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MIFIDPRU 1 : Application

Section 1.1 : Application and purpose

1.1.1

1.1.2

1.1.3

1.1 Application and purpose

Application

There is no overall application provision for MIFIDPRU. Each chapter or
section has its own application statement. However, MIFIDPRU broadly
applies to the following:

(1)
(2)
(3)

(1)

()

3)

MIFIDPRU investment firms;
UK parent entities; and

parent undertakings in an investment firm group that are
incorporated in, or have their principal place of business in, the
United Kingdom.

The definition of a MIFIDPRU investment firm includes a collective
portfolio management investment firm. This means that a collective
portfolio management investment firm must comply with the rules in
MIFIDPRU, except to the extent that a provision of MIFIDPRU
otherwise provides.

A collective portfolio management investment firm is also subject to
the prudential requirements in B IPRU-INV 11 (Collective Portfolio
Management Firms and Collective Portfolio Management Investment
Firms). These firms should refer to mIPRU-INV 11.6 for further guidance
on how the requirements in MIFIDPRU interact with the requirements
in M IPRU-INV 11.

As explained in B MIFIDPRU 1.1.5G, many requirements in MIFIDPRU
apply only in relation to the MiFID business of a firm and therefore
will not apply to the collective portfolio management activities
carried on by a collective portfolio management investment firm.
However, some requirements in MIFIDPRU apply to the firm as a
whole.

Application to overseas firms

MIFIDPRU does not directly apply to an undertaking which is not
incorporated in, and does not have its principal place of business in, the
United Kingdom. However, MIFIDPRU imposes some obligations on UK
parent entities and responsible UK parents relating to undertakings
established in a third country that form part of the same investment firm
group. M MIFIDPRU 2 (Levels of application) contains additional guidance on
the application of MIFIDPRU to investment firm groups.

MIFIDPRU 1/2
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MIFIDPRU 1 : Application Section 1.1 : Application and purpose

1.1.4 (1) This guidance provision applies to a third country MIFIDPRU
investment firm. It is without prejudice to the FCA’s general approach
to authorising overseas firms.

(2) The FCA will not normally give a Part 4A permission to a third country
MIFIDPRU investment firm unless the FCA is satisfied that the
applicant will be subject to prudential regulation by a regulatory
body in its home jurisdiction and the regulatory requirements are
broadly equivalent to the requirements that would apply under
MIFIDPRU.

(3) When conducting the assessment in (2), the FCA will take into
account the following non-exhaustive list of factors:

(a) whether the requirements of the jurisdiction are likely to achieve
similar prudential outcomes to MIFIDPRU;

(b) how the overseas regulatory body supervises and enforces those
requirements in practice;

(c) the broader legal framework applicable to the applicant in the
jurisdiction; and

(d) whether there are adequate arrangements in place between the
FCA and the overseas regulatory body to facilitate any necessary
supervisory cooperation.

(4) The FCA considers that the approach described in (2) and (3) is
consistent with the following:

(a) The requirements in the threshold conditions including, in
particular, the effective supervision threshold condition described
in M COND 2.3, the appropriate resources threshold condition
described in M COND 2.4 and the suitability threshold condition
described in B COND 2.5.

(b) The need for the FCA to be able to apply effective supervision to
a third country MIFIDPRU investment firm to ensure appropriate
protection for consumers or potential consumers. This relies on
cooperation between the FCA and the overseas regulatory body
that supervises that third country MIFIDPRU investment firm and
on the FCA being able to place appropriate reliance on the
supervision applied by that overseas regulatory body.

(5) If a third country MIFIDPRU investment firm is not subject to
prudential regulation by a regulatory body in its home jurisdiction
which is broadly equivalent to the requirements that would apply
under MIFIDPRU, the FCA will normally expect it to establish a
subsidiary in the United Kingdom. That subsidiary would need to be
authorised as a MIFIDPRU investment firm and would then be directly
subject to the requirements in MIFIDPRU. The subsidiary would need
to demonstrate that it meets the threshold conditions to obtain
authorisation.

(6) Although a third country MIFIDPRU investment firm that is granted a
Part 4A permission is not subject to MIFIDPRU, it must still comply
with the requirements in the threshold conditions and Principles on
an ongoing basis. This includes the obligation under Principle 11
(Relations with regulators) to inform the FCA of anything of which
the FCA would reasonably expect notice, which may include
interactions between the firm and its overseas regulatory body.
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MIFIDPRU 1 : Application Section 1.1 : Application and purpose

Purpose

1.1.5 The purpose of MIFIDPRU is to set out the detailed prudential requirements
that apply to a MIFIDPRU investment firm. MIFIDPRU does not apply to a
designated investment firm, which is subject to prudential regulation by the
PRA. Generally, the rules in MIFIDPRU are intended to cover the MiFID
business undertaken by a firm, but certain requirements apply to a firm as a
whole.

1.1.6 The requirements in MIFIDPRU expand upon the basic requirements under
the appropriate resources threshold condition referred to in M COND 2.4 and
the requirement in Principle 4 for a firm to maintain adequate financial
resources.

Tied agents

1.1.7 (1) Certain provisions of MIFIDPRU refer to, or apply in relation to, tied
agents. The definition of a tied agent refers to a person who, on
behalf of an investment firm (including a third country investment
firm):

(a) promotes investment services or ancillary services to clients or
prospective clients;

(b) receives and transmits instructions or orders from the client in
respect of investment services or financial instruments;

(c) places financial instruments; or

(d) provides advice to clients or prospective clients in respect of
investment services or financial instruments.

(2) The references in MIFIDPRU to tied agents do not include appointed
representatives that do not meet the definition of a tied agent (for
example, because the relevant appointed representative does not
carry on its activities in relation to the MiFID business of its principal
firm). However, a firm’s potential responsibility for appointed
representatives (whether or not they are also tied agents) will be a
relevant factor for a firm’s ICARA process under M MIFIDPRU 7
(Governance and risk management).

Voluntary application of stricter requirements

1.1.8 I3 | No provision in MIFIDPRU prevents a firm from:

(1) holding own funds (or components of own funds) or liquid assets that
exceed those required by MIFIDPRU; or

(2) applying other measures that are stricter than those required by
MIFIDPRU.

1.1.9 (1) If a firm applies stricter measures than those required under
MIFIDPRU in accordance with B MIFIDPRU 1.1.8R, the firm must still
ensure that it meets the basic requirements of MIFIDPRU. This is
illustrated by the following two examples:

(a) Example 1: A firm decides to hold own funds of 0.03% of its
average AUM, rather than 0.02% as required under
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Section 1.1 : Application and purpose

1.1.10

B MIFIDPRU 4.7.5R. This would be a stricter measure that still met
the basic requirements of MIFIDPRU and therefore would be
permitted under m MIFIDPRU 1.1.8R.

(b) Example 2: A firm decides to hold a significant amount of
additional own funds instead of applying the deductions from its
common equity tier 1 capital required under B MIFIDPRU 3.3.6R.
This is on the basis that the additional own funds far exceed the
estimated value of the required deductions and the firm
considers that the deduction calculations are too onerous. While
the firm may consider that holding these additional own funds is
a stricter measure, this approach would not meet the basic
requirements of MIFIDPRU, which require the firm to calculate
and apply the deductions. In addition, the failure to apply the
correct deductions to common equity tier 1 capital may result in
the firm incorrectly applying the concentration risk requirements
and limits in ® MIFIDPRU 5. This approach would therefore not be
permitted under m MIFIDPRU 1.1.8R because it does not meet the
basic requirements of MIFIDPRU.

(2) If a firm wishes to apply a stricter measure but is unsure of whether
that measure would meet the basic requirements of MIFIDPRU, it
should discuss the proposal with the FCA before applying the
measure.

Notifications and applications under MIFIDPRU for which
there is no dedicated form

This rule applies where:

a notification or an application for permission is required under
a provision in (2); and

the provisions in MIFIDPRU do not specify that a particular
notification or application form must be used for that purpose.

The relevant provisions in (1) are:
a rule in MIFIDPRU,
a provision of the UK CRR that is applied by MIFIDPRU; or

a provision in binding technical standards made for the purposes
of the UK CRR where those binding technical standards are
applied by MIFIDPRU.

Where this rule applies, a firm, UK parent entity or GCT parent
undertaking that is subject to the relevant provision in (2) must:

where the provision requires a notification, complete the
notification form in B MIFIDPRU 1 Annex 5R and submit it to the
FCA using the online notification and application system; or

where the provision requires an application for permission,
complete the application form inm MIFIDPRU 1 Annex 6R and
submit it to the FCA using the online notification and application
system.
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MIFIDPRU 1 : Application

Section 1.2 : SNI MIFIDPRU investment firms

1.2.1

1.2.2

1.2 SNI MIFIDPRU investment firms

Basic conditions for classification as an SNI MIFIDPRU
investment firm

A MIFIDPRU investment firm is an SNI MIFIDPRU investment firm if it satisfies
the following conditions:

(1) its average AUM, as calculated in accordance with ® MIFIDPRU 4.7.5R is
less than £1.2 billion;

(2) its average COH, as calculated in accordance with B MIFIDPRU 4.10.19R
is less than:

(a) £100 million per day for cash trades; and
(b) £1 billion per day for derivatives trades;

(3) its average ASA, as calculated in accordance with m MIFIDPRU 4.9.8R is
zero;

(4) its average CMH, as calculated in accordance with B MIFIDPRU 4.8.13R is
Zero;

(5) it does not have permission to deal on own account;
(6) its on- and off-balance sheet total is less than £100 million;

(7) its total annual gross revenue from investment services and/or
activities is less than £30 million, calculated as an average on the basis
of the annual figures from the two-year period immediately
preceding the given financial year;

(8) it has not been classified as a non-SNI MIFIDPRU investment firm due
to the effect of m MIFIDPRU 10.2 (Categorisation of clearing firms as
non-SNI MIFIDPRU investment firms);

(9) its average DTF, as calculated in accordance with B MIFIDPRU 4.15.4R, is
zero; and

(10) it is not appointed to act as a depositary in accordance with
M FUND 3.11.10R(2) or M COLL 6.6A.8R(3)(b)(i).

The definitions of ASA and CMH relate to client assets and client money that
are held in the course of MiFID business. As a result, a firm may hold client
assets or client money in the course of business other than MiFID business
(provided that it has the necessary permissions to do so) and still meet the
conditions to be classified as an SNI MIFIDPRU investment firm. When
determining whether client assets or client money are to be treated as held
in the course of MIiFID business for these purposes, MIFIDPRU investment

MIFIDPRU 1/6
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MIFIDPRU 1 : Application Section 1.2 : SNI MIFIDPRU investment firms

firms should refer to the rules and guidance in m MIFIDPRU 4.8 (K-CMH
requirement) and m 4.9 (K-ASA requirement).

Additional provisions relating to the calculation of conditions
to be classified as an SNI MIFIDPRU investment firm

1.2.3 E Notwithstanding the calculation methodologies in B MIFIDPRU 4, the firm
must use the following for the purposes of the conditions in
B MIFIDPRU 1.2.1R:
(1) end-of-day values to calculate:
(a) its average AUM under B MIFIDPRU 1.2.1R(1);
(b) its average COH under m MIFIDPRU 1.2.1R(2);
(c) its average ASA under B MIFIDPRU 1.2.1R(3);

(2) intra-day values to assess its average CMH under B MIFIDPRU 1.2.1R(4).

1.2.4 R| (1) By way of derogation from B MIFIDPRU 1.2.1R, a firm may use the
alternative approach in (2) to measure:

(a) its average AUM for the purposes of B MIFIDPRU 1.2.1R(1); and/or
(b) its average COH for the purposes of B MIFIDPRU 1.2.1R(2).

(2) The alternative approach is to apply the methodologies in
B MIFIDPRU 4 for measuring average AUM and average COH, but with
the following modifications:

(a) the measurement must be performed over the immediately
preceding 12 months; and

(b) the exclusion of the 3 most recently monthly values does not
apply.

(3) If a firm uses the derogation in (1), it must:

notify the FCA by submitting the form in B MIFIDPRU 1 Annex 1R
via the online notification and application system; and

apply the alternative approach for a continuous period of at
least 12 months from the date specified in the firm’s notice in

(a).

(4) If a firm ceases to apply the derogation in (1), it must notify the FCA
by submitting the form in ® MIFIDPRU 1 Annex 1R via the online
notification and application system.

1.2.5 Where a firm relies on the derogation in B MIFIDPRU 1.2.4R, the alternative
approach applies only for the purpose of determining whether the firm
meets the requirements to be classified as an SNI MIFIDPRU investment firm.
It does not apply for the purpose of the firm’s calculation of its K-factor
requirement under B MIFIDPRU 4.

1.2.6 E (1) Subject to (2), a firm must use the values recorded at the end of the
last financial year for which accounts have been finalised and
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Section 1.2 : SNI MIFIDPRU investment firms

1.2.7

1.2.8

1.2.9

()

(1)

(2)

3)

(1)

approved by its management body to assess each of the following
conditions:

(a) its on- and off-balance sheet total under m MIFIDPRU 1.2.1R(6); and
(b) its total annual gross revenue under M MIFIDPRU 1.2.1R(7).
The firm must use provisional accounts where its accounts have not

been finalised and approved after 6 months from the end of the last
financial year.

A firm may use the end-of-day value for average CMH instead of the
intra-day value under m MIFIDPRU 1.2.3R(2) if:

(a) there is an error in record-keeping or in the reconciliation of
accounts that incorrectly indicates that the firm has breached the
zero threshold in ®m MIFIDPRU 1.2.1R(4); and

(b) the error is resolved before the end of the business day to which
it relates.
If a firm uses an end-of-day value under (1), it must notify the FCA
immediately of:
the error;
the reasons that the error occurred; and
how the error has been corrected.

The notification in (2) must be submitted via the online notification
and application system using the form in B MIFIDPRU 1 Annex 2R.

B MIFIDPRU 1.2.7R applies where a firm has incorrectly recorded an
amount of client money as CMH and identifies the mistake before the
end of the same business day. This could occur, for example, where
there has been an error in data entry, or where a firm incorrectly
records client money as meeting the CMH definition.

(2) mMIFIDPRU 1.2.7R does not apply where a firm mistakenly accepts an

(1)
(2)
(3)

amount that satisfies the CMH definition and subsequently returns
that amount to the relevant client. In that case, the firm will have
breached the zero threshold in B MIFIDPRU 1.2.1R(4) and the situation
has not arisen due to an error in record-keeping or reconciliation. A
firm that wishes to be classified as an SNI investment firm should
therefore operate effective systems and controls that prevent it from
mistakenly accepting money or assets that constitute CMH or ASA.

A MIFIDPRU investment firm must assess the following conditions on the
basis of the firm’s individual situation:

average ASA under B MIFIDPRU 1.2.1R(3);
average CMH under ® MIFIDPRU 1.2.1R(4);

average DTF under B MIFIDPRU 1.2.1R(9);

MIFIDPRU 1/8
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Section 1.2 : SNI MIFIDPRU investment firms

1.2.10

1.2.11

@
(5

(6)

(M

whether the firm has permission to deal on own account;

whether the firm is a clearing member or an indirect clearing firm;
and

whether the firm is appointed to act as a depositary in accordance
with B FUND 3.11.10R(2) or M COLL 6.6A.8R(3)(b)(i).

A MIFIDPRU investment firm must assess the conditions in (2) on the
basis of the combined position of each of the following entities that
form part of the same group as the firm;

MIFIDPRU investment firms;
designated investment firms;
collective portfolio management investment firms; and

third country investment firms that carry on investment services
and/or activities in the UK.

The relevant conditions are:

(a) where a MIFIDPRU investment firm has metrics for AUM, average
AUM under B MIFIDPRU 1.2.1R(1);

(b) where a MIFIDPRU investment firm has metrics for COH, average
COH under m MIFIDPRU 1.2.1R(2);

(c) the on- and off-balance sheet total under B MIFIDPRU 1.2.1R(6);
and

(d) total annual gross revenue under M MIFIDPRU 1.2.1R(7).

When measuring the combined total annual gross revenue under
(2)(d), the firm may exclude any double counting that arises in
respect of gross revenues generated within the group.

When calculating the contribution of the following to the combined
position of the group, the firm must:

(a) for a collective portfolio management investment firm, include
only amounts that are attributable to the investment services
and/or activities that fall within m COLL 6.9.9R (4) to W COLL 6.9.9R (6)
or MFUND 1.4.3R (3) to MFUND 1.4.3R (6); and

(b) for a third country investment firm:

(i) include only amounts that are attributable to the investment
services and/or activities that are carried on by the third
country investment firm in the UK; and

(ii) apply the definitions of AUM and COH as if the references to
"MIFID business" in those definitions included the investment
services and/or activities in (i).

B MIFIDPRU 1.2.10R applies to each individual MIFIDPRU investment
firm by reference to the relevant entities that form part of that firm’s
group. The purpose of the rule is to prevent a MIFIDPRU investment
firm from dividing its business between separate group entities that
may each carry-on investment services and/or activities in the UK in
order to avoid being classified as a non-SNI MIFIDPRU investment
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Section 1.2 : SNI MIFIDPRU investment firms

1.2.12

firm. Where two or more MIFIDPRU investment firms exceed one or
more of the relevant thresholds in m MIFIDPRU 1.2.10R on a combined
basis, each of those firms will be treated as a non-SNI MIFIDPRU
investment firm.

(1A) (a)

(b)

A MIFIDPRU investment firm that does not have metrics for AUM
or COH, does not need to take into account the AUM or COH of
other members of its group when calculating average AUM under
M MIFIDPRU 1.2.1R(1) or average COH under E MIFIDPRU 1.2.1R(2).
This is illustrated by the example in (b).

Firm A (a MIFIDPRU investment firm providing services for the
execution of orders on behalf of clients, with no AUM itself) is
part of the same group as Firm B and Firm C (both MIFIDPRU
investment firms providing portfolio management services, each
with AUM of £0.8 billion). As Firm A does not have any AUM, it
does not need to take into account the average AUM of Firms B
and C when considering the average AUM threshold in

B MIFIDPRU 1.2.1R(1), and Firm A is therefore not a non-SNI/
investment firm under this particular metric. Firms B and C would
both be non-SNI MIFIDPRU investment firms because they do
have metrics for AUM and because their combined average AUM
is more than the threshold in B MIFIDPRU 1.2.1R(1).

(2) Where a MIFIDPRU investment firm forms part of an investment firm
group to which consolidation applies under B MIFIDPRU 2.5,
B MIFIDPRU 2.5.21R explains how m MIFIDPRU 1.2 applies to the
consolidated situation of the relevant UK parent entity.

Summary of conditions for classification as an SNI MIFIDPRU
investment firm and associated calculation requirements

The following table summarises the effect of m MIFIDPRU 1.2.1R to M 1.2.10R.

Average
AUM

Average COH
(cash trades)

Average COH
(derivatives)

Average ASA
Average CMH

End-of-day Less than Combined See Note 1
£1.2 billion

End-of-day Less than Combined See Note 1
£100 million
per day

End-of-day Less than £1  Combined See Note 1
billion per
day

End-of-day Zero Individual

Intra-day Zero Individual See Note 2

MIFIDPRU 1/10
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Average DTF
NPR

MG

TCD

On- and off-
balance sheet
total

Total annual
gross revenue
from invest-
ment services
and/or ac-
tivities

Whether firm
is a clearing
member or
indirect
clearing firm
under MIFID-
PRU 10.2

Whether the
firm has been
appointed to
act as a de-
positary in ac-
cordance
with FUND
3.11.10R(2) or
COLL
6.6A.8R(3)(b)(i)

Notes
Note 1:

End-of-day

Zero

Firm must not have permis-
sion to deal on own account,
so these measures must al-

ways be zero

End of last
financial year
for which ac-
counts fi-
nalised by
management
body

End of last
financial year
for which ac-
counts fi-
nalised by
management
body

Less than
£100 million

Less than £30
million,
based on an
average of
annual fig-
ures for the
two-year
period imme-
diately pre-
ceding the
given finan-
cial year

Firm must not be a clearing
member or indirect clearing

firm

Firm must not be appointed
as a depositary under the rel-
evant FUND and COLL

provisions

Under MIFIDPRU 1.2.4R, the firm can choose to calculate the

Individual
Individual
Individual
Individual

Combined

Combined

Individual

Individual

See Note 3

See Notes 3
and 4

relevant values for these measures by applying the applic-
able methodologies in MIFIDPRU 4 to the most recent 12
months without excluding the three most recent monthly

values.
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1.2.13

1.2.14

1.2.15

Note 2: Under MIFIDPRU 1.2.7R, the firm may use the end-of-day
value if there has been an error in record keeping or in re-
conciliation of accounts that incorrectly indicates the firm
has breached the zero threshold for average CMH, provided
that the error is corrected before the end of the business
day to which it relates.

Note 3: Under MIFIDPRU 1.2.6R, the firm must use provisional ac-
counts where the relevant accounts have not been finalised
and approved after 6 months from the end of the last finan-
cial year.

Note 4: Under MIFIDPRU 1.2.10R, the firm may exclude any double
counting that arises in respect of gross revenues generated
within the group.

Non-SNI MIFIDPRU investment firms that subsequently satisfy
the conditions to be an SNI MIFIDPRU investment firm

(1) This rule applies to a non-SNI MIFIDPRU investment firm that
subsequently satisfies all the conditions in m MIFIDPRU 1.2.1R.

