FSA 2006/1

MONEY LAUNDERING PROVISIONS INSTRUMENT 2006

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 64(1) and 64(2) (Conduct: statements and codes);

(2) section 138 (General rule-making power);

(3) section 146 (Money laundering rules);

(4) section 149 (Evidential provisions);

(5) section 150(2) (Actions for damages);

(6) section 156 (General supplementary powers); and
(7) section 157(1) (Guidance).

The rule-making powers listed above are specified for the purpose of section

153(2) (Rule-making instruments) of the Act.

Commencement

C.

Annex A, Part 2 of Annex D and Annex K to this instrument come into force
on 31 August 2006. Otherwise, this instrument comes into force on 1 March

2006.

Revocation of the Money Laundering sourcebook

D.

The Money Laundering sourcebook (ML) is revoked in its entirety with effect

from 31 August 2006.

Amendments to the Handbook

E.

The modules of the FSA’s Handbook of rules and guidance listed in column (1)
below are amended or deleted in accordance with the Annexes listed in column

(2).
) )

Glossary of definitions Annex A
Senior Management Arrangements, Systems and Controls Annex B
(SYSC)
Threshold Conditions (COND) Annex C
Statements of Principle and Code of Practice for Approved Annex D
Persons (APER)
Amendments to the Interim Prudential sourcebook for Annex E
Banks (IPRU(BANK))
Interim Prudential sourcebook for Building Societies Annex F
(IPRU(BSOCQ))
Conduct of Business sourcebook (COB) Annex G
Insurance: Conduct of Business sourcebook (ICOB) Annex H
Mortgages: Conduct of Business sourcebook (MCOB) Annex |
Market Conduct sourcebook (MAR) Annex J




Money Laundering sourcebook (ML) Annex K
Authorisation manual (AUTH) Annex L
Supervision manual (SUP) Annex M
Enforcement manual (ENF) Annex N
Collective Investment Schemes sourcebook (CIS) Annex O
Credit Unions sourcebook (CRED) Annex P
Electronic Money sourcebook (ELM) Annex Q
Professional Firms sourcebook (PROF) Annex R

Citation

F. This instrument may be cited as the Money Laundering Provisions Instrument
2006.

By order of the Board
26 January 2006



Annex A

Amendments to the Glossary of definitions

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

text.

client

group

(1) (except ir-ML; in PROF; in relation to a regulated
mortgage contract) any person with or for whom a firm
conducts or intends to conduct designated investment
business or any other regulated activity); and

@ ...

. incin ) it |
{b) as-agentfororon-behalfofanother—[deleted]
3) ...
(4) (inrelation to a regulated mortgage contract, except in-Mk&
and-PROF) the individual or trustee who is the borrower or
potential borrower under that contract.

@ ..

(2) (inrelation to an ICVC) a group as in (1) but (in M-and
SYSC) including also the ICVC’s authorised corporate
director (if any).



Money the Money Laundering Regulations 2003 (SI 2003/3075) {see-ML).
Laundering
Regulations

money the individual appointed by a relevantfirm in accordance with Mk
laundering 71 SYSC 3.2.6IR.
reporting
officer
| . i yati f the kind described i



Annex B

Amendments to Senior Management Arrangements, Systems and Controls

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

text.

Who?

111 R SYSC 2 and SYSC 3 apply to every firm except that:

(2A)

for an incoming Treaty firm which has permission only for

3)

4)

What?

cross border services and which does not carry on requlated
activities in the United Kingdom, SYSC 3.2.6AR to SYSC
3.2.6JG do not apply:

for a sole trader:

(@) SYSC 2 does not apply as long as he does not employ
any person who is required to be approved under section
59 of the Act (Approval for particular arrangements);

(b) SYSC 3.2.6IR does not apply if he has no employees;

for a UCITS qualifier:
(@ SYSC 2.1.1R and SYSC 2.1.2G do not apply;

(b) SYSC 2.1.3R to SYSC 2.2.3G apply, but only in relation
to allocation of the function in SYSC 2.1.3R(2) and only
with respect to the activities in SYSC 1.1.4R;

(c) SYSC 3 applies, but only with respect to the activities in
SYSC 1.1.4R-; and

for an authorised professional firm when carrying on non-
mainstream requlated activities, SYSC 3.2.6AR to SYSC
3.2.6JG do not apply.

1.1.3 R SYSC 2 and SYSC 3 apply with respect to the carrying on of:



114

115

(1) regulated activities;

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

(3) ancillary activities in relation to designated investment
business, regulated mortgage activity and insurance mediation
activity;

except that SYSC 3.2.6AR to SYSC 3.2.6JG do not apply as described

in SYSC 1.1.3AR.

SYSC 3.2.6AR to SYSC 3.2.6JG do not apply:

(1) with respect to the activities described in SYSC 1.1.3R(2) and

(3); or

(2) inrelation to the following regulated activities:

(@)
(b)

0

general insurance business;

insurance mediation activity in relation to a general
insurance contract or pure protection contract;

long-term insurance business which is outside the
Consolidated Life Directive (unless it is otherwise one of
the requlated activities specified in this rule);

business relating to contracts which are within the
Requlated Activities Order only because they fall within
paragraph (e) of the definition of “contract of insurance”
in article 3 of that Order;

(i) arranging, by the Society of Lloyd’s, of deals in
general insurance contracts written at Lloyd’s; and

(ii) managing the underwriting capacity of a Lloyd’s
syndicate as a managing agent at Lloyd’s; and

mortgage mediation activity and administering a
requlated mortgage contract.

SYSC 2 and SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, also
apply with respect to the communication and approval of financial
promotions which:

SYSC 2 and SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, also:

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



1.1.9

1.1.10

3.2.6

3.2.6A

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

Where?

SYSC 2 and SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, also
apply in a prudential context to a UK domestic firm with respect to
activities wherever they are carried on.

SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, also applies in a
prudential context to an overseas firm (other than an incoming EEA
firm, incoming Treaty firm or UCITS qualifier) with respect to
activities wherever they are carried on.

Systems and controls in relation to Scompliance, financial crime and
money laundering

R

|70

(@)

|70

(@)

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

A firm must ensure that these systems and controls:

(1) enable it to identify, assess, monitor and manage money
laundering risk; and

(2) are comprehensive and proportionate to the nature, scale and
complexity of its activities.

“Money laundering risk” is the risk that a firm may be used to further
money laundering. Failure by a firm to manage this risk effectively
will increase the risk to society of crime and terrorism.

A firm must carry out reqular assessments of the adequacy of these
systems and controls to ensure that it continues to comply with SYSC
3.2.6AR.

A firm may also have separate obligations to comply with relevant
legal requirements, including the Terrorism Act 2000, the Proceeds of
Crime Act 2002 and the Money Laundering Requlations. SYSC
3.2.6R to SYSC 3.2.6JG are not relevant for the purposes of
regulation 3(3) of the Money Laundering Regulations, section 330(8)
of the Proceeds of Crime Act 2002 or section 21A(6) of the




(@)

(@)

Terrorism Act 2000.

The FSA, when considering whether a breach of its rules on systems
and controls against money laundering has occurred, will have regard
to whether a firm has followed relevant provisions in the guidance for
the UK financial sector issued by the Joint Money Laundering
Steering Group.

In identifying its money laundering risk and in establishing the nature
of these systems and controls, a firm should consider a range of
factors, including:

(1) its customer, product and activity profiles;

(2) its distribution channels;

(3) the complexity and volume of its transactions;

(4) its processes and systems; and

(5) its operating environment.

A firm should ensure that the systems and controls include:

(1) appropriate training for its employees in relation to money
laundering;

(2) appropriate provision of information to its governing body and
senior management, including a report at least annually by that
firm’s money laundering reporting officer (MLRO) on the
operation and effectiveness of those systems and controls;

(3) appropriate documentation of its risk management policies and

risk profile in relation to money laundering, including
documentation of its application of those policies (see SYSC
3.2.20R to SYSC 3.2.22G);

(4) appropriate measures to ensure that money laundering risk is
taken into account in its day-to-day operation, including in
relation to:

(a) the development of new products;

(b) the taking-on of new customers; and

(c) changes in its business profile; and

() appropriate measures to ensure that procedures for
identification of new customers do not unreasonably deny
access to its services to potential customers who cannot
reasonably be expected to produce detailed evidence of

identity.




A firm must allocate to a director or senior manager (who may also

be the money laundering reporting officer) overall responsibility

within the firm for the establishment and maintenance of effective

anti-money laundering systems and controls.

The money laundering reporting officer

3.2.6J

(@)

A firm must:

1

(2

appoint an individual as MLRO, with responsibility for
oversight of its compliance with the FSA’s rules on systems
and controls against money laundering; and

ensure that its MLRO has a level of authority and independence
within the firm and access to resources and information
sufficient to enable him to carry out that responsibility.

The job of the MLRO within a firm is to act as the focal point for all

activity within the firm relating to anti-money laundering. The FSA

expects that a firm’s MLRO will be based in the United Kingdom.

The compliance function

3.2.7 G

SYSCTP11

)

@)

3)

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

erime:[deleted]
i 2 6RwW . ol erime | 1

HEms ”'HS'E also-comply-with other Handbook requirements-(in
paltleul tar ML) a'l'd thei Ieglall 9b|lg&|§|9l|l5 H'ﬁ'de'. the-Money

2002:[deleted]



- However-GEN contains some technical
transitional provisions that apply throughout the Handbook and which are designed to
ensure a smooth transition at commencement.

Money Laundering Transitional Provisions

Extra time provisions

Compliance with ML and SYSC 3.2.6AR to SYSC 3.2.6JG

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

applies

(1) |SysC R Compliance | From 1 March | (1) 1 March

3.2.6AR to with ML also | 2006 to 31 2006

SYSC 3.2.6JG counts as August 2006
compliance

(2 | ML with SYSC 2) In force

3.2.6AR to until 31
SYSC 3.2.6JG August
and vice 2006
versa.

10



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1159
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G465

Annex C
Amendments to Threshold Conditions

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

2.5.7 G

(10)  the firm has in place the-appropriate-money-taundering
. | training-including identification.

systems and controls against money laundering of the sort
described in SYSC 3.2.6R to SYSC 3.2.6JG;

11



Annex D

Amendments to Statements of Principle and Code of Practice for Approved
Persons

In this Annex, underlining indicates new text and striking through indicates deleted
text. The changes detailed in Part 1 to this Annex take effect on 1 March 2006 and

those detailed in Part 2 take effect on 31 August 2006.

Part 1

4.7.9 E Inthe case of the money laundering reporting officer, failing to
discharge the responsibilities imposed on him by the firm in
accordance with chapter 7 of the Money Laundering sourcebook
(ML) or SYSC 3.2.6IR falls within APER 4.7.2E.

Part 2

4.7.9 E Inthe case of the money laundering reporting officer, failing to
discharge the responsibilities imposed on him by the firm in

accordance with ehapter7-ofthe-Money-Laundering-seurcebook

Mb)-er SYSC 3.2.6IR falls within APER 4.7.2E.

12


http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G722#G722
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G722#G722

Annex E

Amendments to the Interim Prudential sourcebook for Banks

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

Volume 2
Adequate records, systems and controls

AR Section 3: Accounting and other records and internal — eentrel-systems systems
and controls

3.3.7 22 Itis arequirement of the Money Laundering Regulations 1993 that
authorised banks have policies and procedures in place to guard
against their business and the financial system being used for the

purpose of money Iaunderlng Ihe—JemI—Meney—l:ahmdeﬂng

Notes: The FSA, when considering whether a breach of its rules on systems
and controls against money laundering has occurred, will have regard to
whether a firm has followed relevant provisions in the guidance for the UK
financial sector issued by the Joint Money Laundering Steering Group.

a) See also the sourcebook on money laundering.
See-Money-Laundering-Sourcebook SYSC 3.2 for the FSA’s rules on

systems and controls against money laundering.

13



Annex F
Amendments to the Interim Prudential sourcebook for Building Societies

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

Volume 1

Annex 9B: Internal eentrol-systems systems and controls

Section 3.3

3.3.7 22 Itis arequirement of the Money Laundering Regulations 1993 that

authorised banks have policies and procedures in place to guard against their
business and the financial system being used for the purpose of money

Iaunderlng Ihe%em%Meney—l:auadenng%tee%g—Greup—Gmd&nee—Netes

FSA when con5|der|nq whether a breach of its rules on svstems and
controls against money laundering has occurred, will have regard to whether
a firm has followed relevant provisions in the guidance for the UK financial
sector issued by the Joint Money Laundering Steering Group.

(a) See also-the-seurcebook-on-meney-taundering-SYSC 3.2 for the FSA’s

rules on systems and controls against money laundering.

14



Annex G

Amendments to the Conduct of Business sourcebook

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

text.

4.1.6

5.2.2

10.1.4

11.1.11

G

G

G

Firms are reminded that COB 4.1.5 R:

ori book relati 4 ic o diff
- [deleted]

A firm that arranges an execution-only transaction for a private
customer is not generally required to obtain any personal or financial
information about that customer; except-when-the-Money-Laundering
sourcebook-apphies. However, the Insurance Mediation Directive
requires that a statement of the demands and needs of a client is
provided to the client, whether advice is given or not. ...

(6) an operator of an authorised unit trust scheme is also required
to comply with the Collective Investment Schemes sourcebook
(CIS); and

(7) an operator of an ICVC is also required to comply with the
Collective Investment Schemes sourcebook (CIS):-and .

(8) ' ' '
Laundering sourcebook-(ML)-[deleted]

All depositaries and trustee firms are also required to comply in
particular with the Principles for Businesses (PRIN); and Senior
Management Arrangements, Systems and Controls (SYSC) and-the

Maeney-Latndering-seurcebook-(ME].

15


http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G430#G430
http://fsahandbook.info/FSA/servlet/XrefServlet?doc=81&anchor=D15
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G430#G430
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G726#G726
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G156#G156
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G278#G278
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G1196#G1196
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G908#G908
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G1159#G1159
http://fsahandbook.info/FSA/glossary.jsp?doc=glossary\glossary&gloss=G722#G722

Annex H

Amendments to the Insurance: Conduct of Business sourcebook

In this Annex, striking through indicates deleted text.

1 Annex G  Summary of Handbook provisions for insurance intermediaries

2

Module

Application

High Level
Standards

Senior Management
Arrangements, Systems
and Controls, SYSC

Applies in respect of (1) and
(2),_except SYSC 3.2.6AR to
SYSC 3.2.6JG.

Business
Standards

16




Annex |

Amendments to the Mortgages: Conduct of Business sourcebook

In this Annex, striking through indicates deleted text.

1 Annex G  Summary of the application of the Handbook to firms carrying on regulated
4 mortgage activities and firms that communicate or approve qualifying credit
promotions

Module Application

Business

Standards

17



Annex J

Amendments to the Market Conduct sourcebook

In this Annex, striking through indicates deleted text.

3.3.2 G ...Firms should also consider the other provisions of the Handbook,
especially but not exclusively M&-1PRU and PRU.

3.5.2 G ... Under Principle 1 (Integrity) and Principle 5 (Market conduct), a
firm acting as arranger (or name-passing broker) should not
conclude the arrangement if there is information
from which it ought reasonably to conclude that the transaction is
improper, whether or not it is at a non-market pricemarketprice.

55 Parts of the Handbook applicable to the operation of an ATS
55.3 G  Handbook provisions applicable to ATSs

Part of Handbook Applicability to ATSs

High Level
Standards

Business
Standards

18



Annex K

Deletion of the Money Laundering sourcebook

In this Annex, the Money Laundering sourcebook (ML) is deleted in its entirety with
effect from 31 August 2006, the deleted text is not shown struck through.

ML  [deleted — material amended and moved to SYSC]

19



Annex L
Amendments to the Authorisation manual

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

153 G
(1)
(2) Systems, controls and internal arrangements:
(a)

(b) the detailed requirements, many of which are regulated
activity specific, in the sourcebooks in the Business
Standards part of the Handbook; for example, in IPRU,
PRU, the Training and Competence sourcebook (TC);-the
Meoney-Laundering-sourcebook-{ML) and ...

20



Annex M
Amendments to the Supervision manual

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

8.2.7 G  Rules which can be waived (see SUP 8.2.6G)

Rules Section of the Act or Chapters of the
other provision under Handbook where such
which rules are made rules appear (Note 1)

Money laundering rules | Section 146 ME SYSC 3.2

Money laundering reporting function (CF11)

10.7.13 R  The money laundering reporting function is the function of acting in
the capacity of the money laundering reporting officer of a firm.

10.7.13A G Afirm’s obligations in respect of its money laundering reporting
officer are set out in SYSC 3.2.61R and the scope of application of
that rule is set out in SYSC 1.1.

10.7.14 G
Lot L .
contract or mortgage mediation activity. [deleted]
10.7.15 G
10.7.16 G

carry out his controlled function effectively. [deleted]

21



SUP 13A Annex 1 G Application of the Handbook to Incoming EEA Firms G

G 1l..
2. ...

3. ...

(1) Module
of
Handbook

(2) Potential application
to an incoming EEA firm
with respect to activities
carried on from an
establishment of the firm
(or its appointed
representative) in the
United Kingdom

(3) Potential application
to an incoming EEA firm
with respect to activities
carried on other than
from an establishment of
the firm (or its appointed
representative) in the
United Kingdom

Doesnotapply-(MLL12
R):

22




Annex N

Amendments to the Enforcement manual

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

text.

11.9.1

G

The FSA’s money laundering rules are set out in M1-te-ML8
SYSC 3.2. The FSA, when considering whether to take disciplinary
action in respect of a breach of those rules, will have regard to
whether a firm has followed relevant provisions in the Joint Money
Laundering Steering Group’s Guidance Notes for the Financial
Sector.

23



Annex O

Amendments to the Collective Investment Schemes sourcebook

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

1.221 G Mbisalserelevantinparticularwhen-considering-CIS4-43R, CIS
+10-anrd-CIS-15:4-3R- [deleted]

24



Annex P

Amendments to the Credit Unions sourcebook

In this Annex, underlining indicates new text and striking through indicates deleted
text. Where entire sections of text have been deleted, this is indicated in the text and
the deleted text is not shown struck through.

4.3.37TA

4.3.37C

Systems and controls in relation to Ecompliance and financial crime

I®

(@)

(@)

(@)

(@)

(@)

SYSC 3.2.6AR requires a credit union to ensure that these systems
and controls:

(1) enable it to identify, assess, monitor and manage money
laundering risk; and

(2) are comprehensive and proportionate to the nature, scale and
complexity of that credit union’s activities.

'‘Money laundering risk' is the risk that a credit union may be used
to further money laundering. Failure by a credit union to manage
this risk effectively will increase the risk to society of crime and
terrorism.

SYSC 3.2.6CR requires a credit union to carry out reqular
assessments of the adequacy of these systems and controls to
ensure that they continue to meet this requirement.

A credit union may also have separate obligations to comply with
relevant legal requirements, including the Terrorism Act 2000, the
Proceeds of Crime Act 2002 and the Money Laundering
Reqgulations. SYSC 3.2.6R to 3.2.6JG are not relevant guidance for
the purposes of regulation 3(3) of the Money Laundering
Reqgulations, section 330(8) of the Proceeds of Crime Act 2002 or
section 21A(6) of the Terrorism Act 2000.

The FSA, when considering whether a breach of its rules on
systems and controls against money laundering has occurred, will
have regard to whether a credit union has followed relevant
provisions in quidance for the UK financial sector issued by the
Joint Money Laundering Steering Group.

In identifying its money laundering risk and in establishing the
nature of these systems and controls, a credit union should consider
a range of factors, including:

(1) its customer, product and activity profile;

25



4.3.371

(2) its distribution channels;

(3) the complexity and volume of its transactions;

(4) its processes and systems; and

(5) its operating environment.

A credit union should ensure that these systems and controls

include:

(1) appropriate training for that credit union’s employees in
relation to money laundering;

(2) appropriate provision of information to that credit union’s
governing body and senior management, including a report at
least annually by that credit union’s money laundering
reporting officer on the operation and effectiveness of those
systems and controls:

(3) appropriate documentation of that credit union’s risk
management policies and risk profile in relation to money
laundering, including documentation of that credit union’s
application of those policies (see SYSC 3.2.20R to SYSC
3.2.22G);

(4) appropriate measures to ensure that money laundering risk is
taken into account in the day-to-day operation of that credit
union, including in relation to:

(a) the development of new products;
(b) the taking-on of new customers; and
(c) changes in its business profile; and
(5) appropriate measures to ensure that procedures for

identification of new customers do not unreasonably deny
access to that credit union’s services to potential customers
who cannot reasonably be expected to produce detailed
evidence of identity.

SYSC 3.2.6HR requires a credit union to allocate to a director or

senior manager (who may also be the money laundering reporting

officer) overall responsibility within the credit union for the

establishment and maintenance of effective anti-money laundering

systems and controls.

The money laundering reporting officer

G

SYSC 3.2.6IR requires a credit union to:

26



4.3.37J

4.3.38

43.71

I®

(1) appoint a money laundering reporting officer, who shall be
responsible for oversight of that credit union’s compliance
with the FSA’s rules on systems and controls against money
laundering; and

(2) ensure that its money laundering reporting officer has a level
of authority and independence within that credit union and
access to resources and information sufficient to enable him
to carry out that responsibility.

The job of the money laundering reporting officer within a credit
union is to act as the focal point for all activity within that credit
union relating to anti-money laundering. The FSA expects that a
credit union’s money laundering reporting officer will be based in
the United Kingdom.

The compliance function

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

Guidance on compliance is located in SYSC 3.2.68R — SYSC
3.2.9G.

(8) money laundering prevention (see GREB-12 CRED 4.3.37G
and SYSC 3.2);

CRED 12 is deleted in its entirety.

[deleted]

CRED 12

27



App 1.1

App
111

App 2.1

App
2.1.1

Sch12 G

This is the table referred to in CRED 2.2.2G.

Sourcebook or manual

Reference code

Business
Standards )
Maoney-latndering ME
Detailed contents of CRED
12 | Meney-Laundering-[deleted]
121 | Introduction
122 | Money-laundering-and-the FSA
123 ontificati f the Cli
124 | External-Repeorting
125 L Fi il Acti | findi
12.7  Record keeping
Handbook Subject of | Contents of | When record | Retention
reference reference record must be made period
Laundering ME7r acecordanee from-dates
lati o fiod |
comphance ML 7.3
and-record
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Sch 2

G

Laundertng retenton 2

pertodsin

relatien-to

evidence-of
Handbook Subject of |Contents of |Whenrecord |Retention
reference reference |record must be made | period
CRED 12.6.1G | Money Reportfrom |Upenrequest |Asseenas

practical

29




Amendments to the Electronic Money sourcebook

Annex Q

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

text.

1.5.2 G  Application of other parts of the Handbook to ELMIs

Block Module Application
Business
Standards
Laundering the FSA's view thatwhere-it-has
blist o o
sourcebook-(ML) ingdom: e cubi
the-Money-Laundering
lations. dition:
apphesto-every-ELM-

6.3.5 R

(1) prohibited-by-any-of the-rules-in-Mi--or[deleted]
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Annex R
Amendments to the Professional Firms sourcebook

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

Meney-Laundering-sedreebeok—Senior Management Arrangements,

Systems and Controls

SYSC 3.2.6AR to SYSC 3.2.6JG, in relation to money laundering, do
not apply to authorised professional firms when carrying on non-
mainstream regulated activities.

N AWl \VilaYala\V ndering a
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FSA 2006/2
CAPITAL RESOURCES FOR INSURANCE AND MORTGAGE MEDIATION
ACTIVITIES INSTRUMENT 2006
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”):
¢H)] section 138 (General rule-making powers);

(2) section 156 (General supplementary powers); and
(3) 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 March 2006.
Amendments to the Handbook

D. The Integrated Prudential sourcebook is amended in accordance with Annex A to
this instrument.

E. The Supervision manual is amended in accordance with Annex B to this
instrument.

Citation

F. This instrument may be cited as the Capital Resources for Insurance and Mortgage
Mediation Activity Instrument 2006.

By order of the Board
26 January 2006



Annex A

Amendments to the Integrated Prudential sourcebook

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

text.
9352 R Table: Items which are eligible to contribute to the capital resources of a
firm

Item Additional explanation

1.

3. | Audited £ These are, subject to Note 1, the audited accumulated profits

retained by the firm (after deduction of tax, dividends and

Reserves (Notes 1 | proprietors' or partners' drawings) and other reserves created
and 2) by appropriations of share premiums and similar realised

appropriations. Reserves also include gifts of capital, for
example, from a parent undertaking.

For the purposes of calculating capital resources, a firm must
make the following adjustments to its audited reserves, where
appropriate.

(1)

4. | Interim net profits
(Notes 1 and 2)

If a firm seeks to include interim net profits in the calculation
of its capital resources, the profits have, subject to Note 1, to
be verified by the firm's external auditor, net of tax, anticipated
dividends or proprietors' drawings and other appropriations.

Notes:

1 Ingeneral, small insurance intermediaries which only carry on insurance mediation

activities in relation to non-investment insurance contracts and small mortgage

intermediaries may be exempt from the requirement to appoint an auditor under the

Companies Act 1985 (section 249A (Exemptions from audit)). If so, the firm may

include unaudited reserves and unverified interim net profits in the calculation of its

capital resources.




Mortgage lenders and mortgage administrators to which the Companies Act 1985

2
applies are required to appoint an auditor under that Act (section 249B (Cases where
exemptions not available)). These firms will only be able to include audited reserves
and verified interim net profits in the calculation of its capital resources.

0.352A G



Annex B

Amendments to the Supervision manual

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

text.

SUP 16 Annex 18AR

Section D1: Regulatory Capital

Eligible capital (mortgage and non-investment insurance)

Incorporated firms

Audited rReserves

Interim net profits (audited)
. its ( ited!

SUP 16 Annex 18BG

RR0229

RR3231

RR3232

Section D1: guide for completion of individual fields

Audited rReserves

These are the audited accumulated profits retained
by the firm (after deduction of tax and dividends)
and other reserves created by appropriations of share
premiums and similar realised appropriations.
Reserves also include gifts of capital, for example,
from a parent undertaking.

Any reserves that have not been audited this-field
should not be included in this field unless the firm is
eligible to do so under PRU 9.3.52R(3).

Interim net profits (audited)

Interim net profits should be audited verified by the
firm’s external auditor, net of tax or anticipated
dividends and other appropriations to be included as
capital.

Any interim net profits that have not been verified
should not be included in this field unless the firm is
eligible to do so under PRU 9.3.52R(4).

I iFiod profits (not included capital
FESOUFEES)




FSA 2006/3

PENSION TERM ASSURANCE INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the powers and
related provisions in:

1) the following sections of the Financial Services and Markets Act 2000 (“the
Act”):

(a) section 138 (General rule-making powers);
(b) section 156 (General supplementary powers); and
(c) section 157 (Guidance); and
@) the other powers referred to in Schedule 4 of the General Provisions.

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 6 April 2006.

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

E. The Insurance: Conduct of Business sourcebook is amended in accordance with Annex B
to this instrument.

Citation

F. This instrument may be cited as the Pension Term Assurance Instrument 2006.

By order of the Board
23 February 2006



Annex A

Amendments to the Glossary of definitions

In this Annex, underlining indicates new text and striking through indicates deleted text.
Where new definitions are being inserted, the text is not underlined.

life policy ()  {exeeptin COB-AUTH-App-L-and-AUTH-App-5):
@ g | it the definition.of ‘aualifvi

(1) (in accordance with the definition of 'qualifying contract of
insurance' in article 3(1) of the Regulated Activities Order) a
long-term insurance contract other than a reinsurance contract
and a pure protection contract; or

(2) (except in PERG and COB 3) a long-term care insurance
contract; or

(3) (in COB) a pension policy; or

=

(in relation to a firm's permission) a pension term assurance
policy.

Insert the following new definition in the appropriate alphabetical position:

pension term a personal pension policy which is a pure protection contract and in
assurance policy connection with which tax relief is available under Chapter 4 of Part 4
of the Finance Act 2004.



Annex B

Amendments to the Insurance: Conduct of Business sourcebook

In this Annex underlining indicates new text and striking through indicates deleted text.
Where an entire section of text is being inserted, the place where the change will be made is
indicated and the text is not struck through or underlined.

434

o

oo

|70

Pension term assurance policies: election to apply COB rules

[€0)] ICOB does not apply to the extent that:

(@ the activities within ICOB 1.2.1R relate to a pension term
assurance policy; and

(b)  the firm has elected to comply with COB,;

but the firm must then comply with the rest of the Handbook treating
the pension term assurance policy as a life policy and a designated
investment, and not as a non-investment insurance contract.

(2) A firm must make a record in a durable medium of the election (and
any reversal of or amendment to the election) which includes:

(@)  the date from which the election takes effect; and

(b)  aprecise description of the part of the firm's business to
which the election applies;

and must retain that record indefinitely.

An insurance intermediary should base his personal recommendation on
what the customer tells him. Subjeette1COB432R(LHCOB432R(2)
and1COB-4-3:.5RProvided it complies with the rules in this section, the
insurance intermediary is not required to take into account the customer's
existing insurance cover _(or, in the case of a personal recommendation
relating to a pension term assurance policy, existing pension arrangements),
or details of that cover (or those arrangements), if the customer is not able to
provide this information.

Pension term assurance policies

Unless the insurance intermediary has sufficient information to conclude
whether or not the customer's existing pension arrangements are likely to
significantly affect the suitability of any personal recommendation of a
pension term assurance policy that it might make, it must either:




(1)  not make a personal recommendation until details of the pension

arrangements are made available to it; or

(2)  make clear to the customer that the personal recommendation may

not be suitable because it has not taken into account full details of

the customer's existing pension arrangements.

55.8 G  Assignificant exclusion or limitation is one that would tend to affect the
decision of retail customers generally to buy. In determining what
exclusions or limitations are significant an insurer should, in particular,
consider the exclusions or limitations that relate to the significant features
and benefits in ICOB 5.5.5R(4) and factors which may have an adverse
effect on the benefit payable under the contract. Another type of significant
limitation might be that the contract only operates through certain means of
communication e.g. telephone or Internet.

Schedule Record keeping requirements

1

3  Table

Handbook Subject of Contents of When record Retention period
reference record record must be made
ICOB Record of Date of Not specified Indefinitely
1.2.17R(2) election to election and

comply with | precise

COB rules description

for pension of parts of

term the firm's

assurance business that

policies will comply

(including with COB

amendment provisions

or reversal

of election)




FSA 2006/4

INSURANCE: CONDUCT OF BUSINESS SOURCEBOOK (AMENDMENT
NO 2) INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
powers listed in Schedule 4 to the Insurance: Conduct of Business
sourcebook.

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 6 March 2006.
Amendments to the Glossary of definitions

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

Amendments to the Insurance: Conduct of Business sourcebook

E. The Insurance: Conduct of Business sourcebook is amended in accordance
with Annex B to this instrument.

Citation

F. This instrument may be cited as the Insurance: Conduct of Business
Sourcebook (Amendment No 2) Instrument 2006.

By order of the Board
23 February 2006



Annex A

Amendments to the Glossary of definitions

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

Amend the following definitions as shown:

charge

customer

1)
)

©)

(except in LR) any fee or charge made to-a-chent-in-connection-with:

(@) aclient in connection with designated investment business; or

(b) acustomer in connection with any insurance mediation
activities in respect of a non-investment insurance contract;

whether levied by the firm or any other person, including a mark-up
or mark-down.

(in ICOB) a-persen-whe-is-a policyholder, or a prospective

policyholder;-of-a-pelicy-etherthan-areinsurance-contract but
(except in ICOB 2 (general rules), ICOB 7 (claims handling) and (in

respect of those chapters) ICOB 1 (application and purpose))
excluding a policyholder or prospective policyholder who does not
make the arrangements preparatory to him concluding the contract of
insurance.




Annex B

Amendments to the Insurance: Conduct of Business sourcebook

In this Annex, underlining indicates new text and striking through indicates deleted text.
Where an entire section of text is deleted the place where the change will be made is
indicated and the text is not shown struck through.

121 R ()
(2)

Where a firm (or its appointed representative) ("A™) has outsourced

insurance mediation activities to a third party processor, any rule in
ICOB which requires the third party processor, when acting as such,
to disclose its identity to a customer must be read as_applying to the

third party processor only to the extent that it applies to A and as

requiring disclosure of the identity of Athe-firm-(orappointed
e, iate) which is taki ility for i

Customers and policyholders

125A G (1)

1215 R (1)

1216 G (1)
(2)

In ICOB 2 (General rules) and ICOB 7 (Claims handling) (and in
ICOB 1 (Application and purpose) in respect of those chapters), a
customer is a policyholder or a prospective policyholder. Otherwise,
only a policyholder or prospective policyholder who makes the
arrangements preparatory to him concluding the contract of
insurance (directly or through an agent) is a customer.

A policyholder includes anyone who, upon the occurrence of the
contingency insured against, is entitled to make a claim directly to the
insurance undertaking.

If a non-investment insurance contract is a group policy, ICOB
(except for ICOB 2 (General rules) and ICOB 7 (Claims handling))

does not apply with respect to a person under such a policy who is
not the legal holder of the policy, subject to (2).
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|70

(@)

|

(@)

uhdertaking—PA policyholder includes a member of a group policy
who did not conclude the group policy with the insurance

undertaking but who is entitled under the terms of that policy to make
a claim on the insurance undertaking. This would include a
dependant of a policyholder member of a group policy if that
dependant has a direct right to claim. Where sueh-a customer person
dees-net concludes a group policy, only limited provisions in ICOB
will apply to himother policyholders as specified in ICOB 1.2.15R
and by the definition of customer.

(3) A person whose right or interest in a contract of insurance that is a
group policy does not entitle him to make a claim directly to an
insurance undertaking (for example, because he is required to make
his claim to an employer or trustees) is not a customer_or a

policyholder.

(4)  Fherulesat ICOB 5.3.29R and ICOB 5.4.8R provides for
commerctal-customers who conclude group policies to be given a
policy summary, unless the customer is a commercial customer and
there is no policyholder who is capable of being a retail customer,
and to be informed that they should give that policy summary to each
policyholder who is capable of being a retail customer.

Excessive charges to retail customers

An insurance intermediary must ensure that its charges to a retail customer
are not excessive.

When determining whether a charge is excessive, an insurance intermediary
should consider:

(1) the amount of its charges for the services or product in question,
compared with charges for similar services or products in the market;

(2)  whether the charges are an abuse of the trust that the retail customer
has placed in the insurance intermediary; and

(3)  the nature and extent of the disclosure of the charges to the retail
customer.

In assessing whether an insurance intermediary's charges are excessive, the
FSA will take account of the charges imposed by insurance intermediaries
of similar size and that conduct a similar volume of business.

ICOB 2.10.1R does not apply to premiums, but does cover fees (including
any fees that an insurance intermediary charges where it receives no
commission from an insurer in respect of the contract of insurance).




413

41.4

Table: Application of ICOB 4 by activity and customer type

This table belongs to ICOB 4.1.1R

Insurance mediation Type of customer Applicable section
activity

arranging except commercial customer | Whole chapter except
introducing ICOB 4.2.19R, ICOB 4.3;

1606845 and ICOB 4.7

advising commercial customer | Whole chapter except

ICOB 4.2.19RHC0OB4-5
and ICOB 4.7

The following provisions in ICOB do not apply to an insurance intermediary

that is an insurer-when-dealing-with-a-commercial-customer:

1)

()

©)

ICOB 4.2 (Status disclosure) except ICOB 4.2.4G to ICOB 4.2.7R
(permitting use of the initial disclosure document and combined
initial disclosure document) and ICOB 4.2.19R (overseas business for
UK retail customers), provided that when providing the service on the
telephone to a retail customer wishing to enter into a non-investment
insurance contract, the insurer proceeds on the basis of providing at
least the following information:

(a) its name;

(b) (ifitinitiated the call) the commercial purpose of the call; and

(c) the identity of the person in contact with the customer and his
link with the insurer;

ICOB 4.4.1R(1) (Statement of demands and needs),_in accordance
with ICOB 4.4.2R(1) and (1A) (commercial customers and non-

advised sales to retail customers)-unless-the-insurer-makes-apersonal
recommendation-to-the-commercial-customer; and

However, an insurer must ensure that its appointed representative

nevertheless complies with the requirements of this chapter (unless acting as

the insurer's third party processor).




4.1.7 G The purpose of this chapter is to ensure that:

@) he ol I . . liary i |
customer-are-not-excessive;[deleted]

4.2.2 R
3 Exemption: telephone sales
(a)

(aa) The insurance intermediary must provide its name and (if it
initiated the call) the commercial purpose of the call.

(b)  Provided the customer gives his explicit consent to receiving
only limited information, the insurance intermediary may
proceed on the basis of at least the following information:

iy e : iary:

i) (i ILis initiated by the i : ary)
(i#) the identity of the person in contact with the customer and
his link with the insurance intermediary; and

(iiv) that other information is available on request, and the
nature of the information.

(©)

4.2.8 R Table: Information to be provided before conclusion of the contract or
immediately after conclusion of the contract

This table belongs to ICOB 4.2.2R.

@ T . e ’ hird
processor-acting-as-sueh-on-behalf-of-antnsurer-dDetails of any

holding, direct or indirect, that an insurance intermediary has that




represents more than 10 per cent of the voting rights or of the capital
in an insurance undertaking.

()

oo tho | . TR . 1 hird
processor-acting-as-such-on-behalf-of an-insurer-dDetails of any
holding, direct or indirect, that an insurance undertaking or parent of
an insurance undertaking has that represents more than 10 per cent of
the voting rights or of the capital in the insurance intermediary.

442 R (1)

(1A)

Non-advised sales by insurers to retail customers

(2)

(@) ICOB 4.4.1R(1) does not apply to an insurance intermediary
that is an insurer when dealing with a retail customer, unless
the insurer makes a personal recommendation to that retail
customer.

(b) Where ICOB 4.4.1R(1) does not apply under (a), the insurer
must provide the retail customer with a statement that confirms
the insurer has not personally recommended that contract.

(c) Unless (d) or (e) applies, the statement in (b) must be provided
in a durable medium before the conclusion of the contract
(including at renewal).

(d) If the customer requests the statement in (b) orally or requires
immediate cover, the insurer may provide the statement orally
provided that it does so before the conclusion of the contract
and provides the statement in a durable medium immediately
after the conclusion of the contract.

(e) Where a contract is concluded by telephone, the statement in
(b) must be provided immediately after the conclusion of the
contract in a durable medium.

Notwithstanding (1) and (1A), an insurer must ensure that its
appointed representative complies with the requirements of this
section (unless acting as the insurer's third party processor).

Delete ICOB 4.5 in its entirety, the deleted text is not shown struck through.

45 [deleted — material moved to ICOB 2.10]




5.3.18

5.3.30

5.4.38

5.4.9

7.3.6

No less than 21 days before the expiry of the policy, A an insurance
intermediary must:

1) if the insurance undertaking is willing to invite renewal of the policy,
take reasonable steps to provide the retail customer with renewal
terms in a durable medium in accordance with ICOB 5.3.21R ne-less

than21-days-before-the-expiry-of-thepelicy; or

(2)  take reasonable steps to notify the retail customer ne-less-than21
days-before-the-expiry-ofthe-peliey if the insurance undertaking is

not willing to invite renewal;_or

3) notify the retail customer that the insurance intermediary no longer
deals with the insurance undertaking.

1) ... Such a policyholder will typically be capable of being a retail
customer under ICOB.

(2)

When an insurance intermediary sells a group policy to a commercial
customer ... the insurance intermediary must...:

1) ... (but a policy summary need not be supplied if there is no
policyholder who wewld is capable of being a retail customer);

Q) ... Such a policyholder will typically be capable of being a retail
customer under ICOB. ...

)

An insurer must not:
(1)
2 ...refuse to meet a claim made by a retail customer on the grounds:

(@ of non-disclosure of a fact material to the risk that the retail
customer who took out the policy could not reasonably be
expected to have disclosed;




(d)

(i)
(i) ...drawn to the attention of the retail customer who took
out the policy before ...

7.4.7 G ... Where an insurance intermediary acts for a customer in arranging a
policy, it is likely to be the agent for thethat customer and any other
customers who are policyholders under that policy in connection with the
preparation and handling of any claim against the insurance undertaking. ...
duty either to the insurance undertaking or the customer_making the claim.

7.4.8 R If an insurance intermediary acts for an insurance undertaking and not a
customer in relation to a claim on a contract which it arranged-fer-that
customer, the insurance intermediary must inform the customer that, in
relation to that claim, it is acting on behalf of the insurance undertaking, and
not the customer.

TP1 Transitional Provisions

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

10 [ICOB4.1.4R | R | Tothe extent that an 6 March 2006 | 6 March
and ICOB insurer need not comply | to 6 July 2006 | 2006
4.4.2R(3) with provisions of ICOB

4 when dealing with a
commercial customer, it
is not responsible for
ensuring that its
appointed representative

appointed prior to 6
March 2006 complies
with those provisions.




