
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Annex C
Amendments to the Supervision manual (SUP)

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

16 Annex Guidance notes for data items in SUP 16 Annex 24R
25G

FSA 048 Enhanced Mismatch Report

12 Securities issued by group entities

A firm should report in this row the unencumbered balances and security flows attributable to
securities where the obligor of those securities forms part of the firm’s group and where the
issuing vehicle is excluded from the scope of the report. If the issuing vehicle is included in
the scope of the report, the securities should be reported as own-name securities and reported
on line 9, if:

(1) the securities are own-name covered bonds or asset-backed securities; or

(2) the credit rating of such exposures is associated with credit quality step 2 or
above in the credit quality assessment scale published by the FSA ESA for
the purpose of BIPRU 3 (the Standardised Approach to Credit Risk:
mapping of the ECAIs credit assessment to credit quality steps (Long term
mapping)) or credit quality step 1 in the case of short-term mapping;-o+¢

omitted-from-this-report-if-they-do-heot.

If (1) or (2) are not met the securities should be omitted from this report.

For avoidance of doubt, if a firm holds bonds issued by its group, the security flows
attributable to them should be included only in this row, even if such security would
otherwise qualify for inclusion in another row in Part 2.
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CLIENT ASSETS SOURCEBOOK (LIENS AMENDMENT) INSTRUMENT 2012

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):
1) section 138 (General rule-making power);
(2 section 139 (Miscellaneous ancillary matters);
3) section 156 (General supplementary powers); and
4 section 157(1) (Guidance).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 1 April 2012.
Amendments to the Handbook

D. The Client Assets sourcebook (CASS) is amended in accordance with the Annex to
this instrument.

Citation
E. This instrument may be cited as the Client Assets Sourcebook (Liens Amendment)

Instrument 2012.

By order of the Board
19 January 2012
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Annex

Amendments to the Client Assets sourcebook (CASS)

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

6.3.3

6.3.5

6.3.6

Custody rules

A firm should consider carefully the terms of its agreements with third
parties with which it will deposit safe custody assets belonging to a client.
The following terms are examples of the issues firms should address in this
agreement:

(4)  therestrictions-overthethird-party srightie-claim-atien rightof
|_ete|||_t|e||’ o sale_ el uelﬁany Séﬁl;e sustody e&ls_set which 4 Ile I_||||||I£|elels Ile'
safe-custody-asset; [deleted]

Subject to CASS 6.3.6R, in relation to a third party with which a firm
deposits safe custody assets belonging to a client, a firm must ensure that the
any agreement with that third party relating to the custody of those assets
does not include the grant to that third party, or to any other person, of a lien
or a right of retention or sale over the safe custody assets, or a right of set-
off over any client money derived from those safe custody assets.

[ - thi L in £ : | i |
A firm may conclude an agreement with a third party relating to the custody
of safe custody assets which dees-confer confers on that third party, or on

another_person instructed by that party to provide custody services for those

assets, a lien, right of retention or sale, or right of set-off in favour of that
third party or that other person #-and only if that lien or right:

1) is confined to an-individual-client’s safe custody-assets-or-chient

meney those safe custody assets held in an account with that third

partv or that other person and extends onIy to thaHh#d—pathy—sr(er—a

paﬁy} properly mcurred charges and Ilabllltles arlsmg from the
provision of custody services to-that-ehent in respect of safe custody

assets held in that account; or

(@) arises under the operating terms of a securities depository, securities
settlement system or central counterparty in whose beoks-er-accounts
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account a-chent’s-chient-money-or safe custody assets is-or are

recorded or held, and provided that it does so for the purpose only of
facilitating the settlement of that-chient’s trades involving the assets
held in that account; or

3 arises in relation to a-chent’s those safe custody assets erclient
meney held in a jurisdiction outside the United Kingdom, provided
that:

(@) itdoesso as a result of local applicable law in that jurisdiction
or as-a-necessary-precondition-forparticipationin-alocal
market is necessary for that firm to gain access to the local
market in that jurisdiction; and

(b) inrespect of each client to which those assets belong, either:

(i) the firm has taken reasonable steps to determine that
holding those assets erthat meney subject to suech-a
that lien or right is in the best interests of that client; or

(i) where a client is a professional client, the firm is
instructed by that client to hold those assets in that
jurisdiction notwithstanding the existence of that lien

or right.

[Note- thi L inf ¢ | October 2011 until 31 Marel

A firm will be considered to be acting on the instructions of its professional
client under CASS 6.3.6R(3)(b)(ii) where:

(1) the firm has received an individual instruction or has a standing
instruction in its terms of business which results in it holding safe
custody assets in the relevant jurisdiction; and

(2) prior to acting on the instruction, the firm has expressly informed the
client that holding that client’s safe custody assets in the relevant
jurisdiction will involve the granting of a lien or right over those
assets. The firm may do this by discussing the lien or right
individually with the client or by including reference to it in terms of
business (which may themselves cross refer to a separate list of
relevant jurisdictions to which 6.3.6R(3)(a) applies maintained on the
firm’s website in a form accessible to clients) or by a similar method.

For the purpose of CASS 6.3.6R, references to a safe custody asset include
any client money derived from that safe custody asset. Client money derived
from a safe custody asset may be regarded as held in the same account as
that safe custody asset even though that money and those assets may be
recorded separately.

CASS 6.3.6R does not permit a firm to agree to a right of set-off of the kind
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prohibited by either CASS 7.8.1R or CASS 7.8.2R in relation to client money.

TP 1 Transitional Provisions

(1) | (2) Material to | (3) | (4) Transitional provision (5) (6)
which the Transitional | Handbook
transitional provision: provision:
provision dates in coming into
applies force force

8 | CASS6.3.5R R | The rule listed in column (2) 1 October 1 October

does-hot-apphy- [deleted] 200 untH-31 | 2044
March-2012

8A | CASS636R R Fhe-rule-listed-n-column-(23 1 October 1 October
CASS 6.3.5R to cdoes not apply. 201 ynti 31 | 2011
CASS 6.3.8R The rules listed in column (2) Maren-2012 1 April 2012

do not apply in relation to 1 April 2012
agreements executed before 1 until 30
April 2012. September
2012
G | Notwithstanding the operation
of CASS TP 1.1R(8A), a firm
should as soon as reasonably
practicable modify its
agreement with that third party
so as to meet the requirements
of CASS 6.3.5R to CASS
6.3.8R.

9 | CASS6.1.6R(2) | R | Fherulestowhichcolumn(2) | 1-October 1 October
and CASS refers-do-notapphyelation  200unt-31 20644
6.1.6AR to an agreement that would October 2011

GE|IEIwI.Se.bE prohibited F’ T
forex—contract: [deleted]

G | Notwithstanding the operation
should as soon as reasonably
practicable-moaify-Hs )
ee||t_| aet_ual agreement-with E.l'at
Iel E.EIE.'I ellent_sl_e aslte |e'||neue HS

Page 4 of 5




FSA 2012/5

10

CASS 7.2.3R(2)
and CASS
7.2.3AR
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COMPENSATION SOURCEBOOK (DEPOSIT CLAIMS BY CREDIT UNIONS)
INSTRUMENT 2012

Powers exercised

A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):
1) section 138 (General rule-making power);
(2) section 156 (General supplementary powers);
3 section 213 (The compensation scheme); and
4) section 214 (General).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 20 January 2012,
Amendments to the Handbook

D. The Compensation sourcebook (COMP) is amended in accordance with the Annex to
this instrument.

Citation
E. This instrument may be cited as the Compensation Sourcebook (Deposit Claims by

Credit Unions) Instrument 2012.

By order of the Board
19 January 2012
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Annex
Amendments to the Compensation sourcebook (COMP)

In this Annex, underlining indicates new text.

Deposits (and balances in dormant accounts)

4.3.1 R A person is eligible to claim compensation in respect of a protected
deposit or a protected dormant account if, at the date on which the
relevant person is determined to be in default:

1)

(2 he came within any of categories (1)-(3), (7) or (10)-(12) of COMP
4.2.2R, and was not a large company, large mutual association or a
credit institution;_or

(3)  hewas acredit union.
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DISCLOSURE RULES AND TRANSPARENCY RULES SOURCEBOOK
(AMENDMENT NO 5) INSTRUMENT 2012

Powers exercised

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

@ section 73A (Part 6 Rules);

(2)  section 89A (Transparency rules);

3 section 89B (Provision of voteholder information);

(4)  section 89C (Provision of information by issuers of transferable securities);
(5) section 89D (Notification of voting rights held by issuer);

(6)  section 89F (Transparency rules: interpretation etc);

@) section 89G (Transparency rules: other supplementary provisions);

(8)  section 101 (Part 6 rules: general provisions);

9 schedule 7 (The Authority as Competent Authority for Part V1).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 1 February 2012,
Amendments to the Handbook

D. The Disclosure Rules and Transparency Rules sourcebook (DTR) is amended in
accordance with the Annex to this instrument.

