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SENIOR MANAGEMENT ARRANGEMENTS, SYSTEMSAND CONTROLS
(REMUNERATION CODE) (NO 6) INSTRUMENT 2015

Power s exer cised

A. The Financial Conduct Authority makes this rostent in the exercise of the
following powers and related provisions in thedfioial Services and Markets Act

2000 (“the Act”):

(1) €) section 137A (The FCA'’s general rules);
(b) section 137H (General rules about remunergtion
(c) section 137T (General supplementary powers);
(d) section 138C (Evidential provisions);
(e) section 138D (Action for damages); and
() section 139A (Power of the FCA to give guidan@and

(2) the other rule and guidance making powersdigieSchedule 4 (Powers
exercised) to the General Provisions of the FSAdsdibook.

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

Commencement

C. This instrument comes into force on 1 July 2015.

Amendmentsto the Handbook

D. The modules of the FCA’s Handbook of rules anignce listed in column (1)
below are amended in accordance with the Annexgssnnstrument listed in

column (2) below.

1) (2)
Glossary of definitions Annex A
Senior Management Arrangements, Systems and Centfol Annex B
sourcebook (SYSC)
Supervision manual (SUP) Annex C

Notes

E. In the Annexes to this instrument, the “notestiicated by Note:”) are included for
the convenience of readers but do not form patti@iegislative text.

Citation

F. This instrument may be cited as the Senior Mamamt Arrangements, Systems and
Controls (Remuneration Code) (No 6) Instrument 2015
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By order of the Board of the Financial Conduct Aarity
4 June 2015
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Annex A
Amendmentsto the Glossary of definitions

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

Insert the following new definitions and amendmentthe appropriate alphabetical position.
The text is not underlined

dual-regulated firm (in SYSCLID) afirm that isbank abuilding societyor aUK
designated investment firm.

dual-regulated firms SYSCL9D (Dual-regulated firms Remuneration Code)doal-

Remuneration Code regulated firmsandoverseas firmgé SYSCL9D.1.1R(1)(d) that

would have been ank, building societgr UK designated
investment firnif it had been &K domestic firm

dual-regulated firms (in relation to alual-regulated firmand aroverseas firnin

Remuneration Code staff SYSCL9D.1.1R(1)(d) that would have beebank, building
societyor UK designated investment firifnt had been &JK
domestic firm has the meaning BYSCL9D.3.4R which is, in
summary, armployeavhose professional activities have a
material impact on thigrm’s risk profile, including any
employeavho is deemed to have a material impact orfithes
risk profile in accordance with Regulation (EU) 622114 of 4
March 2014 (Regulatory technical standards to ifiestaff
who are material risk takers).

dual-regulated firms SYSCI9D.3.3R which, in summary, requireslaal-regulated

remuneration principles firm to apply the remuneration principles fiwal-regulated

proportionality rule firmsin SYSCL9D proportionate to its size, internal
organisation and the nature, the scope and theleaitypof its
activities.

EBA European Banking Authority.

Amend the following definitions as shown:

discretionary pension
benefit
(2) (inIFPRU, ardSYSCIL9A (IFPRU Remuneration Code)
andSYSCL9D (Dual-regulated firms Remuneration
Code)has the meaning in article 4(1)(73) of the
CRR.

investment firm
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(5) (in SYSCL9A (IFPRU Remuneration Codegfirm in
(3).

(6) (in SYSCL9D (Dual-regulated firms Remuneration
Code)) dirm in (3) that is dJK designated investment
firm.

3) (for the purposes GENPRU3, BIPRU 12, IFPRU,
anrdSYSCL9A (IFPRURemuneration Code) a8 SC
19D (Dual-reqgulated firms Remuneration Cgd&gs the
meaning in article 4(1)(15) of tHeU CRRbut so that
(in accordance with article 2(9) of tRénancial Groups
Directive) article 4(1)(15)(b) applies for the purpose of
GENPRUS.

SYS36A (IFPRURemuneration Code) fdFPRU investment
firms andoverseas firmgé SYSCI9A.1.1R(1)(d) that would
have been alFPRU investment firnf it had been &WJK
domestic firm

Remuneration Code staff ...

(for aGRRfirmanIFPRU investment firnrand anoverseas firm
in SYSCL9A1.1.1R(148) that would have been dRPRU
investment firnif it had been &JK domestic firm has the
meaning given il8YSCL9A.3.4R which is, in summary, an
employeavhose professional activities have a material irhpac
on thefirm’s risk profile, including angmployeevho is
deemed to have a material impact onftim’s risk profile in
accordance with Reqgulation (EU) 604/2014 of 4 Mdt0h4
(Regulatory technical standards to identify stdfiovare

material risk takers)

UK designated investment...

firm

(in BIPRU 12 andSYSCI9D) adesignated investment firm
which is abody corporateor partnershipformed under the law
of any part of théJK.

Page 4 of 43



FCA 2015/27

Annex B

Amendmentsto the Senior Management Arrangements, Systems and Controls

sour cebook (SY SC)

In this Annex, underlining indicates new text atrikeng through indicates deleted text.

1.1A

1.1A1

14

Application and purpose
Application

G The application of this sourcebook is swarised at a high level in the
following table. The detailed application is cutkan SYSCL Annex 1
and in the text of each chapter.

Type of firm Applicable chapters
Insurer Chapters 2, 3, 11 to 18, 21
Managing agent Chapters 2, 3, 11, 12, 18, 21
Society Chapters 2, 3, 12, 18, 21
Every otheifirm Chapters 4 to 12, 18,-19A9D, 21

FirmsthatSYSCLID applies t@hould also refer to the Remuneration part
of thePRARulebook.

I®

The application of this sourcebookfions that are noPRA-authorised
personss summarised at a high level in the following &alThe detailed
application is cut back iBYSCL Annex 1 and in the text of each chapter.

Type of firm Applicable chapters
Full-scope UK AIFM Chapter 19B, 21

BIPRU firm(including athird- Chapters 4t0 10, 12,18, 19C, 21
country BIPRU firm

IFPRU investment firm Chapters 4t0 10, 12, 18, 19A, 21
(including anoverseas firnthat
would have been dfrPRU
investment firnif it had been a
UK domestic firm

Application of SYSC 11to SYSC 21
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1.4.1A R SYSCL2,SYSCL9A, SYSCI9D,SYSC0 andSYSC1 do not apply to a
firm in relation to its carrying on @uction regulation bidding

1.4.1B G Apart fronBYSCL2,SYSCL9A, SYSCIID, SYSQ0, andSYSQ1, which
are disapplied b$YSCL.4.1AR, the other chapters ¥ SCL1 toSYSCL7
do not apply in relation tofarm's carrying on ofauction regulation
biddingbecause they only apply to arsurer. SYSCL8 provides guidance
on the Public Interest Disclosure Act.

4 General organisational requirements
4.1 General requirements
4.1.2 R For @ommon platform firmthe arrangements, processes and mechanisms

referred to iINSYS(&.1.1R must be comprehensive and proportionatieeto t
nature, scale and complexity of the risks inhenmemtihe business model and
of thecommon platform firm'activities and must take into account the
specific technical criteria described3YSG1.1.7R,SYS(.1.7R,SYSCY
and . : .

UK-AIEM)-SYSAL9B whichever of the following as applicable:

1) (for afirm to whichSYSCI9A applies)SYSCI9A (IFPRU
Remuneration Code);

(2) (for afull-scope UK AIFM SYSCL9B (AIEM Remuneration
Code);
3 (for afirm to whichSYSCIL9C appliesFYSCLIC (BIPRU
Remuneration Code);
(4) (for afirm to whichSYSCI9D appliesSYSCLID (Dual-regulated
firms Remuneration Code); or
(5) (for afirm to which the remuneration part of tRRA Rulebook
applies) the remuneration part of fARA Ruleboak
6 Compliance, internal audit and financial crime
6.1 Compliance
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G In setting the method of determining teuneratiorof relevant persons
involved in the compliance function:
(2) firmsthatSYSCL9A applies to will also need to comply with the
Remuneration Codend
(2) BIPRU firmswill also need to comply with thBIPRU
Remuneration Code
3) firms thatSYSCL9D applies to will also need to comply with the
dual-regulated firms Remuneration Cod@d
4) firmsthat the remuneration part of tRRARulebook applies to
will also need to comply with.it
Risk control
Risk control
G In setting the method of determiningdx@unerationof employees
involved in the risk management function,
1) firmsthatSYSCGE9A 19D applies to will also need to comply with
thedual-regulated firm$&kemuneration Codand
(2) firmsthat the remuneration part of tRRA Rulebookpplies to
will also need to comply with it.
G In setting the method of determining tlegnunerationof employees

involved in the risk management functidinms thatSY SCL9A applies to
will also need to comply with theemuneration Code.

