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INSURANCE DISTRIBUTION DIRECTIVE INSTRUMENT 2018

Powers exercised

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

(D) the following sections of the Financial Services and Markets Act 2000 (“the

Act”):

(a)
(b)
()
(d)
(e)
()
€3]
(h)
(1)
g)
(k)

)

section 55U (Applications under this Part);

section 60 (Application for approval);

section 137A (The FCA’s general rules);

section 137B (FCA general rules: clients’ money, right to rescind, etc);
section 137R (Financial promotion rules);

section 137T (General supplementary powers);

section 138C (Evidential provisions);

section 138D (Action for damages);

section 139A (Power of the FCA to give guidance);

section 250 (Modification or waiver of rules);

section 332 (Rules in relation to persons to whom the general
prohibition does not apply);

section 395 (The FCA’s and PRA’s procedures); and

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

B. The rule-making powers listed above are specified for the purpose of section 138G(2)
(Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on 1 October 2018 except:

(D Annex A (Glossary) Part 1 which comes into force on 25 May 2018; and
2) Annex G (General Provisions) Part 1 which comes into force on 25 May 2018.

Amendments to the Handbook

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

€Y @)
Glossary of definitions Annex A
Principles for Business (PRIN) Annex B

(SYSC)

Senior Management Arrangements, Systems and Controls sourcebook | Annex C

Threshold Conditions Annex D
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1) (2)
The Fit and Proper test for Approved Persons and specified Annex E
significant-harm functions (FIT)
Training and Competence sourcebook (TC) Annex F
General Provisions (GEN) Annex G
Fees manual (FEES) Annex H
Prudential sourcebook for Mortgage and Home Finance firms, and Annex |
Insurance Intermediaries (MIPRU)
Interim Prudential sourcebook for Investment Businesses Annex J
(IPRU(INV))
Conduct of Business sourcebook (COBS) Annex K
Insurance: Conduct of Business sourcebook (ICOBS) Annex L
Client Assets sourcebook (CASS) Annex M
Product Intervention and Product Governance sourcebook (PROD) Annex N
Supervision manual (SUP) Annex O
Dispute Resolution: Complaints sourcebook (DISP) Annex P
Compensation sourcebook (COMP) Annex Q
Credit Unions sourcebook (CREDS) Annex R
Professional Firms sourcebook (PROF) Annex S

The Financial Conduct Authority confirms and remakes in the Glossary of definitions:

(1) The defined expressions “Financial Promotion Order” and “Regulated

Activities Order”.

2) To the extent that they appear in the Glossary of definitions, the defined
expressions relating to any other legislation referred to in the Insurance
Distribution (Regulated Activities and Miscellaneous Amendments) Order

2018 (S12018/546).

Amendments to material outside the Handbook

F.

Notes

The Enforcement Guide (EG) is amended in accordance with Annex T to this

instrument.

The Perimeter Guidance manual (PERG) is amended in accordance with Annex U to

this instrument.

In this instrument, the “notes” (indicated by “Note:”) are included for the

convenience of readers but do not form part of the legislative text.
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European Union Legislation

L Although European Union legislation is reproduced in this instrument, only European
Union legislation reproduced in the electronic Official Journal of the European Union
is deemed authentic.

Citation

J. This instrument may be cited as the Insurance Distribution Directive Instrument 2018.

By order of the Board
24 May 2018
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Annex A
Amendments to the Glossary of definitions

Part 1: Comes into force on 25 May 2018

Insert the following new definitions in the appropriate alphabetical positions. The text in this
section is not underlined.

IDD Insurance Distribution Directive, Directive (EU) 2016/97 of
the European Parliament and of the Council of 20 January
2016 on insurance distribution (recast).

[Note: See http://eur-lex.europa.eu/eli/dir/2016/97/0j]

IDD IPID Regulation Commission Implementing Regulation (EU) 2017/1469 of
11 August laying down a standardised presentation format
for the insurance product information document.

[Note: See http://eur-
lex.europa.eu/eli/reg_impl/2017/1469/0j]

IDD Regulation Commission Delegated Regulation (EU) 2017/2359 of 21
September 2017, supplementing the /DD of the European
Parliament and of the Council with regard to information
requirements and conduct of business rules applicable to the
distribution of insurance—based investment products.

IDD POG Regulation Commission Delegated Regulation (EU) 2017/2358 of 21
September 2017, supplementing the /DD of the European
Parliament and of the Council with regard to product
oversight and governance requirements for insurance
undertakings and insurance distributors.
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Part 2: Comes into force on 1 October 2018

For “IMD”, substitute “IDD” in the following definitions in the paragraphs indicated. The
new text is not shown as underlined and the deleted is not shown as struck through.

EEA authorisation (a) two instances
EEA firm (e) three instances
top-up cover two instances

For “Insurance Mediation Directive”, substitute “IDD” in the following definitions. The new
text is not shown as underlined and the deleted is not shown as struck through.

EEA authorisation (a) one instance
EEA right (b)(1) one instance
Single Market Directives (d) one instance

For “mediation”, substitute “distribution” in the following definitions. The new text is not
shown as underlined and the deleted is not shown as struck through.

category B3 firm (a) one instance (first line of (a) only)
charge (2)(b) one instance
client money (2) one instance
commission (b) one instance
exempt insurance intermediary (a) one instance
(b) one instance
(©) one instance
group policy (b)(ii) one instance
third party processor (1) one instance
2) one instance
UK insurance intermediary one instance

Insert the following new definitions in the appropriate alphabetical positions. The text in this
section is not underlined.

customer’s best interests rule ICOBS 2.5.-1R.

IDD ancillary insurance any natural or legal person, other than a credit institution or

intermediary an investment firm who, for remuneration, takes up or
pursues the activity of insurance distribution on an ancillary
basis, provided that all the following conditions are met:

(a)  the principal professional activity of that natural or
legal person is other than insurance distribution;

(b)  the natural or legal person only distributes certain

insurance products that are complementary to a good
or service; and
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IDD insurance intermediary

IDD insurance undertaking

IDD insurance undertaking

IDD reinsurance intermediary

IDD reinsurance undertaking

insurance-based investment
product
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(c)  the insurance products concerned do not cover life
assurance or liability risks, unless that cover
complements the good or service which the
intermediary provides as its principal professional
activity.

[Note: article 2(1)(4) of the IDD]

(a)  asdefined in article 2(1)(3) of the IDD, any natural or
legal person, other than an IDD insurance
undertaking or an IDD reinsurance undertaking or
their employees and other than an IDD ancillary
insurance intermediary who, for remuneration, takes
up or pursues the activity of insurance distribution; or

(b) an IDD ancillary insurance intermediary.

[Note: article 2(1)(3) and (4) of the IDD]

an undertaking as defined in article 13(1) of the Solvency II
Directive.

[Note: article 2(1)(6) of the IDD]

an undertaking as defined in article 13(1) of the Solvency Il
Directive.