Citation
E. This instrument may be cited as the Disclosure Rules and Transparency Rules

Sourcebook (Amendment No 5) Instrument 2012.

By order of the Board
19 January 2012
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Annex

Amendments to the Disclosure Rules and Transparency Rules sourcebook (DTR)

In this Annex, underlining indicates new text.

Misleading information not to be published

1A.3.2 R Anissuer must take all reasonable care to ensure that any information it
notifies to a RIS is not misleading, false or deceptive and does not omit
anything likely to affect the import of the information.

1A.3.2.A R The duty imposed by DTR 1A.3.2R does not apply to an issuer’s obligation
under DTR 5.8.12R to make public the information contained in a
voteholder notification made to it under DTR 5.1.2R.
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TRAINING AND COMPETENCE SOURCEBOOK (QUALIFICATIONS
AMENDMENTS NO 4) INSTRUMENT 2012

Powers exercised
A The Financial Services Authority makes this instrument in the exercise of:

1) the following powers and related provisions in the Financial Services and
Markets Act 2000 (“the Act™):

@ section 138 (General rule-making power);

(b) section 149 (Evidential provisions);

(©) section 156 (General supplementary powers); and
(d) section 157(1) (Guidance); and

2 the other powers and related provisions listed in Schedule 4 (Powers
exercised) to the General Provisions of the Handbook.

B. The rule-making powers referred to above are specified for the purpose of section
153(2) (Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 24 February 2012.
Amendments to the Handbook

D The Training and Competence sourcebook (TC) is amended in accordance with the
Annex to this instrument.

Citation
E. This instrument may be cited as the Training and Competence Sourcebook

(Qualifications Amendments No 4) Instrument 2012.

By order of the Board
23 February 2012



Annex

Amendments to the Training and Competence sourcebook (TC)

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

Appendix 4E Appropriate Qualification tables

FSA 2012/8

Qualification table for : Advising on (but not dealing in) securities (which are not stakeholder pension schemes, personal pension schemes or broker funds) — Activity

number 2 in TC Appendix 1.1.1R

Qualification Quialification Provider Key
Certified International Wealth Manager Association of International Wealth Managers a
CIIA qualification (provided it is accompanied with | Association of Certified International Investment Analysts (ACIIA) a
appropriate qualifications modules covering

regulation & ethics, investment principles & risk

and personal taxation)

MSC in Banking and International Finance CASS Business School a
(provided it is accompanied with appropriate

gualifications modules covering regulation & ethics,

investment principles & risk and personal taxation)

ACI Diploma ACI da
Qualification table for : Advising on (but not dealing in) Derivatives —Activity number 3 in TC Appendix 1.1.1R

Qualification Qualification Provider Key
Certified International Wealth Manager Association of International Wealth Managers a
MSC in Banking and International Finance CASS Business School a
(provided it is accompanied with appropriate

qualifications modules covering requlation & ethics,

investment principles & risk and personal taxation)

Inve_stment A(_jwce D|p|o_ma.(where_cand|date holds The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) a

3 units including the Derivatives unit)
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Qualification table relating to : Advising on Packaged Products (which are not broker funds) and Friendly Society tax-exempt policies - Activity Numbers 4 and 6 in

TC Appendix 1.1.1 R

Qualification Qualification Provider Key
Inve_stm_ent A(_lece Dlp!oma (where canmdate_holds The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) a
3 units including the Private Client Advice unit)

Qualification table for : Advising on, and dealing in Securities (which are not stakeholder pension schemes or broker funds) —Activity number 12 in TC Appendix

1.1.1R

Qualification Quialification Provider Key
Certified International Wealth Manager Association of International Wealth Managers a
CIIA qualification (provided it is accompanied with | Association of Certified International Investment Analysts (ACIIA) a
appropriate gualifications modules covering

requlation & ethics, investment principles & risk

and personal taxation)

MSC in Banking and International Finance CASS Business School a
(provided it is accompanied with appropriate

gualifications modules covering regulation & ethics,

investment principles & risk and personal taxation)

SFA Securities and Financial Derivatives The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) bc
Representative Examination

ACI Diploma ACI da
Qualification table for : Advising on and dealing with or for clients in Derivatives - Activity number 13 in TC Appendix 1.1.1R

Qualification Quialification Provider Key
Certified International Wealth Manager Assaociation of International Wealth Managers a
MSC in Banking and International Finance CASS Business School a

(provided it is accompanied with appropriate
qualifications modules covering requlation & ethics,
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investment principles & risk and personal taxation)
Investment Management Certificate (Level 4
certificate) (post-2010 exam standards) plus other CFA Institute/ CFA Society of UK (Formerly United Kingdom Society of Investment Professionals/

. . - . a
qualifications that meet specialist standards for Institute of Investment Management & Research)
advising on seeurities derivatives
Investment Advice Diploma (where candidate holds | The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) a
3 units including the Derivatives unit)
Masters in Wealth Management (based on post The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) ba
2010 examination standards)
SFA Futures and Options Representative The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) bc
Examination
SFA Securities and Financial Derivatives The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) bc
Representative Examination
Financial Derivatives paper of Diploma The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) bd
SFA Securities Representative Examination plus The Chartered Institute for Securities & Investment (Formerly the Securities & Investment Institute) bc
Financial Derivatives Module
TSA Registered Representative Examination The Securities Association bc
International Capital Markets Qualification (ICMQ) | Securities Institute/ South African Institute of Financial Markets bd
including pass in Futures, Options and other
Derivative Products
Qualification table for : Managing investments or Acting as a Broker fund adviser — Activity number 14 and 10 in TC Appendix 1.1.1R
Qualification Quialification Provider Key
Advanced Financial Planning Certificate (must Chartered Insurance Institute 1
include a pass in G70 paper)
Diploma in Financial Planning (must include a pass | Chartered Insurance Institute (CII) 1
in J10: Discretionary Investment Management
paper)
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Diploma in Regulated Financial Planning plus J10: Chartered Insurance Institute (CII)
Discretionary Investment Management paper)

Qualification table for : Overseeing on a day to day basis operating a collective investment scheme or undertaking activities of a trustee or a depositary of a collective

investment scheme — Activity number 15 in TC Appendix 1.1.1R

Qualification Quialification Provider

Key

TSA Registered Representative Examination

ACI Operations Certificate when combined with ACI The Financial Markets Association
Chartered Institute of Securities and Investment
(CISI) Introduction to Securities & Investments and
one of the Regulatory units of the Investment
Operations Certificate (I0C)

[N

ACI Dealing Certificate when combined with ACI The Financial Markets Association
Chartered Institute of Securities & Investments
(CISI) Introduction to Securities & Investments and
one of the Requlatory units of the Operations
Certificate (10C)

B

Qualification table for : Overseeing on a day to day basis safeguarding and administering investments or holding client money — Activity number 16 in TC Appendix

1.1.1R

Qualification Quialification Provider

Key

In-house module (only where the firm can
demonstrate that none of the listed examinations are
appropriate)

Investment Administration Qualification (I1AQ) — Chartered Institute of Securities & Investments (CISI)
ISA and PEP Administration Module 6

o

Qualification table for : Overseeing on a day to day basis administrative functions in relation to managing investments
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Activity number 17 in TC Appendix 1.1.1R

Qualification

Qualification Provider

Key

TSA Registered Representative Examinations

ACI Operations Certificate when combined with
Chartered Institute of Securities and Investment
(CISI) Introduction to Securities & Investments and

one of the Requlatory units of the Investment
Operations Certificate (10C)

ACI The Financial Markets Association

ENEN

ACI Dealing Certificate when combined with
Chartered Institute of Securities & Investments
(CISI) Introduction to Securities & Investments and

one of the Requlatory units of the Investment
Operations Certificate (I0C)

ACI The Financial Markets Association

B3
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RETAIL DISTRIBUTION REVIEW (ADVISER CHARGING NO 4)
INSTRUMENT 2012
Powers exercised
A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):
Q) section 138 (General rule-making power);
@) section 145 (Financial promaotion rules);
3 section 156 (General supplementary powers); and
4) section 157(1) (Guidance).