Group risk systems and control requirements

Application
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CRR firms and non-CRR firms that are parent fimarnwolding companies in a
Member State

12.1.13 R If this rule applies undeYSC12.1.14R to d&irm, thefirm must:

(2) ensure that the risk management processesndal control
mechanisms at the level of acgnsolidation grour nonEEA
sub-groupof which it is a member comply with the obligatsoset
out in the following provisions on a consolidated gub-
consolidated) basis:

(dA) theRemuneration Coder thedual-requlated firms
Remuneration Codevhichever is applicabje

19A IFPRU Remuneration Code
19A.1 General application and purpose
Who? What? Where?
19A.1.1 R (2 Thd&kemuneration Codapplies to :
(a)  -Bbuilding-seciety[deleted]
(b)  -abank [deleted]

(c) anlFPRU investment firm

(d) anoverseas firnthat;

19A.3 Remuneration principlesfor banks-buHdingsocietiesand | FPRU

investment firms

19A.3.4 R
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Remuneration Code stafbmprises:

(@ anemployeef anlFPRU investmenfirm whose
professional activities have a material impacthefitm’s
risk profile, including anygmployeavho is deemed to
have a material impact on thiem’s risk profile in
accordance with Requlation (EU) 604/2014 of 4 March
2014 (Requlatory technical standards to identi&jf stho
are material risk takers); or

(b)  subject to (2) and (3), amployeef anoverseas firnin
SYSCI9A1.1.1R(1)(d) (i.e., anverseas firmhat would
have been alFPRU investment firnf it had been &JK
domestic firm whose professional activities have a
material impact on thi&rm’s risk profile, including any
employeavho would meet any of the criteria set out in
articles 3 or 4(1) of Regulation (EU) 604/204#44 March
2014 (Requlatory technical standards to identi&jf stho
are material risk takers) if it had applied to him.

An overseas firmn SYSCI9A1.1.1R(1)(d) (i.e., aaverseas firm
that would have been dRPRU investment firnf it had been a
UK domestic firmmmay deem aemployeeanot to be
Remuneration Code staffhere:

(@) theemployee

) would meet the criteria in article 4(1) of
Regqulation (EU) No 604/2014 of 4 March 2014,

(i)  would not meet any of the criteria in article 3 of
Regqulation (EU) No 604/201df 4 March 2014;
and

iii was awarded total remuneration of less than
€750,000 in the previous year;

and

(b) theoverseas firndetermines that the professional
activities of theemployeealo not have a material impact on
its risk profile on the grounds described in aetié(2) of
Regulation (EU) 604/2014 of 4 March 2014.

Where theoverseas firnleems aemployeaot to be
Remuneration Code sta§ set out in (2), it must notify tiReCA,
applying the approach described in article 4(4Refjulation
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(EU) 604/2014 of 4 March 2014.

[Note: article 92(2) ofCRDand articles 3 and 4 of Reqgulation
(EU) No 604/2014 of 4 March 2014.

19A.3.4A G Where arpverseas firmin SYSCI9A1.1.1R(1)(d) (i.e., aaverseas firm
that would have beenl&RPRU investment firnf it had been &JK
domestic firm wishes to deem amployeavho earns more than €750,000
not to beRemuneration Code statheoverseas firmmay apply for a
waiver of the requirement iIBYSCI9A.3.4R in respect of thaemployee

Remuneration Principle 12(d): Remuneration stmasu ratios between fixed
and variable components of total remuneration

19A.3.44 R  Afirm must set amppropriate-ratiogtio between the fixed and variable
components of totaemuneratiorand ensure that:

(2) the_level of thdixed component represents a sufficiently high
proportion of the totalemuneratiornto allow the operation of a
fully flexible policy on variableemunerationcomponents,
including the possibility to pay no varialslemuneration
component; and

(3) subject t&SYSCL9A.3.44AR, the-ratitevel of the variable
component of totalemuneratiormust not exceed 100% & the
fixed component of totakmunerationfor eachRemuneration
Code stafHoes-hot-exceed-1:1

[Note: Raragraph-23(h-ef Anrnex\to-tiBanking-Conselidation
Directiveandarticle 94(1)(f) and 94(1)(q)(i) of theRD]

19A.3.44A R Afirm may set a higher maximum level of tta¢io between the fixed and
the variable components of tot@muneratiorthat-exeeeds-1:grovided
theratio

(1) deesnotexeceed-1tBe overall level of the variable component
does not exceed 200% of the fixed component ofdtad
remunerationfor eachRemuneration Code statind

19A.3.44B R Afirm must ensure that any approval-by itiseshareholders or owners or
members-ef-thérm for the purposes @Y SCL9A.3.44ARefaratio-that
exeeeds1:1s carried out in accordance with the followinggedure:

(1) thefirm must give reasonable notice to allsteareholders or
owners or members-of-thiem-that-thefirm-intendsof its intention
to seek approval ofaratio-that-exceedstli€lproposed higher
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thefirm must make a detailed recommendatlon to all its

f

Feqwremem—te—mammn—a—seund—eap%:kbm includes:

(@)
(b)

the reasons for, and the scope of, the approvajlgp

the number of staff affected and their functicarsd

the expected impact on the requirement to mairgain
sound capital base;

without delay, inform th&CA of the recommendation to

its shareholders or owners or members, includieg th
proposed higher ratio and the reasons therefor; and

demonstrate to tHleCA that the proposed higher ratio
does not conflict with its obligations under BRD and
theEU CRR having particular regard to tfiem's own
fundsobligations;

the higher ratio is approved by a majority of

(@)

(b)

at least 66% of-shareholders-orowners-or-mesviddhe
firm the shares or equivalent ownership rights repteden
provided-thaif at least 50% of the-shareholders-erowners
er-membershares or equivalent ownership rights in the
firm are represented; or

at least 75% of-shareholders-orowners-or-mesnifehe
firm the shares or equivalent ownership rights repteden
if less than 50% of the-shareholders-members-oeesv
shares or equivalent ownership rights infihm are
represented.

[Note: article 94(1)(g)(ii) of theCRD]
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19A.3.44E R In applying the discount rate 8YSCI9A.3.44DR afirm must apply the
EBA Guidelines on the applicable notional discourg fat variable
remuneration published on 27 March 2014.

[Note: theEBA Guidelines on the applicable notional discourd fat
variable remuneration can be found at:
http://www.eba.europa.eu/documents/10180/643987FRA2014-
01+%28Final+Guidelines+on+the+discount+rate+fortwaaration%29.p
df/e8b3b3f6-6258-439d-a2d9-633e6e5de5e9 ]

19A.3.54 R

(1B) Condition 1 is that thirm is aUk-bank-abuilding-secietya
designated-investmefitm,-or-arelevaniFPRU 730k firmthat

has relevant total assets exceeding £50 billion.

(1D) Condition 2 is that thigrm:
(@) i afull it instituti lasi ¥ e
relevantiFPRU 730k firmor a relevanthird country
IFPRU 730k firm and

(b) Is part of ggroup containing dirm that has relevant total
assets exceeding £50 billion and that ékabank-a

bullding-secietyadesighatedinvestmetitm-orarelevant
IFPRU 730k firm

After SYSC 19C (BIPRU Remuneration Code) insertftiewing new section. The text is
not underlined.

19D Dual-regulated firms Remuneration Code
19D.1 Application and purpose
Who? What? Where?
19D.1.1 R (1) Thelual-regulated firms Remuneration Caoaleplies to:
(@) abuilding society
(b) abank
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(c) aUK designatednvestment firm
(d) anoverseas firnthat;
(1) is not arEEA firm
(i) has its head office outside tR&A and

(i) would be afirm in (a), (b) or (c) if it had been a
UK domestic firmhad carried on all of its
business in th&nited Kingdomand had obtained
whatever authorisations for doing so as are
required under thAct

(2) For afirm which falls under (1)(a), (1)(b) or (1)(c), tdaal-
regulated firms Remuneration Codpplies, in grudential
context in relation to:

(@) itsUK activities;

(b) itspassported activitiesarried on from &ranchin
anothelEEA Stateand

(c) aUK domestic firm'sctivities wherever they are carried
on.

(3) For afirm that falls under (1)(d), th@ual-regulated firms
Remuneration Codapplies only in relation to activities carried on
from an establishment in thénited Kingdom

R Subject to the provisions on group rigtems and controls
requirements itsYSCL2 (Group risk systems and controls
requirements), thdual-regulated firms Remuneration Code
(1) applies in relation teegulated activitiesactivities that constitute

dealing in investments as princip@isregarding the exclusion in
article 15 of theRegulated Activities OrdgAbsence of holding
out etc)),ancillary activitiesand (in relation toMiFID busines$
ancillary services
(2) applies in relation to the carrying onwfregulated activitieg a
prudential contextand
(3) takes into account activities of otlggoup members.
When?
R (1) Except as set outin (2) and (3ixna must apply the

remuneratiorrequirements i8Y SCL9D.3 (Remuneration
principles) in relation to:
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(2)
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(@) remuneratiorawarded, whether pursuant to a contract or
otherwise, on or after 1 January 2011;

(b)  remunerationdue on the basis of contracts concluded
before 1 January 2011 which is awarded or paidraiter
1 January 2011; and

(c) remunerationawarded, but not yet paid, before 1 January
2011, for services provided in 2010.

