PRA 2013/25

HANDBOOK ADMINISTRATION INSTRUMENT (NO 2) 2013

Powers exercised by the Board of the Prudential Regulation Authority (PRA)

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

(1) section 137G (The PRA’s general rules); and
(2) section 137T (General supplementary powers).

B. The rule-making power referred to above is specified for the purpose of section
138G(2) (Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on 4 October 2013 except for Part I of Annex A
which shall come into force on 22 July 2014.

Amendments

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

E. The Prudential Regulation Authority gives as guidance each provision in the Annexes
listed in column (2) that is marked with a G.

(@) 2

Glossary of definitions Annex A
Statements of Principle and Code of Practice for Approved Persons Annex B
(APER)
General Provisions sourcebook (GEN) Annex C
Fees manual (FEES) Annex D
Prudential sourcebook for Banks, Building Societies and Investment Firms Annex E
(BIPRU)
Prudential sourcebook for Insurers (INSPRU) Annex F
Prudential sourcebook for Friendly Societies (IPRU(FSOC)) Annex G
Interim Prudential sourcebook for Insurers (IPRU (INS)) Annex H
Supervision manual (SUP) Annex |
Compensation sourcebook (COMP) Annex J
Building Societies Regulatory Guide (BSOQG) Annex K

Citation

E. This instrument may be cited as the Handbook Administration Instrument (No 2)

2013.

By order of the Board of the PRA
3 October 2013




PRA 2013/25
Annex A

Amendments to the Glossary of definitions

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

acting as trustee or
depositary of an AIF

acting as trustee or
depositary of a
UCITS

affected person

the regulated activity, specified in article 51ZD of the Regulated
Activities Order, which is, in summary, ef acting as:

(a) a depositary of an A/F falling within article 51ZD(2) of the
Regulated Activities Order;

(b) the trustee of an authorised unit trust which is an AIF that
does not fall within article 51ZD(2) of the Regulated Activities
Order;

(c) the depositary of an open-ended investment company or
authorised contractual scheme which is an AIF that does not
fall within article 51ZD(2) of the Regulated Activities Order.

the regulated activity, specified in article 51ZB of the Regulated
Activities Order, which is, in summary, ef acting as:

(a) a trustee of an authorised unit trust scheme,
(b) a depositary of an open-ended investment company or
(©) an authorised contractual scheme

where that company or scheme is a UCITS.

i

i

iy the manager:
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Gif) : " £ borisedtind
PR SEr;

AIFM investment firm  a firm which:
(a) is:
(1) a full-scope UK AIFM, or
(1)  asmall authorised UK AIFM of an authorised AIF, or
(i)  an incoming EEA AIFM branch; and

(b) has a Part 44 permission (or an equivalent permission from
its Home State regulator) for managing investments where:

(1) the investments managed include one or more financial
instruments; and

(11)  the permission is limited to the activities permitted by
article 6(2)-and (4) of AIFMD.

AIFMD Directive 2011/61/EU of the European Parliament and of the Council
of 8 June 2011 on Alternative Investment Fund Managers and
amending Directives 2003/41/EC and 2009/65/EC and Regulations
(EC) No 1060/2009 and (EU) No 1095/2010 (http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:1.:2011:174:0001.
:0073:EN:PDF) .
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alternative investment
fund

alternative investment
Jfund manager

asset backed security

applicable asset

client

PRA 2013/25

(ender in accordance with article 4(1)(a) of AIFMD) a collective
investment undertaking, including investment compartments, which:

(a)

(b)

(1)

(2)

raises capital from a number of investors, with a view to
investing it under a defined investment policy for the benefit
of those investors; and

does not require authorisation pursuant to article 5 of the
UCITS Directive.

(in GENPRU 3.1) a manager of alternative investment funds
within the meaning of Article 4(1)(b), (1) and (ab) of Directive
2011/61/EU or an undertaking which is outside the EEA and
which would require authorisation in accordance with
Directive 2011/61/EU if it had its registered office within the
EEA.

(except in GENPRU 3.1 and in accordance with article 4(1)(b)
of AIFMD) a legal person whose regular business is
performing AIFM investment management functions for one
or more AIF.