B. The rule-making powers referred to above are specified for the purpose of section
153(2) (Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 31 December 2012.
Amendments to the Handbook

D. The Conduct of Business sourcebook (COBS) is amended in accordance with Annex
A to this instrument.

Amendments to material outside the Handbook

E. The Perimeter Guidance manual (PERG) is amended in accordance with Annex B to
this instrument.

Citation
F. This instrument may be cited as the Retail Distribution Review (Adviser Charging No

4) Instrument 2012.

By order of the Board
23 February 2012
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Annex A

Amendments to the Conduct of Business sourcebook (COBS)

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

6.1A Adviser charging and remuneration

Application — Who? What?

6.1A.1 R

6.1A.1A G Guidance on the requlated activity of advising in relation to a new or

existing investment can be found in PERG 8.24 to PERG 8.29. Although the

guidance in PERG 8.29.7G relates to advising on investments under article

53 of the Requlated Activities Order, exactly the same answers apply to a

personal recommendation because the examples given relate to the

relationship between a firm and a particular client and advice given to that

specific client. A firm wishing to know when it will be giving advice but

not making a personal recommendation should refer to PERG 13.3.

Requirement to be paid through adviser charges

6.1A4A R  Afirmand its associates may:

1) solicit and accept a commission, remuneration or benefit of any kind
in the circumstances set out in COBS 6.1A.4R if:

(@)

(b)

(©)

(d)

(€)

the personal recommendation was made on or before 30
December 2012;

the solicitation and acceptance of the commission,
remuneration or benefit of any kind was permitted by the
rules in force on 30 December 2012;

the contract under which the right to receive the commission,
remuneration or benefit of any kind was entered into on or
before 30 December 2012;

the terms of that contract as at 30 December 2012 included
the right to receive the commission, remuneration or benefit
of any kind; and

the retail client enters into the transaction in respect of which
the personal recommendation was given within a reasonable
time of the personal recommendation being given; and
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enter into an arrangement under which the right to receive the
commission, remuneration or benefit of any kind in (1) is transferred
to that firm or its associate.

A firm may continue to accept a commission, remuneration or
benefit of any kind after 30 December 2012 if there is a clear link
between the payment and an investment in a retail investment
product which was made by the retail client following a personal
recommendation made, or a transaction executed, on or before 30
December 2012. This is the case even if the firm makes a personal
recommendation to the same retail client after 30 December 2012 to
the extent that the continued payment can properly be regarded as
linked to the pre 31 December 2012 personal recommendation or
transaction, rather than the new personal recommendation. Of
course this is dependent upon the terms of the contract contemplating
the continued receipt of such payments.

Examples of circumstances where a commission, remuneration or
benefit is clearly linked to the retention of an investment in a retail
investment product and can therefore continue to be accepted include
(in each case where the terms of the contract contemplate a
continued payment of the kind referred to in (1)):

(@ no change is made to the retail client’s investment in the
relevant retail investment product;

(b) the retail client’s investment in, or regular contribution to,
the relevant retail investment product is reduced; the firm
may continue to accept the payment associated with the
reduced investment amount;

©) the retail client’s investment in the relevant retail investment
product is transferred from accumulation units to income
units or vice versa;

(d)  the retail client transfers all or part of his investment between
funds within a life policy.

If a firm makes a personal recommendation to a retail client and
wishes to:

(@ receive remuneration for that personal recommendation in
addition to any commission, remuneration or benefit of any
kind it receives in the circumstances contemplated by (1); or

(b)  be paid additional amounts for any actions which are linked
to a new amount invested by the retail client in the relevant
retail investment product;

it should only be paid those additional amounts for that personal
recommendation or for those actions by adviser charges.
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(4)  Afirm may offset against any adviser charges which are payable by

the retail client any commission, remuneration or benefit of any kind

it receives in the circumstances contemplated in (1).

6.1B Retail investment product provider and platform service provider
requirements relating to adviser charging and remuneration

Application — Who? What?

6.1B.1 R

6.1B.1A G  Guidance on the requlated activity of advising in relation to a new or

existing investment can be found in PERG 8.24 to PERG 8.29. Although the

guidance in PERG 8.29.7G relates to advising on investments under article

53 of the Requlated Activities Order, exactly the same answers apply to a

personal recommendation because the examples given relate to the

relationship between a firm and a particular client and advice given to that

specific client. A firm wishing to know when it will be giving advice but

not making a personal recommendation should refer to PERG 13.3.

Requirement not to offer commissions

6.1B.5A R  Afirmand its associates may:

1) offer and pay a commission, remuneration or benefit of any kind in
the circumstances set out in COBS 6.1B.5R if:

(@)

(b)

(©)

(d)

(€)

the personal recommendation was made on or before 30
December 2012;

the offer and payment was permitted by the rules in force on
30 December 2012;

the contract under which the right to receive the commission,
remuneration or benefit of any kind was entered into on or
before 30 December 2012;

the terms of that contract as at 30 December 2012 included
the right to receive the commission, remuneration or benefit
of any kind; and

the retail client enters into the transaction in respect of which
the personal recommendation was given within a reasonable
time of the personal recommendation being given; and
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2 enter into an arrangement under which the right to receive the
commission, remuneration or benefit of any kind in (1) is transferred
to another firm or its associate.

A firm may continue paying commission, remuneration or benefits of any
kind to another firm in relation to a personal recommendation made by that
other firm in circumstances where that other firm may accept that
commission, remuneration or benefit of any kind (see COBS 6.1A.4AR and
COBS 6.1A.4AAG).
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Annex B
Amendments to the Perimeter Guidance manual (PERG)

In this Annex, underlining indicates new text.

8.29 Advice must relate to the merits (of buying or selling a particular investment)

8.29.7 G  Typical recommendations and whether they will be requlated as advising on

investments under article 53 of the

Requlated Activities Order. This table

belongs to PERG 8.29.1G to PERG 8.29.6G.

Recommendation

Regulated under article 53 or not?

| recommend that you take out the
ABC investment.

Yes. This is advice which steers the client
in the direction of a particular investment
which the client could buy.

| recommend that you do not take out

Yes. This is advice which steers the client

the ABC investment.

away from a particular investment which
the client could have bought.

| recommend that you take out either

Yes. This is advice which steers the

the ABC investment or the DEF
investment.

client in the direction of more than one
particular investment which the client

could buy.

| recommend that you sell your ABC

Yes. This is advice which steers the

investment.

client in the direction of a particular
investment which the client could sell.

| recommend that you do not sell
your ABC investment.

Yes. This is advice which steers the
client away from a particular investment
which the client could have sold.

| recommend that you transfer
ownership of your ABC investment to

Advising the client to gift an investment
to another person will not be advice

your Spouse.

because it does not involve advice on
buying, selling, subscribing for or
underwriting an investment.

| recommend that you increase the

Yes. This is advice which steers the client

reqular payments you are making to

in the direction of acquiring further units

your GHI fund*.

in a particular fund.

| recommend that you decrease the

Yes. This is advice which steers the

reqgular payments you are making to

client in the direction of acquiring further

units in a particular fund but advises

Page 6 of 8




FSA 2012/9

yvour GHI fund*.

against the client buying as many as he
intended.

| recommend that you keep making

Yes. This is advice which steers the client

the same reqular payments to your

in the direction of acquiring further units

GHI fund*.

in a particular fund.

| recommend that you stop making

Yes. This is advice which steers the

the reqular payments you are making

client away from buying units in a

to the GHI fund*.

particular fund which the client could
have bought.

| recommend that you pay a lump
sum into your GHI fund*.

Yes. This is advice which steers the
client in the direction of acquiring further
units in a particular fund.

| recommend that you do not pay a

Yes. This is advice which steers the

lump sum into your GHI fund*.

client away from buying units in a
particular fund which the client could

have bought.

| recommend that you move part of

Yes. This is advice which steers the

your investment in the JKL
investment from fund X into fund Y*.

client in the direction of selling units in a
particular fund and buying units in

another specific fund. Where the two
funds are sub-funds of the same main
fund it is still advice. The terms ‘bought’
and ‘sold’ are given a wide meaning and
include any acquisition or disposal for
valuable consideration.

| recommend that you move all of
your investment in JKL investment
from fund X into fund Y*.

Yes, for the same reason.

| recommend that you move your
MNO investment from platform X
and re-register it on platform Y.

This is unlikely to be advice because
normally it will not involve buying and
selling the investment held on the

platform.

A client decides of his own accord to

No. No advice is being given.

increase, decrease or temporarily
suspend his regular payments or the
payments are increased automatically
into an investment without advice

being given.