[Note: article 2(1)(6) of the IDD]

any natural or legal person, other than an IDD reinsurance
undertaking or its employees who, for remuneration, takes
up or pursues the activity of reinsurance distribution.

[Note: article 2(1)(5) of the IDD]

an undertaking as defined in article 13(4) of the Solvency II
Directive.

[Note: article 2(1)(7) of the IDD]

a contract of insurance which offers a maturity or surrender
value and where that maturity or surrender value is wholly
or partially exposed, directly or indirectly, to market
fluctuations, and does not include:

(a) non-life insurance products as listed in Annex I to
Directive 2009/138/EC (Classes of non-life
insurance);

(b) life insurance contracts where the benefits under the
contract are payable only on death or in respect of
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incapacity due to injury, sickness or disability;

(©) pension products which, under national law, are
recognised as having the primary purpose of
providing the investor with an income in retirement,
and which entitle the investor to certain benefits;

(d) officially recognised occupational pension schemes
falling under the scope of Directive 2003/41/EC or
Directive 2009/138/EC;

(e) individual pension products for which a financial
contribution from the employer is required by
national law and where the employer or the employee
has no choice as to the pension product or provider.

[Note: article 2(1)(17) of the IDD]

(as defined in article 2(1) of the IDD) the activities of
advising on, proposing or carrying out other work
preparatory to the conclusion of contracts of insurance, of
concluding such contracts, or of assisting in the
administration and performance of such contracts, in
particular in the event of a claim, including the provision of
information concerning one or more insurance contracts in
accordance with criteria selected by customers through a
website or other media and the compilation of an insurance
product ranking list, including price and product
comparison, or a discount on the price of an insurance
contract, when the customer is able to directly or indirectly
conclude an insurance contract using a website or other
media.

The following shall not be considered to constitute insurance
distribution:

(a)  the provision of information on an incidental basis in
the context of another professional activity where the
provider does not take any additional steps to assist in
concluding or performing an insurance contract;

(b)  the management of claims of an IDD insurance
undertaking on a professional basis, and loss
adjusting and expert appraisal of claims;

(c)  the mere provision of data and information on
potential policyholders to an IDD insurance
intermediary or IDD insurance undertaking where the
provider does not take any additional steps to assist in
the conclusion of an insurance contract;
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(d)
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the mere provision of information about an insurance
product, an IDD insurance intermediary or an IDD
insurance undertaking to potential policyholders
where the provider does not take any additional steps
to assist in the conclusion of an insurance contract;
and

(in MIPRU 5), the services of an IDD ancillary
insurance intermediary where all the following
conditions are met:

(i)  the insurance is complementary to the good or
service supplied by a provider, where such
insurance covers:

(A) the risk of breakdown, loss of, or
damage to, the good or the non-use of
the service supplied by that provider; or

(B) damage to, or loss of, baggage and other
risks linked to travel booked with that
provider;

(i1))  the amount of the premium paid for the
insurance product does not exceed EUR 600
calculated on a pro rata annual basis; and

(iii)) by way of derogation from (ii), where the
insurance is complementary to a service
referred to in (i) and the duration of that service
is equal to, or less than, three months, the
amount of the premium paid per person does
not exceed EUR 200.

[Note: articles 1(3), 2(1)(1) and 2(2) of the IDD]

any of the following regulated activities carried on in
relation to a contract of insurance or rights to or interests in

a life policy:

(a) dealing in investments as agent (article 21);

(b) arranging (bringing about) deals in investments
(article 25(1));

(c) making arrangements with a view to transactions in
investments (article 25(2));

(d) assisting in the administration and performance of a

contract of insurance (article 39A);
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IPID

IPID information

primary place of business

reinsurance distribution
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(e) advising on investments (except P2P agreements)
(article 53(1));

) agreeing to carry on a regulated activity in (a) to (e)
(article 64).

an insurance intermediary or insurer.
[Note: article 2(1)(8) of the IDD]

the standardised presentation format as specified in the /DD
IPID Regulation and in ICOBS 6 Annex 3R paragraph 1.1R.

insurance product information document.

(in ICOBS) the IDD information to be included in the IPID
as required by /ICOBS 6 Annex 3R, paragraph 2.1R.

(in relation to insurance distribution activity) the location
from where the main business is managed.

(as defined in article 2(1)(2) of the IDD) the activities of
advising on, proposing or carrying out other work
preparatory to the conclusion of contracts of reinsurance, of
concluding such contracts, or of assisting in the
administration and performance of such contracts, in
particular in the event of a claim, including when carried out
by an IDD reinsurance undertaking without the intervention
of an IDD reinsurance intermediary.

The following shall not be considered to constitute
reinsurance distribution:

(a)  the provision of information on an incidental basis in
the context of another professional activity where the
purpose of that activity is not to assist the customer in
concluding or performing a reinsurance contract;

(b)  the management of claims of an IDD reinsurance
undertaking on a professional basis, and loss
adjusting and expert appraisal of claims;

(c)  the mere provision of data and information on
potential policyholders to an IDD reinsurance
intermediary or IDD reinsurance undertaking where
the provider does not take any additional steps to
assist in the conclusion of a reinsurance contract; and

(d)  the mere provision of information about a reinsurance
product, an IDD reinsurance intermediary or an IDD
reinsurance undertaking to potential policyholders
where the provider does not take any additional steps
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to assist in the conclusion of a reinsurance contract.

[Note: article 2(1)(2) and article 2(2) of the IDD]

relevant details for a UK firm exercising an EEA right derived from the IDD,
the details listed in regulation 17D of the EEA Passport
Rights Regulations.

Amend the following definitions as shown. Underlining indicates new text and striking

through indicates deleted text.

branch

(d)

[Note:

(in relation to an #dD IDD insurance intermediary):

®

(ii)

(iii)

a place of business which is a part of an IMD
insuranee-intermediary IDD insurance
intermediary, not being the principal place of
business, which has no separate legal
personality and which provides iustrance
mediation insurance distribution for which
the IMD-insurance-intermediary IDD

insurance intermediary has been registered;

for the purposes of the frsurance-Mediation
Direetive IDD, all the places of business set
up in the same EEA State by an {MD
insuranece-intermediary IDD insurance
intermediary with headquarters in another
EEA State are to be regarded as a single
branch;

an agency or permanent presence of an /DD

insurance intermediary in a Host State that is
equivalent to a branch is to be regarded as a
branch, unless the intermediary lawfully sets
up such permanent presence in another legal
form.

articles 2(1)(12) and 6(1) of the IDD]

(e)

(in relation to an #MdD IDD reinsurance
intermediary):

@

a place of business which is a part of an fMD
reinsurance-intermediary IDD reinsurance
intermediary, not being the principal place of
business, which has no separate legal
personality and which provides reinsuranee
mediation reinsurance distribution for which
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the #MD IDD reinsurance intermediary has
been registered;

for the purposes of the frsurance-Mediation
Direetive [DD, all the places of business set
up in the same EEA State by an {MD
reinsurance-intermediary IDD reinsurance
intermediary with headquarters in another
EEA State are to be regarded as a single
branch;

an agency or any permanent presence of an

IDD reinsurance intermediary in the territory
of a Host State that is equivalent to a branch
is to be regarded as a branch, unless the
intermediary lawfully sets up such permanent
presence in another legal form.