(as defined in the PD Regulation) seeurities securities which: ...

(1)

(except in PROF and except in relation to a home finance
transaction) has the meaning....

Page 4 of 29



EEA AIFM
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(b) “client” includes:

(111)  a ecHectiveinvestiment-scheme fund even if it
does not have separate legal personality.

an AIFM which has its registered office in an EEA State other than
the United Kingdom.

@ o ALEMs“havine i . | office in:
W
() arios—havine i . "

. . . g .
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in the money (1) (in LR) (in relation to seeuritised-dertvatives securitised
derivatives): ...

instrument

constituting the

seheme-fund

(b) (for an AIF other than an ICVC, an AUT or an ACS) the fund
rules, instrument of incorporation or other constituting
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documents of such an AIF;

(ba)

(bb) (in relation to an 4CS) the contractual scheme deed.

(©) (in relation to a collective investment scheme other than an
anthorisedfund AIF or anEEAUCITS seheme a UCITS) any
instrument to which the operator is a party setting out any
arrangements with any other person relating to any aspect of
the operation or management of the scheme.

leverage (in accordance with under article 4(1)(v) of AIFMD) any method by
which an A7/F M increases the exposure of an A/F it manages whether
through borrowing of cash or securities, or leverage embedded in
derivative positions or by any other means.

long-term incentive G LRy any arrangement tother than a retirement benelit plan. a

scheme

[deleted]
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managing an AIF
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the regulated activity, specified in article 51ZC of the Regulated
Activities Order of,_which is, in summary, performing at least risk
management or portfolio management for an A/F.

tin COLL (H; Felation-to-marketing wiifs in-areg Mate: cheollective
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ily-recisabl @ ¢ i LPRLE

() apackased-prodites:
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regulated activity

PRA 2013/25

(A)

in the PRA Handbook:

(in accordance with section 22 of the Act (Regulated activities)) any
of the following activities specified in Part II of the Regulated
Activities Order (Specified Activities):

(ma) acting as the depositary of an authorised contractual scheme

(article 51(1)(bb));

(n)  acting as the depositary or sole director of an open-ended
investment company (article 51(1)(c))

(na) managing a UCITS (article 51ZA);

(nb) acting as trustee or depositary of a UCITS (article 51ZB);

(nc) managing an AIF (article 51ZC);

(nd) acting as trustee or depositary of an AIF (article 517ZD);

(ne) establishing, operating or winding up a collective investment
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small AIFM

small authorised UK
AIFM

sponsor
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scheme (51ZE).

an AIFFM which meets the conditions in regulation 9 (meaning of
“small AIFM?”) of the AIFMD UK regulation.

a UK AIFM which:

(a)
(b)

1s a small AIFM; and

has not opted in to AIFFMD under in accordance with article
3(4) of AIFMD to become a full-scope UK AIFM.

In the PR4 Handbook:

(in BIPRU), in accordance with Article 4(42) of the Banking
Consolidation Directive (Definitions) and in relation to a
securitisation within the meaning of paragraph (2) of the
definition of securitisation) an undertaking other than an
originator that establishes and manages an asset backed
commercial paper programme or other securitisation scheme
that purchases exposures from third party entities.

In the F'CA Handbook:

(1)

(2) (in BIPRU and FUND), in accordance with Article
4(42) of the Banking Consolidation Directive
(Definitions) and in relation to a securitisation within
the meaning of paragraph (2) of the definition of
securitisation) an undertaking other than an originator
that establishes and manages an asset backed
commercial paper programme or other securitisation
scheme that purchases exposures from third party
entities.
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uhrecognisedscheme  GaLRya-collective *”’]e“”.*e’” sermenie ]“h*e}* s ﬁf”h.“ G

seheme:

Part II — to come into force on 22 July 2014

designated investment any of the following activities, specified in Part II of the Regulated
business Activities Order (Specified Activities), which is carried on by way of
business:
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establishing,
operating or winding
up a collective
investment scheme

PRA 2013/25

the regulated activity, specified in article 5HH¢a)er S1ZE of the
Regulated Activities Order (Establishing etc. a collective investment
scheme), of establishing, operating or winding up a collective
investment scheme.
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Annex B

Amendments to the Statements of Principle and Code of Practice for Approved Persons
(APER)

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

1.1B Application
What?
1.1B.4 G The relevance of MiFID to the Statements of Principle will depend on

the extent to which the corresponding requirement imposed on firms
under MiFID is reserved to a Home State regulator or has been
disapplied under MiFID (see APER 2.1B.2P and FIT 1.2.4AG).
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Annex C

Amendments to the General Provisions sourcebook (GEN)

In this Annex, underlining indicates new text.