The firm is providing discretionary

No. No advice is being given.

management services under a
mandate and makes changes to a
client’s investment without providing
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advice.

Dividends are re-invested into an
investment without advice being

given.

No. No advice is being given.

* The same answer would apply where

the fund is a life policy as rights under a

contract of insurance are reqgulated investments under the Act. The position under

a personal pension scheme is similar, as explained in more detail in PERG 12.3.
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CONDUCT OF BUSINESS SOURCEBOOK (WITH-PROFITS BUSINESS)
INSTRUMENT 2012

Powers exercised
A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):
(1)  section 138 (General rule-making power);
(2)  section 139(4) (Miscellaneous ancillary matters);
3 section 149 (Evidential provisions);
(4)  section 156 (General supplementary powers); and
(5)  section 157(1) (Guidance).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force on 1 April 2012.
Amendments to the Handbook

D. The modules of the FSA’s Handbook of rules and guidance listed in column (1) below
are amended in accordance with the Annexes to this instrument listed in column (2).

1) (2)
Glossary of definitions Annex A
Conduct of Business sourcebook (COBYS) Annex B
Supervision manual (SUP) Annex C
Citation
E. This instrument may be cited as the Conduct of Business Sourcebook (With-Profits

Business) Instrument 2012.

By order of the Board
23 February 2012
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Annex A

Amendments to the Glossary of definitions

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

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

underlined.

strategic
investment

terms of reference

with-profits
advisory
arrangement

an investment which:
(a) is made for a strategic purpose;

(b) is made for an expected duration consistent with that purpose and is,
or has the potential to be, illiquid or hard to value; and

(c) is significant in value in proportion to the size of the with-profits
fund.

the terms of reference of a firm’s with-profits committee, or the terms of
appointment of the person or persons acting as the with-profits advisory
arrangement, satisfying the requirements set out in COBS 20.5.3R.

(a) an independent person; or

(b) if appropriate, one or more non-executive directors appointed to
provide independent judgment to the governing body of a firm;

which satisfies the requirements of its terms of reference.

Amend the following as shown.

required
percentage

the required percentage referred to in COBS 20.2.17R is, for each with-
profits fund:

@) the percentage (if any) required in respect of that fund by:

(i) the firm’s articles of association, registered rules or other
equivalent instrument; or

(i) a relevant order made by a court of competent jurisdiction;

(b) if (a) does not apply, the percentage specified-inr-the-firm's PREM;
Hthatpercentage that reflects the firm’s established practice, if it
has one;

(c) if (a) and (b) do not apply, not less than 90 per cent.

Page 2 of 25



with-profits
committee

FSA 2012/10

a committee: ef-the-governing-body-including-nen-executive-members;

(@ the majority of the members of which are independent of the firm,
or, where there is an equal number of independent and non-
independent members, which is chaired by a person who is one of
the independent members; and

(b)  which satisfies the requirements of its terms of reference.
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Annex B

Amendments to the Conduct of Business sourcebook (COBS)

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

unless otherwise stated.

20.1.4

20.2.1

R The following do not apply to a non-directive friendly society:

G

(1)

()

COBS 20.3 (Principles and Practices of Financial Management);
and

COBS 20.4 (Communications with with-profits policyholders);
and

COBS 20.5 (With-profits governance).

With-profits business, by virtue of its nature and the extent of
discretion applied by firms in its operation, involves numerous
potential conflicts of interest that might give rise to the unfair
treatment of policyholders. Potential conflicts of interest may
arise between shareholders and with-profits policyholders,
between with-profits policyholders and non-profit policyholders
within the same fund, between with-profits policyholders and the
members of mutually-owned firms, between with-profits
policyholders and management, and between different classes of
with-profits policyholders, for example those with and without
guarantees. The rules in this section address specific situations
where the risk may be particularly acute. Heweverafirm—should

ghve-careful-consideration-to-any-aspectof-Hs-operating-practice
that-has bl eal_mgl on-the Illltell ests-6f 'tsl.“'tll' pl|91 fits peﬁll_ey, ||IG|G|8£I_S
to-shareholders:

With-profits policyholders have an interest in the whole and in
every part of the with-profits fund into which their policies are
written and from which the amounts payable in connection with
their policies are to be paid. Those amounts include those required
to satisfy their contractual rights and such other amounts as the
firm is required to pay in order to treat them fairly (including but
not limited to the amounts required to satisfy their reasonable

expectations).

The fair treatment of with-profits policyholders requires the firm’s
pay-outs on individual with-profits policies to be fair (see COBS
20.2.3R et seq.) and, if the firm makes a distribution from the
with-profits fund into which their policies are written, the receipt
by the with-profits policyholders of at least the required
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percentage (see COBS 20.2.17R).

A firm must take reasonable care to ensure that all aspects of its operating
practice are fair to the interests of its with-profits policyholders and do
not lead to an undisclosed, or otherwise unfair, benefit to shareholders or
to other persons with an interest in the with-profits fund.

(1) Notwithstanding that there may not be a rule in the remainder of
this section addressing a particular aspect of a firm’s operating
practices, firms will need to ensure that they take reasonable care to
ensure that all aspects of their operating practice comply with
COBS 20.2.1AR.

(2) For the avoidance of doubt COBS 20.2.1AR does not exhaust or
restrict the scope of Principle 6. Firms will in any event need to
ensure that their operating practices are consistent with Principle 6.

When considering the provisions in this chapter a firm will need to ensure
that, if applicable, it complies with the with-profits governance
requirements in COBS 20.5.

For the purposes of COBS 20.2.1AR the FSA expects a firm to be able to
demonstrate that it has taken reasonable care to ensure its operating
practices are fair, including being able to produce appropriate evidence to
show that it has followed relevant governance procedures.

A firm must not, in so far as is reasonably practicable, make a market
value reduction to the face value of the units of an accumulating with-
profits policy unless:

(1) the market value of the with-profits assets in the relevant with-
profits fund is, or is expected to be, sigrificantly less than the
assumed value of the assets on which the face value of the units of
the policy has been based; e and

(2)  there-has-been-orthere-is-expected-to-be,a-high-volumeof
ers relat he liauidite of the rel i ;
fund:-and the market value reduction is no greater than is
necessary to reflect the impact of the difference in value referred
to in (1) er2) on the relevant surrender payment out to the

policyholder.

If a firm is able to satisfy COBS 20.2.16R(1), then the volume of
surrenders, transfers, or other exits from the with-profits fund that there
has been, or is expected to be, is a factor that a firm may take into
account when it is considering whether to make a market value reduction,
and if so, its amount, subject to the limit in COBS 20.2.16R(2).

Conditions relevant to distributions
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R

G

R
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A firm must:

(1)  not make a distribution from a with-profits fund, unless the whole
of the cost of that distribution can be met without eliminating the
regulatory surplus in that with-profits fund; and

(2)  ensure that the amount distributed to policyholders from a with-
profits fund, taking into account any adjustments required by
COBS 20.2.17AR, is not less than the required percentage of the

total amount distributed.:and

(1)  Where a firm adjusts the amounts distributed to policyholders,
either by market value reduction or otherwise, in a way that would
result in a distribution to policyholders of less than the required
percentage, taking both the relevant distributions and the
adjustment into account, then the firm must apply a proportionate
adjustment to amounts distributed to shareholders so that the
distribution to policyholders will not be less than the required

percentage.

(2)  The adjustments referred to in (1) include but are not limited to a
situation where such an adjustment has the effect of
retrospectively reducing past policyholder distributions.

An example of the application of COBS 20.2.17AR, without limitation to
its scope generally, is where a firm reduces, for any reason, the amounts
of a bonus or of bonus units added to policies in force. The firm should
treat this as effectively a ‘negative distribution’, calculated by making the
same assumptions regarding discount rates and other relevant factors as
would be used for positive bonus additions. The amount so calculated
should then be taken into account in ensuring that the amount distributed
to policyholders from a with-profits fund is not less than the required
percentage for the purposes of COBS 20.2.17R.

At least once a year (or, in the case of a non-directive friendly society, at
least once in every three years) and whenever a firm is seeking to make a
reattribution of its inherited estate, a firm’s governing body must
determine whether the firm’s with-profits fund, or any of the firm’s with-
profits fund, has an excess surplus.