FSA 2006/5

COLLECTIVE INVESTMENT SCHEMES SOURCEBOOKS
(MISCELLANEOUS AMENDMENTS) INSTRUMENT 2006

Powers Exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions:

(1) the following sections of the Financial Services and Markets Act 2000 (“the
Act”):

(a)
(b)
(c)
(d)
(e)
(f
(9)
(h)

section 138 (General rule-making power);

section 140 (Restriction on managers of authorised unit trust schemes);
section 156 (General supplementary powers);

section 157(1) (Guidance);

section 238(5) (Restrictions on promotion);

section 242 (Applications for authorisation of unit trust schemes);
section 247 (Trust scheme rules); and

section 248 (Scheme particulars rules); and

(2) regulation 6 (FSA rules) of the Open-Ended Investment Companies Regulations
2001 (S12001/1228).

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

Commencement

C. This instrument comes into force on 6 April 2006.

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
Collective Investment Schemes sourcebook (CIS) Annex B
New Collective Investment Schemes sourcebook Annex C
(COLL)
Citation
E. This instrument may be cited as the Collective Investment Schemes Sourcebooks

(Miscellaneous Amendments) Instrument 2006.

By order of the Board
23 February 2006



Annex A
Amendments to the Glossary of definitions
In this Annex, underlining indicates new text and striking through indicates deleted text.
Amend the following definition as shown:
IMA SORP the Statement of Recommended Practice for financial statements of

authorised funds issued by the Investment Management Association and
effective as at 3+ December2003-1 January 2006.




Annex B
Amendments to the Collective Investment Schemes sourcebook

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

Borrowing limits

554 R
(4) [deleted] FerantCVC-berrewing-does-notinclude-any-arrangement
: hird including the ACD!
Borrowing limits
5A.154 R
(6)  [deleted] For an ICVC, borrowing does not include any arrangement
hird including D
Appointment of an ACD
7.2.2 R

(3) Foran ICVC that holds annual general meetings under the OEIC
Requlations, Fhe the ...

Setup-costs

8.3.4 R (1) [deleted] When{2)applies,costs-of the-authorisationand

(2) [deleted] Amemsaf&en—undepela—l&em%pemmed—ﬁ—e#wpbefem%@




Resolutions
11.2.5 R

(3) Where aresolution (including an extraordinary resolution) is required
to conduct business at a meeting of shareholders and every
shareholder is prohibited under CIS 11.2.6R(4)(a) (Voting rights) from
voting, it shall not be necessary to convene such a meeting and a
resolution may, with the prior written agreement of the depositary to
the process, instead be passed with the written consent of shareholders
representing 50% or more, or for an extraordinary resolution 75% or
more, of the shares of the scheme in issue.

Voting rights
11.3.9 R

(7) Where every unitholder is prohibited under (6)(a) from voting, the
unitholders may, with the prior written agreement of the trustee to the
process, instead approve the business of the meeting by written
resolution and any resolution approved in this manner by unitholders
representing 75% or more of the units of the scheme in issue shall have
the effect of an extraordinary resolution, duly approved under the rules

of this chapter.

Consequences of commencement of winding up
14.2.5 R

(3) The ACD must as soon as practicable after the effective time:

(@) [deleted] publish-notice-ofthe-commencement-of-the-winding-up
(H-the Ilead_ otice okthe ICVG 'S’S'EH"’.‘EEG H England_ ane- Wales
of wal_es)_m El'el = enelenl Sa’; E.HEIG' (':.Ell'e |Ie|&d oftice ;eI H'le

(b) if the ACD has not previously notified ...



Annex C
Amendments to the New Collective Investment Schemes sourcebook

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

Table: contents of the prospectus

425 R
Authorised fund

2 A description of the authorised fund including:

(b)

(ba) whether itis a UCITS scheme or a non-UCITS retail scheme;

Contracts and other relationships with parties
11

@) (1)  asummary of the material provisions of the contract

between the ICVC and the authorised-fund-manager
ACD which may ...

(iii) ... a statement of that fact; and
(iv) ... insummary form;.and

(v) for an ICVC that does not hold annual general meetings,
a statement that copies of contracts of service between
the ICVC and its directors, including the ACD, will be
provided to a unitholder on request;

General information

23



4.2.6

43.7

4.4.7

(©) ... units; and

(d) ... scheme property —; and

(e) foran ICVC, whether or not annual general meetings will be
held.

Guidance on contents of the prospectus

G (I

©)

(@)
(b)

(i)  astatement of the policy of the authorised fund manager
in relation to insurance and of immovables forming part
of ...

In relation to COLL 4.2.5R(27), the prospectus might include_ a
statement of the authorised fund manager’s policy in relation to
holding units in the scheme as principal, and in particular whether it
seeks to make a profit from doing so. It might also include a
prominent statement of non-accountability ...

Guidance on significant changes

(3) Where the directors of an ICVC elect to discontinue holding annual

general meetings under paragraph 37A of the OEIC Regulations, they
are required to give 60 days’ written notice to shareholders. For the
purpose of COLL 4.3.6R this should be treated as a significant change
to the operation of the scheme.

Resolutions

(3) Where a resolution (including an extraordinary resolution) is required

to conduct business at a meeting of unitholders and every unitholder is
prohibited under COLL 4.4.8R(4) from voting, it shall not be necessary
to convene such a meeting and a resolution may, with the prior written




44.8

4411

4.4.12

R

R

agreement of the depositary to the process, instead be passed with the
written consent of unitholders representing 50% or more, or for an
extraordinary resolution 75% or more, of the units of the scheme in
issue.

Voting rights

@) jointunitholders of a it only-t  the f in

For joint unitholders, the vote of the most senior who votes, whether
in person or by proxy, must be accepted to the exclusion of the votes
of the other joint unitholders. For this purpose seniority must be
determined by the order in which the names stand in the register of
unitholders.

Chairman, adjournment and minutes
(1) A meeting of unitholders must have a chairman, nominated:

(@) inthe case of an AUT, by the trustee;

(b) inthe case of an ICVC, by a director other than the ACD or an
associate of the ACD or, if no such nomination is made, by the
depositary.

Notices to unitholders
(1)
(a)

(i) deliveredte sent by post to or left at the unitholder’s
address as appearing in the register; or

(if)  delivered sent by using an electronic medium in
accordance with COLL 4.4.13R (Other notices); or



Contents of the annual long report

45.7 R (1)

(2)  Anannual long report on a scheme which is an umbrella must be
prepared for the umbrella as a whole and must contain:

(3)  Thedirectors of an ICVC or the manager of an AUT must ensure that
the accounts referred to in (1)(a) ard, (2)(a).and (4)(a) give a true and
fair view of the net income and the net gains and the losses on the
scheme property of the authorised fund or, in the case of (2)(a) and
(4)(a), the sub-fund, for the annual accounting period in question ...

(4)  The authorised fund manager of a scheme which is an umbrella may,
in addition to complying with (2), prepare a further annual long report
for any one or more individual sub-funds of the scheme, in which case
it must contain:

(@) inrelation to the sub-fund:

(i)  the full accounts for the annual accounting period which
must be prepared in accordance with the requirements of
the IMA SORP:;

(ii)  the report of the authorised fund manager in accordance
with COLL 4.5.9R; and

(iii) the comparative table in accordance with COLL 4.5.10R;

(b) the report of the depositary in accordance with COLL 4.5.11R;
and

(c) the report of the auditor in accordance with COLL 4.5.12R.

Contents of the half-yearly long report
45.8 R

(2) A half-yearly long report on a scheme which is an umbrella must be
prepared for the umbrella as a whole and must contain:

(@) for each sub-fund:

(i) the full accounts for the annual half-yearly accounting
period which must be ...



4.5.8A

45.9

|

The authorised fund manager of a scheme which is an umbrella may,
in addition to complying with (2), prepare a further half-yearly long
report for any one or more individual sub-funds of the scheme. Such
reports must contain the full accounts and the report of the authorised
fund manager that would be required by (1) if the sub-fund were a
separate authorised fund.

Annual and half-yearly long reports for sub-funds of an umbrella

The authorised fund manager may, but need not, prepare annual and half-

vearly long reports for any individual sub-fund of an umbrella in accordance

with COLL 4.5.7R(4) and COLL 4.5.8R(3) and make them available on

request to any unitholder investing in the relevant sub-fund. However, if the

authorised fund manager does so, this does not relieve it of its duty:

A

2

to prepare annual and half-yearly long reports on the umbrella as a
whole (COLL 4.5.7R(2) and COLL 4.5.8R(2)); and

to make available and publish the annual and half-yearly long reports
for the umbrella as a whole (COLL 4.5.14R).

Authorised fund manager’s report

The matters set out in (1) to (£2)(13) must be included in any authorised
fund manager’s report, except where otherwise indicated:

(11)

(12)
(13)

for a report on an umbrella prepared in accordance with COLL
4.5.7R(2) or COLL 4.5.8R(2):

(@) (for an ICVC), a statement to the effect that, ...
(b) ... as awhole; and
... that scheme invests-; and

for a report on an individual sub-fund of a scheme which is an

umbrella prepared in accordance with COLL 4.5.7R(4) or COLL
4.5.8R(3):

[6)) (for an ICVC) a statement corresponding to that required by
(11)(a) making it clear that if the liability relates to another
sub-fund of the umbrella, the shortfall or any part of it might
have to be met out of the assets of the sub-fund to which the
report relates; and

(b)  astatement that the latest long report prepared for the




4.5.13

45.14

5.2.13

R

R

R

umbrella as a whole is available on request.

Provision of short report

1)

)
(@ ... accounting period; and
(b) ... athis request: ; and

(c) toany other person free of charge on request.

Publication and availability of annual and half-yearly long report

(1)  The authorised fund manager must, within four months after the end
of each annual accounting period and two months after the end of
each half-yearly accounting period respectively, make available and
publish the long reports prepared in accordance with COLL 4.5.7R(1)
to (3) (Contents of the annual long report) e~and COLL 4.5.8R(1) to
(2) (Contents of the half-yearly report).

()
(@)  be supplied free of charge to unithelders-who-reguestit any

person on request;

Investment in collective investment schemes

(2) and COLL 5.2.16R (Investment in other group schemes); and
(3) ...incollective investment schemes:_; and

(4) where the second scheme is an umbrella, the provisions in (2) and (3)
apply to each sub-fund as if it were a separate scheme.

10



5.5.2

5.5.5

5.6.10

R

R

Table of application

This table belongs to COLL 5.5.1R

Rule ICVC ACD | Manager | Depositary | Trustee of
of an AUT | ofan ICVC | an AUT

Borrowing limits

(4)  [deleted] ForantCVCborrowing-does-notinclude-any-arrangement
for tl hird including ;

Investment in collective investment schemes

A non-UCITS retail scheme must not invest in units in a collective
investment scheme (second scheme) unless the second scheme meets each of
the requirements at (1) to {(4)(5):

(3) ... incollective investment schemes; and
(4)
(b) inaccordance with the scheme: ; and

(5) where the second scheme is an umbrella, the provisions in (2) to (4)
apply to each sub-fund as if it were a separate scheme.

Investment limits for immovables

11



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/N?definition=G769
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/U?definition=G1230
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G178
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G178
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1043
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1043

5.6.19 R

(5) not more than 20% in value of the scheme property is to consist of
mortgaged-immovables that are subject to a mortgage and ... ;

(6)

the aggregate value of:

(@) mortgages secured on immovables under (5);

(b) borrowing of the scheme under COLL 5.6.22R(5); and

(c) any transferable securities that are not approved securities;

must not at any time exceed 20% of the value of the scheme property;

Cash, borrowing, lending and other provisions
5.6.22 R
(5) COLL 5.5.5R(1); and (2)-and{4) (Borrowing limits);

Appointment of an ACD
6.5.3 R

(3) Foran ICVC that holds annual general meetings under the OEIC
Regulations, Fhe the ...

Application

6.9.1 R This section applies to the an authorised fund manager, and-the a
depositary, ef-an-autherisedfund an ICVC and any other directors of an
ICVC.

12



Consequences of commencement of winding up or termination
7.3.6 R

(3) The ACD must as soon as practicable after winding up or termination
has commenced:

(@)

(b)  if winding up an ICVC that has its head office situated in
Northern Ireland, publish notice of the commencement of the
winding up (if the head office of the ICVC is situated in England
EHFIFd' naIFeSI of ..uales_) H the I=|e_||ele|| SI azelgtt'e ell t tll_lellleaell

i£ the head office of 1 e i I
Heland)-in the Belfast Gazette.

Drawing up and availability of prospectus
8.3.2 R (1)
(b) ... prospectus;-and ;

(c) ...tothe FSA-;and

(d) review the prospectus periodically and revise it to take account
of any significant change or new matter.

Report and accounts
8.3.5 R

(2A) Where the first annual accounting period of a scheme is less than 12
months, a half-yearly report need not be prepared.

4) [deleted] The authorised fund manager must comply with the
requirements of the IMA SORP.

(5) The authorised fund manager must provide free of charge on the

request of a-purchaserof-units any person eligible to invest in the

scheme a copy of the latest annual or half-yearly report before the
conclusion of that any sale to such person.

(€8] For a scheme which is an umbrella, any annual report provided
under (3) or (5) may be a report prepared under COLL 8.3.5AR(3),

13



8.3.5A

R

but the authorised fund manager must nevertheless provide free of
charge the report prepared under COLL 8.3.5AR(2) if a unitholder or
any other person eligible to invest in the scheme requests it.

Contents of the annual report

o)

An annual report, other than for a scheme which is an umbrella, must

(@) the full accounts for the annual accounting period prepared in
accordance with the requirements of the IMA SORP;

(b) the report of the authorised fund manager in accordance with
COLL 8.3.5CR (Authorised fund manager’s report);

(c) the report of the depositary in accordance with COLL 8.3.5DR

(Report of the depositary); and

(d) the report of the auditor in accordance with COLL 4.5.12R
(Report of the auditor).

An annual report on a scheme which is an umbrella must be prepared
for the umbrella as a whole and must contain:

(@) for each sub-fund, the full accounts required by (1)(a) and the
report of the authorised fund manager in accordance with COLL
8.3.5CR;

(b) an aggregation of the accounts required by (a);

(c) the report of the depositary in accordance with COLL 8.3.5DR;
and

(d) the report of the auditor in accordance with COLL 4.5.12R.

The authorised fund manager of a scheme which is an umbrella may,
in addition to complying with (2), prepare a further annual report for
any one or more individual sub-funds of the umbrella, in which case it
must contain:

(@) for the sub-fund, the full accounts required by (1)(a) and the
report of the authorised fund manager in accordance with COLL
8.3.5CR;

(b) the report of the depositary in accordance with COLL 8.3.5DR;
and

(c) the report of the auditor in accordance with COLL 4.5.12R.

14



(4) The directors of an ICVC or the manager of an AUT must ensure that
the accounts referred to in (1)(a), (2)(a) and (3)(a) give a true and fair
view of the net income and the net gains and losses on the scheme
property of the authorised fund or sub-fund for the relevant annual
accounting period, and of the financial position of the authorised fund
or sub-fund as at the end of that period.

Contents of the half-yearly report

(1) A half-yearly report on an authorised fund or sub-fund must contain:

(@) the full accounts for the half-yearly accounting period which
must be prepared in accordance with the requirements of the
IMA SORP; and

(b) the report of the authorised fund manager in accordance with
COLL 8.3.5CR.

(2) For ascheme which is an umbrella, the authorised fund manager may
choose whether the half-yearly report is prepared for the umbrella as a
whole, or for each individual sub-fund, or both.

Authorised fund manager's report

The report of the authorised fund manager must include:

(1) areview of the investment activities during the period to which the
report relates;

(2) particulars of any fundamental or significant change to the authorised
fund made since the date of the last report; and

(3) any other information which would enable unitholders to make an
informed judgement on the development of the activities of the
authorised fund during the period and the results of those activities as
at the end of the period.

Report of the depositary

(1) The depositary must make an annual report to unitholders which must
be included in the annual report.

(2) The depositary's report must contain:

(@) adescription, which may be in summary form, of the duties of
the depositary under COLL 8.5.4R (Duties of the depositary) and
in respect of the safekeeping of the scheme property; and

(b) astatement whether in any material respect:

15



8.4.5A

8.4.7A

|70

|70

(i)  the issue, sale, redemption and cancellation and
calculation of the price of the units and the application of
the authorised fund's income, have not been carried out in
accordance with the rules in this sourcebook and, where
applicable, the OEIC Regulations and the instrument
constituting the scheme; and

(i1)  the investment and borrowing powers and restrictions
applicable to the authorised fund have been exceeded.

Investment in a collective investment scheme that is an umbrella

Where the second scheme in COLL 8.4.5R is an umbrella, the provisions
apply to each sub-fund as if it were a separate scheme.

Valuation of an OTC derivative

A transaction in an OTC derivative must be capable of valuation which it
will only be if the authorised fund manager having taken reasonable care
determines that, throughout the life of the derivative (if the transaction is
entered into), it will be able to value the investment concerned with
reasonable accuracy:

(1) on the basis of the pricing model; or

(2) onsome other reliable basis reflecting an up-to-date market value;

which has been agreed between the authorised fund manager and the
depositary.

COLL Sourcebook — Transitional Provisions

1)

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

Extra time provision

16




COLL 4.2.5R
Table paragraphs 2

(bb), 11 (a)(v) and
23 (e)

|70

In relation to any
authorised fund in
existence on the day
before 6 April 2006
there is no obligation to
revise the prospectus as
a result of the
application of COLL
4.2.5R, Table
paragraphs 2 (bb), 11
(a)(v) or 23 (&) until the
earlier of:

(1) the date the
prospectus is next

revised: and

(2) 6 April 2007.

From 6 April

6 April 2006

2006 to 6 April

2007
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FSA 2006/6

PERIMETER GUIDANCE (PENSION TERM ASSURANCE) INSTRUMENT 2006

Powers exercised

A The Financial Services Authority makes this instrument in the exercise of its powers
under section 157(1) (Guidance) of the Financial Services and Markets Act 2000.

Commencement

B. This instrument comes into force on 6 April 2006.

Amendments to Perimeter guidance

C. General guidance on FSA regulatory perimeter issues, amending the Perimeter

Guidance manual, is made in the form set out in the Annex to this instrument. This
general guidance does not form part of the FSA Handbook.

Citation
D. This instrument may be cited as the Perimeter Guidance (Pension Term Assurance)
Instrument 2006.

By order of the Board
23 February 2006



Annex

Amendments to the Perimeter Guidance manual

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

PERG 2 Annex 2G
Regulated activities and the permission regime

3 Table

Notes to Table 1

Note 5B:

In PERG, lifekife policy is the term used in the Handbook to mean 'qualifying contract of
insurance’ (as defined in article 3(1) of the Regulated Activities Order). and-exceptin-COB-3;
PERG-5-and-PERG-8For the purpose of the permission regime, the term also includes a long-
term care insurance contract which is aa pure protection contract and a pension term
assurance policy.




FSA 2006/7

PERIMETER GUIDANCE (PROPERTY AND LAND INVESTMENT SCHEMES)
INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of its powers
under section 157(1) (Guidance) of the Financial Services and Markets Act 2000.

Commencement

B. This instrument comes into force on 6 March 2006.

Amendments to Perimeter guidance

C. General guidance on FSA regulatory perimeter issues, amending the Perimeter
Guidance manual, is made in the form set out in the Annex to this instrument. This
general guidance does not form part of the FSA Handbook.

Citation

D. This instrument may be cited as the Perimeter Guidance (Property and Land
Investment Schemes) Instrument 2006.

By order of the Board
23 February 2006



Annex

Amendments to the Perimeter Guidance manual

In this Annex, underlining indicates new text. This is with the exception of the insertion of
the new Chapter 11 which is all new text and is not underlined.

1.4.2 G  Table: list of general guidance to be found in PERG

Chapter: Applicable to: About:
PERG 11: Any person who needs to e the regulated activities
know whether his activities that may arise in
Property in relation to property connection with the
investment | investment clubs and land establishment and
clubs and investment schemes will operation of property
land amount to requlated investment clubs and land
investment | activities or whether the investment schemes and
schemes restriction in section 21 of any exclusions that may
the Act will apply to any be relevant
financial promotions he may | e the extent to which the
make. financial promotion
restriction in section 21
of the Act applies

2.7.12 G ... CIS 16 (Applicaton and Notification). Guidance on whether certain
types of scheme (property and land investment schemes) may amount to
collective investment schemes is set out in PERG 11 (Property investment
clubs and land investment schemes).

Insert the following new text to be added as Chapter 11

Chapter 11 Guidance on property investment clubs and land investment schemes

11.1 Background

Q1. What is the purpose of these questions and answers (“Q&As”) and who should be
reading them?

These Q&As are principally aimed at those involved in the running of property investment
clubs or schemes involving the sale of plots of land with arrangements for obtaining planning
permission in respect of them or for the disposal of the land as a whole. They are intended to
help such persons understand whether they will be carrying on a regulated activity and need



to be an authorised person or exempt person under section 19 of the Financial Services and
Markets Act 2000. The Q&As may also be of assistance to investors in such schemes
concerned about whether the scheme they are investing in should be run by an authorised or
exempt person.

The Q&As that follow are set out in two sections:
e Guidance on property investment clubs (PERG 11.2)
e Guidance on land investment schemes (PERG 11.3)

11.2 Guidance on property investment clubs

Q2. What are property investment clubs?

In general, property investment clubs, (sometimes also known as buy-to-let schemes, buy-to-
let syndicates or property investment syndicates) are schemes allowing members of the public
to invest in property and which possess some or all of the following characteristics:

e apooling of resources to allow investment in, or collective management of, real
property;

e much or all of the property purchased being financed by money borrowed by the
members of the scheme (a typical split being 15% equity and 85% debt), with the
borrowing often being arranged by the property investment club itself for members;

e the offer of educational training on the property market;

e other help given to members by the property investment club, including help with the
purchase, and the sale, of the property (sometimes involving forward purchase
contracts);

e the properties concerned are often newly, or not yet, built; and

e discounts are often offered, or are purported to be offered, on the price of the property
(usually from the developer in recognition of a bulk purchase by club members).

Q3. Does the FSA regulate property investment clubs?

The FSA regulates the operation and promotion of property investment clubs if, in substance,
they amount to collective investment schemes.

If a scheme, in substance, is a collective investment scheme, it cannot escape the need for
regulation by being dressed up as something else.

Q4. What is a collective investment scheme and will my property investment club be
one?

Broadly speaking, a collective investment scheme is any arrangement:



e the purpose or effect of which is to enable those taking part (either by owning the
property, or part of it, or otherwise) to participate in or receive profits or income
arising from the acquisition, holding, management or disposal of the property;

e where persons taking part do not have day-to-day control over the management of the
property; and

e Wwhere either the contributions and profits or income are pooled, or the property is
managed as a whole by or on behalf of the operator of the scheme, or both.

Whether your property investment club is a collective investment scheme or not will depend
on its individual structure and the facts surrounding it. If your club meets each of the above
conditions and is not exempt, then its operation and promotion should come under FSA
regulation. This is regardless of whether that was intended by the person operating or
promoting the club.

Q5. Can a body corporate be used rather than a collective investment scheme?

Yes, if all your rights in a scheme derive from ownership of securities issued by a body
corporate, the scheme will not be a collective investment scheme. This is unless the body
corporate is an open-ended investment company or a limited liability partnership. PERG 9
has guidance on the meaning of open-ended investment company.

Q6. What is the purpose of the ‘day-to-day control’ test and the nature of day-to-day
control?

The purpose of the ‘day-to-day control’ test is to try to draw an important distinction about
the nature of the investment that each investor is making. If the substance is that each
investor is investing in a property whose management will be under his control, the
arrangements should not be regarded as a collective investment scheme. On the other hand,
if the substance is that each investor is getting rights under a scheme that provides for
someone else to manage the property, the arrangements would be regarded as a collective
investment scheme.

Day-to-day control is not defined and so must be given its ordinary meaning. In our view,
this means you have the power, from day-to-day, to decide how the property is managed.
You can delegate actual management so long as you still have day-to-day control over it.

Q7. The participants in my property investment club do not get involved in every single
management decision, but appoint agents to take decisions for them in accordance with
criteria agreed between them. Have the participants lost day-to-day control?

We do not consider that day-to-day control means that each participant would themselves
need to be involved in each and every decision taken, so long as they retain day-to-day
control over the management. For example, delegating rent collection, cleaning and
management services in relation to a property, by appointing agents to carry out these tasks
would not necessarily mean that the participants lose day-to-day control, so long as the
participants retain day-to-day control over the management of the agency contracts.



Q8. Must each participant individually have day-to-day control for my property
investment club not to be a collective investment scheme?

Yes, though this does not prevent two or more individuals having day-to-day control

together. (This may happen, for example, where business partners buy several flats in a block
and manage them jointly.) But the more distant any individual participant is from controlling
the management of the property himself, the less likely it is that the individual participants
can be said to have control which is ‘day-to-day’.

Q9. I run a property investment club where the participants have a right to be
consulted on management decisions or at least give directions. Do they have day-to-day
control?

Not by virtue of those rights alone. Simply having the right to be consulted or give directions
is not enough to give a participant day-to-day control.

Also, if all management decisions are taken by the operator (or a person appointed by him)
using generic mandates (for example, a power of attorney) from participants, then it is
unlikely to be the case that the participants have day-to-day control. It is more likely in this
case that the scheme is effectively one where management is devolved entirely to the
operator, with participants only retaining a notional control over the decision-making of the
operator — in essence amounting to a right to be consulted or give directions, rather than day-
to-day control.

Q10. I have promoted or set up a property investment club such that the documents
that each participant signs explicitly say that they have day-to-day control over the
management of the property - does that mean it is not a collective investment scheme?

No. In our view, regardless of what rights or powers the documentation purports to give its
participants, it is important to look at what happens in fact. It is the substance rather than the
form that counts. So, if the participants are stated to have day-to-day control, simply as an
attempt to avoid the property investment club amounting to a collective investment scheme,
but they do not, in fact, have such day-to-day control, then the club may still amount to a
collective investment scheme. In that case, its operation and promotion would be regulated
by the FSA.

Q11. I run a property investment club where all of the major participants have day-to-
day control over the management of the property but, by choice, one or two of the
smaller participants do not. Does this mean that the club could still be a collective
investment scheme?

Yes, if the other elements are present. In order for the arrangements not to be a collective
investment scheme, all individual participants, regardless of their contribution or stated
preferences, must have day-to-day control. So, if one participant does not have day-to-day
control then the whole scheme could amount to a collective investment scheme.

Q12. I run a scheme where each person owns individual properties or parts of
properties in the property investment club. Each person owns property either directly,
or indirectly (for example, through a limited company or a limited liability partnership



of which he is the owner or through a limited partnership). Is this scheme likely to be a
collective investment scheme?

No, unless the properties belonging to each person, company, limited liability partnership or
limited partnership are managed as a whole by or on behalf of the operator of the scheme.

So, the mere fact that the operator is managing a number of properties and achieves
economies of scale in his management charges or in things such as insurance cover would not
mean that the properties are being managed as a whole. Neither would the fact that the
operator may be able to offer reductions in sale price because of bulk discounts negotiated
with developers. This is provided the operator is managing each property on an individual
basis.

As an example, if a managing agent manages a block of flats on the basis that the only profit
or income each individual flat owner obtains is what arises from the management of his
property, there is no management as a whole. However, if the managing agent managed the
flats in such a way that each individual flat owner received an income from total lettings,
regardless of whether that person's flat was let or not, the properties are managed as a whole
and the arrangements are likely to be a collective investment scheme.

Q13. Does it make a difference if people participate through a corporate vehicle?

No. But it should be noted that a limited liability partnership or limited partnership, through
which a person indirectly owns the property concerned, may amount to a collective
investment scheme itself. This is if the partnership has more than one investor participant
and subject to the considerations set out in this guidance.

Q14. 1 run a property investment club where the participants own their own individual
properties which are rented out but the rental income is pooled and I decide on which
property should be rented at any time and to whom. Is this likely to be a collective
investment scheme?

Yes. This is because:

e the property in respect of which the arrangements are made is the property belonging
to each of the participants;

e you are managing that property as a whole; and

e the participants do not have day-to-day control over the management of that property.

Q15. If my property investment club is not a collective investment scheme because
participants acquire shares in a body corporate, does that mean that I do not need to be
authorised?

Not necessarily. Depending on the circumstances, you may be involved in making
arrangements for the participants to buy, sell or subscribe for their shares which is itself a
regulated activity and may only be carried on by an authorised or exempt person.

Q16. Does the FSA regulate the mortgages that are used to finance property investment
clubs?



No. The FSA only regulates the provision of mortgages on property where the borrower
intends to use at least 40% of it as a dwelling for him or a close relative. This is typically not
the case with properties purchased through property investment clubs.

Q17. What are the consequences of a property investment club being regulated by the
FSA?

If a property investment club were considered to be a collective investment scheme, and
therefore its operation and promotion regulated by the FSA, then any person operating the
scheme in the United Kingdom or advising investors on the merits of participating or
arranging for them to do so, must be an authorised or exempt person. If such a person was
not authorised or exempt, he would be liable to commit a criminal offence. It is only the
activities of such persons that would be regulated by the FSA. The property investment club
itself would not be regulated by the FSA as a product in the way that authorised unit trusts or
authorised open-ended investment companies (which are collective investment schemes) are.
Also, agreements entered into by an unauthorised person in the course of their operating,
advising on or arranging for persons to participate in a collective investment scheme are
potentially unenforceable against the other party and the other party may be entitled to
compensation from the unauthorised person.

Q18. Are there restrictions on the promotion of my property investment club?

Yes, if it is a collective investment scheme or involves investors acquiring securities issued
by a body corporate — otherwise not. If your property investment club is a collective
investment scheme, you would not be able to promote it to the general public and, unless
exempt, any promotional material would need to comply with FSA rules. PERG 8 has
guidance about the restrictions on all kinds of financial promotion.

Q19. Does the FSA or Treasury intend to regulate all property investment clubs?

We understand that, as at 6 March 2006, there is no current intention to change
existing regulatory boundaries.

11.3 Guidance on land investment schemes involving planning permission
arrangements

Q20. I runabusiness arranging for the sale of individual plots of development land to
investors who are also required to use my services in obtaining planning permission for
or disposing of the land as a whole (or both). Might I need to be authorised?

Yes, this is likely to be the case. This will be because the role you have in obtaining planning
permission or in negotiating and effecting the sale of the land (or both) may mean that you
are operating a collective investment scheme (see Q4). The purpose or effect of the
arrangements would appear to be to enable investors, as owners of parts of the land, to
receive profits arising from your services in obtaining planning permission or arranging
disposal in respect of the land as a whole. If the planning or disposal process is such that
individual investors do not have day-to-day control over it, the arrangements are likely to
amount to a collective investment scheme, and to operate it you would need to be authorised



or exempt. The restrictions on financial promotions referred to in Q18 would also need to be
considered.

Q21. 1 run a business which arranges for individual plots of land to be sold to
potential investors and, whilst I refer to the possibility of obtaining planning permission
as a way of increasing the value of the land, I don't, nor does anyone connected to me,
have a role in pursuing any such permission nor any other control over the land as a
whole. Do I need to be authorised?

No. If all of the participants have control over the obtaining of planning permission relevant
to their individual plots of land the arrangements will not be a collective investment scheme.
Arranging for investment in plots of land by itself is not a regulated activity as plots of land
are not of themselves specified investments.
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FEES PROVISIONS INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority ("FSA™) 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 72 (The competent authority);

@) section 74(4) (The official list);

3 section 99(1) (Fees);

4) section 101 (Listing rules: general provisions);
(5) section 138 (General rule-making power);

(6) section 156 (General supplementary powers);
@) section 157(1) and (4) (Guidance);

(8) section 213 (The Compensation Scheme);

9 section 223 (Management expenses);

(10)  paragraph 17(1) of Schedule 1 (Fees); and

(11) paragraphs 1 (General), 4 (Rules), and 7 (Fees) of Schedule 7 (The Authority
as Competent Authority for Part VI).

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 2006.

Amendments to the Handbook

D. The Fees manual is amended in accordance with Annex A to this instrument.

E. The Supervision manual is amended in accordance with Annex B to this instrument.

F. The Credit Unions sourcebook is amended in accordance with Annex C to this
instrument.

Citation

G. This instrument may be cited as the Fees Provisions Instrument 2006.

By order of the Board
23 March 2006



Annex A
Amendments to the Fees manual

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

2.2.1 R  Ifaperson does not pay the total amount of a periodic fee (including fees
relating to reportable transactions to the FSA using the FSA's Direct
Reporting System or FSA's Transaction Reporting System (see SUP 17)),
FOS levy or case fee, ...

FEES 3 Annex 4R

Application and tranche fees in relation to listing rules

Part 1

Fee type Fee amount

Application Fees forthe-period 1-July-2005-t6-31-March-2006

Application for listing £225200 plus £100 per each additional issue of
securities with its own International Securities
Identification Number.

FEES 3 Annex 5R

Document vetting and approval fees in relation to listing and prospectus rules

Part 2

FEES 3 Annex 6R

Fees payable for guidance on the availability of a waiver (or concession) in connection with
rules implementing Basel Capital Accord




Part 1

Fees payable other than applications for guidance on the availability of a waiver (or

concession) to allow a firm to use the Effective Expected Potential Exposure estimates

Table 1
Application Description of group Application fee 2005/2006 2006/07
rou
Jroup Advanced | Foundation | AMA
IRB IRB (£'000) | (£'000)
(£'000)
Group 1 Five or more significant overseas | 247219 214190 167448
entities applying for guidance on
the availability of a waiver or
concession in connection with
future rules implementing the
revised Basel Capital Accord
(including any amendments)
Table 2
Application Description of group Application fee 2005/20062006/07
group e .. .
Modified eligible | Number of Advanced | Foundation | AMA
liabilities (Em) tradersasat | IRB IRB (£'000) | (£'000)
31 December | (£'000)
20042005
Group 2 >40,000 >200 214190 183162 135120
Group 3 >5,000 - 40,000 | 26 - 200 87+ 6659 4742
Group 4 0-5,000 0-25 3935 2825 2220

(1) | Advanced and Foundation IRB applications are applications for guidance regarding
the Internal Ratings Based approach for credit risk. AMA applications are
applications for guidance regarding the Advanced Measurement Approach for
operational risk.

(2) | For the purposes of Table 2, a firm's A.1 or A10 tariff data for the relevant period will
be used to provide the value of modified eligible liabilities or number of traders.

Part 2




Fees payable for applications for guidance on the availability of a waiver (or concession) to
allow a firm to use the Effective Expected Potential Exposure estimates

£50,000

4211 R  Table of periodic fees

Sponsors £10,000 per year for | Within 30 days of | Approval of
the period from 1 the date of the sponsor

April to 31 March the | invoice
following year (see

Note)

Note: Sponsors on the list of approved sponsors as at 1 April each year will be liable for the
full year's annual fee unless FEES 4.3.13R applies.

4313 R @) If:

@) a firm makes an application to vary its permission (by
reducing its scope), or cancel it, in the way set out in SUP
6.3.15D(3) (Variation of permission) and SUP 6.4.5D
(Cancellation of permission); an issuer makes an application
for de-listing; or a sponsor notifies FSA of its intention to be
removed from the list of approved sponsors; and

(b) the firm,_issuer or sponsor makes the application or
notification referred to in (a) before the start of the period to
which the fee relates;

FEES 4.2.1R applies to the firm as if the relevant variation or
cancellation of the firm's permission, de-listing or removal from the
list of approved sponsors, took effect immediately before the start of
the period to which the fee relates.

(2) But (1) does not apply if, due to the continuing nature of the
business, the variation, ercancellation, de-listing or removal is not
to take effect within three months of the start of the period to which
the fee relates.




FEES 6 Annex 1R

Financial Services Compensation Scheme - Management Expenses Levy Limit

This table belongs to FEES 6.4.2R

Period Limit on total of all management expenses levies
attributable to that period (£)

1 December 2001 to 1 £4,209,000

April 2002

1 April 2002 to 31 £13,228,000

March 2003

1 April 2003 to 31 £13,319,000

March 2004

1 April 2004 to 31 £17,590,000

March 2005

1 April 2005 to 31 £27,030,000

March 2006

1 April 2006 to 31 £37,060,000

March 2007




Annex B

Amendments to the Supervision manual

In this Annex, underlining indicates new text.

16.3.14 R (1) Ifafirm does not submit a complete report by the date on which it is due in
accordance with the rules in this chapter and any prescribed submission
procedures, the firm must pay an administrative fee of £250.

(2) The administrative fee in (1) does not apply in respect of quarterly reports
required to be submitted by credit unions.




Annex C

Amendments to the Credit Unions sourcebook

In this Annex, underlining indicates new text.

14104D G

If a credit union fails to submit a complete annual report by the date on
which it is due in accordance with the rules in SUP 16.7 and any prescribed
submission procedures, the credit union must pay an administrative fee of
£250 (see SUP 16.3.14R). Failure to submit a report in accordance with the
rules in SUP 16.7 may also lead to the imposition of a financial penalty and
other disciplinary sanctions (see ENF 13.5 and CRED 15.5).
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MARKET CONDUCT SOURCEBOOK (AMENDMENT NO 7) INSTRUMENT 2006

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 119 (The code);
2 section 138 (General rule-making power);
3) section 149 (Evidential provisions); and

(@) section 157(1) (Guidance).

Commencement
B. This instrument comes into force on 6 April 2006.
Amendment to the Glossary of definitions

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

Amendment to the Market Conduct sourcebook

D. The Market Conduct sourcebook is amended in accordance with Annex B to this
instrument.

Citation

E. This instrument may be cited as the Market Conduct Sourcebook (Amendment No 7)
Instrument 2006.

By order of the Board
23 March 2006



Annex A
Amendment to the Glossary of definitions
In this Annex, underlining indicates new text.

Insert the following new definition in the appropriate alphabetical position:

metal market The practices set out in the London Metal Exchange's document

aberrations regime "Market Aberrations: The Way Forward" published in October 1998
which govern the behaviour expected of long position holders, as
clarified and explained by Schedule 1 to the Memorandum from the
Executive Director, Requlation and Compliance, London Metal
Exchange, to All Members of the London Metal Exchange dated 15
December 2005.




Annex B
Amendments to the Market Conduct sourcebook

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

1.6.14 E  The following are accepted by the FSA as accepted market practices for the
purposes of market abuse (manipulating transactions):

1) The praetrees—set—eut—m%e—&enden—MetaLBeeh&ngee—deeument

metal market aberratlons remmewhreh—gevern—the—behaweer

expected-of-long-pesition-helders (see MAR 1 Annex 2G).

1.9.3 C  Behaviour that complies with the requirements imposed on long position

holders in the London Metal Exchange's document "Market Aberrations:
Fhe-Way-Forward“published-in-October-1998 metal market aberrations

regime will not amount to market abuse (distortion).

MAR 1 Annex 2 G

Accepted Market Practices

Table: Part 2 — Accepted Market Practice: Market aberrations on the London Metal
Exchange

Description of the AMP:

Behaviour conforming with the Lenden-Metal-Exchange Document“Market-Aberrations:
the—Way—FerwardlpaleJrrshed—m—Qeteleer—wgg metal market aberratlons regime which

Rationale for why the practice would constitute manipulation

Behawour WhICh glves rise to the appllcatlon of the Eenelen—Metal—Beehange—Deeument

Y 8 metal market
aberratlons regime may mvolve transactlons or orders to trade which:

Q) give or are likely to give, false or misleading signals as to the supply of or demand
for or price of financial instruments;

(i) secure, by a person or persons acting in collaboration, the price of one or several
financial instruments at an abnormal or artificial level.




List of Factors

The following factors were taken into account by the FSA When assessmg behaVIour
conforming with the m
Forward“metal market aberratlons regime as an accepted market practlce

The level of transparency (to the rest of the market) of the practice in question

The Metal-Market-Aberrations-Regime metal market aberrations regime has been published

to the market by the Exchange on which it applies. The transparency criterion is therefore
met. Those who have long positions at or above the thresholds specified in the Market
Aberrations-Regime metal market aberrations regime are required to advertise to the market
that they will be prepared to lend stock.

The need to safeguard the operation of market forces and the proper interplay of the forces of
supply and demand

The Metal-Market-Aberrations Reghne metal market aberrations regime is designed to

facilitate the operation of supply and demand on the market by avoiding abusive squeezes or
other circumstances which could result in or involve distortion of the market for the
investment in question.

The degree to which the practice takes into account the trading mechanism of the relevant
market and enables market participants to react properly and in a timely manner to the new
market situation created by the practice

The practice-inr-the

Forward" metal market aberratlons regime was developed taklng |nto account the tradmg
mechanism of the LME The behaV|our requwed of long posmon holders under the Londen
3 . pard™; metal market
aberratlons regime is monltored by the LME compllance department on a daily basis using
public and confidential regulatory information available to it. .