(2) The firm in (1) shall be reclassified as an SN/ MIFIDPRU investment
firm only if:

(a) the firm satisfies the relevant conditions for a continuous period
of at least 6 months (or any longer period that has elapsed
before the firm submits the notification in (b)); and

(b) the firm notifies the FCA that it satisfies the conditions in (a).

(3) The notification in (2)(b) must be submitted via the online
notification and application system using the form in
B MIFIDPRU 1 Annex 3R.

Ceasing to meet the conditions to be an SNI MIFIDPRU
investment firm

Where a MIFIDPRU investment firm no longer satisfies all the conditions set
out in M MIFIDPRU 1.2.1R, it ceases to be an SN/ MIFIDPRU investment firm
with immediate effect, except where B MIFIDPRU 1.2.15R applies.

(1) Where a MIFIDPRU investment firm exceeds one or more of the
thresholds in (2), but continues to satisfy all other conditions in
B MIFIDPRU 1.2.1R, it ceases to be an SNI MIFIDPRU investment firm 3
months after the date on which it first exceeded the relevant
threshold.

MIFIDPRU 1/12

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 1 : Application

Section 1.2 : SNI MIFIDPRU investment firms

1.2.16

1.2.17

1.2.18

(2) The relevant thresholds are:
(a) the average AUM threshold in ® MIFIDPRU 1.2.1R(1);

(b) either or both of the average COH thresholds in
B MIFIDPRU 1.2.1R(2);

(c) the on- and off-balance sheet total threshold in
B MIFIDPRU 1.2.1R(6); and

(d) the total annual gross revenue threshold in B MIFIDPRU 1.2.1R(7).

(1) If a MIFIDPRU investment firm ceases to satisfy one of the conditions
in M MIFIDPRU 1.2.1R, it must promptly notify the FCA.

(2) The notification in (1) must be submitted via the online notification
and application system using the form in B MIFIDPRU 1 Annex 4R.

Where a firm ceases to satisfy one of the conditions in m MIFIDPRU 1.2.15R, but
subsequently satisfies that condition within the three-month period referred
to in that rule, the firm will still be reclassified as a non-SNI MIFIDPRU
investment firm 3 months after the date on which it first ceased to satisfy
that condition. The firm will only be reclassified as an SN/ MIFIDPRU
investment firm if it satisfies the conditions in, and requirements of,

B MIFIDPRU 1.2.13R.

Application of senior management, remuneration and systems
and controls requirements to SNI MIFIDPRU investment firms

(1) Subject to (2) and (3), the following provisions do not apply to an SNI
MIFIDPRU investment firm:

(a) ® MIFIDPRU 7.3 (Risk, remuneration and nomination committees);

(b) the provisions in mSYSC 19G (MIFIDPRU Remuneration Code)
which are not listed in W SYSC 19G.1.6R(2).

(2) Subject to (4) and (5), if a non-SNI MIFIDPRU investment firm satisfies
the conditions in ® MIFIDPRU 1.2.1R to be classified as an SNI MIFIDPRU
investment firm, the provisions in (1) will cease to apply only:

(a) 6 months after the date on which the firm first satisfied those
conditions (or after any longer period that has elapsed before the
firm submits the notification in (b)(ii)); and

(b) provided that the firm:

(i) continued to satisfy the conditions throughout the period in
(a); and

(ii) has notified the FCA under B MIFIDPRU 1.2.13R(2)(b).

(3) Subject to (4) and (5), if an SNI MIFIDPRU investment firm no longer
satisfies the conditions in W MIFIDPRU 1.2.1R to be classified as an SN/
MIFIDPRU investment firm, it must:

(a) notify the FCA immediately in accordance with B MIFIDPRU 1.2.16R
of the date on which it ceased to satisfy the conditions; and

(b) comply with the provisions in (1) within 12 months from the date
on which the firm ceased to satisfy the conditions.
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1.2.19

(4) W MIFIDPRU 7.3 (Risk, remuneration and nomination committees) does
not apply to a non-SNI MIFIDPRU investment firm if the firm meets
the conditions in m MIFIDPRU 7.1.4R.

(5) The provisions listed in mSYSC 19G.1.1R(4) do not apply to a non-SNI
MIFIDPRU investment firm if the firm meets the conditions in
W SYSC 19G.1.1R(2).

Under the Capital Requirements (Country-by-Country Reporting) Regulations
2013 (SI 2013/3118) as amended, non-SNI MIFIDPRU investment firms may be
required to disclose information relating to their branches or subsidiaries
outside the UK. The Regulations also set out how the country-by-country
reporting obligations apply when a MIFIDPRU investment firm is reclassified
as an SNI MIFIDPRU investment firm or a non-SNI MIFIDPRU investment firm.

MIFIDPRU 1/14
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1.3 Actions for damages

1.3.1 E A contravention of any rule in MIFIDPRU does not give rise to a right of
action by a private person under section 138D of the Act (and each of those

rules is specified under section 138D(3) of the Act as a provision giving rise to
no such right of action).
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MIFIDPRU 1 : Application Annex 1

Notification under MIFIDPRU 1.2.4R in respect of the use of the
alternative approach to measure AUM and/or COH for the purpose of
determining if a firm can be classified as an SNI investment firm

[Editor’s note: The form can be found at this address: |https://www.handbook.fca.org.uk/form/MIFIDPRU|
[1 Annex 1R Notification under MIFIDPRU 1.2.4R .pdf|
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MIFIDPRU 1 : Application Annex 2

Notification under MIFIDPRU 1.2.7R(2) of the use of an end-of-day
value for CMH as a result of a qualifying error

[Editor’s note: The form can be found at this address:|https://www.handbook.fca.org.uk/form/MIFIDPRU|
[1 Annex 2R Notification under MIFIDPRU 1.2.7R(2) of the use of an end-of-day value for CMH.pdf
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MIFIDPRU 1 : Application Annex 3

Notification under MIFIDPRU 1.2.13R(2)(b) that a non-SNI investment
firm qualifies to be reclassified as an SNI investment firm

[Editor’s note: The form can be found at this address:|httgs://www.handbook.fca.org.uk/form/MIFIDPRU|
|1 Annex 3R Notification under MIFIDPRU 1.2.13R(2)(b).pdf|
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MIFIDPRU 1 : Application Annex 4

Notification under MIFIDPRU 1.2.16R that a firm no longer qualifies to
be classified as an SNI investment firm

|MIFIDPRU 1 Annex 4R Notification under MIFIDPRU 1.2.16R that a firm.group no longer qualifies.pdf|
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MIFIDPRU 1 : Application Annex 5

Application for a permission under MIFIDPRU for which there is no
dedicated application form

Editor’s note: The form can be found at this addressjhttps://www.handbook.fca.org.uk/form/mifidprul/|
[MIFIDPRU1_Annex5R_20220101.pdf|
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MIFIDPRU 1 : Application Annex 6

Notification under MIFIDPRU for which there is no dedicated
notification form

Editor’s note: The form can be found at this address: |https://www.handbook.fca.org.uk/form/mifidprul|
[MIFIDPRU1_Annex6R_20220101.pdf]
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MIFIDPRU 2 : Level of Section 2.1 : Application and purpose
application of requirements

2.1 Application and purpose

Application

2.1.1 I3 | = miIFIDPRU 2 applies to:
a MIFIDPRU investment firm;
a UK parent entity;

a UK investment holding company, UK mixed financial holding
company or UK mixed-activity holding company; and

a parent undertaking in the UK that is a relevant financial
undertaking in an investment firm group.

Purpose

2.1.2 This chapter contains:

(1) a rule in mMIFIDPRU 2.2.1R applying requirements in this sourcebook
to MIFIDPRU investment firms on an individual basis;

(2) rules in m MIFIDPRU 2.3 outlining the circumstances in which a
MIFIDPRU investment firm may apply to the FCA for an exemption

from specific requirements in this sourcebook that apply on an
individual basis;

(3) rules and guidance in m MIFIDPRU 2.4 which cover:

(a) the definition of an investment firm group;

(b) the undertakings that are included within an investment firm
group; and

(c) when and how an investment firm group may apply to the FCA
for permission to use the group capital test as an alternative to
the prudential consolidation requirements in B MIFIDPRU 2.5;

(4) rules and guidance in m MIFIDPRU 2.5 which cover the following:

(a) when requirements in this sourcebook apply on a consolidated
basis;

(b) the circumstances in which the FCA may permit an investment

firm group to disapply certain prudential consolidation
requirements; and

(c) how an investment firm group must apply obligations in this
sourcebook on a consolidated basis;
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(5) rules and guidance in B MIFIDPRU 2.6 in relation to the group capital
test; and

(6) rules and guidance in W MIFIDPRU 2.7 which cover:

(a) additional requirements and FCA supervisory powers that are
relevant to a UK parent entity; and

(b) additional requirements that are relevant to a MIFIDPRU
investment firm which is a subsidiary of a UK mixed-activity
holding company.
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2.2 General principle

2.2.1 E A MIFIDPRU investment firm must comply with the rules in B MIFIDPRU 3 to
B MIFIDPRU 9 on an individual basis.
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2.3 Exemptions .
2

2.3.1 E A MIFIDPRU investment firm will be exempt from m MIFIDPRU 8 (Disclosure) on
an individual basis if:

(1) the firm has applied to the FCA in accordance with ® MIFIDPRU 2.3.3R;

(2) the application in (1) demonstrates to the satisfaction of the FCA
that:

(a) the firm is a SNI MIFIDPRU investment firm;

(b) the firm is a subsidiary and is included in the supervision on a
consolidated basis of an insurance undertaking or reinsurance
undertaking in accordance with Rule 10.5 of the PRA Rulebook:
Solvency Il firms: Group Supervision;

(c) the firm and its parent undertaking are subject to authorisation
and supervision in the UK;

(d) own funds are distributed adequately between the firm and its
parent undertaking and:

(i) there is no current or foreseen material practical or legal
impediment to the prompt transfer of capital or repayment
of liabilities by the parent undertaking;

(ii) either the parent undertaking will guarantee the
commitments entered into by the firm, or the risks in the
firm are of negligible interest;

(iii) the risk evaluation, measurement and control procedures of
the parent undertaking include the firm; and

(iv) the parent undertaking holds more than 50% of the voting
rights attached to shares in the capital of the firm or has the
right to appoint or remove a majority of the members of the
firm’s management body.

(3) the PRA does not object to the exemption.
2.3.2 | A MIFIDPRU investment firm will be exempt from m MIFIDPRU 6 (Liquidity) on
an individual basis where:

(1) the firm has applied to the FCA in accordance with m MIFIDPRU 2.3.3R;

(2) the application in (1) demonstrates to the satisfaction of the FCA
that:

(a) the firm:
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233

(i) is supervised on a consolidated basis in accordance with
Chapter 2 of Title Il of Part One of the UK CRR; or

(ii) is included in an investment firm group that is subject to
B MIFIDPRU 2.5.11R and has not obtained the exemption
referred to in M MIFIDPRU 2.5.19R;

(b) the parent undertaking, on a consolidated basis, monitors and
has oversight at all times over the liquidity positions of all
institutions and MIFIDPRU investment firms within the group or
sub-group that are exempted from liquidity requirements on an
individual basis, and ensures a sufficient level of liquidity for all
of those institutions and MIFIDPRU investment firms;

(c) the parent undertaking and the firm have entered into contracts
that, to the satisfaction of the appropriate requlator, provide for
the free movement of funds between the parent undertaking
and the firm to enable them to meet their individual obligations
and joint obligations as they become due;

(d) there is no current or foreseen material, practical or legal
impediment to the fulfilment of the contracts in (c); and

(3) the PRA does not object to the exemption if it is the consolidating
supervisor of the group.
An application referred to in B MIFIDPRU 2.3.1R(1) or M MIFIDPRU 2.3.2R(1) must:
(1) be made using the form in ® MIFIDPRU 2 Annex 1R; and

(2) be submitted using the online notification and application system.

MIFIDPRU 2/6
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Section 2.4 : Investment firm groups: general

2.4.1

2.4.2

2.4.3

2.4.4

2.4 Investment firm groups: general

Application and purpose

This section applies to:

(M

()

(M

()

()

(M

()

(M

a UK parent entity; and

a MIFIDPRU investment firm.

The definition of an investment firm group covers a parent
undertaking that is incorporated in the UK or has its principal place
of business in the UK, and its subsidiaries, at least one of which must
be a MIFIDPRU investment firm.

The definition of an investment firm group also includes connected
undertakings. These are relevant financial undertakings that are not
subsidiaries, but which form part of the investment firm group by one
of the relationships listed in ® MIFIDPRU 2.4.6R.

If the subsidiaries of the group include a UK credit institution, the
group is not an investment firm group. However, if a UK credit
institution is only a connected undertaking in relation to an
investment firm group, the group is still an investment firm group. If
the investment firm group includes a subsidiary or a connected
undertaking that is credit institution established in a third country,
the group is still an investment firm group.

When a UK parent entity or a MIFIDPRU investment firm is identifying
whether it forms part of an investment firm group, it must identify all
relevant financial undertakings that are either subsidiaries or
connected undertakings.

The UK parent entity or MIFIDPRU investment firm can use the
analysis in (1) to determine whether the investment firm group:
(a) is likely to be subject to consolidation under m MIFIDPRU 2.5; or

(b) has a sufficiently simple structure to justify submitting an
application to the FCA to apply the group capital test under
B MIFIDPRU 2.6.

Where consolidation under B MIFIDPRU 2.5 applies, the definition of an
investment firm group and the resulting consolidated situation
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includes all relevant financial undertakings that are either subsidiaries
or connected undertakings.

(2) Where m MIFIDPRU 2.6 applies, the definition of an investment firm

p) group means that the group capital test only applies to a parent
undertaking in relation to relevant financial undertakings that are its
subsidiaries or that are connected undertakings in which it holds a
participation in accordance with B MIFIDPRU 2.4.15R. The group capital
test does not apply in relation to a relevant financial undertaking
that is a connected undertaking of the parent undertaking otherwise
than due to a participation.

(3) However, as explained in ® MIFIDPRU 2.4.19G, where an investment
firm group contains material connected undertakings (other than
those connected by a participation), the FCA considers that the
underlying structure of the investment firm group is unlikely to be
sufficiently simple to permit the application of the group capital test.
In that case, it is likely that the UK parent entity of the investment
firm group will be subject to consolidation under ® MIFIDPRU 2.5.

Subsidiaries

2.45 (1) The definition of a subsidiary for the purposes of MIFIDPRU refers to
any undertaking which is a “subsidiary undertaking”_as defined in
section 1162, read together with Schedule 7, of the|Companies Act|
-2006

(2) Under|section 1162(4)|of the Companies Act 2006, this includes
relationships where either of the following apply in relation to an
undertaking (“A") and another undertaking (“B"):

(a) A has the power to exercise, or actually exercises, dominant
influence or control over B; or

(b) A and B are managed on a unified basis.

3) Under|section 1162(5)|of the Companies Act 2006, if an undertaking
("A") has a subsidiary undertaking (“B”) and B is a parent
undertaking of another undertaking (“C"), then C is also a subsidiary
undertaking of A. As a result, the definition of a subsidiary in
MIFIDPRU includes subsidiaries of subsidiaries.

Connected undertakings: general

2.4.6 | An undertaking (“CU") is a connected undertaking of another undertaking
("P1") if:

(1) P1is connected to CU by majority common management in
accordance with ®m MIFIDPRU 2.4.8R(1);

(2) P1 exercises significant influence over CU in accordance with
B MIFIDPRU 2.4.10R(1);

(3) P1 and CU have been placed under single management, other than
under a contract, clauses in memoranda or articles of association, in
accordance with ®m MIFIDPRU 2.4.12R(1);

(4) CU is a subsidiary of another undertaking (“P2"), and P2:
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2.4.7

2.4.8

2.4.9

(a) is connected to P1 by majority common management in
accordance with m MIFIDPRU 2.4.8R(1); or

(b) has been placed under single management with P1, other than
under a contract, clauses in memoranda or articles of association,
in accordance with m MIFIDPRU 2.4.12R(1); or

(5) P1 holds a participation in CU in accordance with ® MIFIDPRU 2.4.15R.

The criteria in B MIFIDPRU 2.4.8R(2)-H (5) and B MIFIDPRU 2.4.12R(2)-H (5) for
determining the deemed parent undertaking in relation to a connected
undertaking apply to the facts at the time when the relevant relationship is
created. This means that a subsequent change in the own funds requirement
of an entity or investment firm group does not change the deemed parent
undertaking.

Connected undertakings: majority common management

This rule applies where:

a MIFIDPRU investment firm is connected to a relevant financial
undertaking by majority common management; or

a relevant financial undertaking that forms part of an
investment firm group is connected to another relevant financial
undertaking by majority common management.

If only one of the undertakings connected by majority common
management forms part of an existing investment firm group, that
undertaking is deemed to be the parent undertaking of the other
undertaking when applying the requirements in B MIFIDPRU 2.5.

If both undertakings connected by majority common management
form part of separate existing investment firm groups, the
undertaking that forms part of the investment firm group which has,
or would have, the higher consolidated own funds requirement
based on its consolidated situation, is deemed to be the parent
undertaking of the other undertaking when applying the
requirements in B MIFIDPRU 2.5.

If neither of the undertakings connected by majority common
management forms part of an existing investment firm group and
both undertakings are MIFIDPRU investment firms, the MIFIDPRU
investment firm with the higher individual own funds requirement is
deemed to be the parent undertaking of the other MIFIDPRU
investment firm when applying the requirements in B MIFIDPRU 2.5.

If neither of the undertakings connected by majority common
management forms part of an existing investment firm group and
only one of the undertakings is a MIFIDPRU investment firm, the
MIFIDPRU investment firm is deemed to be the parent undertaking
of the other undertaking when applying the requirements in

B MIFIDPRU 2.5.

A MIFIDPRU investment firm may apply to the FCA under [section 138A]|of the
Act to modify the application of B MIFIDPRU 2.4.8R(2)-M (5), if it considers that

a different undertaking should be deemed to be the parent undertaking on
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2.4.10

2.4.11

the basis of majority common management for the purposes of
B MIFIDPRU 2.5.

Connected undertakings: significant influence without
participation or capital ties

(1) This rule applies where:

(a) any of the following undertakings (*A") exercises significant
influence over a relevant financial undertaking:

(i) a MIFIDPRU investment firm;
(ii) an investment holding company; or
(iii) a mixed financial holding company; and
(b) the relevant financial undertaking is not:
(i) a subsidiary of A; or

(ii) connected to A by majority common management.

(2) Where this rule applies, A is deemed to be the parent undertaking of
the relevant financial undertaking when applying B MIFIDPRU 2.5.

(1) To assess whether A exercises significant influence over a relevant
financial undertaking, the FCA considers that the equivalent
accounting position, as it would be assessed under the guidance in
International Accounting Standard 28 (as amended in 2011) under
IFRS or Financial Reporting Standard 102 (March 2018) under UK
GAAP, will be relevant. In particular, a firm should consider whether A
has the power to participate in the financial and operating policy
decisions of the relevant financial undertaking, even though A does
not have control or joint control of those policies. The indicators in
(2) may be evidence of significant influence but are not conclusive. A
firm should consider all relevant facts and circumstances.

(2) When applying ® MIFIDPRU 2.4.10R(1)(a), the following circumstances
may be indicators that A exercises significant influence over the
relevant financial undertaking:

(a) A appoints or has the ability to appoint a representative in the
management body of the relevant financial undertaking, either
in the executive or in the supervisory function;

(b) A participates in the policy-making processes of the relevant
financial undertaking, including participation in decisions about
dividends and other distributions;

(c) the existence of material transactions between the two
undertakings;

(d) the interchange of managerial personnel between the two
undertakings;

(e) the provision of essential technical information or critical services
from one entity to the other;

(f) A enjoys additional rights in the relevant financial undertaking,
under a contract or a provision in the articles of association or
other constitutional documents of the relevant financial

MIFIDPRU 2/10
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2.4.12

undertaking, that could affect the management or the decision-
making of the relevant financial undertaking; and

(g) the existence of share warrants, share call options, debt
instruments that are convertible into ordinary shares or other
similar instruments that are currently exercisable or convertible
and have the potential, if exercised or converted, to give voting
power or to reduce another party’s voting power over the
financial and operating policies of the relevant financial
undertaking.

Connected undertakings: single management other than
pursuant to a contract, clauses in memoranda or articles of
association

(1) This rule applies where:

(a) any of the following undertakings (*A") has been placed under
single management, other than pursuant to a contract, clauses in
memoranda or articles of association, with a relevant financial
undertaking:

(i) a MIFIDPRU investment firm;
(ii) an investment holding company; or
(iii) a mixed financial holding company; and
(b) the relevant financial undertaking is not:
(i) a subsidiary of A;
(ii) connected to A by majority common management; or

(iii) an undertaking over which A exercises significant influence in
accordance with m MIFIDPRU 2.4.10R.

(2) If only one of the undertakings placed under single management
already forms part of an existing investment firm group, that
undertaking is deemed to be the parent undertaking of the other
undertaking when applying the requirements in B MIFIDPRU 2.5.

(3) If both undertakings placed under single management form part of
separate existing investment firm groups, the undertaking that forms
part of the investment firm group which has, or would have, the
higher consolidated own funds requirement based on its consolidated
situation is deemed to be the parent undertaking of the other
undertaking when applying the requirements in B MIFIDPRU 2.5.