[Note: article 3(2) of Directive 2010/76/EU]

A firm must apply theemuneratiorrequirements iIsYSC
19D.3.48R(3) (1:1 ratio of variable to fixed compais) and
SYSC19.3.49R (1:2 ratio of fixed to variable compongims
relation toremunerationawarded for services provided or
performance from the year 2014 onwards, whethewodude

basis of contracts concluded before, on or aftdd&iember 2013.

[Note: article 162(3) ofCRD)

A firm must apply theemuneratiorrequirements irsYSC
19D.3.59R(1)(b)SYSC1I9D.3.61R(2)SYSCI9D.3.61R(3)SYSC
19D.3.61R(4)SYSCI9D.3.61R(5)SYSCL9D.3.64R an®&YSC
19D.3.67R(1)(c) in relation to variablemunerationawarded in
relation to the performance year starting on aeraft January
2016.

Subject t8YSCL9D.1.5R,SYSCL9D.1.3R does not requirefiem to
breach requirements of applicable contract or eympénmt law.

[Note: recital 14 of Directive 2010/76/EU]

Conflict with other obligations

R (1)
(2)

Purpose

G ()

Where frm is unable to comply with theéual-regulated firms
Remuneration Codeecause to do so would breach a provision of
a prior contract (including a provision in a coetravith adual-
regulated firm®Remuneration Code staffembey, it must take
reasonable steps to amend or to terminate thegpoomvin question
in a way which enables it to comply with ttheal-regulated firms
Remuneration Codat the earliest opportunity.

Until the provision in (1) ceases to prevemftrm from
complying with thedual-regulated firms Remuneration Code
must adopt specific and effective arrangementggases and
mechanisms to manage the risks raised by the poavis

The aim of thatual-regulated firms Remuneration Cadeo
ensure thatirms have risk-focusedemuneratiorpolicies, which
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are consistent with and promote effective risk nganaent and do
not expose them to excessive risk. It expands tipogeneral
organisational requirements 8Y SCGA.

(2) Thedual-regulated firms Remuneration Cadgplements the
main provisions of th€RD which relate toemuneration The
Committee of European Banking Supervisors publishelelines
on Remuneration Policies and Practices on 10 Deee010.
Provisions of the Capital Requirements RegulatROE3 (S|
2013/3115) together with tHEBAs Guidelines to article 75 of the
CRDrelating to the collection aEmuneratiorbenchmarking
information and high earners information have hegriemented
throughSUP16 Annex 33AR an&UP16 Annex 34AR. The
Guidelines can be found at
http://www.eba.europa.eu/documents/10180/757286 HRA
2014-
08+%28GLs+on+remuneration+benchmarking+%29.pdf/8ti8 7
b-ed79-4ceb-a3f6-64928cc26065 and
http://www.eba.europa.eu/documents/10180/757283HRA
2014-
07+%28GLs+on+high+earners+data+collection%29.pd2d88f
-09c1-4558-ae4e-6258e11b8345.

Notifications to the FCA

19D.1.7 G (1) Thelual-regulated firms Remuneration Codiges not contain
specific notification requirements. However, gehera
circumstances in which tHeCA expects to be notified dyms of
matters relating to their compliance with requiretseunder the
regulatory systerare set out IsUP15.3 (General notification
requirements).

(2) Forremuneratiomrmatters in particular, those circumstances should
take into accouninregulated activitiesas well agegulated
activitiesand the activities of other members @raup and
would include each of the following:

(@) significant breaches of tlaeial-regulated firms
Remuneration Codencluding any breach ofrale to
which the provisions on voiding and recovengvSCL9D
Annex 1 apply;

(b)  any proposecemuneratiorpolicies, procedures or
practices which could:

(1) have a significant adverse impact on fine’s
reputation; or

(i) affect thefirm’s ability to continue to provide
adequate services to tastomersand which could
result in serious detriment tccastomerof thefirm;
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or

(i) result in serious financial consequenceshi® t
financial systenor to otherfirms;

(c) any proposed changesramuneratiorpolicies, practices
or procedures which could have a significant immecthe
firm’s risk profile or resources;

(d)  fraud, errors and other irregularities desaiveSUP
15.3.17R (notification of fraud, errors and other
irregularities) which may suggest weaknesses ibgor
motivated by, théirm’s remuneratiorpolicies, procedures
or practices.

(3) Notifications should be made immediately asfitme becomes
aware or has information which reasonably sugghatsthose
circumstances have occurred, may have occurredgrotcur in
the foreseeable future.

Individual guidance

G

Thd=CA'spolicy on individualguidanceis set out irUP9. Firms

should particularly note the policy on what tHeéA considers to be a
reasonable request fguidance(seeSUP9.2.5G). For example, where a
firm is seekingyuidanceon a proposetemuneratiorstructure, thé&CA
will expect thefirm to provide a detailed analysis of how the struetur
complies with thelual-regulated firms Remuneration Codscluding
the general requirement foemuneratiorpolicies, procedures and
practices to be consistent with, and promote, sambeffective risk
management.

Interpretation

G

Except as provided in tBéossary any expression used in, or for the
purpose of, this chapter which is defined or usdeld CRRhas the
meaning given by, or used in, those Regulations.

General requirement

Remuneration policies must promote effective neknagement

R

Afirm must establish, implement and mainta@muneratiorpolicies,
procedures and practices that are consistent arith promote, sound
and effective risk management.

[Note: article 74(1) ofCRD|

(1) Thelual-regulated firms Remuneration Cottavers all aspects of
remuneratiorthat could have a bearing on effective risk
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management, including salaries, bonuses, long-tecentive
plans, options, hiring bonuses, severance packagkepension
arrangements.

(2) As with other aspects offiam's systems and controls, in
accordance witlsYSCL.1.2R (general organisational
requirementsjemuneratiorpolicies, procedures and practices
must be comprehensive and proportionate to theeaaale and
complexity of thecommon platform firm'activities. What dirm
must do in order to comply with tlieial-regulated firms
Remuneration Codwill therefore vary. For example, while the
dual-regulated firms Remuneration Caddéers to dirm's
remuneratiorcommitteeand risk management function, it may be
appropriate for thgoverning bodyf a smallefirm to act as the
remuneratiorcommitteeand for thefirm not to have a separate
risk management function.

(3) TheFCA may also askemuneration committede provide it with
evidence of how well thBrm's remuneration policies meet the
dual-regulated firms Remuneration Codefgciples, together
with plans for improvement where there is a shbrfidne FCA
also expects relevafitms to use the principles in assessing their
exposure to risks arising from theeamuneratiorpolicies as part
of theinternal capital adequacy assessment process (IGAAP

(4) TheFCAwould also expedirmsto apply, on dirm-wide basis, at
least the following principles relating to:

(@) risk management and risk tolerance (Remtioara
Principle 1);

(b) supporting business strategy, objectiveliesaand long-
term interests of the firm (Remuneration Principje

(c) avoiding conflicts of interest (Remuneratfmnciple 3);
(d) governance (Remuneration Principle 4);

(e) risk adjustment (Remuneration Principle 8);

) pension policy (Remuneration Principle 9);

(9) personal investment strategies (Remuner&trorciple
10);

(h) payments related to early termination (Reenation
Principle 12(e)); and

(1) deferral (Remuneration Principle 12(qg)).

Record keeping
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19D.2.3 R In line with the record-keeping requiresanSY S, afirm must
ensure that iteemuneratiorpolicies, practices and procedures, including
performance appraisals processes and decisionseareand
documented.

Interpretation of references to remuneration

19D.2.4 R (1) Inthis chapter, referenceseimunerationncluderemuneration
paid, provided or awarded by apgrsonto the extent that it is
paid, provided or awarded in connection wathploymenby a
firm.

(2) Paragraph (1) is without prejudice to the megmifremuneration
elsewhere in thelandbook

19D.2.5 G For exampleemunerationncludes payments made by a seconding
organisation which is not subject to theal-regulated firms
Remuneration Codi® a secondee in respect of trexmploymenby a
firm which is subject to thdual-regulated firms Remuneration Code

19D.3 Remuneration principles
Application: groups

19D.3.1 R (1) Afirm must apply the requirements of this sectiogratip, parent
undertakingandsubsidiary undertakinggvels, including those
subsidiariesestablished in a country or territory which is aat
EEA State

(2) Paragraph (1) does not linsiY SC12.1.13R(2)(dA) (which relates
to the application of thdual-regulated firms Remuneration Code
within UK consolidation groupandnon-EEA sub-groups

[Note: article 92(1) ofCRD|

19D.3.2 G SYSC2.1.13R(2)(dA) requires tHam to ensure that the risk
management processes and internal control mechsuaisthe level of
anyUK consolidation groumr non-EEA sub-groupf which afirm is a
member, comply with the obligations in this sectioma consolidated
basis (or sub-consolidated basis).