The risk inherent in the practice for the integrity of directly or indirectly related markets in
the financial instrument, including any market in the financial instrument which exists on an
exchange (or other trading venue) and related markets in directly related financial
instruments:

The practices-in-the

Ferward” metal market aberratlons remme were was developed to malntaln the |ntegr|ty of
the markets in financial instruments traded in the LME. The practices-have regime has been
shown to be an aid in maintaining the integrity of those markets.

The outcome of any investigation of the practice by any regulatory body, including the extent
to which a practice breaches existing rules or regulations designed to prevent market
manipulation on the market in question or on directly or indirectly related markets in the EU-

The FSAESA supports the regime-euthned-in-the Londen-Metal-Exchange Document
“Market-Aberrations—the-Way-Forward™ metal market aberrations regime and, under the




previous Code of Market Conduct applying to trading on the LME, provided a safe harbour
for behaviour in conformity with the practices-euthned-in-the document metal market
aberrations regime.

Overriding Principles

The I%AFSA had regard to the following overrldlng prlnC|pIes to ensure that the pFaeHees

metal market aberratlons regime de does not undermlne market mtegrlty, Whlle fosterlng

innovation and the continued dynamic development of financial markets:

Conditions relating to legitimate reasons and proper execution-

Femtalcdﬂ metal market aberratlons regime speCIfles the behaVIour reqUIred in the

circumstances where it is triggered and conduct in conformity with the regime metal market
aberrations regime is for legitimate reasons.




FSA 2006/10

PERIMETER GUIDANCE (PENSION ACTIVITIES) INSTRUMENT 2006

Powers exercised

A The Financial Services Authority makes this instrument in the exercise of its powers
under section 157(1) (Guidance) of the Financial Services and Markets Act 2000 (“the

Act”).
Commencement
B. This instrument comes into force on 6 May 2006.

Amendments to the Perimeter Guidance manual

C. The Perimeter Guidance manual (PERG) is amended in accordance with the Annex to
this instrument. The general guidance in PERG does not form part of the Handbook.

Citation
D. This instrument may be cited as the Perimeter Guidance (Pension Activities)
Instrument 2006.

By order of the Board
23 March 2006



Annex

Amendments to the Perimeter Guidance manual

In this Annex, underlining indicates new text and striking through indicates deleted text. This
is with the exception of Chapter 10 which represents new text that is not underlined.

1.4.2 G  Table: list of general guidance to be found in PERG
Chapter: Applicable to: About:
PERG 10: fto-be-added} Any person o the requlated activities

Activities related to pension
schemes

who needs to know whether
his activities in relation to
pension schemes will amount
to requlated activities or
whether the restriction in
section 21 of the Act will
apply to any financial
promotions he may make.

that arise in connection
with the establishment
and operation of pension
schemes and any
exclusions that may be
relevant

e the circumstances in
which financial
promotions about pension
schemes may be exempt
from the restriction in
section 21 of the Act

151 G

(1)

http://www.fsa.gov.uk/Pages/Doing/small firms/insurance/li

brary/archive/risk.shtml;

(2)

http://www.fsa.qov.uk/pages/Doing/small firms/insurance/fa

g/travel.shtml;




©)

http://www.fsa.gov.uk/pages/Doing/small firms/insurance/fa

g/freight.shtml;

(4)
http://www.fsa.qov.uk/pages/Doing/small firms/insurance/fa
g/property.shtml;

(5)
http://www.fsa.gov.uk/pages/Doing/small firms/insurance/fa
g/exclusion.shtml;

(6)
http://www.fsa.qov.uk/pages/Doing/small firms/insurance/fa
g/insurers.shtml;

(7)

(8)
http://www.fsa.gov.uk/pages/Doing/small firms/insurance/lib
rary/imd.shtml; and

9)

New text to be added as Chapter 10
10 Guidance on activities related to pension schemes
10.1 Background

Q1. What is the purpose of these questions and answers (“Q&As”) and who should be
reading them?



These Q&As are aimed at persons involved in the establishment or running of a pension
scheme or in providing services to such persons and should be read, in particular, by:

e pension scheme trustees;
e those who provide services to pension schemes or their trustees; and

e employers or affinity groups who provide pension schemes for their employees or
members.

They are intended to help such persons understand:

o whether they will be carrying on a regulated activity and so need to be an authorised
or exempt person under section 19 of the Financial Services and Markets Act 2000;
and

e whether their communications are financial promotions and, if so, whether they will
be exempt from the restriction in section 21 of that Act.

The Q&As are primarily concerned with identifying the regulated activities (such as dealing
or arranging deals in investments, managing investments or advising on investments) that
may be carried on by persons (including trustees) who are involved with occupational
pension schemes and personal pension schemes. They are also concerned, but only in
relation to stakeholder pension schemes, with identifying when the regulated activity of
operating such a scheme will be carried on (see Q26).

The Q&As complement the general guidance on regulated activities in Chapter 2 of our
Perimeter Guidance Manual (“PERG”), the general guidance on insurance mediation
activities in Chapter 5 of PERG (PERG 5) and the relevant legislation.

The Q&As that follow are set out in sections:
e general issues (PERG 10.2);
e issues for pension scheme trustees (PERG 10.3);
e issues for pension scheme service providers other than trustees (PERG 10.4); and
e issues for employers or affinity groups (PERG 10.5);

and are complemented by:

e Annex 1 : Flow chart showing the steps to be considered in deciding whether
authorisation is needed;

e Annex 2: Flow chart showing the additional steps to be considered by trustees of
occupational pension schemes and other persons in deciding whether authorisation is
needed for managing the assets of such a scheme;

e Annex 3: Table summarising the regulatory position of pension scheme trustees and
service providers;

e Annex 4: Table summarising the regulatory position of employers and affinity
groups; and



e Annex 5: Table summarising the regulatory position concerning financial promotions
by trustees, employers and affinity groups.

10.2 General issues

Q2. | propose to provide services to a pension scheme — in what circumstances will |
need to be authorised by the FSA or be an exempt person?

You will need to be an authorised or exempt person if you will:

e De carrying on regulated activities;
e Dbe doing so by way of business; and
e Dbe doing so in the United Kingdom.

Q3. How will I know if my proposed activities are regulated?

Regulated activities are specified in the Financial Services and Markets Act 2000 (Regulated
Activities) Order 2001 (“the Regulated Activities Order”). They include:

e dealing (broadly, entering into a transaction as principal or agent to buy or sell certain
investments);

e arranging (broadly, bringing about an investment transaction between other parties or
making arrangements to assist other persons to enter into such transactions);

e managing investments (broadly, discretionary management of assets that include or
may include certain investments);

e assisting in the administration and performance of a contract of insurance (broadly,
notifying and providing evidence in support of or negotiating claims on behalf of
policyholders);

e safeguarding and administering investments, being assets that include or may include
certain investments (otherwise known as custody services);

e advising on investments (broadly, advising an investor on the merits of his buying or
selling certain particular investments);

e establishing, operating or winding up a stakeholder pension scheme.

But some activities are specifically excluded from the FSA’s regulatory scope.

Q4. What kind of investments do these regulated activities relate to?

Securities, such as shares, debt securities, warrants or unit trusts, and contractually based
investments such as options, futures and cash-settled instruments (contracts for differences) or
long-term insurance policies with an investment element (such as unit-linked insurance or
annuities). Some regulated activities, such as arranging and advising on investments, also
relate to all contracts of insurance.

Q5. What exclusions are available?



There are various exclusions — some relate to a single activity and others relate to several.
Further guidance on exclusions is given in the remaining questions.

Q6. How do I know if I am carrying on activities by way of business?

Whether a particular person will be carrying on a regulated activity by way of business (and
S0 needs authorisation or exemption) will invariably depend on that person’s individual
circumstances. A number of factors need to be taken into account in determining whether the
by-way-of-business test is met. These include:

e the degree of continuity;
e the existence of a commercial element;
e the scale of the activity;

e the proportion which the activity bears compared to other activities carried on by the
same person which are not regulated; and

e the nature of the particular regulated activity that is carried on.

Corporate pension scheme trustees and other persons who provide professional services to
pension schemes are likely to be carrying on their activities by way of business. Unpaid
individuals who act as trustees are not likely to be. Neither are in-house trustee companies
set up by an employer to operate its occupational pension scheme (*OPS”) or the employer if
it acts as the trustee itself. In this respect, however, article 4 of the Financial Services and
Markets Act 2000 (Carrying on Regulated Activities by Way of Business) Order 2001 (“the
Business Order”) amends this test for trustees and other persons who manage the assets of an
OPS. The effect of the amendment is that a trustee will need to be authorised if he is
managing the investments of an OPS, whether or not he would normally be regarded as doing
so by way of business. This is unless certain conditions are met (as explained in questions 7
to 22).

In addition, article 3(4) of the Business Order provides that any person who carries on an
insurance mediation activity by way of business must be remunerated for doing so. Guidance
on the application of the by-way-of-business test to insurance mediation activities is in
Chapter 5.4 of PERG.

10.3 Pension scheme trustees

Q7. I am a trustee of an occupational pension scheme (“OPS””) — will I need to be
authorised if I also manage the investments held under my scheme?

Only if you are involved in the day-to-day management of the assets and your scheme is not a
small self-administered scheme.



Occupational pension scheme trustees are subject to special treatment when they manage
investments held under their scheme. This means that they may need to be authorised even
though they are not carrying on their managing activities by way of business in the normal
sense (they may be unpaid individuals for example).

That aside, and broadly speaking, you will not need to be authorised if:

¢ you delegate day-to-day decision-making about securities or contractually based
investments to an authorised, exempt or overseas person (typically a fund manager);
or

e the only day-to-day decisions you take relate to pooled investment products and are
only taken after you have obtained and considered advice from a regulated person; or

e your scheme is fully insured and you do not take or need to delegate any day-to-day
decisions; or

e your scheme is a small self-administered scheme.

Q8. What decisions can | make, as a trustee of an OPS (other than a small-self
administered scheme), if I am not authorised?

You can make:
(1) strategic decisions, such as decisions:

e about the adoption or revision of a statement of investment principles as required by
relevant pensions legislation; or

e about the formulation of a general asset allocation policy; or

e about prescribing the method and frequency for rebalancing asset classes, and the
permitted ranges of divergence, following the setting of the general asset allocation
policy; or

e about the proportion of the assets that should constitute investments of particular
kinds; or

e affecting the balance between income and growth; or

e about the appointment of fund managers; or

e as to which pooled investment products to make available for members to choose
from under a money purchase scheme;

(2) decisions that are needed to be taken in exceptional circumstances, such as:

e in a take-over situation; or
e where the person managing the scheme's assets has a conflict of interest; or
e where the decision is sensitive (such as one relating to investments in the same market
sector as the employer or in the employer’s own securities); or
e where the decision raises sensitive policy considerations (such as investments in
certain territories or markets or in ethical or green areas); or
e where the trustees are required to make decisions:
0 about investments acquired purely as a result of a demutualisation by an
insurer or building society in which the scheme holds investments or deposits;
or



o following a change in fund managers which results in the scheme holding
investments which the new fund manager is unable or unwilling to take on;

(3) day-to-day decisions about investment in pooled investment products, namely:

e collective investment schemes such as unit trusts, limited partnerships, hedge funds or
open-ended investment companies;

e shares or debt securities issued by an investment company such as an investment trust
or a venture capital trust;

e contracts of insurance such as annuities or unit-linked investment policies;

(This is subject to the decisions being made only after you have taken and considered
advice from an authorised, exempt or overseas person or an exempt professional firm
(that is, a firm of solicitors, accountants or actuaries who can carry on incidental
regulated activities without authorisation).);

and

(4) decisions of any kind about investing in assets that are not securities or contractually
based investments — such as real property, cash or precious metals.

Q9. As an unauthorised OPS trustee, what decisions am | unable to make?
You will be unable to make most day-to-day decisions. Generally speaking, these will be:

e decisions to buy, sell or hold particular securities or contractually based investments
such as a fund manager would be expected to make in his everyday management of a
client's portfolio (other than day-to-day decisions about investment in pooled
investment vehicles taken after obtaining advice as per Q8(3)); or

e decisions made as a result of regular or frequent interventions outside scheduled
review meetings in the decision-making of external fund managers; or

e recommendations made to fund managers, on a regular basis, with a force amounting
to direction relating to individual securities or contractually based investments.

Q10. As an OPS trustee, will I be making day-to-day decisions by implementing
strategic decisions on a regular basis?

No. For example, you will not be making day-to-day decisions merely because the
application of the method for rebalancing asset classes and permitted ranges of divergence
result in mechanical changes being made regularly to the asset allocation policy. This is
because the decisions are made at the time the method and frequency are set and not when
those decisions result in a change to the policy.

Similarly, there may be occasions when you may determine that, in the absence of
instructions from a member, his contributions will automatically be placed in a particular
fund. Provided this follows a pre-determined procedure that is rigidly applied and not subject
to frequent alteration, it may be regarded as the routine application of a strategic decision and
not as a day-to-day decision in its own right.



Q11. As an OPS trustee, I need, from time to time, to sell investments to raise cash to
meet obligations to scheme members. Is this likely to mean that I am making day-to-
day decisions?

No, unless you are making regular decisions as to which particular investments to dispose of
to release the necessary cash. This would not include situations where, in realising assets,
you are merely applying pre-agreed strategic policy decisions with no element of discretion.
In that situation, the decision is made at the time that the policy is set and is strategic.

Q12. Does the fact that, as an OPS trustee, I only infrequently make decisions about
investments mean that the decisions | do make will not be regarded as day-to-day
decisions?

No. The mere fact that a decision may be taken only infrequently does not, of itself, prevent
that decision being a day-to-day decision. It is the nature of the decision that is important,
not its frequency. For example, if you were responsible for the investment of scheme assets
in a portfolio of Government stocks and debt securities, the fact that you might only
occasionally need to make decisions about buying new, or selling existing, investments
would not prevent those decisions being day-to-day decisions. Similarly, the fact that you
may be the trustee of a small scheme where decisions about the investment of scheme assets
arise only infrequently does not, of itself, prevent those decisions being day-to-day decisions.

Q13. As an OPS trustee, will I be making day-to-day decisions if | decide on the
purchase of annuities to be held under the scheme?

Not in most circumstances. Typically, you may choose to select what you consider to be the
most suitable annuity provider on each occasion that a decision has to be made. If this is the
case, provided that you are not purchasing annuities on a frequent basis, it is unlikely that the
decisions you make would be day-to-day decisions (on the basis that you are making strategic
decisions about which provider to use rather than decisions about investment of the scheme
assets). Less typically, your choice of annuity provider might be determined at the outset so
that, each time an annuity has to be purchased, that chosen provider is used. If this occurs,
you may be regarded as having made a strategic decision with regard to the most appropriate
provider and then as carrying out that strategic decision on each occasion that an annuity is
purchased.

But, even if your decision to purchase an annuity is a day-to-day decision, you can still make
it. This is provided you meet the conditions for making decisions that involve taking and
considering advice about investment in pooled investment vehicles (see Q8(3)).

Q14. Asan OPS trustee, if I make decisions about the purchase of annuities on the
winding-up of the scheme, am | making day-to-day decisions?

No. Decisions taken about annuities in such exceptional circumstances would not be
regarded as day-to-day decisions. This also applies to decisions about annuities taken in the
context of ensuring provision of benefits for a member’s ex-spouse.

Q15. As an OPS trustee, I make investments on the instructions of members of the
scheme. Does this mean that | have to be authorised as | have effectively delegated day-



to-day decision-making to persons who are not authorised, exempt or overseas persons?
What about the member — is he then managing the assets of an OPS so as to need
authorisation?

No, on both points. You will not be regarded as managing investments (so that issues about
delegation of day-to-day decision-making do not arise) provided the investment is to be
purchased solely for the benefit of the member and you, in practice, invariably seek to match
the scheme’s obligations to the member by purchasing those investments. This includes
where the member instructs you to purchase a particular annuity. But the position may be
different should you choose not to match the obligations that the scheme incurs through the
members’ instructions by purchasing the relevant investments. If you then make decisions
about what alternative investments to make, you are likely to be managing investments and
the decisions you make may be day-to-day decisions.

The member would be regarded as managing assets that belong beneficially to him rather
than assets that belong to another. So, he would not be regarded as managing investments
either.

Q16. Am I going to be managing investments by exercising voting rights conferred by
investments that | hold as trustee under my OPS? If so, will this be viewed as my taking
a day-to-day decision?

No, you will not be managing investments unless the exercise of the rights would result in
your buying, selling, subscribing for or underwriting securities or contractually based
investments. This will not usually be the case. For example, voting to support a take-over
offer to be made by a company in which the scheme holds shares would not involve
managing investments as it would not result in your acquiring or disposing of investments.
Neither would voting on the re-appointment of company directors or auditors or on whether a
company in whom the scheme holds shares should make a rights issue (although deciding to
subscribe to the rights issue when it is made would amount to managing investments).

Deciding to accept an offer to buy company shares held by you under the scheme, in the
context of a proposed take-over of that company, would involve managing investments. But
the decision you make would be viewed as strategic and not a day-to-day decision.

Q17. When may a decision | make as an OPS trustee that results in my investing in a
pooled investment vehicle other than an annuity be regarded as a strategic decision?

This will arise where the decision:

e represents the initial decision to invest the scheme wholly or to a substantial amount,
and on an ongoing basis, in a particular vehicle such as a life policy or unit trust
scheme (on the basis that an initial decision of this kind is of such importance to the
scheme that it may be regarded as strategic); or

e may be seen to be a decision to appoint a discretionary fund manager.

Q18. When will a decision that | make as an OPS trustee be regarded as one to appoint
a discretionary fund manager?

This will be the case when the decision:
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e seeks to implement a strategic decision to invest part of the scheme assets in a
particular area or asset class (such as venture capital or emerging markets);

e is based principally on the suitability of appointing the fund manager to manage that
part of the scheme assets; and

e to use a pooled investment vehicle rather than a segregated portfolio is secondary to
the decision to appoint the fund manager.

Where the circumstances surrounding the appointment of a fund manager suggest that the
decision is day-to-day, you may still be able to make that decision. This is provided you
meet the conditions for making decisions that involve taking and considering advice about
investment in pooled investment vehicles (see Q8(3)).

Q19. As an unauthorised OPS trustee, | have made a decision to invest in an investment
vehicle which allows me to switch between various sub-funds. Can I make decisions
about switching between those sub-funds?

Yes. However, taking decisions of this kind other than to implement strategic decisions on
asset allocation is likely to involve taking day-to-day decisions. So, you would need to meet
the conditions for making decisions that involve taking and considering advice about
investment in pooled investment vehicles (see Q8(3)).

Q20. I understand that, as an unauthorised trustee of a small self-administered scheme
(a ““SSAS”) | can make day-to-day investment decisions. What types of scheme qualify
as a SSAS?

There are two kinds of scheme that qualify as a SSAS. These are:

(1) an “insured SSAS” - that is an OPS:

e that has no more than 50 members; and
e where:
o the contributions made by or for each member are used in the acquisition of a
contract of insurance or an annuity on the life of that member;
o the only decision to be made is the selection of the relevant contract; and
o each member has been given the opportunity to make that choice himself,
whether or not he chooses to do so; and

(2) a “12 relevant member SSAS” — that is an OPS:

e with no more than 12 relevant members (broadly speaking, ‘relevant members’ are
existing or former employees for whom contributions are being or have been made
and for whom benefits under the scheme are or may become payable);

e that is established under an irrevocable trust;

e where all the relevant members are trustees of the scheme (except those who are unfit
to act or incapable of acting as trustee); and

e where all day-to-day decisions relating to the management of the assets of the scheme
which are securities or contractually based investments (other than decisions that
satisfy the conditions involving taking and considering advice about investment in
pooled investment vehicles — see Q8(3)) are required to be taken by:
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o all or a majority of the relevant members who are trustees; or
O an authorised person or exempt person, in each case acting either alone or
jointly with all or a majority of the relevant members.

Q21. My 12 relevant member SSAS requires that all day-to-day decisions are taken by
the trustee beneficiaries. The SSAS has an independent trustee who is not a beneficiary
or an authorised or exempt person. If the independent trustee takes a day-to-day
decision in breach of the scheme’s requirement, what effect does that have on him and
on the relevant members?

The independent trustee's actions will not cause the trustee beneficiaries any regulatory
difficulties, even though he has acted in breach of the requirements of the SSAS. This is
because it is the existence of the requirement about day-to-day decision-making that is
important and not whether it may be breached. The independent trustee may, as a result of
having taken the decision, be regarded as managing the SSAS’s investments. But whether or
not this would be the case will depend on the particular circumstances in which the decision
came to be made.

Q22. 1 am a trustee of a 12 relevant member SSAS but not a relevant member. My role
requires me to monitor investments made by the scheme —won't | be drawn into
making day-to-day decisions?

No. You should be able to perform your role in monitoring and, where necessary, objecting
to particular transactions without needing authorisation. Merely operating a blocking vote
where a certain proposed investment would, for whatever reason, be prohibited, would not be
regarded as taking part in the decision to make, or to refrain from making, that investment. If
you merely express a view as to whether or not a certain proposed investment would be
permitted you would not, thereby, be making a decision to buy the investment. However, to
reduce the risk of being drawn into making day-to-day decisions, you may wish to make a
point of not participating in a vote except where the investment could not, in your view, be
made without breaching the relevant requirements.

Q23. My company acts as the corporate trustee for a self-invested personal pension
scheme (“SIPP”). Will it need to be authorised?

No, provided it is able to satisfy various exclusions. But note that, under government
proposals for reforming the way in which personal pension schemes are permitted to be
established and registered, it may need to be authorised by 6 April 2007 for operating a
personal pension scheme — see HM Treasury’s Consultation Document entitled “Proposed
changes to the eligibility rules for establishing a pension scheme - A consultation document,
September 2005”. This is available on HM Treasury’s website at: http://www.hm-
treasury.gov.uk/consultations_and_legislation/pension_scheme/consult_pensionscheme_inde
x.cfm. The document sets out several options and indicates that the Treasury’s preferred
option is to introduce a new regulated activity of establishing, operating or winding up a
personal pension scheme other than a stakeholder pension scheme (where those activities are
already regulated). The new regulated activity would come into force on 6 April 2007. At
the same time, rights under a personal pension scheme would become an investment for the
purposes of existing regulated activities such as dealing, arranging, managing investments
and advising on investments. The FSA proposes to consult on further perimeter guidance
about the changes to regulatory scope in this area during the course of 2006.
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Your company’s position until April 2007 will depend on a combination of the activities that
it carries on and the availability of certain exclusions. These exclusions may also apply to
trustees of pension schemes other than SIPPs with the exception of that for managing
investments (which will not apply to a trustee of an OPS).

(1) Your company is likely to be dealing in investments as principal in entering into
investment transactions on behalf of the trust. However, in general terms, it would avoid this
if either:

e itis a bare trustee acting on the instructions of the member or his agent and it does not
hold itself out as someone who provides a dealing service (see article 66(1) of the
Regulated Activities Order); or

e itdoes not hold itself out to the public as someone who carries on business as a
market maker or dealer in securities and, if it buys or sells contractually based
investments, it only does so with or through a regulated person (see articles 15 and 16
of the Regulated Activities Order).

But you will not be dealing in investments as agent merely because you commit co-trustees
to a transaction by entering into it on behalf of the scheme.

(2) Your company should not be arranging because this activity does not apply where a
person arranges transactions to which he is to be a party (see articles 25 and 26 of the
Regulated Activities Order).

(3) Your company is likely to be managing investments if it has discretionary control over
the assets held under the trust. But it will not be managing investments if:

e itisacting solely on instructions from the members or from a fund manager or other
agent appointed to instruct it on their behalf; or

e itisnot holding itself out as an investment manager and is not remunerated for
managing investments in addition to what it is paid for acting as trustee (see article
66(3) of the Regulated Activities Order).

(4) As trustee, your company is likely to be responsible for safeguarding and administering
investments held as scheme assets. If it makes use of a specialist custodian it will be
arranging safeguarding and administration of assets. These are potentially regulated
activities. But they will not be if:

e your company is not holding itself out as a custodian and is not remunerated for
providing custody services in addition to what it is paid for acting as trustee (see
article 66(4) of the Regulated Activities Order); or

e (as respects arranging for another person to provide custody services) it delegates
custody to a suitably authorised or exempt person (see article 66(4A) of the Regulated
Activities Order).

(5) Your company will not be advising on investments unless it advises a prospective
member on the merits of his buying or selling interests in securities or relevant investments to
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be held under the trust. If it gives advice to its co-trustees about trust investments or to
existing members about their interests under the trust, its advice will be excluded provided it
is not remunerated for giving the advice in addition to what it is paid for acting as trustee (see
article 66(6) of the Regulated Activities Order).

Q24. My company acts as corporate trustee of a trust-based stakeholder pension
scheme. Does it need to be authorised?

This depends on the responsibilities that your company assumes as trustee. Establishing,
operating or winding up a stakeholder pension scheme are regulated activities in their own
right. These are functions that are often carried out by the trustees of a trust-based
stakeholder pension scheme other than where the trustees are mere bare trustees. This is
apart from establishing a scheme which is a function that may often be carried out by a third
party such as a product provider. See Q25 to Q28 for further guidance on these activities.

Q25. What does establishing a stakeholder pension scheme involve?

The establisher of a personal pension scheme is the person responsible for putting in place
the arrangements founding the scheme and registering it with HM Revenue & Customs.
With a trust-based scheme, this will usually be the person who executes the trust as principal.
In a scheme established by deed poll, it will usually be the person who enters into the deed
poll. There will usually only be one person who establishes the scheme. Any professional
firms that he may employ to act as his agent (such as solicitors) would not be establishing the
scheme. The establisher may also be the operator but need not be. An employer will not be
establishing a stakeholder pension scheme purely as a result of his having designated such a
scheme to meet the statutory requirement to do so.

Q26. What does operating a stakeholder pension scheme involve?

The 'operator' is the person responsible, under the scheme’s constitution, for ensuring
continuing compliance with the management and administration requirements in respect of
the assets and income of, and the benefits payable under, the scheme as imposed under
relevant pensions and tax legislation. For example, with a trust-based scheme, the trustees
will often be the operator by virtue of the responsibilities they assume under the trust deed.
In situations where the trustees’ role is merely to act as a bare trustee holding the scheme
assets, it may be the case that there is a third party who has responsibility for the management
and administration of the scheme and its assets and who will be the scheme’s operator. The
scheme may be established by an authorised person who acts as a provider of investment
products or services to the scheme. This does not make that person the operator of the
scheme if, as a matter of fact, he has appointed another person (such as a trustee) to carry out
all of the operator’s functions in his place.

Q27. What is my position as the operator of a stakeholder pension scheme if | delegate
day-to-day functions such as administration of the scheme or management of the
scheme assets to another person?

A person who accepts responsibility, and remains responsible, for carrying on a regulated
activity is carrying on that activity even though he may delegate or outsource the day-to-day
carrying out of the functions to another person. So, if the operator of a scheme delegates
some or all of his functions to another person, he will still be the regulated operator of the
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scheme. At the same time, none of the people to whom he delegates his activities will
become an operator of the scheme. However, they may be carrying on other regulated
activities in performing their delegated or outsourced tasks (such as arranging or managing
investments), in which case they will be subject to regulation for those activities.

Q28. What does winding-up a stakeholder pension scheme involve?

The person who winds-up a stakeholder pension scheme will be the person who is
responsible for putting in place the arrangements for bringing the scheme to an end in a way
that complies with the relevant provisions of the instrument that established the scheme and
any relevant rules under pensions or tax legislation. This will, more often than not, be the
operator of the scheme.

Q29. I am one of several trustees of a pension scheme. Sometimes | arrange an
investment transaction on behalf of all the trustees but another trustee actually signs the
purchase agreement and becomes the registered owner of the trust asset — does this
mean that | could be regarded as arranging deals in investments on behalf of my fellow
trustee?

No. You will not be arranging in these circumstances. This is because the interest that you
acquire as trustee in the investment means that you will be regarded as being a party to the
transaction. Arrangements made by a person in relation to transactions of which he is to be a
party as principal or agent are excluded from arranging.

Q30. As a professional trustee of a pension scheme, am | affected by the
implementation of the Insurance Mediation Directive (IMD)?

No. A pension scheme trustee may perform tasks on behalf of the other trustees (such as
signing proposal forms or giving dealing instructions to insurers or brokers or notifying
claims on the death of a scheme member). But he will not be providing an insurance
mediation service to them. This is because, under the policy, he will share equal rights and
equal responsibility with his co-trustees and so may be regarded as acting solely in the
capacity of policyholder rather than intermediary. Also, the pension scheme trustee will not
be providing an insurance mediation service on behalf of the members as the members will
not be policyholders.

10.4 Pension scheme service providers other than trustees

Q31. I provide administration services to pension schemes. Will | require authorisation
or exemption?

Yes, if your services include any of the following activities and you cannot make use of an
exclusion.

(1) Receiving instructions from the trustees or members about the buying or selling of trust

investments (being securities or relevant investments) and then instructing a broker or
product provider to effect the transaction. This is because you are likely to be arranging.
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This will include arranging for investments such as units in a unit trust scheme or in a life
policy managed fund to be realised or surrendered to raise cash.

(2) Entering into investment transactions concerning securities or relevant investments on
behalf of the trustees. This is because you will be dealing in investments as agent.

(3) Assisting in the administration and performance of contracts of insurance. This will only
be likely to apply if you handle claims under policies held by the scheme on behalf of the
trustees or other policyholders. For example, if you were making a claim for benefits payable
on the death of a member under the ‘death in service’ benefits provided by a pension scheme.
To be carrying on this regulated activity you must be assisting the trustees in both the
administration and performance. Whilst dealing with claims on the death of a scheme
member is likely to involve assisting in the administration of the contract of insurance, it will
only involve assisting in the performance if you assist the trustees, as policyholders, to satisfy
a contractual obligation that they have under it. This will typically include assisting the
trustees to notify the claim in the manner specified in the policy. Detailed guidance on this
regulated activity is available in Chapter 5.7 of PERG.

(4) Arranging the appointment of a custodian on behalf of the trustees. This is because you
will be arranging safeguarding and administration of assets. But you will not be doing so
simply because you instruct a fund manager to buy investments which the fund manager will
then safeguard and administer in accordance with pre-existing arrangements.

Services that typically will not involve any regulated activities include:

maintaining records;

liaising with tax authorities;

arranging actuarial advice;

paying over contributions to a product provider or fund manager for investment in
line with pre-agreed instructions; and

e paying out benefits.

Q32. What are the exclusions that might apply to me as a pensions administration
service provider?

One or more of the following exclusions might be available to you depending on the nature
and scope of the services you provide:

e dealing in investments as agent and arranging with or through an authorised person
(articles 22 and 29 of the Regulated Activities Order);

e dealing in investments as agent, arranging and advising on investments as a necessary
part of providing other non-regulated services (article 67 of the Regulated Activities
Order); and

e services provided to a member of your group (article 69 of the Regulated Activities
Order).

Q33. How would the exclusions for dealing or arranging with or through an authorised
person in articles 22 and 29 apply to me as a pensions administration service provider?

The exclusions will apply to you if:
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e you are an unauthorised person;

e you are dealing in investments as agent or arranging on behalf of the pension
scheme trustee or member (your “client’);

e the transaction into which you are entering or which you are arranging is either with
an authorised product provider such as a unit trust manager or is effected by an
authorised intermediary such as a stockbroker;

e you do not advise your client on the merits of his entering into the transaction;

e you are not paid by anyone other than your client; and

e the transaction does not involve contracts of insurance.

So, the exclusions can apply to a transaction involving any investment other than rights under
a contract of insurance. Given that many pension schemes invest wholly or partly in
contracts of insurance, there may be limited occasions where articles 22 or 29 will exclude all
dealing or arranging activity of this kind.

The requirement that you do not receive any payment other than from your client does not
prevent you receiving payment from the authorised person but you must then treat the sums
paid to you as belonging to your client. There is nothing to prevent you then using the sums
to offset payments due to you from your client for services rendered to him. This is provided
that you have your client’s agreement to do so.

Q34. When will regulated activities form a necessary part of my pension administration
services so that | can use the exclusion in article 67?

Broadly speaking, a regulated activity will form a necessary part of your pension
administration service if you could not reasonably expect to be able to provide your non-
regulated administration services to the scheme trustee or member without conducting the
regulated activity. This may apply where you are simply arranging for the payment of
regular contributions that the broker or product provider will apply in line with standing
instructions. This would, for example, apply to you if you were to be providing payroll
services.

There are further conditions that must be met for the exclusion to apply:

e you must not be remunerated for the regulated activity separately from the
remuneration you get from providing pension administration services; and

e you must not be a person who is required to be regulated by the Insurance Mediation
Directive.

So, the exclusion cannot apply to you if you are providing a service that involves assisting in
the conclusion or the administration and performance of contracts of insurance. But it may
apply where you are providing other services relating to contracts of insurance (for example,
arranging post-conclusion transactions such as surrenders or switches) or to other investments
such as shares or unit trusts.

Q35. | provide pension administration services to a corporate pension scheme trustee
who is a member of the same group as me. Does this mean that the exclusion for
services provided to other group members in article 69 will apply to me?

Yes, provided the services:
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e may properly be regarded as being provided solely to the trustee (as will be the case
where the trustee has delegated or outsourced the carrying out of regulated activities
to you but remains responsible to the members for the performance of those
activities) and not to the members; and

e do not relate to contracts of insurance.

If the services do relate to contracts of insurance, you are still unlikely to need authorisation
because you will only be carrying out insurance mediation activities by way of business if
you are remunerated for providing services to third parties. Members of your group are not
considered to be third parties.

Q36. As an administration service provider, I have authority over the pension scheme
trustees’ bank account. Does this mean | have to be authorised?

No. Holding or controlling money belonging to a client is not, of itself, a regulated activity.
It is only if you are holding or controlling the money in connection with performing a
regulated activity that you will need to be authorised. This may arise, for example, if you are
arranging investment transactions on behalf of the trustees and have authority to settle the
transaction using funds in the trustees’ bank account.

Q37. The trustees authorise me, as administration service provider, to determine how
much money should be transferred for investment each month to ensure that the
scheme has enough cash available to meet its obligations. Does this have regulatory
implications for me?

No, unless it results in your concluding that there is a need to realise funds and instructing a
broker or product provider to liquidate investments to do so. Should that happen, you are
likely to be dealing in investments as agent or arranging subject to the possible availability
of an exclusion such as that in article 29 of the Regulated Activities Order (see Q33). If you
are able to exercise delegated powers to determine, on the trustees’ behalf, which particular
investments should be sold or surrendered, you are likely to be managing investments and
need to be an authorised or exempt person.

Q38. My services to the pension trustees include advising them on investments and
investment strategy. Is this likely to be regulated advice and mean that I must be
authorised or exempt?

Yes, if the advice:

e relates to a particular security or relevant investment such as the ABC unit trust
scheme or the XYZ unit-linked insurance policy — advice on investment strategy or
the choice of fund managers or brokers is not regulated advice;

e isadvice and not simply information — so, there must be a recommendation to buy,
sell or hold on to the particular investments;

e relates to the merits (that is the pros or cons) of buying or selling the particular
investment; and

e isgiven to a person who is acting as an investor or who would enter into transactions
as agent for the investor — so, advice to trustees about scheme investments will be
given to them in their capacity as investors.
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Q39. 1 give advice to the members of a pension scheme. Is this likely to be regulated
advice and mean that I must be authorised or exempt?

It may be if the advice concerns a personal pension scheme but probably not if it concerns an
OPS. The same factors apply to advice given to a member as apply to advice given to
trustees (see Q38). But a particular factor is likely to be whether the member is himself
buying or selling a security or relevant investment (a “regulated investment”).

With a trust-based pension scheme, the trustees will usually hold the legal title to the
scheme’s investments with the members having a beneficial interest in those investments.
These beneficial interests may themselves be regulated investments (under article 89 of the
Regulated Activities Order) that can be bought or sold by the member.

So, for example, the interests which a member may acquire in units or life policies held under
a SIPP will amount to a regulated investment held by the investor, even though the legal title
to the investments is held by the trustees on the member’s behalf. Advice to the member on
the merits of acquiring or disposing of those interests will then be regulated advice. But
advice on the merits of acquiring or disposing of interests in other assets such as real property
or cash will not be regulated advice.

Where an OPS is concerned, the interests obtained by members are specifically excluded
from being regulated investments (see article 89(2) of the Regulated Activities Order). This
means that a member of an OPS does not acquire a regulated investment simply through
having additional voluntary contributions held under the trust for his benefit. So, advice to
the member on the merits of his making additional voluntary contributions will not be
regulated advice.

The position with stakeholder pension schemes is different. The rights under such a scheme
(whether it is trust-based or contractual) are a specific type of regulated investment. So,
advice on the merits of joining or leaving a stakeholder pension scheme will be regulated
advice. This is the case even if the scheme is also an OPS.

The rights or interests that a person acquires under free-standing additional voluntary
contribution arrangements will be regulated investments if and to the extent that the
underlying investments are securities or contractually based investments. Where this is the
case, advice on the merits of making free-standing additional voluntary contributions will be
regulated advice.

If operating a personal pension scheme becomes a regulated activity in line with the
government’s proposals (see Q23), the rights that a member obtains under any such scheme
(including a SIPP) will become regulated investments in their own right and so advice on the
merits of buying or selling such rights would be regulated.

Q40. | provide administration services to the providers of pension products such as
insurers. Is my position any different to that of a person who provides administration
services to pension scheme trustees?

Potentially, yes. This is because:
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e you are unlikely to be assisting in the administration and performance of a contract of
insurance because of the exclusion in article 39B of the Regulated Activities Order
for persons who manage claims on behalf of a regulated insurer; and

e although you are likely to be carrying on dealing or arranging activities if you handle
such things as arranging new policies, additional payments, surrenders, switches or
assignments, some of the exclusions may not apply to you, for example:

o the exclusions in articles 22 and 29 of the Regulated Activities Order (see
Q33) will not apply because you will be remunerated by the authorised person
rather than by the trustee; and

o the exclusion in article 69 of the Regulated Activities Order (see Q35) will not
apply because, as a group company of the insurer, you will not be providing
services solely to it but also providing services directly to the trustees on
behalf of the insurer.

Q41. Does the fact that | provide administration services to the providers of pension
products such as insurers on an outsourced basis and act in their name affect my
position?

No. The need for authorisation or exemption depends on the nature of the activities that you
carry on. The mere fact that you may carry on the services under your authorised client’s
name does not, of itself, remove the need for you to be authorised or exempt in your own
right if the services you perform involve regulated activities.

10.5 Employers and affinity groups (such as trade unions)

Q42. Will 1, as an employer, ever need to be regulated for providing pension benefits to
my staff?

No, unless you are carrying on a regulated activity and, if so, satisfy the by-way-of-business
test (see Q44).

Q43. When am 1, as an employer, likely to be carrying on a regulated activity?

You are unlikely to be carrying on a regulated activity in the case of an OPS (other than one
that is also a stakeholder pension scheme) unless you provide services that involve regulated
activity to the trustees (such as giving them advice or arranging trust transactions). Any
service that you might provide to your employees concerning their rights under the OPS will
not be a regulated activity. But if you provide your staff with the opportunity to participate in
a group personal pension scheme or a stakeholder pension scheme, you are likely to be
arranging. You may also be advising on investments if you provide your employees with
advice on the merits of their joining the scheme (see Q39).

Q44. As an employer, | am offering staff a personal pension scheme. Will I satisfy the
by-way-of-business test?

Most probably not. To need authorisation you would need to be carrying on the arranging

activity on commercial lines. This means that you would need to be expecting to obtain some
form of commercial benefit from providing your staff, or a third party such as the
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intermediary who sets up the scheme for you, with services. This also applies if you were to
be advising your employees on the merits of joining the scheme. However, giving advice
also brings into play the restriction on making financial promotions (see Q47 to Q50).

As an employer, you are likely to be obtaining a commercial benefit from providing a
pension scheme for your staff if you receive a direct benefit such as a commission or
introduction fee. Or the commercial benefit may be indirect, for example, a reduction in
premiums payable on another product such as key man or buildings insurance as an
alternative to a direct fee.

But you would not gain a commercial benefit purely because:

e you negotiate special terms for your employees or for your own contributions or for
both; or

e you hope to acquire or retain a more satisfied or happier or efficient workforce; or

e you recover the actual costs of arranging for your staff to be able to participate in the
scheme.

In addition, if your scheme is an insurance-based scheme, such as a group personal pension
scheme, your activity will potentially involve insurance mediation activity. If so, to satisfy
the by-way-of-business test, you would also need to be remunerated.

The vast majority of employers or affinity groups do not set out to make a regular profit from
arranging pension benefits for their staff or members and so will not satisfy the by-way-of-
business test and will not need to be an authorised or exempt person.