(1)  If awith-profits fund has an excess surplus, and to retain that
surplus would be a breach of Principle 6 (Customers’ interests)
the firm should:
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@) make a distribution from that with-profits fund;-er

New business

20.2.28 R Ha A firm prepeses-to must not effect new contracts of insurance in an
existing with-profits fund-#-must-enly-de-se unless:

(1) eonterms-thatareinthereasonable-opinion-of the firm’s governing

bodys; is satisfied, so far as it reasonably can be, and can
demonstrate, having regard to the analysis in (2), untikehy-to-have
a-material that the terms on which each type of contract is to be
effected are likely to have no adverse effect on the interests of its
existing the with-profits policyholders whose policies are written
into that fund; and

(2)  the firm has:

(a) carried out or obtained appropriate analysis, based on
relevant evidence and proportionate to the risks involved, as
to the likely impact on with-profits policyholders, having
regard to relevant factors including:

(i) the volumes of each type of contract that the firm
expects to be effected; and

(ii)  the periods over which the contracts are expected to
remain in force; and

(b) provided the analysis referred to in (a) to its with-profits
committee or, if applicable, its with-profits advisory
arrangement and to its governing body for the purposes of

@).

20.2.28A G (1)  Writing new insurance business into a with-profits fund is not, of
itself, automatically adverse to the interests of with-profits
policyholders. For example, new insurance business which defers
the emergence or distribution of surplus to a limited extent for a
number of policyholders, or which leads to a marginal change in
the equity backing ratio, may, subject to satisfying the guidance in
COBS 20.2.60G and COBS 20.2.29G, reasonably be considered
not to have an adverse effect on the with-profits policyholders in a
with-profits fund, if the firm’s governing body is satisfied (and can
demonstrate based on appropriate analysis) that each new line of
insurance business is likely to be financially self-supporting over
the periods during which the contracts are expected to remain in
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force and is likely to add sufficient value to the with-profits fund.

(2)  Conversely, if the particular line of new insurance business is
priced on loss-making terms or the terms are such that the new
insurance business is not likely to generate sufficient value after
covering all the costs associated with it (in either case when
considered in aggregate over the periods over which the contracts
are expected to remain in force), then in the FSA’s view, the terms
of that insurance business are likely to have an adverse impact on
with-profits policyholders interests in the relevant fund.

(3)  Firms will need to ensure that they comply with COBS 20.2.28R
at all times, but in practice firms will be expected to pay particular
attention when they are designing and pricing or re-pricing
products, when they are preparing their financial plans that take
into account their expected costs and levels of new business, and,
in particular, when reviewing their financial performance, if that
reveals that costs or levels of new business have varied
significantly from those expected previously.

(4)  New business for the purposes of COBS 20.2.28R will not, in
general, include increments on existing policies or business
written as a result of the exercise of options by an existing

policyholder.

20.2.29 G Insome circumstances, it may be difficult or impossible for a firm to
mitigate the risk of a-material an adverse effect on its existing, or new,
with-profits policyholders ....

20.2.30 G (1)  Whenafirm prices the new insurance business that it proposes to
effect in an existing with-profits fund it should estimate the
volume of new insurance business that it is likely to effect and
then build in adequate margins that will allow it to recover any
acquisition costs to be charged to the with-profits fund.

(2)  COBS 20.2.28R requires firms to obtain appropriate analysis and
evidence and this should include at least a profitability analysis on
a marginal cost basis.

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

20.2.36 G Haproprietary-firm-is-considering-using A firm must not:
R

(€8] use with-profits assets to finance the purchase of anetherbusiness
a strategic investment, directly or by or through a connected
persons; or
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2 Hafirm-s-considering-whetherit-should retain such an

investment referred to in (1);

# sheuld-consider-whether unless its governing body is satisfied, so far as
it reasonably can be, and can demonstrate, that the purchase or retention
would be-erwiremain,-fairte is likely to have no adverse effect on the
interests of its with-profits policyholders whose policies are written into
the relevant fund. When—a—ﬁmmakes—th&t—assessment—ﬁ—slwld—eensade#

A firm must keep adequate records setting out the strategic purpose for
which a strategic investment has been purchased or retained.

(€8] In order for a firm to comply with COBS 20.2.36R, a firm’s
governing body should consider:

(@ the size of the investment in relation to the with-profits
fund;

(b)  the expected rate of return on the investment;

(©) the risks associated with the investment, including, but
not limited to, liquidity risk, the capital needs of the
acquired business or investment and the difficulty of
establishing fair value (if any);

(@ any costs that would result from divestment;

(e) whether the with-profits actuary would regard the
investment as having no adverse effect on the interests of
with-profits policyholders as a class;

() in the case of a proprietary firm, whether it would be
more appropriate for the investment to be made using
assets other than those in the with-profits fund; and

(@)  any other relevant material factors.

(2) A firm should also consider whether making or retaining the
investment should be disclosed to with-profits policyholders.

3) Examples of strategic investments include, but are not limited to,
a significant investment in another business or significant real
estate assets used within the business of the firm.

Majer Significant changes in with-profits funds
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20.2.41A R A firm must contact the FSA as soon as is reasonably practicable to make

arrangements to discuss what actions may be required to ensure the fair

treatment of with-profits policyholders if, in relation to any with-profits

fund it operates:

1)

20.241B G (1)

the firm reasonably expects, or if earlier, there has been, a
sustained and substantial fall in either the volume of new non-
profit insurance contracts, or in the volume of new with-profits
policies (effected other than by reinsurance), or in both, effected
into the with-profits fund; or

the firm cedes by way of reinsurance most or all of the new with-
profits policies which it continues to effect.

The aim of the discussions in COBS 20.2.41AR is to:

(@ allow the FSA to comment on the adequacy of the firm’s
planning; and

(b)  seek agreement with the firm on any other appropriate
actions to ensure with-profits policyholders are treated

fairly.

If the firm is no longer effecting a material volume of new with-
profits policies (other than by reinsurance) into a with-profits
fund; or if it is ceding by way of reinsurance most or all of the
new with-profits policies which it continues to effect, then it may
also be appropriate to consider whether, in the particular
circumstances of the firm, it should be regarded as ceasing to
effect new contracts of insurance for the purposes of COBS

20.2.54R(3).

In the discussions the FSA will have with regard to COBS
20.2.28R (New business), if the volumes of new business are
expected to be profitable and, in relation to non-profit insurance
business, it is demonstrated that a fair distribution to with-profits
policyholders out of the fund can be achieved and the economic
value of any expected future profits is likely to be available for
distribution during the lifetime of the with-profits business for the
purposes of COBS 20.2.60G, then, in the FSA’s view, it is likely
to be reasonable for a firm to be satisfied that there will be no
adverse effect for with-profits policyholders, and accordingly that
such business may continue to be written.

20.242 R  Afirm that is seeking to make a reattribution of its inherited estate must:

@)

idontif I i . . lievhold
be_detri Lt the | F
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lieyholders. . ith the f behalf of rel
} i i first discuss with the FSA (as part of

its determination under COBS 20.2 .21R):

(a) its projections for capital required to support existing
business, which must include an assessment of:

(i) the firm’s future risk appetite for the with-profits
fund and other relevant business; and

(if)  how much of the margin for prudence can be
identified as excessive and removed from the
projected capital requirements; and

(b) its projections for capital required to support future new
business, which must include an assessment of:

(i) new business volumes;

(i)  product terms; and

(iii)  pricing margins;

following the discussions referred to in (1), identify at the earliest
appropriate point a policyholder advocate, who is free from any
conflicts of interest that may be, or may appear to be, detrimental
to the interests of policyholders, to negotiate with the firm on
behalf of relevant with-profits policyholders and seek the
approval of the FSA for the appointment of the policyholder
advocate as soon as he is identified, or appoint a policyholder
advocate nominated by the FSA if its approval is not granted; and

The precise role of the policyholder advocate in any particular case will
depend on the nature of the firm and the reattribution proposed. A firm
will need to discuss, with a view to agreeing, with the FSA the precise

role ...

A firm must:

(@8] notify the FSA of the terms on which it proposes to appoint a
policyholder advocate (whether or not the candidate was
nominated by the FSA);

2 ensure that the terms of appointment for the policyholder

advocate:
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(@)

(€)

()
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include a description of the role of the policyholder
advocate as agreed with the FSA under COBS 20.2.44G;

stress the independent nature of the policyholder
advocate’s appointment and function, and are consistent
with it;

specify when and how the policyholder advocate’s
appointment may be terminated; and

allow the policyholder advocate to communicate freely
and in confidence with the FSA;

require the policyholder advocate to communicate with
policyholders:

() as soon as is practicable after his appointment,
having regard to (h)(i) and (iii); and

(i1)  thereafter no less frequently than every six months
for the duration of the policyholder advocate’s
appointment; and

require the policyholder advocate:

(i) to make reasonable endeavours to agree with the
firm the contents of any proposed policyholder
communications;

(ii)  to allow sufficient time for the process in (i) in
order to meet any timescales in (g); and

(iii)  to provide copies of the final draft of the intended
policyholder communications, whether or not
agreement has been reached in accordance with (i)
above, both to the firm and to the FSA at least
seven days in advance of the date on which the
policyholder advocate intends to make the
communications.