Application: categories of staff and proportiobali

19D.3.3 R (1) This section applies in relatiordt@l-regulated firms
Remuneration Code sta#ixcept as set out in (3).

(2) When establishing and applying the to&huneratiorpolicies for
dual-regulated firms Remuneration Code staffrm must comply
with this section in a way, and to the extent, thappropriate to
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its size, internal organisation and the naturesttupe and the
complexity of its activities (thdual-regulated firms remuneration
principles proportionality rulg

Paragraphs (1) and (2) do not apply to theirement for
significantfirms to have aemuneratiorcommittegSYSC
19D.3.12R).

[Note: article 92(2) ofCRD|

[Note: In addition to theguidancein this section about thaual-
regulated firms remuneration principles proportidiarule, theFSA
gave guidance on the divisionfaims into categories for the purpose of
providing a framework for the operation of ttheal-regulated firms
remuneration principles proportionality rul&hisguidanceis available
on theFCA website at https://www.fca.org.uk/firms/being-
regulated/remuneration-codes.]

(1) Dual-regulated firms Remuneration Code stafinprises:

(2)

(@)

(b)

anemployeef adual-regulated firmwhose professional
activities have a material impact on fiven’s risk profile,
including anyemployeevho is deemed to have a material
impact on thdirm’s risk profile in accordance with
Regulation (EU) 604/2014 of 4 March 2014 (Reguhator
technical standards to identify staff who are mateisk
takers); or

subject to (2) and (3), @amployeef anoverseas firmn
SYSCI9D.1.1R(1)(d) (i.e., anverseas firnthat would
have been bank, building societgr UK designated
investment firnif it had been &JK domestic firmwhose
professional activities have a material impactlfitm’s
risk profile, including angmployeavho would meet any
of the criteria set out in articles 3 or 4(1) ofgRkation
(EU) 604/2014 of 4 March 2014 if it had appliechim.

Anoverseas firmn SYSCL9D1.1.1R(1)(d) (i.e., aoverseas firm
that would have beendual-regulated firmf it had been &JK
domestic firmm may deem aemployeaot to be alual-regulated
firms Remuneration Code stathere:

(@)

theemployee

(1) would meet the criteria in article 4(1) of
Regulation (EU) No 604/2014 of 4 March 2014;

(i) would not meet any of the criteria in aréc3 of

Regulation (EU) No 604/2014 of 4 March 2014;
and
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(i)  was awarded total remuneration of less than
€750,000 in the previous year;

and

(b) theoverseas firndetermines that the professional
activities of theemployealo not have a material impact on
its risk profile on the grounds described in aetié(2) of
Regulation (EU) 604/2014 of 4 March 2014.

Where theverseas firndeems aemployeaot to bedual-
regulated firms Remuneration Code stfset out in (2), it must
notify theFCA, applying the approach described in article 4¢4) o
Regulation (EU) 604/2014 of 4 March 2014.

[Note: article 92(2) ofCRDand articles 3 and 4 of Regulation (EU) No
604/2014 of 4 March 2014.]

Where aaverseas firmin SYSCL9D1.1.1R(1)(d) (i.e., aoverseas firm
that would have beendual-regulated firmf it had been &K domestic
firm) wishes to deem amployeavho earns more than €750,000 not to
bedual-regulated firms Remuneration Code sttféoverseas firmmay
apply for awaiver of the requirement iBYSCL9D.3.4R in respect of

thatemployee

Afirm must:

(1)

(2)

maintain a record of idual-regulated firms Remuneration Code
staffunder the general record-keeping requiremedvss(®); and

take reasonable steps to ensure thatuigd-regulated firms
Remuneration Code stafhderstand the implications of their
status as such, including the potentialrfemunerationwhich does
not comply with certain requirements of theal-regulated firms
Remuneration Cod® be rendered void and recoverable by the
firm.

Remuneration Principle 1: Risk management andtolskance

Afirm must ensure that itemuneratiornpolicy is consistent with, and
promotes, sound and effective risk management aad dot encourage
risk-taking that exceeds the level of tolerateld asthefirm.

[Note: article 92(2)(a) oCRD)

Remuneration Principle 2: Supporting businesdesisa objectives, values and

R

long-term interests of the firm

Afirm must ensure that itemuneratiorpolicy is in line with the
business strategy, objectives, values and long-ietenests of théirm.
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[Note: article 92(2)(b) ofCRD|
Remuneration Principle 3: Avoiding conflicts ofenest

19D.3.9 R Afirm must ensure that itemuneratiornpolicy includes measures to
avoid conflicts of interest.

[Note: article 92(2)(b) ofCRD|
Remuneration Principle 4: Governance

19D.3.10 R Afirm must ensure that itrRanagement bodw its supervisory function
adopts and periodically reviews the general prilesipf the
remuneratiorpolicy and is responsible for overseeing its
implementation.

[Note: article 92(2)(c) oCRD and Standard 1 of tHeSB Compensation
Standardf

19D.3.11 R Afirm must ensure that the implementation ofré@uneratiorpolicy
is, at least annually, subject to central and ied€jent internal review
for compliance with policies and proceduresrEmuneratioradopted
by themanagement bodw its supervisory function

[Note: article 92(2)(d) oCRDand Standard 1 of tHeéSB Compensation
Standardf

19D.3.12 R (1) Airm that is significant in terms of its size, interoaganisation
and the nature, the scope and the complexity efciisities must
establish aemuneration committee

(2) Afirmin (1) must ensure that:

(@) theremuneration committeis constituted in a way that
enables it to exercise competent and independent
judgement omemuneratiorpolicies and practices and the
incentives created for managing risk, capital agaidity;

(b)  the chairman and the members ofrédmauneration
committeemust be members of tmeanagement bodyho
do not perform any executive function in fiven;

(c)  theremuneration committeis responsible for the
preparation of decisions regardiregnunerationincluding
those which have implications for the risk and risk
management of thie'm and which are to be taken by the
management bogwand

(d)  when preparing those decisions, riii@uneration

committeemust take into account the long-term interests of
shareholders, investors and other stakeholdefsifirin
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and the public interest.

[Note: article 95 ofCRD and Standard 1 of tHe&SB Compensation
Standard§

Afirm that maintains a website must explain on the welbgw it
complies with thelual-regulated firms Remuneration Code

[Note: article 96 of theCRD)

(1)

(2)

3)

Airm should be able to demonstrate that its decisions a
consistent with an assessment of its financial itmmdand future
prospects. In particular, practices by whiemunerations paid
for potential future revenues whose timing andliiiad remain
uncertain should be evaluated carefully andginerning bodyr
remuneratiorcommittegor both) should work closely with the
firm's risk function in evaluating the incentives creabgdts
remunerationsystem.

Thegoverning bodyand anyremuneratiorcommitteeare
responsible for ensuring that tfiem's remuneratiorpolicy
complies with thelual-regulated firms Remuneration Coaled,
where relevant, should take into account relevaidance, such
as that issued by the Basel Committee on BankipgiSision, the
International Association of Insurance Supervigba$S) and the
International Organization of Securities CommissigioSCO).

Guidance on what theupervisory functiomight involve is set out
in SYSC4.3.3G (responsibility of senior personnel, in aiar,
the supervisory function

Remuneration Principle 5: Control functions

R

E

Afirm must ensure th@mployeegngaged in control functions:

(1)
()
®3)

are independent from the business units dveysee;
have appropriate authority; and
areremunerated

(@) adequately to attract qualified and experierezagloyees
and

(b)  in accordance with the achievement of the dhjes linked
to their functions, independent of the performapicthe
business areas they control.

[Note: article 92(2)(e) oCRD and Standard 2 of tHeSB Compensation
Standardf

(1)

Airm's risk management and compliance functions shoule ha
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appropriate input into setting themuneratiorpolicy for other
business areas. The procedures for seténguneratiorshould
allow risk and compliance functions to have sigrafit input into
the setting of individualemuneratiorawards where those
functions have concerns about the behaviour ointheiduals
concerned or the riskiness of the business undartak

(2) Contravention of (1) may be relied on as tegdmestablish
contravention of theule onemployeegngaged in control
functions having appropriate authori§(SCL9D.3.15R(2)).

R Afirm must ensure that themuneratiorof the senior officers in risk
management and compliance functions is directlysaan by the
remuneratiorcommitteaeferred to irtSYSCL9D.3.12R or, if such a
committee has not been established, bygtheerning bodyn its
supervisory function

[Note: article 92(2)(f) ofCRD|

G (1) This Remuneration Principle is desjto manage the conflicts
of interest which might arise if other businessaarkad undue
influence over theemunerationof employeesvithin control
functions. Conflicts of interest can easily arideewemployeegare
involved in the determination eémuneratiorfor their own
business area. Where these could arise, they ndedirhanaged
by having in place independent roles for controictions
(including, notably, risk management and complidecel human
resources. It is good practice to seek input frdimas human
resources function when settirgmuneratiorfor other business
areas.