Q45. As an employer, administration services that involve regulated activities are
provided to my OPS in-house by my staff. Does this mean that | or my staff will need to
be authorised or exempt?

No, on the basis that neither you nor they are likely to satisfy the by-way-of-business test.
This is unless you are providing the services on a commercial basis (see Q44). This would
arise if you provide the service in return for a reward that goes beyond the mere recovery of
the costs you incur in doing so.

Q46. As an employer, | have designated a stakeholder pension scheme for my
employees in accordance with the statutory requirement to do so. Does this mean that I
am carrying on the regulated activity of establishing a stakeholder pension scheme?

No. The scheme has already been established by another person and you are merely choosing
it as the stakeholder pension scheme which is to be offered by you to your employees.

Q47. As an employer, are there restrictions on my providing staff with details of
pension schemes?

Yes, but in most circumstances you should be able to make use of an exemption.
If you make an invitation or inducement to your staff to join a personal pension scheme or a

nominated stakeholder pension scheme, you are likely to be making a financial promotion.
This is prohibited under section 21 of the Financial Services and Markets Act 2000 unless:
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e you are an authorised person; or
e its contents are approved by an authorised person; or
e it falls within a relevant exemption.

It should be noted that the prohibition applies to financial promotions made in the course of
business. It is our view that employers who promote their chosen pension schemes to their
employees will be doing so in the course of business.

There are no restrictions on your promoting a non-stakeholder OPS to your employees. This
is because neither rights under an OPS nor interests in any investments held under it (such as
interests in additional voluntary contributions schemes) are treated as regulated investments.

Q48. What are the exemptions that are available to employers?

Where an employer is obliged by law to offer its employees a stakeholder pension scheme,
any financial promotion made for that purpose will be exempt under article 29 of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (“the Financial
Promotion Order”).

There is also a specific exemption for employers who make financial promotions to their staff
in article 71 of the Financial Promotion Order. This applies, broadly speaking, where:

e the promotion is about a group personal pension scheme or a stakeholder pension
scheme;

e the employer contributes to the pension scheme and discloses details of its
contribution to the employee;

e the employer does not obtain any direct commercial benefit from promoting the
scheme to its employees; and

e the employer informs the employee in any written promotion of his right to seek
independent financial advice from a regulated person.

Q49. Are there any other exemptions available to employers or any that apply to
affinity groups?

There are a few exemptions that may be relevant. For example:

e follow-up promotions, such as may be made after the employer has made a promotion
under article 71 of the Financial Promotion Order — see article 14 of the Financial
Promotion Order; and

e one-off promotions (that is, promotions that take account of the personal
circumstances of the recipient) — see articles 28 and 28A of the Financial Promotion
Order.

Q50. Can I find out more about the financial promotion restriction?

Yes. Chapter 8 of PERG has detailed guidance about the scope of the financial promotion
restriction and the exemptions that are available.
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10 Annex 1: Flow chart showing the steps to be considered in deciding whether
authorisation is needed.

No
Will you be carrying on any activities by way of business? See Q2
and Q6
Yes
No Are you, or will you be, involved with specified investments See Q4
] of any kind?
Yes
No ) - —
Are you, or will you be, carrying on a regulated activity? See Q3
Yes
\ 4
No Are you, or will you be, carrying on a regulated activity in
the United Kingdom?
Yes
Yes v
D Are your activities excluded in full under the Regulated See Q23
Activities Order? and Q32
No
v
Yes
< Are you an exempt professional firm?
No
A 4
L Yes Are you an exempt person under section 38 or 39 of the Act?
No
| Authorisation not required Authorisation required
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10 Annex 2: Flow chart showing the additional steps to be considered by trustees of
occupational pension schemes and other persons in deciding whether authorisation is
needed for managing the assets of such a scheme

No

No

Yes

v

You are not
managing
investments

A4

Do you have discretionary control over the assets of your scheme
(whether or not you delegate some or all decision-making)?

A 4

Yes

Do or may the assets under your discretionary control include
securities or contractually based investments?

l Yes

Is vour scheme a relevant small self-administered scheme?

\4

No

person or

Do you delegate any decision-making to another

No

persons?

Yes

Does this include all day-to-day decisions relating to securities or
contractually based investments other than day-to-day decisions
that you are able to take as they relate to pooled investment

vehicles?

No

Yes

Yes

A A 4

Is each delegate an authorised, exempt or overseas

perso

n?

You are managing
investments but not by way
of business

A4

Authorisation or exemption

is not needed

v

No

A 4

See Q20

See Q7
to Q19

You are managing investments by way of

business and need authorisation or exemption

24



10 Annex 3: Table summarising regulatory position of pension scheme trustees and service
providers

Potential regulated activity When will such regulated activities be carried on?

Dealing in investments as Pension scheme trustees will be entering into investment
principal (article 14 of the transactions as principal but should be able to rely on the
Regulated Activities Order) exclusions in articles 15, 16 or 66(1) of the Regulated
Activities Order (see Q23(1)).

Dealing in investments as Service providers who enter into investment transactions

agent (article 21 of the under delegated authority from pension scheme trustees or

Regulated Activities Order) members are likely to be dealing in investments as agent
(see Q31(2)).

Pension scheme trustees are not dealing in investments as
agent simply because their actions result in co-trustees
acquiring or disposing of interests in trust assets. This is
because they will be acting as principals (see Q23(1)).

Article 22 of the Regulated Activities Order excludes from
its scope, subject to certain conditions, an unauthorised
person who deals in investments as agent with or through an
authorised person. This exclusion is disapplied where the
arrangements relate to a contract of insurance (such as a
unit-linked policy, an annuity, term assurance or any general
insurance contract). Service providers may be able to make

limited use of this exclusion (see Q33).

Article 67 of the Regulated Activities Order provides an
exclusion for persons whose profession or business does not
otherwise consist of regulated activities and who deal in
investments as agent as a necessary part of their profession
or business without being separately remunerated for doing

so. This exclusion does not apply, in broad terms, where a
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person is carrying on insurance mediation. Service
providers may be able to make limited use of this exclusion

— for instance, where providing payroll services (see Q34).

Article 69 of the Regulated Activities Order excludes
persons who are dealing in investments other than contracts
of insurance as agent for other members of their group.
However, service providers who are carrying on insurance
mediation activities solely for, and are remunerated solely
by, another group member will not satisfy the by-way-of-
business test (see Q35).

Arranging (bringing about)
deals in investments and
making arrangements with a
view to transactions in
investments (article 25 of the
Regulated Activities Order)

Service providers who arrange transactions involving
securities or relevant investments for pension scheme
trustees or members are likely to be carrying on one or both
of the arranging activities (see Q31(1)).

Pension scheme trustees are not arranging simply because
their actions result in co-trustees acquiring or disposing of
interests in trust assets. This is because they will be acting
as principal (see Q29).

Service providers should be able to make good use of the
exclusion in article 29 of the Regulated Activities Order for
arranging deals with or through an authorised person.
However, this exclusion does not apply where the
arrangements relate to a contract of insurance (such as a
unit-linked policy, an annuity, term assurance or any general
insurance contract). This may affect the position of service

providers where they are involved with such things as:
(1) arranging trust investments for the trustees;

(2) arranging for employees to participate in a personal

pension scheme; or

(3) arranging for employees to participate in a stakeholder

pension scheme.
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Where such activities relate to a contract of insurance, the
service provider is likely to need to be an authorised or
exempt person provided he satisfies the by-way-of-business
test (see Q33).

Article 67 of the Regulated Activities Order provides an
exclusion for persons whose profession or business does not
otherwise consist of regulated activities and who are
arranging as a necessary part of their profession or business
without being separately remunerated for doing so. This
exclusion does not apply, in broad terms, where a person is
carrying on insurance mediation. Service providers may be
able to make limited use of this exclusion — for instance,

where providing payroll services (see Q34).

Article 69 of the Regulated Activities Order provides an
exclusion for persons who are arranging on behalf of other
members of their group. This exclusion does not apply
where the transaction involves a contract of insurance.
However, service providers who are carrying on insurance
mediation activities solely for, and are remunerated solely
by, another group member will not satisfy the by-way-of-
business test (see Q35).

Managing investments
(article 37 of the Regulated
Activities Order)

Trustees of occupational pension schemes (whether or not
they would otherwise be regarded as acting by way of
business) will need authorisation or exemption for managing

investments unless:

e the scheme is a small self-administered scheme that

meets certain requirements; or

* they do not need to take any day-to-day decisions about
investing the scheme’s assets; or

» they delegate the taking of all day-to-day decisions to an

authorised, exempt or overseas person; or
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¢ the only day-to-day decisions that they take relate to
pooled investment vehicles and they obtain and consider
advice from an expert (see Q7 to Q22).

The flow chart in Annex B sets out the steps that an OPS
trustee will need to go through to determine whether he will
need authorisation or exemption for managing investments.
This also applies to any other person who may be managing
the assets of an OPS.

A personal pension scheme trustee will not need
authorisation if he is unpaid. Other trustees who manage the
investments of a personal pension scheme will not be

managing investments provided they do not:

* hold themselves out as providing a service of managing

investments; or

* receive additional remuneration for managing
investments (see Q23(3)).

Assisting in the
administration and
performance of a contract of
insurance (article 39A of the
Regulated Activities Order)

Pension scheme trustees will not be regarded as carrying on
this activity simply because they make claims on behalf of
their co-trustees as well as on their own behalf. This is
where the trustees are acting jointly and share the same

rights and obligations as policyholders (see Q30).

Service providers are likely to carry on this activity if they
notify a claim under the “death in service’ benefits under a
scheme in conjunction with handling the claim on behalf of
the pension scheme trustees. This is because such services
involve assisting in both administration and performance.
But they will not be carrying on this activity provided they
do not assist the trustees to perform any contractual
obligation that they may have under the relevant policy. For
example, the trustees may notify the claim themselves in
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accordance with the policy leaving the service provider to
deal with administration only. Redeeming units under a
unit-linked contract of insurance with a view to funding
benefits or assigning benefits for any reason will not involve

making a claim or otherwise assisting in performance (see
Q31(3)).

The exclusion in article 67 of the Regulated Activities Order
extends to persons whose profession or business does not
otherwise consist of carrying on a regulated activity and who
are assisting in the administration and performance of a
contract of insurance as a necessary part of their profession
or business without being separately remunerated for doing
so. The exclusion only applies where a person is not
required to be regulated by the Insurance Mediation
Directive. This means, in effect, that service providers will
only be able to use the exclusion in connection with assisting
in the administration and performance of a contract of

insurance if they are merely providing information (see
Q34).

Where a person is assisting in the administration and
performance of a contract of insurance solely for, and is
remunerated solely by, another group member, he will not
satisfy the by-way-of-business test because he is not
carrying on insurance mediation activities for a third party

and so does not require to be authorised or exempt (see

Q35).

Safeguarding and
administering investments or
arranging safeguarding and
administration of assets
(article 40 of the Regulated

Some pension scheme trustees will not be carrying on this
activity by way of business. For example, individuals who

act as unpaid trustees of an occupational pension scheme

(see Q6).
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Activities Order).

Other trustees will not be carrying on this activity provided

they do not :

* hold themselves out as providing a service of
safeguarding and administering investments or arranging

safeguarding and administration of investments; or

* receive additional remuneration for safeguarding and
administering investments or arranging safeguarding and

administration of investments.

In addition, trustees will not be arranging safeguarding and
administration of investments where they arrange for this to
be done by a regulated person or a person acting on his
behalf (see Q23(4)).

Service providers would be arranging safeguarding and
administration of investments if they arrange for the
appointment of a custodian on behalf of the trustees. But
they will not be arranging for another person to safeguard
and administer simply by virtue of instructing a fund
manager to buy investments which the fund manager will
then safeguard and administer in accordance with pre-

existing arrangements (see Q31(4)).

Establishing, operating or
winding-up a stakeholder

pension scheme

(article 52 of the Regulated
Activities Order)

The trustee of a trust-based stakeholder pension scheme will
often be its operator. This is where the trustee is responsible
under the instruments establishing the scheme for complying
with the management and administration requirements in
respect of the assets and income of, and the benefits payable
under, the scheme as imposed under relevant pensions and

tax legislation (see Q26).

Advising on  investments
(article 53 of the Regulated
Activities Order)

Trustees of pension schemes will not be advising on

investments provided the advice is given only:

* to a fellow trustee for the purposes of the trust; or
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e to a member about his interest in the trust fund,
and provided that the trustee:

* does not receive additional remuneration for advising on

investments; and

* isnot required to be regulated under the Insurance
Mediation Directive (which should not be the case either
because he does not provide mediation services to his co-
trustees or because he is not remunerated specifically for
giving advice) (see Q23(5) and Q30).

Service providers would be advising on investments if they
provide advice to the trustees on the merits of the trust

making particular investments (see Q39 and Q40).

Article 67 of the Regulated Activities Order provides an
exclusion for persons whose profession or business does not
otherwise consist of regulated activities and who are
advising on investments as a necessary part of their
profession or business without being separately remunerated
for doing so. This exclusion does not apply, in broad terms,
where a person is carrying on insurance mediation. Service
providers may be able to make limited use of this exclusion
— for instance, where providing actuarial advice to the

trustees of an occupational pension scheme (see Q34).

10 Annex 4: Table summarising regulatory position of employers and affinity groups.

Activity carried on by employer or affinity | Potential implications in terms of regulated

group activities and the need for authorisation

Establishing or setting up an occupational Establishing an occupational pension scheme is
pension scheme or a group personal pension | not a regulated activity. Setting up a group
scheme or a stakeholder pension scheme. personal pension scheme is likely to involve
arranging (see Q43).
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Establishing a stakeholder pension scheme is a
regulated activity in its own right. But an
employer who is designating a stakeholder
pension scheme as required by law is not, as a
result of that fact alone, establishing the scheme
(see Q46).

In any event, the employer or affinity group
will only need to be authorised or exempt if
they are carrying on regulated activity by way
of business which, in most instances, should not
be the case (see Q6, Q44 and Q45).

Acting as trustee of a trust-based stakeholder

pension scheme.

This will be a regulated activity if the trustee is
operating the stakeholder pension scheme. But
the employer or affinity group will only need to
be authorised or exempt if, as trustee, they are
acting by way of business which, in most
instances, should not be the case (see Q6, Q44
and Q45).

Arranging for employees to participate in an
occupational pension scheme or a group
personal pension scheme or a stakeholder

pension scheme.

Arranging for employees to participate in an
occupational pension scheme (other than one
that is also a stakeholder pension scheme) is not
a regulated activity as the employees are not
acquiring investments. Arranging for
employees to participate in a group personal
pension scheme is likely to involve arranging
as is arranging for employees to participate in a
stakeholder pension scheme. But the employer
or affinity group will only need to be authorised
or exempt if they are acting by way of business
which, in most instances, should not be the case
(see Q6, Q44 and Q45).
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Advising employees on the merits of
participating in an occupational pension
scheme or a group personal pension scheme
or a stakeholder pension scheme, including
advising employees against joining a
personal pension scheme or advising them to

transfer from a personal pension scheme.

Advice on the merits of participating in an
occupational pension scheme (other than one
that is also a stakeholder pension scheme) is not
a regulated activity as the employees are not
acquiring investments. Advice on the merits of
participating in a group personal pension
scheme or a stakeholder pension scheme will be
a regulated activity. Advice against joining or
to transfer from a personal pension scheme will
be a regulated activity if the advice relates to a
particular security or relevant investment that is
or is to be held under the scheme or if the
scheme is a stakeholder pension scheme. If the
advice relates to personal pension schemes
generally but not one in particular it will not be
a regulated activity (see Q39 and Q40).

But the employer or affinity group will only
need to be authorised or exempt if they are
acting by way of business which, in most
instances, should not be the case (see Q6, Q44
and Q45).

Assisting in the administration of an
occupational pension scheme or a group
personal pension scheme or a stakeholder

pension scheme.

Any of these could involve regulated activity
(see Q31). But the employer or affinity group
will only need to be authorised or exempt if
they are acting by way of business which, in
most instances, should not be the case (see Q6,
Q44 and Q45).

Providing in-house administration services to
the trustee of the employer’s OPS and
safekeeping services for documents of title

such as bearer certificates.

This may amount to safeguarding and
administering investments if the employer

undertakes both activities.

But the employer or affinity group will only
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need to be authorised or exempt if they are
acting by way of business which, in most
instances, should not be the case (see Q6, Q44
and Q45).

10 Annex 5: Table summarising regulatory position concerning financial promotions

by trustees, employers and affinity groups.

Person

communicating

Subject or purpose of

communication

Need for approval or exemption available

Employer, To provide information Approval or exemption not needed. Mere
affinity group or | on any aspect or type of information will not be a financial
trustee pension arrangements promotion.
without seeking to
persuade the recipient to
take a particular course
of action.
Employer, To persuade employees Approval or exemption not needed as

affinity group or

or members to join an

interests arising under the trusts of an

trustee occupational pension occupational pension scheme which is not a
scheme which is not a stakeholder pension scheme are not
stakeholder pension investments and so the communication will
scheme. not be a financial promotion (see Q47).

Employer, To persuade employees Approval or exemption needed as rights

affinity group or

trustee

or members to join a
stakeholder pension
scheme or a group
personal pension

scheme.

under a stakeholder pension scheme will be,
and rights under a group personal pension
scheme are likely to be or to include,

investments.

Promotions about stakeholder pension

schemes will be exempt where employers are
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making them in order to meet their statutory
obligation to provide a stakeholder pension

scheme for their employees.

Employers may be able to use the specific
exemption for promotions made to
employees if the conditions in the exemption
are satisfied (see Q48).

Individuals who act as unpaid trustees will
not be making promotions in the course of
business, so approval or exemption will not

be required.

Affinity groups may or may not be
promoting in the course of business
depending primarily on whether they are

carrying on their main activities as a

business.
Employer or To persuade employees Approval or exemption is likely to be needed
affinity group or members to make as rights under FSAVCs and other personal
free-standing additional pension schemes are likely to be or to
voluntary contributions include investments.
(FSAVCs) or to take out
any other type of
personal pension scheme
(other than a stakeholder
pension scheme or a
group personal pension
scheme).
Employer, To persuade employees Approval or exemption not needed as

affinity group or

trustee

or members to take out
additional voluntary
contributions (AVCs) or

interests in AVCs or annuities arising under
the trusts of an occupational pension scheme

which is not a stakeholder pension scheme
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an annuity to be held
under an occupational
pension scheme which is
not a stakeholder pension

scheme.

are not investments and so the
communication will not be a financial

promotion (see Q47).

Employer,
affinity group or

trustee

To persuade employees
or members not to join,
or not to leave the
occupational pension
scheme to join, a
stakeholder pension
scheme or a group
personal pension scheme
or not to switch funds by
reference to which their

benefits are calculated.

Approval or exemption not needed as
persuading persons not to acquire, or not to
dispose of, investments is not a financial

promotion.

Employer,
affinity group or

trustee

To persuade members of
a pension scheme to
switch funds by
reference to which their
benefits are calculated.

Approval or exemption not needed when the
scheme is an occupational pension scheme
which is not a stakeholder pension scheme as
the rights being switched are not investments
and so the communication will not be a

financial promotion (see Q47).

Where the switching rights occur under a
stakeholder pension scheme or a group
personal pension scheme, approval or
exemption will be needed as the rights are

investments.

Employers may be able to use the specific
exemption for promotions made to
employees where the promotion relates to

switching rights under a group personal
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pension scheme or a stakeholder pension
scheme and the other conditions in the

exemption are satisfied (see Q48).

Trustees will be exempt as they are making
the promotion to a member and it relates to
the management or distribution of the trust
fund.

Trustee

To persuade co-trustees
to enter into an

investment transaction.

Trustees will be exempt as they are making
the promotion to a fellow trustee and it is

made for the purposes of the trust fund.
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FSA 2006/11

FEES PROVISIONS (AMENDMENT) INSTRUMENT 2006

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 72 (The competent authority);

(2) section 74(4) (The official list);

3 section 99(1) (Fees);

4) section 101 (Listing rules: general provisions);
(5) section 138 (General rule-making power);

(6) section 156 (General supplementary powers);
@) paragraph 17(1) of Schedule 1 (Fees); and

(8) paragraphs 1 (General), 4 (Rules), and 7 (Fees) of Schedule 7 (The Authority
as Competent Authority for Part VI).

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 May 2006.

Amendments to the Handbook

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

E. The Supervision manual (SUP) is amended in accordance with Annex B to this
instrument.

Citation

F. This instrument may be cited as the Fees Provisions (Amendment) Instrument 2006.

By order of the Board
27 April 2006



Annex A

Amendments to the Fees manual

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

FEES 3 Annex 4R
Application and tranche fees in relation to listing rules
Part 1

Fee type Fee amount

Application Fees

Application for listing £200 225 ...

Part 2

Sponsor Application Fees forthe-period-1-July-2005-t6-31-March-2006

FEES 3 Annex 5R

Part 1

Transaction vetting feesfortheperiod-1-July-2005-to-31- March-2006

Part 2

Fees for the period 1 July 2005 to 31 March 2006


http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G661

Annex B
Amendments to the Supervision manual

In this Annex, underlining indicates new text.

16.3.14 R

2 The administrative fee in (1) does not apply in respect of quarterly
reports required to be submitted by credit unions whose liability to pay
a periodic fee under FEES 4.2.1 R in respect of the A.1 activity group in
FEES 4 Annex 1R, for the financial year prior to the due date for
submission of the report, was limited to the payment of the minimum
fee.




FSA 2006/12

STAKEHOLDER PENSION DECISION TREES
AMENDMENT INSTRUMENT 2006

Powers exercised

A.

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

Q) section 138 (General rule making power);

(2 section 155(7) (Consultation); and

(€)) section 156 (General supplementary powers).

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

Commencement

C.

This instrument comes into force on 28 April 2006.

Amendments to the Handbook

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

Citation

E. This instrument may be cited as the Stakeholder Pension Decision Trees Amendment

Instrument 2006.

By order of the Board
27 April 2006



Annex

Amendments to the Conduct of Business sourcebook

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

COB 6 Annex 1R Decision trees for stakeholder pension schemes (as
required in COB 6.5.8R): text, content and format (R)

STAKEHOLDER PENSION DECISION TREES

Decision trees provide information and help you to answer the
question: “Would a stakeholder pension be a good choice for me
as part of my financial planning for retirement?”

Decision trees are intended to help you make your own choice
about your pension arrangements. They do not give you financial
or professional advice and you should not regard them as doing
SO.
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You need to read the following notes before using the decision tree

flowcharts. There is also more information starting on page [insert page number] that you can
refer to at any stage.

What is a stakeholder pension?

A stakeholder pension is a private pension - it’s not a State pension. It must meet minimum standards
laid down by the Government about charges, flexibility and the regular information you must be
given. The standards are designed to help ensure that all stakeholder pensions give good basic value.
There’s more about this in the “Further information” section on page [insert page number].

With a stakeholder pension, you can pay regular contributions, and you can also make lump-sum
contributions whenever you like. Your employer can also make contributions. You will benefit from
tax relief on your own contributions — there’s more about the tax advantages in the “Further
information” section on page [insert page number].

Your contributions are invested to build up your own pension fund. The amount of your fund when
you come to retire is not guaranteed and depends on how much has been paid in, the type of
investment fund you choose, how those investments perform, and the level of charges. A stakeholder
pension scheme will usually offer you a range of investment funds, with differing degrees of
investment risk and potential investment growth.

You do not need to ean retire to and-draw your stakeholder pension benefits. You can take benefits at
any time between- from a certain minimum ages. The minimum age is eutrently increasing from 50 to
55, and this will happen but by April 2010 at the latest-i-wit-be-inereasedto-55. The precise timing

of this increase may vary between different stakeholder pension schemes. However-you-muststart-to

draw-your-benefits-by-age#5- You will need to bear this in mind when deciding on your retirement
plans. You can’t withdraw any money from your pension fund before you_reach the minimum

retirement age-retire-and-take-yyourpension.

When you retire take benefits, you can choose to take up to 25% (a quarter) of your pension fund as a
tax-free lump sum. And you can use the rest of your pension fund (or all of it, if you decide against a
tax-free lump sum) to buy an “annuity”. Fhe An annuity will pay you a regular income during your
retirement. That income will depend on the size of your pension fund and annuity rates at the time you
take your pension. You may have to pay tax on your annuity income.

Is a stakeholder pension a good choice for me?

You can contribute to a stakeholder pension whether you are in employment, a fixed-contract worker,
self-employed, or even not working. You can get one from a range of providers including a bank,
building society, insurance company, investment company, or through a financial adviser.

Stakeholder pensions suit a wide range of people. But they are likely to be particularly attractive to
people who have no existing pension provision apart from the State pensions, such as the
self-employed or any employee whose employer does not contribute to a workplace-based pension
scheme. t-seme-cases-sStakeholder pensions can be used to top up the benefits provided by an
employer’s own scheme. But if your employer offers to match any additional voluntary contributions
(AVCs) that you choose to make to his scheme, this is likely to be a better way of topping-up than
through your own separate stakeholder pension.

Stakeholder pensions have many advantages for many people, but they may not be the right choice for
everyone. These decision trees are intended to help you decide what would be a good choice for you.



Do | need to save for my retirement through a stakeholder pension?

To answer this question, you must make your own judgment. Will your State pensions, any existing
private pensions, any employer-sponsored pensions and any other sources of income be enough for
you to live on when you retire? You need to think about the standard of living you want to enjoy
when you retire and the income you’ll need to support it.

Ask yourself these seven guestions:

Roughly how much will I need to live on when | retire?

Try to work out how much money you will need to live on when you have retired to afford the
things you’ll want and the things you’ll want to do.

Will I qualify for the full basic State Pension?

You cannot get your basic State Pension until you reach State pension age (currently 65 for men
and 60 for women). Details of how the State Pension age for women is changing are on page
[insert page number].

You can get a basic State Pension by building up enough qualifying years before State Pension
age. A qualifying year is a tax year in which you have enough earnings on which you have paid,
are treated as having paid or have been credited with, National Insurance (NI) contributions. Men
normally need 44 qualifying years to get the full basic State Pension; women currently normally
need 39 qualifying years to get the full basic State Pension. In 2020, when State Pension age for
women is raised from 60 to 65, the normal requirement will increase to 44 qualifying years for
the full basic State Pension.

To check the amount you will receive, you can get a State Pension forecast — see the details on
page [insert page number].

The Government reviews the amount of the basic State Pension every year. The current rates are
shown in a table under “Further information” on page [insert page number].

Will I qualify for an additional pension through the State Second Pension (formerly State
Earnings Related Pension Scheme — SERPS)?

The State Second Pension is payable when you reach State Pension age, on top of the basic State
Pension. The amount depends on your earnings while you were in employment and the National
Insurance contributions you paid. Since April 2002, you may also qualify for an additional State
Pension if you are a carer or have a long-term illness or disability.

Self-employed people do not qualify for the State Second Pension (formerly SERPS).

Those employees who were “contracted-out” of the State Second Pension will not qualify for the
additional pension for the period when they were contracted out. Some people will be contracted
out through an employer’s occupational pension scheme and some through private pension
arrangements. Check with your employer or pension provider if you are not sure.



Does my current employer provide a pension scheme and how much will that give me?

Check with your employer if you are not sure about membership. If you are a member of an
employer’s scheme, you should get regular statements setting out what your benefits may be
when you retire. If you cannot find these statements, check with your employer.

Am | already contributing to a personal pension scheme or a stakeholder pension? If so, how
much income will they give me?

If you are already contributing to a personal pension or stakeholder pension, you need to find out
what retirement income they might provide. Look at the most recent benefit statements you have
been sent, or check with your pension plan provider.

Have I any old pensions, maybe from previous employers’ schemes or from personal pension
schemes? If so, how much income will they give me?

Check on the pension plans you have contributed to in the past but no longer pay into today. You
need to have some idea of the retirement income you may get from them.

To check on the value of old pension plans, look at the most recent benefit statements you have
been sent. If you cannot find any statements, contact your pension plan provider, for example the
insurance company or the employer that offered the pension to you.

Will the Government’s Pension Credit make a difference to me?

Pension Credit is designed to make sure that people aged 60 and over have a minimum income,
and that those aged 65 and over with modest savings get some credit for having saved. These
savings could, for example, be in the form of an employer’s pension, a stakeholder or other
personal pension, or the State Second Pension. This is not a complete list, and you could have
other savings that will count.

Pension-Credit-means-that—fFor most people, mest-of the-time; it will pay to save in a pension or
some other vehicle, even with the effect of Pensions Credit. For a limited group of people,
however, the decision will not be so clear-cut, and these people will have to think carefully about
their personal circumstances. In particular, people in their fifties and over who have not been able
to save much and have only a limited ability to save as they approach retirement should seek
expert advice before they take out a stakeholder pension. See “Where to get more help” on page
[insert page number].

You need to bear in mind that governments can change the rules for State pensions and benefits at
any time. So it may be unwise to rely on any particular type or level of benefit being available
when you retire.

There’s more information about getting a forecast of your State pensions (page [insert page number])
and how to track down pensions provided by any former employers” or personal pensions (page
[insert page number]).

If the income you expect in retirement is less than you want, you need to think about saving more to
make up the difference. A stakeholder pension is one of your options. But before you decide
anything, you need to think about your priorities.



What else should I think about before contributing to a stakeholder pension?

You may have other financial commitments that will affect what you can afford to contribute to a
stakeholder pension. Or you may feel that other financial needs must come first. For example, ask
yourself:

= What are my other financial commitments?

For example, mortgage repayments, rent, life assurance, and credit cards. Make sure you do
your sums before thinking about a stakeholder scheme and that you would still be able to afford
your other commitments.

=  Would I be prepared, if necessary, to give up anything so that | can pay into a stakeholder
pension?

Remember that saving through a pension scheme is a long-term commitment. Any change in
how you spend your money may need to last for a long time.

= Should I be thinking of other things first?

For example, you may want to consider life assurance protection for you and your family, or
building up some “rainy-day” cash savings before thinking about a stakeholder pension.

If you are a member of your current employer’s pension scheme, it may make sense to pay
additional voluntary contributions to that scheme rather than contribute to a stakeholder scheme.
And if you are currently contributing to a personal pension or stakeholder pension, it may make
sense to increase your contributions to that scheme rather than start a separate stakeholder
pension, especially if you have a stakeholder pension that has kept to the original 1% limit on
charges. There's more about charges under “Further information” on page [insert page
number].

How much should I contribute to my stakeholder pension?

Contributions to stakeholder pensions can be as low as £20. But, even a regular monthly
contribution of £20 over several years will not give you a large pension when you retire. And the
older you are when you start saving, the less time there is for your pension fund to grow to
something worthwhile.

Estimated pensions in the Pension Table

The Pension Table later on will give you a fair idea of the pension income you could get, depending
on your age and contributions. But please remember that the figures in the table are only
estimates and are not guaranteed. You may get less, or you may get more.

The pension figures are also shown before income tax. When you receive your pension during
retirement you may be taxed on it.

The estimated pensions are based on the rew-stakeholder pension charge limit of 1.5% for the first
10 years- (if the stakeholder pension scheme has kept to the original 1% charge limit on the fund,
then the estimated pension figures in the Pensions Table will be higher). There's more about
charges under “Further information” on page [insert page number].



The figures in the table are calculated on the basis of the following assumptions:

Before you retire
Your monthly contributions increase in line

with inflation.............oi 2.5% a year.
Before charges, your fund grows by............... 7% a year.
Charges deducted from your fund.................. 1.5% of fund a year for 10 years,

............................................................... then reducing to 1%.

When you retire

Your entire fund is used to buy an annuity, and

you do not take any tax-free lump sum.

Annuity rates assume that the investment

return after retirementis..............cocoeiiinen 1.2 0.6% a year in excess of inflation.
Your pension increases in line with inflation.

Your spouse will receive half your pension on your death.

How do | use the decision trees?

e These decision trees have been designed to help you decide whether a stakeholder pension
would be a good choice for you. Please take the time to read and use them carefully, giving
accurate answers to the questions. Because the decision trees do not give personalised
advice, any decision you take is your own responsibility.

e There are separate decision trees for:
= Employed people
= Self-employed people

= People who are not employed

¢ When you have found the right decision tree, work through the questions from the top of
the page and tick the box for each question you answer.

o If the tree asks you about your present pension arrangements and you are not sure of the
correct answer, find out the right information — don’t guess.

o If the tree recommends you take advice, or if you are not sure what is right for you, then
you should seek advice. You may have to pay for this advice.

e After the decision trees, you’ll find further information about what to do next.

Some of the information used in these materials comes from sources outside
the FSA. The FSA does not guarantee or warrant the accuracy of the
information included in these materials, and does not accept any liability for
errors or omissions. The FSA shall not be liable for any damages arising from
any action or decision taken as a result of using any of these materials.




This information is intended to help you make your own choice about your pension arrangements. It does not give you
financial or professional advice and you should not regard it as doing so. You should get help if you require advice.

Employed Tree 1 — Current pensions

Apart from the State pensions, do you have any pension arrangements?

+ If yes, tick + If no, tick
Yes J No J
v
Are you a member of a company
pension scheme with your
current employer?
I
+ If yes, tick + If no, tick
Yes J No J
v
Do you currently
pay into a stakeholder pension
or other personal
pension?
__ | .
v Tyes, ick v If no, tick
Yes No J
Do you have a rebate-only personal
pension (sometimes called a ‘State
s Second Pension (or SERPS) opt-out’)
ion?
It is likely to be a good idea to or a stakeholder pension
stay in your employer’s scheme. | : »
o _ You may wish to consider making v j v J
Before thinking of leaving your increased contributions to your existing Yes No
employer’s scheme, always take scheme, especially if you have a
advice. stakeholder pension that has kept to the
original 1% limit on charges.
As well as your company
pension, you may wish to If you would like to review your
consider increasing your benefits pension arrangement, contact your
by making Additional Voluntary financial adviser or your pension
Contributions (AVCs) or provider. Alternatively, see “Where do
~ifyou-are-eligible; I go from here?” after the decision tree
flowcharts.
contributing to a stakeholder
pension. Check whether your If there is a company pension scheme
employer offers to match any where you work, and your employer
AVCs that you may decide to pays contributions to it, ask your
make. If he does, then AVCs to adviser if joining it would be better for
your employer’s scheme are you than your present arrangement.
likely to be better value for Y
topping-up than a stakeholder
pension. Goto
> Employed
& ! Tree?2

You have completed the trees

You have completed the trees

[Insert current tax year]



Employed Tree 2 — No current pensions

Self-employed Tree

Not employed Tree



This information is intended to help you make your own choice about your pension arrangements. It does not give you
financial or professional advice and you should not regard it as doing so. You should get help if you require advice.

Pension Table
How much should I save towards a pension?

THIS IS AN IMPORTANT DECISION

Most people save every month. It is better if you can keep up your monthly contributions.

The following table shows the estimated monthly pension, at today’s prices, that you would get for different regular
monthly contributions. The contribution shown is assumed to increase each year in line with inflation. The government
will also add tax rebates to increase the actual amounts paid into your stakeholder pension (although all tax breaks are
subject to change). The estimated pension figures include this tax rebate. They also assume that your pension will increase

in line with inflation.
Remember: these estimates are not guaranteed — you could get more or less than the amounts shown.
A stakeholder pension would be on top of any State pensions you are entitled to.

|

The table gives you an idea of how much you need to pay now — as a regular monthly contribution — to receive the monthly
pension you want when you retire. First look down the left-hand column to find the age closest to your age now. Then look
across to find the monthly contribution you want to pay and the age at which you want to retire.

A

Your
approximate
age now

20
25
30
35
40
45
50
55
60

W hat you pay per month for the firstyear (tax rebates will be added to this
amount)
£20 £50 £100 £200
Initial Initial Initial Initial Initial Initial Initial Initial
monthly monthly fmonthly monthly fmonthly 'monthly fmonthly monthly
pension | pension fpension | pension fpension pension fpension pension
ifyou ifyou ifyou if you ifyou ifyou if you ifyou
retire at retire at retire at retire at retire at retire at retire at retire at
65 60 65 60 65 60 65 60
£98 £67 £245 £169 £490 £339 £980 £679
£79 £54 £197 £135 £395 £270 £790 £540
£62 £42 £157 £105 £314 £210 £628 £421
£49 £32 £122 £80 £245 £160 £490 £320
£40 £23 £101 £58 £202 £117 £404 £234
£27 £16 £68 £40 £136 £80 £273 £161
£18 £9 £47 £24 £94 £49 £188 £98
£11 £4 £28 £11 £E57 £23 £114 £46
£5 £13 £26 £53

A

monthly contribution?

Have you found the level of monthly pension that you need in the table and can you afford the

It yes, tick

v

Yes, I’ve found the pension I need and
can afford the monthly contribution

If no, tick

No, I can’t find the pension | need or |
can’t afford the contribution

r

Consider starting a stakeholder pension or restart making contributions
to a stakeholder pension. If you are employed, check if your employer
offers workplace access to a particular stakeholder pension and if he

offers a contribution to it.

If in doubt seek help from an expert adviser.

See “Where do | go from here?” on the next page.

You have completed the trees

10

For details of where to get
further help, see
“Where do | go from here?”

on the next page.

[Insert curiem tax
year



Where do | go from here?

You’ve worked your way through the decision trees and now need to make some decisions. You may
be confident that contributing to a stakeholder pension would be a good choice for you, or you may
want more help before reaching a decision on what to do.

Have you decided that a stakeholder pension is a good choice for you:

If so, it is a good idea to contact several firms selling stakeholder pensions and ask them for a
brochure or a Key Features Document, so that you can compare products. The Key Features
Document sets out important details about that particular firm's stakeholder pension product.

You can compare different stakeholder pension and personal pension schemes by using the FSA’s
Comparative Tables, which you can find at www.fsa.gov.uk/tables. You can also look at a register
of stakeholder schemes published by The Pensions Regulator at
www.thepensionsregulator.gov.uk/stakeholderRpensions/-(Fhe-Pensions-Regulatorreplaced-the

onal - | L | )
You can also contact an adviser to help you choose a particular stakeholder provider. See the-Hst
Where to get more help below ef-useful-contacts.

Do you need more help?

You may need to get more help before making a decision, particularly if you are in one or more of the
following situations:

*You already have a pension arrangement but want to know if you should save more.
*Your personal circumstances do not seem to fit the questions in the decision trees.
*You wish to get advice that takes account of all your personal circumstances.

*You are not sure how to answer some of the questions in the decision trees.

*You are not sure if you are making the right decision.

*You feel you cannot afford to save for retirement.

You should consider getting advice if:
*you are not sure that saving through a pension plan is a good idea for you; or
*you want to look at other ways of saving and investing for the long term.

Some organisations that may be able to help you are listed below.

Where to get more help

You could contact the Pensions Advisory Service helpline on 0845 6012923. Their information is free
but call charges may vary.
You can also visit their website at www.stakeholderhelpline.org.uk

If you already have a financial adviser, you may want to speak to them about your retirement needs.
If you do not have a financial adviser but want to talk to one, the following organisations can help:

*|FA Promotions: 0800 085 3250 or at www.unbiased.co.uk

eInstitute of Financial Planning: 0117 945 2470 or at www.financialplanning.org.uk
*The Personal Finance Society: at www.thepfs.org/findanadviser

eSolicitors for Independent Financial Advice: 01372 721172 or at www.sifa.co.uk
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Alternatively, contact the pension provider of your choice.

Remember that advisers may charge for any help or advice they give you, so check first on how much
you would have to pay.

The next section gives further detailed information about stakeholder pensions, State pensions and
how to track down old pension schemes.

Further information

The minimum standards

Stakeholder pensions must meet the standards laid down by the Government.
The standards include:

v Charges
Providers of stakeholder pensions usually charge for managing your money. There is an upper
limit of 1.5% of the value of your fund each year for the first 10 years (so on a fund value of
£10,000, the maximum charge is £150 a year), which then reduces to 1%.

But if you started your stakeholder pension before 6 April 2005, the maximum that you can be
charged is sti-1%. If you took out a stakeholder pension before 6 April 2005, it may be cheaper
to continue contributing to it rather than take out a new stakeholder pension.

v Flexibility
You can contribute regularly or occasionally. It is always best to make regular weekly or monthly
contributions but you can change the amount. You can pay in as little as £20, and you can stop
paying in without having to pay any penalty, and restart later.

If you are employed and your employers provide a stakeholder pension, they may, if you wish,
deduct your contributions direct from your pay and put them into your pension fund.