(4) If neither of the undertakings placed under single management forms
part of an existing investment firm group and both of those
undertakings are MIFIDPRU investment firms, the MIFIDPRU
investment firm with the higher individual own funds requirement is
deemed to be the parent undertaking of the other MIFIDPRU
investment firm when applying the requirements in B MIFIDPRU 2.5.

(5) If neither of the undertakings placed under single management forms
part of an existing investment firm group and only one of those
undertakings is a MIFIDPRU investment firm, the MIFIDPRU
investment firm is deemed to be the parent undertaking of the other
undertaking when applying the requirements in B MIFIDPRU 2.5.
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2.4.13

2.4.14

2.4.15

2.4.16

When applying B MIFIDPRU 2.4.12R, the following circumstances are indicators
that the type of single management in ® MIFIDPRU 2.4.12R(1)(a) may exist:

(1) A and the relevant financial undertaking are controlled by:
(a) the same natural person;

(b) the same group of natural persons;

(c) an undertaking or the same group of undertakings that do not
otherwise belong to that group;

(d) an undertaking or the same group of undertakings that are not
established in the UK; or

(2) the majority of the management body, either in its executive or in its
supervisory function, of A and the relevant financial undertaking is
composed of people appointed by the same undertaking or
undertakings, by the same natural person or by the same group of
natural persons, even if they do not necessarily consist of the same
people.

The indicators in B MIFIDPRU 2.4.13G are not conclusive. Whether two or more
undertakings are placed under single management for the purposes of

B MIFIDPRU 2.4.12R depends on whether in practice there is effective
coordination of the financial and operating policies of the relevant
undertakings. A firm should consider all relevant facts and circumstances.

Connected undertakings: participations ...

(1) This rule applies where the following conditions are met:

(a) one of the following (*A") holds, directly or indirectly, a
participation in a relevant financial undertaking:

(i) a MIFIDPRU investment firm;
(ii) an investment holding company; or
(iii) a mixed financial holding company;
(b) the relevant financial undertaking is not:
(i) a subsidiary of A; or
(ii) connected to A by majority common management; or

(iii) an undertaking over which A exercises significant influence in
accordance with ®m MIFIDPRU 2.4.10R; or

(iv) an undertaking with which A has been placed under single
management in accordance with B MIFIDPRU 2.4.12R; and

(c) A forms part of an existing investment firm group.
(2) Where this rule applies, A is deemed to be the parent undertaking of

the relevant financial undertaking when applying the requirements in
B MIFIDPRU 2.5 or the group capital test in m MIFIDPRU 2.6.

(1) An undertaking ("A") holds a participation in a relevant financial
undertaking where A has direct or indirect ownership of 20% or
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2.4.17

2.4.18

more of the voting rights in, or capital of, a relevant financial
undertaking.

(2) However, A may also hold a participation where, even though A does
not have an ownership interest as described in (1), A nonetheless has
rights in the capital of the relevant financial undertaking which
create a durable link with that undertaking which is intended to
contribute to its activities.

(3) For the purpose of assessing whether there is a participation of the
type described in (2), it is relevant to consider the overall ownership
structure of the relevant financial undertaking, having regard in
particular to whether interests in the capital or voting rights of the
relevant financial undertaking are distributed across a large number
of shareholders, or whether A is the main investor.

Application to apply the group capital test to an investment
firm group

B MIFIDPRU 2.6 applies, and m MIFIDPRU 2.5 does not apply, to an investment
firm group where:

(1) the UK parent entity of that investment firm group or a MIFIDPRU
investment firm within that investment firm group has applied to the
FCA in accordance with B MIFIDPRU 2.4.18R; and

(2) the application in (1) demonstrates to the satisfaction of the FCA
that:

(a) the group structure of the investment firm group is sufficiently
simple to justify applying the group capital test; and

(b) there are no significant risks to clients or to the market stemming
from the investment firm group as a whole that require
supervision on a consolidated basis.

An application submitted under m MIFIDPRU 2.4.17R(1):

(1) must be made using the form in B MIFIDPRU 2 Annex 2R, and should be
submitted using the online notification and application system;

(2) must include:
(a) a group structure chart that:

(i) identifies each undertaking that forms part of the investment
firm group;

(ii) explains the nature of the business or activities of each
undertaking;

(iii) identifies whether each undertaking is a relevant financial
undertaking and, if so, which type of relevant financial
undertaking it is; and

(iv) explains the nature and degree of ownership or control that
connects the undertaking to the investment firm group
(including any relationship that has led the undertaking to
be classified as a connected undertaking in relation to the
investment firm group);
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(b) an explanation of why the group structure is sufficiently simple to
justify the application of the group capital test;

(c) an explanation of why there are no significant risks to clients or
to the market stemming from the investment firm group that
require supervision on a consolidated basis;

(d) calculations which show how each parent undertaking within the
investment firm group would satisfy the group capital test;

(e) evidence that the book value of each parent undertaking’s
investment in each of the following is a fair reflection of the
consideration paid by the parent undertaking:

(i) a subsidiary, whether that subsidiary forms part of the
investment firm group or not; and

(ii) an entity that is a connected undertaking due to a
participation in accordance with m MIFIDPRU 2.4.15R.

(f) calculations that demonstrate the consolidated own funds and
liquid assets requirements that would apply on the basis of the
consolidated situation of the investment firm group if
consolidation under B MIFIDPRU 2.5 applied instead;

(g) an explanation of:

(i) how the investment firm group would comply with the
consolidated requirements in (f) if the FCA did not grant
permission to apply the group capital test; and

(ii) the timeframe in which the investment firm group would
expect to achieve compliance with such consolidated
requirements; and

(h) an explanation of how the UK parent entity of the investment
firm group:

(i) would comply with the systems requirement in
B MIFIDPRU 2.6.9R; or

(ii) would comply with the systems requirement in
B MIFIDPRU 2.5.8R if the FCA did not grant permission to apply
the group capital test.

(3) must be submitted by a UK parent entity or a MIFIDPRU investment
firm that has the necessary authority to make the application on
behalf of all undertakings within the investment firm group that
would be subject to the group capital test.

In the FCA’s view, where an investment firm group includes one or more
undertakings that are connected undertakings (other than connected
undertakings due to a participation in accordance with m MIFIDPRU 2.4.15R),
that are material (either individually or in aggregate), it is unlikely that the
investment firm group will be sufficiently simple to be able to apply the
group capital test. This is because the relationship between the relevant
member of the investment firm group and the connected undertaking is
likely to be more complex and because the group capital test can only apply
to holdings in instruments issued by, or claims on, an entity. Therefore,
prudential consolidation under B MIFIDPRU 2.5 is likely to be more
appropriate in such circumstances.

MIFIDPRU 2/14

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 2 : Level of Section 2.4 : Investment firm groups: general
application of requirements

Notifications relating to membership of a consolidation group
or financial conglomerate

2.4.20 R| (1) A MIFIDPRU investment firm must notify the FCA immediately if the
firm becomes aware that:

(a) it has become a member of an investment firm group;
(b) it has ceased to be a member of an investment firm group;

(c) there has been a change in the composition of an investment
firm group of which that firm forms a part;

(d) it has become a member of a financial conglomerate; or

(e) it has ceased to be a member of a financial conglomerate.

(2) A firm must:

(a) notify the FCA under (1) using the form in ® MIFIDPRU 2 Annex 8R
and submit it using the online notification and application
system; and

(b) as part of the notification in (a):

(i) identify any entity that is becoming a member of the
investment firm group or financial conglomerate,

(ii) identify any existing members of the investment firm group
or financial conglomerate that continue to be members of
that investment firm group or financial conglomerate;

(iii) identify any entity that is ceasing to be a member of the
investment firm group or financial conglomerate; and

(iv) where applicable, confirm that the investment firm group or
financial conglomerate has ceased to exist.

(3) A firm ("X") is not required to notify the FCA under (1) if:

(a) another member of the relevant investment firm group or
financial conglomerate ("Y") has notified the FCA under (1); and

(b) the notification submitted by Y includes information that
accurately reflects X's relationship to the investment firm group
or financial conglomerate and any other information required
under (2)(b).
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2.5.1

2.5.2

25.3

2.5

Prudential consolidation

(1) This section applies to a UK parent entity that is not subject to the
group capital test under B MIFIDPRU 2.6.

(2) This section also applies to a MIFIDPRU investment firm that forms
part of the same investment firm group as the relevant UK parent

entity in (1).

Prudential consolidation under this section and the group capital test under
B MIFIDPRU 2.6 are mutually exclusive requirements that may apply to an
investment firm group. If an investment firm group is not permitted to use
the group capital test under B MIFIDPRU 2.6, the consolidation requirements
in this section will apply to that investment firm group, except to the extent

that an exemption applies.

The table below is a guide to the content of this section.

MIFIDPRU 2.5.4G

MIFIDPRU 2.5.5G

MIFIDPRU 2.5.6G

MIFIDPRU 2.5.7R to MIFIDPRU 2.5.12G

MIFIDPRU 2.5.13R to MIFIDPRU 2.5.16G

MIFIDPRU 2.5.17R and MIFIDPRU 2.5.18G
MIFIDPRU 2.5.19R and MIFIDPRU 2.5.20R

MIFIDPRU 2.5.21R and MIFIDPRU 2.5.22G

MIFIDPRU 2.5.23G

The interaction between prudential
consolidation under MIFIDPRU 2.5 and
prudential consolidation under the
and prudential consolidation under
the UK CRR

The meaning of the consolidated
situation

The treatment of tied agents in-
cluded within the consolidated
situation

The main requirements in relation to
prudential consolidation under MIFID-
PRU 2.5

The default position requiring full
consolidation and the availability of
alternative methods of consolidation

Proportional consolidation

Exemption from consolidated liquid-
ity requirements

Determining whether a UK parent
entity should be treated as an SN/
MIFIDPRU investment firm on a con-
solidated basis

Determining consolidated own funds
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2.5.4

255

2.5.6

MIFIDPRU 2.5.24G to MIFIDPRU 2.5.46R  Determining the consolidated own
funds requirement

MIFIDPRU 2.5.47R and MIFIDPRU 2.5.48G Consolidated liquidity requirements

[deleted] [deleted]

MIFIDPRU 2.5.50G Consolidated reporting requirements

MIFIDPRU 2.5.51 Co_nsolidated governance re-
quirements

MIFIDPRU 2.5.52 Application of the ICARA process on

a group basis

Interaction between consolidation under MIFIDPRU and the

(1) Under this section, prudential consolidation applies where there is an
investment firm group. The definition of an investment firm group
excludes a group which contains a UK credit institution (except where
the credit institution is a connected undertaking). Where a group
includes a UK credit institution, prudential consolidation applies in
accordance with the UK CRR and the PRA Rulebook.

(2) However, a group may be an investment firm group where it contains
both a MIFIDPRU investment firm and a designated investment firm
subject to the UK CRR, but no UK credit institution. In this case, the
MIFIDPRU investment firm would trigger prudential consolidation
under this section and the designated investment firm would trigger
consolidation under the UK CRR. Therefore, certain group structures
may be subject to consolidation under both MIFIDPRU and the UK
CRR, with the same entities included within the scope of
consolidation of each. In this situation, the relevant group must
comply with both sets of consolidated requirements, which are aimed
at addressing different types of risks.

Meaning of “consolidated situation”

(1) The application of prudential consolidation under this section is based
on the consolidated situation of a UK parent entity.

(2) A consolidated situation is defined as the situation that results from
applying requirements in MIFIDPRU under ®m MIFIDPRU 2.5.7R and
B MIFIDPRU 2.5.11R to a UK parent entity, as if it and the relevant
financial undertakings in its investment firm group, form a single
MIFIDPRU investment firm.

(3) For the purposes of the consolidated situation, the term “relevant
financial undertaking” and the underlying definitions of “investment
firm", "financial institution”, "ancillary services undertaking” and
“tied agent” include undertakings established outside the UK that

would satisfy those definitions if they were established in the UK.

Tied agents included within the consolidated situation

(1) If a tied agent is included within the consolidated situation, all
relevant activities and expenditure of that tied agent will be
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3)

consolidated in full (or, where proportional consolidation applies, the
relevant proportion of the activities of that tied agent will be
consolidated) for the purpose of calculating the consolidated fixed
overheads requirement and the consolidated K-factor requirement.
This applies whether the tied agent carries out investment services
and/or activities or incurs relevant expenses on behalf of another
entity within the consolidated situation or on behalf of a third party.

The guidance in (1) relates to a tied agent that is included within the
consolidated situation. There are separate requirements in:

(a) ®m MIFIDPRU 4.5.6R, which applies in relation to the individual fixed
overheads requirement of a MIFIDPRU investment firm where a
tied agent incurs expenses on behalf of that firm; and

(b) ® MIFIDPRU 4.7.2R, B MIFIDPRU 4.8.3R, B MIFIDPRU 4.9.2R or
B MIFIDPRU 4.10.2R, which apply in relation to the individual K-
factor requirement of a MIFIDPRU investment firm where a tied

agent carries on certain investment services and/or activities on
behalf of that firm.

These requirements apply in relation to the calculation of the
individual fixed overheads requirement and K-factor requirement of
a MIFIDPRU investment firm, even if the tied agent is not part of the
same investment firm group as that MIFIDPRU investment firm.
Where ® MIFIDPRU 4 applies on a consolidated basis, those
requirements will also be relevant to any activities carried on by tied
agents on behalf of a third country investment firm included within
the consolidated situation.

Where the requirements in (2)(a) or (2)(b) apply in relation to a
MIFIDPRU investment firm or a third country investment firm that is
included within the consolidated situation, the relevant amounts that
are added to the individual requirements of that MIFIDPRU
investment firm or third country investment firm due to the activities
of the tied agent must be included in the consolidated situation,
irrespective of whether the tied agent is itself included within the
consolidated situation.

(4) An individual tied agent ("A") may both:

(a) be included within the consolidated situation; and

(b) incur expenses or carry on investment services and/or activities on
behalf of a MIFIDPRU investment firm or third country investment
firm (“B”) where B is also included in the consolidated situation.

In this case, the contribution of A to the consolidated fixed
overheads requirement and consolidated K-factor requirement may
be adjusted to prevent double-counting of any amounts due to B
being included in the consolidated situation and a proportion of A’s
activities or expenses having already been attributed to B.

Prudential consolidation — main requirements

2.5.7 E A UK parent entity must comply with the following on the basis of its

consolidated situation:

(1) ®mMIFIDPRU 3 (Own funds);

MIFIDPRU 2/18

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 2 : Level of Section 2.5 : Prudential consolidation
application of requirements

2.5.8

2.5.9

2.5.10

(2) m MIFIDPRU 4 (Own funds requirements);

(3) W MIFIDPRU 5 (Concentration risk);

(4) [deleted]

(5) ®mMIFIDPRU 9 (Reporting).

To ensure that the data required to comply with the consolidated
requirements under M MIFIDPRU 2.5.7R are duly processed and forwarded, a UK
parent entity to which m MIFIDPRU 2.5.7R applies and any MIFIDPRU
investment firm in the same investment firm group must establish the
following:

(1) a proper organisational structure; and

(2) appropriate internal control mechanisms.

A UK parent entity to which m MIFIDPRU 2.5.7R applies and any MIFIDPRU
investment firm in the same investment firm group must each ensure that
any of their subsidiaries that are not subject to MIFIDPRU implement the
necessary arrangements, processes and mechanisms to ensure that the UK
parent entity complies with the consolidated requirements under

B MIFIDPRU 2.5.7R.

(1) When applying m MIFIDPRU 3 on a consolidated basis, the requirements
in Title Il of Part Two of the UK CRR shall also apply with the
modifications in this rule.

(2) A reference in Title Il of Part Two of the UK CRR to an entity or
person included within the “consolidation pursuant to Chapter 2 of
Title Il of Part One” is a reference to an entity or person included in
the consolidated situation of the investment firm group under
B MIFIDPRU 2.5.

(3) The relevant subsidiaries for the purposes of articles 81(1)(a) and 82(a)
of the UK CRR are:
(a) a MIFIDPRU investment firm;
(b) a designated investment firm; and

(c) a UK credit institution that is included in the consolidated
situation under m MIFIDPRU 2.5 because it is a connected
undertaking.

(4) The modifications in (5) apply where the following provisions of the
UK CRR apply to a subsidiary that is a MIFIDPRU investment firm:
(a) article 84(1)(a)(i);
(b) article 85(1)(a)(i); and
(c) article 87(1)(a)(i).

(5) The modifications referred to in (4) are as follows:
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(a) the relevant amount of common equity tier 1 capital in article
84(1)(a)(i) is the sum of:

(i) the amount of common equity tier 1 capital required to meet
the firm’s own funds threshold requirement; and

(ii) any other requirements that apply to the firm under
additional third countries local supervisory regulations in to
the extent that those requirements must be met by common
equity tier 1 capital;

(b) the relevant amount of tier 1 capital in article 85(1)(a)(i) is the
sum of:

(i) the amount of tier 1 capital required to meet the firm’s own
funds threshold requirement; and

(ii) any other requirements that apply to the firm under
additional local supervisory regulations in third countries to
the extent that those requirements must be met by tier 1
capital; and

(c) the relevant amount of own funds in article 87(1)(a)(i) is the sum
of:

(i) the amount of own funds required to meet the firm’s own
funds threshold requirement; and

(ii) any other requirements that apply to the firm under
additional local supervisory regulations in third countries to
the extent that those requirements must be met by own
funds.

(6) The following provisions of the UK CRR are modified as follows:
(a) article 84(1)(a)(ii) applies as if it refers to the sum of:

(i) the amount of consolidated common equity tier 1 capital
that relates to the subsidiary that is required on a
consolidated basis to meet the requirement in B MIFIDPRU 2.5;
and

(ii) any other requirements that apply to the subsidiary under
additional local supervisory regulations in third countries to
the extent that those requirements must be met by common
equity tier 1 capital;

(b) article 85(1)(a)(ii) applies as if it refers to the sum of:

(i) the amount of consolidated tier 1 capital that relates to the
subsidiary that is required on a consolidated basis to meet
the requirement in ® MIFIDPRU 2.5; and

(ii) any other requirements that apply to the subsidiary under
additional local supervisory regulations in third countries to
the extent that those requirements must be met by tier 1
capital; and

(c) article 87(1)(a)(ii) applies as if it refers to the sum of:

(i) the amount of consolidated own funds that relates to the
subsidiary that is required on a consolidated basis to meet
the requirement in ® MIFIDPRU 2.5; and

(ii) any other requirements that apply to the subsidiary under
additional local supervisory regulations in third countries to
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2.5.10A

2.5.11

2.5.12

2.5.13

2.5.14

2.5.15

the extent that those requirements must be met by own
funds.

H MIFIDPRU 3 Annex 7.57G and B MIFIDPRU 3 Annex 7.58R contain supplementary
provisions that may be relevant when a firm is applying ® MIFIDPRU 2.5.10R.

A UK parent entity must comply with B MIFIDPRU 6 (Liquidity) on the basis of
its consolidated situation.

B MIFIDPRU 2.5.7R to M MIFIDPRU 2.5.11R require a UK parent entity to comply
with other chapters of MIFIDPRU on the basis of its consolidated situation.
Certain requirements in those chapters do not apply, or apply in a modified
manner, to SNI MIFIDPRU investment firms. m MIFIDPRU 2.5.21R explains how
the UK parent entity should determine whether it should be treated as an
SNI MIFIDPRU investment firm on the basis of its consolidated situation.

Default position: full consolidation of relevant entities

(1) For the purposes of determining the consolidated situation under
B MIFIDPRU 2.5.7R and ® MIFIDPRU 2.5.11R, a UK parent entity must carry
out a full consolidation of all relevant financial undertakings that
form part of its investment firm group, unless (2) applies.

(2) A UK parent entity is not required to carry out a full consolidation of
a relevant financial undertaking under (1) where:

(a) the relevant financial undertaking is a connected undertaking
that forms part of the investment firm group due to a
participation in accordance with B MIFIDPRU 2.4.15R; and

(b) the conditions for proportional consolidation under
M MIFIDPRU 2.5.17R are satisfied.

A UK parent entity that is subject to m MIFIDPRU 2.5.13R(1) may apply to the
FCA under section 138A of the Act to modify the application of
B MIFIDPRU 2.5.13R(1) to require an alternative method of consolidation.

When the FCA considers an application described in B MIFIDPRU 2.5.14G, it will
consider a range of factors, including whether full consolidation is
appropriate because the UK parent entity or a MIFIDPRU investment firm
within the same investment firm group:

(1) acts as sponsor by managing or advising the relevant financial
undertaking or marketing its securities;

(2) provides liquidity or credit enhancements to the relevant financial
undertaking;

(3) is an important investor in the equity or debt instruments of the
relevant financial undertaking;

(4) through contractual or non-contractual relationships, is exposed to
risks or equity-like returns that are derived from the assets of the
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2.5.16

2.5.17

relevant financial undertaking or that are dependent upon the
performance of that undertaking;

(5) is effectively involved in the decision-making process of the relevant
financial undertaking or exercises influence over that undertaking;

(6) receives critical operational services from the relevant financial
undertaking which cannot be replaced in a timely fashion without
excessive cost;

(7) has a credit rating upon which the credit rating of the relevant
financial undertaking is based;

(8) has a close commercial relationship with other investors in the
relevant financial undertaking;

(9) has a common customer base with the relevant financial undertaking
or is involved in the commercialisation of its products;

(10) is part of the same brand as the relevant financial undertaking;

(11) has already provided financial support to the relevant financial
undertaking in relation to financial difficulties; or

(12) incurs a disproportionate amount of the expenses connected with the
business operations of the relevant financial undertaking.