4.3

432B G

Letter disclosure

For a UK domestic firm that is a PRA-authorised person, the required
disclosure in GEN 4 Annex 1AR is "Authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential

Regulation Authority".
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Annex D

Amendments to the Fees manual (FEES)

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

1.1

1.1.2

2.2

222

Application and Purpose

Application

R The manual applies in the following way:
(D
(2)  FEES 1,2 and 4 apply to:

(a) every firm (except an AIFM qualifier, ICVC or UCITS
qualifier);

(b) every manrager authorised fund manager of an
authorised enittrast unit trust or authorised
contractual scheme;

(k) every fee-paying electronic money issuer; ané

D -5

(m) every AIFM applying to become a small registered

UK AIFM and every small registered UK AIFM; and

(n)  every AIFM notifying the FCA under regulation 57, 58

and 59 of the AIFMD UK regulation and every AIFM
which has made such a notification.

Late Payments and Recovery of Unpaid Fees

G  The FCA, (for FCA and PRA periodic fees, FOS and FSCS levies and
CFEB levies), expeet expects to issue invoices at least 30 days before the
date on which the relevant amounts fall due. Accordingly it will
generally be the case that a person will have at least 30 days from the
issue of the invoice before an administrative fee becomes payable.

Recovery of Fees
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223 G  Paragraphs 23(8) and 27 of Schedule 1ZA and paragraphs 31(7) and 35
of Schedule 1ZB of the Act permit the FCA and PRA respectively to
recover fees (including_ in respect of the FC4, fees relating to payment
services,’ the issuance of electronic money and, where relevant, FOS
levies and CFEB levies), and section 213(6) permits the FSCS to recover
shares of the F'SCS levy payable, as a debt owed to the FCA, PRA and
FSCS respectively, and the FCA, PRA and FSCS, as relevant, will
consider taking action for recovery (including interest) through the civil

courts.
3 Annex 9
(1) The Special Project Fee for restructuring (the SPFR) is only
R payable by a person in one of the following categories:
(8) Ne Subject to FEES TP 8.1R, no SPFR is payable to an
R appropriate regulator:
9) The SPFR for the appropriate regulator is calculated as
R follows:

(a) Determine the number of hours, or part of an hour, taken by
the appropriate regulator, or, if applicable, both the FCA
and PRA under FEES TP 8.1R, in relation to regulatory
work conducted as a consequence of the activities referred
to in (2) or (6).

4 Annex 12G Guidance on the calculation of tariffs set out in FEES 4 Annex 1AR

Part 3 and FEES 4 Annex 1BR Part 3

6.1 Application
General structure
6.1.7 G In order to allocate a share of the amount of specific costs and

compensation costs to be funded by an individual participant firm, the
funding arrangements are split into eight twelve classes:. These are the
deposits class; the life and pensions provision class; the general
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6.4.7

6.5

6.5.2

6.5.6

PRA 2013/25

insurance provision c/ass; the investment provision class; the life and
pensions intermediation c/ass; the home finance intermediation class;
the investment intermediation class and the general insurance
intermediation class and the four FCA provider contribution classes
(the deposit acceptor’s contribution class; the insurers-life contribution
class; the insurers — general contribution class; and the home finance
providers and administrators’ contribution class). The permissions held
by a participant firm determine into which class, or classes, it falls.