(2) The need to avoid undue influence is partidylanportant where
employee$rom the control functions are embedded in other
business areas. This Remuneration Principle dogsreeent the
views of other business areas being sought as@o@mate part
of the assessment process.

(3) TheFCAwould generally expect the ratio of the potentaiiable
component ofemuneratiorto the fixed component of
remuneratiorto be significantly lower foemployee risk
management and compliance functions tharefoployee# other
business areas whose potential bonus is a signifpoaportion of
theirremunerationFirms should nevertheless ensure that the total
remuneratiorpackage offered to thosenployeess sufficient to
attract and retain staff with the skills, knowledgel expertise to
discharge those functions. The requirement thattbthod of
determining theemuneratiorof relevant persongvolved in the
compliance function must not compromise their dlyégy or be
likely to do so also applies (s&'S(.1.4R(4)).

Remuneration Principle 6: Remuneration and capital

Page 23 of 43



19D.3.19

19D.3.20

19D.3.21

19D.3.22

19D.3.23

R

G

FCA 2015/27

Afirm must ensure that total variasEmunerationdoes not limit the
firm's ability to strengthen its capital base.

[Note: article 94(1)(c) of th€ RDand Standard 3 of tHeSB
Compensation Standards

Afirm should have variableemuneratiorarrangements that are
sufficiently flexible to allow it to direct the nessary resources towards
capital building.

Remuneration Principle 7: Exceptional governmatdrivention

R

G

Afirm that benefits from exceptional government intetiemnmust
ensure that:

(1) variableremunerations strictly limited as a percentage of net
revenues when it is inconsistent with the mainteaaf a sound
capital base and timely exit from government suppor

(2) it restructuresemunerationn a manner aligned with sound risk
management and long-term growth, including (wheorayriate)
establishing limits to theemunerationof members of its
management boggpnd

(3) no variable or discretionargmunerationof any kind is paid to
members of itsnanagement bodynless this is justified.

[Note: article 93 of theCRD and Standard 10 of theSB Compensation
Standard§

Thé&-CA would normally expect it to be appropriate for ban on
paying variableemunerationto members of thenanagement bodyf a
firm that benefits from exceptional government inteticento apply
only to members of themmanagement bodyho were in office at the time
that the intervention was required.

Remuneration Principle 8: Profit-based measuremmedtrisk adjustment

R

(1) Airm must ensure that any measurement of performarecketas
calculate variableemunerationcomponents or pools of variable
remunerationcomponents:

(@) includes adjustments for all types of curramd &uture risks
and takes into account the cost and quantity o€#pdtal
and the liquidity required; and

(b) takes into account the need for consistencly thié timing
and likelihood of thdirm receiving potential future
revenues incorporated into current earnings.

(2) Afirm must ensure that the allocation of variat@muneration
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components within thérm also takes into account all types of
current and future risks.

[Note: article 94(1)(j), (k) of th&€RD and Standard 4 of thHeSB
Compensation Standards

(1)

(@)

®3)

(4)

()

This Remuneration Principle stresisesmportance of risk
adjustment in measuring performance, and the irapoé within
that process of applying judgment and common sérss-CA
expects that &rm will apply qualitative judgements and common
sense in the final decision about the performaetased
components of variablemuneratiorpools.

A number of risk-adjustment techniques andsuoees are
available, and &rm should choose those most appropriate to its
circumstances.

We consider good practice in this area todpeesented by those
firms who provide a quantitative reference or startiompthat
explicitly includes risk-adjusted metrics, befone @pplication of
more discretionary factors. Common measures indlvoge based
on economic profit or economic capital. Whicheeahnique is
chosen, the full range of future risks should beeced.

TheFCA expects dirm to be able to provide it with details of all
adjustments that tifem has made whether through application of
formulae or the exercise of discretion. This wilbéle theFCAto
ensure that thérm’s risk adjustment framework is sufficiently
robust. Where discretion has been appliedfithreshould be able
to provide a clear explanation for, and quantifmabf such
adjustments.

Afirm should ask the risk management function to vadicaud
assess risk-adjustment techniques, and to attemekting of the
governing bodyr remuneration committefer this purpose.

Afirm must have a clear and verifiable mechanism forsonéag
performance, with risk adjustment applied thereafte clear and
transparent manner.

Afirm may apply discretionary factors to the extent thappropriate
and consistent with the overall aims of the risfuatinent exercise.
Where such further adjustments have been nfades should provide
clear quantification and explanation to ensurerthgk adjustment
frameworks are sufficiently transparent.

Afirm must base assessments of financial performancetosadculate
variableremuneratiorcomponents or pools of variabiemuneration
components principally on profits.

(1) Performance measures based prin@rihgvenues or turnover are
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(2)

3)
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unlikely to pay sufficient regard to the qualitylmisiness
undertaken or services provided. Profits are a&beteasure
provided they are adjusted for risk, including fetuisks not
adequately captured by accounting profits.

Management accounts should provide prota @ such levels
within thefirm's structure to enable it to see as accurate a pictur
of contributions of relevant staff tofiam's performance as is
reasonably practicable.

Airm’s risk-adjustment approach must reflect both ex-ante
adjustment (which adjusts remuneration for intgrrgsks that are
inherent in its business activities) and ex-pogistchent (which
adjusts remuneration for crystallisation of speaifsks events).

Afirm must ensure that its total varialdanunerations generally
considerably contracted where subdued or negatigadial
performance of thérm occurs, taking into account both current
remunerationand reductions in payouts of amounts previously
earned, including through malus or clawback arrareges.

[Note: article 94(1)(n) offRDand Standard 5 of tHeSB
Compensation Standards

Aligning variable awards to susthledinancial performance
requiresfirms to make appropriate ex-ante adjustments to take
account of the potential for future unexpecteddss®erformance
measures commonly used (such as earningshaee(EPS), total
shareholder return (TSR) and return on equity (RaEg not
suitably adjusted for longer-term risk factors &wagle a tendency
to incentive highly leveraged activities.

Long-term incentive plans should be treatedads of variable
remunerationFirms that have long-term incentive plans should
ensure that the structure of the award is compliatfit thedual-
regulated firms Remuneration Codeéeferral and vesting
requirements and that performance conditions reduwr vesting
are appropriate. The valuation of the award shbalbased on its
value when the award is granted, and determinetusi
appropriate technique.

Firms should demonstrate that both the ex-ante intrinsks and
the ex-post crystallisation of risk event have beemsidered as
part of their risk-adjustment approach.

[Note: In addition to thegyuidancein this section on the Remuneration
Principle 8 (Profit-based measurement and risksadjant), thd&=SA
gave guidance on the application of the requirementrisk
adjustments. Thiguidanceis available on thECA website at
https://www.fca.org.uk/firms/being-regulated/remraten-codes.]
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Remuneration Principle 9: Pension policy
19D.3.31 R Afirm must ensure that:

(1) its pension policy is in line with its businegsategy, objectives,
values and long-term interests;

(2) when aremployedeaves thdéirm before retirement, any
discretionary pension benefigse held by thérm for a period of
five years in the form of instruments referredri®ly SC
19D.3.56R(1); and

(3) when aremployeeeaches retiremendjscretionary pension
benefitsare paid to themployeean the form of instruments
referred to iINSYSCL9D.3.56R(1) and subject to a five-year
retention period.

[Note: article 94(1)(0) of th€RD
Remuneration Principle 10: Personal investmeatesjies

19D.3.32 R (1) Airm must ensure that ismployeesindertake not to use
personal hedging strategies to undermine the hgkraent effects
embedded in theremuneratiorarrangements.

(2) Afirm must ensure that immployeeslo not useemuneration-or
liability-relatedcontracts of insurance® undermine the risk
alignment effects embedded in thesmunerationarrangements.

(3) Afirm must maintain effective arrangements designeasare
thatemployeesomply with their undertaking.

[Note: article 94(1)(p) of th€RDand Standard 14 of tHeSB
Compensation Standards

19D.3.33 G In thé&CA’s view, circumstances in whichpersonwill be using a
personal hedging strategy include (and are notéinio) entering into
an arrangement with a third party under which thedtparty will make
payments, directly or indirectly, to thaersonthat are linked to or
commensurate with the amounts by whichgkeson'semunerations
subject to reductions.

Remuneration Principle 11: Non-compliance with din@l-regulated firms
Remuneration Code

19D.3.34 R Afirm must ensure that variablemunerationis not paid through
vehicles or methods that facilitate non-compliawit obligations
arising from theRemuneration Cod¢he EU CRRor theCRD.