[Note: articles 2(1)(12) and 6(1) of the /DD]

a non-investment insurance contract which:

(a)

(b)

(©)

(d)

is not a contract of long-term insurance (as defined
by article 3 of the Regulated Activities Order);

| | duration Gnehudi | g
orless; [deleted]

has a premium of -

0]

has-an-annual preminm-(or-the-equivalentof
annval preminm)-of-€500-orless; 600 euro or

less (calculated on a pro rata annual basis), or

where the contract of insurance is
complementary to a service being provided by
the provider and the duration of that service is
equal to or less than three months, 200 euro or
less;

or equivalent amounts of sterling or another

CuIrencys;

covers the risk of:

@

(ia)

breakdown, loss of, or damage to, non-motor
goods supplied by the provider; or

the non-use of services supplied by the
provider; or
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(i1))  damage to, or loss of, baggage and other risks
linked to the travel booked with the provider
(“travel risks”) in circumstances where:

(A) the travel booked with the provider
relates to attendance at an event
organised or managed by that provider
and the party seeking insurance is not
an individual (acting in his their
private capacity) or a small business;
or

(B)  the travel booked with the provider is
only the hire of an aircraft, vehicle or
vessel which does not provide
sleeping accommodation;

(e) does not cover any liability risks (except, in the case
of a contract which covers travel risks, where the
cover is ancillary to the main cover provided by the
contract); and

(f) is complementary to the non-motor goods being
supplied or service being provided by the provider:
and.

(2) ts-of such-anature- that- the-only-formationthata

o
E t Liosi .31 ded
by-the-contraet: [deleted]

(h)

(except where (1) applies and except in SUP 3 (Auditors), and
SUP 4 (Actuaries) and SUP 12.4.8CR (Close links)) (in
accordance with paragraph 3(2) in Schedule 6 to the Act (Close
links)) the relationship between a person (““A”) and another person
(“CL”) which exists if:

(in SUP 12.4.8CR (Close links)) a situation in which two or more
persons are linked by:

(a) participation which means the ownership, direct or by way
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contracts of large
risks

customer
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of control, of 20% or more of the voting rights or capital of
an undertaking:

control which means the relationship between a parent
undertaking and a subsidiary undertaking as set out in
article 1 of Directive 83/349/EEC, or a similar relationship
between any person and an undertaking.

A situation in which two or more persons are permanently linked

to one and the same person by a control relationship is also to be

regarded as constituting a close link between such persons.

[Note: article 2(1)(13) of the IDD]

@) (in the definitions of cross-border dispute, domestic dispute, sales
contract and service contract, and in DISP 1.1.10-BR, DISP
1.1A.42R, DISP 2.7.3R and DISP 2.7.9AR) has the meaning in
regulation 3 of the ADR Regulations, which is an individual acting
for purposes which are wholly or mainly outside that individual’s
trade, business, craft, or profession.

[Note: article 4(1) of the ADR Directive]

(in #€68B ICOBS and PROD) contracts of insurance covering risks within

the following categories, in accordance with article 13(27) of the
Solvency II Directive:

[Note: article 13(27) of the Solvency Il Directive and article 2(1)(16) of

the IDD]

(A)  in the PRA Handbook Rulebook:

(B)  inthe FCA Handbook:

)

3)

(except in relation to SYSC 19F.2, ICOBS, a credit-related
regulated activity, MCOB 3A, an MCD credit agreement,
CASS 5, and PRIN in relation to MiFID or equivalent third
country business, DISP 1.1.10-BR, PROD 1.4 and PROD
4) a client who is not an eligible counterparty for the
relevant purposes.

(in relation to SYSC 19F.2, ICOBS, DISP 1.1.10-BR,
PROD 1.4 and PROD 4) a person who is a policyholder,

or a prospective policyholder, but{exceptinICOBS2
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distribute

distributor

durable medium

)
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feeperamattersand-Hrrespeetof-thatchapterHEGE5H+
tapphieation)y excluding a policyholder or prospective
policyholder who does not make the arrangements

preparatory to himeenclading the conclusion of the

contract of insurance.

(3A) (in relation to ICOBS 2 (General matters) and in respect of
that chapter also /ICOBS 1 (Application)) a person who is a
policyvholder, or a prospective policyholder.

(a)
(b)

(©) (in SYSC, MIPRU 2 (Iasurance-mediation Responsibility
for insurance distribution and MCD credit intermediation
aclivily:responstbtitytknowledeeabtityand-cood
repute), SUP 10A (FCA Approved persons) and SUP 10C
(FCA senior management regime for approved persons in
relevant authorised persons) a partnership;

(d)

(in relation to PROD 1.1.3R, PROD 1.3 and PROD 3) offering,
recommending or selling an investment or providing an investment
service to a client.

[Note: recital 15 to the MiFID Delegated Directive]

2)

1)

(in relation to PROD 1.4 and PROD 4) advising on or proposing a
contract of insurance to a customer.

(in relation to PROD 1.1.3R, PROD 1.3 and PROD 3) a firm
which offers, recommends or sells investments or provides
investment services to clients.

[Note: recital 15 to the MiFID Delegated Directive]

2)

(a)
(b)

(in relation to PROD 1.4 and PROD 4) a firm which advises on or
proposes contracts of insurance which it does not manufacture.

paper; or

any instrument which enables the recipient to store information
addressed personally to him-er-her the recipient in a way
accessible for future reference and for a period of time adequate
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for the purposes of the information and which allows the
unchanged reproductlon of the 1nf0rmat10n stored. }n—paﬁwaﬂl-&r—

speeified-in-the-first sentence-of this-paragraph—In relation to the

equivalent business of a third country investment firm, MiFID
optional exemption business or collective portfolio management, if
the relevant rule derives from the MiFID Org Regulation or
implements the UCITS Directive, the UCITS implementing
Directive or the UCITS implementing Directive No 2} the
instrument used must be:

(1) appropriate to the context in which the business is to be
carried on; and

(i)  specifically chosen by the recipient when offered the
choice between that instrument and paper.

In ICOBS and, in relation to life policies, in COBS:

iii the instrument used must be appropriate in the context of
the business conducted between the insurance distributor
and (for /COBS) the customer or (for COBS) the client; and

(iv)  the customer (for ICOBS) or client (for COBS) must be
given the choice between information on paper and the
instrument used, and must specifically choose the latter
medium.

For the purposes of this definition, the provision of information by means
of electronic communications shall be treated as appropriate to the context
in which the business between the firm and the client is, or is to be,
carried on if there is evidence that the client has regular access to the
internet. The provision by the client of an e-mail address for the purposes
of the carrying on of that business is sufficient.