Specific costs levy

The FSCS must calculate a participant firm's share of a specific costs
levy (subject to FEES 6.3.22R (Adjustments to calculation of levy
shares) by:

(1
2

3) calculating, in relation to each relevant class, the participant
firm's tariff base (see FEES 6 Annex 3R) as a proportion of the
total tariff base of all participant firms in the class, using the
statement of business most recently supplied under FEES
6.5.13R;

Compensation costs

R

The FSCS must allocate any compensation costs levy:

(1) first; to the relevant classes in proportion to the amount of
compensation costs arising from, or expected to arise from,
claims in respect of the different activities for which firms in
those classes have permission up to the levy limit of each
relevant class. -and

& thereatter—wherethe-fevr-fimirhas-beenreached-twhetherasa
It of . ” both) & l
whoseattetbutablecostsmav-be-alocatedo-the reraif pooi—to

; i i SA— [deleted]

The FSCS must calculate each participant firm's share of a compensation
costs levy (subject to FEES 6.3.22R (Adjustments to calculation of levy
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shares)) by:

(1)
)
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(3) calculating, in relation to each relevant class, the participant firm's tarift
base (see FEES 6 Annex 3R) as a proportion of the total tariff base of all

participant firms in the class, using the statement of business most
recently supplied under FEES 6.5.13R ;

(4)

TP 8 Transitional provisions relating to FEES 3 Annex 9R and FEES 4.3.6R
taking effect in 2013/14
(1) (2) Material 3) 4) 5) (6) Handbook
to which the Transitional | Transitional provision:
transitional provision provision: coming into
provision dates in force force
applies
8.1.3 FEES 3 In relation to | From 1 April | 1 April 2013
Annex 9R the kind of 2013
special indefinitely

project fee
specified in
FEES TP
8.1.1R,
where one of
the events
referred to in
FEES 3
Annex 9R(2)
or (9)b)
(6)(b) had

occurred:
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Annex E

Amendments to Prudential sourcebook for Banks, Building Societies and Investment

Firms (BIPRU)

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

1.3

1.3.10

2.2

2.2.23C

3.4.28

Applications for advanced approaches and waivers

Waiver - general

G

As explained in SUP 8, under seetions section 138A and138B of the Act,
the appropriate regulator may not grant a waiver to a firm unless it is
satisfied that:

(1) compliance by the firm with the rules, or with the rules as
modified, would be unduly burdensome or would not achieve the
purpose for which the rules were made; and

(2) the waiver would not resultinundueriskto-persons-whese
nterests-the+ufesare-intended-to-protect-objeets adversely affect

the advancement of any of the appropriate regulator’s objectives.

Internal capital adequacy standards

Failure to meet individual capital guidance and monitoring and reporting on
capital planning buffer

G

R

Where a firm's capital planning buffer is being drawn down due to
circumstances other than those referred to in BIPRU 2.2.23G, such as
poor planning or mismanagement, the appropriate regulator may ask the
firm for more detailed plans for it to restore its capital planning buffer. In
the light of the relevant circumstances, the appropriate regulator may
consider taking other remedial actions, which may include using its

powers under section seetion-553-of the Aet-to-vary-on-its-own-initiativea
firm'sPart-44-permission.SSL (in the case of the FCA) or section 55M

(in the case of the PRA) of the Act to impose on its own initiative such
requirements on a firm as it considers appropriate.

An exposure to a multilateral development bank listed in point (B (a) of
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7.10.47

G

PRA 2013/25

the definition in the Glossary must be assigned a 0% risk weight.

This paragraph provides guidance on BIPRU 7.10.46R(3)(2). Take as an
example a VaR model based on a factor model or on a historical
simulation model. The ability of the model to explain price variation
could be demonstrated by a statistical comparison over the same period
of time between actual price changes on the portfolio and the profit and
loss impact of risk factors included within the model. A firm may wish to
include an estimate of residual variation not explained by the model.
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Annex F
Amendments to the Prudential sourcebook for Insurers (INSPRU)

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

1.5 Internal-contagion risk

Payment of financial penalties

1.5.33 R

fumd-[deleted]
7.1 Application
7.1.3A G ... In particular:

(2) certain rules and guidance in INSPRU 7.1 are also made by the
FCA for the purpose of their application to dormant account fund
operators...
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Annex G