[Note: article 94(1)(q) of th€RD

Page 27 of 43



19D.3.35

19D.3.36

19D.3.37

19D.3.38

FCA 2015/27

Remuneration Principle 12: Remuneration structuregoduction

G

(1)

(@)

Taking account of tdaal-regulated firms remuneration
principles proportionality ruletheFCA does not generally
consider it necessary foifiam to apply therulesin (2) where, in
relation to an individual (X), both the followingrditions are
satisfied:

(@) Condition 1 is that X’s variabkemunerationis no more
than 33% of totatemunerationand

(b) Condition 2 is that X’s totakmunerationis no more than
£500,000.

Therulesreferred to in (1) are those relating to:

(@) guaranteed variablemunerationSYSCL9D.3.44R);
(b)  retainedgsharesor other instrumentsS{y SCL9D.3.56R);
(c) deferral §YSCI9D.3.59R); and

(d)  performance adjustme@YSCL9D.3.61R).

[Note: TheFSAalso gaveguidanceon the application of certainuleson
remuneratiorstructures about individuals who aheal-regulated firms
Remuneration Code stdtir only part of a given performance year. This
guidance is available on the FCA website at
https://www.fca.org.uk/firms/being-regulated/remraten-codes.

Remuneration Principle 12(a): Remuneration stmestd general requirement

R

R

R

Afirm must ensure that the structure ofeamployee'semunerations
consistent with, and promotes, effective risk mamagnt.

Afirm must ensure that themuneratiorpolicy makes a clear
distinction between criteria for setting:

1)

@)

basic fixedemuneratiorthat primarily reflects aemployee's

professional experience and organisational respiitgi as set
out in theemployee'$ob description and terms employment

and

variableremuneratiorthat reflects performance in excess of that
required to fulfil theemployee'sob description and terms of
employmenand that is subject to performance adjustment in
accordance with thaual-regulated firms Remuneration Code

[Note: article 92(2)(g) of th€RD|

A firm must not award variablemuneratiorto anon-executive
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director acting as such.

Remuneration Principle 12(b): Remuneration stmastu assessment of
performance

R (1) Airm must ensure that wheremunerations performance-
related:

€)) the total amount sgEmunerations based on a
combination of the assessment of the performance of

(1) the individual,
(i) the business unit concerned; and
(i) the overall results of thigem; and

(b) when assessing individual performance, finares well
as non-financial criteria are taken into account.

[Note: article 94(1)(a) of th€RD and Standard 6 of tHeSB
Compensation Standards

G The non-financial criteria8Y SCL9D.3.39R(1)(b) should include the
extent of theemployets adherence to effective risk management, and
compliance with theegulatory systerand with relevant overseas
regulatory requirements.

G Poor performance assessed by non-fimlameitrics, such as poor risk
management or other behaviours contrarfyrto values, can pose

significant risks for dirm and should, as appropriate, override metrics of

financial performance.

R Afirm must clearly explain the performance assessmeneps iSYSC
19D.3.39R to relevargmployees.

R Afirm must ensure that the assessment of performaseg iis a multi-
year framework in order to ensure that:

Q) the assessment process is based on longeptformance; and

(2) the actual payment of performance-based coents of

remunerationis spread over a period which takes account of the

underlying business cycle of thiem and its business risks.
[Note: article 94(1)(b) ofCRD|

Remuneration Principle 12(c): Remuneration stmgsty guaranteed variable
remuneration, buy-outs

R (1) Airm must ensure that guaranteed variablaunerations not
part of prospectiveemuneratiorplans.
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(2) Afirm must not award, pay or provide guaranteed variable
remuneratiorunless:

(@) it is exceptional,

(b) it occurs in the context of hiring nelmal-regulated firms
Remuneration Code staff

(c) thefirm has a sound and strong capital base; and
(d) it is limited to the first year of service.

[Note: article 94(1)(d) and (e) of tHeRD and Standard 11 of tl&SB
Compensation Standards

19D.3.45 R Afirm must ensure thaemunerationpackages relating to compensation
for, or buy out from, aemployee'sontracts in previousmployment
align with its long-term interests including appriage retention, deferral
and performance and clawback arrangements.

[Note: article 94(1)(i) ofCRD|

19D.3.46 G (1) Guaranteed variabdenuneratiorshould be subject to the same
requirements applicable to varialamuneratiorawarded by the
firm including deferral, malus and clawback.

(2) TheFCA expects that guaranteed variable awards and i@tent
awards should not be common practicedioal-regulated firms
Remuneration Code stathd should be limited to rare, infrequent
occurrences. ThECA expects dirm to provide prior notification
to theFCA of any such proposed awards.

19D.3.47 G Retention awards should form part oiade remuneratiorfor the
purpose oSYSCL9D.3.48R.

Remuneration Principle 12(d): Remuneration stm@su ratios between fixed
and variable components of total remuneration

19D.3.48 R Afirm must set an appropriate ratio between the fixedvamniable
components of totabmuneratiorand ensure that:

(1) fixed and variable components of ta@unerationare
appropriately balanced;

(2) the level of the fixed component representsfacsently high
proportion of the totalemuneratiornto allow the operation of a
fully flexible policy on variableemunerationcomponents,
including the possibility to pay no variablemuneration
component; and

(3) subject t&8YSCL9OD.3.49R, the level of the variable component of
total remunerationrmust not exceed 100% of the fixed component
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of totalremuneratiorfor eachdual-regulated firms Remuneration
Code staff

[Note: article 94(1)(f) and 94(1)(g)(i) of theRD}

Afirm may set a higher maximum level of the ratio betwibe fixed
and variable components of totamuneratiorprovided:

(1) the overall level of the variable component doesaxaeed 200%
of the fixed component of the tot@muneratiorfor eachdual-
regulated firms Remuneration Code stafid

(2) is approved by the shareholders or ownemambers of thérm
in accordance witlsYSCL9D.3.50R.

[Note: article 94(1)(g)(ii) oCRD|

Afirm must ensure that any approval by its shareholutepsvners or
members, for the purposes®YSCLID.3.49R, is carried out in
accordance with the following procedure:

(1) thefirm must give reasonable notice to all its sharehelder
owners or members of its intention to seek approf/ie
proposed higher ratio;

(2) thefirm must make a detailed recommendation to all its
shareholders or owners or members that includes:

(@) the reasons for, and the scope of, the appsought;
(b) the number of staff affected and their fumts; and

(c) the expected impact on the requirement to tagira
sound capital base;

(3) thefirm must:

(@) without delay, inform thECA of the recommendation to
its shareholders or owners or members, includieg th
proposed higher ratio and the reasons therefor; and

(b) demonstrate to tHeCA that the proposed higher ratio does
not conflict with its obligations under tl@&RD and theEU
CRR having particular regard to tfiem's own funds
obligations;

(4) thefirm must ensure th&mployeesvho have an interest in the
proposed higher ratio are not allowed to exerasectly or
indirectly, any voting rights they may have as shafders or
owners or members of tHiem in respect of the approval sought;
and
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(5) the higher ratio is approved by a majority of

(@) atleast 66% of the shares or equivalent ovnerghts
represented, if at least 50% of the shares or atgnv
ownership rights in thérm are represented; or

(b) atleast 75% of the shares or equivalent ovimgirsghts
represented, if less than 50% of the shares owalgumt
ownership rights in thérm are represented.

[Note: article 94(1)(g)(ii) of theCRD|

19D.3.51 R Afirm must notify theFCAwithout delay of the decisions taken by its
shareholders or members or owners including anyoapgd higher
maximum ratio.

[Note: article 94(1)(g)(ii) of theCRD|

19D.3.52 R Afirm may apply a discount rate to a maximum of 25%nafraployee's
total variableremuneratiorprovided it is paid in instruments that are
deferred for a period of not less than five years.

[Note: article 94(1)(g)(iii) of theCRD]

19D.3.53 R In applying the discount rateSMSCL9D.3.52R a firm must apply the
EBAGuidelines on the applicable notional discourd fat variable
remuneration published on 27 March 2014.

[Note: theEBA Guidelines on the applicable notional discourd fat
variable remuneration can be found at:
http://www.eba.europa.eu/documents/10180/643987 HFBRA2014-
01+%28Final+Guidelines+on+the+discount+rate+for+uraaration%29
.pdf/e8b3b3f6-6258-439d-a2d9-633e6e5d¢5e9

Remuneration Principle 12(e): Remuneration stinestd payments related to
early termination

19D.3.54 R Afirm must ensure that payments relating to the eantyitation of a
contract reflect performance achieved over timeaeddesigned in a
way that does not reward failure or misconduct.

[Note: article 94(1)(h) of th€RDand Standard 12 of tHeSB
Compensation Standards

19D.3.55 G Afirm should review existing contractual payments reléabe
termination ofemploymentith a view to ensuring that these are payable
only where there is a clear basis for concludirag they are consistent
with SYSCL9D.2.1R, which states that remuneration policiestrbe
consistent with, and promote, sound and effecislemanagement.