You can take your stakeholder pension with you when you change jobs. You can switch to
another stakeholder pension at any time if you want to, without having to pay any charges for the
transfer.

v Information
Your stakeholder pension provider must give you regular information about your fund. This will
include an annual statement to let you know how much you have paid in and how your fund is
growing. It will also include a forecast of how much your pension could be in today’s prices.
Look out for this forecast — it’s called a Statutory Money Purchase Illustration — which is updated
each year and will help you decide whether you are making enough provision for your retirement.

v Investments
But one thing you must understand is that the minimum standards do not necessarily mean
that your money is protected. The performance of your stakeholder pension depends on the
type of investment fund you choose and how those investments perform. Remember that
investments linked to the stock market can fall as well as rise.
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You don't have to make decisions about how your contributions are to be invested. Stakeholder
pensions must provide what is called "lifestyling” for anyone who does not want to make a
choice. Lifestyling means that at least five years before retirement your pension savings will start
to be moved into less risky investments. This will help to guard against falls in investment value
as retirement approaches. You can, however, choose to turn off the lifestyling before it begins.

Tax relief

Everybody who contributes to a stakeholder pension will get tax relief on their contributions.
Under present tax arrangements, for each £1 you pay into your stakeholder pension fund, HM
Revenue and Customs will pay an extra 28p into your fund, even if you don’t normally pay income

tax.

Example

If you pay in £50 a month, income tax
relief will increase your contribution to
£64.10.

The Government has simplified the tax rules for pensions since April 2006. Under the new tax rules,
you can pay as much as you like into a stakeholder pension, but there are limits on the amount of
tax relief given. You will receive tax relief on yearly contributions made by and for you in any year
up to:

. £2.,808; or

° 100% of your UK earnings;

whichever is more.

Most people can contribute up to £3,600 to a stakeholder pension in any tax year, including basic-rate
tax relief. This means you could pay in £2,808 and the income tax relief would increase your
contribution to £3,600.

If you pay income tax at the higher rate, you will be able to claim back the extra tax from HM
Revenue and Customs at the end of each tax year.

Even if you have no form of paid employment, you can set up a stakeholder pension. You can then
benefit from tax relief on your contributions, even if you don’t pay any income tax.
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There is however a maximum "annual allowance" — set at £215,000 for tax year 2006/07 — which
applies to all contributions made by you and on your behalf (including from an employer). If the
contributions made by and for you in any year exceed the annual allowance, the contributions above
the annual allowance will still attract tax relief, but you will have to pay a 40% tax charge on any
contributions which exceed the annual allowance.

There is also an overall "lifetime allowance" on the total amount of money you can save in your
pension free of any tax charge when you come to draw your benefits. This is set at £1.5 million for
tax year 2006/07, rising in stages to £1.8 million by tax year 2010/11. It includes the value of all the
other current or old pension schemes you may have from previous jobs. There is information on how

to get details of your old pension plans on page [insert page number].

State pensions

Rates of State pensions and benefits change every year. The following table shows the current rates of
basic State Pension (assuming a full National Insurance contribution record) and the minimum income
provided by Pension Credit.

THE BASIC STATE PENSION AND PENSION CREDIT RATES GIVEN HERE ARE
THOSE ANNOUNCED BY THE GOVERNMENT AS APPLYING IN THE TAX YEAR
[Insert current tax year].

Weekly Monthly
equivalent

BASIC STATE PENSION from age 65 (men) or 60 (women)
One person with a full NI contribution record [...] [...]
Full rate based on a spouse's NI contribution record [...] [...]
Couples who have both paid full National Insurance [...] [..-]
contribution each each
PENSION CREDIT guarantees a minimum income from
age 60 of at least:
Single person [---] [---]
Couple [-.] [-..]

You can get a forecast of your State pensions by calling the Retirement Pension Forecasting Team on
0845 3000 168, or if you have hearing or speech difficulties and have a textphone, on textphone 0845
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3000 169. Lines are open from 8am to 8pm Monday to Friday and 9am to 1pm on Saturday. You can
complete an application form over the phone or ask for the forecast form BR19 to be sent to you. Or
you can write to:

Retirement Pension Forecasting Team
The Pension Service

Room TB001

Tyneview Park

Whitley Road

Newcastle upon Tyne

NE98 1BA

You can also complete the form on the Internet using the Pension Service website,
www.thepensionservice.gov.uk/resourcecentre/e-services/home.asp then print it out and post
it in the normal way.

There are changes to the State Pension age which affect women born on or after 6 April 1950. The
State Pension age for women will be increased gradually over a ten-year period from 2010 so that by
2020 women born on or after 6 April 1955 will not get a State Pension until age 65. For more
information on these changes, see the Pension Service guide Pensions for women — Your guide (PM6)
or by using the State Pension age calculator on The Pension Service website:

http-/Awnrarthepensionservice.gov-ukiresource—centre/caleasp

http://www.thepensionservice.qov.uk/resourceEentre/home/statepensioncalc.asp

The DWP produces a series of guides that give basic information on pensions. You can get copies by
calling the DWP on 0845 731 3233. The line is open 24 hours a day and call charges may vary. A
textphone service is available on 0845 604 0210. You can also order copies of these information
guides on the Internet at www.thepensionservice.gov.uk/resourcecentre/home/downloads.asp

You can get more information about Pension Credit on the Pension Service's website at
www.thepensionservice.gov.uk/pensioncredit/home.asp or by telephoning 0800 99 1234.

Old pension plans

To check on the value of old pension plans, look at the most recent benefit statements you have been
sent. If you cannot find any statements, contact the pension plan provider, for example the insurance
company or the employer that offered the pension to you.

Alternatively, the Pension Tracing Service can help you identify pension schemes you have belonged
to in the past. The Pension Tracing Service is free and you can phone them on 0845 6002 537 and ask
for a tracing request form or write to them at:

Pension Tracing Service
The Pension Service
Whitley Road
Newcastle upon Tyne
NE98 1BA

There is also an online form available at www.thepensionservice.gov.uk.
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Using a stakeholder pension to contract out of the State Second Pension

You can use a stakeholder pension to contract-out of the State Second Pension (S2P), but it’s not an
easy decision.

Everyone in employment earning above the lower earnings limit (a minimum level of earnings set by
the Government for State benefit purposes) is automatically included in the State-Second-Pension S2P
unless they decide to leave it or are contracted-out through an employer’s occupational pension
scheme. Leaving the State-Second-Pension S2P is called ‘contracting-out’. If you contract-out, you
give up your State-Secend-Pension S2P entitlement and instead build up a replacement for it in your
own private pension arrangement, such as a stakeholder pension.

Whether you would be better off contracting-out of the State-Secend-Pension S2P or staying in it
depends on your own personal circumstances and attitude to investment risk.

An independent report written for the FSA in August 2005 says that, in purely financial terms, most
people who contract-out or stay contracted-out this year are likely to get a lower pension than if they
were in S2P. The report looks at recent trends and makes assumptions about future investment returns
and interest rates. It also assumes that S2P will stay in its current form. The government is currently
looking at pensions reform and it is difficult to predict what will happen to S2P in the future.

If you have already contracted-out through a personal or stakeholder pension, you should review your
decision now. Your decision is about the future but you should review it every year. It does not affect
past years in which you were contracted-out.

You may wish need to get advice on what may be the best thing for you to do. See the "where to get
more heIp" section paqe [msert paqe number] Ihe—l%A—p&bl#res—m—femaﬂe;wn—ﬁs—websﬁe—a{

For more information about contracting out, read the FSA Factsheet: The State Second Pension and
contracting out. You can view or order this factsheet online at www.fsa.gov.uk/consumer or from

the FSA Consumer Helpline on 0845 606 1234.
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FSA 2006/13

SIGNIFICANT MANAGEMENT FUNCTION REPORTING REQUIREMENT
AMENDMENT INSTRUMENT 2006

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); and

(2) section 157(1) (Guidance).

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

Commencement
C. This instrument comes into force on 6 May 2006.

Amendments to the Handbook

D. The Supervision manual (SUP) is amended in accordance with Annex A to this
instrument.

E. The Enforcement manual (ENF) is amended in accordance with Annex B to this
instrument.

Citation

F. This instrument may be cited as the Significant Management Function Reporting

Requirement Amendment Instrument 2006.

By order of the Board
27 April 2006



Annex A

Amendments to the Supervision manual

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

FSA-with-that information. [deleted]

10.9.9 G




10 Ann 4D

Form A Application to perform controlled functions under the approved persons regime

Section3 ARRANGEMENTS AND CONTROLLED FUNCTIONS

Unless the firm indicates otherwise, the FSA assumes that the
arrangement given on the application form includes all of the
activities that fall within the description of the controlled function.
This means that a firm may alter a candidate's responsibilities within
the broad description of a controlled function without needing
further approval from the FSA. Heweverin+elation-to-the

— functions. f e with 4

Notification requirements

Sch22 G




Annex B
Amendments to the Enforcement manual

In this Annex, striking through indicates deleted text.

135 Financial penalties for late submission of reports

135.1 G .... The following is a list of the main periodic reporting rules (the list may
not be comprehensive) and those other provisions:

1) the rules set out in SUR-10.9-8R(Significantmanagement-functions)
and-SUP 16 (Reporting requirements);



FSA 2006/14

SUPERVISION MANUAL (RETAIL MEDIATION ACTIVITIES RETURN)

INSTRUMENT 2006

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); and

(€)) section 157(1) (Guidance).

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 6 October 2006.

Amendments to the Handbook

D. The Supervision manual (SUP) is amended in accordance with the Annex to this
instrument.

Citation

E. This instrument may be cited as the Supervision Manual (Retail Mediation Activities

Return) Instrument 2006.

By order of the Board
27 April 2006



Annex
Amendments to the Supervision manual

In this Annex, underlining indicates new text and striking through indicates deleted text; new
entry fields on Forms are shown in shading.

SUP 16 Annex 18A Retail Mediation Activities Return (RMAR)



SECTION E: Professional Indemnity Insurance (PIl) Self-Certification

Does your firm hold a comparable guarantee or equivalent cover in lieu of Pll or is

Mortgage
advising/arranging

Non-inv insurance  |Retail investment
advising/arranging/ |advising/
dealing/assisting arranging

it otherwise exempt from holding PII in respect of any requlated activities? (tick as

appropriate)

If the firm does not hold a comparable guarantee or equivalent cover and is not

exempt-if-nrot-exempt
date?-does the firm currently hold PII?

Has the firm renewed its Pll cover since the last reporting date?

Please complete the following section as appropriate, in relation to each applicable PII policy:

What activities are covered by the policy?
Mortgage advising/arranging
Non-inv insurance advising/arranging/dealing/assisting
Retail investment advising/arranging

{s-the-covercompliant?-If your policy excludes all business

activities carried on prior to a particular date (i.e. a retroactive
start date), then insert the date here, if not please insert 'n/a’

Annual premium

Those firms subject to the Insurance Mediation Directive (IMD)
should state their limit in Euros, those that are not subject
to the IMD should select Sterling.

a) Limit of Indemnity - single claim_Firms with unlimited
indemnity should enter "unlimited" (lower case)

b) Limit of Indemnity - aggregate. Firms with unlimited
indemnity should enter "unlimited" (lower case)

Policy excess

Increased excess(es) for specific business types (only in relation to

Please select

Euros (€)
Sterling (£)

business type

Amount of additional capital required for increased excess(es) (where
applicable, total amount for all PII policies)

Personal investment firms only:
Total amount of additional own funds required for policy exclusion(s)

Total of additional own funds required
Total of readily realisable own funds

Excess/deficit of readily realisable own funds

amount

business you have undertaken in the past or will undertake during
the period covered by the policy)

add row

Policy exclusion(s) for specific business types (only in relation to
business you have undertaken in the past or will undertake during
the period covered by the policy)

Renewal-date-Start Date
End Date

Insurer name (please select from the drop down list)

Annual income as stated on the most recent proposal form

(Drop down list)

(other)

Does the firm have any other PII policies?




Drop down list

[Please Select]

1. Abacus Syndicate (Lloyds Syndicate)

2. Ace

3. ALEA London Ltd

4. American International Group

5. American Insurance Company

6. Amlin Insurance Services

7. Aon Professional Risks

8. Beazley (Lloyds Syndicate or Limited Company)
9. Brit (Lloyds Syndicate or Limited Company)

10. Canopius Managing Agents (previously Trenwick)
11. Catlin Insurance Company Ltd

12. CBC UK Ltd

13. Chaucer Syndicates Ltd (Lloyds Syndicate)
14. China

15. Chubb Insurance Company of Europe SA
16. CNA Insurance

17. Collegiate

18. D A Constable (Lloyds Syndicate)

19. Griffen

20. HCC (Lloyds syndicate)

21. Hiscox (Lloyds Syndicate or Limited Company)
22. Interpolis (SimplyBiz)

23. Magian Underwriting

24. Markel (Lloyds Syndicate)

25. Mitsui Sumitomo (Lloyds Syndicate)

26. Newline Underwriting (Lloyds Syndicate)
27. Pl Direct

28. OBE International Insurance Limited

29. Royal & Sun Alliance

30. St Paul International Insurance Co Ltd

31. SVB (Lloyds Syndicate)

32. Towergate Lifestyle Underwriting

33. Trilley

34. W R Berkley
35. Other (please state)

36. Multiple (please state all the insurance undertakings)




SUP 16 Annex 18B Notes for completion of the Retail Mediation Activities Return

(RMAR)

Section E: Professional Indemnity Insurance

Data is required in relation to all PII policies that a firm has in place, up to a limit of ten (the

firm-wilt-be-prompted-the system will prompt you to submit data ...

...to the full requirements of PRU 9.2.

Firms which are subject to the requirements in both PRU and IPRU must apply the PII rules

outlined in IPRU(INV)13.1.4 (1), not PRU 9.2

Section E: guide for completion of individual fields

Part 1
fs-the-Firmexemptfrom-the PH This question will establish whether a firm is exempt
requirements in respect of any from the requirements and so is not required to hold

Hies2-Does your
firm hold a comparable guarantee

or equivalent cover in lieu of PII,
or is it otherwise exempt from
holding P11 in respect of any
requlated activities (tick as

appropriate)?

PII.

The conditions for comparable guarantees and
exemptions from the PII requirements ...

... applies in respect of comparable guarantees).

If the firm is required to hold PIl —i.e. is not exempt
from holding P11l — you should enter 'no' in the data
field.

A firm is NOT exempt from holding PII if:

e the firm has a group policy with an insurer; or

e the firm has permission for the requlated
business that requires Pll, but does not currently
carry it out; or

e itis a personal investment firm meeting the
exemption requirements for mortgage
intermediaries and insurance intermediaries in
PRU 9.2.

If the firm does not hold a
comparable guarantee or
equivalent cover and is not
exempt, has-the-firmrenewed-its

date? does the firm currently hold

PII?




Firms are required to take out and maintain PlI at all
times.

You should only enter 'n/a’ if the firm is exempt from
the PII requirements r+espect-of for all ef-the
regulated activities forming part of the RMAR.

Has the firm renewed its PlI This question will ensure that a firm does not fill in
cover since the last reporting Part 2 of the PII section of the RMAR each time it
date? reports, if the information only changes annually.

If the firm is reporting for the first time, you should
enter 'ves' here and complete the data fields.

You should only enter 'n/a' if the firm is exempt from
the PII requirements for all the requlated activities
forming part of the RMAR.

Part 2

At this point, if the firm has PIl policy details to report, it should do so by clicking on the
‘add P11 policy’ button in the summary screen. This will then prompt you to name the sub-
section, e.q. 'policyl'. You may also add further sub-sections if the firm has two or more
policies (up to a maximum of ten).

What activities are covered by the
policy(ies)?

If your policy excludes all

business activities carried on prior | tasurance-tntermediaries-and-mortgage-intermediaries
to a particular date (i.e. a -PRUG2.

retroactive start date), then insert | Persenakinvestmentfirms—PRUGNV)-13-1

the date here, if not please insert

‘nfa’ Autherised-professionalfirms-thatcarry-on-retatl

Required terms of P11 are set out for personal
investment firms in IPRU(INV) 13.1.4 and for
mortgage intermediaries and general insurance
intermediaries in PRU 9.2.10.

Examples of a retroactive start date:
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(1) A firm has a retroactive start date of 01/01/2005 on
its policy if:

e Aclient is advised by the firm to purchase an
XYZ policy on 01/03/2004 (i.e. before the
retroactive date).

e The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this P11 cover is still in
place).

e The complaint is upheld, but the firm's current
PII Insurer will not pay out any redress for this
claim as the transaction took place before
01/01/2005, the retroactive date in the policy.

Insert ‘01/01/05” for this question on the RMAR.

(2) A firm does not have a retroactive start date if:

e Aclient is advised by the firm to purchase an
XYZ policy on 01/03/2006.

e The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this PII cover is still in
place).

e The complaint is upheld, and the firm's current
P11 Insurer will pay out any redress owed by the
firm to the client over any prescribed excess,
and to the limit of indemnity provided for.
There is no date in the policy before which any
business transacted may not give rise to a valid
claim.

Insert ‘n/a’ for this question on the RMAR.

Annual premium

This should be the annual premium that is paid by the
firm, net of tax and any other add-ons.

Limit of indemnity

You should record ... in aggregate.

Those firms subject to Insurance Mediation Directive
(IMD) requirements should state their limit in Euros;
those that are not subject to the IMD should select
‘Sterling’ from the drop-down list.

Foer-Insurance inrsurance intermediaries, see PRU
9.2.13R and select either ‘Euros’ or ‘Sterling’ as

applicable.



http://fsahandbook.info/FSA/html/handbook/PRU/9/2
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For Mortgage mertgage-intermediaries; should state
their limits in Sterling (see PRU 9.2.15R).

For personal investment firms, see IPRU(INV)
13.1.4(2)R and 13.1.4(5)E and select either ‘Euros’ or
‘Sterling” as applicable.

... the policy documentation. If there is more than one
limit, only the highest needs to be recorded in this field.

If the firm's PII policy has an unlimited limit of
indemnity for either single claims or in the aggregate,
then they should enter 'unlimited' (lower case) in the
relevant data field.

Increased excess(es) for specific
business types

(only in relation to business you
have undertaken in the past or
will undertake during the period
covered by the policy)

If the prescribed excess limit is exceeded #respect-of
for a type ...

Policy exclusion(s) for specific
business types (only in relation to

business you have undertaken in
the past or will undertake during

If there are any exclusions in the firm's PII policy; the

business type(s) to which they relate should be entered

here-which relate to any types of businesses or
activities that the firm has carried out either in the past

the period covered by the policy)

or during the lifetime of the policy, enter the business

type(s) to which the exclusions relate showld-be-entered
here.

Renewal-date-Start Date

renewed-—-The date the current cover began.

End Date

The date the current cover expires.

Insurer name (please select from
the drop down list)

it ) ielocl | Lol licatot
name of the syndicate should be stated.

The firm should select the name of the insurance
undertaking or Lloyd's syndicate providing cover. If
the PII provider is not listed you should select 'other'
and enter the name of the insurance undertaking or
Lloyd's syndicate providing cover in the free-text box.

If a policy is underwritten by more than one insurance
undertaking or Lloyd's syndicate, you should state

select 'multiple’ aleng-and state with the Arumber-names
of all the insurance undertakings_ or Lloyd's syndicates



http://fsahandbook.info/FSA/html/handbook/PRU/9/2
http://fsahandbook.info/FSA/html/handbook/IPRU-INV

in the free-text box.

Annual income as stated on the

This should be the income as stated on the firm's most

most recent proposal form

recent PIl proposal form. For a personal investment
firm, this is relevant income arising from all of the
firm's activities for the last accounting year before the
policy began or was renewed (IPRU(INV) 13.1.3(3)R).
For insurance intermediaries and mortgage
intermediaries this is the annual income given in the
firm's most recent annual financial statement from the
relevant regulated activity or activities (PRU 9.3.42R

to 44R).

Amount of additional own funds
required for policy exclusion(s)

Personal investment firms only - this should be
calculated in aceordanee line with ...

Total of additional own funds
required

Personal investment firms only - this is the same figure
as in section D1, representing the total of additional
own funds that-are required under IPRU(INV)
13.1.4(8)R to0 13.1.4(13)G for all of-the firm's PlI
policies.

Excess/deficit...

...readily realisable own funds'.
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FSA 2006/15

PERIODIC FEES (2006/2007) INSTRUMENT 2006
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 72 (The competent authority);

2) section 74(4) (The official list);

3 section 99(1) (Fees);

4) section 101 (Listing rules: general provisions);

(5) section 138 (General rule-making power);

(6) section 156 (General supplementary powers);

@) section 157(1) and (4) (Guidance);

(8) section 234 (Industry funding);

9 paragraph 17(1) of Schedule 1 (Fees) and

(10)  paragraphs 1 (General), 4 (Rules), and 7 (Fees) of Schedule 7 (The Authority
as Competent Authority for Part VI).

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 June 2006.

Amendments to the Handbook

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

E. The Supervision manual (SUP) is amended in accordance with Annex B to this
instrument.

Citation

F. This instrument may be cited as the Periodic Fees (2006/2007) Instrument 2006.

By order of the Board
25 May 2006



Annex A

Amendments to the Fees manual

In this Annex, underlining indicates new text and striking through indicates deleted text, save
that where an entire new section is being inserted or deleted, the instructions are described
and the text is not underlined or struck through.

3.2.7 R

Table of application, notification and vetting fees

(1) Fee payer

(2) fee payable

Due date

(@) Any applicant for Part
IV permission (including
an incoming firm applying
for top-up permission)

(1) Unless (2) applies, +in respect of

a particular application, the highest
of the tariffs set out in FEES 3
Annex 1R part 1 which apply to that
application

(2) In respect of a particular
application which is:

(i) a straightforward or moderately
complex case for the purposes of
FEES 3 Annex 1R part 1, and

(ii) only involves a simple change of
legal status as set out in FEES 3
Annex 1R part 6,

the fee payable is 50% of the tariff
that would otherwise be payable in
FEES 3 Annex 1R part 1

On or before
the
application is
made

(0) A firm applying for

avatabihty-of a waiver or
concession (or guidance

on the availability of
either) in connection with
future rules (or future

(2) (a) Unless (b) applies A a firm
submitting a second application
for a waiver or concession or
guidance ...

(b) No fee is payable by a firm in

rules) implementing ...

relation to a successful application
for a waiver or a concession based on
a minded to grant decision in respect
of the same matter following a
complete application for guidance in
accordance with prescribed




submission requirements.

(p) A firm applying for a
variation of its Part 1V
permission

(1) Unless (2) applies, if the
proposed new business of the firm
witwould fall within one or more
activity groups specified in Part 1 of
FEES 4 Annex 1R not applicable

before the application grant-of-the

iation (if 0 ),
the fee is 50% of the highest of the

tariffs set out in FEES 3 Annex 1R
which apply to that application

(2) If the only change is that the A.12
activity group tariff applied to the
firm's business before the variation
and the A.13 activity group will
apply after variation, no fee is
payable.

(3) In all other cases, other than
applications by credit unions, the fee
payable is £250, unless the variation
involves only the reduction (and no
other increases) in the scope of a
Part IV permission in which case no

fee is payable.

On or before
the date the
application is
made

FEES 3 Annex 1R
Authorisation fees payable

Part 5 — Activity Groupings R

The activity group definitions are set out in SURP20 FEES 4 Ann 1R.

Part 6 - Application-foracertificate-under-article 54-of the Regulated-Activities Order-
Fhe-amountpayable-inrelation-to-each-apphicationis£2,000.Change of legal status

An application involving only a simple change of legal status for the purposes of FEES

3.2.7R(a) is from an applicant:

(1) which is a new legal entity intending to carry on the business, using the same business

plan, of an existing firm with no outstanding requlatory obligations cancelling its Part 1V

permission, and
(2) which is to:

(a) have the same or narrower permission, and the same branches (if any), as the firm;

(b) assume all of the rights and obligations in connection with the requlated activities

carried on by the firm;




(c) continue the same compliance arrangements and compliant client asset and client
money procedures, as the firm, subject to any changes required only as a result of the
change of legal status;

(d) continue with a risk profile and arrangements for controlling and monitoring risk
which will not be materially different from those of the firm; and

(e) have the individuals within the firm that are responsible for insurance mediation
activity perform the same role for the applicant.

FEES 3 Annex 6R

Fees payable for guidance-on-the-avatability-ef a waiver (or concession) or guidance on the

availability of either in connection with rules implementing Basel Capital Accord
Part 1
Fees payable other than applications for guidance-on-the-avatabiity-of a waiver (or

concession) or guidance on the availability of either to allow a firm to use the Effective

Expected-Potential- Exposure-estimates-counterparty credit risk internal model method.

For firms falling into a group ...

Part 2

Fees payable for applications for guidance-en-the-avaHability-of a waiver (or concession)_or
guidance on the availability of either to allow a firm to use the Effective-Expected-Potential
Exposure-estimates-counterparty credit risk internal model method.

£50,000

Method of payment

4.24 R (1) Unless (2) applies, a periodic fee must be paid using either direct debit,
credit transfer (BACS/CHAPS), cheque, switch or by credit card
(Visa/Mastercard only). Any payment by permitted credit card must include

an . addltlonal 2% of the sum pald en&eﬁh&payme%memedsspeemedrm




4.2.7

R

it card (Visal L only itional : y

(2) The FSA does not specify a method of payment for a recognised body or
a designated professional body.

4.2.7A G Projected valuations for a firm's first year will be collected for the 12 month

period beginning with the date a firm becomes authorised, or the date permission

is extended. That information will be used to calculate the periodic fee for the

remainder of the financial year in which the firm was authorised or its

permission was extended (adjusted in accordance with FEES 4.2.7R) and to

calculate the periodic fee for the following financial year.

FEES 4 Annex 1R
Activity groups, tariff bases and valuation dates applicable

Part 1
Al2 ... e ...regulated collective investment scheme;
. . ivities:
Part 2
A2
The number of mortgage contracts being administered, multiplied by 0.05 for
mortgage outsourcing firms and by 0.5 for all other firms.
Notes:
(1) For2004/05-and-2005/06firms-have-supplied-this-data-on-their'H
variati ission’ jcati - Mortgage outsourcing
firms are firms with permission for administering requlated mortgage
contracts, but not to enter the contract as lender.
Ad

For each of the above, business transacted through independent practitioners_or
tied agents (either single or multi-tie) will be divided by two in calculating the




adjusted gross premium income;

Al8 ANNUAL INCOME

Plus

(c) if the firm is a mortgage lender, the value of all new mortgage advances
which are or would be regulated mortgage contracts if they had been made after

30 October 2004 (other than those made as a result of mortgage mediation
activity by another firm), multiplied by 0.004.

For mortgage outsourcing firms whose permission does not include advising on
requlated mortgage contracts the relevant amounts are multiplied by 0.15.

(4) Reference to a "firm" above also includes reference to any person who
carried out activities which would be mortgage mediation activity if they had
been carried out after 30 October 2004.

(5) Mortgage outsourcing firms are firms whose permission includes
administering requlated mortgage contracts, but not entering into a requlated
mortgage contract.

In the following sections existing text is deleted in its entirety and is not struck through and
replacement text is entirely new and is not underlined.

FEES 4 Annex 2R
Delete existing annex save the above heading and replace with the following text:

4 Annex  Fee tariff rates, permitted deductions and EEA/Treaty firm modifications for the
2R period from 1 April 2006 to 31 March 2007

R Part 1

This table shows the tariff rates applicable to each fee block.

(1) |For each activity group specified in the table below, the fee is the
total of the sums payable for each of the tariff bands applicable to
the firm's business, calculated as follows:

(@) [the relevant minimum fee; plus

(b) |an additional fee calculated by multiplying the firm's tariff base
by the appropriate rates applying to each tranche of the tariff
base, as indicated.

(2) | A firm may apply the relevant tariff bases and rates to non-UK
business, as well as to its UK business, if:
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(@)

it has reasonable grounds for believing that the costs of
identifying the firm's UK business separately from its non-UK
business in the way described in Part 2 of FEES 4 Annex 1R
are disproportionate to the difference in fees payable; and

(b)

it notifies the FSA in writing at the same time as it provides the
information concerned under FEES 4.4 (Information on which
fees are calculated), or, if earlier, at the time it pays the fees
concerned.

(3) |For afirm which has not complied with FEES 4.4.2 R (Information
on which fees are calculated) for this period:

(a) [the fee is calculated using (where relevant) the valuation or
valuations of business applicable to the previous period,
multiplied by the factor of 1.10;

(b) |an additional administrative fee of £250 is payable; and

(c) [the minimum total fee (including the administrative fee in (b))
is £400.

Activity| Fee payable
group
Al Minimum fee (£) 150
£ million of Modified Eligible Fee (E/£m or part £m
Liabilities (MELS) of MELS)
0-05 0
>05-2 additional flat fee of
£360
>2-10 additional flat fee of
£510
>10 - 200 30.96
>200 - 2,000 30.93
>2,000 - 10,000 30.88
>10,000 - 20,000 30.76
>20,000 30.52

For a firm in A.1 which has a limitation on its permission to the
effect that it may accept deposits from wholesale depositors
only, the fee is calculated as above less 30%.

In addition, the fee specified below is payable by UK banks
and building societies. The wholesale depositors discount and
permitted deductions in Part 2 of FEES 4 Annex 2 do not apply
to this fee.

Minimum fee (Em of MELS) Fee (£)

if 0 - 2,000 0




if >2,000

2,000

£ million of MELs

Fee (E/£m or part £m
of MELSs)

0 - 5,000 0
>5,000 - 10,000 0.69
>10,000 - 20,000 0.63
>20,000 0.59
A2 Minimum fee (£) 450
No. of mortgages Fee (£/mortgage)
0-50 0
51 - 500 4.36
501 - 1,000 1.75
1,001 - 50,000 1.32
50,001 - 500,000 0.44
>500,000 0.09
A3 Gross premium income (GPI)
Minimum fee (£) 410

£ million of GPI Fee (E/Em or part £m
of GPI)
0-05 0
>05-2 1,778.54
>2-5 1,652.58
>5 - 20 1,550.19
>20 - 75 493.49
>75 - 150 432.61
>150 60.98
PLUS
Gross technical liabilities (GTL)
Minimum fee (£) 0

£ million of GTL

Fee (E/Em or part £m
of GTL)

0-1

0




>1-5 43.55
>5 - 50 40.36
>50 - 100 37.46
>100 - 1,000 11.80
>1,000 4.73
A4 Adjusted annual gross premium
income (AGPI)
Minimum fee (£) 205
£ million of AGPI Fee (E/£m or part £m
of AGPI)
0-1 0
>1 - 50 756.42
>50 - 1,000 705.19
>1,000 - 2,000 484.07
>2,000 332.35
PLUS
Mathematical reserves (MR)
Minimum fee (£) 205
£ million of MR Fee (E/£m or part £m
of MR)
0-1 0
>1-10 37.70
>10 - 100 34.51
>100 -1,000 23.37
>1,000 - 5,000 16.43
>5,000 - 15,000 12.78
>15,000 9.93
A5 Minimum fee (£) 550
£ million of Active Capacity (AC) Fee (E/Emor part £m
of AC)
0-50 0
>50 - 150 99.36
>150 - 250 83.62
>250 24.53
A.6 £1,068,000
AT For class 1(C), (2) and (3) firms:
Minimum fee (£) 1,150




£ million of Funds under Management [Fee (£/Em or part £m of
(Fum) FuM)

0-10 0

>10 - 100 52.68

>100 - 2,500 16.94

>2,500 - 10,000 9.43

>10,000 1.06

For class 1(B) firms: the fee calculated as for class 1(C) firms

above, less 15%.

For class 1(A) firms: the fee calculated as for class 1(C) firms

above, less 50%.

A8 This activity group does not apply for this period.
A9 Minimum fee (£) 1,800
£ million of Gross Income (GI) Fee (E/Em or part £m
of GI)
0-1 0
>1-5 1,074.59
>5-15 1,056.41
>15-40 1,045.94
>40 1,031.68
A.10 Minimum fee (£) 2,200
No. of traders Fee (E/trader)
0-2 0
3-5 2,069
6-10 1,495
11-50 1,382
51 - 200 1,196
>200 965

In addition, the fee specified below is payable by UK domestic
firms. The permitted deductions in Part 2 of FEES 4 Annex 2 do

not apply to this fee.

Minimum fee (No. of traders) Fee (£)

if 0 - 100 0

if >100 1,000

No. of traders Fee (E/trader)

10




0-125 0
126 - 250 72.71
>250 52.84
All This activity group does not apply for this period.
Al12 Minimum fee (£) 1,715
No. of persons Fee (E/person)
0-1 0
2_-4 1,018
5-10 515
11-25 377
26 — 150 205
151 - 1,500 156
>1,500 104
For a professional firm in A.12 the fee is calculated as above
less 10%.
A.13 For class (2) firms:
Minimum fee (£) 1,605
No. of persons Fee (E/person)
0-1 0
2-4 878
5-10 856
11-25 821
26 — 500 757
501 - 4,000 696
>4000 657
For class (1) firms: £1,605
For a professional firm in A.13 the fee is calculated as above
less 10%.
Al4 Minimum fee (£) 1,220
No. of persons Fee (E/person)
0-1 0
2 1,101
3-4 1,030
5-10 047
11-100 899
101 - 200 629
>200 378
A.15 This activity group does not apply for this period.
A.16 0

11




A.l7 This activity group does not apply for this period.
A.18 Minimum fee (£) 635
£ thousands of Annual Income (Al) Fee (£/£ thousand or
part £ thousand of Al)
0-100 0
>100 - 1,000 5.38
>1,000 - 5,000 4.48
>5,000 - 10,000 3.59
>10,000 - 20,000 2.69
>20,000 2.25
A.19 Minimum fee (£) 400
£ thousands of Annual Income (Al) Fee (E/£ thousand or
part £ thousand of Al)
0-100 0
>100 - 1,000 3.80
>1,000 - 5,000 3.32
>5,000 - 15,000 2.40
>15,000 - 100,000 0.96
>100,000 0.39
B. £20,000
Market
operator
S
B. Bloomberg LP £31,500
Service | EMX Co Ltd £21,000
compani LIFFE Services Ltd £21,000
es Ofex plc £70,000
OMGEO Ltd £21,000
Reuters Ltd £31,500
Swapswire Ltd £21,000
Thomson Financial Ltd £21,000

12




Part 2

This table shows the permitted deductions that apply:

Activity Nature of Amount of deduction

group deduction

A3 Financial penalties | 1.2% of the fee payable by the firm
received for the activity group (see Part 1)

A4 Financial penalties | 3.1% of the fee payable by the firm
received for the activity group (see Part 1)

A5 Financial penalties | 1.2% of the fee payable by the firm
received for the activity group (see Part 1)

A.6 Financial penalties | 1.2% of the fee payable by the firm
received for the activity group (see Part 1)

A.10 Financial penalties | 100% of the fee payable by the firm
received for the activity group (see Part 1)

A.l12 Financial penalties | 5.6% of the fee payable by the firm
received for then activity group (see Part 1)

A.13 Financial penalties | 0.9% of the fee payable by the firm
received for the activity group (see Part 1)

A.l4 Financial penalties | 1.8% of the fee payable by the firm
received for the activity group (see Part 1)

E. Financial penalties | 3% of the fee payable by the firm for
received the activity group (see Part 1)

Part 3

This table shows the modifications to fee tariffs that apply to incoming
EEA firms and incoming Treaty firms.

Activity Percentage of tariff payable under Part 1 applicable to the

group firm subject to a minimum amount payable of £100 (unless
specified below)

Al 20% (for a firm operating on cross-border services basis
only, 0% and the minimum sum is not applicable)

A3 0% and the minimum sum is not applicable

A4 75%

A.7 and 95%

A9
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A.10, A.12,| 90%
A.13 and
A.19

FEES 4 Annex 3R

Delete existing annex save the above heading and replace with the following text:

4 Annex  Transaction reporting fees

3R
R Transaction reporting fees for the period from 1 April 2006 to 31 March
2007
This table shows the fees payable for transaction reporting.
Fee type Fee amount (including VAT)
Transaction | Number of transactions per Fee per transaction (inc.
charge annum VAT)
For the first 1,000 Op
1,001 - 1,000,000 3p
1,000,001 - 4,000,000 2.75p
4,000,001 - 8,000,000 2.5p
8,000,001 - 13,000,000 2.25p
13,000,001 - 20,000,000 2p
>20,000,000 1.75p

Firms using the Direct Reporting System software or the Transaction
Reporting System will be additionally invoiced for:

(@)

an initial software licence fee of £587.50 (including VAT) for users
of the Direct Reporting System;

(b)

an annual enrolment fee of £235 (including VAT) per licence held
on 1 April each year for users of the Direct Reporting System; and

(©)

an annual enrolment fee of £235 (including VAT) per registration
held on 1 April each year for users of the Transaction Reporting
System.

14




FEES 4 Annex 4R

Delete existing annex save the above heading and replace with the following text:

4 Annex Periodic fees in relation to collective investment schemes payable for the period 1

4R April 2006 to 31 March 2007

R

Part 1 - Periodic fees payable

Scheme type | Basic fee | Total funds/sub- | Fund Fee (£)
(E) funds aggregate | factor

ICVC 620 1-2 1 620

AUT 3-6 2.5 1,550

Section 264 7-15 5 3,100

of the Act 16-50 11 6,820

Section 270 >50 22 13,640

of the Act

Section 272 | 2,540 1-2 1 2,540

of the Act 3-6 2.5 6,350
7-15 5 12,700
16-50 11 27,940
>50 22 55,880

Fees are charged according to the number of funds or sub-funds operated by
a firm as at 31 March 2006. Where a new collective investment scheme
becomes authorised during a year, fees are charged according to the number
of funds or sub-funds operated by a firm as at the date of authorisation.
Where more than one fund or sub-fund is operated the number of funds (not
including the umbrella or parent fund) produces a 'fund factor' in accordance
with the table above which is then applied to a basic fee to produce one total
fee per operator. Fund factors are applied per operator rather than per
scheme so that the fees relate to the number of funds rather than the number
of schemes. This means that, for example, an authorised fund manager of
three schemes pays the same as an operator or authorised fund manager of
one scheme with three sub-funds (as only the sub-funds are counted).

15



FEES 4 Annex 5R
Delete existing annex save the above heading and replace with the following text:

4 Annex Periodic fees for designated professional bodies payable in relation to the period 1
5R April 2006 to 31 March 2007

R Table. Fees payable by Designated Professional Bodies
Name of Designated Amount payable Due date
Professional Body
The Law Society of England | £62,860 30 April 2006
& Wales £38,500 1 September

2006

The Law Society of Scotland | £16:090 1 July 2006
The Law Society of Northern| 14,500 1 July 2006
Ireland
The Institute of Actuaries £10,190 1 July 2006
The Institute of Chartered | £36:150 1 July 2006
Accountants in England and
Wales
The Institute of Chartered | £12:290 1 July 2006
Accountants of Scotland
The Institute of Chartered | £11,050 1 July 2006
Accountants in Ireland
The Association of Chartered| 21,160 1 July 2006
Certified Accountants
The Council for Licensed £11,890 1 July 2006
Conveyancers
Royal Institution of £12,320 1 July 2006
Chartered Surveyors

Notes

1) The FSA register includes details of exempt professional firms carrying out insurance
mediation activity.

2) In addition to the periodic fees shown above, the sum of £31,400 will be due from the
designated professional bodies, divided between the bodies in proportion to the number of
exempt professional firms each has on the FSA register on 14 January 2006. Thisis a
contribution towards the costs of developing this part of the FSA register.

(3) Each of the designated professional bodies will be invoiced for the appropriate amount in
January 2006. The invoices must be paid on or before 28 February 2006.

16



FEES 4 Annex 6R
Delete existing annex save the above heading and replace with the following text:

4 Annex Periodic fees for recognised investment exchanges and recognised clearing houses
6R payable in relation to the period 1 April 2006 to 31 March 2007

R In this Annex:

- the term recognised body includes a body which was a recognised
investment exchange or a recognised clearing house recognised under the
Financial Services Act 1986 and which is a recognised body as a result of
Regulation 9 of the Recognition Requirements Regulations; and

- the term recognition order includes a recognition order made by the FSA
under section 37 or section 39 of the Financial Services Act 1986 or a
recognition order made by the Treasury under section 40 of the Financial
Services Act 1986.