Amendments to the Interim Prudential sourcebook for Friendly Societies (IPRU
(FSOCQ))

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

Attachment to Annex 5

Proforma Application

Insurance Eirms Devision Returns

Fhe Finanetal Services Authority Regulatory Data Group

Statistics and Regulatory Data Division (HO5 A-B)

25-The North-Colonnade Bank of England
Canary-Wharf Threadneedle Street

London

E14-5HS EC2R 8AH

Page 24 of 29



PRA 2013/25
Annex H

Amendments to the Interim Prudential sourcebook for Insurers (IPRU (INS))

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

Appendix 9.11

Reporting Forms

WA : ROM- The reportlng forms and
templates can be found in instrument 2001/22 Lloyd’s Sourcebook Instrument
2001, as amended by instrument 2005/72 Lloyd’s Sourcebook (Amendment No 3)
Instrument 2005.
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Annex I

Amendments to the Supervision manual (SUP)

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

6.1

6.3.12

Application, interpretation and purpose

Application

Variation of permission involving insurance business

G  In applying to vary its Part 44 permission to add categories of specified
investments, in relation to insurance business, a firm carrying on insurance
business will need to determine the classes of specified investments relating to
effecting and carrying out contracts of insurance for which variation of Part
44 permission will be necessary, having regard to whether certain classes of
contract may qualify to be effected or carried out on an ancillary or

supplementary basis {see-SERP312-6Gto-SURP312126G).

Page 26 of 29



PRA 2013/25

Annex J

Amendments to the Compensation sourcebook (COMP)

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

10.2.13

14.1

14.1.5

Sch 1

1.2

Claims in respect of protected dormant accounts

G

The purpose of COMP 10.2.12R is to ensure that persons whose balances
in a dormant account have been transferred to a dormant account fund
operator do not have their entitlement to compensation reduced in the
event of default of the dormant account fund operator. So, a person who
held dormant accounts with two different relevant persons, the liability for
which were then automatically transferred to the dormant account fund
operator, could still be compensated by the FSCS on the basis of accounts
with two separate relevant persons (and so could receive up to 2 x £50;600
£85,000 in compensation) rather than just one account with one relevant
person.

Application and Purpose

Application

G

In relation to an incoming EEA firm’s passporting activities, its Home
State compensation scheme must provide compensation cover in respect of
business within the scope of the Deposit Guarantee Directive, Investors
Compensation Directive, and article 6(3) of the UCITS Directive and
article 6(4) of AIFMD, whether that business is carried on from a UK

branch or on a cross-border services basis. (FeranfEAHCITS

% % % 199 2319 a
aov e U O Ci vImv =
S

Insurance mediation activity relating to non-investment insurance
contracts is not within the scope of the Deposit Guarantee Directive and
the Investor Compensation Directive.

Record-keeping requirements

G
Handbook | Subject of Contents of When record must | Retention
reference | record record be made Period
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[deleted] Separate c clai
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~OMP Sutfici o licit 6 olici
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Annex K

Amendments to the Building Societies Regulatory Guide (BSOG)

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

2.5

2.5.31

2.8

2.8.4

3.8

3.8.5

Confirmation

The Autheritys Prudential Regulator’s decision

G

The Prudential Regulator will not normally give an oral decision at the end
of the hearing and may be expected to reserve its decision to be issued
later in writing, setting out its reasons. Copies of the written decision will
be sent to the participants and, on request, to any other person. The
decision may also be published, and the Prudential Regulator usually asks
the registrationteam F'CA to place copies on the public files of the
participating societies.

Timetable

G

Notes:

4) Where the Prudential Regulator is the PRA it is under a statutory
obligation to consult the FCA (seeseetion95(6A)-of the 1986-Aet)

in respect of approval of the Transfer Statement and Confirmation.
This consultation will take place within the above timetable.

Notification and Dissolution

The society will be dissolved on the vesting date or on the later date for
dissolution referred to in BSOG 3.8.2G, and its registration will
subsequently be cancelled by the EEA FCA under the provisions of
Section 103(1)(a) of the 1986 Act -having consulted the ECA PRA.
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