[Note: article 2(f) of, and Recital 20 to, the Distance Marketing Directive,
article 2(2)y-of the Insurance Mediation-Directive articles 2(1)(18), 23(4)
and 23(6) of the IDD, article 4(1)(62) of MiFID and article 3(1) of the
MiFID Org Regulation, articles 75(2) and 81(1) of the UCITS Directive,
article 20(3) of the UCITS implementing Directive and article 7 of the
UCITS implementing Directive No 2]

(in relation to the establishment of a branch in the United Kingdom) the
conditions specified in paragraph 13 of Schedule 3 to the Act (EEA
Passport Rights), which are that:

(a) if the firm falls within paragraph (a), (b), (c), (d) or (f) in the
definition of “EEA firm”=.
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A —

if the firm falls within paragraph (e) in the definition of “EEA
firm”:

the LEA-firm-has gil ]e. ﬂl *ESE’HE““Z é.“”; 'zgl“.“i ; B;.““;E 5;

[SE5) the FCA-or PRA(as-the-ecase-maybe) appropriate UK
1) regulator has received notice (“a regtlator s-notice consent
notice”) from the firm’s Home-Stateregulator Home State

regulator that it has given the firm consent to establish a
branch in the United Kingdom,

(i) the consent notice is:

(A)  given in accordance with the IDD;

(B) identifies the activities to which the consent relates;
and

(©) includes such other information as may be
prescribed; and

(iii)  the EEA-firm’s Home State regulator-has-informed-it that
theregulator’snotice-has-beensent-to-the FCA-or PRA(as
the-case-may-be)and the EEA firm has been informed of
the applicable provisions or one month has elapsed,
beginning with the date on which the appropriate UK
regulator received the consent notice.

(except in /COBS and, in relation to a life policy, in COBS 6.1ZA)
any payment or remuneration offered or made by a client to a firm
in connection with designated investment business or with any
other business of the firm, including (where applicable) any mark-
up or mark-down;,

(in ICOBS and, in relation to a life policy, in COBS 6.1ZA))
remuneration payable directly by a customer in relation to
insurance distribution activities carried on for the customer that is
not:

(a) acommission of any kind, that is the remuneration included
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in the insurance premium; or

(b) any other type of remuneration (i.e. that is not directly
payable by the customer), including an economic benefit of
any kind or any other financial or non-financial advantage or
incentive offered or given in connection with the insurance
contract.

[Note: article 19(1)(e)(1),(i1) and (iii) of the IDD]

financial

promotion ) ) ) ]
“4) (in ICOBS and in relation to a life policy, in COBS 3.2.1R(3) and

4.3.1R), in addition to (1), any marketing communication within
the meaning of article 17(2) of the /DD.

[Note: articles 10 and 11 of the MCD:- and article 17(2) of the IDD]

Amend the following as shown.

Home State
&) (in relation to an #MD insurance-intermediary IDD insurance

intermediary or an IMPD reinsurance-intermediary IDD

reinsurance intermediary):

(a) where the insurance-intermediary intermediary is a natural
person (P), the EEA State in which his P’s residence is
situated andin-which-hecarries-on-business;

(b)  where the insurance-intermediary intermediary is a legal
person, the EEA State in which its registered office is
situated or, if under its national law it has no registered
office, the EEA State in which its head office is situated.

[Note: article 2(1)(10) of the IDD]

Host State

) (for an IDD insurance intermediary or an IDD reinsurance
intermediary) the EEA State, other than its Home State, in which
the intermediary has a permanent presence or establishment or
provides services.

[Note: article 2(1)(11) of the IDD]
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a firm carrying on insuranceediation insurance distribution activity
other than an insurer.

3) (in the definition of IDD ancillary insurance intermediary, and in
IFPRU and BIPRU 12) has the meaning in article 4(1)(2) of the
EU CRR.

[Note: article 2(1)(4) of the IDD]

@) (in relation to PROD 1.3 and PROD 3) creating, developing,
issuing and/or designing an investment, including when advising
corporate issuers on the launch of new investments.

[Note: recital 15 to the MiFID Delegated Directive]

2) (in relation to PROD 1.4 and PROD 4) creating, developing,
designing and/or underwriting a contract of insurance.

@) (in relation to PROD 1.3 and PROD 3) a firm which creates,
develops, issues, and/or designs investments, including when
advising corporate issuers on the launch of new investments.

[Note: recital 15 to the MiFID Delegated Directive)]

2) (in relation to ICOBS 6.-1.5R, ICOBS 6 Annex 3R paragraph
1.1R, PROD 1.4 and PROD 4) a firm which manufactures
contracts of insurance for sale to customers.

[Note: article 2(1)(15) of the IDD, article 9 of the MiFID Org Regulation
and article 53(1C) and 53(1D) of the Regulated Activities Order)

msHrance-mediation-aetivities insurance distribution activities which are
covered by the compensation scheme, as defined in COMP 5.7.1R.

(in COBS 21, ICOBS, CASS 1, CASS 5 and COMP) a contract of
insurance covering all or part of a risk to which a person is exposed under
a contract of insurance.

(1)  (except where (2) or (3) applies apply) any form of remuneration,
including salaries, discretionary pension benefits and benefits of
any kind;
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[Note: article 92(2) of CRD]

2)

[Note: article 2(5) of the MiFID Org Regulation]

3)

(in SYSC 19F.2, ICOBS and, in relation to a life policy, in COBS

6.17ZA) any commission, fee, charge or other payment, including an

economic benefit of any kind or any other financial or non-financial

advantage or incentive offered or given in respect of insurance

distribution activities.

[Note: article 2(1)(9) of the IDD]

(in accordance with paragraph 14 of Schedule 3 to the Act (EEA Passport
Rights)) the conditions that:

(©

(d)

if the firm falls within paragraph (d), (e), (h) or (i) of that
definition, its Home State regulator has informed it that the
regulator's notice has been sent to the FCA or the PRA (as the case
may be); and

if the firm falls within paragraph €} (i) of that definition, one
month has elapsed beginning with the date on which the firm’s
Home State regulator informed the firm that it had sent the
regulator’s notice to the FCA or the PRA (as the case may be).

a report which a firm must provide to its client which, among other things,
explains why the firm has concluded that a recommended transaction is
suitable for the client and which is provided pursuant to:

(a)

(b)

(©

(d)

ey

COBS 9.4 (Suitability reports) where the firm is carrying on
designated investment business other than any MiFID, equivalent
third country or optional exemption business or in relation to an
insurance-based investment product,

article 54(12) of the MiFID Org Regulation where the firm is
carrying on MiFID business;

GEN 2.2.22AR and COBS 9A.3.3EU where the firm is carrying on
the equivalent business of a third country investment firm,

COBS 9A.1.2R and COBS 9A.3.3EU where the firm is carrying on
MiFID optional exemption business; or

COBS 9A.3.2R where the firm is carrying on insurance distribution
activities in relation to an insurance-based investment product.