Part 1 - Periodic fees for UK recognised bodies

Name of UK recognised body Amount payable Due date
CRESTCo Limited £282,500 30 April
2006
£175,500 1 September
2006
The International Petroleum £162,500 30 April
Exchange of London Limited 2006
£134,500 1 September
2006
LIFFE Administration and £400,000 30 April
Management 2006
£105,000 1 September
2006
LCH.Clearnet Limited £352,500 30 April
2006
£228,500 1 September
2006
The London Metal Exchange £230,000 30 April
Limited 2006
£103,000 1 September
2006
London Stock Exchange plc £367,500 ggo%pm
£296,500 1 September
2006
virt-x Exchange Ltd £105,000 30 April
2006
(£25,000) 1 September

17



2006
EDX London Ltd £80,000 30 April
2006
(£16,000) 1 September
2006
NYMEX Europe Limited £75,000 30 April
2006
£60,000 1 September
2006
Any other UK recognised £150,000 30 days after
investment exchange recognised the date on
as such by a recognition order which the
made in the period recognition
order is
made
Any other UK recognised £250,000 30 days after
clearing house recognised as such the date on
by a recognition order made in which the
the period recognition
order is
made
Part 2 - Periodic fees for overseas recognised bodies
Name of overseas recognised body Amount payable Due date
Cantor Financial Futures Exchange | £11.000 1 July 2006
The Chicago Mercantile Exchange | £11.000 1 July 2006
Chicago Board of Trade £11,000 1 July 2006
EUREX (Zurich) £11,000 1 July 2006
National Association of Securities £11,000 1 July 2006
and Dealers Automated Quotations
(NASDAQ)
NQLX LLC £11,000 1 July 2006
New York Mercantile Exchange Inc. | £11,000 1 July 2006
The Swiss Stock Exchange £11,000 1 July 2006
Sydney Futures Exchange Limited | £11.000 1 July 2006
Warenterminborse Hannover £11,000 1 July 2006
US Futures Exchange LLC £11,000 1 July 2006
SIS x-clear AG £37,000 1 July 2006

18




FEES 4 Annex 7R

Any other overseas investment
exchange recognised as such by a
recognition order made in the period

£11,000 30 days
after the
date on
which the
recognition
order is

made

Any other overseas clearing house
recognised as such by a recognition
order made in the period

£37,000 30 days
after the
date on
which the
recognition
order is
made

Delete existing annex save the above heading and replace with the following text:

4 Annex Periodic fees in relation to the Listing Rules for the period 1 April 2006 to 31
7R March 2007

R

Fee type

Fee amount

Annual fees for the period 1 April 2006 to 31 March 2007

Annual Issuer Fees - all
listed issuers of shares,
depositary receipts and
securitised derivatives.
This fee represents the
total annual fee for a
listed issuer - no
additional annual fee is
due under the disclosure
rules.

(1) For all issuers of securitised derivatives,
depositary receipts and global depositary
receipts the fees payable are set out in Table
1.

(2) For all other issuers, fees to be
determined according to market
capitalisation as set out in Table 2. The fee
is calculated as follows:

(@) the relevant minimum fee; plus

(b) the cumulative total of the sums payable
for each of the bands calculated by
multiplying each relevant tranche of the
firm's market capitalisation by the rate
indicated for that tranche. Where issuers
have more than one type of share in issue,
the highest market capitalisation of all of its
securities in issue is used.

(3) Notwithstanding (2), overseas issuers
with a listing of equity securities which is
not a primary listing will only pay 80% of

19




the fee otherwise payable under (2).

Annual fees are charged in annual cycles beginning on 1 April of a year
and ending on 31 March of the following year. For fees purposes issuers
should take into account only equity ordinary shares, including those
issued by suspended issuers.

Table 1
Annual fees for issuers of securitised derivatives, depositary receipts and
global depositary receipts

Issuer Fee amount

Issuers of securitised derivatives £3,075

Issuers of depositary receipts and global £3,690

depositary receipts

Table 2
Tiered annual fees for all other issuers

Fee payable

Minimum fee (£) 3,075

£ million of Market | Fee (E/£m or part £m of Market Capitalisation)
Capitalisation

0-100 0
>100 - 250 12.40
>250 - 1,000 4.96
>1,000 - 5,000 1.65
>5,000 - 25,000 0.031
>25,000 0.0083
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FEES 4 Annex 8R

Delete existing annex save the above heading and replace with the following text:

4 Annex Periodic fees in relation to the disclosure rules for the period 1 April 2006 to 31
8R March 2007

R Annual fees for the period 1 April 2006 to 31 March 2007

All non-listed issuers of | (1) For all non-listed issuers of securitised
shares, depositary derivatives, depositary receipts and global
receipts and securitised | depositary receipts the fees payable are set out
derivatives. Annual fees | in Table 1.

for listed issuers in

respect of Disclosure (2) For all other non-listed issuers, fees to be

Rules obligations are determined according to market capitalisation
incorporated in the as set out in Table 2. The fee is calculated as

annual fee for listed follows:

issuers under the Listing

Rules (@) | the relevant minimum fee; plus

(b) | the cumulative total of the sums payable
for each of the bands calculated by
multiplying each relevant tranche of the
firm's market capitalisation by the rate
indicated for that tranche.

Fees from other fee schedules contained in other sections of the
sourcebook may be applicable to a single submission.

Table 1

Annual fees for non-listed issuers of securitised derivatives, depositary
receipts and global depositary receipts

Issuer Fee amount

Issuers of securitised derivatives £2,460

Issuers of depositary receipts and global depositary £2,952
receipts

Table 2

Fee payable

Minimum fee (£) 2,460

£ million of Market Capitalisation| Fee (E/£Em or part £m of Market
Capitalisation)

0-100 0

>100 - 250 9.92
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FEES 5 Annex 1R

>250 - 1,000 3.968
>1,000 - 5,000 1.32
>5,000 — 25,000 0.0248
>25,000 0.00664

Delete the Introduction and Parts 1 and 2 of existing annex and replace with the following

text:

5 Annex Annual Fees Payable in Relation to 2006/07

1R
R

Introduction: annual budget

1. | The annual budget for 2006/07 approved by the FSA is £59.2m.

Part 1: General levy and supplementary levy

2. | The total amount expected to be raised through the general levy in

2006/07 will be £15.8m.

Part 2: Fee tariffs for general levy and supplementary levy

3. No establishment costs will be raised in 2006/07 by the

supplementary levy.

Industry block Tariff base General levy
payable by firm
Number of accounts £0.0059 per

1-Deposit acceptors,
mortgage lenders and
administrators
(excluding firms in
block 14)

relevant to the activities in

DISP26.1R

relevant account,
subject to a
minimum levy of
£100

2-Insurers - general
(excluding firms in
blocks 13 & 15)

Relevant annual gross
premium income

£0.055 per £1,000
of relevant annual
gross premium
income, subject to
a minimum levy
of £100

3-The Society (of
Lloyd's)

Not applicable

£28,000 to be
allocated by the
Society

4-Insurers - life
(excluding firms in
block 15)

Relevant adjusted annual

gross premium income

£0.124 per £1,000
of relevant
adjusted annual
gross premium
income, subject to
a minimum levy
of £100
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5-Fund managers

Relevant funds under

£0.0007 per
£1,000 of relevant

including those management
E}OIding cglient ’ funds under
money/assets and not management,
holding client subjectto a
money/assets) minimum levy of

£100

6-Operators, trustees| Flat fee Levy of £75
and depositaries of
collective investment
schemes
7-Dealers as principal Flat fee Levy of £50

8-Advisory
arrangers, dealers or
brokers holding and
controlling client
money and/or assets

Number of relevant
approved persons
(controlled functions 21,
22,24, 25, 26)

£160 per relevant
approved person
(controlled
functions 21, 22,
24, 25, 26),
subjectto a
minimum levy of
£160

9-Advisory
arrangers, dealers or

Number of relevant
approved persons

£45 per relevant
approved person

brokers not holding | (controlled functions 21, | (controlled

and controlling client| 22, 24, 25, 26) functions 21, 22,

money and/or assets 24, 25, 26),
subjectto a
minimum levy of
£50

10-Corporate finance| Flat fee Levy of £50

advisers

11- N/A for 2006/07

12- N/A for 2006/07

13-Cash plan health | Flat fee Levy of £50

providers

14-Credit unions Flat fee Levy of £50

15-Friendly societies | Flat fee Levy of £50

whose tax-exempt

business represents

95% or more of their

total relevant

business

16 - Mortgage Flat fee Levy of £50
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lenders, advisers and

arrangers (excluding
firms in blocks 13, 14
& 15)

17 - General
insurance mediation
(excluding firms in
blocks 13, 14 & 15)

Flat fee

Levy of £50

4 [not used]

5 The industry blocks in the table are based on the equivalent

activity groups set out in Part 1 of FEES 4 Annex 1R.

6 Where the tariff base in the table is defined in similar terms as

that for the equivalent activity group in Part 2 of FEES 4 Annex
1R, it must be calculated in the same way as that tariff base -
taking into account only the firm's relevant business.
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Annex B
Amendments to the Supervision manual
In this Annex underlining indicates new text.
16.3.14 R (1) Ifafirm does not submit a complete report by the date on which it is
due in accordance with the rules in, or referred to in, this chapter or the

provisions of relevant legislation and any prescribed submission
procedures, the firm must pay an administrative fee of £250.

16.3.14A G Failure to submit a report in accordance with the rules in, or referred to in,
this chapter_or the provisions of relevant legislation may also lead to the
imposition of a financial penalty and other disciplinary sanctions (see ENF
13.5). A firm may be subject to reporting requirements under relevant
legislation other than the Act, not referred to in this chapter. An example of
this is reporting to the FSA by building societies under those parts of the
Building Societies Act 1986 which have not been repealed (see SUP
16.1.4G). |If it appears to the FSA that, in the exceptional circumstances of a
particular case, the payment of any fee would be inequitable, the FSA may
reduce or remit all or part of the fee in question which would otherwise be
payable (see FEES 2.3).

SUP 16 Ann 18BG Notes for completion of the Retail Mediation Activities Return (RMAR")

Section J: data required for calculation of fees

Firms with an accounting reference date of between 1 February and 31 August (inclusive)
must report the information required in this section solely in their half year end RMAR.

All other firms must report the information in their year end RMAR. FEirms which do not yet
have data for a full 12 months ending on their accounting reference date (for example if they
have not traded for a complete financial year by the time of the accounting reference date)
should complete Section J with an 'annualised' figure based on the actual income up to their
accounting reference date. That is, such firms should pro-rate the actual figure as if the firm
had been trading for 12 months up to the accounting reference date. So for a firm with 2
months of actual income of £5000 as at its accounting reference date, the 'annualised' figure
that the firm should report is £30,000.
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SUP 16 Ann 19BG Notes for completion of the Mortgage Lending and Administration
Return (MLAR")

SECTION J: FEE TARIFF MEASURES
J1 Introduction

* Refer to FEES 4 Annex 1R of the FSA Handbook for the FSA fee tariff*
*Refer to FEES 5 Annex 1R of the FSA Handbook for the FOS fee tariff*

To the extent that the FOS fee tariff measure requires other relevant activities that the firm
carries out to be taken into account, these should be included in J1.3.
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FSA 2006/16

INTERIM PRUDENTIAL SOURCEBOOKS (MISCELLANEOUS AMENDMENTS)
INSTRUMENT 2006

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);
(2) section 156 (General supplementary powers); and

3 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 6 June 2006.
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
Interim Prudential sourcebook for Banks Annex A
(IPRU(BANK))
Interim Prudential sourcebook for Building Annex B

Societies (IPRU(BSOC))

Interim Prudential sourcebook for Investment Annex C
Businesses (IPRU(INV))

Supervision manual (SUP) Annex D

Citation

E. This instrument may be cited as the Interim Prudential Sourcebooks (Miscellaneous
Amendments) Instrument 2006.

By order of the Board
25 May 2006



Annex A

Amendments to Interim Prudential sourcebook for Banks

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

Amend Volume 1, CA (Definition of Capital) as follows:

4.3

ELEMENTS OF A BANK’S CAPITAL BASE

Tier 2 - supplementary capital

Tier 2 (or supplementary) capital consists of:

(a) Reserves arising from the revaluation of tangible fixed assets and fixed asset
investments, including any net unrealised gains for the fair valuation of equities

held in the available-for-sale financial assets category and any unrealised gains
on investment property.

STIER 1 CAPITAL

5.2

Reserves

Reserves are accumulated profits retained by the bank after the payment of all
dividends and tax, and other reserves created by appropriations of share premia and
other surpluses.

a) Dividends should be deducted from reserves as soon as they are
declared.

(a) For the purposes of calculating prudential capital a bank should:

(i) deduct unrealised gains or, where applicable, add back in unrealised losses,
on cash flow hedges of financial instruments measured at cost or amortised
cost;

(if) deduct unrealised gains or, where applicable, add back in unrealised losses,
on debt instruments held in the available-for-sale financial assets category;

(iii) deduct unrealised gains or, where applicable, add back in unrealised losses,
which are not attributable to changes in a benchmark interest rate, arising
when a bank, upon initial recognition, designates its financial liabilities as at
fair value through profit or loss;

(iv) deduct unrealised gains on investment property;




6 UPPER TIER 2 CAPITAL
This section provides detail on the constituent elements of Upper Tier 2 capital.

6.1  Reserves arising from the revaluation of tangible fixed assets and fixed asset
investments

1 Reserves arising from the revaluation of tangible fixed assets, or fixed asset
investments, are reserves created when such assets are revalued to bring them in line
with replacement costs. This category also includes any unrealised gains arising on
revaluing investment property which is ineligible for inclusion in Tier 1 capital. These
reserves are eligible for inclusion in Upper Tier 2 capital.

a) Fixed assets are assets such as land, buildings, plant, equipment and other
assets acquired for carrying on the business of a company.

b) Where negative goodwill is required to be identified under the adopted
accounting framework it will be included in reserves. Negative goodwill arises
when a company/ portfolio is purchased below the value of its assets. The
difference is called negative goodwill.

C) For the definition of goodwill see the section on deductions from capital.

d) Unrealised gains may arise on revaluing investment property, where
applicable.

Amend VVolume 1, BC (Credit risk in the banking book) as follows:

3 RISK WEIGHTING FRAMEWORK: ON BALANCE SHEET

3.2  Counterparty weights

3.2.2  Zero weighting

4 The following types of asset may attract a zero weighting:

(9) certificates of tax deposit; and



(h) items in suspense where they represent position risk; and

(i) a defined benefit asset.

Amend Volume 2, VA (Valuation) as follows:

2 GENERAL POLICY ON VALUATION

4 Unless a different practice has been agreed in writing with the FSA, non - CAD bank
should value both its trading and its banking books on an accruals basis rather than on a
cash basis; and a CAD bank should value its trading book on a mark-to-market basis and
its banking book on an accruals basis.

f) For risk-weighting purposes a bank should deduct unrealised gains or, where
applicable, add back in unrealised losses on debt instruments held in the available-
for-sale financial assets category.




Annex B

Amendments to Interim Prudential sourcebook for Building Societies

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

Amend Volume 1 (Prudential Standards), Chapter 1 Solvency, as follows:

1.8 DEDUCTIONS

184G
4 a "defined benefit asset" is the excess of the value of the assets in a
defined benefit occupational pension scheme over the present value of

the scheme liabilities, to the extent that a society, as employer, should
recognise that excess as a-HabHity an asset in its balance sheet.

Amend Volume 1 (Prudential Standards), Chapter 1 Solvency, Annex 1A as follows:

CALCULATION OF "OWN FUNDS"

G
1A.1 Tier 1 Capital

1A.1.1 Reserves as disclosed in the latest year end balance sheet;
plus

cumulative interim profits for the year to date which have been verified by the
society's external auditors (see Annex 1E); or

less
cumulative losses (if any) for the year to date and any unrealised gains on investment

property reported in retained earnings (these should be reported as part of the
revaluation reserve (see 1A.4)).

1A.4 Revaluation Reserves



1A.4.1 Societies may include revaluation reserves arising out of the differences between book
values and the current market value of property fixed assets and unrealised gains on
investment property but only if:

Amend Volume 1 (Prudential Standards), Chapter 1 Solvency, Annex 1B as follows:

RISK ASSET WEIGHTS

G
1B.1 General

1B.1.1 Risk weights should be applied net of any specific or individual provision. Items
subject to deduction from Own Funds should be zero weighted (this includes
unrealised gains or losses held in the available-for-sale financial assets category (see
1A.1.5(2) and any defined benefit asset). Assets held by a subsidiary undertaking are
weighted on the same basis as if held by the parent society.

Amend Volume 1 (Prudential Standards), Chapter 10 Securitisation to insert a new paragraph
10.3.4AG after 10.3.4G as follows:

10.3.4AG The adoption of International Accounting Standards by some societies
changes the accounting treatment of securitised assets for those societies from
1 January 2005. The Building Societies Act 1986 (Modification of the
Lending Limit and Funding Limit Calculations) Order 2004 (S.1. 2004/3200)
amends the Building Societies Act 1986 so that securitised assets and related
liabilities may continue to be excluded from nature limit calculations,
regardless of how they are included in the accounts of a society. Therefore
societies which use International Accounting Standards to prepare their
accounts will not be disadvantaged in relation to the nature limits.




Annex C

Amendments to Interim Prudential sourcebook for Investment Businesses

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

Amend IPRU(INV) Chapter 3 (Financial resources for Securities and Futures Firms which
are not Investment Firms) as follows:

Insert a new rule 3-62(8)R after 3-62(7)G as follows:

3-62(8) R Where applicable, a firm must deduct any asset in respect of deferred
acquisition costs and add back in any liability in respect of deferred income
(but excluding from the deduction or addition any asset or liability which will
give rise to future cash flows), together with any associated deferred tax.

Amend IPRU(INV) 3-75 (Liquidity adjustment) as follows:
3-75 Liquidity adjustment
Intangible assets
3-75(2) R The liquidity adjustment for intangible assets is nil (these must be

deducted from capital to arrive at tangible net worth under 3-62)._Intangible
assets do not include a deferred acquisition cost asset.

Other assets

3-75(13)R The liquidity adjustment for assets other than those specifically stated
above is the balance sheet value of the asset concerned. Other assets do not
include a defined benefit asset or a deferred acquisition cost asset.

Amend IPRU(INV) Chapter 5 (Financial Resources) as follows:

Amend IPRU(INV) Table 5.2.2(1) (Calculation of own funds and liquid capital) as follows:

TABLE 5.2.2(1) CALCULATION OF OWN FUNDS AND LIQUID CAPITAL

PART II
DETAILED REQUIREMENTS




2A Audited reserves

3 Intangible assets

(Item 6)

For the calculation of own funds and liquid capital the
following adjustments apply to the audited reserves figure:

@) a firm must deduct any unrealised gains or, where
applicable, add back in any unrealised losses on
cash flow hedges of financial instruments measured
at cost or amortised cost;

(b) in respect of a defined benefit occupational pension
scheme, a firm must derecognise any defined benefit
asset;

() a firm may substitute for a defined benefit liability
the firm's deficit reduction amount. The election
must be applied consistently in respect of any one
financial year.

Note

A firm should keep a record of and be ready to explain to
its supervisory contacts in the FSA the reasons for any
difference between the deficit reduction amount and any
commitment the firm has made in any public document to
provide funding in respect of a defined benefit occupational
pension scheme.

(d)  afirm must not include any unrealised gains from
investment property.

Note
Unrealised gains from investment property should be
reported as part of revaluation reserves.

(e) where applicable, a firm must deduct any asset in
respect of deferred acquisition costs and add back in
any liability in respect of deferred income (but exclude
from the deduction or addition any asset or liability
which will give rise to future cash flows), together with
any associated deferred tax.

Intangible assets comprise:...
@ ...
() ...
© ...




Intangible assets do not include a deferred acquisition cost

asset.
10 Hliquid assets Illiquid assets comprise:...
(Item 16) @ ...

@) ...

Illiguid assets do not include a defined benefit asset or a
deferred acquisition cost asset.

Amend IPRU(INV) Table 5.2.3(5)(e) (Other assets requirement) as follows:

TABLE 5.2.3(5)(e) OTHER ASSETS REQUIREMENT

PART II
RISK FACTORS

Defined benefit asset NIL
Deferred acquisition cost asset NIL

All other assets ...

Amend IPRU(INV) Chapter 7 (UCITS Management Companies), Table belonging to rule
7.2.1R(1) as follows:

7.3 METHOD OF CALCULATION OF FINANCIAL RESOURCES

7.3.1R This table belongs to rule 7.2.1R(1)

PART Il
DETAILED REQUIREMENTS




2A Audited reserves

3 Intangible assets (Item 6)

For the calculation of financial resources, the following
adjustments apply to the audited reserves figure:

@) a firm must deduct any unrealised gains or, where
applicable, add back in any unrealised losses on
cash flow hedges of financial instruments
measured at cost or amortised cost;

(b) in respect of a defined benefit occupational
pension scheme, a firm must derecognise any
defined benefit asset;

(©) a firm may substitute for a defined benefit liability
the firm's deficit reduction amount. The election
must be applied consistently in respect of any one
financial year.

Note

A firm should keep a record of and be ready to explain to
its supervisory contacts in the FSA the reasons for any
difference between the deficit reduction amount and any
commitment the firm has made in any public document to
provide funding in respect of a defined benefit
occupational pension scheme.

(d)  afirm must not include any unrealised gains from
investment property.

Note
Unrealised gains from investment property should be
reported as part of revaluation reserves.

(e) where applicable, a firm must deduct any asset in
respect of deferred acquisition costs and add back
in any liability in respect of deferred income (but
excluding from the deduction or addition any asset
or liability which will give rise to future cash
flows), together with any associated deferred tax.

Intangible assets comprise:...
@ ...
(b) ...
© ...

Intangible assets do not include a deferred acquisition cost
asset.
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10 Hliquid assets (Item 14)  1lliquid assets comprise:...

@ ...

Q...

Iliquid assets do not include a defined benefit asset or a
deferred acquisition cost asset.

Amend IPRU(INV) Chapter 10 (Financial Resources for Securities and Futures Firms which
are Investment Firms) as follows:

Amend IPRU(INV) 10-61R (Initial capital) as follows:

10-61(3A) R When calculating initial capital, a firm may include its audited retained
earnings only after making the following adjustments:

@) a firm must deduct any unrealised gains or, where applicable, add back
in any unrealised losses on cash flow hedges of financial instruments
measured at cost or amortised cost;

(b) in respect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset:;

(©) a firm must not include any unrealised gains from investment property
(these should be reported as part of revaluation reserves);

(d)  where applicable, a firm must deduct any asset in respect of deferred
acquisition costs and add back in any liability in respect of deferred
income (but exclude from the deduction or addition any asset or
liability which will give rise to future cash flows), together with any
associated deferred tax.

Externally-verified interim net profits or current account

10-61(4A) R When calculating initial capital, a firm may include its partners’ current
accounts figure only after making the following adjustments:

@ a firm must deduct any unrealised gains or, where applicable add back

in any unrealised losses on cash flow hedges of financial instruments
measured at cost or amortised cost;

11



10-61(5) R

(b) in respect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset;

(c)  where applicable, a firm must deduct any asset in respect of deferred
acquisition costs and add back in any liability in respect of deferred
income (but exclude from the deduction or addition any asset or
liability which will give rise to future cash flows), together with any
associated deferred tax.

Intangible assets

A firm must deduct from initial capital, when calculating original own
funds, the full balance sheet value of intangible assets including
goodwill, capitalised development costs, licences, exchange seats

held as part of its trading requirement, trademark and similar rights
etc. Intangible assets do not include a deferred acquisition cost asset.

Amend IPRU(INV) 10-65(11)R (Liquidity adjustment on illiquid assets: Other assets) as

follows:

10-65(11)

Other assets

The liquidity adjustment for assets other than those specifically stated

above where the asset is not due to be repaid within 90 days, is either

8% multiplied by the appropriate counterparty weight ,or 100% of the
balance sheet value, except that there is no liquidity adjustment for

amounts due which are secured by acceptable collateral. Other assets do not
include a defined benefit asset or a deferred acquisition cost asset.

Amend IPRU(INV) Chapter 13 (Calculation of own funds) as follows:

Amend IPRU(INV) 13.3.2AR as follows:

13.3.2AR

For the purpose of calculating a Category A firm's own funds, the following
adjustments apply to audited reserves or, (for non-corporate entities), current
accounts figures.

1) a Category A firm must deduct any unrealised gains or, where
applicable, add back in any unrealised losses on cash flow hedges of
financial instruments measured at cost or amortised cost;

2 a Category A firm must derecognise any defined benefit asset;

12



3 a Category A firm may substitute for a defined benefit liability its
deficit reduction amount. The election must be applied consistently in
respect of any one financial year;

4) a Category A firm must deduct any unrealised gains on investment
property and include these within revaluation reserves;

(5)  where applicable, a Category A firm must deduct any asset in respect
of deferred acquisition costs and add back in any liability in respect of
deferred income (but excluding from the deduction or addition any
asset or liability which will give rise to future cash flows), together
with any associated deferred tax.

Amend IPRU(INV) 13.4.1R (Financial Resources Test 1A - Adjusted net current assets) as

follows:

1341R

A Category A firm must adjust its net current assets as follows:
exclude assets which cannot be realised or recovered within twelve months;

exclude amounts receivable from connected persons to the
extent that they are not properly secured, except amounts that
are deposits referred to at item (11) in Part | of table 13.5.4(1)
or at item (11) in Part | of table 13.5.4(2);

value investments at current market value, using the bid price
for a net long position in an investment and the offer price for
a net short position in an investments;

where applicable, deduct any asset in respect of deferred acquisition costs and
add back in any liability in respect of deferred income (but exclude from the
deduction or addition any asset or liability which will give rise to future cash
flows), together with any associated deferred tax.

Amend IPRU(INV) 13.5.4R (Calculation of financial resources to meet tests 1, 1A or 2) as

follows:

1354R

A Category A firm must be able to calculate its financial resources at
any time on the basis of the balance sheet it could draw up at that time. For
this purpose:

a Category Al firm ...

a Category A2 or A3 firm,...

3}  the assets and liabilities in the balance sheet are also subject to
the following adjustments:

13



€)] a firm must deduct any unrealised gains, or where applicable,
back in any unrealised losses on cash flow hedges of financial
instruments measured at cost or amortised cost;

(b) in respect of a defined benefit occupational pension scheme, a
firm must derecognise any defined benefit asset;

(©) a firm may substitute for a defined benefit liability the firm's
deficit reduction amount. The election must be applied
consistently in respect of any one financial year-;

(d)  where applicable, a firm must deduct any asset in respect of
deferred acquisition costs and add back in any liability in
respect of deferred income (but exclude from the deduction or
addition any asset or liability which will give rise to future cash
flows), together with any associated deferred tax.

Amend IPRU(INV) 13.10.2AR as follows:

13.10.2A R For the purpose of calculating a Category B firm's own funds, the following
adjustments apply to audited retained profits or, (for non-corporate entities),
current accounts figures.

1)

()
(3)

a Category B firm must deduct any unrealised gains or, where
applicable, add back in any unrealised losses on cash flow hedges of
financial instruments measured at cost or amortised cost;

a Category B firm must derecognise any defined benefit asset;
a Category B firm may substitute for a defined benefit liability its
deficit reduction amount. The election must be applied consistently in

respect of any one financial year.

a Category B firm must deduct any unrealised gains on investment
property and include these within revaluation reserves;

where applicable, a Category B firm must deduct any asset in respect
of deferred acquisition costs and add back in any liability in respect of
deferred income (but exclude from the deduction or addition any asset
or liability which will give rise to future cash flows), together with any
associated deferred tax.

Amend IPRU(INV) 13.11.2R (Financial Resources Test 1A - Adjusted net current assets) as

follows:

13.11.2R A Category B firm must adjust its net current assets as follows:

14



exclude assets which cannot be realised or recovered within
twelve months;

exclude amounts receivable from connected persons to the
extent that they are not properly secured, except amounts that
are deposits referred to in item (11) of table 13.12.3(1) or item
(11) in table 13.12.3(2);

value investments at current market value, using the bid price
for a net long position in an investment and the offer price for a
net short position in an investment:;

where applicable, deduct any asset in respect of deferred acquisition
costs and add back in any liability in respect of deferred income (but
exclude from the deduction or addition any asset or liability which will

give rise to future cash flows), together with any associated deferred
tax.

Amend IPRU(INV) 13.12.3R(3) (Calculation of financial resources to meet tests 1, 1A or 2)

as follows

13123R (1)
)
3)

the assets and liabilities in the balance sheet are also subject to
the following adjustments:

@ a Category B firm must deduct any unrealised gains or,
where applicable, add back in any unrealised losses on
cash flow hedges of financial instruments measured at
cost or amortised cost;

(b) in respect of a defined benefit occupational pension
scheme, a Category B firm must derecognise any
defined benefit asset;

(©) a Category B firm may substitute for a defined benefit
liability the firm's deficit reduction amount. The election
must be applied consistently in respect of any one
financial year-;

(d)  where applicable, a Category B firm must deduct any asset in
respect of deferred acquisition costs and add back in any
liability in respect of deferred income (but exclude from the
deduction or addition any asset or liability which will give rise
to future cash flows), together with any associated deferred tax.
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Annex D
Amendments to the Supervision manual

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

Amend SUP 16 Annex 2G form BSD3 as follows:

LIABILITIES

CORE CAPITAL -TIER 1

A500 Reserves

A500.2 Disclosed prior years reserves (excluding item A580), disclosed current year's
positive movement on reserves and negative movements on reserves

Report the disclosed, undistributed balance on profit and loss account
attributable to previous years (ie revenue reserves), reserves arising from
exchange rate translation differences and other reserves (eg capital redemption
reserves and capital gifts). Do not report reserves arising from the revaluation
of fixed assets_ or the unrealised gains on investment property); such reserves
and unrealised gains should be shown under item A580.

SUPPLEMENTARY TIER 2
A580 Fixed asset revaluation reserves

Report reserves relating to the revaluation of fixed assets and unrealised gains on
investment property.

Amend SUP 16 Annex 4G form MFS1 as follows:

SECTION B: BALANCE SHEET: Liabilities

16



B3 CAPITAL

B3.1 Reserves should include general and any 'special’ reserves but not revaluation reserves
or any unrealised gains on investment property (which should be included at B3.3).

Amend SUP 16 Annex 4G form QFS1 as follows:

SECTION D: CAPITAL AVAILABLE: Own Funds

TIER | CAPITAL
D1.1 Reserves at start of year

Reserves exclude revaluation reserves which are to be shown at D2.1 and any
unrealised gains on investment property.

17



FSA 2006/17

INTERIM PRUDENTIAL SOURCEBOOK FOR INSURERS
(AMENDMENT NO 9) INSTRUMENT 2006
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 340 (Appointment).

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 6 June 2006.
Amendments to the Handbook

D. The Interim Prudential sourcebook for Insurers (IPRU(INS)) is amended in
accordance with the Annex to this instrument.

Citation

E. This instrument may be cited as the Interim Prudential Sourcebook for
Insurers (Amendment No 9) Instrument 2006.

By order of the Board
25 May 2006



Annex
Amendments to the Interim Prudential sourcebook for Insurers
In this Annex, underlining indicates new text and striking through indicates deleted
text. Where a new section of text is inserted, this is indicated and the new text is not
underlined

Chapter 9

FINANCIAL REPORTING

Certificates by Directors

934 (1) Except for reporting under rule 9.3A, tFhere must be annexed to the
documents referred to in rules 9.12, 9.13 and 9.14 a certificate in
accordance with the requirements of Part | of Appendix 9.6 which
must be signed by the persons required by rule 9.33 to sign the
documents to which the certificate relates.

(2) In respect of reporting under rule 9.3A, there must be annexed to the
documents referred to in that rule a certificate in accordance with the
requirements of Part A of Appendix 9.6 which must be signed by a
director of the insurer.

APPENDIX 9.6 (rules 9.34 and 9.35)

CERTIFICATES BY DIRECTORS AND REPORT OF THE AUDITORS

Part |
Certificate by directors

1. (1) Subject to 3, the certificate required by rule 9.34(1) must state —

2. Subject to 3, if the insurer carries on long-term insurance business, the
certificate required by rule 9.34(1) must also state that —



3.

(d)
(i) advice nr-preparing-the-return from every actuary appointed by the

insurer to perform the actuarial function in accordance with SUP
4.3.13R; and

(i) if applicable, advice from every actuary appointed by the insurer to
perform the with-profits actuary function in accordance with SUP
4.3.16AR.

Insert after Part | the following Part 1A.

3A.

3B.

3C.

Part 1A

Certificate by a director on the half-yearly balance sheet and report for
realistic valuation

Subject to 3C, the certificate required by rule 9.34(2) must state that the return
has been properly prepared in accordance with the requirements in IPRU(INS)
and PRU.

Subject to 3C, the certificate required by rule 9.34(2) must also state that —

(a) the amount provided for long-term insurance liabilities for the purpose of
determining the insurer’s capital resources as shown in Form 2 constitutes
proper provision at the end of the six month period referred to in rule
9.3A(1) for those liabilities (including all liabilities arising from deposit
back arrangements); and

(b) the director has, in preparing the return, taken and paid due regard to-

(i) advice from every actuary appointed by the insurer to perform the
actuarial function in accordance with SUP 4.3.13R; and

(ii) advice from every actuary appointed by the insurer to perform the
with-profits actuary function in accordance with SUP 4.3.16AR.

(1) Where, in the opinion of the director signing the certificate, the
circumstances are such that any of the statements required by 3A and 3B
cannot truthfully be made, the relevant statements must be omitted.

(2) Where, by virtue of (1), any statements have been omitted from the
certificate, this fact, and the reasons for omission, must be stated in a note
to the certificate.



FSA 2006/18

ANNUAL QUESTIONNAIRE FOR AUTHORISED PROFESSIONAL FIRMS
INSTRUMENT 2006

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); and
3 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 6 July 2006.

Amendments to the Handbook

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

E. The Supervision manual (SUP) is amended in accordance with Annex B to this
instrument.

F. The Professional Firms sourcebook (PROF) is amended in accordance with Annex C

to this instrument.
Citation

G. This instrument may be cited as the Annual Questionnaire for Authorised Professional
Firms Instrument 2006.

By order of the Board
25 May 2006



Annex A

Amendments to the Glossary of definitions

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

designated
professional body

a professional body designated by the Treasury under section 326 of
the Act (Designation of professional bodies) for the purposes of Part
XX of the Act (Provision of Financial Services by Members of the
Professions); as-at21-Junre-2001 the following professional bodies
have been designated in the Financial Services and Markets Act
2000 (Designated Professional Bodies) Order 2001 (SI 2001/1226),
the Financial Services and Markets Act 2000 (Designated
Professional Bodies) (Amendment) Order 2004 (SI 2004/3352) and
the Financial Services and Markets Act 2000 (Designated
Professional Bodies) (Amendment) Order 2006 (SI 2006/58):

(@) The Law Society of {England and& Wales},

(b) The Law Society of Scotland;

(c) The Law Society of Northern Ireland;

(d) The Institute of Chartered Accountants in England and Wales;
(e) The Institute of Chartered Accountants of Scotland,

(f) The Institute of Chartered Accountants in Ireland;

(g9) The Association of Chartered Certified Accountants;

(h) The Institute of Actuaries: ;

(i) The Council for Licensed Conveyancers; and

(1) The Royal Institution of Chartered Surveyors.




Annex B
Amendments to the Supervision manual
In this Annex underlining indicates new text and striking through indicates deleted text.

SUP 16 Annex 9R: Annual questionnaire for authorised professional firms

1. Annual questionnaire for authorised professional firms

(for FSA use only)



Annual gQuestionnaire for
Authorised pProfessional fFirms

FSA Handbook Reference: SUP 16 Annex 9R
20-September-2001

Name of firm

FSA firm reference number

Accounting Reference Date

The Financial Services Authority
fication. ) .
11w Floor
Revenue and Information Management Department
25 The North Colonnade
Canary Wharf
London E14 5HS
United Kingdom
Telephone +44 (0) 20 #676 7066 1000
Website http://www.fsa.qov.uk

Registered as a Limited Company in England and Wales No 1920623. Registered Office as above


http://www.fsa.gov.uk/

Guidance notes

This form should be completed only by authorised professional firms as defined in the FSA’s

Handbook. efrules-and-guidance-

Completing this Form

This form must be submitted to the FSA within four months of the accounting reference date
to which it relates.

The Form form must be completed in black ink and (if in manuscript) in BLOCK LETTERS.
All dates must be provided in numeric form (e.g. 29/02/2000 for 29 February 2000).

Tick the appropriate box where a yes/no answer is required.

Expressions in the form in italics have the meaning given in the Glossary to the ESA's
Handbook efrules-and-guidance (or, if no meaning is given there, are to be interpreted in accordance
with the related expressions defined in the Glossary).

Section 1 — Professional regulation
This section must be completed to show which of the designated professional bodies the firm is
regulated by.

Section 2 — Supervision and monitoring data
The questions must be completed for the period ending on the firm’s latest accounting reference date.

Section 3 — Financial resources and reporting
The questions must be completed for the period ending on the firm’s latest accounting reference date.

Section 4 — Supplementary information
This section provides space for additional information which could not be included elsewhere in the
form.

If there is still insufficient space, please use a separate sheet or sheets, marked with the firm’'s name
and FSA firm reference number. Additional information must be securely attached to the rest of the
form and you must indicate in question 4.02 the number of additional sheets attached.

See SUP SUP 16.3 for method of submission.



Information about the firm's professional regulation

1.01 Legal status
Indicate whether the firm is:

a an individual who is entitled to practice practise a profession regulated by a YES D
designated professional body and in doing so is subject to its rules; or

b a person (not being an individual) which is managed and controlled by one or YES D

more individuals each of whom is entitled to praetice practise a profession regulated by
a designated professional body and in doing so is subject to the rules of the
designated professional body.

1.02 Designated Professional Body

To which of the following designated professional bodies is the firm firm subject?

PLEASE TICK ALL

APPROPRIATE BOXES The Association of Chartered Certified Accountants
The Institute of Actuaries
The Institute of Chartered Accountants in England & Wales
The Institute of Chartered Accountants in Ireland
The Institute of Chartered Accountants of Scotland
The Law Society of {England & Wales}
The Law Society of Scotland
The Law Society of Northern Ireland

The Council for Licensed Conveyancers

The Royal Institution of Chartered Surveyors

Oo00o00Oo0o0on

9 I have supplied further information related to this page-in Section in 4.01 YES D

onnaire . tessional fi

no O

NOD

NOD



Supervision and monitoring

2.01 Business — general information

a What was the total income (excluding VAT) from
all the business activities (including regulated
activities) of the firm during the latest and previous
periods?

Please state length of period if not 12 months

& b Does the firm have any appointed representatives?

If YES, how many?
(Give figure as at the date of this questionnaire)

Latest period

£000
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Previous period
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Latest period Previous period
£0006 £000

2.02 Income from mainstream regulated activities

a What was the total income from the firm’s mainstream regulated
activities during the latest and previous periods?

(Income excludes commission rebated to clients (as

defined for PROF) or used to enhance policies)

b During the period, what please indicate the
proportion of this income was generated from; the-following-regulated-activities?

(An estimate to the nearest 10% is sufficient)

Percentage
i) Fund Investment management activities (see 3.08 9)
if) Corporate finance activities {see 204}
iii) Packaged-products-Retail investment activities

iv) Mortgage mediation activities

v) Insurance mediation activities

) vi Other
TOTAL 100 %
. . : Iated activit

Did the firm during the period: earry-en-any-regulated-activities-inrelation-te

o
1o

{viyHandling () Handle client money? YES D NO D

(i.e. money held in the course of designated investment business, mortgage mediation
activity or insurance mediation activity)

{viiyHandling (i) Handle custody assets? YES D NO D

(i.e. assets held in the course of designated investment business) e-g-

custodiakinvestments)

2.03 Execution-only transactions

How many transactions during the period in the course of mainstream None D
regulated activities were execution-only transactions?

(PLEASE TICK APPROPRIATE BOX)

>10 D
Do cupped v formaton esdo s pagein secion sves ok



ves EH—no B2

ves EH—no B2

ves EH—no B2

ves E—no B2
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onnairef . tessional f

2.045 Life policies

Were any life policies, including pension policies arranged by the firm YES D NO D
surrendered or cancelled in the period?

If YES
0] How many?
(i) Are any of them associated with a complaint against YES D NO D

the firm about peer the advice en-investments-provided?

If YES, how many?

2.056 Indemnity commission

Was the firm been-asked to repay or did it repay indemnity YES D NO D
commission during the period?

If YES

0] On how many cases?

(ii) Do these requests for repayment represent more than 5 per cent of the YES D NO D

firm's commission income received on indemnity terms during the period?

2.06 # Material changes

Since the accounting reference date, have there been, or will there be, changes YES D NO D

in the way the firm carries on its regulated activities or other business, which
may have a material effect on the type and volume of such work?

If YES, please explain the main
changes and their expected
effects.

(e.g. New branch or department

; i ivities,
new computer systems,
employment of staff with relevant
expertise, merger of businesses,
hiving off of business area

. wities)

2.07.8 Record keeping

a Has the firm maintained accounting and other records in accordance with the YES D NO D
FSA’s Handbook ef-rules-and-guidance?

If NO, please explain

b Has the firm maintained records to enable the FSA to verify the calculations YES D NO D
prepared to support the financial declarations made in this questionnaire?

If NO, please explain

Do suppl v formaton sttt s page i Ssion 4 ves ok
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2.089 Professional indemnity insurance

a Are the terms of the firm's professional indemnity insurance policy YES D

NOD

compliant with the requirements set out in the Handbook?
(The professional indemnity insurance requirements for authorised
professional firms are set out in PRU 9.2 and IPRU(INV) 13.)