A firm will be taken to have ceased to effect new contracts of insurance
in a with-profits fund:

1) when any decision by the governing body to cease to effect new
contracts of insurance takes effect; or

(2) where no such decision is made, when the firm is no longer:
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20.2.57

20.2.60

R
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G
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(@) actively seeking to effect new contracts of insurance in
that fund; or

(b) effecting new contracts of insurance in that fund, except
by increment;_or

3) if the firm:

@ (i is no longer effecting a material volume of with-
profits policies (other than by reinsurance), into
the with-profits fund; or

(i1)  is ceding by way of reinsurance most or all of
the new with-profits policies which it continues
to effect; and

(b)  cannot demonstrate that it will treat with-profits
policyholders fairly if it does not cease to effect new
contracts of insurance.

H ele_ el_es b5| "."a|5.9| FEIASUFARCE g“gleSE. of-the-new-with-profits
For the purposes of COBS 20.2.54R(3) the FSA will have regard to,
amongst other things, the factors set out in COBS 20.2.41BG(3).

The run-off plan required by this-seetion COBS 20.2.53R must:

1) demenstrate include an up-to-date plan to demonstrate how the
firm will ensure a fair distribution of the closed with-profits fund,
and its inherited estate (if any); and

2 be approved by the firm’s governing body.

[€0)] A firm should also include the information described in Appendix
2.15 (Run-off plans for closed with-profits funds) of the
Supervision manual in its run-off plan.

(2)  Afirm should periodically review and update its run-off plan and
submit updated versions to the FSA when requested to do so.

1) If non-profit insurance business is written in a with-profits
fund, a firm should take reasonable steps to ensure that the
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economic value of any future profits expected to emerge on the
non-profit insurance business is available for distribution
during the lifetime of the with-profits business.

(1A) Where a with-profits fund contains assets which may not be
readily realisable, the firm should take reasonable steps to
ensure that the economic value of those assets is made available
as part of a fair distribution to with-profits policyholders.

2 Where it is agreed by its with-profits policyholders, and subject

to meeting the requirements for effecting new contracts of
insurance in an existing with-profits fund (COBS 20.2.28R), a
mutual may make alternative arrangements for continuing to
carry on non-profit insurance business, and a non-directive
friendly society may make alternative arrangements for
continuing to carry on non-insurance related business.

Page 14 of 25



FSA 2012/10

facilitate-this: [deleted]

After COBS 20.4 insert the following new section. The text is not underlined.

20.5  With-profits governance

Requirement to appoint a with-profits committee or advisory arrangement

2051 R

2052 G

A firm must, in relation to each with-profits fund it operates:

1)

@)

(3)

(1)

@)

(3)

appoint:
(@) a with-profits committee; or

(b) a with-profits advisory arrangement (referred to in this section
as an ‘advisory arrangement’), but only if appropriate, in the
opinion of the firm’s governing body, having regard to the size,
nature and complexity of the fund in question;

ensure that the with-profits committee or advisory arrangement operates
in accordance with its terms of reference; and

make available a copy of any terms of reference on the firm’s website,
or if the firm does not have a website, at the request of policyholders.

Ultimate responsibility for managing a with-profits fund rests with the
firm through its governing body. The role of the with-profits committee
or advisory arrangement is, in part, to act in an advisory capacity to
inform the decision-making of a firm’s governing body. The with-
profits committee or advisory arrangement also acts as a means by
which the interests of with-profits policyholders are appropriately
considered within a firm’s governance structures. The with-profits
committee or advisory arrangement should address issues affecting
policyholders as a whole or as separately identifiable groups of
policyholders generally rather than dealing with individual
policyholder complaints or taking management decisions with respect
to a with-profits fund.

If a firm considers that it is appropriate to appoint an advisory
arrangement, a firm’s governing body will need to decide whether it is
appropriate to appoint an independent person or one or more non-
executive directors to carry out the role. The FSA expects firms to
make this determination according to the nature, size and complexity of
the fund in question. So the larger or more complex the fund is, the
more likely it would be that it would be appropriate to appoint an
independent person.

Where a firm has appointed a with-profits committee to one of its with-
profits funds it may also decide to appoint that with-profits committee
to some or all of its other with-profits funds, even if the firm would not

Page 15 of 25



FSA 2012/10

have determined it appropriate to appoint a with-profits committee to
those other funds when considered individually having regard to their
size, nature or complexity.

Terms of reference of with-profits committee or advisory arrangement

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

1)

@)

the role of the with-profits committee or advisory arrangement is, as
relevant, to assess, report on, and provide clear advice and, where
appropriate, recommendations to the firm’s governing body on:

(@  the way in which each with-profits fund is managed by the firm
and, if a PPFM is required, whether this is properly reflected in
the PPFM;

(b) if applicable, whether the firm is complying with the principles
and practices set out in the PPFM,;

(c)  whether the firm has addressed effectively the conflicting rights
and interests of with-profits policyholders and other
policyholders or stakeholders including, if applicable,
shareholders, in a way that is consistent with Principle 6
(treating customers fairly); and

(d) any other issues with which the firm’s governing body, with-
profits committee or advisory arrangement considers with-profits
policyholders might reasonably expect the with-profits
committee or advisory arrangements to be involved;

that the with-profits committee or advisory arrangement must:

(@) decide on the specific matters it will consider in order to enable it
to carry out its role described in (1)(a) to (d) as appropriate to the
particular circumstances of the with-profits fund(s); and

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

(1 the identification of surplus and excess surplus, the merits
of its distribution or retention and the proposed
distribution policy;

(i) how bonus rates, smoothing and, if relevant, market value
reductions have been calculated and applied,;

(iii)  if relevant, the relative interests of policyholders with and
without valuable guarantees;

(iv)  the firm’s with-profits customer communications such as
annual policyholder statements and product literature and
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3)

(4)

()

1)

@)
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whether the with-profits committee or advisory
arrangement wishes to make a statement or report to with-
profits policyholders in addition to the annual report
made by a firm;

(V) any significant changes to the risk or investment profile
of the with-profits fund including the management of
material illiquid investments and the firm’s obligations in
relation to strategic investments;

(vi)  the firm’s strategy for future sales supported by the assets
of the with-profits fund and its impact on surplus;

(vii)  the impact of any management actions planned or
implemented;

(viii) relevant management information such as customer
complaints data (but not necessarily information relating
to individual customer complaints);

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

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

that any person appointed as a member of the with- profits committee or
as a person carrying out the advisory arrangement must have the
appropriate skills, knowledge and experience to perform, or contribute
to, as appropriate, the role set out in (1) and (2);

if the firm appoints a with-profits committee:
(@) that there must be three or more members;

(b) that the quorum for any meeting (or decision by written
procedure) must be at least half of the number of, and no less
than two, members; and

that the with-profits committee or advisory arrangement must:

(@) advise the governing body on the suitability of candidates
proposed for appointment as the with-profits actuary; and

(b)  assess the performance of the with-profits actuary at least
annually, and report its view to the governing body of the firm.

The FSA expects that a with-profits committee will meet at least
quarterly and ad hoc if required.

The FSA expects that, in general, a with-profits committee or advisory

arrangement will work closely with the with-profits actuary, and obtain
his opinion and input as appropriate.
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Role of with-profits committee or advisory arrangement in the firm’s governance

2055 R

2056 G

A firm must;

1)

@)

3)

(4)

@)

ensure that its governing body, in the context of its consideration of
issues referred to in COBS 20.5.3R(1)(a) to (d) and (2)(b)(i) to (X):

(a) obtains, as relevant, assessments, reports, advice and/or
recommendations of the with-profits committee or advisory
arrangement, if the governing body, the with-profits committee or
advisory arrangement considers that significant issues
concerning the interests of with-profits policyholders need to be
considered by the firm;

(b) allows the with-profits committee or advisory arrangement
sufficient time to enable it to provide fully considered input on
the issues to be considered;

(c)  considers fully and gives due regard to the input of the with-
profits committee or advisory arrangement when determining
issues concerning the management of the with-profits funds and
the interests of with-profits policyholders;

(d) if the governing body decides to depart in any material way from
the advice or recommendations of the with-profits committee or
advisory arrangement, sets out fully its reasons and allows the
with-profits committee or advisory arrangement a reasonable
period to consider them and respond; and

(e)  considers any further representations from the with-profits
committee or advisory arrangement and, if appropriate, sets out
fully any additional reasons if it continues to depart from the
with-profits committee or advisory arrangement’s advice or
recommendation;

provide a with-profits committee or advisory arrangement with
sufficient resources as it may reasonably require to enable it to perform
its role effectively;

notify the FSA of the decision of the governing body to depart from the
advice or recommendation of the with-profits committee or advisory
arrangement if the with-profits committee or advisory arrangement
considers that the issue is sufficiently significant and requests of the
governing body that the FSA be informed; and

consult the with-profits actuary on the appointment of a new member
of the with-profits committee or of the person or persons carrying out
the advisory arrangement.