The FCA would generally expect that the alternative method of
consolidation proposed in an application described in B MIFIDPRU 2.5.14G
would involve either:

(1) proportional consolidation according to the share of the capital or
voting rights held in the relevant financial undertaking, in which case
the FCA will take into account factors equivalent to those set out in
B MIFIDPRU 2.5.17R(2) in addition to the factors in m MIFIDPRU 2.5.15G; or

(2) consolidation of an appropriate alternative fixed percentage of the
relevant metrics attributable to the relevant financial undertaking.

Proportional consolidation: participations

(1) This rule applies where a relevant financial undertaking forms part of
an investment firm group because it is a connected undertaking due
to a participation in accordance with B MIFIDPRU 2.4.15R.

(2) For the purposes of determining the consolidated situation under
M MIFIDPRU 2.5.7R and M MIFIDPRU 2.5.11R, a UK parent entity ("A") may
apply proportional consolidation in relation to the relevant financial
undertaking in (1) (“B") if the following conditions are met:

(a) A’s liability is limited to the share of capital that it holds in B;

(b) the liability of the other shareholders or members of B
("participating undertakings”) is clearly established by a legally
binding and enforceable contract between A and all participating
undertakings which:
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(i) limits the liability of each party to the percentage of its
shareholding;

(ii) clearly states that any potential losses arising from B will be
borne by all shareholders or members proportionately to the

share of capital held by each of them at such point in time;

(iii) states that any change in the share of capital of a
shareholder or member is subject to the explicit consent of all
the shareholders or members;

(iv) states that if B is recapitalised, A will inform the FCA in a
timely manner about the progress of the recapitalisation
process and that each shareholder or member is liable to
contribute to the recapitalisation no more than an amount
that is proportionate to its current share of capital held in A;

(c) there are no other agreements or arrangements between any of
the following that would override or undermine any of the
conditions in (b);

(i) some or all of the participating undertakings; or

(ii) some or all of the participating undertakings and one or
more third parties;

(d) any participating undertakings who do not form part of the same
investment firm group as A either:

(i) are subject to prudential supervision; or

(ii) can reasonably be expected to have sufficient resources to
fund any contribution for which they may be liable under

(b)(iv);

(e) the solvency of the participating undertakings is satisfactory and
can be expected to remain satisfactory;

(f) the UK parent entity has notified the FCA in advance that it
intends to apply proportional consolidation in relation to B; and

(g) the notification in (f) has been made using the form in
B MIFIDPRU 2 Annex 3R and submitted using the online notification
and application system.

2.5.18 Proportional consolidation allows a UK parent entity to include within its
consolidated situation only a proportion of the relevant metrics associated
with the relevant financial undertaking to which it is connected by a
participation. The relevant proportion is equal to the proportion of capital or
voting rights that comprises that participation.

Exemption from consolidated liquidity requirements

2.5.19 | A UK parent entity is exempt from ® MIFIDPRU 2.5.11R if:

(1) the UK parent entity has applied to the FCA in accordance with
B MIFIDPRU 2.5.20R; and

(2) the application in (1) demonstrates the following to the satisfaction
of the FCA:
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2.5.20

2.5.21

2.5.22

(a) all MIFIDPRU investment firms in the investment firm group are
subject to the rules in mMIFIDPRU 6 (Liquidity) on an individual
basis; and

(b) the exemption is appropriate, taking into account the nature,
scale and complexity of the investment firm group.

A UK parent entity must make an application under B MIFIDPRU 2.5.19R(1) by
completing the form in B MIFIDPRU 2 Annex 4R and submitting it using the
online notification and application system.

Application of conditions for classification as an SNI
MIFIDPRU investment firm on a consolidated basis

(1) This rule applies for the purpose of determining whether a UK parent
entity should be treated as an SNI MIFIDPRU investment firm when
applying the chapters of MIFIDPRU specified in ® MIFIDPRU 2.5.7R and
B MIFIDPRU 2.5.11R on a consolidated basis.

(2) Where any individual MIFIDPRU investment firm within the
investment firm group has been classified as a non-SNI MIFIDPRU
investment firm in accordance with B MIFIDPRU 1.2 (including on a
combined basis under B MIFIDPRU 1.2.10R), the UK parent entity in (1)
must comply with the relevant chapters of MIFIDPRU that apply on a
consolidated basis as if it were a non-SNI MIFIDPRU investment firm.

(3) Where no individual MIFIDPRU investment firm within the investment
firm group has been classified as a non-SNI MIFIDPRU investment firm
(including on a combined basis under m MIFIDPRU 1.2.10R), the UK
parent entity in (1) must apply the criteria and comply with the
calculation requirements in ® MIFIDPRU 1.2 on the basis of the
consolidated situation.

(4) When applying the criteria in m MIFIDPRU 1.2 in accordance with (3), if
any entity included within the consolidated situation is dealing on
own account, the UK parent entity in (1) must comply with the
relevant chapters of MIFIDPRU that apply on a consolidated basis as if
it were a non-SNI MIFIDPRU investment firm.

(5) For the purposes of (3), when calculating the contribution of a
collective portfolio management investment firm to the consolidated
situation, the UK parent entity is required to include only amounts
that are attributable to the investment services and/or activities
carried on by the collective portfolio management investment firm.

(1) m MIFIDPRU 2.5.21R(3) requires the relevant UK parent entity to
consolidate all of the relevant metrics for the criteria in
B MIFIDPRU 1.2.1R.

(2) This is separate from the application of only certain metrics (AUM,
COH, the on- and off-balance sheet total and the total annual gross
revenue) on a combined basis to an individual MIFIDPRU investment
firm under ® MIFIDPRU 1.2.10R.

(3) If any of the thresholds in ® MIFIDPRU 1.2.1R are exceeded on a
consolidated basis, the relevant chapters of MIFIDPRU specified in

MIFIDPRU 2/24

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 2 : Level of Section 2.5 : Prudential consolidation
application of requirements

2.5.23

2.5.24

B MIFIDPRU 2.5.7R and B MIFIDPRU 2.5.11R apply to the UK parent entity
as if it were a non-SNI MIFIDPRU investment firm. However, if none of
the thresholds in m MIFIDPRU 1.2.1R are exceeded on a consolidated
basis, the relevant chapters of MIFIDPRU that apply on a consolidated
basis apply to the UK parent entity as if it were an SNI MIFIDPRU
investment firm.

(4) When calculating whether the thresholds in ®m MIFIDPRU 1.2.1R are
exceeded on a consolidated basis, m MIFIDPRU 2.5.21R(5) permits a UK
parent entity to exclude amounts that relate to its non-MiFID
business. However, a UK parent entity should not apply this approach
to the calculation of the consolidated on- and off-balance sheet total
for the purposes of B MIFIDPRU 1.2.1R(6). This is because the FCA does
not consider that it is reasonable to subdivide a collective portfolio
management investment firm's balance sheet in this way. Therefore, a
UK parent entity should include the full on- and off-balance sheet
total of a collective portfolio management investment firm in the
consolidated total for these purposes.

Prudential consolidation in practice: own funds

(1) Where m MIFIDPRU 3 applies on a consolidated basis, the total
consolidated own funds requirement of an investment firm group
must be met by consolidated own funds. Consolidated own funds
must satisfy the requirements of ® MIFIDPRU 3 and the deductions
from consolidated own funds must be applied in accordance with
that chapter as it applies on a consolidated basis.

(2) ® MIFIDPRU 2.5.10R applies the provisions on minority interests and
additional tier 1 instruments and tier 2 instruments issued by
subsidiaries in Title Il of Part Two of the UK CRR to a UK parent
entity, but with the modifications set out in that rule.

(3) The determination of consolidated own funds should be consistent
with any reporting of consolidated financial statements that the FCA
may require. Under andof the Act, the FCA may
require a UK parent entity to provide independent verification of the
calculation of its consolidated own funds.

General

(1) Generally, the same approach to own funds requirements that applies
to a MIFIDPRU investment firm on an individual basis under
B MIFIDPRU 4 applies to a UK parent entity on a consolidated basis.

(2) Where m MIFIDPRU 4 applies on a consolidated basis, the consolidated
own funds requirement is the highest of the components of the own
funds requirement specified in B MIFIDPRU 4.3 as they apply on a
consolidated basis — i.e. the highest of:

(a) the consolidated fixed overheads requirement;
(b) the consolidated permanent minimum capital requirement; or

(c) the consolidated K-factor requirement if the UK parent entity is
treated as a non-SNI MIFIDPRU investment firm in accordance
with B MIFIDPRU 2.5.21R.
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2.5.25

2.5.26

2.5.27

Consolidated fixed overheads requirement

(1) This rule applies for the purposes of a UK parent entity’s calculation
of the fixed overheads requirement on a consolidated basis.

(2) A UK parent entity must:
(a) use figures arising from its most recent:

(i) audited consolidated annual financial statements after
distribution of profits; or

(i) unaudited consolidated annual financial statements, where
audited financial statements are not available;

(b) if the relevant figures under (a) are not available, calculate the
consolidated fixed overheads as the sum of the following:

(i) the individual fixed overheads of the UK parent entity;

(ii) the full amount of the individual fixed overheads of each
relevant financial undertaking that is fully consolidated
within the consolidated situation; and

(iii) the relevant proportion of the individual fixed overheads of
each relevant financial undertaking that is subject to
proportional consolidation on a consolidated basis.

(c) Where the relevant figures under (2)(a) are available, but the
consolidated annual financial statements include undertakings
that are not members of the investment firm group, a UK parent
entity may use the approach in (2)(b) to calculate its fixed
overheads requirement on a consolidated basis.

(3) Where these amounts are not already included in the relevant figures
under (2), a UK parent entity must include within its calculation of
the consolidated fixed overheads any fixed expenses incurred by a
third party, including a tied agent, on behalf of:

(a) the UK parent entity; or

(b) any relevant financial undertaking included in the consolidated
situation.

(4) Where the figures under (2)(b) include expenses that are incurred
between entities included in the consolidated situation, the UK
parent entity may adjust the consolidated fixed overheads figure to
avoid double-counting of these amounts.

Where the FCA considers that there has been a material change in the
activities of the investment firm group, the FCA may use its powers under
section 55L or section 143K of the Act to require a UK parent entity to use

an appropriate adjusted figure as the consolidated fixed overheads
requirement.

Consolidated permanent minimum capital requirement

(1) This rule applies for the purposes of a UK parent entity’s calculation
of the consolidated permanent minimum capital requirement when
B MIFIDPRU 4 applies on a consolidated basis.

(2) The consolidated permanent minimum capital requirement is the sum
of the following:

(a) for entities that are fully consolidated within the consolidated

situation, the full amount of each of the following:
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2.5.28

2.5.29

(i) the individual permanent minimum capital requirement of
each MIFIDPRU investment firm; and

(ii) where applicable, the base own funds requirement or initial
capital requirement of any other relevant financial
undertaking; and

(b) for entities that are subject to proportional consolidation under
the consolidated situation, the relevant proportion of each of the
amounts specified in (a).

(3) For the purposes of (2):

(a) references to a MIFIDPRU investment firm include a third country
entity within the investment firm group that would satisfy the
definition if it were established in the UK; and

(b) the individual permanent minimum capital requirement, base
own funds requirement or initial capital requirement of any third
country entity in (a) is the individual requirement that would
apply if that entity were established in the UK.

Consolidated K-Factor Requirement

(1) The general principle is that the consolidated K-factor requirement
should be calculated on the basis of the consolidated situation of a
UK parent entity, so that the entities included in the consolidated
situation are treated as if they form a single MIFIDPRU investment
firm. This is subject to any rules in this section which require a
modified approach to the relevant calculation on a consolidated basis.

(2) As is the case when calculating the K-factor requirement on an
individual basis, the K-factor metrics that are relevant to the
consolidated situation depend on the investment services and/or
activities (or equivalent activities in the case of a third country entity)
carried on by relevant entities within the investment firm group. The
consolidated K-factor requirement should be calculated in accordance
with B MIFIDPRU 4, but on the basis of the consolidated situation.

(3) ® MIFIDPRU 2.5.6G contains additional guidance on how the
consolidated K-factor requirement applies in relation to tied agents
that are included within the consolidated situation.

Consolidated K-AUM, K-COH and K-DTF requirements

(1) This rule applies for the purposes of a UK parent entity’s calculation
on a consolidated basis of the following:

() the K-AUM requirement;
() the K-COH requirement; and
() the K-DTF requirement.
(2) Subject to (4), the consolidated AUM, COH or DTF for the purposes of
(1) is the sum of the following:

(a) the full amount of the relevant individual K-factor metrics of
each MIFIDPRU investment firm that is fully consolidated within
the consolidated situation; and
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2.5.29A

2.5.30

(b) the relevant proportion of the relevant individual K-factor metrics
of each MIFIDPRU investment firm that is subject to proportional
consolidation on a consolidated basis.

(3) For the purposes of (2):

references to a MIFIDPRU investment firm include a third country
entity within the investment firm group that would satisfy that
definition if it were established in the UK; and

the relevant individual K-factor metric of any third country entity
in (a) is the individual K-factor metric that would be attributable
to that entity if that entity were established in the UK.

Where the consolidated AUM, COH or DTF under (2) includes
amounts attributable to transactions or arrangements solely between
two or more entities included within the consolidated situation,
those amounts are excluded when calculating the consolidated AUM,
COH or DTF.

(1) As the exclusion in m MIFIDPRU 2.5.29R(4) applies only to transactions or
arrangements solely between two or more entities included within
the consolidated situation of an investment firm group, it does not
apply to transactions or arrangements involving counterparties or
clients outside that consolidated situation. This is illustrated by the
example in (2).

(2) Firm A and Firm B are part of the consolidated situation of an
investment firm group. Firm A delegates management of assets to
Firm B. If the assets delegated by Firm A are beneficially owned by a
client outside the consolidated situation, such assets would not
benefit from the exclusion under m MIFIDPRU 2.5.29R(4) for the
purposes of the UK parent entity’s calculation of consolidated AUM.

Consolidated K-CMH and K-ASA requirements

The consolidated K-CMH requirement and consolidated K-ASA requirement
for an investment firm group must be calculated in accordance with the
following:

(1) the contribution of any individual MIFIDPRU investment firm to the
consolidated situation must be determined by applying the rules for
calculating CMH and ASA in B MIFIDPRU 4.8 and B MIFIDPRU 4.9 to that
individual firm; and

(2) the contribution of any other entity (“X") in the investment firm
group to the consolidated situation must be determined by:

(a) identifying whether, in the course of, or in connection with,
business which would be MiFID business if it were carried on by a
MIFIDPRU investment firm in the UK, X holds:

(i) any money that was received from its clients; or
(ii) any assets belonging to its clients;

(b) subject to (3), applying the calculation rules in ®m MIFIDPRU 4.8 or
M 4.9 to the amounts in (a) by treating:

(i) the amounts identified in (a)(i) as CMH:;
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(i) the amounts identified in (a)(ii) as ASA;

(c) where an amount under (a) was originally received by X from a
client in the form of money but has subsequently been placed in
a collective investment undertaking to meet segregation
requirements, treating the relevant amount as:

(i) ASA if, on the insolvency of X, the relevant client would be
considered to have a direct proprietary interest in the
relevant units, shares or equivalent interests in the collective
investment undertaking; or

(i) CMH in any other circumstance.

(3) when applying the calculation rules in ®m MIFIDPRU 4.8, an arrangement
operated by X in relation to client money is a segregated account
only if (ignoring m MIFIDPRU 4.8.9E, which does not apply for these
purposes) it meets the requirements in B MIFIDPRU 4.8.8R.

2.5.31 E Where the UK parent entity of the investment firm group has been unable
to ascertain whether:

(1) the money or assets referred to in B MIFIDPRU 2.5.30R(2)(a) were
received or are held in the course of, or in connection with, business
which would be MiFID business if it were carried on by a MIFIDPRU
investment firm in the UK, it must treat the amounts as if they were
received or are held in connection with such business;

(2) any amount treated as CMH held by X under ® MIFIDPRU 2.5.30R(2) is
held in an account which meets the requirements to be classified as a
segregated account, it must treat the relevant amount as held in a
non-segregated account; and

(3) a client would be considered to have a direct proprietary interest in a
unit, share or equivalent interest in a collective investment
undertaking on the insolvency of X for the purposes of
B MIFIDPRU 2.5.30R(2)(c), it must treat the relevant amount as CMH.

Consolidated K-NPR and K-CMG requirements

2.5.32 E A UK parent entity must apply the relevant provisions for the calculation of
the K-NPR requirement in B MIFIDPRU 4 to a position or exposure included in
the consolidated situation unless a rule in this section:

(1) permits the UK parent entity to include that position or exposure
within the calculation of the consolidated K-CMG requirement; or

(2) otherwise permits the position or exposure to be excluded from the

calculation of the consolidated K-NPR requirement.

2.5.33 For the K-NPR requirement there is no coefficient in B MIFIDPRU 4. The
requirement is instead based upon the concept of positions and exposures.

2.5.34 E (1) This rule applies to a UK parent entity when calculating the K-NPR
requirement on a consolidated basis.
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(2) The UK parent entity may only use positions in one undertaking to
offset positions in another undertaking if it has obtained permission
to do so in accordance with (3).

2 (3) The permission in (2) will only be granted where:

(a) the UK parent entity has applied to the FCA in accordance with
(4); and

(b) the application demonstrates to the satisfaction of the FCA that
the conditions in article 325b of the UK CRR are met.

(4) An entity that applies for a permission under (3) must complete the
form in W MIFIDPRU 2 Annex 5R and submit it using the online
notification and application system.

2.5.35 The effect of B MIFIDPRU 2.5.34R is that there is no automatic offsetting of
positions held by different undertakings within an investment firm group for
the purposes of applying the K-NPR requirement on a consolidated basis. If a
UK parent entity has not obtained permission under B MIFIDPRU 2.5.34R, it
must include all positions held by the relevant undertakings within the
investment firm group within its calculation of the consolidated K-NPR
requirement without netting such positions.

2.5.36 (1) m MIFIDPRU 2.5.37R to M MIFIDPRU 2.5.42R explain the circumstances in
which a UK parent entity may calculate a K-CMG requirement when
applying B MIFIDPRU 4 on a consolidated basis. Where a UK parent
entity is not permitted to calculate a K-CMG requirement in relation
to a relevant position included within its consolidated situation, it
must include that position within its calculation of the consolidated
K-NPR requirement.

(2) ™ MIFIDPRU 4.13 permits a MIFIDPRU investment firm on an individual
basis to calculate a K-CMG requirement for a portfolio in trading
book if it has obtained a K-CMG permission from the FCA. A
MIFIDPRU investment firm must calculate a K-NPR requirement in
relation to all other trading book positions, and positions other than
trading book positions where those positions give rise to foreign
exchange risk or commodity risk. These positions must be included
within the calculation of the consolidated K-NPR requirement.

2.5.37 E When applying B MIFIDPRU 4 on a consolidated basis, a UK parent entity may
calculate a consolidated K-CMG requirement in relation to portfolios that
form part of its consolidated situation in accordance with B MIFIDPRU 2.5.38R
to B MIFIDPRU 2.5.42R.

2.5.38 R (1) This rule applies where a MIFIDPRU investment firm:

(a) is included within the consolidated situation of a UK parent
entity; and

(b) has been granted a K-CMG permission in relation to a portfolio
on an individual basis.
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(2) Where this rule applies, the UK parent entity may include the
portfolio in (1)(b) within its calculation of the consolidated K-CMG
requirement without requiring a further K-CMG permission.

2.5.39 B MIFIDPRU 2.5.38R sets out the only circumstance in which a UK parent entity
can include a portfolio of a MIFIDPRU investment firm within the calculation
of the consolidated K-CMG requirement. Unlike for designated investment
firms under B MIFIDPRU 2.5.40R and third country entities under

B MIFIDPRU 2.5.41R, it is not possible to make a separate application to
calculate a K-CMG requirement in relation to that portfolio only on a
consolidated basis. This reflects the FCA’s view that the choice of whether to
calculate a K-NPR requirement or a K-CMG requirement in relation to a
specific portfolio must be applied consistently on both an individual and
consolidated level.

2.5.40 R| (1) This rule applies where a designated investment firm (“A") is included
within the consolidated situation of a UK parent entity.

(2) A UK parent entity may include a portfolio of A within the
calculation of the UK parent entity’s consolidated K-CMG requirement
if:

(a) the UK parent entity, or a MIFIDPRU investment firm within the

same investment firm group, has applied to the FCA in
accordance with ®m MIFIDPRU 2.5.42R; and

(b) the application demonstrates to the satisfaction of the FCA that
A satisfies the requirements in ® MIFIDPRU 4.13 as modified by (3)
to obtain a K-CMG permission in respect of the portfolio on an
individual basis.

(3) For the purposes of (2), the following modifications apply to the rules
relating to the calculation of the K-CMG requirement in
B MIFIDPRU 4.13:

(a) a reference to the “MIFIDPRU investment firm" or “firm" is a
reference to A;

(b) the clearing member in B MIFIDPRU 4.13.9R(2)(c) may be one of the
following:

(i) A itself;
(ii) another designated investment firm;
(iii) a MIFIDPRU investment firm;
(iv) a third country investment firm;
(v) a UK credit institution; or
(vi) a credit institution established in a third country.