If NO, please explain.

b Does the policy exclude any type of business or activity that has been YES D

NOD

carried on by the firm in the past, or that is currently carried on by the
firm or that will be carried on by the firm during the time for which
the policy is in force?

If YES, please provide further information on the excluded line of business or
activity and explain how the firm has mitigated (or will mitigate) the risk of not
having the business or activity covered in the policy.

c In relation to the firm's current policy, please provide the following information:

(i) Expiry date of-the-firm's-eurrent-professionalindemnity-policy.
(For firms who are members of the Law

Society of Scotland: please give details of

the firrt's firm's professional indemnity insurance

under the Law Society of Scotland's Master

Policy.)

b-(ii) Limit of indemnity:  per claim

in aggregate

¢ (iii) Excess per claim

e (iv) Annual premium

9 I have supplied further information related to this page-in Section in 4.01 YES D

onnaire.$ . tessional fi

11
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Financial resources and reporting Section 3

3.01 Material change in total income

a Was there any material change in the firm’s total income YES D NO D
(from all activities) during the period as compared with the previous period?

If YES, please give details

For the purposes of this question ‘material’
is regarded as 25% of total income at the
end of the accounting period, but will
depend also on the size and nature of the
firm’s business.

Details should include the actual change in
the figures to show the impact and the
reasons for the change, which might
include opening a new branch/office,
gain/loss of sources of business,
downsizing/merger.

b Has the firm made a profit after tax for the period? YES D NO D

If NO, please explain how the loss has
occurred.

3.02 Net assets and liabilities

a If the firm has produced accounts with a

balance sheet as at the end-of the-peried

ending-en-the firm's firm's latest accounting Latest Accounting Previous Accounting
reference date, please state the firm'’s total: Reference Date Reference Date

0] net assets, or

(i) net liabilities

b If the firm has net liabilities, please explain
how the firm has met its liabilities and will
continue to meet them as they fall due in
future.

Do suppl v formaton sttt s page i Ssion 4 ves ok
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3.03 Bank position

a Please state the firm’s net bank position at the firm’s latest accounting reference date

0] net credit balance (£600), or

(i) net overdrawn balance (£669)

b Overdraft facility (£660)

¢ Overdraft review date

d Details of security for the overdraft

3.04 Other leans borrowings

Please state whether the firm has any other leans borrowings.

If YES, please give details

3.05 Bank overdraft

If the above bank balance is overdrawn by
more than the overdraft limit, please
provide details of the current position and
explain how the firm has met and will
continue to meet its liabilities as they fall
due.

3.06 Contingent liabilities

Are there outstanding any legal proceedings or County Court Judgements or

Decrees (Scotland) against the firm or its principals or any other contingent
liabilities that may affect the firm’s ability to meet its liabilities as they fall due in

the future?

If YES, please give details

YES D NO D

YES D NO D

D cuppe v formation oo i pagein secton - ves ok
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3.07 Solvency

Have the partners/directors of the firm carried out appropriate procedures YES D NO D
to enable them to satisfy themselves that the firm is able to meet its liabilities as

they fall due until the end of the current accounting period (or twelve months

from the last accounting reference date, if later)?

(Supporting papers should be retained. The FSA may at any time require a firm
to produce evidence to demonstrate that it can meet this requirement.)

. ‘ ) : | )
optouis-or-FSAVCS

3-09 3.08 Fund Investment management
Did the firm provide-any-investment management services YES D NO D

act as an investment manager during the period?

If YES, please provide the following information;

a If this includes discretionary management,

what type of services has the firm provided

during the period?

(e.g. Managing investments for private

customers/intermediate customers/non-UK

customers, trustee activities, ISA manager management)

b Funds under discretionary management; Date £000
(i) At the start of the accounting period

(i) At the end of the accounting period

(iii) At latest practicable date within

Lmenth-of dateof signature ot the
Beclaration-onpage 12

e suppl v formaton e - page i ecton-ves o}

14



3-09 ¢ Funds under non-discretionary management; Date £000

At latest practicable date within

1month-of date-of sighature-ef- the

Declaration-on-page 10—

d Total funds under management :_ Date
(exclude ‘custody only’ funds)

Ith

At latest practicable date within

1month-of date-of sighature-ef- the
Declaration-onpage12-

9 | have supplied further information related to this page-in Section in 4.01 YES D NOD

onnaire . focsional f
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Information

4.01 Please use this space to provide any additional information relating to the previous sections.

If there is insufficient space, please continue on a separate sheet of paper, and clearly identify the section

and question to which the additional information relates. Please include the name of the firm and the FSA
firm reference number.

Question Information

4.02 How many additional sheets are being submitted?

onnaire . tessional fi
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Declaration )

THIS DECLARATION MUST BE COMPLETED BY ALL FIRMS

I/ we confirm that the firm firm is, and continues to be, an ‘autherised-professienakfirm authorised
professional firm. as-defined-in-the Financial-Services-Autherity's- Handbook of Rules-and - Guidance.

I/ we declare that the firm firm is able to meet its liabilities as they fall due until the end of the current
accounting period (or twelve months from the last accounting reference date, if later).

Knowingly or recklessly giving the FSA ESA information which is false or misleading in a material
particular may be a criminal offence (sections 398 and 400 of the Financial Services and Markets Act
2000). It should not be assumed that information is known to the FSA ESA merely because it is in the
public domain or has previously been disclosed to the FSA ESA or another regulatory body.

I confirm that the information in this form is accurate and complete to the best of my knowledge and
belief.
Name of firm

FSA firm reference number

Name of first signatory*
Position of first signatory
Signature of first signatory

Date

Name of second signatory*
Position of second signatory
Signature of second signatory

Date

* The declaration must be signed as follows:

0] If the firm is a sole practitioner, by that person;
(i) If the firm is a partnership (or limited liability partnership), by two partners (or designated members);
(i) If the firm is a company, by two directors. If the company has only one director, by the director and

the Company Secretary.

| auestionnaire § : tossional f
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Transitional Provisions and Schedules

SUP TP 1 Transitional provisions

SUP TP 1.1 Transitional provisions applying to the Supervision manual only

Definitions for these transitional provisions, additional to those in the Glossary, are provided

at paragraph 16 of the table.

SUPTP1.2
1) (2) Material to (3) | (4) Transitional provision (5) (6)
which the Transitional Handbook
transitional provision: provision:
provision applies dates in force | coming into
force
121 | SUP 16.7.54R R | Until 6 September 2006, an | 6 July 2006 — | 6 July 2006

authorised professional

6 September

firm will not contravene

2006

SUP 16.7.54R if it submits
to the FSA the annual
guestionnaire that was
contained in SUP 16 Annex
9 immediately prior to 6
July 2006.

18




Annex C
Amendments to the Professional Firms sourcebook

In this Annex underlining indicates new text.

PROF 2 Annex 1G

Status of exempt professional firm

On 28 March 2001 the following professional bodies were designated by the Treasury under
section 326(1) of the Act:

The Law Society of England & Wales

The Law Society of Scotland

The Law Society of Northern Ireland

The Institute of Chartered Accountants in England & Wales
The Institute of Chartered Accountants of Scotland

The Institute of Chartered Accountants in Ireland

The Association of Chartered Certified Accountants

The Institute of Actuaries.

On 14 January 2005, the Council for Licensed Conveyancers was designated by the Treasury
under section 326(1) of the Act.

On 10 February 2006, the Royal Institution of Chartered Surveyors was designated by the
Treasury under section 326(1) of the Act.

19




FSA 2006/19

COMPENSATION SOURCEBOOK (AMENDMENT NO 7) INSTRUMENT 2006

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 157(1) (Guidance);

4 section 213 (The compensation scheme);

(5) section 214 (General);

(6) section 216 (Continuity of long-term insurance policies); and
(7 section 217 (Insurers in financial difficulties).

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 6 June 2006.
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 (Amendment No 7)
Instrument 2006.

By order of the Board
25 May 2006



Annex

Amendments to the Compensation sourcebook

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

Transitional Provisions

Material to which the Transitional Transitional Handbook

transitional provision Provision provision: dates | Provisions

applies in force coming
into force

COMP5.4.4 R (4)(a)

The changes to Indefinitely 6 June

|70

and 5.4.4 R (4)(b) COMP5.44 R 2006

(4) made in the
Compensation
Sourcebook
(Amendment No
7) Instrument
2006 do not
apply in relation
to defaults
declared before 6
June 2006.

3.3.1

Securing continuity of long term insurance cover

The FSCS must make arrangements to secure continuity of insurance for an
eligible claimant under a protected contract of insurance which is a long term
insurance contract with a relevant person, if:

@)
3)

it is reasonably practicable to do so;

|  doi \d_in the opinionof 4 e time.i

cost-of paying-compensation-under-COMP-3-2-in the opinion of the
FSCS at the time it proposes to make the arrangements, it would be
beneficial to the generality of eligible claimants covered by the
proposed arrangements, and, in situations where the cost of securing
continuity of insurance might exceed the cost of paying compensation
under COMP 3.2, any additional cost is likely to be justified by the
benefits; and




5.4.4

7.2.3

In making arrangements to secure continuity of insurance the FSCS
must use its reasonable endeavours to seek the most cost-effective
arrangements available.

(a)

(b)

|I£at| E.l'e tnne_ Itl'pl |e|pese|s to-take-the lmeaslules H eE;IISIGl_eIS that-the-cost
compensation-underCOMP-3:2-if, in the opinion of the FSCS at the
time it proposes to make the measures, it would be beneficial to the
generality of eligible claimants covered by the proposed measures,
and, in situations where the cost of taking those measures might
exceed the cost of paying compensation under COMP 3.2, any
additional cost is likely to be justified by the benefits.

R For the purposes of COMP 5.4.3R and COMP 5.4.5R(1)(b), the situation of a
risk or commitment is determined as follows:

(4)

(3)

in cases not covered by (1) to (3):

(@  where the policyholder who first took out the contract of
insurance is an individual, the risk or commitment is situated
where he has his habitual residence at the date when the contract
of insurance commenced,;

(b)  where the policyholder who first took out the contract of
insurance is not an individual, the risk or commitment is situated
where the establishment to which the risk or commitment relates
is situated at the date when the contract of insurance commenced.

If the FSCS makes recoveries through rights assigned under COMP
7.2.1R, it may deduct from any recoveries paid over to the claimant
under COMP 7.2.4R part or all of its reasonable costs of recovery and
of distribution (if any).


http://www.complinet.com/rulebooks/display/display.html?rbid=74&element_id=19324

14.4.6

14.4.7

R

R

Notice to customers and the FSCS

When an incoming EEA firm's top-up cover comes to an end under COMP
14.4.1R, COMP 14.4.4R or COMP 14.4.5R, it must:

Q) inform all the clients of its UK branch no later than six weeks after the
date that its participation ends that they are no longer protected by the
compensation scheme, and of the level of compensation which is then
available to them; and

(2) within two months, notify the FSCS whether it has done so.

If an incoming EEA firm fails to comply with COMP 14.4.6R(1), the FSCS
must inform the firm's Home State regulator of that fact.


http://www.complinet.com/rulebooks/display/display.html?rbid=74&element_id=19449
http://www.complinet.com/rulebooks/display/display.html?rbid=74&element_id=19449
http://www.complinet.com/rulebooks/display/display.html?rbid=74&element_id=19449
http://www.complinet.com/rulebooks/display/display.html?rbid=74&element_id=19450

FSA 2006/20

PERIODIC FEES (UNAUTHORISED MUTUAL SOCIETIES REGISTRATION)
(2006/2007) INSTRUMENT 2006

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 157(1) (Guidance); and
4 paragraph 17(1) of Schedule 1 (Fees).

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 June 2006.
Amendments to the Handbook

D. The Unauthorised mutuals registration fees rules are amended in accordance with the
Annex to this instrument.

Citation

E. This instrument may be cited as the Periodic Fees (Unauthorised Mutual Societies
Registration) (2006/2007) Instrument 2006.

By order of the Board
25 May 2006



Annex

Amendments to the Unauthorised mutuals registration fees rules manual

In this Annex, an entire new section of text is being inserted. The place where the change

will be made is indicated and the text is not underlined.

Delete existing Ann 1R and insert new Ann 1R as follows:

ANNEX 1R

PERIODIC FEES PAYABLE FOR THE PERIOD 1 APRIL 2006 TO 31 MARCH 2007

Part 1

Periodic fee payable by Registered Societies (on 30 June 2006)
This fee is not payable by a credit union.

Transaction Total assets (£'000s) Amount payable (£)
0 to 50 45
Periodic Fee > 50 to 100 85
> 100 to 250 135
> 250 to 1,000 185
> 1,000 355
Part 2

Methods of payment of periodic fees

A periodic fee must be paid using either direct debit, credit transfer (BACS/CHAPS), cheque,
switch or by credit card (Visa/Mastercard only). Any payment by permitted credit card must
include an additional 2% of the sum paid.




FSA 2006/22

INTER-PROFESSIONAL INVESTMENTS (EXCHANGE TRADED FUNDS)
INSTRUMENT 2006

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).

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 6 August 2006.

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 Inter-Professional Investments (Exchange Traded

Funds) Instrument 2006.

By order of the Board
27 July 2006



Annex
Amendments to the Glossary of definitions

In this Annex, underlining indicates new text and striking through indicates deleted text.
Where new definitions are being inserted, the text is not underlined.

Insert the following new definition in the appropriate alphabetical position:
exchange a fund:
traded fund

@ which is an open-ended investment company; and

(b) the units of which are traded on a regulated market or designated
investment exchange.

Amend the following definition as shown:

inter- any of the following investments specified in Part 111 of the Regulated
professional Activities Order (Specified investments) or, in the case of units in an
investment exchange traded fund, defined in the Glossary:

@) share (article 76);

(b) debenture (article 77);

() government and public security (article 78);

(d) warrant (article 79);

(e) certificate representing certain securities (article 80);

()] option (article 83); for the purposes of the permission regime, this is
sub-divided into:

0] option (excluding a commodity option and an option
on a commodity future);

(i) commodity option and option on a commaodity future;

()  future (article 84); for the purposes of the permission regime, this is
sub-divided into:

0] future (excluding a commodity future and a rolling
spot forex contract);

(i) commodity future;

(iii) rolling spot forex contract;


http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G185
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/O?definition=G807
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G184
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G185
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/O?definition=G807
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G184
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G458
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G863
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G458
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G184
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1035
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1035
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G184
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1035

(h)

contract for differences (article 85); for the purposes of the
permission regime, this is sub-divided into:

0] contract for differences (excluding a spread bet and a
rolling spot forex contract);

(i) spread bet;

(iii) rolling spot forex contract;

rights to or interests in investments in (a) to (h) (article 89)-;

units in an exchange traded fund.



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G217
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G863
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G217
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1118
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1035
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1118
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1035
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1031

FSA 2006/21

HANDBOOK ADMINISTRATION (NO 3) INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the powers
and related provisions in the Financial Services and Markets Act 2000 (“the Act”)
referred to in Schedule 4 to the General Provisions (GEN) (Powers exercised) 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 6 July 2006.
Amendments to the Handbook

D. The modules of the FSA 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
General Provisions (GEN) Annex B
Fees manual (FEES) Annex C
Conduct of Business sourcebook (COB) Annex D
Insurance: Conduct of Business sourcebook (ICOB) Annex E
Client Assets sourcebook (CASS) Annex F
Supervision manual (SUP) Annex G
Perimeter Guidance manual (PERQG) Annex H

Citation

E. This instrument may be cited as the Handbook Administration (No 3) Instrument

2006.
By order of the Board

22 June 2006



Annex A

Amendments to the Glossary of definitions

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

Amend the following definitions as shown.

advising
on investments

appropriate personal
pension

individual pension
account

the regulated activity, specified in article 53 of the Regulated
Activities Order (Advising on investments), which is in summary:
advising a person if the advice is:

(a) given to the person in his capacity as an investor or potential
investor, or in his capacity as agent for an investor or a
potential investor; and

(b) advice on the merits of his doing any of the following
(whether as principal or agent):

(1) buying, selling, subscribing for or underwriting a
particular investment which is a security or relevant
investment (that is, any designated investment,
funeral plan contract, pure protection contract,
general insurance contract or right to or interests in a
funeral plan contract); or

(i)  exercising any right conferred by such an investment;

insurance-contract; to buy, sell, subscribe for or
underwrite such an investment.

a personal pension policy or a personal pension contract under
which contributions are made to a personal pension scheme which is

an appropriate scheme under section H&) 7(4) of the Seetal-Seeurity
Aet1986 Pension Schemes Act 1993 or artiele3(8) section 3(4) of

the Seetal-Security-(Northernlreland) Order1986 Pension Schemes
(Northern Ireland) Act 1993.

an account for the holding of IPA eligible investments eperated-by-a

%99—1—681—2—99—174—1—79 wh1ch satlsﬁes the condltlons descrlbed in

regulation 2(2) of the Stamp Duty and Stamp Duty Reserve Tax
(Definition of Unit Trust Scheme and Open-ended Investment
Company) Regulations 2001 (SI 2001/964).




insurance undertaking an undertaking, or (in CASS 5 and COMP) a member, whether or not
an insurer, which carries on insurance business.

IPA eligible a type of investment specified in regulation 4-(6) 2(2) (condition 5)

investments of ThePersonal Pension-Schemes(Restriction-onDiseretionto
) (Permitted | } Reguati 2004 (SE200117.

the Stamp Duty and Stamp Duty Reserve Tax (Definition of Unit
Trust Scheme and Open-ended Investment Company) Regulations
2001 (SI12001/964).

option the investment, specified in article 77 83 of the Regulated Activities
Order (Options), which is an option to acquire or dispose of:

(a) a designated investment (other than an option); or

(b) currency of the United Kingdom or of any other country or
territory; or

(©) palladium, platinum, gold or silver; or

(d) an option to acquire or dispose of an option specified in (a),

(b) or (c).
pure protection (1)  along-term insurance contract in respect of which the
contract following conditions are met:

(a) the benefits under the contract are payable only on

death or in respect of incapacity due to injury,
sickness or infirmity;

(b) the contract provides that benefits are payable on
death (other than death due to an accident) only
where the death occurs within ten years of the date on
which the life of the person in question was first
insured under the contract, or where the death occurs
before that person attains a specified age not
exceeding seventy years;

(©) the contract has no surrender value, or the
consideration consists of a single premium and the
surrender value does not exceed that premium; and



(d) the contract makes no provision for its conversion or
extension in a manner which would result in it
ceasing to comply with any of (a), (b) or (¢); and or

(e) the-contractis-notareinsurance-contract: [deleted]

2) a reinsurance contract covering all or part of a risk to which
a person is exposed under a long-term insurance contract.

terms of business a statement in a durable medium of the terms and conditions on

which a firm will eenduet-desighated-nrvestment-business carry on a
requlated activity with or for a client or retail customer.




Annex B

Amendments to the General Provisions (GEN)

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

Amend GEN 2.1 as shown. Deleted paragraphs are not shown struck through.

2.1

2.1.1

2.1.10

2.2.18

Appheationand-purpese Introduction

Application

G [deleted]

R This chapter applies to every person to whom any fuale provision in the

a = =2 O o

Handbook applies. In relation to a provision other than a rule, the rules in
this chapter apply as if they were part of that provision.

[deleted]
[deleted]
[deleted]
[deleted]
[deleted]
[deleted]
[deleted]

Purpese The Reader’s Guide

G

conjunetion-with-the Reader’s-Guide: The Reader’s Guide supplements
this chapter. It provides an introduction to the structure and contents of
the Handbook and its related materials, explaining how the different
modules fit together and how to interpret and use the Handbook.

Continuity of authorised partnerships and unincorporated associations

R

(1) If a firm, which is a partrership partnership or unincorporated
association, is dissolved, any-firm but its authorisation continues

to have effect under section 32 of the Act (Partnerships and
unincorporated associations) in relation to any partnership or
unincorporated association which succeeds to the business of the




2.2.19

G

dissolved firm, the successor partnership or unincorporated

association is to be regarded as the same firm for the purposes of
the Handbook unless the context otherwise requires.

(2)
the business-of the formerfirm: [deleted]
(3) S (13 H 29
; L undorthe | : I . o
i i - [deleted

In principle, it is possible to view a change of paFthers partners in a
partnership partnership, or a change in the membership of the
unincorporated association, as the formation of a new partrership
partnership or association. GEN 2.2.18R reflects section 32 of the Act
(Partnerships and unincorporated associations), which provides for the
continuing authorisation of partherships partnerships and unincorporated
associations following a change in parthers partners or members_if
certain conditions are satisfied. In particular, this continuity does not
apply if a limited liability partnership or individual sole trader succeeds
to the business of a dissolved partnership; authorisation of the limited
liability partnership or sole trader would need to be applied for. GEN
2.2.18 R ensures a similar effect to section 32 in relation to the status of
the partrership partnership or unincorporated associations as a “firm” or
ok. Fhis-continuity




Annex C
Amendments to the Fees manual (FEES)

In this Annex, striking through indicates deleted text.

FEES 4 Annex 5R

Notes

(1) The FSA register includes details of exempt professional firms carrying out insurance
mediation activity.

(2) In addition to the periodic fees shown above, the sum of £31,400 will be due from the
designated professional bodies, divided between the bodies in proportion to the number of
exempt professional firms each has on the FSA register on 14 January 2006. This is a
contribution towards the costs of developing this part of the FSA register.




Annex D

Amendments to the Conduct of Business sourcebook (COB)

In this Annex, underlining indicates new text.

COB Sch 2 Notification requirements

COB Sch 2.1G
Handbook Matter to be Contents of Trigger event Time allowed
reference notified notification
[deleted] [deleted] [deleted] [deleted] [deleted]
COB Fact that the Fact that the Firm first 28 days
6.12.94R(1) firm has ceased | firm has ceased | ceasing to effect

to effect new to effect new new contracts of

contracts of contracts of insurance in a

insurance in a insurance in a with-profits fund

with-profits fund | with-profits fund
COB Details of how The information | Firm first A maximum of
6.12.94R(2) the firm will described in ceasing to effect | 3 months

ensure a full and | SUP App 2.15 new contracts of

fair distribution insurance in a

of the closed with-profits fund

with-profits fund

and its inherited

estate (if any)
COB 11.6.6R




Annex E
Amendments to the Insurance: Conduct of Business sourcebook (ICOB)

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

5.3.1 R If a non-investment insurance contract is not a distance contract, an
insurance intermediary must, in good time before the conclusion of the
contract:

(1)
(2) draw the attention of the retail customer orally to ... the section

of the policy summary on significant and or unusual exclusions
or limitations.

5.3.6 R (1)
2) The following exemptions from (1) apply:
(a) Telephone sales

...an insurance intermediary may proceed on the basis
of at least the following information:

(iv)  significant and or unusual exclusions or
limitations;

(b) Certain other means of distance communication
...the insurance intermediary must provide the

following information by other means before the
conclusion of the contract:

(iv)  significant and or unusual exclusions or
limitations;



5.3.27 G When explaining the implications of a change in accordance with ICOB

5.3.24R(2) or ICOB 5.3.25R(2)(a) to a retail customer, an insurance

intermediary should explain any changes to the benefits and significant
and or unusual exclusions arising from the change.

10



Annex F

Amendments to the Client Assets sourcebook (CASS)

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

4.3.98 G
5.5.79 G
5.6.9 R

The purpose of CASS 4.3.99R to CASS 4.3.102R is to set out those
situations in which a firm will have fulfilled its contractual and fiduciary
obligations in relation to any client money held for or on behalf of its
client, or in relation to the firm’s ability to require repayment of that
money from a third party.

The purpose of CASS 5.5.80R to CASS 5.5.83R is to set out those
situations in which a firm will have fulfilled its contractual and fiduciary
obligations in relation to any client money held for or on behalf of its
client, or in relation to the firm’s ability to require repayment of that
money from a third party.

Client money received by the firm ... after a primary pooling event ...
must be placed in a client bank account that has been opened after that
event and must be handled in accordance with the client money rules, and
returned to the relevant client without delay, except to the extent that:

(1

(2) it is money relating to a client, for whom the client money
entitlement requirement, calculated in accordance with CASS
5.5.66R or CASS 5.5.68R, shows that money is due from the
client to the firm ...

11



Annex G

Amendments to the Supervision manual (SUP)

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

10.10

10.10.7

11.3.7

Customer functions

R

(1) The investment adviser function is the function of:

(a) advising on investments other than a non-investment
insurance contract; and

(b) performing functions within the customer trading
function in connection with advising on investments
other than non-investment insurance contracts.

(2) This function does not include:
(a) the investment adviser (trainee) function; and
(b) the pension transfer specialist function-; and
(©) advising on investments in the course of carrying on the
activity of providing basic advice on a stakeholder
product.

Form of notification when acquiring or increasing control

D

A notification (“notice of control”) given to the FSA by a person who is
acquiring control or increasing his control over a UK domestic firm, in a
way described in SUP 11.4.2R(1) to (4), or acquiring control in a way
described in SUP 11.4.2AR(1), must:

(1) where the controller or a proposed controller is not an
authorised person, contain the information required in:

(a)  Controlers Form A (SUP 11 Annex 4): and
(by  oncormorc of Controllers Form B (SUP 11 Annex 5)

b

the relevant controllers form;

12



11.3.8

11.3.9

11.3.11

11.3.12

D

D

G

G

() where the controller or proposed controller is any other
authorised person, contain the information required in these

seetions-of ControHers FormA(SUPH-Annex4)-which-deal

corporate;

&) e Hor i hi . Hor b
@ be individualwhedi . val
®) berindividualwhoi o hio.

deleted

If a ContreHers FormB relevant controllers form, or an Application to
perform controlled functions under the approved persons regime (Form
A in SUP 10 Annex 4D) in respect of a governing function, has already
been submitted to the FSA in relation to a relevant individual, then the
information in that form need not be submitted to the FSA as long as
details of any changes in the information previously submitted, or
confirmation that there are none, is submitted.

The FSA, for administrative reasons, expects notifications within SUP
11.3.7D to be given on CentreHers FormA-or-ControHers FormB the
relevant controllers form, as appropriate. If notifications are not made on
these forms the applicant must inform the FSA of the reasons for not
using them.

If a controller or proposed controller considers that the requirements in
SUP 11.3.7D to SUP 11.3.9D are not appropriate to his circumstances;

13



(for example,:

& if the control is temporary:-ef),

he should consult the FSA. The FSA has power, under section 182(3) of
the Act (Notification), to amend those requirements if it considers it
appropriate to do so.

Joint and shared notifications

11.5.8 G A firm and its controller or proposed controller may discharge an
obligation to notify the FSA by submitting a single joint notification
containing the information required from the firm and the controller or
proposed controller. In this case, the ControHersForm-A relevant
controllers form may be used to submit a notification on behalf of both
the firm and the controller or proposed controller.

SUP 11 Annexes 4D and 5D are deleted in their entirety. The deleted text is not shown
struck through.

Annex 4 D [deleted]

Annex 5 D [deleted]

16.7.15 R A bank must submit the reports referred to in SUP 16.7.13 R(1) either:

(1)

(2) in electronic format using the specifications for the Bank of England
Reporting System and sent either:

(a)
(b) by e-mail to mfsd—beersibofe-co-uk

mfsd_beers@bankofengland.co.uk; or

(©)

14



SUP 16 Annex 9R: Annual questionnaire for authorised professional firms

1. Annual questionnaire for authorised professional firms

Supervision and monitoring data

Latest period Previous period

£ £
2.02 Income from mainstream regulated activities
a ..
b During the period, please indicate the
proportion of this income generated from:
(An estimate to the nearest 10% is sufficient)
Percentage

i) Investment management activities (see 3.08)

ii) Corporate finance activities

iii) Retail investment activities

iv) Mortgage mediation activities

V) Insurance mediation activities

vi)Other

TOTAL 100 %

2.08 Professional indemnity insurance

a Are the terms of the firm's professional indemnity insurance policy YES D NO D

compliant with the requirements set out in the Handbook?
(The professional indemnity insurance requirements for authorised
professional firms are set out in PRU 9.2 and IPRU(INV) 2 and 13.)

If NO, please explain.

¢ Inrelation to the firm's current policy, please provide the following information:

(i) Expiry date.
(For firms who are members of the Law

15



Society of Scotland, the Council for Licensed
Conveyancers or the Royal Institution of
Chartered Surveyors: please give details of
the firm's professional indemnity insurance

under the Law-Seciety-of Seotland's designated

professional body’s Master Policy.)

Financial resources and reporting Section 3

3.08 Investment management

Did the firm act as an investment manager during the period? YES D NO D

If YES, please provide the following information;

a If this includes discretionary management,
what type of services has the firm provided
during the period?

(e.g. Managing investments for private
customers/intermediate customers/non-UK
customers, trustee trustee activities, ISA management)

b ..

d Total funds under management : Date £
(exclude ‘eustedy custody only’ funds)

At latest practicable date

Declaration ]

THIS DECLARATION MUST BE COMPLETED BY ALL FIRMS
I/ we confirm that the firm is, and continues to be, an authorised professional firm.
I/ we declare that the firm is able to meet its liabilities as they fall due until the end of the current

accounting period (or twelve months from the last accounting-reference-date accounting reference date,
if later).

16



SUP Sch 2 Notification requirements

SUP Sch 2.2G
Handbook Matter to be Contents of Trigger event Time allowed
reference notified notification
R [deleted scheme of transactions whiech-has enteringinto-or
; o bmitted . l
insurer-whichdis | [deleted] scheme-of specified
. i ions. i

EEA firm or an during the [deleted]

previously carrying out any

submitted-a material

scheme of transaction{see

[deleted] R)-with;-er-in
respeetofan
associateunless
thattransaection
is-in-accordanee
with-a-scheme-of
operations
which-has-been
submitted-to-the
ESA [deleted]
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http://fsahandbook.info/FSA/html/handbook/SUP/App/2/10#D64
http://fsahandbook.info/FSA/html/handbook/SUP/App/2/10#D64
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G526
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G526
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G530
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G530
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G569
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/html/handbook/SUP/App/2/11#D89
http://fsahandbook.info/FSA/html/handbook/SUP/App/2/11#D89
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G76
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1047
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G447
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/T?definition=G1182

Annex H

Amendments to the Perimeter Guidance manual (PERG)

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

2.77.77A G

There are four arranging activities that are regulated activities under the

Regulated Activities Order. These are:

3)

arranging (bringing about) regulated mortgage contracts, which

includes arranging for another person to vary the terms of a
regulated mortgage contract entered into before after 31 October
2004 (article 25A(1)); and

PERG 2 Annex 2G, 2 Table, ‘Table 1: Regulated Activities’:

Regulated activity

Specified investment in relation to which the
regulated activity (in the corresponding
section of column one) may be carried on

(j) advising on investments (article 53) [see
note 1B to Table 1] [also see Section of
Table 1 headed ‘Regulated mortgage
activity’]

For the purposes of the permission regime,
this regulated activity:

(1) does not apply to advice given in the
course of carrying on the requlated activity
of providing basic advice on a stakeholder
product; and

(ii) is subdivided into:

&) (A) advising on investments (except
pension transfers and pension opt-outs); and
@b (B) advising on pension transfers and
pension opt-outs [see note 4 to Table 1]

pp) (pa) providing basic advice on a
stakeholder product (article 5B)

18




Insurance mediation activity [see note SA to Table 1]

tpa) (pb) dealing in investments as agent
(article 21)

pb) (pc) arranging (bringing about) deals in
investments (article 25(1))

non-investment insurance contract pure

protection-contraet [see note 5C to Table 1]
generakinsurance-contract fseenote Sh-to
Fable-

pe) (pd) making arrangements with a view
to transactions in investments (article 25(2))

rights to or interests in investments (article
89) in so far as they relate to a life policy

pd) (pe) assisting in the administration and
performance of a contract of insurance
(article 39A)

tpe) (pf) advising on investments (article 53)

For the purpose of the permission regime,
this regulated activity is sub-divided into:
(i) advising on investments (except pension
transfers or pension opt-outs);

(ii) advising on pension transfers or pension
opt-outs [See note SED to Table 1].
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G70
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G70
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G935
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G935
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G471
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G677
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G677
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1031
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G649
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G1340
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G1340
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G24
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G863
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G974
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G25
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G25
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G26
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G26

PERG 2 Annex 2G, 3Table, ‘Notes to Table 1°

Note 1B:

... The full list of insurance mediation activities is set out in {pa) (pb) to {pe) (pf). ...

Note 5A:

Where they are carried on in relation to a life policy, the activities listed as insurance

mediation activities in (pa) (pb) to (pe) (pf) ...

Note 5C:

‘Non-investment insurance contract’ is the term used in firms’ permissions to mean pure
protection contract or general insurance contract. Pure protection contract is the term used
in the Handbook to mean a long-term insurance contract which is not a life policy. General
insurance contract is the term used in the Handbook to mean contract of insurance within
column 1 of Table 2.

Note 5D:

within-columnt-of Table 2- [deleted]

Note 5E:

For the purposes of the permission regime, the activity in {pe)(pf)(ii) of advising on pension
transfers and pension opt-outs is carried on in respect of the following specified investments:
« life policy (explained in note 5A); and

* rights to or interests in investments in so far as they relate to a life policy.

PERG 2 Annex 2G, 5 Table ‘Table 3: Securities, contractually based investments and
relevant investments [see notes 1 and 2 to Table 3]’

Security (article 3(1)) Contractually based Relevant investments (article
investment (article 3(1)) 3(1))

non-investment insurance
contract [see note 5C to
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G935
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/H?definition=G497
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G673
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G649
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G471
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G471
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/H?definition=G497
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G218
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G471
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/H?definition=G497
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/C?definition=G218
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G863
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G26
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G26
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1117
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G649
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1031
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/L?definition=G649
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http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G935
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/G?definition=G471

FSA 2006/23

CAPITAL RESOURCES FOR SMALL FIRMS INSTRUMENT 2006

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 157(1) (Guidance); and

4) section 340 (Appointment of auditors and actuaries).

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

Commencement

C.

D.

Annexes A to C to this instrument come into force on 6 October 2006.

Annex D to this instrument comes into force on 1 January 2007.

Amendments to the Handbook

E. The Integrated Prudential sourcebook (PRU) is amended in accordance with Annex
A to this instrument.

F. The Interim Prudential sourcebook for Investment Businesses (IPRU(INV)) is
amended in accordance with Annex B to this instrument.

G. The Supervision manual (SUP) is amended in accordance with Annexes C and D to
this instrument.

Citation

H. This instrument may be cited as the Capital Resources for Small Firms Instrument

2006.

By order of the Board
27 July 2006



Annex A
Amendments to the Integrated Prudential sourcebook (PRU)

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

9.3.52 R Table: Items which are eligible to contribute to the capital resources of a
firm

Item Additional explanation

3.  Reserves (Notes 1
and 2)

4. Interim net profits
(Notes 1 and-2)

6. General/ collective  These are provisions that a firm carrying on mortgage
provisions (Note 1) lending or mortgage administration holds against potential
losses that have not yet been identified but which experience
indicates are present in the firm’s portfolio of assets. Such
provisions must be freely available to meet these unidentified
losses wherever they arise. Subject to Note 1, G

general/collective provisions must be verified by external
auditors and disclosed in the firm’s annual report and
accounts.

) iaries. be
general and collective provisions must be verified by the firm's external auditor

unless the firm is exempt from the regquirement-to-appointan-auditor under

provisions of Part V11 of the Companies Act 1985 relating to the audit of accounts
(section 249A (Exemptions from audit)). H-sethe-firm-may-ineclude-unaudited
| iod intori fits in i leulati ¥ ol .




Annex B

Amendments to the Interim Prudential sourcebook for Investment Businesses
(IPRU(INV))

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

Chapter 3: Financial resources for Securities and Futures Firms which are not Investment
Firms

Calculation of relevant annual expenditure

3-73(2) R Subjectto (3), and (4) and (5) below, a firm must calculate its relevant
annual expenditure with reference to the firm’s most recent audited
annual financial statements submitted-to-the-FSA, as follows:

(a)
Absence of audited annual financial statements
3-73(3) R Ifafirm does not have audited annual financial statements, it must:
(@) where it has just commenced trading er-has-netbeen-autherised
I hto brmitted audited P "
statements to the FSA (or to the FSA’s predecessor), base its

relevant annual expenditure on budgeted or other accounts which

it submitted to the FSA {erte-the-FSA’s-predecesser) as part of its

application; or

(b)

Recent authorisation

3-73(5) R Ifafirm has not been authorised long enough to have prepared annual
financial statements after authorisation, it must base its relevant annual
expenditure on budgeted or other accounts which it submitted to the
FSA as part of its application.

Appendix 1 — Glossary of Terms for IPRU(INV) 3

annual accounting means the date as at which the audited annual financial

reference date statements are prepared as initially notified by the firm to
the FSA or as subsequently notified under rule 3-31 for all
other purposes and which may not be more than 55 weeks
since the previous annual accounting reference date or, if
applicable, the date on which the firm commenced trading;



audited annual financial
statements

auditor's report

reporting statement

means statements drawn up in accordance with Schedule 4
to the Companies Act 1985 or, where applicable,
international accounting standards as at the firm’s annual

accounting reference date togetherwith and, where
required, an auditor’s report thereon;

means a report drawn up in the format required by the
Supervision manual which a firm must submit to the FSA in
conjunction with the firm’s audited annual financial
statements;

means any one or more of the following types of report as
required by the Supervision manual:

(a) audited-audited annual financial statements;

() ...

Appendix 43 - Guidance Notes on the financial resources and accounting treatment of soft

commission agreements

1.

2. The FSA is of the view that it is not responsible for setting accounting policies in
relation to a firm's audited annual financial statements. However, the FSA considers
that it is preferable for all firms participating in "soft commission agreements" to
have consistent accounting policies. Without such consistency, certain firms would
have a competitive advantage in terms of their financial resources. Therefore, for
the purposes of completing financial reporting statement submitted to the FSA,
appropriate accounting policies should be used. The guidance and interpretations
made in this Appendix should be considered in this context.

Chapter 5: Interim Prudential Requirements for Former IMRO Firms

523(4) (@ R

(©) The liquid capital requirement for an I1SD firm whose
expenditure based requirement consists of 6/52 of its annual
audited expenditure, determined in accordance with Table
5.2.3(5)(a), is the greater of:



(1) one quarter of its annual audited expenditure calculated in
accordance with rule 5.2.4(1); and

(i)

Annual Audited Expenditure

5.2.4(1) R Annual audited expenditure is:

5.2.4(2) G  Afirm’s financial resources requirement will be recalculated
and, where required, audited annually when its annual financial
return is prepared. The firm must maintain financial resources
sufficient to meet its new financial resources requirement from
the date on which the annual financial return is prepared, and
where required, approved by the auditor. The expenditure based
requirement applicable at the accounting reference date to
which the annual financial return is prepared will be that based
on the previous year’s figures. This will usually be the same as
that used in the fourth quarter’s quarterly financial return
prepared to the same accounting reference date.

5.2.4(3) R Afirm's annual expenditure must be audited unless the firm is
exempt from the provisions of Part V11 of the Companies Act
1985 relating to the audit of accounts (section 249A
(Exemptions from audit)).

TABLE 5.2.2(1) CALCULATION OF OWN FUNDS AND LIQUID CAPITAL
PART I
METHOD OF CALCULATION

A firm must calculate its own funds and liquid capital as shown below, subject to the
detailed requirements set out in Part I1.

Financial resources Category Part Il Para
Tier 1
(1) Paid-up share capital (excluding A 2

preference shares)
(2) Share premium account




(3) Audited-r Reserves 2A
(4) Non-cumulative preference shares

1 Ratios

(Items 10, 11 and
15)

2A Audited
Reserves

7 Qualifying
arrangements
(Item 13)

PART II
DETAILED REQUIREMENTS

Note 1
A firm should keep a record ...
Note 2

Reserves must be audited unless the firm is exempt from the
provisions of Part VIl of the Companies Act 1985 relating to the
audit of accounts (section 249A (Exemptions from audit)).

@) ...

(b) A firm which is not an ISD firm may only include qualifying
undertakings in its calculation of liquid capital if:

(i) it maintains liquid capital equivalent to 6/52 of its annual
audited expenditure in a form other than qualifying
undertakings; and

(ii) ...




8 Net trading
book profits

(Item 14)

Note

Non-trading book interim profits may only be included in Tier 1 of
the calculation if they have been independently verified by the
firm’s external auditors, unless the firm is exempt from the
provisions of Part VII of the Companies Act 1985 relating to the
audit of accounts (section 249A (Exemptions from audit)).

A firm wishing to include interim profits in Tier 1 capital in a
financial return should submit to the FSA with the financial return a
verification report signed by its external auditor which states
whether the interim results are fairly stated, unless the firm is
exempt from the provisions of Part VII of the Companies Act 1985
relating to the audit of accounts (section 249A (Exemptions from

audit)).