(except in REC) (as defined in paragraph 10 of Schedule 3 to the
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Act (EEA Passport Rights)) either a person:

@

website
conditions

whose head office is in the United Kingdom and who has an
EEA right to carry on activity in an EEA State other than the
United Kingdom;_or

whose registered office is in the United Kingdom and who
has an FEA right which derives from the /DD to carry on an
activity in an EEA State other than the United Kingdom.

[Note: article 23(5) of the IDD, article 3 of the MiFID Org Regulation and

article 38(2) of the KII Regulation)

Delete the following definitions. The text is not shown struck through.

IMD insurance intermediary

IMD insurance undertaking

IMD reinsurance intermediary

IMD reinsurance undertaking

Insurance Intermediaries
Order

insurance mediation

(as defined in article 2(5) of the IMD) any natural or legal
person who, for remuneration, takes up or pursues insurance
mediation.

(as defined in article 2(1) of the Insurance Mediation
Directive) an undertaking which has received official
authorisation in accordance with article 14 of the Solvency 11
Directive.

(as defined in article 2(6) of the Insurance Mediation
Directive) any natural or legal person who, for remuneration,
takes up or pursues reinsurance mediation.

(as defined in article 2(2) of the Insurance Mediation
Directive) an undertaking, other than an IMD insurance
undertaking or a non-member-country insurance
undertaking, the main business of which consists in
accepting risks ceded by an IMD insurance undertaking, a
non-member country insurance undertaking or other IMD
reinsurance undertaking.

the Financial Services and Markets Act 2000 (Regulated
Activities) (Amendment) (No. 2) (Insurance Intermediaries)
Order 2003 (SI12003/1476).

(as defined in article 2(3) of the IMD) the activities of
introducing, proposing or carrying out other work
preparatory to the conclusion of contracts of insurance, or of
concluding such contracts, or of assisting in the
administration and performance of such contracts, in
particular in the event of a claim. These activities when
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undertaken by an IMD insurance undertaking or an
employee of an IMD insurance undertaking who is acting
under the responsibility of the IMD insurance undertaking
shall not be considered as insurance mediation. The
provision of information on an incidental basis in the context
of another professional activity provided that the purpose of
that activity is not to assist the customer in concluding or
performing an insurance contract, the management of claims
of an IMD insurance undertaking on a professional basis,
and loss adjusting and expert appraisal of claims shall also
not be considered as insurance mediation.

(as defined in article 2.4 of the Insurance Mediation
Directive) the activities of introducing, proposing or
carrying out other work preparatory to the conclusion of
contracts of reinsurance, or of concluding such contracts, or
of assisting in the administration and performance of such
contracts, in particular in the event of a claim. These
activities when undertaken by an IMD reinsurance
undertaking or an employee of an IMD reinsurance
undertaking who is acting under the responsibility of the
IMD reinsurance undertaking shall not be considered as
reinsurance mediation. The provision of information on an
incidental basis in the context of another professional
activity provided that the purpose of that activity is not to
assist the customer in concluding or performing a
reinsurance contract, the management of claims of an IMD
reinsurance undertaking on a professional basis, and loss
adjusting and expert appraisal of claims shall also not be
considered as reinsurance mediation.
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Annex B
Amendments to the Principles for Businesses sourcebook (PRIN)

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

3 Rules about application

3.2 What?

3.2.1A R PRIN applies with respect to the carrying on of:

(3) ancillary activities in relation to designated investment business,
home finance activity, credit-related regulated activity, insuranree

mediation-aetivity insurance distribution activity and accepting
deposits.
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Annex C

Amendments to the Senior Management Arrangements, Systems and Controls

sourcebook (SYSC)

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

1.1A

1.1A.1

1.1A.1A

1.1A.2

Application and purpose

Application

G  The application of this sourcebook is summarised at a high level in the
following table. The detailed application is cut back in SYSC 1 Annex 1
and in the text of each chapter.

Type of firm Applicable chapters
Insurer, UK ISPV Chapters 2, 3, 12 to 18, 19F.2, 21, 22, 28
Managing agent Chapters 2, 3, 11, 12, 18, 19F.2, 21, 22, 28
Society Chapters 2, 3, 12, 18, 19F.2, 21, 22, 28
Every other firm Chapters 4 to 12, 18, 19D, 19F.2, 21, 22, 28

G  The application of this sourcebook to specific firms that are not PRA-
authorised persons 1s summarised at a high level in the following table.
The detailed application is cut back in SYSC 1 Annex 1 and in the text of
each chapter.

Type of firm Applicable chapters
Full-scope UK AIFM Chapters 4 to 10, 12, 18, 19B, 19F.2,
21,22,28
BIPRU firm (including a Chapters 4 to 10, 12, 18, 19C, 19E.2,

third-country BIPRU firm) 20, 21, 22, 28

IFPRU investment firm Chapters 4 to 10, 12, 18, 19A, 19F.2,
(including an overseas firm 20, 21, 22,28

that would have been an
IFPRU investment firm if it
had been a UK domestic firm)
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(3) For Solvency II firms, the FCA considers that the requirements and
swidanee guidance in Chapters 2, 3, 12 to 18, 19F.2, 21 and , 22
and 28 of SYSC are not inconsistent with:

14 Application of SYSC 11 to SYSC 22 and 28
What?
1.4.1 G

1.4.1-A G  The application of each of the chapters SYSC 19F.2, SYSC 22 and SYSC
28 is set out in those chapters.

Actions for damages

1.4.2 R A contravention of a rule in SYSC 11 to SYSC 21, SYSC 22.8.1R er,
SYSC 22.9.1R or SYSC 28 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 right to
no such right of action).

1 Annex 1 Detailed application of SYSC

Part 1 Application of SYSC 2 and SYSC 3 to an insurer, a UK
ISPV, a managing agent and the Society

What?

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

(1) | regulated activities;

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

(3) | ancillary activities in relation to designated investment
business, home finance activity and insuranece-mediation
aetivity insurance distribution activity; and
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4

activities directly arising from insurance risk
transformation;

except that SYSC 3.3 applies as described in SYSC 1 Annex 1
1.3AR and SYSC 3.2.6AR to SYSC 3.2.6]JG do not apply as
described in SYSC 1 Annex 1.1.4R.

|~

SYSC 3.3 only applies in relation to the carrying on of

insurance distribution activities.

R | SYSC 3.2.6AR to SYSC 3.2.6]G do not apply:

)

(2)

in relation to the following regulated activities:

(a)

(b) | inswrance-mediation-activity insurance

distribution activity in relation to a general
insurance contractor pure protection contract,

Part 2

Application of the common platform requirements

What?