COBS 20.5.5R(2) requires that a firm provides a with-profits committee
or advisory arrangement with sufficient resources. A with-profits
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committee or advisory arrangement should be able to obtain external
professional, including actuarial, advice, at the expense of the firm, if
the with-profits committee or advisory arrangement considers the
advice to be necessary to perform its role effectively. In a proprietary
firm the with-profits committee or advisory arrangement should be able
to request that the cost of the external professional advice either is not
chargeable to the with-profits fund in question, or is shared with the
with-profits fund, according to whether the issue under consideration is
wholly or partly to the benefit of the firm rather than policyholders. A
with-profits committee or advisory arrangement should also be
adequately supported by the firm’s own internal resources and support
functions. This may include the firm ensuring that relevant employees,
including the with-profits actuary, are made sufficiently available, and
provide relevant information and input, to assist the with-profits
committee in its role, as required.

If the with-profits committee or advisory arrangement wishes to make a
statement or report to with-profits policyholders in addition to the
annual report made by a firm, the effect of COBS 20.5.5R(2) is that a
firm will need to facilitate this.

In order to comply with SYSC 3.2.20R the FSA expects firms to keep
full records of all requests of, and material produced by, the with-
profits committee or advisory arrangement, and of all decisions and
reasons of the governing body as described in COBS 20.5.5R(1)(d) and

(e).

For the purposes of COBS 20.5.5R(3), the FSA expects that it will only
be in exceptional circumstances that a with-profits committee or
alternative arrangement will consider a departure from a
recommendation or advice to be sufficiently significant to warrant its
making a request of the governing body that the FSA be informed.

Assessment of independence by governing body

205.7 G

1)

The FSA expects the governing body of the firm to decide whether a
member of the with-profits committee or a person (other than a non-
executive director) carrying out the advisory arrangement is
independent. The FSA expects a firm’s governing body to adopt the
following approach and have regard to the following factors when
making this assessment:

(@) the governing body should determine whether the person is
independent in character and judgment and whether there are
relationships or circumstances which are likely to affect, or could
appear to affect, the person’s judgment; and

(b)  the governing body should state its reasons if it determines that a
person is independent notwithstanding the existence of
relationships or circumstances which may appear relevant to its
determination, including if the person:
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Amend the following as shown.

(i)

(i)

(i)

(iv)

(v)

(vi)
(vii)
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has been an employee of the firm or group within the last
five years; or

has, or has had within the last three years, a material
business relationship with the firm either directly, or as a
partner, shareholder, director or senior employee of a
body that has such a relationship with the firm; or

has received or receives additional remuneration from the
firm, participates in the firm’s share option or a
performance-related pay scheme, or is a member of the
firm’s pension scheme; or

has close family ties with any of the firm’s advisers,
directors or senior employees; or

has significant links with the firm’s directors through
involvement in other companies or bodies; or

represents a significant shareholder; or

has served on the governing body for more than nine
years from the date of their first election.

(2) If afirm appoints one or more non-executive directors to carry out the
advisory arrangement, the FSA expects the governing body of the firm
to be satisfied that that person or persons is or are adequately able to
provide independent judgment.

Governance arrangements in relation to the PPFM

In complying with the rule on systems and controls in relation to compliance,

financial crime and money laundering (SYSC 3.2.6R), a firm should maintain
governance arrangements designed to ensure that it complies with, maintains
and records, any applicable PPFM. These arrangements should:

(1) be appropriate to the scale, nature and complexity of the firm’s with-
profits business; and

(2) include the approval of the firm’s PPFM by its governing body.

TP 2 Other Transitional Provisions

@) ) @) (4) () (6)
Material to which the Transitional provision Transitional Handbook provisions:
transitional provision provision: dates coming into force
applies in force
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29 | COBS20.2.1Gto COBS | R | The provisions listed in
20.2.23R, COBS column (2) do not apply
20.2.26R to COBS to a firm if, and to the
20.2.41G€06BS extent that, they are
20.2.53Rt5-COBS inconsistent with an
20:20-2.60G (Freating arrangement that was
with-profits-policy formally approved by
holdersfairly) the FSA, a previous
regulator or a court of
competent jurisdiction,
on or before 20 January
2005.
211 | COBSTP2.9 G | The rules and guidance
on treating with-profits
policyholders fairly
(COBS 20.2.1G - COBS
20.2.41G; €OBS
20:253R--COBS
20.2.60G) may be
contrary to, or
inconsistent with, some
arrangements that were
formally approved by
the FSA, a previous
regulator or a court...
2.18 | COBS 20.2.53R to R | (1) Unless (2) applies, From 1 April 1 November 2007 and
COBS 20.2.60G, SUP and subject to (3), a 2012 1 April 2012
App 2.15G firm that has ceased to indefinitely

effect new contracts of
insurance in a with-
profits fund must
submit to the FSA a
run-off plan of the type
described in COBS
20.2.53R(2); COBS
20.2.56R, and COBS
20.2.57G, if it has not
done so already, by 31
December 2012
regardless of when it
closed to new business.

(2) Paragraph (1) does
not apply to a firm if,
and to the extent that, to
comply would be

contrary to or
inconsistent with an

arrangement that was
formally approved by a
court of competent
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jurisdiction, on or
before 1 April 2012.

(3) A firm required by
(1) above to produce a
run-off plan:

(a) should consider the
guidance in SUP App
2.15.6G, 2.15.7G(11),
2.15.13G, 2.15.14G and
2.15.15G to continue to

apply to it, as
appropriate;

(b) may demonstrate
compliance with the
guidance in SUP App
2.15.2G, 2.15.3G,
2.15.4G and 2.15.5G by
reference to existing
documents created by
or for the firm, provided
that it submits copies of
relevant extracts to the
FSA;

(c) may disregard the
remaining provisions in
SUP App 2.15G if to do
so would be consistent
with meeting the
requirements of COBS
20.2.56R(1); and

(d) may otherwise tailor
the run-off plan to
reflect the fact that the
fund in question has
already been closed.

N
-
©

COBS 20.2.53R to

COBS 20.2.60G

(@)

The effect of COBS TP | From 1 April 1 November 2007 and
2.18 is that firms which | 2012 1 April 2012
were not required to indefinitely

submit a run-off plan to
the FSA because they
ceased to effect new
contracts of insurance
before 1 November
2007 or because of
previous transitional
provisions in COBS,
will need to submit a
version of a run-off plan
to the FSA, taking into
account the fact that the
fund has already closed,
by 31 December 2012.
However, this will not
apply to the extent that
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it would be inconsistent

with a formally
approved court scheme.

N
N
o

COBS

20.2.28R

|70

Firms which continue

From 1 April

1 April 2012

to effect new contracts

2012 to 1 July

of insurance in reliance

2012

on decisions made by
the firm’s governing
body complying with

COBS 20.2.28R prior to

1 April 2012 are

deemed to be compliant

with COBS 20.2.28R
until 1 July 2012.

N
N
e

COBS

20.2.36R to

COBS

COBS 20.2.36AR

|70

Firms which retain
strategic investments in

From 1 April

1 April 2012

2012to 1

reliance on decisions

October 2012

made by the firm’s
governing body
appropriately taking
into account COBS
20.2.36G priorto 1
April 2012 are deemed
to be compliant with
COBS 20.2.36R and
20.2.36AR until 1
October 2012.