[Note: Standard 12 of thESB Compensation Standalds
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Remuneration Principle 12(f): Remuneration strregu retained shares or

other instruments

(1)

R

G

G

(2)

3)

Airm must ensure that a substantial portion, which least
50%, of any variableemunerationconsists of an appropriate
balance of:

(@)

(b)

sharesor equivalent ownership interests, subject to the
legal structure of thérm concerned, asharelinked
instruments or equivalent non-cash instrumenthencase
of a non-listedirm; and

where possible, other instruments that in eade
adequately reflect the credit quality of timen as a going
concern and are appropriate for use as variable
remuneration, such as:

0] those which are eligible alditional tier 1
instrumentsor tier 2 instrumentsor

(i)  those that can be fully converteddommon equity
tier 1 instrument®r written down;

(where the expressions in italics are definedy wie
conditions for eligibility, in the Definition of # Capital
part of thePRARulebook).

The instruments in (1) must be subject to gir@priate retention
policy designed to align incentives with the lon¢gm interests
of thefirm.

Thisrule applies to both the portion of the variabdenuneration

component deferred in accordance vVBMSCL9D.3.59R and the

portion not deferred.

[Note: article 94(1)(I) of theCRD and Standard 8 of tHeSB
Compensation Standards

Thé&CA would normally consider a period of retention iaf months to
be sufficient, provided that other risk manageneatniques within the
firm are operating to secure sound and effective riskagement.

(1)

The Committee of European BankingeBuisors has given

guidance on the interpretation of tG&D provision transposed by
SYSC19D.3.56R(3). Its guidelines provide that this riegment

means that the 50% minimum threshold for instrusemist be

applied equally to the non-deferred and the defiecanponents;

I.e., firms must apply the same chosen ratio between instrigmen

and cash for their total variablemuneratiorto both the upfront
and deferred components. (Guidelines on RemunerBidicies
and Practices, 10 December 2010, paragraph 133,
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https://www.eba.europa.eu/documents/10180/10696d&Bues.p
df.)

(2) This simplified example illustrates the opevatof (1). The
variable remuneration of a material risk taker 5).00 and, under
SYSCI9D.3.59R(2), X is required to defer 60%. X's upitro
component is 40 and X’s deferred component is @0edst 20 of
X’s upfront component, and at least 30 of X’s deddr
component, must be in instruments referred BYISC
19D.3.56R(1).

Remuneration Principle 12(g): Remuneration stmastu deferral

19D.3.59 R (1) Airm must not award, pay or provide a variat@dmuneration
component unless a substantial portion of it, whscht least 40%,
is deferred over a period which is not less than:

(@  fordual-regulated firms Remuneration Code stelfito do
not perform éPRA-designated senior management
function,three to five years, with no vesting taking place
until one year after the award, and vesting ncefastan on
a pro-rata basis.

(b)  fordual-regulated firms Remuneration Code stetfio
perform aPRA- designated senior managenvemniction
seven years, with no vesting taking place untg¢hyears
after the award, and vesting no faster than oroagia
basis.

(2) Inthe case of a variablemunerationcomponent:
(@) of £500,000 or more, or

(b)  payable to director of afirm that is significant in terms of
its size, internal organisation and the natureps@nd
complexity of its activities;

at least 60% of the amount must be deferred obdkes set out in
SYSCL9D.3.59R(1)

(3) Subject to (1), the length of the deferral pémmust be established
in accordance with the business cycle, the natitteedbusiness,
its risks and the activities of tleenployean question.

[Note: article 94(1)(m) of th€ RD and Standards 6 and 7 of fRi&B
Compensation Standards

19D.3.60 G (1) Deferrectemuneratiorpaid in:

(@) sharesor sharelinked instruments should be made under a
scheme which meets appropriate criteria, includisk
adjustment of the performance measure used tondieier
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the initial allocation okhares
(b) cash should also be subject to performariteria.

TheFCAwould generally expectfam to have dirm-wide policy
(andgroup-wide policy, where appropriate) on deferral. The
proportion deferred should generally rise with ithigo of variable
remuneratiornto fixedremuneratiorand with the amount of
variableremuneration While any variableemuneration
component of £500,000 or more paiditeal-regulated firms
Remuneration Code staffust be subject to 60% deferramns
should also consider whether lesser amounts sheutdnsidered
to be 'particularly high' taking account, for exdepf whether
there are significant differences wittdoal-regulated firms
Remuneration Code staff the levels of variableemuneration
paid.

Remuneration Principle 12(h): Remuneration stmaéstu performance
adjustment (affordability, malus, clawback)

19D.3.61 R Afirm must ensure that:

(1)

()

®3)

(4)

any variableemunerationincluding a deferred portion, is paid or
vests only if it is sustainable according to thmaficial situation of
thefirm as a whole, and justified on the basis of thequerénce

of thefirm, the business unit and the individual concerned;

any variableemunerationis subject to clawback, such that it is
only awarded if an amount corresponding to it lsamecovered
from the individual by théirm if the recovery is justified on the
basis of the circumstances describe8¥5CL9D.3.62R(2) and
SYSC19D.3.64R;

any variableemunerations subject to clawback for a period of at
least seven years from the date on which the Variab
remunerations awarded; and

fordual-regulated firms Remuneration Code stetfio perform a
PRA-designated senior managememiction it can, by notice to
theemployedo be given no later than seven years after the
variableremunerationwas awarded, extend the period during
which variableremunerations subject to clawback to at least ten
years from the date on which the variatdeunerations

awarded, where:

(@) thefirm has commenced an investigation into facts or event
which it considers could potentially lead to thelégation
of clawback were it not for the expiry of the claack
period; or

(b) thefirm has been notified by a regulatory authority

Page 35 of 43



19D.3.62

19D.3.63

R

E

FCA 2015/27

(including an overseas regulatory authority) that a
investigation has been commenced into facts orteven
which thefirm considers could potentially lead to the
application of clawback by tHem were it not for the
expiry of the clawback period; and

(5) it considers on an ongoing basis whetheiswthe power in (4).

[Note: article 94(1)(n) of th€RDand Standards 6 and 9 of fR&B
Compensation Standards

Afirm must:
(1) set specific criteria for the applicationroélus and clawback; and

(2) ensure that the criteria for the applicadmalus and clawback
in particular cover situations where thployee

(@) participated in, or was responsible for,diat which
resulted in significant losses to tfien; or

(b) failed to meet appropriate standards of fitreess
propriety.

[Note: article 94(1)(n) of th€RDand Standards 6 and 9 of fhR&B
Compensation Standards

[Note: TheFSAalso gaveguidanceon the application of the
requirements on risk adjustments. Taisdanceis available on thECA
website ahttps://www.fca.org.uk/firms/being-requlated/remrate®n-
codes]

(1) Airm should reduce unvested deferred variable remuaerat
when, as a minimum:

(@) there is reasonable evidencewiployeemisbehaviour or
material error; or

(b)  thefirm or the relevant business unit suffers a material
downturn in its financial performance; or

(c) thefirm or the relevant business unit suffers a material
failure of risk management.

(2) For performance adjustment purposes, awardsfefred variable
remuneratiormade in shares or other non-cash instruments ghoul
provide the ability for théirm to reduce the number of shares or
other non-cash instruments.

(3) Contravention of any of (1) or (2) may be rélen as tending to
establish contravention &YSCL9D.3.61R(1) on performance
adjustment
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Airm must make all reasonable efforts to recover anogpiate
amount corresponding to some or all vested variadeineration
where either of the following circumstances arigardy the period
in which clawback applies (including any part o€lsyeriod
occurring after the relevaetploymenhas ceased):

(@) there is reasonable evidencewiployeenisbehaviour or
material error; or

(b) thefirm or the relevant business unit suffers a material
failure of risk management.

A firm must take into account all relevant factors (idoig,
where the circumstances described in (1)(b) atteeproximity of
theemployedo the failure of risk-management in question el
employee’devel of responsibility) in deciding whether, aad
what extent it is reasonable, to seek recoverngfaa all of their
vested variableemuneration

Thegoverning bodyor, where appropriate, themuneratiorcommitteg
should approve performance adjustment policiesydieg the triggers
under which adjustment would take place. H@&A may askirmsto
provide a copy of their policies and expeitsis to make adequate
records of material decisions to operate the aajeists.

Effect of breaches of the Remuneration Principles

R

R

SYSCL9D Annex Imakes provision about voiding and recovery.

(1)

(2)

3)

Subject to (2) to (7), thdesin SYSCLID Annex 1.1Ro 1.6R
apply in relation to the prohibitions alual-regulated firms
Remuneration Code stdfeingremuneratedn the ways specified
in:

(@) SYSCI9D.3.44R (guaranteed varialvEmuneratio;
(b) SYSCI9D.3.59R (non-deferred variabiemuneratiof;

(c) SYSC9D.3.61R(2) (performance adjustment — clawback);
and

(d) SYSCLID Annex 1.10R (replacing payments recovered or
property transferred).

Paragraph (1) applies only to those prohibgiaa they apply in
relation to dirm that satisfies either Condition 1 or Conditions2 a
set out in (3) and (4).