2.8A

R | (D

Subject to (2) and, (3) and (5), in SYSC 1 Annex 1 2.8R,
articles 1(2), 21 to 25, 30 to 32 and 72 of the MiFID Org
Regulation (including any relevant definitions in MiFID,
MiFIR and the MiFID Org Regulation) apply as if they
were rules or guidance in accordance with Part 3 (Tables
summarising the application of the common platform
requirements to different types of firm) to a firm’s
carrying on of the business set out in SYSC 1 Annex 1
2.8R which is not MiFID business or a structured
deposits activity.
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1A | Subject to (2), ard (3) and (6), articles 33 to 35 of

the MiFID Org Regulation efthe MID-Org
Regulation (including any relevant definitions

in MiFID, MiFIR and the MiFID Org Regulation) apply
as if they were rules or guidance in accordance with Part
3 (Tables summarising the application of the common
platform requirements to different types of firm) to

a firm’s carrying on of the business set out in SYSC
10.1.1R which is not MiFID business or a structured
deposits regulated activity.

(5) | The requirements in article 72 of the MiFID Org
Regulation do not apply to a firm to the extent that article
19 of the IDD Regulation applies to the firm.

(6) | SYSC 1 Annex 1 2.8AR(1A) does not apply to a firm to
the extent that articles 3 — 7 of the IDD Regulation are
directly applicable to the firm (see SYSC 1 Annex 1

3.1AG).

2.8B

The purpose of SYSC 1 Annex 1 2.8R and SYSC 1 Annex

1 2.8AR is that the common platform organisational
requirements and the common platform requirements on
conflicts of interest also apply when carrying on any of the
activities listed in SYSC 1 Annex 1 2.8R or SYSC

10.1.1R respectively even where they do not involve investment
services and/or activities and, where relevant, ancillary
services (unless provided otherwise within a specific rule).

29

The application of the provisions on the conflicts of interest in
SYSC 10 is set out in S¥SEHA26G SYSC 10.1.-4G to SYSC
10.1.1AR and SYSC 10.2.1R.

2.10

The provisions on record-keeping in SYSC 9 and articles 21 and
72 of the MiFID Org Regulation apply as set out in SYSC 1
Annex 1.2.8R and SYSC 1 Annex 1.2.8AR, except that they
only apply to the carrying on of ancillary activities that are
performed in relation to:

(3) | insnrancemediation activity insurance distribution
activity;
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2.11 R

The common platform requirements on financial crime apply as
set out in S¥SE+-Annex+-2-8R SYSC 1 Annex 1 2.8R, except
that they do not apply:

(D

(2) | inrelation to the following regulated activities:

(a)

(b) insHrance-mediation-aetivity insurance

distribution activity in relation to a general
insurance contractor pure protection contract,

Part 3

Tables summarising the application of the common
platform requirements to different types of firm

w
>
I

The IDD Regulation is directly applicable to a firm when
carrying on insurance distribution in relation to insurance-
based investment products. Articles 3 to 7 of the IDD
Regulation are reproduced in SYSC 10.1A for information for

these firms.

32-A |R

For a common platform firm (other than a dormant account
fund operator not subject to MiFID), articles 1(2), 21 to 25, 30
to 35 and 72 of the MiFID Org Regulation apply to

the firm’s business other than MiFID business or structured
deposits regulated activities as if the MiFID Org

Regulation applied to the firm as rules in accordance with SYSC
1 Annex 1 2.8R and SYSC 1 Annex 1 2.8AR.

Table A: Application of the common platform requirements in SYSC 4 to

SYSC 10
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Provision
SYSC 4

COLUMN A
Application to a
common
platform firm
other than to a
UCITS
investment firm

COLUMN A+
Application to
a UCITS
management
company

COLUMN
A++
Application
to a full-
scope UK
AIFM of an
authorised
AIF

COLUMN
B
Application
to all other
firms apart
from
insurers, UK
ISPVs,
managing
agents, the
Society,
full-scope
UK AIFMs
of
unauthorised
AlIFs,
MiFID
optional
exemption
firms and
third
country
firms

SYSC
4.4.1AR

Not applicable

Not applicable

Not
applicable

Rule applies
this section
only to:

(1)...

(2) activities
carried on
by a firm
whose
principal
purpose is to
carry on
activities
other than
regulated
activities
and which
is:

(e) afirm
with
permission
to carry on
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HSsHranee
wmediation
Gty
insurance
distribution
activity in
relation to
RO
mvestment
HstEanee
contract
non-
investment
insurance
contracts
but no other
regulated
activity
except
advising on
P2P
agreements;

(2A)...

Provision
SYSC5

COLUMN A
Application to a
common
platform firm
other than to a
UCITS
investment firm

COLUMN A+
Application to
a UCITS
management
company

COLUMN
A++
Application
to a full-scope
UK AIFM of
an authorised
AIF

COLUMN
B
Application
to all other
firms apart
from
insurers, UK
ISPVs,
managing
agents, the
Society,
full-scope
UK AIFMs
of
unauthorised
AIFs,
MiFID
optional
exemption
firms and
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third
country
firms

SYSC
5.1.3G

SYSC
5.1.3AG

Guidance

Guidance

Guidance

Guidance

SYSC
5.1.5AEG

SYSC
5.1.5BR

Rule

Rule

Rule

Rule

Provision
SYSC 9

COLUMN A
Application to a
common
platform firm
other than to a
UCITS
investment firm

COLUMN A+
Application to
a UCITS
management
company

COLUMN
A++
Application
to a full-scope
UK AIFM of
an authorised
AIF

COLUMN
B
Application
to all other
firms apart
from
insurers, UK
ISPVs,
managing
agents, the
Society,
full-scope
UK AIFMs
of
unauthorised
AlFs,
MiFID
optional
exemption
firms and
third
country
firms

SYSC
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9.1.2R
SYSC Rule Rule Rule Rule
9.1.2AR
SYSC Guidance Guidance Guidance Guidance
9.1.2BG
SYSC EU EU EU EU
9.1.2CEU . ) . .
——=— | Directly Directly Directly Directly
applicable to a applicable to a | applicable to | applicable to
firm carrying on | firm carrying afirm afirm
insurance on insurance carrying on carrying on
distribution in distribution in | insurance insurance
relation to relation to distribution in | distribution
insurance-based | insurance- relation to in relation to
investment based insurance- insurance-
products investment based based
products investment investment
products products
SYSC Rule Rule Rule Rule
9.1.2DR
SYSC
9.1.6G
SYSC Guidance Guidance Guidance Guidance
9.1.6A
Provision COLUMN A COLUMN A+ COLUMN COLUMN
SYSC 10 | Applicationto a | Application to S B .
o Application
common a UCITS Application
. to all other
platform firm management to a full- .
firms apart
other than to a company scope UK "
UCITS AlFM ofan |, ‘rom
. . . insurers, UK
investment firm authorised
ISPVs,
AIF .
managing
agents, the
Society, full-
scope UK
AIFMs of
unauthorised
AlFs,
MiFID
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optional
exemption
firms and
third country
firms
SYSC Guidance in Guidance in Guidance in Guidance in
10.1.-4G | relation to relation to relation to relation to
insurance insurance insurance insurance
distribution distribution distribution distribution
activities activities activities activities
SYSC Rule in relation | Rule in Rule in Rule in
10.1.-3R | to insurance relation to relation to relation to
distribution insurance insurance insurance
activities distribution distribution distribution
activities activities activities
SYSC
10.1.-2G
SYSC Guidance Guidance Guidance in Guidance
10.1.2G relation to
insurance
distribution
activities.
Otherwise
Net not
applicable
SYSC Rule Rule Rule in Rule
10.1.3R relation to
insurance
distribution
activities.
Otherwise
Net not
applicable
SYSC Not applicable Rule, but not Not Guidance -
10.1.4R applicable in applicable but applies
relation to as a rule in
insurance relation to
distribution the
activities production
or
arrangement
of
investment
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research, or
the
production
or
disseminatio
n of non-
independent
research, in
accordance
with COBS
12.2