(c) the reference in m MIFIDPRU 4.13.12R to W MIFIDPRU 4.13.9R is a
reference to M MIFIDPRU 4.13.9R as modified by this rule; and

(d) the requirement in ® MIFIDPRU 4.13.13R(1)(b) does not apply, but A
must ensure that its ongoing processes and systems for assessing
the nature and level of risks to which it is, or might be, exposed
take into account the understanding of relevant individuals
within A of the margin model for the purposes of considering
whether:
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(i) the resulting consolidated K-CMG requirement for the
portfolio(s) is sufficient to cover the relevant risks to which A
is exposed; and

(ii) the K-CMG permission remains appropriate in relation to the
portfolio(s) in respect of which it was granted.

(1) This rule applies where a third country entity (“B") is included within
the consolidated situation of a UK parent entity.

(2) A UK parent entity may include a portfolio of B within the calculation
of the UK parent entity’s consolidated K-CMG requirement if:

(a) the UK parent entity, or a MIFIDPRU investment firm within the
same investment firm group, has applied to the FCA in
accordance with ®m MIFIDPRU 2.5.42R; and

(b) the application demonstrates to the satisfaction of the FCA that B
satisfies the requirements in B MIFIDPRU 4.13 as modified by (3) to
obtain a K-CMG permission in respect of the portfolio on an
individual basis.

(3) For the purposes of (2), the following modifications apply to the rules
relating to the calculation of the K-CMG requirement in
B MIFIDPRU 4.13:

(a) a reference to the “MIFIDPRU investment firm" or “firm" is a
reference to B;

(b) the clearing member for the purposes of B MIFIDPRU 4.13.9R(2)(c)
may be any of the following:

(i) an entity listed in W MIFIDPRU 4.13.9R(2)(c);

(ii) another entity that the application in (2)(a) demonstrates is
subject to appropriate prudential regulation and supervision
in the jurisdiction in which it operates; or

(iii) B itself, provided that the application demonstrates that B
satisfies the conditions in (ii);

(c) a reference to the “clearing member” is a reference to the
clearing member in (b);

(d) the reference in M MIFIDPRU 4.13.12R to:

(i) ™ MIFIDPRU 4.13.9R is a reference to M MIFIDPRU 4.13.9R as
modified by this rule; and

(ii) both the clearing member and client of the clearing member
being entities listed in W MIFIDPRU 4.13.9R(2)(c) is to both of
those entities being entities listed in (b)(i) or (b)(ii);

(e) the obligation in m MIFIDPRU 4.13.13R(1)(b) does not apply, but B
must ensure that its ongoing processes and systems for assessing
the nature and level of risks to which it is, or might be, exposed
incorporate the understanding of relevant individuals within B of
the margin model for the purposes of considering whether:.

(i) the resulting consolidated K-CMG requirement for the
portfolio(s) is sufficient to cover the relevant risks to which B
is exposed; and
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2.5.42

2.5.43

2.5.44

(ii) the K-CMG permission remains appropriate in relation to the
portfolio(s) in respect of which it was granted.

(1) A UK parent entity or a MIFIDPRU investment firm within the same
investment firm group that wishes to apply for a K-CMG permission in
relation to one or more portfolios included in the consolidated
situation of its investment firm group must complete the application
form in B MIFIDPRU 2 Annex 6R or B MIFIDPRU Annex 7R and submit it
using the online notification and application system.

(2) A single application under (1) may be made in respect of multiple
portfolios of multiple entities referenced in ® MIFIDPRU 2.5.40R or
B MIFIDPRU 2.5.41R, provided that the application demonstrates to the
FCA how the relevant conditions in B MIFIDPRU 4.13.9R (as modified by
B MIFIDPRU 2.5.40R(3) in relation to a portfolio of a designated
investment firm or M MIFIDPRU 2.5.41R(3) in relation to a portfolio of a
third country entity) are satisfied in respect of each such portfolio.

(3) A UK parent entity or MIFIDPRU investment firm that submits an
application under (1) must have the necessary authority to make the
application on behalf of all entities within the investment firm group
whose portfolios are the subject of that application.

Consolidated K-TCD requirement

(1) For the K-TCD requirement there is no coefficient in m MIFIDPRU 4. The
requirement is instead based upon the concept of positions and
exposures. The relevant provisions in B MIFIDPRU 4 for calculating the
K-TCD requirement should therefore also be applied to transactions
included in the consolidated situation.

(2) When calculating the K-TCD requirement on a consolidated basis,
transactions between counterparties included in the consolidated
situation are disregarded. This applies irrespective of whether the
exclusion in B MIFIDPRU 4.14.6R applies to a transaction when a
MIFIDPRU investment firm is calculating its K-TCD requirement on an
individual basis.

(1) When calculating its K-TCD requirement on a consolidated basis, a UK
parent entity may only net offsetting transactions entered into
between one or more entities included in the consolidated situation
and a third party counterparty if the conditions in m MIFIDPRU 4.14.28R,
as modified by (2), are met.

(2) When applying ® MIFIDPRU 4.14.28R on the basis of the consolidated
situation, the following modifications apply:

any netting agreement or netting contract referenced in that
rule must cover all entities included in the consolidated situation
whose transactions with the same third party counterparty are
being netted;

any references in that rule to the rights and obligations of the
“firm" refer to the rights and obligations of the entities included
in the consolidated situation whose transactions with the same
third party counterparty are being netted; and
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2.5.46

2.5.47

2.5.48

the legal opinion referenced in ® MIFIDPRU 4.14.28R(3)(c):

(i) may be obtained by the UK parent entity or any MIFIDPRU
investment firm in the investment firm group; and

(ii) must address the relevant claims and obligations of all
entities included in the consolidated situation whose
transactions with the same third party counterparty are being
netted.

Consolidated K-CON requirement

(1) The K-CON requirement under B MIFIDPRU 5 applies to a MIFIDPRU
investment firm on an individual basis in relation to positions held in
its trading book. Broadly, the K-CON requirement is calculated by
reference to all relevant trading book exposures that exceed the
concentration risk soft limit.

(2) ™ MIFIDPRU 2.5.46R explains how the K-CON requirement applies on a
consolidated basis.

When a UK parent entity is calculating a K-CON requirement on the basis of
its consolidated situation, the provisions in B MIFIDPRU 5 apply, subject to the
following:

(1) the exposure value with regard to an individual client or group of
connected clients must be calculated on the basis of all relevant
exposures included in the consolidated situation;

(2) to the extent that the calculation rules for the K-NPR requirement or
K-TCD requirement are relevant to the calculation of an exposure
value under B MIFIDPRU 5.4 or the OFR under B MIFIDPRU 5.7.3R(2), the
UK parent entity must apply the methods for the calculation of the
consolidated K-NPR requirement in B MIFIDPRU 2.5.32R to
B MIFIDPRU 2.5.34R and consolidated K-TCD requirement in
B MIFIDPRU 2.5.43G to W MIFIDPRU 2.5.44R; and

(3) the own funds to be used for the purposes of calculating the limits in
B MIFIDPRU 5.5 and B MIFIDPRU 5.9 on a consolidated basis are the
consolidated own funds of the investment firm group, as explained in
the guidance in m MIFIDPRU 2.5.23G.

Prudential consolidation in practice: liquidity

When applying B MIFIDPRU 6 on a consolidated basis, a UK parent entity must
ensure that the total liquid assets held by the UK entities included within the
consolidated situation are equal to or greater than the consolidated liquid
assets requirement.

(1) m MIFIDPRU 2.5.11R requires a UK parent entity to comply with the
liquidity requirements in B MIFIDPRU 6 on the basis of its consolidated
situation. In practice, this means that the UK parent entity must
ensure that the investment firm group holds liquid assets equivalent
to one third of the consolidated fixed overhead requirement, plus
1.6% of the total amount of any guarantees provided to clients by
entities included within the consolidated situation.

MIFIDPRU 2/34

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 2 : Level of Section 2.5 : Prudential consolidation
application of requirements

2.5.49

2.5.50

2.5.51

2.5.52

(2) Under m MIFIDPRU 2.5.47R, the required amount of consolidated liquid
assets must be held by the UK entities included within the
consolidated situation. This means that while third country entities
may contribute to the consolidated /iquid assets requirement
(through the consolidated fixed overheads requirement), any liquid
assets held by a third country entity do not count towards the liquid
assets held by the investment firm group for the purposes of that
rule.

(3) UK parent entities are reminded that:

(a) the consolidated liquid assets requirement applies only where the
UK parent entity is subject to consolidation obligations under
B MIFIDPRU 2.5.11R. It does not apply where the group capital test
under B MIFIDPRU 2.6 applies to an investment firm group instead
(although m MIFIDPRU 6 will continue to be relevant to MIFIDPRU
investment firms within that investment firm group on an
individual basis in such circumstances); and

(b) a UK parent entity that is subject to consolidation obligations
under B MIFIDPRU 2.5.11R is exempt from the consolidated liquidity
requirement if the conditions in ® MIFIDPRU 2.5.19R are met.

[deleted]

Prudential consolidation in practice: reporting by investment
firms

Under B MIFIDPRU 2.5.7R, a UK parent entity must comply with the reporting
obligations in ®m MIFIDPRU 9 on a consolidated basis. In practice, this involves
reporting the same categories of information that would be reported by a
MIFIDPRU investment firm to the FCA on an individual basis, but using the
figures that result from applying the relevant requirements on a
consolidated basis in accordance with this section. This does not apply to
data item MIF007 (ICARA assessment questionnaire), which does not need to
be submitted on a consolidated basis.

Prudential consolidation in practice: governance requirements

(1) Under m MIFIDPRU 7.1.3R, a UK parent entity to which m MIFIDPRU 2.5.7R
applies must comply with the general governance requirements in
B MIFIDPRU 7.2 (Senior management and systems and controls) on a
consolidated basis. In practice, this means that the UK parent entity
must ensure that it has a proper organisational structure, effective
processes and adequate internal controls covering the business of the
investment firm group.

(2) The requirements in ® MIFIDPRU 7.3 (Risk, remuneration and
nomination committees) do not apply on a consolidated basis.

Prudential consolidation in practice: ICARA requirements

As explained in B MIFIDPRU 7.9.4G, an investment firm group is not required
to operate an ICARA process on a consolidated basis. However,
B MIFIDPRU 7.9.5R permits an investment firm group to operate a single group
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ICARA process covering the business carried on by that investment firm
group, provided that certain requirements are met.
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2.6.1

2.6.2

2.6.3

2.6.4

2.6.5

2.6 The group capital test

This section applies to an investment firm group that has been granted
permission by the FCA to apply the group capital test under
B MIFIDPRU 2.4.17R.

Group capital test: requirements

For the purposes of B MIFIDPRU 2.6:

(1) 'own funds instruments’ means own funds as defined in B MIFIDPRU 3,
without applying the deductions referred to in B MIFIDPRU 3.3.6R(8),
article 56(d), and article 66(d) of the UK CRR;

(2) the terms ‘investment firm', 'financial institution’, ‘ancillary services
undertaking’, ‘tied agent' and ‘relevant financial undertaking' include
undertakings established in third countries that would satisfy the
definitions of those terms if they were established in the UK.

The definition of ‘own funds instruments’ for the purpose of

B MIFIDPRU 2.6.2R ensures that significant investments in common equity tier 1
instruments, additional tier 1 instruments and tier 2 instruments of financial
sector entities in the investment firm group do not need to be deducted by a
parent undertaking when applying the group capital test. This is to avoid
‘double counting’ of those investments.

B MIFIDPRU 3.7 contains rules and guidance on the composition of capital for
parent undertakings subject to the group capital test.

Where the FCA has granted an application under m MIFIDPRU 2.4.17R, a UK
parent entity and any other GCT parent undertakings in the investment firm
group must hold own funds instruments sufficient to cover the sum of the
following:

(1) the sum of the full book value of their holdings, subordinated claims
and instruments referred to in W MIFIDPRU 3.3.6R(8), article 56(d), and
article 66(d) of the UK CRR in relevant financial undertakings in the
investment firm group; and

(2) the total amount of their contingent liabilities in favour of relevant
financial undertakings in the investment firm group.
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2.6.6

2.6.7

2.6.8

(1)

()

3)

(1)

(2)

(1)

Each GCT parent undertaking in the investment firm group must
satisfy the group capital test. The group capital test can therefore
apply at each level within the group structure. This mitigates the risk
of leverage or capital gearing being introduced at levels underneath
the UK parent entity.

The requirement in B MIFIDPRU 2.6.5R only applies to GCT parent
undertakings. However, B MIFIDPRU 2.6.7R imposes obligations on GCT
parent undertakings in relation to their subsidiaries that are:

(a) parent undertakings established in a third country; or

(b) parent undertakings incorporated in, or with their principal place
of business in, the UK that are not GCT parent undertakings.

This prevents leverage and capital gearing being introduced into the

investment firm group through:

(a) intermediate parent undertakings established in a third country;
or

intermediate parent undertakings in the UK to which the group
capital test does not directly apply.

This rule applies where:

(a) an investment firm group has been granted permission to apply
the group capital test under m MIFIDPRU 2.4.17R; and

(b) a parent undertaking in that investment firm group is a relevant
financial undertaking and either:

(i) is established in a third country; or
(ii) is incorporated in, or has its principal place of business in, the
UK and is not a GCT parent undertaking.
Where this rule applies, the responsible UK parent must either:

(a) ensure that the undertaking in (1)(b) holds own funds
instruments sufficient to cover the sum of the amounts in
B MIFIDPRU 2.6.5R(1) and M (2) as they would apply to that
undertaking; or

(b) hold own funds instruments sufficient to cover the sum of the
amounts in W MIFIDPRU 2.6.5R(1) and M (2) that:

(i) apply to the responsible UK parent itself; and
(ii) would apply to the undertaking in (1)(b).

The effect of M MIFIDPRU 2.6.7R is shown through the example below
of a hypothetical investment firm group that contains the following
undertakings:

a UK parent entity ("A");

an intermediate investment holding company (“B"), that is
incorporated in the UK and is a direct subsidiary of A;

an undertaking established in a third country (“C") that would
be an investment holding company if it were established in the
UK and that is a direct subsidiary of B;

MIFIDPRU 2/38

www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 2 : Level of

application of requirements

an undertaking established in a third country ("D") that would
be a MIFIDPRU investment firm if it were established in the UK
and that is a direct subsidiary of C;

a MIFIDPRU investment firm ("E") that is a direct subsidiary of D;

a tied agent (“F") that is established in the UK and that is a
direct subsidiary of B;

an undertaking established in a third country ("G") that would
be a financial institution if it were established in the UK and that
is a direct subsidiary of C;

an intermediate holding company (“H") that is incorporated in
the UK and is a direct subsidiary of A; and

an authorised payment institution ("1") that is incorporated in
the UK and is a direct subsidiary of H.

(2) The group capital test:

(a) applies directly to A and B because they are both GCT parent
undertakings;

(b) applies only indirectly to C and D, through the obligations
imposed on the responsible UK parent, because C and D are
parent undertakings established in a third country;

(c) applies only indirectly to H, through the obligations imposed on
A in its capacity as the responsible UK parent, because H is not a
GCT parent undertaking; and

(d) does not apply to E, F, G or | because they are not parent
undertakings.

(3) In this example, B is a responsible UK parent because:

(a) B has two subsidiaries (a direct subsidiary, C, and an indirect
subsidiary, D) that are both parent undertakings established in a
third country and that would be relevant financial undertakings
if they were established in the UK; and

(b) B does not have a subsidiary in the UK that is the parent
undertaking of C or D. (Although F is a UK subsidiary of B, F is
not a parent undertaking.) This means that there is no
intermediate parent undertaking in the UK between B and either
of Cor D.

(4) Ais not a responsible UK parent in relation to C and D. This is
because A has a subsidiary, B, that is a parent undertaking of C and D
and that is incorporated in the UK. B is therefore an intermediate
parent undertaking in the UK between A on the one hand and C and
D on the other.

(5) B is a responsible UK parent in relation to C and D. Note that B is the
responsible UK parent of both C and D, even though D is only an
indirect subsidiary of B. This is because there is no parent undertaking
between C and D that is established in the UK and the definition of a
subsidiary includes subsidiaries of subsidiaries.

(6) Under m MIFIDPRU 2.6.7R(2), B therefore has the choice of whether to:

B Release 33 @ Feb 2024 www.handbook.fca.org.uk MIFIDPRU 2/39

Section 2.6 : The group capital test



MIFIDPRU 2 : Level of

Section 2.6 : The group capital test

application of requirements

(7)

(8)

(9)

(10)

(11)

(12)

(a) ensure that both C and D comply with the requirements of the
group capital test as it would apply to them if they were
established in the UK; or

(b) hold own funds instruments that are sufficient to cover the sum
of the requirements of the group capital test that apply to B and
would apply to C and D if they were established in the UK.

If B chooses the approach in (6)(a), B must:

(a) hold sufficient own funds instruments to cover the sum of B's
holdings in, and contingent liabilities in favour of, C and F;

(b) ensure that C holds sufficient own funds instruments to cover the
sum of C's holdings in, and contingent liabilities in favour of, D
and G; and

(c) ensure that D holds sufficient own funds instruments to cover the
sum of D’s holdings in, and contingent liabilities in favour of, E.

If B chooses the approach in (6)(b), B must hold sufficient own funds
instruments to cover the sum of:

(a) B’s holdings in, and contingent liabilities in favour of, C and F;

(b) C's holdings in, and contingent liabilities in favour of, D and G;
and

(c) D’s holdings in, and contingent liabilities in favour of, E.

A is, however, a responsible UK parent in relation to H. This is
because A is a GCT parent undertaking that is the parent undertaking
of H. H is a relevant financial undertaking (being a holding company,
and therefore a financial institution) and a parent undertaking. H is
not a GCT parent undertaking because H is not an authorised person
and does not have a MIFIDPRU investment firm as a subsidiary. There
is also no intermediate GCT parent undertaking between A and H.

In a similar way to B above, A therefore has a choice under
M MIFIDPRU 2.6.7R(2) of whether to:

(a) ensure that H complies with the requirements of the group
capital test as if it applied directly to H; or

(b) hold own funds instruments that are sufficient to cover the sum
of the requirements of the group capital test that apply to A and
would apply to H.

If A chooses the approach in (10)(a), A must:

(a) hold sufficient own funds instruments to cover the sum of A’s
holdings in, and contingent liabilities in favour of, B and H; and

(b) ensure that H holds sufficient own funds instruments to cover the
sum of H’s holdings in, and contingent liabilities in favour of, I.
If A chooses the approach in (10)(b), A must hold sufficient own funds

instruments to cover the sum of:

(a) A’'s holdings in, and contingent liabilities in favour of, B and H;
and

(b) H’s holdings in, and contingent liabilities in favour of, I.
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2.6.9

2.6.10

2.6.11

2.6.12

A UK parent entity must have systems in place to monitor and control the
sources of capital and funding of all relevant financial undertakings within
the investment firm group.

2
Group capital test: reporting requirements .

(1) Where the FCA has granted an application under m MIFIDPRU 2.4.17R, a
UK parent entity and any other GCT parent undertakings in the
investment firm group must comply with the reporting requirements
in (2).

Each GCT parent undertaking in (1) must:

(a) report in accordance with ® MIFIDPRU 9 how that GCT parent
undertaking meets the group capital test; and

(b) if the GCT parent undertaking is a responsible UK parent, also
report in accordance with B MIFIDPRU 9 how:

(i) the undertaking in m MIFIDPRU 2.6.7R(1)(b) holds the required
amount of own funds instruments referenced in
B MIFIDPRU 2.6.7R(2)(a); or

(ii) the GCT parent undertaking holds at least the amount of
own funds instruments to cover the amount applicable to the
undertaking in B MIFIDPRU 2.6.7R(1)(b), as referenced in
B MIFIDPRU 2.6.7R(2)(b).

An investment firm group may designate:

(1) a parent undertaking in the UK that is part of the investment firm
group; or

(2) a MIFIDPRU investment firm that is part of the investment firm group
and that is not a parent undertaking;

to submit reports to the FCA under B MIFIDPRU 2.6.10R on behalf of the GCT
parent undertakings in the investment firm group.

Inclusion of holding companies in supervision of compliance
with the group capital test

UK investment holding companies and UK mixed financial holding companies
are included in the FCA’s supervision of compliance with the group capital
test where they are GCT parent undertakings.
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Section 2.7 : Investment holding companies,
mixed financial holding companies and
mixed-activity holding companies

2.7.1

2.7.2

2.7.3

2.7.4

2.7 Investment holding companies,
mixed financial holding companies
and mixed-activity holding
companies

Qualifications of directors

Under section 143R of the Act, a UK investment holding company, UK mixed
financial holding company or UK mixed-activity holding company must take
reasonable care to ensure that the members of its management body are of
sufficiently good repute and possess sufficient knowledge, skills and
experience to perform their duties effectively.

Mixed-activity holding companies

(1) Under of the Act, the FCA may require a parent

undertaking of a MIFIDPRU investment firm to provide information
that is relevant for the FCA’s supervision of the MIFIDPRU investment
firm.

(2) Under of the Act, the FCA may appoint an investigator to

verify the information received from a parent undertaking of a
MIFIDPRU investment firm and any subsidiaries of that parent
undertaking.

(3) The powers in (1) and (2) also apply to a mixed-activity holding
company.

(1) Where the parent undertaking of a MIFIDPRU investment firm is a UK
mixed-activity holding company, the MIFIDPRU investment firm must
have in place adequate risk management processes and internal
control mechanisms.