COBS 20.5.1R to
20.5.5R

|70

Firms’ existing
governance

arrangements are
deemed to comply with

the provisions in COBS

20.5.1R to 20.5.5R until

From 1 April

1 April 2012

2012 to 1 July
2012

1 July 2012.

Schedule 1

Record keeping requirements

Handbook
reference

Subject of record

Contents of record

When record must be
made

Retention period

COBS
19.2.3R

Promotion of
personal pension
scheme

COBS
20.2.36AR

strategic
investments

A description of the

Before making a

strategic purpose for

strategic investment or

Until the firm
ceases to hold the

which a strategic
investment has been

when reviewing
whether to retain a

purchased or retained

strategic investment

strategic
investment in

question
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Schedule 2 Notification requirements

Handbook Matters to be Contents of notification Trigger Event Time allowed

reference notified

COBS

21.2.8R

COBS The decision of a A description of: The with-profits As soon as

20.5.5R(3) | firm’s governing committee or advisory reasonably
body to depart from | (1) the decision of, and arrangement considers practicable

the advice or
recommendation of

reasons given by, the

that the issue is

firm’s governing body;

sufficiently significant

the with-profits
committee or
advisory
arrangement.

(2) the recommendation
and advice of the with-
profits committee or
advisory arrangement;

together with a copy of
the firm’s records of the

advice and

decision, reasons

recommendations.

and requests of the
governing body that the
FSA be informed.
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Annex C
Amendments to the Supervision manual (SUP)

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

43.17 R  Afirm must require and allow any actuary appointed to perform the with-
profits actuary function to perform his duties and must:

4) ....;and
(5) pay due regard to his advice...(the committee of management); and

(6) ensure that where a conflict of interest may arise in relation to the role
of the with-profits actuary and the advice he gives, for example due to
the firm’s reporting lines or remuneration process, that potential
conflict is identified and managed in order to minimise the possible
effect of the potential conflict on the advice given.
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HANDBOOK ADMINISTRATION (NO 25) INSTRUMENT 2012
Powers exercised
A The Financial Services Authority makes this instrument in the exercise of the powers
and related provisions listed in Schedule 4 (Powers exercised) to the General

Provisions of the Handbook.

B. The rule-making powers referred to above are specified for the purpose of section
153(2) (Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force as follows:
1) Part 1 of Annex D (SUP) comes into force on 22 March 2012;
@) Part 2 of Annex A (Glossary) and Annex C (COBS) come into force on 1
October 2012;
3 Annex E (DISP) comes into force on 31 December 2012; and
4) the remainder of this instrument comes into force on 1 April 2012.

Amendments to the Handbook

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

1) )

Glossary of definitions Annex A
Senior Management Arrangements, Systems and Controls sourcebook

Annex B
(SYSC)
Conduct of Business sourcebook (COBS) Annex C
Supervision manual (SUP) Annex D
Dispute Resolution: Complaints sourcebook (DISP) Annex E
Recognised Investment Exchanges and Recognised Clearing Houses

Annex F
sourcebook (REC)
Listing Rules sourcebook (LR) Annex G

Amendments to material outside the Handbook

E. The Perimeter Guidance manual (PERG) is amended in accordance with Annex H to
this instrument.

Amendment to instrument

F. Annex A and Annex B to the Conduct of Business Sourcebook (Automatic Enrolment
into Qualifying Pension Schemes) Instrument 2011 (FSA 2011/30) are amended in
accordance with Annex A (Glossary) and Annex C (COBS) to this instrument
respectively.
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Citation
G. This instrument may be cited as the Handbook Administration (No 25) Instrument
2012.

By order of the Board
21 March 2012
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Annex A
Amendments to the Glossary of definitions
In this Annex, underlining indicates new text and striking thorough indicates deleted text.

Part 1: Comes into force on 1 April 2012

financial promotion

rules (4)  (inrelation to BCOBS) all or any of the rules in BCOBS 2
that impose requirements in relation to a financial promotion but
only to the extent that they apply to a financial promotion.

percentage ratio (in LR) (in relation to a transaction) the figure, expressed as a
percentage, that results from applying a calculation under a elass-test
class test to the transaction.

Part 2: Comes into force on 1 October 2012

The amendment to the definition of “pension opt-out” shown below replaces that made by
Annex A to the Conduct of Business Sourcebook (Automatic Enrolment into Qualifying
Pension Schemes) Instrument 2011 (FSA 2011/30).

group stakeholder a stakeholder pension scheme which is available to employees of the

pension scheme same employer or of employers within a group.

pension opt-out a transaction, resulting from the decision of a retail client who is an
individual, to:

@ opt out of an occupational pension scheme, group personal
pension scheme or group stakeholder pension scheme to
which his employer contributes and of which he is a member;
or

(b)  decline to become a member of an occupational pension
scheme, group personal pension scheme or group stakeholder
pension scheme to which his employer contributes and of
which he is eligible to join, or will be eligible to join at the
end of a waiting period,;

in favour of a stakeholder pension scheme or personal pension
scheme.

Editor’s Note: The introduction here of the definition of ““group stakeholder pension
scheme” in effect brings forward the making of this definition. This definition was originally
made by the Retail Distribution Review (Corporate Pensions) Instrument 2010 (FSA
2010/21) with a commencement date of 31 December 2012.
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Annex B

Amendments to the Senior Management Arrangements, Systems and Controls
sourcebook (SYSC)

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

12111 R Where this section applies with respect to a financial conglomerate, the
risk management processes referred to in SYSC 12.1.8R(2) must include:

@) ..;and
4)

(5) arrangements in place to contribute to and develop, if required,
adequate recovery and resolution arrangements and plans; a firm
must update these these arrangements regularly.
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Annex C
Amendments to the Conduct of Business sourcebook (COBS)
In this Annex, underlining indicates new text and striking thorough indicates deleted text.

The amendment to COBS 19.2.2R shown below replaces that made by Annex B to the
Conduct of Business Sourcebook (Automatic Enrolment into Qualifying Pension Schemes)
Instrument 2011 (FSA 2011/30).

Comes into force on 1 October 2012

Suitability

19.2.2 R Where a firm prepares a suitability report it must:

(2) (in the case of a personal pension scheme, stakeholder pension
scheme or an FSAVC); explain why it considers the personal
pension scheme, stakeholder pension scheme or FSAVC to be at
least as suitable as any stakeholderpension-scheme-AVC-or facility
to make additional contributions to an occupational pension
scheme, group personal pension scheme or group stakeholder
pension scheme which is available to the retail client.
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Annex D
Amendments to the Supervision manual (SUP)
In this Annex, underlining indicates new text and striking thorough indicates deleted text.

Part 1: Comes into force on 22 March 2012

16 Annex 14(1)R Quarterly return (CQ) for credit unions

SUPPLEMENTARY ANALYSIS OF THE QUARTERLY RETURN

The Supplementary Analysis of the Quarterly Return should be completed as part of the Quarterly
Return by credit unions in Great Britain where they meet one or more of the following conditions at the
end of the quarter:

. the credit union has issued interest-bearing shares under section 7A of the Credit Unions Act
1979 (the Act);

. the credit union has issued deferred shares in accordance with section 31A of the Act; or

. the credit union has admitted corporate members under section 5A of the Act.

Interest-bearing shares

In 16 Annex 14(2)R (Annual return (CY) for credit unions) the “Supplementary Analysis of
the Annual Return”, which is currently located after the “Auditor’s statement”, is moved so
that it appears after the chart headed “Committee of management and other officers of the
credit union”.

Amend the following as showing.

16 Annex 14(2)R  Annual return (CY) for credit unions

SUPPLEMENTARY ANALYSIS OF THE ANNUAL RETURN

The Supplementary Analysis of the Annual Return should be completed as part of the Annual Return
by credit unions in Great Britain where they meet one or more of the following conditions at the end of
the financial year:

) the credit union has issued interest-bearing shares under section 7A of the Credit Unions Act
1979 (the Act);

. the credit union has issued deferred shares in accordance with section 31A of the Act;

. the credit union has admitted corporate members under section 5A of the Act; or

o the credit union’s rules limit the number of non-qualifying members of the credit union, in
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accordance with section 5(5) of the Act

Interest-bearing shares

16 Annex 256G Guidance notes for data items in SUP 16 Annex 24R

FSA004 — Credit risk

Column B

For firms on the standardised approach, this should be calculated as set out
in BIPRU 3 and BIPRU 5. It equates to the fully adjusted exposures values
(E*) after adjustment to off-balance sheet items under BIPRU 3:6-4R
3.7.1R.

Part 2: Comes into force on 1 April 2012

16 Annex 19BG NOTES FOR COMPLETION OF THE MORTGAGE LENDING
& ADMINISTRATION RETURN (‘MLAR”)

INTRODUCTION: GENERAL NOTES ON THE RETURN

4b. Sale and rent back business

Guidance to sale and rent back (SRB) firms on the completion of the MLAR

MLEAR-as-H-they-were-loan-products—Fherefore SRB providers should note the following in

relation to their reporting of SRB agreements and SRB assets