Not

applicable in
relation to

insurance
distribution
activities
SYSC Not applicable Not applicable | Not Guidance ; -
10.1.4AG applicable but not
applicable in
relation to
insurance
distribution
activities
SYSC Not applicable Rule in Rule in Rule in
10.1.4BR relation to relation to relation to
insurance insurance insurance
distribution distribution distribution
activities activities activities
SYSC Not applicable Rule in Rule in Rule in
10.1.4CR relation to relation to relation to
insurance insurance insurance
distribution distribution distribution
activities activities activities
SYSC Not applicable Rule Rule in Guidance -
10.1.6R relation to but applies
insurance as arule: (a)
distribution in relation to
activities. the
Otherwise, production
Net not or
applicable arrangement
of
investment
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research, or
the

production
or
disseminatio
n of non-
independent
research, in
accordance
with COBS
12.2; and (b)
in relation to
insurance
distribution
activities
SYSC Not applicable Not applicable | Guidance - Guidance -
10.1.6AG but not but not
applicable in | applicable in
relation to relation to
insurance insurance
distribution distribution
activities activities
SYSC Not applicable Rule in Rule in Rule in
10.1.6AA relation to relation to relation to
R insurance insurance insurance
distribution distribution distribution
activities activities activities
SYSC Rule Rule Rule in Rule
10.1.7R relation to
insurance
distribution
Otherwise
Net not
applicable
SYSC Rule Rule Rule Rule
10.1.7AR
SYSC Rule in relation | Rule Rule in Rule
10.1.8R to insurance relation to
distribution insurance
activities. distribution
Otherwise, Net activities.
not applicable Otherwise
Net not
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applicable
S¥SE Neotapplieable Rule Net Rule
SYSC Not applicable Rule in Rule in Guidance -
10.1.9AR relation to relation to but applies
insurance insurance as a rule in
distribution distribution relation to
activities. activities. insurance
Otherwise, Net | Otherwise, distribution
not applicable | Net not activities
applicable
SYSC Not applicable Rule Rule in Guidance -
10.1.10R relation to but applies
insurance as arule: (a)
distribution in relation to
activities. the
Otherwise production
Net not or
applicable arrangement
of
investment
research, or
the
production
or
disseminatio
n of non-
independent
research, in
accordance
with COBS
12.2; and (b)
in relation to
insurance
distribution
activities
SYSC Not applicable Rule Rule in Guidance -
10.1.11R relation to but applies
insurance as arule: (a)
distribution in relation to
activities. the
Otherwise production
Net not or
applicable arrangement
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of
investment
research, or
the

production
or
disseminatio
n of non-
independent
research, in
accordance
with COBS
12.2; and (b)
in relation to
insurance
distribution
activities
SYSC Not applicable Not applicable | Guidance - Guidance -
10.1.11A but not but not
G applicable in | applicable in
relation to relation to
insurance insurance
distribution distribution
activities activities
SYSC Not applicable Rule in Rule in Rule in
10.1.11A relation to relation to relation to
AR insurance insurance insurance
distribution distribution distribution
activities activities activities
SYSC Rule in relation | Not applicable | Not Not
10.1.11A | to insurance applicable applicable
BR distribution
activities
SYSC
10.1.23R
to SYSC
10.1.26R
SYSC EU EU EU EU
10.1A Directly Directly Directly Directly
applicable to a applicable to a | applicable to | applicable to
firm carrying on | firm carrying afirm afirm
insurance on insurance carrying on carrying on
distribution in distribution in | insurance insurance
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relation to relation to distribution distribution
insurance-based | insurance- in relation to | in relation to
investment based insurance- insurance-
products investment based based
products investment investment
products products

Table B: Application of the common platform requirements in SYSC 4 to 10

to MiFID optional exemption firms and third country firms

Provision COLUMN A COLUMN B
MIFID optional exemption Third country
firms firms
SYSC9
SYSC9.1.2R
SYSC 9.1.2AR Rule in relation to insurance Rule in relation
distribution activities to insurance
distribution
activities
SYSC9.1.2BG Guidance in relation to Guidance in
insurance distribution relation to
activities insurance
distribution
activities
SYSC 9.1.2CEU EU EU
Directly applicable to a firm Directly

carrying on insurance
distribution in relation to
insurance-based investment

applicable to a
firm carrying on

insurance

products

distribution in
relation to
insurance-based
investment

products

SYSC9.1.2DR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance
distribution
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activities

SYSC9.1.6AG Guidance in relation to Guidance in
insurance distribution relation to
activities insurance

distribution
activities
SYSC 10

SYSC 10.1.-4G Guidance in relation to Guidance in
insurance distribution relation to
activities insurance

distribution
activities

SYSC 10.1.-3G Rule in relation to insurance Rule in relation
distribution activities to insurance

distribution
activities

SYSC 10.1.-2G

SYSC 10.1.4BR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance
distribution
activities

SYSC 10.1.4CR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance
distribution
activities

SYSC 10.1.6R

Rule

Guidance — but
applies as a rule
in relation to:
(a) the
production or
arrangement of
investment
research, or the
production or
dissemination of
non-
independent
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research, in
accordance with
COBS 12.2; and
(b) insurance
distribution
activities

SYSC 10.1.6AG

SYSC 10.1.6AAR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance
distribution
activities

SYSC 10.1.7AR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance

distribution

activities
SYSC 10.1.8R Rule Rule
SYSC1O18AR Rule Rule

SYSC 10.1.9AR

Rule in relation to insurance

Rule in relation

distribution activities.
Otherwise Net not applicable

to insurance
distribution
activities.
Otherwise Net
not applicable

SYSC 10.1.10R

Rule

Guidance — but
applies as a rule
in relation to:
(a) the
production or
arrangement of
investment
research, or the
production or
dissemination of
non-
independent
research, in
accordance with
COBS 12.2; and
(b) insurance

distribution
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activities

SYSC 10.1.11R

Rule

Guidance — but
applies as a rule
in relation to: (i)
the production
or arrangement
of investment
research, or the
production or
dissemination of
non-
independent
research, in
accordance with
COBS 12.2; and
(ii) insurance
distribution
activities

SYSC 10.1.11AG

SYSC 10.1.11AAR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance
distribution
activities

SYSC 10.1.11ABR

Rule in relation to insurance

Rule in relation

distribution activities

to insurance

distribution
activities
SYSC 10.1A EU EU
Directly applicable to a firm Directly

carrying on insurance
distribution in relation to
insurance-based investment

applicable to a
firm carrying on

insurance

products

distribution in
relation to
insurance-based
investment

products

Senior management arrangements
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2.1 Apportionment of responsibilities

2.1.6 G

Insurance distribution activities

2.1.6A R A firm carrying on insurance distribution activities must allocate to a
senior manager the function of ensuring the proper implementation of the
policies and procedures approved in accordance with SYSC 3.1.11R.