(2) The processes and mechanisms in (1) must include sound reporting
and accounting procedures to identify, measure, monitor and control
transactions between the firm, the UK mixed-activity holding
company and its subsidiaries.

Sanctions

Under section 143W of the Act, the FCA may impose disciplinary measures on
the following, where they are not authorised persons, to end or mitigate
breaches of a requirement under the MIFIDPRU sourcebook or sections 143K,
143R or 1435(6) of the Act:
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(1) a UK investment holding company;
(2) a UK mixed financial holding company;

(3) a UK mixed-activity holding company; or

(4) a member of the management body of the entities in (1) to (3).
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Application under MIFIDPRU 2.3.3R for an exemption from application
of specific requirements on an individual basis

Part A — Permission under MIFIDPRU 2.3.1R to be exempt from disclosure requirements in MIFIDPRU 8
(Disclosure by investment firms) for SNI firms in consolidated insurance groups

MIFIDPRU 2 Annex 1R(A) Part A — Permission under MIFIDPRU 2.3.1R to be exempt from disclosure|
requirements.pdf|

Part B - Individual exemption from liquidity requirements under MIFIDPRU 2.3.2R for MIFIDPRU
investment firms in consolidated CRR or MIFIDPRU groups

MIFIDPRU 2 Annex 1R(B) Part B — Individual exemption from liquidity requirements under MIFIDPRU
2.3.2R.pdf
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Application under MIFIDPRU 2.4.17R for permission to apply the
group capital test

[Editor’s note: the form can be found at this address: |https://www.handbook.fca.org.uk/form/MlFIDPRU|
|2 Annex 2R Application under MIFIDPRU 2.4.17R for permission to apply the group capital test.pdf
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MIFIDPRU 2 : Level of Annex 3
application of requirements

Notification under MIFIDPRU 2.5.17R of intended use of proportional
consolidation in respect of a relevant financial undertaking

[Editor’s note: the form can be found at this address: |https://www.handbook.fca.or .uk/form/MIFIDPRU|

2 Annex 3R Notification under MIFIDPRU 2.5.17R of the intended use of proportional
|conso|idation.pdf
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MIFIDPRU 2 : Level of Annex 4
application of requirements

Application under MIFIDPRU 2.5.19R for an exemption from liquidity
requirements on a consolidated basis

[Editor’s note: the form can be found at this address: |https://www.handbook.fca.org.uk/form/MlFIDPRU|
2 Annex 4R Application for exemption from liquidity requirements on a consolidated basis under
MIFIDPRU 2.5.19R .pdf]
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MIFIDPRU 2 : Level of Annex 5
application of requirements

Application under MIFIDPRU 2.5.34R(2) for permission to use
offsetting positions when calculating K-NPR on a consolidated basis

[Editor’'s note: the form can be found at this address: |https://www.handbook.fca.org.uk/form/MIFIDPRU
[2 Annex 5R Application under MIFIDPRU 2.5.34R for permission to use offsetting positions .pdf
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Forms/mifidpru/MIFIDPRU 2 Annex 5R Application under MIFIDPRU 2.5.34R for permission to use offsetting positions .pdf
Forms/mifidpru/MIFIDPRU 2 Annex 5R Application under MIFIDPRU 2.5.34R for permission to use offsetting positions .pdf
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MIFIDPRU 2 : Level of Annex 6
application of requirements

Application under MIFIDPRU 2.5.40R for permission to include a
portfolio of a desighated investment firm in consolidated K-CMG

[Editor’s note: the form can be found at this address: |https://www.handbook.fca.org.uk/form/MlFIDPRU|
[2 Annex 6R Application under MIFIDPRU 2.5.40R for permission to include a portfolio.pdf
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Forms/mifidpru/MIFIDPRU 2 Annex 6R Application under MIFIDPRU 2.5.40R for permission to include a portfolio.pdf
Forms/mifidpru/MIFIDPRU 2 Annex 6R Application under MIFIDPRU 2.5.40R for permission to include a portfolio.pdf
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application of requirements
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MIFIDPRU 2 : Level of Annex 7
application of requirements

Application under MIFIDPRU 2.5.41R for permission to include
portfolio of a third country entity in consolidated K-CMG

[Editor’s note: the form can be found at this address: |https://www.handbook.fca.org.uk/form/MlFIDPRU|
|g Annex 7R Application under MIFIDPRU 2.5.41R for permission to include a portfolio of a third
country entity .pdf|

B Release 33 @ Feb 2024 www.handbook.fca.org.uk MIFIDPRU 2 Annex 7/1


Forms/mifidpru/MIFIDPRU 2 Annex 7R Application under MIFIDPRU 2.5.41R for permission to include a portfolio of a third country entity .pdf
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Forms/mifidpru/MIFIDPRU 2 Annex 7R Application under MIFIDPRU 2.5.41R for permission to include a portfolio of a third country entity .pdf
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application of requirements
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MIFIDPRU 2 : Level of Annex 8
application of requirements

Notification under MIFIDPRU 2.4.20R relating to membership of an
investment firm group and/or a financial conglomerate

[Editor’s note: the form can be found at this address: [MIFIDPRU_2_Annex 8R_20233103.pdf|
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Own funds
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MIFIDPRU 3 :

Own funds Section 3.1 : Application and purpose

3.1.1

3.1.2

3.1.3

3.1 Application and purpose

Application

This chapter applies to:
(1) a MIFIDPRU investment firm; and

a UK parent entity that is required by B MIFIDPRU 2.5.7R to comply
with B MIFIDPRU 3 on the basis of its consolidated situation.

This chapter also applies to a parent undertaking that is subject to the group
capital test in accordance with B MIFIDPRU 2.6.5R, but with the following
modifications:

(1) the definitions in ® MIFIDPRU 2.6.2R apply when calculating the own
funds instruments of the parent undertaking for the purposes of the
group capital test; and

(2) ® MIFIDPRU 3.2.2R and B MIFIDPRU 3.2.3R do not apply, but
M MIFIDPRU 3.7 applies instead.

For the purposes of this chapter:

(1) any reference to the “UK CRR" is to the UK CRR in the form in which
it stood on 1 January 2022, read together with any@lrules (as
defined in section 144A of the Act) made by the PRA that applied on
that date;

(2) where a term is not italicised but is defined in the UK CRR, the
definition in the UK CRR applies;

(3) where this chapter applies to a parent undertaking that is not a firm,
reference to a “MIFIDPRU investment firm" or a “firm" includes a
reference to that parent undertaking; and

(4) where this chapter applies on the basis of the consolidated situation
of an entity under m MIFIDPRU 3.1.1R(2), a reference in this chapter to a
“firm" is a reference to the hypothetical single MIFIDPRU investment
firm created under the consolidated situation.

MIFIDPRU 3/2
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MIFIDPRU 3 : Own funds Section 3.1 : Application and purpose

Purpose

3.1.4 This chapter contains requirements for the calculation of a MIFIDPRU
investment firm’s own funds. These requirements are based on the provisions

in Title | of Part Two of the UK CRR, but with the modifications set out in
this chapter.

Supplementary provisions

3.1.5 H MIFIDPRU 3 Annex 7R (Additional provisions relating to own funds) and

B MIFIDPRU 3 Annex 8R (Prudent valuation and additional valuation
adjustments) contain supplementary provisions that are relevant to certain
rules in this chapter or certain requirements in the UK CRR that are cross-
applied by rules in this chapter. A firm, UK parent entity or GCT parent

undertaking that is applying a relevant rule in this chapter should therefore
also refer to those annexes.
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MIFIDPRU 3 : Own funds

Section 3.2 : Composition of own funds and
initial capital

3.2.1

3.2.2

3.2.3

3.2.4

3.2 Composition of own funds and initial
capital

The own funds of a firm are the sum of its:
(1) common equity tier 1 capital;
(2) additional tier 1 capital; and
(3) tier 2 capital.

A firm must, at all times, have own funds that satisfy all the following
conditions:

(1) the firm’s common equity tier 1 capital must be equal to or greater
than 56% of the firm’s own funds requirement under B MIFIDPRU 4.3;

(2) the sum of the firm’s common equity tier 1 capital and additional tier
1 capital must be equal to or greater than 75% of the firm’s own
funds requirement under B MIFIDPRU 4.3; and

(3) the firm’s own funds must be equal to or greater than 100% of the
firm’s own funds requirement under B MIFIDPRU 4.3.

A firm’s initial capital must be made up of own funds.

For the purposes of this chapter, the categorisation and the valuation of
assets and off-balance sheet items should be carried out in accordance with
the applicable accounting framework, unless a rule directs otherwise.

MIFIDPRU 3/4
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MIFIDPRU 3 : Own funds Section 3.3 : Common equity tier 1 capital

3.3 Common equity tier 1 capital

3.3.1 R| (1) A firm must determine its common equity tier 1 capital in accordance
with Chapter 2 of Title | of Part Two of the UK CRR, as modified by
the rules in this section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

3.3.1A [ | Article 34 of the UK CRR (Additional valuation adjustments) applies only in
relation to positions held in a firm’s trading book.

3.3.1B (1) ®mMIFIDPRU 3 Annex 7R contains supplementary provisions that may be
relevant when a firm is calculating its common equity tier 1 capital
under B MIFIDPRU 3.3.1R.

(2) ®m MIFIDPRU 3 Annex 8R contains supplementary provisions that apply
when a firm is calculating any additional valuation adjustments under
article 34 of the UK CRR (as applied by m MIFIDPRU 3.3.1AR).

Prior permission to include interim profits or year-end profits
in common equity tier 1 capital

3.3.2 E To apply for permission to include interim or year-end profits in its common
equity tier 1 capital before the firm has taken a formal decision confirming
the final profit or loss for the year in accordance with article 26(2) of the UK
CRR, a firm must complete the form in B MIFIDPRU 3 Annex 1R and submit it to
the FCA using the online notification and application system.

Prior permission and notification of issuances of common
equity tier 1 capital

3.3.3 R| (1) To apply for permission to classify an issuance of capital instruments
as common equity tier 1 capital in accordance with article 26(3) of the
UK CRR, a firm must complete the form in B MIFIDPRU 3 Annex 2R and
submit it to the FCA using the online notification and application
system.

(2) To notify the FCA in accordance with article 26(3) subparagraph two
of the UK CRR about subsequent issuances of capital instruments for
which it has already received the permission in (1), a firm must
complete the form in B MIFIDPRU 3 Annex 3R and submit it to the FCA
using the online notification and application system.
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MIFIDPRU 3 : Own funds

Section 3.3 : Common equity tier 1 capital

3.3.4

3.3.4A

3.35

3.3.6

(1) Under article 26(3) of the UK CRR, a firm must normally obtain the
FCA’s permission before classifying an issuance of capital instruments
as common equity tier 1 capital.

(2) However, where a firm has already obtained permission from the FCA
for a previous issuance of instruments that have been classified as
common equity tier 1 capital, the firm is not required to obtain the
FCA’s permission for a subsequent issuance of the same form of
instruments if:

(a) the provisions governing the subsequent issuance are
substantially the same as the provisions governing the issuance
for which the firm has already received permission; and

(b) the firm has notified the FCA of the subsequent issuance
sufficiently far in advance of the classification of the relevant
instruments as common equity tier 1 capital.

(3) The FCA generally expects to receive a notification of a subsequent
issuance of an existing form of common equity tier 1 capital
instruments under article 26(3) of the UK CRR at least 20 business
days before the firm intends to classify that issuance as common
equity tier 1 capital.

Close correspondence between the value of a firm’s covered
bonds and the value of its assets

When determining whether there is a close correspondence between the
value of a firm’s covered bonds and the value of the firm’s assets for the
purposes of article 33(3)(c) of the UK CRR, the Covered Bonds RTS applies
with the following modifications:

(1) any reference to an “institution” is a reference to the firm; and

(2) any reference to “Regulation (EU) No 575/2013" is a reference to the
UK CRR as applied and modified by the rules in MIFIDPRU.

[Note: article 33(4) of the UK CRR and BTS 523/2014.]

Deductions from common equity tier 1 capital

For the purposes of MIFIDPRU:
(1) ®m MIFIDPRU 3.3.6R replaces article 36 of the UK CRR; and

(2) any reference to article 36 of the UK CRR or any part of that article in
the following is a reference to B MIFIDPRU 3.3.6R (or the equivalent
part of it):

(a) another provision of the UK CRR that is incorporated by
reference into MIFIDPRU; or

(b) any technical standard that applies to a MIFIDPRU investment
firm under a provision of the UK CRR to which (a) applies.

A MIFIDPRU investment firm must deduct the following from its common
equity tier 1 items:

MIFIDPRU 3/6
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MIFIDPRU 3 : Own funds Section 3.3 : Common equity tier 1 capital

(M
()
3)
@

(5

(6)

@

®

9

(10)

(11)

losses for the current financial year;
intangible assets;
deferred tax assets that rely on future profitability;

the value of any defined benefit pension fund assets on the balance
sheet of the firm after deducting the amount of any associated
deferred tax liability where that liability would be extinguished if the
assets became impaired or were derecognised under the applicable
accounting framework;

direct, indirect and synthetic holdings by the firm of its own common
equity tier 1 instruments, including own common equity tier 1
instruments that the firm is under an actual or contingent obligation
to purchase by virtue of an existing contractual obligation;

direct, indirect and synthetic holdings of the common equity tier 1
instruments of financial sector entities where those entities have a
reciprocal cross holding with the firm that the FCA considers has been
designed to inflate artificially the own funds of the firm;

direct, indirect and synthetic holdings by the firm of common equity
tier 1 instruments of financial sector entities where the firm does not
have a significant investment in those entities;

direct, indirect and synthetic holdings by the firm of the common
equity tier 1 instruments of financial sector entities where the firm
has a significant investment in those entities;

the amount of items required to be deducted from additional tier 1
items under article 56 of the UK CRR that exceeds the additional tier
1 items of the firm; and

any tax charge relating to common equity tier 1 items foreseeable at
the moment of its calculation, except where the firm suitably adjusts
the amount of common equity tier 1 items insofar as such tax charges
reduce the amount up to which those items may be used to cover
risks or losses.

where a firm is a partnership or a limited liability partnership, the
amount by which the aggregate of any amounts withdrawn by its
partners or members exceeds the profits of the firm, except to the
extent that the amount:

(a) has already been deducted from the firm’s own funds as a loss
under (1);

(b) was repaid in accordance with B MIFIDPRU 3.3.16R(2) or
B MIFIDPRU 3.3.17R(2); or

(c) is already reflected in a reduction of the firm’s own funds that
was permitted under articles 77 and 78 of the UK CRR, as applied
in accordance with m MIFIDPRU 3.6 (General requirements for own
funds instruments).
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MIFIDPRU 3 : Own funds

Section 3.3 : Common equity tier 1 capital

3.3.7

3.3.8

3.3.9

3.3.10

3.3.11

3.3.12

(1) For the purposes of m MIFIDPRU 3.3.6R and M MIFIDPRU 3.3.15R, holdings
in a fund are to be treated as holdings in a non-financial sector
entity.

(2) The requirement in (1) does not affect the meaning of the terms
“financial sector entity" or "non-financial sector entity” when used in
any other context in the Handbook.

Deferred tax assets that rely on future profitability

A firm must deduct deferred tax assets that rely on future profitability from
its common equity tier 1 items under B MIFIDPRU 3.3.6R(3) without applying:

(1) article 39 of the UK CRR (tax overpayments, tax loss carry backs and
deferred tax assets that do not rely on future profitability); or

(2) article 48 of the UK CRR (threshold exemptions from deduction from
common equity tier 1 items).

Defined benefit pension fund assets on the firm’s balance
sheet

A firm must deduct defined benefit pension fund assets on its balance sheet
from its common equity tier 1 items under B MIFIDPRU 3.3.6R(4) without
applying article 41 of the UK CRR (deduction of defined benefit pension
fund assets).

Holdings of common equity tier 1 instruments of financial
sector entities

(1) This rule applies to a firm’ holdings of capital instruments that are
not held in its trading book.

(2) Subject to m MIFIDPRU 3.3.14R, a firm must deduct its direct, indirect
and synthetic holdings of common equity tier 1 instruments of
financial sector entities under B MIFIDPRU 3.3.6R(7) without applying
article 46 of the UK CRR (deduction of holdings of common equity
tier 1 instruments where an institution does not have a significant
investment in a financial sector entity).

The following provisions do not apply to common equity tier 1 instruments
held in the trading book of a firm:

(1) ™ MIFIDPRU 3.3.6R(7); and

(2) article 46 of the UK CRR.

Subject to m MIFIDPRU 3.3.14R, a firm must deduct its direct, indirect and
synthetic holdings in the common equity tier 1 instruments of financial
sector entities under M MIFIDPRU 3.3.6R(8) without applying article 48 of the
UK CRR (threshold exemptions from deduction from common equity tier 1
items).

MIFIDPRU 3/8
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MIFIDPRU 3 : Own funds

Section 3.3 : Common equity tier 1 capital

3.3.13

3.3.14

3.3.15

Article 49 of the UK CRR (requirement for deduction where consolidation,
supplementary supervision or institutional protection schemes are applied)
does not apply for the purposes of this section.

Holdings of common equity tier 1 instruments issued by a
financial sector entity within an investment firm group

A firm is not required to deduct holdings of common equity tier 1
instruments issued by a financial sector entity from the firm’s common equity
tier 1 items in accordance with m MIFIDPRU 3.3.6R if all of the following
conditions are met:

(1) the financial sector entity forms part of the same investment firm
group as the firm;

(2) there is no current or foreseen material, practical or legal impediment
to the prompt transfer of capital or repayment of liabilities by the
financial sector entity;

(3) the investment firm group is subject to prudential consolidation
under W MIFIDPRU 2.5; and

(4) the risk evaluation, measurement and control procedures of a parent
undertaking included within the consolidated situation of the UK
parent entity of the investment firm group include the financial
sector entity.

Qualifying holdings outside the financial sector

(1) A firm must deduct from its common equity tier 1 items any amounts
in excess of the following limits:

(a) a qualifying holding in a non-financial sector entity which
exceeds 15% of the firm’s own funds; and

(b) the total of all the qualifying holdings of the firm in non-
financial sector entities which exceeds 60% of the firm’s own
funds.

(2) When calculating any amounts in (1), the following must not be
included:

(a) shares in non-financial sector entities where any of the following
conditions is met:

(i) the shares are held temporarily during a financial assistance
operation referred to in article 79 of the UK CRR;

(ii) the holding of the shares is an underwriting position held for
five business days or fewer; or

(iii) the shares are held in the name of the firm on behalf of
others; and

(b) shares which are not fixed financial assets under Directive 86/635/
EEC UK law (as defined in article 4(1)(128B) of the UK CRR).
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MIFIDPRU 3 : Own funds

Section 3.3 : Common equity tier 1 capital

3.3.16

3.3.17

Common equity tier 1 instruments of partnerships

A partner’s account in relation to a firm that is a partnership satisfies the
conditions in article 28(1)(e) (perpetual) and article 28(1)(f) (reduction or
repayment) of the UK CRR if:

(1) capital contributed by partners is paid into the account; and

(2) under the terms of the partnership agreement an amount
representing capital may be withdrawn from the account by a partner
("A"), otherwise than with prior FCA consent pursuant to
B MIFIDPRU 3.6.2R or deemed consent under M MIFIDPRU 3.6.3R, only if:

(a) A ceases to be a partner and an equal amount is transferred to
another partner’s account by A's former partners or any person
replacing A as their partner,

(b) any reduction in the capital credited to A’s account is
immediately offset by additional contributions of at least an
equal aggregate amount to other partner accounts by one or
more of A’s partners (including any person becoming a partner of
A at the time that the additional contribution is made);

(c) the partnership is wound up or dissolved; or

(d) the firm ceases to be authorised or no longer has a Part 4A
permission.

Common equity tier 1 instruments of limited liability
partnerships

A member’s account in relation to a firm that is a limited liability partnership
will meet the conditions in article 28(1)(e) (perpetual) and article 28(1)(f)
(reduction or repayment) of the UK CRR if:

(1) capital contributed by the members is paid into the account; and

(2) under the terms of the limited liability partnership agreement, an
amount representing capital may be withdrawn from the account by
a partner (“B"), otherwise than with prior FCA consent pursuant to
B MIFIDPRU 3.6.2R or deemed consent under B MIFIDPRU 3.6.3R, only if:

(a) B ceases to be a member and an equal amount is transferred to
another member account by B’s former fellow members or any
person replacing B as a member;

(b) any reduction in the capital credited to B’s account is immediately
offset by additional contributions of at least an equal aggregate
amount to other member accounts by one or more of B’s fellow
members (including any person becoming a fellow member of B
at the time that the additional contribution is made);

(c) the limited liability partnership is wound up or dissolved; or

(d) the firm ceases to be authorised or no longer has a Part 4A
permission.

MIFIDPRU 3/10
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MIFIDPRU 3 : Own funds Section 3.4 : Additional Tier 1 capital

3.4 Additional Tier 1 capital

3.4.1 E (1) A firm must determine its additional tier 1 capital in accordance with
Chapter 3 of Title | of Part Two of the UK CRR, as modified by the
rules in this section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

3.4.1A H MIFIDPRU 3 Annex 7R contains supplementary provisions relating to the
calculation of a firm’s additional tier 1 capital and to write-down and
conversion requirements for additional tier 1 instruments.