Profits on the sale of capital items or arising from other activities
which are not directly related to the investment business of the firm
may also be included within the calculation of liquid capital, but
(unless the firm is exempt as above) only if they can be separately
verified by the firm’s auditors. In such a case, such profits can form
part of the firm’s Tier 1 capital as audited profits.

Table 5.2.3(5)(a) EXPENDITURE BASED REQUIREMENT

PART I
CALCULATION OF REQUIREMENT

A firm’s expenditure based requirement is a fraction of its annual audited expenditure
determined in accordance with Part Il of this Table.

PART II
FRACTIONS

5.7.1(5) R

If the firm notifies the FSA under rule 5.7.1(4) that it will not
apply the rules in this section, it must:

(a)

(d) make a note in its audited financial statements that it is
not subject to regulatory consolidated capital
requirements.




Appendix 1 (Interpretation)

Glossary of Terms for Chapter 5 (Former IMRO Firms)

annual audited expenditure  has the meaning given in rule 5.2.4(1) (Determination).

qualifying capital item means that part of a firm’s capital which has the
following characteristics:

@ ...

(c) its amount is determined by the management of the
firm and verified by independent auditors (unless the
firm is exempt from the provisions of Part VII of the
Companies Act 1985 relating to the audit of accounts
(section 249A (Exemptions from audit)), and is made
known to, and is monitored by, FSA.

Chapter 13: Financial Resources Requirements for Personal Investment Firms

Calculation

13.10.2 R A Category B firm's own funds must be calculated in accordance with
table 13.10(2).

Table 13.10(2)
This table forms part of rule 13.10.2

OWN FUNDS

Companies Sole Traders: Partnerships

Paid-up share capital (excluding
preference shares redeemable by
shareholders within 2 years)

Share premium account

Audited ¥ Retained profits (see
13.10.2AR) and verified interim net
profits (Note 1)

Note 1

Retained profits must be audited and interim net profits must be verified




13.10.2A R

by the firm's external auditor, unless the firm is exempt from the

provisions of Part VIl of the Companies Act 1985 relating to the audit

of accounts (section 249A (Exemptions from audit)).

For the purpose of calculating a Category B firm's own funds, the
following adjustments apply to audited retained profits or, (for non-
corporate entities), current accounts figures:

1)




Annex C

Amendments to the Supervision manual (SUP)

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

3.1.1A G For the avoidance of doubt, this chapter does not apply to the following
firms if they do not hold client money or client assets and do not appoint an
auditor under or as a result of a statutory provision other than in the Act:

3.1.2

(1)  authorised professional firms;

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

3) exempt insurance intermediaries;

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

(5) investment management firms;

(6)  mortgage administrators;

(7)  mortgage intermediaries;

(8)  mortgage lenders;

9 personal investment firms, including small personal investment
firms;

(10)  securities and futures firms; and

(11) service companies.

R Applicable sections (see SUP 3.1.1R)

(1) Category of firm

(2) Sections

(3) Sections

UCHSs-management-company—or
securities and futures firm (Note 3)
which, in each case, has an auditor

applicable to | applicable to
the firm its auditor
(1) | Authorised professional firm whichis | SUP 3.1 - SUP 3.1, SUP
required by IPRU(INV) 2.1.2R to SUP 3.7 3.2,SUP 3.8 -
comply with chapters 3, 5, 10 or 13 of SUP 3.10
IPRU(INV) and which has an auditor
appointed under or as a result of a
statutory provision other than in the
Act (Note 1)
(7) Investment management firm, SUP3.1- SUP 3.1, SUP
personal investment firm (other thana | SUP 3.7 3.2,SUP 3.8 -
small personal investment firm), SUP 3.10

10



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/A?definition=G10
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G597
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G873
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1099
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/U?definition=G1202
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1058

appointed under or as a result of a
statutory provision other than in the
Act
(7A) | Investment management firm, SUP 3.1 - SUP 3.1, SUP
personal investment firm (other thana | SUP 3.7 3.2, SUP 3.8
small personal investment firm), or SUP 3.10
securities and futures firm not within
(7) to which either or both of CASS 2
(Client assets) and CASS 4 (Client
money and mandates: designated
investment business) applies
(7B) | UCITS management company SUP 3.1 - SUP 3.1, SUP
SUP 3.7 3.2, SUP 3.8 -
SUP 3.10
9) Mortgage lender which has an auditor | SUP 3.1 - SUP 3.1, SUP
appointed under or as a result of a SUP 3.7 3.2, SUP 3.8
statutory provision other than in the
Act

3.24

&)
)
4
)
€6}
4
)



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G597
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G873
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1099
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1058
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/U?definition=G1202

3.25 G
16.7.21 R
16.7.25 R

II l’ f f | I -F - - - - ) |. - ) |'
those which gualify as exempt insurance intermediaries. [deleted]

Insurance intermediaries and their auditors

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

Financial reports required from service companies (see SUP 16.7.20R)

Report Frequency Due Date
Annual audited financial Annually 6 months after the
statements (Note 1) firm's accounting
reference date

Note 1 = A firm need only submit this report to the FSA if the report was
audited as a result of a statutory provision other than the Act.

Financial reports required from a securities and futures firm which is category
A or B firm or a broad scope firm (see SUP 16.7.24R)

Report Frequency Due Date
Audited annual financial Annually 3 months after the
statements (Note 5A) firm's accounting

reference date

Audited accounts of any Annually 3 months after the
subsidiary unless the rules in firm's accounting
this chapter require that reference date

subsidiary to submit
accounts to the FSA (Note

5A)

Note 5A = A firm need only submit this report to the FSA if the report was
audited as a result of a statutory provision other than the Act.

12



http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G1351
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/I?definition=G1351
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/E?definition=G1371
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/html/handbook/SUP/3/7#D85
http://fsahandbook.info/FSA/html/handbook/SUP/15#D1
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G447
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#D228
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#D247
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1036
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G447

16.7.27 R
16.7.29 R
16.7.77 R

Financial reports from a securities and futures firm which is category C or D
firm or an arranger or venture capital firm (see SUP 16.7.26R)

Report Frequency Due Date
Audited annual financial Annually 3 months after the
statements (Note 5A) firm's accounting
reference date
Audited accounts of any Annually 3 months after the

subsidiary unless the rules in
this chapter require that
subsidiary to submit
accounts to the FSA (Note

5A)

firm's accounting
reference date

Note 5A = A firm need only submit this report to the FSA if the report was

audited as a result of a statutory provision other than the Act.

Financial reports from a securities and futures firm which is an adviser, local

or a traded options market maker (see SUP 16.7.28R)

Report Frequency Due Date
Audited annual financial Annually 3 months after the
statements (partnerships and firm's accounting
bodies corporate only) (Note reference date
1)
Audited accounts of any Annually 3 months after the
subsidiary unless the rules in firm's accounting
this chapter require that reference date
subsidiary to submit
accounts to the FSA (Note 1)

Note 1 = A firm need only submit this report to the FSA if the report was

audited as a result of a statutory provision other than the Act.

Reports from a firm not subject to other reporting requirements in SUP

16.7.1G - SUP 16.7.75R

Report

Return
(Note 1)

Frequency

Due Date

If the firm is a mortgage

13



http://fsahandbook.info/FSA/html/handbook/SUP/16/7#D247
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1036
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G447
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#D247
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/P?definition=G843
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/B?definition=G111
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G1036
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/S?definition=G1143
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G447
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#DES714
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#DES714
http://fsahandbook.info/FSA/html/handbook/SUP/16/7#DES761
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/F?definition=G430
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G1356

lender or mortgage
administrator, annual
report and audited

accounts (Note 10).

Audited consolidated
statutory accounts (Notes
9 and 10)

Note 10 = A firm need only submit this report to the FSA if the report was
audited as a result of a statutory provision other than the Act.

SUP 16 Annex SUP 16 Ann 5R: Investment management firms' reporting forms and
requirements applying to their completion

Annual Financial Return
Financial Resources

TIER 1

Paid up share capital (excluding preference shares) (Item 1) (36)
Share premium account (Item 2) (37)
Audited ~Reserves (Item 3) (38)
Awudited Expenditure

Annual Audited Expenditure
(pro-rated where relevant to annual amount) (IPRU(INV) 5.2.4(1)(b)R)
(audited unless the firm is exempt from the requirement to audit accounts) (IPRU(INV)

5.2.4(3)R)

Expenditure Based Requirement
(6/52* or 13/52* of Annual Audited Expenditure)

Note: The Expenditure Based Requirement calculated above becomes effective from the
date on which this Annual Financial Return is approved by the auditor. At all times
throughout the period from this date until the next Annual Financial Return is approved,
the Firm’s Financial Resources must satisfy its Financial Resources Requirement
incorporating the above Requirement. If the Firm is not required to have an auditor, then
the Expenditure Based Requirement becomes effective when approved by the management
of the Firm.

14


http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G1356
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G1301
http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/M?definition=G1301

Declaration

It is accompanied by the Annual Accounts and, if required by the rules, the report of the

auditor to the FSA as reguired-by-therules.

Quarterly Financial Return

Financial Resources

TIER 1

Paid up share capital (excluding preference shares) (Item 1) (36)
Share premium account (Item 2) (37)
Audited r-Reserves (Item 3) (38)

Monthly Financial Return
Financial Resources

TIER 1

Paid up share capital (excluding preference shares) (Item 1) (36)
Share premium account (Item 2) (37)
Audited ~Reserves (Item 3) (38)

Consolidated Financial Resources Return for Investment Management Firms

Part 1: Group Financial Resources:

Audited¢ Consolidated reserves

SUP 16 Annex 10R: Securities and Futures Firms’ Reporting Forms and Requirements
Applying to their Completion

15



Section 6: Securities and Futures Firms: Form and content of report

3 Table Awudited Annual Financial Statements

1.1.2 Afirm’s audited annual financial statements must be drawn up in accordance with
Schedule 4 of the Companies Act 1985 as at the firm’s accounting reference date.

SUP 16 Annex 11G: Guidance notes on completion of securities and futures firms'
reporting forms

Section 3

Guidance Notes: standard reporting statement for Securities and Futures Firms which are
not ISD firms

SUP 16 Ann 10R Accounting policies

The accounting policies which are required to be used for the reporting statements are not
necessarily the same as the accounting policies used in the audited annual financial
statements (i.e. statutory accounts). A firm must give particulars of any departure from the
requirements in SUP 16 Ann 10R. A firm must use the correct accounting policy for each
case.

SUP 16 Annex 18 AR: Retail Mediation Activities Return (RMAR")

Section D2: Financial Resources - Non-1SD Personal Investment Firms
Own Funds (Test 1)

1. ..
3.-Audited rRetained profits RR0255
4. Merified-nterim Interim profits RR0256

SUP 16 Annex 18 BG: Notes for Completion of the Retail Mediation Activities Return
(RMAR)

Section D2: non-ISD personal investment firms

16



Expenditure Based Requirement (test 2)

This is a capital requirement for personal investment firms that are not low resource firms,
based on a firm’s overall audited expenditure. The Expenditure Based Requirement is
calculated as a fraction of the firm’s annual fixed costs which, for this purpose, are based
upon the firm’s annual audited expenditure and, in general terms, exclude cost items that
would not be incurred were there no income. Thus staff bonuses and partners’ profit shares
(unless guaranteed) and any shared commissions are not treated as fixed costs for the
purposes of the calculation.

SUP 16 Annex 19 BG: Notes for Completion of the Mortgage Lending & Administration
Return (*MLAR”)

C1-2 CAPITAL RESOURCES

(3) Audited ~Reserves

Audited +-Reserves are audited accumulated profits retained by the firm (after deduction of
tax, dividends and proprietors’ or partners’ drawings) and other reserves created by
appropriations of share premiums and similar realised appropriations. Reserves also
include gifts of capital, for example, from a parent company. For partnerships, audited
reserves include partners’ current accounts according to the most recent financial
statement. Reserves must be audited unless the firm is eligible to include unaudited reserves
in its capital resources calculation under PRU 9.3.52R.

The audited reserves figure is subject to the following adjustments, where appropriate:

@ ...

(4) Interim net profits and partners’ interim current accounts

A firm is not required to take into account interim net profits. However, if it does, the
profits have to be verified by the firm’s external auditors, net of tax, anticipated dividends
or proprietors’ drawings and other appropriations_unless the firm is eligible to include
unverified interim net profits in its capital resources calculation under PRU 9.3.52R.

(6) General /collective provisions

Firms should report general/collective provisions that are held against potential losses that
have not yet been identified, but which experience indicates are present in the firm’s
portfolio of assets. Such provisions must be freely available to meet these unidentified
losses wherever they arise. General/collective provisions must be verified by external
auditors and disclosed in the firm’s annual report and accounts_unless the firm is eligible to
include unaudited general and collective provisions in its capital resources calculation
under PRU 9.3.52R.

Treatment of eligible capital items (listed above) in section C1:

17



C1.1 Reserves: include items

* audited reserves

* revaluation reserves

C1.2 Interim profits: include items

* externalhy-verified interim net profits

* externalhy-verified partners’ interim current accounts

C5 Capital requirements

C5.2 Total income

Firms should report the amount of total income in their most recent audited (or other)
financial statements, and an estimate of income for the current reporting year.

18



Annex D

Amendment to the Supervision manual (SUP)

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

16.729 R Reports from a securities and futures firm which is an adviser, local or
traded options market maker (see SUP 16.7.28R)
Report Return Frequency Due date
Adequate information relating RMAR Half yearly | For half yearly report: 30
to the following activities: (excluding business days after period
sections A, end
(1) insurance mediation B, C, D and
activity; E) (Note
2)
(2) mortgage mediation
activity;
(3) retail investment activity.
Adequate information relating MLAR Quarterly 20 business days after
to mortgage lending and (excluding quarter end
mortgage administration. Al, A2 and
B1) (Note %
2)

Note 2 2 = When giving the report required, a firm must use the return indicated. The
RMAR and MLAR are located at SUP 16 Ann 18AR and Ann 19AR respectively and have

the status of rules.
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FSA 2006/24

NEW COLLECTIVE INVESTMENT SCHEMES SOURCEBOOK
(ACCOUNTING REFERENCE PERIODS AND OTHER AMENDMENTYS)

INSTRUMENT 2006

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the powers
and related provisions in or under:

(1) the following sections of the Financial Services and Markets Act 2000 (“the
Act”):

(a)
(b)
(c)
(d)
(e)
(f
(9)
(h)

section 138 (General rule-making power);

section 140 (Restriction on managers of authorised unit trust schemes);
section 156 (General supplementary powers);

section 157(1) (Guidance);

section 238(5) (Restrictions on promotion);

section 242 (Applications for authorisation of unit trust schemes);
section 247 (Trust scheme rules); and

section 248 (Scheme particulars rules); and

(2) regulation 6 (FSA rules) of the Open-Ended Investment Companies
Regulations 2001 (S1 2001/1228).

B. The rule-making powers and related provisions 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 6 August 2006.

Amendments to the Handbook

D. The Glossary of definitions is amended in accordance with Annex A to this
instrument.
E. The New Collective Investment Schemes sourcebook (COLL) is amended in

accordance with Annex B to this instrument.

Citation

F. This instrument may be cited as the New Collective Investment Schemes
Sourcebook (Accounting Reference Periods and Other Amendments) Instrument

2006.

By order of the Board

27 July 2006



Annex A

Amendments to the Glossary of definitions

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

Amend the following definitions as shown:

accounting
reference date

annual
accounting
period

UCITS
Directive

(2) (in COLL and CIS): the date stipulated in the prospectus on which the
annual accounting period of an authorised fund ends.

(2) (in COLL): the 32-menth-period determined in accordance with COLL
6.8.2R(3) to (7) (Accounting periods ) stipulated-in-the-prospectus which
ends on the accounting reference date.

the Council Directive of 20 December 1985 on the coordination of laws,
regulations and administrative provisions relating to undertakings for
collective investment in transferable securities (UCITS) (No 85/611/EEC),

as amended by Directives 88/220/EEC, 95/26/EC, 2000/64/EC,
200LH0AHEC2001108/EC ;.



Annex B

Amendments to the New Collective Investment Schemes sourcebook

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

45.3

5.6.8

6.7.12

6.7.13

R

G

Preparation of long and short reports

@) Thefi I : iod of acel beain:
@ b fiest dlas of iod of initialoffor:

® I ’ he.d 1l I horisati
order: [deleted]

Spread: government and public securities

(2)  The requirements in COLL 5.2.12R (Spread: government and public
securities) apply to investment in government and public securities by
a non-UCITS retail scheme, except for COLL 5.2.12R(4) which will
apply to such a scheme only to the extent that it concerns the most
recently published prospectus of the scheme.

Prohibition on promotional payments
(1) No payment may be made from scheme property to any person ...

(2) Paragraph (1) shall not apply to the costs of preparing and printing the
simplified prospectus or key features of the authorised fund, provided
the prospectus states in accordance with COLL 4.2.5R(13) and (14)
(Table: contents of the prospectus) that these costs are properly payable
to the authorised fund manager from scheme property.

Prohibition on promotional payments: guidance

Examples of payments which are not permitted by COLL 6.7.12R include:



6.8.2

(2)

payments or costs in relation to the preparation or dissemination of

financial promotions (other than the-preparation-of-key-features-or-the
simplified-prospeetus costs allowed under COLL 6.7.12R(2)); and

Accounting periods

)

A half-yearly accounting period begins with the first day of an annual
accounting period and ends on;

(@) the day which is six months tater before the last day of that
annual accounting period; or

(b) ends-en-some other reasonable date as set out in the prospectus
of the scheme.

The first annual accounting period of a scheme must beqin:

(@) onthe first day of any period of initial offer; or

(b) inany other case, on the date of the relevant authorisation
order;

and in either case must end on the next accounting reference date,
except where (4) applies.

When the accounting reference date of a scheme falls less than six
months after the beginning of the first annual accounting period, that
period may be extended until the subsequent accounting reference
date.

Each annual accounting period of a scheme subsequent to the first
period is to run for a period of 12 months, beginning on the next day
after the accounting reference date, except where (6) applies.

Following a revision to the prospectus of the scheme that includes a
change to the accounting reference date, the annual accounting
period may be shortened, or extended by up to six months, so as to
end on the new accounting reference date.

The authorised fund manager must consult the depositary and the




6.82A G
8.3.5 R
8.5.15 R

scheme’s auditor before shortening or extending an accounting period
in accordance with (4) or (6).

When the annual accounting period of a scheme is extended under COLL
6.8.2R(4) or (6), resulting in a longer than usual period before the
publication of reports to unitholders, the authorised fund manager should
make summary information about the investment activities of the scheme
available to unitholders during that period, in accordance with Principles 6
(Customers’ interests) and 7 (Communications with clients).

Report and accounts

) ho fi : : " .
@ e first dla of iod of initial offer:

® ) I ’ he.d ” I horisati
order—[deleted]

Income

(1A) COLL 6.8.2R (2) to (7) (Accounting periods) also apply to the half-

yearly accounting period and annual accounting period of a
gualified investor scheme.

COLL Sourcebook — Transitional Provisions

1) (2) 3 |4 ®) (6)
Material to
which the Transitional Handbook
transitional Transitional provision provision: dates in provision:
provision force coming into
applies force
1A | Each and R | The rules in COLL do not From 12 February | 12 February
every rule in apply to any relevant party 2007 2007
COLL in relation to an authorised
fund where the winding up




of the fund has commenced
before 12 February 2007,
provided that each relevant
party shall continue to
comply with the provisions
of CIS as if they still
applied to them.




FSA 2006/25

KEYFACTS LOGO INSTRUMENT 2006

Powers exercised

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

(1) section 138 (General rule-making powers);
(2) section 156 (General supplementary powers); and
(3) section 157(1) (Guidance); and

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 6 November 2006.
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).

General amendment to Handbook forms Annex A
General Provisions (GEN) Annex B
Conduct of Business sourcebook (COB) Annex C
Insurance: Conduct of Business sourcebook (ICOB) Annex D
Mortgages: Conduct of Business sourcebook (MCOB) Annex E

Citation

E. This instrument may be cited as the Keyfacts Logo Instrument 2006.

By order of the Board
28 September 2006



Annex A
General amendment to Handbook forms

All instances in the Handbook of the keyfacts logo in column (1) of the table below are
replaced with the keyfacts logo and regulatory mark in column (2) of the table.

(1) ()

e




Annex B

Amendments to the General Provisions sourcebook

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

GEN5  The FSA logo and the keyfacts logo

Purpose

5.1.2 G The FSAlogo is a registered UK service mark, with number 2150560. The
keyfacts logo is a registered Community trade mark, with the number
386688. ;-and-is Both are the property of the FSA. His They are also subject
to copyright and may be used or reproduced with permission of the FSA
only. If the FSA or keyfacts logos are -is reproduced or otherwise used by
any person without such permission the FSA may seek to enforce its rights
over its property through the Courts.

513 G GENDS5 Annex 1 is a general licence, which sets out the circumstances in
which the FSA permits firms and their appointed representatives to
reproduce the FSA and keyfacts logos. A firm or an appointed
representative need not apply for an individual licence if it uses or
reproduces the FSA-logos in accordance with the general licence.

51.4 G  The FSA has no policy to allow use of the ESA- logos by a firm or appointed
representative other than as set out in GEN 5 Annex 1. If, however, a firm or
appointed representative wishes to use or reproduce either of the ESA-logos
other than in accordance with the general licence, it may apply to the FSA
for an individual licence, giving full reasons why it considers the FSA
should grant the licence.

The keyfacts logo

515 R A firm must not use the keyfacts logo other than as and when it is required
or permitted to be used by the rules, and in accordance with the general
licence in GEN 5 Annex 1G.

Annex1 G  Licence for use of the FSA and keyfacts logos by authorised firms and



appointed representatives

Application

11

The FSA grants this licence to firms and appointed representatives.

The FSA and keyfacts logos

2.1

2.2

2.3

2.4

2.5

The FSA logo is made up of two elements which together make up

the reqgistered UK service mark, with number 2150560:

with-number 2150560 The keyfacts logo is made up of two elements

which together make up the registered Community trade mark, with

number 3866688:

(1) the symbol (the rectangular speech bubble); and

(2)  the word 'keyfacts'.

There are two versions of the FSA logo, version A and a smaller
version B in which the scroll has been simplified._There are two

versions of the keyfacts logo, a low resolution version and a high
resolution version.

Copyright subsists in the FSA and keyfacts logos.

Copies of the FSA and keyfacts logos that are capable of being
reproduced for printing can be found on the FSA's website at
~of the fsa logo/index.htmi

http://www.?sa.qov.uk/Paqes/Librarv/Other publications/Logos and

Photos/index.shtml.

Permission to use the FSA logo

Permission to use the keyfacts logo

3A.1 A firm and its appointed representatives are permitted to use the

keyfacts logo as and when it is required or permitted to be used by

the rules.



3A.2 The following are examples of places where the rules require or
permit the keyfacts logo to be used:

(6] In COB:

(@) inaninitial disclosure document or combined initial
disclosure document (COB 4.3.9R); and

(b) inafees and commission statement (COB 4.3.11R).

(2) InICOB:

(@) inaninitial disclosure document or combined initial
disclosure document (ICOB 4.2.4G to ICOB 4.2.7R);

(b) inapolicy summary (ICOB 5.5.5R); and

(c) inakey features as an alternative to a policy summary
(ICOB 5.5.4R).

(3)  InMCOB:

(@) inaninitial disclosure document or combined initial
disclosure document (MCOB 4.4.1R, MCOB 4.4.7R,
MCOB 8.3.1R and MCOB 8.4.1R); and

(b) inanillustration (MCOB 5.6.2R and MCOB 9.4.2R).

Conditions on appearance of the FSA logo

Conditions on appearance of the keyfacts logo

4A.1 The permission in paragraph 3A.1 is subject to the following
conditions:

(1)  the regulatory mark (®) is attached to the keyfacts logo;

(2)  the keyfacts logo and regulatory mark appear:

(@) inblack type;



(6)

(b)  reversed out white on a coloured background; or

() incolour provided that this does not diminish their
prominence;

the two elements of the keyfacts logo appear together in the
same way, and in the same proportion, as in the Community
trade mark;

the keyfacts logo is not redrawn in any way, or matched by a
typesetter;

the low resolution version of the keyfacts logo is used only in
documents intended to be read on a computer, television or
other screen; and

if the keyfacts logo is reproduced electronically, no hyperlink
is incorporated.

Further conditions on the use of the FSA and keyfacts logos

5.1  The permissions in paragraphs 3.1 and 3A.1 are is also subject to the
conditions that any material, whether produced on paper or
electronically, on which the FSA or keyfacts logos are-ts displayed
does not:

1)

)

©)

(4)

in any way imply that the FSA is endorsing the firm or its
appointed representatives or products, services or
communications (see also GEN 1.2.2R(1)); or

misrepresent the firm's or its appointed representative's
relationship with the FSA or present false information about
the FSA; or

contain content that could be construed as distasteful,
offensive or controversial; or

infringe any intellectual property or other rights of any
person or otherwise not comply with any relevant law or
regulation.

Commencement and duration

7.1  This licence comes into effect on 1 May 2003 except that in relation
to the keyfacts logo it comes into effect on 6 November 2006.




GEN TP 1 Transitional provisions

7.2 The FSA may alter or revoke this licence at any time, by giving at
least two months' notice on the FSA's website.

Interpretation

8.1  This licence is to be interpreted in accordance with chapter 2 of the
General provisions (Interpreting the Handbook) of the FSA's
Handbook of Rules and Guidance. In particular, expressions in
italics are defined in the Handbook Glossary.

Governing law and jurisdiction

9.1  This licence is governed by and interpreted in line with English law.
The courts of any jurisdiction in the United Kingdom have the

exclusive jurisdiction to settle any dispute in connection with this
licence.

(3) Transitional Provisions applying to GEN only

(1) (@) ) (4) () (6)
Material to which Transitional provision | Transitional Handbook
the transitional provision: provision:
provision applies dates in force | coming into
force
9 GEN5ANN1G |G A firm may continue to From 6 6 November
use a keyfacts logo November 2006
which is not 2006 to 6
accompanied by a November
requlatory mark (®). 2007




Annex C
Amendments to the Conduct of Business sourcebook

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

4.3.10 G

the—emﬂal—erkseleseweeleeemen{- Further requwements reqardlnq the use of

the logo and the location of specimens are set out in GEN 5.1 and GEN 5
Annex 1G. ...

COB 4 Annex 4R: Initial disclosure document required by COB 4.3.9R(1) ("IDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN

5. 1 and GEN 5 Annex 1G A—speermen—ef—thekeﬂaetﬂeg&e&wbeebtamed—#em—the—FSA

COB 4 Annex 5R: Combined initial disclosure document required by COB 4.3.9R(2)
("CIDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN

5. 1 and GEN 5 Annex 1G A—speerneen—ef—thekeyfaetﬂegewebeebtamed#em—the—FSA

COB TP 4 Miscellaneous transitional provisions applying to all firms

TP 4.4
1) ) ©) (4) () (6)
Material to which Transitional provision | Transitional Handbook
the transitional provision: provision:
provision applies dates in force | coming into
force

18 COB 4 Annex 4R, | R Key facts logo From 6 6 November
COB 4 Annex 5R . . November 2006
and COB 4 A firm may continue to 200610 6 =

use a keyfacts logo




Annex 6R which is not November
accompanied by a 2007
requlatory mark (®).




Annex D

Amendments to the Insurance: Conduct of Business sourcebook

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

2.2.2

3.8.1

5.5.11

5.5.12

G

'‘Key facts' logo

; he ke § | loss it irod ]
rule:[deleted]

Clear, fair and not misleading: comparisons-and-restrictions-en-the-use-of the
key facts logo

3) : . ial : i the ke §
logo-unless-itisrequired-by-a-rule:[deleted]

... The logo may be a different size from that in ICOB 4 Annex 1-but-its
. be di |

The FSA has developed a common key-faets-keyfacts logo to be used on
significant pieces of information directed to customers. Further requirements
regarding the use of the logo and the location of specimens are set out in

GEN 5.1 and GEN 5 Annex 1G. When—#ep#e%emg—thyege,—mseweias-and

ICOB 4 Annex 1G: Initial disclosure document ("1DD")

Note 2 —

. ICOB 4.2.6R sets out requirements on the use of the key-faets-keyfacts logo.
Further requwements are set out in GEN 5.1 and GEN 5 Annex 1G. A-specimen-of-the-key

factskeyfacts logo can be obtained from the FSA website

10



ICOB 4 Annex 2R: Combined initial disclosure document ("CIDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN
5.1 and GEN 5 Annex 1G. A-specimen-of-the-keyfacts-logo-can-be-obtained-from-the FSA

ICOB TP 1 Transitional provisions

TP 1.1
1) (2) Material to 3) (4) Transitional (5) (6)
which the provision Transitional Handbook
transitional provision: provision:
provision applies dates in force | coming into
force

11 ICOB 4 Annex G Key facts logo From 6 6 November
}AG andzlg OB 4 A firm may continue to —ZN(;)(;/:Tbgr 2006
ANNEX 2R use a keyfacts logo Wm?be ;

which is not 2007

accompanied by a
requlatory mark (®).

11



Annex E
Amendments to the Mortgages: Conduct of Business sourcebook

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

2.2.4 R , rm-m
Fu+e|deleted|
5.6.2 R Anillustration provided to a customer must:

(1)
(2) follow the layout of the template in MCOB 5 Annex 1 with:

@) prominent use of the key-facts~keyfacts logo followed by the
text 'about this mortgage'(H-a-firmresizes-the-loge-it-must
ensure-that-the-propertions-rematn-consistent-with-the

iainal design i S )

5.6.4 G (1

the—leg& Further requwements reqardlnq the use of the kevfacts quo
and the location of specimens are set out in GEN 5.1 and GEN 5
Annex 1G.

9.4.2 R Anillustration provided to a customer must:
1)
2 follow the format of the template in MCOB 9 Annex 1 with:

@) prominent use of the keyfaets' keyfacts logo followed by the

text ‘about this lifetime mortgage'-(H-a-firm-resizes-the-loge-it
must ensure that the proportions remain consistent with the
iinal desin. ¥ o )

12



9.4.3 G ()

the—lege Further requwements reqardlnq the use of the kevfacts quo
and the location of specimens are set out in GEN 5.1 and GEN 5
Annex 1G.

MCOB 4 Annex 1R: Initial disclosure document ("IDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN
5.1 and GEN 5 Annex 1G.

MCOB 4 Annex 2R: Combined initial disclosure document ("CIDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN

5. 1 and GEN 5 Annex 1G A—speermen—ef—thekeﬂaetﬂeg&e%ebeebtamed—#em—the—FSA

MCOB 8 Annex 1R: Initial disclosure document ("IDD")

Note 2 — ... Further requirements regarding the use of the keyfacts logo are set out in GEN
5.1 and GEN 5 Annex 1G.

MCOB TP 1 Transitional provisions
MCOB TP 1.1 Transitional provisions

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

10 MCOB 4 Annex | R Key facts logo From 6 6 November
1R, MCOB 4 . . November 2006
Annex 2R, A firm may continue to 5006 10 6

13



MCOB 5 Annex
1R, MCOB 8
Annex 1R and
MCOB 9 Annex
1R

use a keyfacts logo

November

which is not
accompanied by a
requlatory mark (®).

2007

14




FSA 2006/26

FEES PROVISIONS (REMISSION OF FEES LIMITATION) INSTRUMENT 2006

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 157(1) (Guidance);
(4)  section 234 (Industry funding); and
5) paragraph 17(1) of Schedule 1 (Fees).
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 6 October 2006.

Amendments to the Handbook

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

Citation

E. This instrument may be cited as the Fees Provisions (Remission of Fees Limitation)
Instrument 2006.

By order of the Board
28 September 2006



Annex

Amendments to the Fees manual

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

231

2.3.2

2.3.2A

2.3.3

(@)

|70

Remission of Fees

If it appears to the FSA, or FOS Ltd (in relation to any FOS case fee only), that
in the exceptional circumstances of a particular case, the payment of any fee or
FOS levy would be inequitable, the FSA or FOS Ltd, as relevant, may (unless
FEES 2.3.2BR applies) reduce or remit all or part of the fee or levy in question
which would otherwise be payable.

If it appears to the FSA, or FOS Ltd (in relation to any FOS case fee only), that
in the exceptional circumstances of a particular case to which FEES 2.3.1R
does not apply, the retention by the FSA, or FOS Ltd, as relevant, of a fee or
FOS levy which has been paid would be inequitable, the FSA, or FOS Ltd, may
(unless FEES 2.3.2BR applies) refund all or part of that fee or levy.

A poor estimate or forecast by a fee payer, when providing information
relevant to an applicable tariff base, is unlikely, of itself, to amount to an
exceptional circumstance for the purposes of FEES 2.3.1R or 2.3.2R. By
contrast, a mistake of fact or law by a fee payer may give rise to such a claim.

The FSA may not consider a claim under FEES 2.3.1R and/or 2.3.2R to reduce,
remit or refund any overpaid amounts paid by a fee payer in respect of a
particular period, due to a mistake of fact or law by the fee payer, if the claim is
made by the fee payer more than 2 years after the beginning of the period to
which the overpayment relates.

FEES 2.3.1R, and-FEES 2.3.2R and FEES 2.3.2BR do not apply to the
payment of shares of the FSCS levy.




FSA 2006/27

FINANCIAL REINSURANCE INSTRUMENT 2006
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);
(4) section 157(1) (Guidance); and
(5) section 340 (Appointment).

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 6 October 2006 and:

(1) Annex B applies to insurers in relation to their respective financial years
ending on and after 31 December 2006; and

(2) Annex C applies to the Society of Lloyd's and managing agents in relation
to financial years ending on and after 31 December 2006.

Amendments to the Handbook

D. The Integrated Prudential sourcebook (PRU) is amended in accordance with
Annex A to this instrument.

E. The Interim Prudential sourcebook for insurers (IPRU(INS)) is amended in
accordance with Annex B to this instrument.

F. The Lloyd's sourcebook (LLD) is amended in accordance with Annex C to
this instrument.

Citation

G. This instrument may be cited as the Financial Reinsurance Instrument 2006.

By order of the Board
28 September 2006



Annex A

Amendments to the Integrated Prudential sourcebook (PRU)

In PRU 7.1 (Insurance risk systems and controls) insert the following new paragraph
after PRU 7.1.34G:

7.134A G

A firm should analyse regularly the full effect of all its reinsurance
agreements and other risk transfer agreements (both current and proposed),
including any related agreements or side-letters, on both its current and
potential future financial position, and ensure that:

(1) all significant risks related to these agreements, and the residual risks
borne by the firm, have been identified; and

(2) appropriate risk mitigation techniques have been applied to manage
and control the risks.



Annex B

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

In this Annex underlining indicates new text. Where an entire section of text is
inserted, the place where the change is made is indicated and the text is not

underlined.

Chapter 9

FINANCIAL REPORTING

CONTENTS

Part | — Accounts and statements

9.32 Additional information on general insurance business ceded

9.32A Additional information on financial reinsurance and financing arrangements:

general insurers

9.32B Additional information on financial reinsurance and financing arrangements:

guidance

Insert after rule 9.32 new rule 9.32A and accompanying guidance 9.32B as follows:

Additional information on financial reinsurance and financing
arrangements: general insurers

9.32A (1)

2

(3)

An insurer which carries on general insurance business must annex to the
documents referred to in rules 9.12, 9.13 and 9.14, and relating to the
financial year in question, a statement of the information required by this
rule.

This rule applies to any contract of insurance under which general
insurance business has been ceded by the insurer, where -

(@)  the value placed on future payments in respect of the contract in the
return for the financial year in question is not commensurate with
the economic value provided by that contract, after taking account of
the level of risk transferred; or

(b)  there are terms or foreseeable contingencies (other than the insured
event) that have the potential to affect materially the value placed on
the contract in the insurer's balance sheet at, or any time after, the
end of the financial year in question.

In determining whether a contract of insurance meets one or both of the



(4)

(5)

(6)

conditions in (2), the insurer must -

(@) treat as part of a contract any agreements, correspondence (including
side-letters) or understandings that amend or modify, or purport to
amend or modify, the contract or its operation; and

(b)  consider whether the contract meets the condition in (2)(a) when
considered together with one or more other contracts of insurance
entered into between:

0] the insurer and the reinsurer under the first contract; or

(i) the insurer and any other person, where it could reasonably
be predicted, at the time the most recent contract was entered
into, that the contracts when considered together would meet
the condition in (2)(a).

Subject to (9), for each contract of insurance to which this rule applies the
statement must contain the following information -

(@) the financial year of the return in which the contract was first
reported in the return;

(b)  the financial effect of the contract on the insurer's capital resources
as shown in line 13 of Form 1 of the return for the financial year in
question;

(c) the amount of any undischarged obligation of the insurer under the
contract and a brief description of the conditions for the discharge of
such obligation; and

(d) how any undischarged obligations, including any contingent
obligations, have been taken into account in determining the
insurer’s capital resources.

The statement must include a general description of how the insurer makes
the financial assessment that enables it to determine whether a contract
satisfies the condition in (2)(a), even if there are no contracts in respect of
which information is required by (4).

This rule also applies to any financing arrangement, which for the
purpose of this rule means any contract, other than a contract of insurance,
that has been entered into by the insurer, in respect of contracts of
insurance written by the insurer, which has the effect of increasing the
capital resources of the insurer in line 13 of Form 1, and which includes
terms for —

(@) the transfer of assets to the insurer, the creation of a debt to the
insurer or the transfer from the insurer to another party of liabilities
to policyholders (or any combination of these); and

(b)  either an obligation for the insurer to return (with or without interest)



(7)

(8)

©)

some or all of such assets, a provision for the diminution of such
debt or a provision for the recapture of such liabilities, in each case,
in specified circumstances.

In determining whether a contract falls within the definition of ‘financing
arrangement' in (6), the insurer must -

(a)

(b)

treat as part of a contract any agreements, correspondence (including
side-letters) or understandings that amend or modify, or purport to
amend or modify, the contract or its operation; and

consider whether the contract meets the conditions in (6) when
considered together with one or more other contracts entered into
between:

0] the insurer and the counterparty under the first contract; or

(i) the insurer and any other person, where it could reasonably
be predicted, at the time the most recent contract was entered
into, that the contracts when considered together would meet
the conditions in (6).

Subject to (9), for each 'financing arrangement' entered into by the insurer
the statement must contain the following information -

()

(b)

(©)

(d)

the financial year of the return in which the ‘financing arrangement'
was first reported in the return;

the financial effect of the ‘financing arrangement’ on the insurer's
capital resources as shown in line 13 of Form 1 of the return for the
financial year in question;

the amount of any undischarged obligation of the insurer under the
‘financing arrangement' and a brief description of the conditions for
the discharge of such obligation; and

how any undischarged obligations, including any contingent
obligations, have been taken into account in determining the
insurer’s capital resources.

No information need be supplied pursuant to (4) or (8) in respect of a
contract of insurance or ‘financing arrangement' if, when it is considered in
aggregate with all such contracts with the same reinsurer or counterparty
or any other person with whom the insurer has entered into a contract in
the circumstances described in (3)(b)(ii) or, as the case may be, (7)(b)(ii) -

(a)

(b)

A is less than 1% of B in the return for the financial year in
question; and

the insurer expects A to remain less than 1% of B for the foreseeable
future;



9.32B

(10)

where:

(i)  Aisthe financial effect on the insurer's capital resources as a result
of the existence of the contract(s); and

(i)  Bisthe insurer’s total technical provisions.

Where the statement required by (1) includes information about a contract
of insurance in respect of which information has been included in the
statement required by rule 9.32 relating to the financial year in question,
the insurer must include in the statement under (1) a cross-reference to that
other information.

Additional information on financial reinsurance and financing
arrangements: guidance

1)

()

3)

(4)

In line with normal practice, an insurer may take account of an appropriate
risk margin to reflect the nature and level of risk transferred, including any
uncertainty in the amount and timing of future payments, when assessing
the economic value of the transaction at the end of the financial year in
question in order to see whether the condition in rule 9.32A(2)(a) is met. In
addition, an insurer would be expected to take account of any credit or
legal risk associated with the transaction when assessing its economic
value.

For most proportional reinsurance treaties and most standard non-
proportional reinsurance treaties, such as contracts providing excess-of-
loss cover, which include a significant transfer of risk to the reinsurer and
do not contain any of the features described in (5) below, it is likely that the
insurer will be able to determine that the contracts do not meet the
condition in rule 9.32A(2)(a) without making a detailed calculation. The
approach taken to the assessment made for the purpose of rule 9.32A(2)(a)
should, however, still be described in the statement provided as required by
rule 9.32A(5).

When considering whether there are foreseeable contingencies, other than
the insured event, that may affect the contract’s given value, the insurer
should consider the normal commercial uncertainties about the size of the
claim that may ultimately be payable (for example, the outcome of any
possible court action) to be part of the insured event. These normal
commercial uncertainties would not then trigger any disclosure re