Condition 1 is that thiérm is aUK bank abuilding societyor a

UK designated investmefitm, that has relevant total assets
exceeding £50 billion.
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(4) Condition 2 is that thigrm:

(@) is either dull credit institutionor aUK designated
investmentirm; and

(b) s part of agroup containing dirm that has relevant total
assets exceeding £50 billion and that ek abuilding
society or a UKdesignated investmefitm.

(5) For the purposes of thigle, ‘relevant total assets’ means the
arithmetic mean of thirm's total assets as set out in its balance
sheet on its last threecounting reference dates

(6) Thisrule does not apply in relation to the prohibitiondural-
regulated firms Remuneration Code stagfngremuneratedn the
way specified ir6YSCL9D.3.44R (guaranteed variable
remuneratiol if both the conditions in paragraphs (2) andaf3)
thatrule are met.

(7) Thisrule does not apply in relation ttual-regulated firms
Remuneration Code stgfX) in respect of whom both the
following conditions are satisfied:

(@) Condition 1 is that X’s variablemunerations no more
than 33% of totatemunerationand

(b)  Condition 2 is that X’s totaemunerations no more than
£500,000.

(8) Inrelation to (7):

(@) references teemuneratiorare toremuneratiorawarded or
paid in respect of the relevant performance year;

(b)  the amount of amgmunerations:
(i) ifitis money, its amount when awarded;
(i)  otherwise, whichever of the following isegtest:
(A) its value to the recipient when awarded;
(B) its market value when awarded; and
© the cost of providing it;

(c)  whereremunerations, when awarded, subject to any
condition, restriction or other similar provisiorhieh
causes the amount of themuneratiorto be less than it
otherwise would be, that condition, restrictiorpoovision
is to be ignored in arriving at its value; and
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(d) it is to be assumed that the membedul-regulated firms
Remuneration Code staffill remain so for the duration of
the relevant performance year.

Sections 137H and 1371 of Awtenable thé&CA to makerules
that render void any provision of an agreement¢batravenes
specified prohibitions in thdual-regulated firms Remuneration
Code and that provide for the recovery of any paynmmeatle, or
other property transferred, in pursuance of sugptosgision.

SYSC19D.3.66R an®YSCL9D.3.67R (together witBYSCL9D
Annex 1) are:

(@) rulesreferred to in (1) that render void provisionsaaf
agreement that contravene the specified prohilstam
guaranteed variablemuneration non-deferred variable
remuneratiorand replacing payments recovered or
property transferred; and

(2) the exception to the general position s¢immsection
138E(2) of theAct that a contravention ofrale does not
make any transaction void or unenforceable.

19D Detailed provisions on voiding and recovery (SY SC 19D.3.66R and SY SC
Annex 1 19D.3.67R)

Rendering contravening provisions of agreementsvoid

1

R

Any provision of an agreement that contravenpsohibition on
personsbeingremuneratedn a way specified in eule to which this
rule applies (a ‘contravening provision’) is void.

A contravening provision does not cease tedig because:

(1) | thefirm concerned ceases to satisfy any of the condisehs
out inSYSCL9D.3.67R(3) to (4); or

(2) | the member afual-regulated firms Remuneration Code stg
concerned starts to satisfy both of the conditestsout in
SYSCL9D.3.67R(7)(a) and (b).

\ff

A contravening provision that, at the timeule to which thisrule
applies was first made (including any previoukesin theFCA
Handbool, is contained in an agreement made before timat is
not rendered void b8YSCL9D Annex 1.1R, unless it is
subsequently amended so as to contravene sudé. a

The effect 08 YSCLI9D Annex 1.3R, in accordance with sections

137H and 1371 of thAct, is to prevent contravening provisions
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being rendered void retrospectively. However, cregning
provisions may be rendered void if they are comaiim an
agreement made after thde containing the prohibition is made by
the FCA but before theule comes into effect.

(1) | A pre-existing provision is not renderexdvby SYSCL9D
Annex 1.1R.

(2) | Inthis Annex, a pre-existing provision isygprovision of an
agreement that would (but for thisle) be rendered void by
SYSCL9D Annex 1.1R that was agreed at a time whenreithe

(@) | thefirm concerned did not satisfy any of the conditions
set out inSYSCL9D.3.67R(3) to (4); or

(b) | the member afual-regulated firms Remuneration
Code staftoncerned satisfied both of the conditions |set
out inSYSC19D.3.67R(7)(a) and (b).

(3) | But an amendment to, or in relation to, @@xisting
provision is not to be treated as a pre-existirgyision where
the amendment is agreed at a time when both:

(@) | thefirm concerned satisfies at least one of the
conditions set out iIBYSCL9D.3.67R(3) to (4); and

(b) | the member afual-regulated firms Remuneration
Code staftoncerned does not satisfy both of the
conditions set out iIBYSCL9D.3.67R(7)(a) and (b).

For the purposes of this chapter, it is immaltevhether the law
which (apart from this annex) governs a contravgirovision is
the law of thdJnited Kingdomor of a part of thé&nited Kingdom

Recovery of payments made or property transferred pursuant to a void
contravening provision

7

R

In relation to any payment made or other priypteansferred in
pursuance of a contravening provision other thpreaexisting
provision, airm must take reasonable steps to:

(1) | recover any such payment made or other prppansferred
by thefirm; and

(2) | ensure that any othgerson(P) recovers any such payment
made or other property transferred by {hatson

SYSCL9D Annex 1.7R continues to apply in one or botkthef
following cases:

(1) | thefirm concerned ceases to satisfy any of the condisehs
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out inSYSC19D.2.67R(3) to (4);

(2) | the member afual-regulated firms Remuneration Code stg
concerned starts to satisfy both of the conditgatsout in
SYSCL9D.2.67R(7)(a) and (b).

Therule in SYSCL9D Annex 1.7R(2) would, for example, apply in
the context of a secondment. Wheigraup member seconds an
individual to afirm and continues to be responsible for the
individual’s remunerationin respect of services provided to firen,
thefirm would need to take reasonable steps to ensurétgitoup
member recovers from the secondee ramyuneratiornpaid in
pursuance of a contravening provision.

Repl

acin

g paymentsrecovered or property transferred

10

(1) | Afirm must not award, pay or provide varialdenuneration
to apersonwho has receivetcemunerationn pursuance of a
contravening provision other than a pre-existingvggion (the
‘contravening.emuneratior) unless thdirm has obtained a
legal opinion stating that the award, payment owrsion of
theremunerationcomplies with thelual-regulated firms
Remuneration Code

(2) | Thisrule applies only to variableemuneratiorrelating to a
performance year to which the contraveniegiuneration
related.

(3) | The legal opinion in (1) must be properlgsened and be
provided by an appropriately qualified independedividual.

(4) | Paragraph (1) continues to apply in oneath lof the
following cases:

€)) thefirm concerned ceases to satisfy any of the
conditions set out iI®BYSCL9D.3.67R(3) to (4);

(b) the member afual-regulated firms Remuneration
Code staftoncerned starts to satisfy both of the

conditions set out iIBYSCL9D.3.67R(7)(a) and (b).

Notificat

ion tothe FCA

11

G

TheFCA considers any breach ofale to which this annex applies
to be a significant breach which should be notifietheFCA in
accordance witlsUP15.3.11R (Breaches of rules and other
requirements in or under the Act). Such a notifarashould include
information on the steps whichfiam or otherpersonhas taken or
intends to take to recover payments or propergctordance with
SYSCL9D Annex 1.7R.

\ff
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Amend the following as shown.

211 Risk control: guidance on gover nance arrangements
Chief Risk Officer
21.1.2 G (1 A Chief Risk Officer should:

() provide risk-focused advice and informatiotoithe
setting and individual application of tfiem's
remuneratiorpolicy (Where thd&kemuneration Code
applies, see in particul&®YSCL9A.3.15E. Where the
BIPRU Remuneration Code applies, see in partics¥®C
19C.3.15E. Where thdual-requlated firms Remuneration
Codeapplies, see in particul&YSCI9D.2.16E. Where
the remuneration part of tiRRARulebook applies, see
the PRAs Supervisory Statement on Remuneration

[Note: ThePRASs Supervisory Statement on remuneration is

available on th® RAwebsite at

http://www.bankofengland.co.uk/pra/Pages/defaulkads
Sch 5 Right of action for damages
Sch 5.4 G
Chapter/ | Section/| Paragraph Right of action under section 138D
Appendix | Annex
For private | Removed? For other
person? person?
SYSCl1 to No YesSYSC | No
SYSCI9A, 1.4.2R
andSYSC
19D
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In this Annex, underlining indicates new text atrikeng through indicates deleted text.

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

(1) Module

of
Handbook

carried on from an

(or itsappointed

United Kingdom

(2) Potential application
to an incoming EEA firm

(3) Potential application to
with respect to activities

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

establishment of thefirm

representative) in the

SYSC

and 19Ddo not apply.

SYSCL9A, 19C and 19[2lees
do not apply.

SYSCI9A, and19B, 19C
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