Trigger events and write-down or conversion

3.4.2 E The following provisions of the UK CRR do not apply in relation to the
additional tier 1 capital of a MIFIDPRU investment firm:

(1) article 54(1)(a); and

(2) article 54(4)(a).

3.4.3 R| (1) A firm must specify in the terms of an additional tier 1 instrument
one or more trigger events for the purposes of article 52(1)(n) of the
UK CRR.

(2) The trigger events specified under (1) must include a trigger event
that occurs where the common equity tier 1 capital of the firm falls
below a level specified by the firm that is no lower than 64% of the
firm’s own funds requirement.

(3) Article 54 of the UK CRR applies as if references to the trigger event
in article 54(1)(a) of the UK CRR are references to the trigger event in
(1.

(4) The full principal amount of an additional tier 1 instrument must be
written down or converted when a trigger event occurs.

3.4.4 B MIFIDPRU 3.4.3R requires that the principal amount of an additional tier 1
instrument will convert into common equity tier 1 capital or will be written
down if the firm’s common equity tier capital falls below a specified level.
This level must be set at no lower than 64% of the firm’s own funds
requirement. The firm may set the relevant trigger at a higher level (such as
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MIFIDPRU 3 : Own funds

Section 3.4 : Additional Tier 1 capital

3.4.5

3.4.6

3.4.7

70% of its own funds requirement) if it wishes. The firm may also specify
additional trigger events alongside the required trigger event in
B MIFIDPRU 3.4.3R(1).

Holdings of additional tier 1 instruments of financial sector
entities

(1) This rule applies to a firm’ holdings of capital instruments that are
not held in its trading book.

(2) A firm must deduct its direct, indirect and synthetic holdings in
additional tier 1 instruments of financial sector entities under article
56(c) of the UK CRR without applying article 60 of the UK CRR
(deduction of holdings of additional tier 1 instruments where an
institution does not have a significant investment in a financial sector
entity).

(3) The requirement in article 56(c) of the UK CRR does not apply where
M MIFIDPRU 3.4.7R applies.

The following provisions do not apply to additional tier 1 instruments held in
the trading book of a firm:

(1) article 56(c) of the UK CRR; and

(2) article 60 of the UK CRR.

Holdings of additional tier 1 instruments issued by a financial
sector entity within an investment firm group

A firm is not required to deduct holdings of additional tier 1 instruments

issued by a financial sector entity from the firm’s additional tier 1 items in
accordance with article 56 of the UK CRR if all of the following conditions
are met:

(1) the financial sector entity forms part of the same investment firm
group as the firm;

(2) there is no current or foreseen material, practical or legal impediment
to the prompt transfer of capital or repayment of liabilities by the
financial sector entity,

(3) the risk evaluation, measurement and control procedures of the
parent undertaking include the financial sector entity; and

(4) the group capital test under m MIFIDPRU 2.5 does not apply to the
investment firm group.
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MIFIDPRU 3 : Own funds Section 3.5 : Tier 2 capital

3.5.1

3.5.1A

3.5.2

3.5.3

3.5.4

3.5 Tier 2 capital

(1) A firm must determine its tier 2 capital in accordance with Chapter 4
of Title | of Part Two of the UK CRR, as modified by the rules in this
section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

H MIFIDPRU 3 Annex 7R contains additional provisions relating to the
calculation of a firm’s tier 2 capital.

Holdings of tier 2 instruments of financial sector entities

(1) This rule applies to a firm’s holdings of capital instruments that are
not held in its trading book.

(2) A firm must deduct its direct, indirect and synthetic holdings in the
tier 2 instruments of financial sector entities under article 66(c) of the
UK CRR without applying article 70 of the UK CRR (deduction of tier 2
instruments where an institution does not have a significant
investment in the relevant entity).

(3) The requirement in article 66(c) of the UK CRR does not apply where
B MIFIDPRU 3.5.4R applies.

The following provisions do not apply to tier 2 instruments held in the
trading book of the firm:

(1) article 66(c) of the UK CRR; and

(2) article 70 of the UK CRR.

Holdings of tier 2 instruments issued by a financial sector
entity within an investment firm group

A firm is not required to deduct holdings of tier 2 instruments issued by a
financial sector entity from the firm’s tier 2 items in accordance with article
66 of the UK CRR if all of the following conditions are met:

(1) the financial sector entity forms part of the same investment firm
group as the firm;
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(2) there is no current or foreseen material, practical or legal impediment

to the prompt transfer of capital or repayment of liabilities by the
financial sector entity;

(3) the risk evaluation, measurement and control procedures of the
parent undertaking include the financial sector entity; and

(4) the group capital test under m MIFIDPRU 2.6 does not apply to the
investment firm group.
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3.6 General requirements for own funds
instruments

3.6.1 E (1) A firm must comply with Chapter 6 of Title | of Part Two of the UK
CRR, as modified by the rules in this section.

(2) Any reference to the UK CRR in this section is to the UK CRR as
applied by (1) and modified by the rules in this section.

3.6.1A B MIFIDPRU 3 Annex 7R contains additional provisions relating to the eligibility

of instruments to be classified as own funds and to the reduction of own
funds.

Reduction of own funds instruments

3.6.2 E To apply for permission for the purposes of articles 77 and 78 of the UK CRR
to do any of the following, a firm must save in the circumstances set out in
B MIFIDPRU 3.6.3R, complete the form in m MIFIDPRU 3 Annex 4R and submit it to
the FCA using the online notification and application system:

(1) reduce, redeem or repurchase any of its common equity tier 1
instruments;

(2) reduce, distribute or reclassify as another own funds item the share
premium accounts related to any of its own funds instruments; or

(3) effect the call, redemption, repayment or repurchase of its additional
tier 1 instruments or tier 2 instruments prior to the date of their
contractual maturity;

3.6.3 | Permission under m MIFIDPRU 3.6.2R is deemed to have been granted if the
following conditions are met:

(1) either of the conditions in B MIFIDPRU 3.6.4R apply;

(2) at least 20 business days before the day on which the reduction,

repurchase, call or redemption is proposed to occur, the firm has
notified the FCA of:

(a) the proposed reduction, repurchase, call or redemption; and

(b) the basis on which the firm has concluded that either condition in
(1) is satisfied;
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3.6.4

3.6.5

(3) the notification in (2) is made using the form in W MIFIDPRU 3 Annex 5R
and submitted using the online notification and application system;
and

(4) the FCA has not notified the firm of any objection to the proposal
before the day on which the reduction, repurchase, call or
redemption is proposed to occur.

The conditions referred to in m MIFIDPRU 3.6.3R are that:

(1) before or at the same time as the reduction, repurchase, call or
redemption, the firm replaces the relevant own funds instruments
with own funds instruments of equal or higher quality on terms that
are sustainable for the income capacity of the firm; or

(2) the firm is redeeming additional tier 1 instruments or tier 2
instruments within five years of their date of issue and either:

(a) there is a change in the regulatory classification of the
instruments that is likely to result in their exclusion from own
funds or reclassification as a lower quality form of own funds,
and both the following conditions are met:

(i) there are reasonable grounds to conclude that the change is
sufficiently certain; and

(ii) the regulatory reclassification of the instruments was not
reasonably foreseeable at the time of their issuance; or

(b) there is a change in the applicable tax treatment of those
instruments which is material and was not reasonably foreseeable
at the time of their issuance.

Notification of issuance of additional tier 1 and tier 2
instruments

(1) A firm must notify the FCA at least 20 business days before the
intended issuance date of the firm’s intention to issue:

(a) additional tier 1 instruments; or

(b) tier 2 instruments.

(2) The notification requirement in (1) does not apply if:

(a) the firm has previously notified the FCA of an issuance of the
same class of additional tier 1 instruments or tier 2 instruments;
and

(b) the terms of the new instruments are identical in all material
respects to the terms of the instruments in the issuance previously
notified to the FCA.

(3) The notification under (1) must:

be submitted to the FCA through the online notification and
application system using the form in B MIFIDPRU 3 Annex 6R; and

(b) include the following:

(i) confirmation of whether the instruments are intended to be
classified as additional tier 1 instruments or tier 2
instruments;
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(i) confirmation of whether the instruments are intended to be
issued to external investors or only to other members of the
firm’s group or connected parties;

(iii) a copy of the term sheet and details of any features of the
capital instrument which are novel, unusual or different from
a capital instrument of a similar nature previously issued by
the firm or widely available in the market;

(iv) confirmation from a member of the firm’s senior
management or governing body who has oversight of the
intended issuance that the instrument meets the conditions
in M MIFIDPRU 3.4 or M MIFIDPRU 3.5 (as applicable, and
including any conditions in the UK CRR applied by those
sections) to be classified as additional tier 1 instruments or
tier 2 instruments; and

(v) a properly reasoned legal opinion from an appropriately
qualified individual, confirming that the capital instruments
meet the conditions in (iv).

3.6.6 (1) MIFIDPRU investment firms that were classified as CRR firms
immediately before 1 January 2022 should refer to m MIFIDPRU TP 1 for
transitional provisions relating to own funds permissions that were
issued, and notifications that were made, before that date.

Those firms should also refer to m MIFIDPRU TP 7, which contains
transitional provisions about capital instruments issued before 1
January 2022 and in respect of which the firm had not obtained own
funds permissions or made notifications under the legal requirements
in force at that time.

(2) MIFIDPRU investment firms that were in existence immediately before
1 January 2022, but were not classified as CRR firms, should refer to
B MIFIDPRU TP 7 for transitional provisions relating to own funds
instruments issued before that date.

(3) Parent undertakings should also refer to the following:

(a) mMIFIDPRU TP 1, where they were subject to the UK CRR on an
individual or a consolidated basis immediately before 1 January
2022 and had obtained permissions or made notifications under
the UK CRR relating to own funds instruments issued before that
date; or

(b) W MIFIDPRUTP 7 in either of the following cases:

(i) where they were not subject to the UK CRR on either an
individual or a consolidated basis immediately before 1
January 2022, but wish to rely on transitional provisions
relating to capital instruments issued before that date; or

(ii) where they were subject to the UK CRR on an individual or a
consolidated basis immediately before 1 January 2022, but
wish to rely on transitional provisions relating to capital
instruments issued before that date in respect of which the
parent undertaking had not obtained own funds permissions
or made notifications under the legal requirements in force
at that time.
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3.6.7

3.6.8

3.6.9

Firms that are proposing to classify an issuance of capital instruments as
common equity tier 1 capital should refer to the obligations and guidance in
B MIFIDPRU 3.3.3R and B MIFIDPRU 3.3.4G. In particular, firms must obtain the
FCA’s prior permission for the first issuance of a class of instruments that is
intended to comprise common equity tier 1 capital.

(1) A UK parent entity must apply the modifications in (2) when either of
the following apply on a consolidated basis in accordance with
B MIFIDPRU 2.5.7R:

(a) ™ MIFIDPRU 3.3.2R to M MIFIDPRU 3.3.4G; and
(b) W MIFIDPRU 3.6.5R.

(2) The Handbook provisions in (1)(a) and (b) apply as if a reference to:
(a) a "firm" is a reference to the UK parent entity;

(b) "capital instruments” is a reference to capital instruments issued
by the UK parent entity;

(c) "additional tier 1 instruments” and “tier 2 instruments” is a
reference to these instruments issued by the UK parent entity;
and

(d) "common equity tier 1 capital” is a reference to that type of
capital as calculated on a consolidated basis.

Submitting a notification in accordance with m MIFIDPRU 3.6.5R to

B MIFIDPRU 3.6.8R does not guarantee that the relevant instruments meet the
required conditions in W MIFIDPRU 3.4 or M MIFIDPRU 3.5 to qualify as own
funds. The firm or parent undertaking must ensure that an instrument
continues to meet the conditions to be counted as own funds, including if its
terms are varied on a later date.
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3.7 Composition of capital for parent
undertakings subject to the group
capital test

3.7.1 E This section applies to a parent undertaking in accordance with
B MIFIDPRU 3.1.2R.

3.7.2 | A parent undertaking must, at all times, have own funds instruments that
satisfy the following conditions:

(1) the parent undertaking’s common equity tier 1 capital must be at
least equal to:

(@) the sum of the book value of the parent undertaking’s holdings
of the common equity tier 1 capital of the relevant financial
undertakings under B MIFIDPRU 2.6.5R; plus

(b) the total amount of all the parent undertaking’s contingent
liabilities in favour of the relevant financial undertakings under
B MIFIDPRU 2.6.5R;

(2) the sum of common equity tier 1 capital and additional tier 1 capital
of the parent undertaking must be at least equal to the sum of:

(a) the amounts in (1)(a) and (1)(b); plus

(b) the sum of the book value of the parent undertaking’s holdings
in the additional tier 1 capital of the relevant financial
undertakings under ® MIFIDPRU 2.6.5R; and

(3) the sum of the parent undertaking’s own funds instruments must be
at least equal to the total requirement under ®m MIFIDPRU 2.6.5R.

3.7.3 As explained in B MIFIDPRU 2.6.6G, the group capital test effectively applies to
each intermediate parent undertaking, as well as to the ultimate parent
undertaking of the investment firm group.

3.7.4 R| (1) Subject to (2), a parent undertaking must comply with:

(a) W MIFIDPRU 3.3.2R to M MIFIDPRU 3.3.4G when issuing own funds
instruments which are intended to qualify as common equity tier
1 capital;

(b) ® MIFIDPRU 3.6.5R when issuing own funds instruments which are
intended to qualify as additional tier 1 instruments or tier 2
instruments.
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3.71.5

(12) Where the Handbook provisions in (1)(a) and (b) apply, they apply as

if a reference to:
(a) a “firm” is a reference to the parent undertaking;

(b) "capital instruments” is a reference to capital instruments issued
by the parent undertaking;

(c) "additional tier 1 instruments” and “tier 2 instruments” is a
reference to these instruments issued by the parent undertaking;
and

(d) "common equity tier 1 capital” is a reference to this type of
capital as held by the parent undertaking.

(1) This rule applies where a responsible UK parent applies the approach

in @ MIFIDPRU 2.6.7R(2)(a) in relation to an undertaking established in a
third country.

(2) Where this rule applies, a responsible UK parent must comply with

M MIFIDPRU 3.7.4R in relation to any issuance of own funds instruments
by the undertaking established in a third country.
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Application under MIFIDPRU 3.3.2R - permission to include interim or
year-end profits as CET1

[Editor’s note: The form can be found at this address:|https://www.handbook.fca.or .uk/form/mifidpru
MIFIDPRU 3 Annex 1R Application under MIFIDPRU 3.3.2R for permission to include interim or year-end|

profits as common equity tier 1 (CET1) capital before the firm.pdf|
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Application under MIFIDPRU 3.3.3R(1) - permission to classify capital
instruments as CET1

[Editor’s note: The form can be found at this address: |https://www.handbook.fca.org.uk//form/mifidprul|
[MIFIDPRU 3Annex2R_27.09.2022.pdf|

]
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Notification under MIFIDPRU 3.3.3R(2) - issuance of additional capital
instruments that have already been approved as CET1 instruments

[Editor’s note: The form can be found at this address:|https://www.handbook.fca.or .uk/form/MIFIDPRU
|_3 Annex 3R Notification under MIFIDPRU 3.3.3R(2) of issuance of additional capital instruments that
have already been approved as CET1 instruments.pdf
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Application under MIFIDPRU 3.6.2R - permission to reduce own funds
instruments when neither condition in MIFIDPRU 3.6.4R applies

[Editor’s note: The form can be found at this address:|https://www.handbook.fca.or .uk/form/MIFIDPRU
|3 Annex 4R Application under MIFIDPRU 3.6.2R for permission to reduce own funds instruments where

neither condition in MIFIDPRU 3.6.4R applies.pdf|

B Release 33 @ Feb 2024 www.handbook.fca.org.uk MIFIDPRU 3 Annex 4/1


Forms/mifidpru/MIFIDPRU 3 Annex 4R Application under MIFIDPRU 3.6.2R for permission to reduce own funds instruments where neither condition in MIFIDPRU 3.6.4R applies.pdf
Forms/mifidpru/MIFIDPRU 3 Annex 4R Application under MIFIDPRU 3.6.2R for permission to reduce own funds instruments where neither condition in MIFIDPRU 3.6.4R applies.pdf
Forms/mifidpru/MIFIDPRU 3 Annex 4R Application under MIFIDPRU 3.6.2R for permission to reduce own funds instruments where neither condition in MIFIDPRU 3.6.4R applies.pdf

MIFIDPRU 3 : Own funds Annex 4

MIFIDPRU 3 Annex 4/2 www.handbook.fca.org.uk B Release 33 @ Feb 2024




MIFIDPRU 3 : Own funds Annex 5

Notification under MIFIDPRU 3.6.3R - intended reduction in own funds
instruments where a condition in MIFIDPRU 3.6.4R applies

[Editor’s note: The form can be found at this address: |https:/www.handbook.fca.org.uk/form/MIFIDPRU
|_3 Annex 5R Notification under MIFIDPRU 3.6.3R of the intended reduction in own funds instruments
where a condition in MIFIDPRU 3.6.4R applies.pdf

B Release 33 @ Feb 2024 www.handbook.fca.org.uk MIFIDPRU 3 Annex 5/1


Forms/mifidpru/MIFIDPRU 3 Annex 5R Notification under MIFIDPRU 3.6.3R of the intended reduction in own funds instruments where a condition in MIFIDPRU 3.6.4R applies.pdf
Forms/mifidpru/MIFIDPRU 3 Annex 5R Notification under MIFIDPRU 3.6.3R of the intended reduction in own funds instruments where a condition in MIFIDPRU 3.6.4R applies.pdf
Forms/mifidpru/MIFIDPRU 3 Annex 5R Notification under MIFIDPRU 3.6.3R of the intended reduction in own funds instruments where a condition in MIFIDPRU 3.6.4R applies.pdf

MIFIDPRU 3 : Own funds Annex 5

MIFIDPRU 3 Annex 5/2 www.handbook.fca.org.uk B Release 33 @ Feb 2024




MIFIDPRU 3 : Own funds Annex 6

Notification under MIFIDPRU 3.6.5R of issuance of additional tier 1 or
tier 2 instruments

[Editor’s note: The form can be found at this address:|https://www.handbook.fca.org.uk/form/MIFIDPRU|
[3 Annex 6R Notification under MIFIDPRU 3.6.5R of the intended issuance of AT1 or T2 instruments.pdf
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Additional provisions relating to own funds

Additional provisions relating to own funds
Application and purpose

7.1 R This annex applies to any of the following entities when that en-
tity is determining its own funds under MIFIDPRU 3:

(1) a MIFIDPRU investment firm;
(2) a UK parent entity; and
3) a GCT parent undertaking.

7.2 G This annex contains additional rules and guidance that supplement
the requirements in MIFIDPRU 3 and UK CRR (as applied by MIFID-
PRU 3) relating to the calculation of own funds.

7.3 R Any reference in this annex to the UK CRR is to the UK CRR as ap-
plied and modified by MIFIDPRU 3.

Definition of cooperative societies and similar undertakings

7.4 R For the purposes of article 27(1)(a)(ii) of the UK CRR, a firm is a
cooperative society where the following conditions are met:

(1) the firm is a registered society within the mean-
ing of the Co-operative and Community Benefit
Societies Act 2014, or a society registered or
treated as registered under the Cooperative and
Community Benefit Societies Act (Northern Ire-
land) 1969;

(2) with respect to common equity tier 1 capital, the
firm is able to issue, under the applicable law of
the United Kingdom (or any part of it) or the
firm’s statutes, at the level of the legal entity,
only capital instruments referred to in article 29
of the UK CRR;

3) where, under the applicable law of the United
Kingdom (or any part of it), the holders of the
firm’s common equity tier 1 instruments (whether
they are members or non-members of the firm)
have the ability to resign and return the capital
instrument to the firm, this must be subject to
any applicable restrictions under the following:

(a) the law of the United Kingdom
(or any part of it);

(b) the statutes of the firm;

(c) any provision of the UK CRR
that is applied by MIFIDPRU;
and

(d) any provision of the Handbook.

[Note: article 4 of BTS 241/2014]
7.5 R For the purposes of article 27(1)(a)(iv) of the UK CRR, a firm is a

similar institution where the following conditions are met:
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(1)

(2)

with respect to common equity tier 1 capital, the
firm is able to issue, under the applicable law of
the United Kingdom (or any part of it) or the
firm’s statutes, at the level of the legal entity,
only capital instruments referred to in article 29
of the UK CRR; and

at least one of the following applies:

(a) where the holders of the firm’s
common equity tier 1 instru-
ments (whether they are mem-
bers or non-members of the
firm) have the ability to resign
under the applicable law of the
United Kingdom (or any part of
it) and have the right to put the
capital instrument back to the
firm, this must be subject to any
applicable restrictions under the
following:

(i) the law of the
United King-
dom (or any
part of it);

(i) the statutes of
the firm;

(iii) any provision
of the UK CRR
that is applied
by MIFIDPRU;
and

(iv) any provision
of the
Handbook;

(b) the sum of capital, reserves and
interim or year-end profits is not
allowed, under the applicable
law of the United Kingdom (or
any part of it), to be distributed
to holders of the common
equity tier 1 instruments of the
firm, except where:

(i) the common
equity tier in-
struments
grant the hold-
ers, on a going
concern basis,
aright to a
part of the
profits and re-
serves that is
proportionate
to their contri-
bution to the
capital and re-
serves of the
firm or is other-
wise deter-
mined in ac
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cordance with
an alternative
arrangement,
and in either
case, this is per-
mitted under
applicable law;

(i) the common
equity tier 1 in-
struments
grant the hold-
ers, in the case
of the insolv-
ency or liquida-
tion of the
firm, the right
to reserves that
need not be
proportionate
to the contribu-
tion to capital
and reserves,
provided that
the conditions
in article 29(4)
and article
29(5) of the UK
CRR are met;
or

(iii) the total
amount or a
partial amount
of the sum of
capital and re-
serves is owned
by members of
the firm who
do not, in the
ordinary course
of business, be-
nefit from dir-
ect distribution
of the reserves,
in particular
through the
payment of
dividends.

[Note: article 7 of BTS 241/2014.]

7.6 R MIFIDPRU 3 Annex 7.4R(3) and MIFIDPRU 3 Annex 7.5(2)(a) do not pre-
vent the firm from issuing, whether under the law of the United
Kingdom (or any part of it) or of a third country, common equity
tier 1 instruments to members or non-members that comply with
article 29 of the UK CRR and do not grant a right to return the
capital instrument to the firm.

[Note: article 4(4) and article 7(4)(a) of BTS 241/2014.]
Distributions constituting disproportionate drags on capital or preferential distributions

7.7 R (1) This rule applies for the purpose of determining
whether a distribution on an instrument inten-
ded to qualify as a common equity tier 1 capital
instrument constitutes a disproportionate drag
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on capital under article 28(1)(h)(iii) and 28(3) of
the UK CRR.

(2) References in this rule to the “dividend multiple”
are to the dividend multiple referred to in article
28(3) of the UK CRR.

(3) Distributions on an instrument will not constitute
a disproportionate drag on capital for the pur-
poses of (1) where:

(a) the dividend multiple is a mul-
tiple of the distribution paid on
the voting instruments and is
not a predetermined fixed
amount;

(b) the dividend multiple is set con-
tractually or under the statutes
of the firm;

(c) the dividend multiple is not
revisable;

(d) the same dividend multiple ap-
plies to all instruments with a di-
vidend multiple;

(e) the amount of distribution on
one instrument with a dividend
multiple does not represent
more than 125% of the amount
of the distribution on one vot-
ing common equity tier 1 instru-
ment, as determined in accord-
ance with the formula in (6);

(f) the total amount of the distribu-
tions paid on all common equity
tier 1 instruments during a one-
year period does not exceed
105% of the amount that would
have been paid if instruments
with fewer or no voting rights
received the same distributions
as voting instruments, as deter-
mined in accordance with the
formula in (7).

(4) Where the conditions in (3)(a) to (3)(e) are not
met, all outstanding instruments with a dividend
multiple shall be deemed to cause a dispropor-
tionate drag on capital for the purposes of (1).

(5) Where the condition in (3)(f) is not met, only the
amount of the instruments with a dividend mul-
tiple that exceeds the threshold in that provision
shall be deemed to cause a disproportionate drag
on capital for the purposes of (1).

(6) The formula referred to in (3)(e) is:
/<1.25 x k
where:

k = the amount of the distribution on one instru-
ment without a dividend multiple; and

| = the amount of the distribution on one instru-
ment with a dividend multiple.

MIFIDPRU 3 Annex 7R/4 www.handbook.fca.org.uk B Release 33 @ Feb 2024



MIFIDPRU 3 : Own funds Annex 7R

(7) The formula referred to in (3)(f) applies on a
one-year basis and is as follows:

KX+1Y<(1.05) xkx(X+Y)

k =the amount of the distribution on one instru-
ment without a dividend multiple;

| =the amount of the distribution on one instru-
ment with a dividend multiple;

X =the number of voting instruments; and
Y =the number of non-voting instruments.
[Note: article 7a of BTS 241/2014.]

7.8 R A distribution on a common equity tier 1 instrument referred to
in article 28 of the UK CRR shall be deemed to be a preferential
distribution under article 28(1)(h)(i) of the UK CRR relative to
other common equity tier 1 instruments where there are differen-
tiated levels of distributions, unless the conditions in MIFIDPRU 3 An-
nex 7.7R are met.

[Note: article 7b(1) of BTS 241/2014.]
7.9 R (1) This rule applies where:

(a) a common equity tier 1 instru-
ment has been issued by a firm
that is a cooperative society or
a similar institution;

(b) the instrument in (a) has fewer
or no voting rights when com-
pared to a common equity tier
1 instrument of the firm with
full voting rights;

(o) the distribution on the instru-
ment in (a) is a multiple of the
distribution on the voting in-
struments; and

(d) the distribution in (c) is set con-
tractually or under statute.

(2) Where this rule applies, a distribution on the in-
strument in (1)(a) is deemed not to be preferen-
tial relative to the common equity tier 1 instru-
ment in (1)(b) for the purposes of article
28(1)(h)(i) of the UK CRR where:

(a) the dividend multiple is a mul-
tiple of the distribution paid on
the voting instruments and not
a predetermined fixed amount;

(b) the dividend multiple is set con-
tractually or under the statutes
of the firm;

(c) the dividend multiple is not
revisable;

(d) the same dividend multiple ap-

plies to all instruments with a
dividend multiple;

(e) the amount of the distribution
on one instrument with a divi-
dend multiple does not repres-
ent more than 125% of the
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amount of the distribution on
one voting common equity tier
1 instrument, as determined in
accordance with the formula in
(5); and

(f) the total amount of distribu-
tions paid on all common
equity tier 1 instruments during
a one-year period does not ex-
ceed 105% of the amount that
would have been paid if instru-
ments with fewer or no voting
rights received the same distri-
butions as the voting instru-
ments, as determined in accord-
ance with the formula in (6).

(3) Where any of the conditions in (2)(a) to (2)(e)
are not met, all outstanding instruments with a
dividend multiple shall be disqualified from the
common equity tier 1 capital of the firm.

(4) Where the condition in (2)(f) is not met, only the
amount of the instruments with a dividend mul-
tiple that exceeds the threshold defined in that
provision shall be disqualified from the common
equity tier 1 capital of the firm.

(5) Subject to (7), the formula referred to in (2)(e) is:
/<1.25xk
where:

k = the amount of the distribution on one instru-
ment without a dividend multiple; and

| = the amount of the distribution on one instru-
ment with a dividend multiple.

(6) Subject to (7), the formula referred to in (2)(f) ap-
plies on a one-year basis and is as follows:

KX+1Y<(1.05) xkx(X+Y)

k =the amount of the distribution on one instru-
ment without a dividend multiple;

| =the amount of the distribution on one instru-
ment with a dividend multiple;

X =the number of voting instruments; and
Y =the number of non-voting instruments.

(7) Where the distributions on common equity tier 1
instruments (whether for voting or non-voting in-
struments) are expressed with reference to the
purchase price of the instrument at issuance, the
formulae in (5) and (6) shall be adapted as fol-
lows for those instruments:

(a) I shall represent the amount of
the distribution on one instru-
ment without a dividend mul-
tiple divided by the purchase
price at issuance of that instru-
ment; and
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7.10 R

(b) k shall represent the amount of
the distribution on one instru-
ment with a dividend multiple
divided by the purchase price at
issuance of that instrument.

(8) The one-year period referred to in (6) shall be de-
emed to end on the date of the last financial
statements of the firm.

[Note: article 7b(2) to 7b(5) of BTS 241/2014.]
(1) This rule applies where:

(a) a common equity tier 1 instru-
ment has been issued by a firm
that is a cooperative society or
a similar institution;

(b) the instrument in (a) has fewer
or no voting rights when com-
pared to a common equity tier
1 instrument of the firm with
full voting rights; and

() the distribution on the instru-
ment in (a) is not a multiple of
the distribution on the voting
instruments.

(2) Where this rule applies, a distribution on the in-
strument in (1)(a) shall be deemed not to be pref-
erential relative to the common equity tier 1 in-
strument in (1)(b) for the purposes of article
28(1)(h)(i) of the UK CRR where:

(a) either of the conditions in (3) is
met; and
(b) both of the conditions in (5) are
met.
3) The relevant conditions in (2)(a) are that either:
(a) both of the following points
are satisfied:
(i) the instrument
with fewer or
no voting

rights can only
be subscribed
and held by
the holders of
voting instru-
ments; and

(i) the number of
the voting
rights of any
single holder
is limited, as
specified in
(4); or

(b) the distributions on the voting
instruments issued by the firm
are subject to a cap set out un-
der the applicable law of the
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United Kingdom (or any part of
it), or of a third country.

(4) For the purposes of (3)(a)(ii), the voting rights of
any single holder shall be deemed to be limited
in the following cases:

(a) where each holder only receives
one voting right irrespective of
the number of voting instru-
ments for any holder;

(b) where the number of voting
rights is capped irrespective of
the number of voting instru-
ments held by any holder; or

() where the number of voting in-
struments any holder may hold
is limited under the statutes of
the firm or under the applic-
able law of the United King-
dom (or any part of it), or of a
third country.

(5) The relevant conditions in (2)(b) are that:

(a) the average of the distributions
on voting instruments of the
firm during the preceding 5 ye-
ars is low in relation to other
comparable instruments; and

(b) the payout ratio as calculated
under MIFIDPRU 3 Annex 7.12R is
under 30%.

(6) A firm must assess compliance with the condi-
tions in (3) and (5) and notify the FCA of the re-
sults of that assessment in the following
situations:

(a) every time the firm takes a de-
cision on the amount of distri-
butions on common equity tier
1 instruments; and

(b) every time the firm issues a
new class of common equity
tier 1 instruments with fewer or
no voting rights when com-
pared with common equity tier
1 instruments of the firm with
full voting rights.

(7) A firm must make the notification in (6) by com-
pleting the form in MIFIDPRU 1 Annex 6R and sub-
mitting it to the FCA using the online notifica-
tion and application system.

(8) Where neither of the conditions in (3) are met,
the distributions on all outstanding non-voting
instruments are deemed to be preferential unless
they meet the conditions in MIFIDPRU 3 Annex
7.9R(2).

(9) Where the condition in (5)(a) is not met, the dis-
tributions on all outstanding non-voting instru-
ments shall be deemed to be preferential unless
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they meet the conditions in MIFIDPRU 3 Annex
7.9R(2).

(10) Where the condition in (5)(b) is not met, only
the amount of the non-voting instruments for
which distributions exceed the threshold speci-
fied in that provision shall be deemed to entail
preferential distributions.

[Note: article 7b(6) to 7b(14) of BTS 241/2014.]

7.11 G A firm may apply under section 138A of the Act for a waiver of
the requirements in MIFIDPRU 3 Annex 7.10R(3)(a)(i) or MIFIDPRU 3 An-
nex 7.10R(5)(b) where:

(1) the firm is in breach of, or due to a rapidly de-
teriorating financial condition, is likely in the
near future to be in breach of, the requirements
in MIFIDPRU (other than those in MIFIDPRU 3 An-
nex 7.10R(3)(a)(i) or MIFIDPRU 3 Annex 7.10R(5)(b));

(2) the FCA has required the firm to increase its com-
mon equity tier 1 capital within a specified
period; and

(3) the firm considers that it will not be able to rect-

ify or avoid the breach of MIFIDPRU within that
specified period unless the relevant requirement
in MIFIDPRU 3 Annex 7.10R(3)(a)(i) or MIFIDPRU 3 An-
nex 7.10R(5)(b) is waived.

[Note: article 7b(15) of BTS 241/2014.]

7.12 R (1) A firm must calculate the payout ratio under MIF-
IDPRU 3 Annex 7.10R(5)(b) using the following
formula:

R= D/P
where:
R =the payout ratio;

D =the sum of the distributions related to total
common equity tier 1 instruments over the previ-
ous 5 yearly periods; and

P =the sum of profits related to the previous 5
yearly periods.

(2) For the purposes of paragraph (1), profits shall
be:
(a) in the case of a period for

which the firm submitted data
item FSA030 (Income State-
ment), the amount of profit
after taxation reported in cell
25A of that data item;

(b) in the case of a period for
which the firm submitted data
item FSA002 (Income State-
ment), the amount of net profit
reported in cell 46B of that
data item; and

(c) in the case of a period for
which the firm submitted FIN-
REP return F02.00 (Statement of
profit or loss), whether under
IFRS or GAAP, the amount of
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7.13 R

profit after tax reported in row
670.

[Note: article 7c of BTS 241/2014.]

For the purposes of article 28 of the UK CRR, a distribution on a
common equity tier 1 instrument shall be deemed to be preferen-
tial relative to other common equity tier 1 instruments regarding
the order of distribution payments where at least one of the fol-
lowing conditions is met:

(1) distributions are decided at different times;
(2) distributions are paid at different times;
3) there is an obligation on the firm to pay the dis-

tributions on one type of common equity tier 1
instruments before paying the distributions on
another type of common equity tier 1 instru-
ments; or

(4) a distribution is paid on some common equity
tier 1 instruments but not on others, unless the
condition in MIFIDPRU 3 Annex 7.10R3(a) is satisfied.

[Note: article 7d of BTS 241/2014.]

Deduction of foreseeable dividends from interim or year-end profits to be recognised as CET1 items

7.14 R

7.15 R

(1) This rule applies for the purpose of determining
the amount of any foreseeable dividend that
must be deducted by a MIFIDPRU investment
firm from its interim or year-end profits under
article 26(2)(b) of the UK CRR.

(2) Where the firm’s management body has formally
taken a decision or proposed a decision to the
firm’s relevant body regarding the amount of di-
vidends to be distributed, that amount must be
deducted from the corresponding interim or
year-end profits.

3) Before the firm’s management body has formally
taken a decision or proposed a decision to the
firm’s relevant body on the distribution of divi-
dends, the amount of foreseeable dividends to
be deducted by the firm from the interim or
year-end profits must equal the amount of in-
terim or year-end profits multiplied by the divi-
dend payout ratio (as calculated in accordance
with MIFIDPRU 3 Annex 7.16R).

(4) Where the firm pays an interim dividend, the re-
sidual amount of interim profit which is to be ad-
ded to the firm’s common equity tier 1 items
must be reduced (taking into account the re-
quirement in (3)), by the amount of any foresee-
able dividend which can be expected to be paid
out from that residual interim profit with the fi-
nal dividends for the full business year.

(5) This rule is subject to MIFIDPRU 3 Annex 7.15R.
[Note: article 2 of BTS 241/2014.]
(1) Where a foreseeable dividend is to be paid in a

form that does not reduce the common equity
tier 1 items of the firm (such as through a scrip
dividend), the amount of that dividend does not
need to be deducted from a firm’s interim or
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year-end profits for the purposes of article 26(2)
of the UK CRR.

(2) Where a firm is subject to a regulatory restric-
tion on the amount of any dividend it can pay,
the amount of any foreseeable dividend to be
deducted must be determined taking into ac-
count that restriction.

[Note: article 2(9) and 2(10) of BTS 241/2014.]

7.16 R (1) This rule applies for the purposes of determining
the dividend payout ratio referred to in MIFIDPRU
3 Annex 7.14R(3).

(2) Subject to (3), the dividend payout ratio must be
determined on the basis of the dividend policy
approved for the relevant period by the firm’s
management body or relevant body.

(3) Where the firm’s dividend policy in (2) contains a
payout range instead of a fixed value, the upper
end of the range must be used when determin-
ing the dividend payout ratio.

(4) Where the firm does not have an approved divi-
dend policy, the dividend payout ratio is the
higher of the following:

(a) the average dividend payout ra-
tio over the three years prior to
the year under consideration;
or

(b) the dividend payout ratio of
the year preceding the year un-
der consideration.

(5) The dividend payout ratio in (4)(a) and (4)(b)
must be calculated using the following formula:

R=D/N where:

R =the dividend payout ratio for the relevant
period;

D =the sum of distributions made by the firm
during the relevant period; and

N =the net income of the firm during the relev-

ant period.
[Note: article 2(4) to 2(6) of BTS 241/2014.]
7.17 G (1) The FCA may require a firm to use the alternat-

ive calculation of the dividend payout ratio in MI-
FIDPRU 3 Annex 7.16R(4) where, even though the
firm has an approved dividend policy, the FCA
considers that:

(a) the firm would not apply the di-
vidend policy in practice; or

(b) the policy is not a prudent basis
on which to determine the
amount to be deducted from in-
terim or year-end profits for
the purposes of MIFIDPRU 3 An-
nex 7.14R.
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(2) In the circumstances in (1), the FCA will normally
invite the firm to apply for the imposition of a re-
quirement on the firm under section 55L(5) of
the Act to apply the alternative calculation. Al-
ternatively, the FCA may seek to impose such a
requirement on its own initiative under section

55L(3) of the Act.
H [Note: article 2(7) of BTS 241/2014.]

7.18 G A firm may apply to the FCA under section 138A of the Act for a
modification of MIFIDPRU 3 Annex 7.16R(4) to exclude exceptional di-
vidends where the firm has paid those dividends during the
period for which the dividend payout ratio is being determined.
The FCA will consider whether including those dividends in the cal-
culation would be unduly onerous or would otherwise fail to
achieve the purpose of that rule. This is likely to depend on

whether the firm can demonstrate that the dividends are genu-
inely exceptional in nature.

[Note: article 2(8) of BTS 241/2014.]
Deduction of foreseeable charges from interim or year-end profits to be recognised as CET1 items

7.19 R (@) This rule applies for the purpose of determining
the amount and timing of any foreseeable
charge that must be deducted by a MIFIDPRU in-
vestment firm from its interim or year-end
profits under article 26(2)(b) of the UK CRR.

(2) The amount of foreseeable charges to be de-
ducted must include the following:

(a) any taxes;

(b) any amounts resulting from ob-
ligations or circumstances that
may arise during the related re-
porting period where:

(i) those amounts
are likely to re-
duce the
profits of the
firm; and

(ii) the firm has
not made all
necessary
value adjust-
ments or provi-
sions, includ-
ing AVAs un-
der article 34
of the UK CRR,
to cover such
amounts.

3) Where the firm has not already taken a foresee-
able charge into account in the profit and loss ac-
count, the charge must be assigned to the in-
terim period during which it was incurred.

(4) For the purposes of (3), where a charge was in-
curred during more than one interim period, the
firm must allocate the amount so that each in-
terim period bears a reasonable amount of the
relevant charge.
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(5) A charge that occurs from a material or non-re-
current event must be allocated in full without
delay to the interim period during which the
event arises.

[Note: article 3 of BTS 241/2014.]
Prohibition on direct or indirect funding of own funds instruments

7.20 R (1) This rule applies for the purpose of determining
when an instrument has been funded indirectly
by a firm for the purposes of any of the follow-
ing provisions of the UK CRR:

(a) article 28(1)(b);
(b) article 52(1)(c); or
(@ article 63(c).

(2) Funding will be indirect funding for the pur-
poses of (1) when it is not direct funding as de-
fined in (3).

3) Direct funding is either of the following:
(a) a situation where a firm has

granted a loan or other fund-
ing in any form to an investor
that is used to purchase the
firm’s capital instruments; or

(b) funding granted by the firm for
purposes other than those in (a)
to any natural or legal person
in the following situations,
where the conditions in (4) are
not met:

(i) the person has
a qualifying
holding (as de-
fined in article
4(1)(36) of the
UK CRR) in the
firm; or

(i) the person is
deemed to be
a related party
within the
meaning of
the definitions
in paragraph 9
of Interna-
tional Ac-
counting
Standard 24
on Related
Party Disclos-
ures, as ap-
plied by UK-
adopted in-
ternational ac-
counting
standards on 1
January 2022.

(4) The conditions in (3)(b) are:
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(a) the transaction is realised at
similar conditions to other trans-
actions with third parties; and

(b) the natural or legal person does
not have to rely on the distribu-
tions or on the sale of the cap-
ital instruments held to support
the payment of interest or the
repayment of the funding
granted by the firm.

[Note: article 8 of BTS 241/2014.]

7.21 R (1) The following are non-exhaustive examples of in-
direct funding for the purposes of the provisions
of the UK CRR listed in MIFIDPRU 3 Annex 7.20R(1)
where the condition in (2) is also satisfied:

(a) funding of an investor’s pur-
chase, at issuance or thereafter,
of a firm’s capital instruments
by entities over which the firm
has direct or indirect control, or
by entities included in any of
the following:

(i) the scope of
accounting or
prudential
consolidation
of the firm; or

(ii) the scope of
supplementary
supervision of
the firm under
Directive 2002/
87/EC UK law;

(b) funding of an investor’s pur-
chase, at issuance or thereafter,
of a firm’ capital instruments
by external entities that are pro-
tected by a guarantee or by the
use of a credit derivative or are
secured in some other way so
that the credit risk is trans-
ferred to the firm or to any en-
tities on which the firm has a
direct or indirect control or any
entities included in any of the

following:

(i) the scope of
accounting or
prudential
consolidation
of the firm; or

(i) the scope of

supplementary
supervision of
the firm under
Directive 2002/
87/EC UK law;
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() funding of a borrower that
passes the funding on to the ul-
timate investor for the pur-
chase, at issuance or thereafter,
of a firm’s capital instruments.

(2) The relevant condition is that the investor or,
where applicable, the external entity is not in-
cluded in any of the following:

(a) the scope of accounting or
prudential consolidation of the
firm; or

(b) the scope of supplementary su-

pervision of the firm under Dir-
ective 2002/87/EC UK law.

[Note: article 9(1) and 9(2) of BTS 241/2014.]

7.22 R When establishing whether the purchase of a capital instrument
i