[Note: second paragraph of article 10(8) of the IDD]

3 Systems and Controls

3.1 Systems and Controls

Competent employees rule

3.1.6 R A firm whichis-not-acommonplatform+irm must employ personnel with

the skills, knowledge and expertise necessary for the discharge of the
responsibilities allocated to them.

3.1.7 R

3.1.7A G  SYSC 28 contains rules and guidance relating to the minimum knowledge
and competence requirements in relation to insurance distribution
activities undertaken by a firm.

3.1.10 G

Insurance distribution activities

3.1.11 R A firm carrying on insurance distribution activities must approve,
implement and regularly review its internal policies and procedures in
respect of its obligations under SYSC 28.

[Note: first paragraph of article 10(8) of the IDD]

3.1.12 G SYSC 2.1.6AR prescribes how a firm must allocate the function of
ensuring the proper implementation of the policies and procedures
approved in accordance with SYSC 3.1.11R.
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3.2 Areas covered by systems and controls
Records
3.2.21 G

32.21A G  SYSC 28 contains rules and guidance relating to knowledge and
competence record keeping requirements in relation to insurance
distribution activities undertaken by a firm.

Insert the following new section after SYSC 3.2 (Areas covered by systems and controls).
The text is not underlined.

33 Additional requirements for insurance distribution
Application
3.3.1 R SYSC 3.3 applies to an insurer in the course of it carrying on any

insurance distribution activities.
Effect of provisions marked “EU”

3.3.2 G The IDD Regulation is directly applicable to an insurer when carrying on
insurance distribution in relation to insurance-based investment products.
Some of the articles of the IDD Regulation (see the provisions marked
with the status letters “EU”) are reproduced in this section for those
insurers for information only.

3.33 R (1)  To the extent that the IDD Regulation does not directly apply,
provisions in this section marked with the status letters ‘EU’ apply
to the insurer as if they were rules.

(2)  References in Column (1) to a word or phrase used in the /DD
Regulation have, for the purpose of SYSC 3.3.3R(1) above, the
meaning indicated in Column (2) of the table below:

(1 2)
“article 277 SYSC 3.3.8R and SYSC 3.3.9R
“article 28” SYSC 3.3.5R and SYSC 3.3.13R
“competent authority” FCA
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“customer”’ Client
“Directive (EU) 2016/97 IDD
“insurance-based investment Policies
products”

“insurance distribution activities” | insurance distribution activities

“insurance intermediary” insurance intermediary
“insurance undertakings” Insurer
“relevant person” any of the following:

(a) | adirector, partner or
equivalent, or manager of the
insurance intermediary or
insurer,

(b) | an employee of the insurance
intermediary or insurer, as well
as any other natural person
whose services are placed at the
disposal and under the control
of the insurance intermediary
or insurer and who is involved
in the insurance distribution
activities; and

(c) | anatural person who is directly
involved in the provision of
services to the insurance
intermediary or insurer under
an outsourcing agreement for
the purpose of the carrying on
by the insurance intermediary
or insurer of insurance
distribution activities.

“remuneration” Remuneration

“shall” Must

The effect of SYSC 3.3.3R is that:
(1)  the provisions marked “EU” apply as rules to an insurer when

carrying on insurance distribution activities other than insurance
distribution in relation to insurance-based investment products;
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where SYSC 3.3.3R applies, an insurer is required to read the
provisions marked “EU” as though the application of those
provisions (and articles 27 and 28 of the IDD) is not limited to the
distribution of insurance-based investment products; and

the scope of the application of the IDD Regulation is extended from
insurance distribution to insurance distribution activities.

Identifying conflicts

R A firm must take all appropriate steps to identify conflicts of interest that
arise between:

(D

(2

[Note:
EU 3(1)
EU 3(2)

the firm, including its managers, employees and appointed
representatives (or where applicable, tied agents), or any person
directly or indirectly linked to them by control, and a client of the
firm; or

one client of the firm and another client.
article 28(1) of the IDD]

For the purposes of identifying, in accordance with Article 28 of
Directive (EU) 2016/97, the types of conflicts of interest that arise in
the course of carrying out any insurance distribution activities
related to insurance-based investment products and which entail a
risk of damage to the interests of a customer, insurance
intermediaries and insurance undertakings shall assess whether they,
a relevant person or any person directly or indirectly linked to them
by control, have an interest in the outcome of the insurance
distribution activities, which meets the following criteria:

(a) it is distinct from the customer’s or potential customer’s
interest in the outcome of the insurance distribution
activities;

(b) it has the potential to influence the outcome of the

distribution activities to the detriment of the customer.

Insurance intermediaries and insurance undertakings shall proceed
in the same way for the purposes of identifying conflicts of interest
between one customer and another.

For the purposes of the assessment pursuant to paragraph 1,
insurance intermediaries and insurance undertakings shall take into
account, by way of minimum criteria, the following situations:

(a) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked to
them by control is likely to make a financial gain, or avoid a
financial loss, to the potential detriment of the customer;
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(b) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked to
them by control has a financial or other incentive to favour
the interest of another customer or group of customers over
the interest of the customer;

(c) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked by
control to an insurance intermediary or an insurance
undertaking is substantially involved in the management or
development of insurance-based investment products, in
particular where such a person has an influence on the
pricing of those products or their distribution costs.

[Note: article 3 of the IDD Regulation)

Managing conflicts

R A firm must maintain and operate effective organisational and
administrative arrangements with a view to taking all reasonable steps
designed to prevent conflicts of interest identified under SYSC 3.3.5R from
adversely affecting the interests of its clients.

[Note: article 27 of the IDD]

Proportionality

R The arrangements in SYSC 3.3.8R must be proportionate to the activities
performed, the policies sold and the type of insurance distributor the firm is
or uses.

[Note: article 27 of the IDD]

Conflicts policy

EU 4(1)

For the purposes of Article 27 of Directive (EU) 2016/97, insurance
intermediaries and insurance undertakings shall be expected to
establish, implement and maintain an effective conflicts of interest
policy set out in writing and appropriate to their size and
organisation and the nature, scale and complexity of their business.

Where the insurance intermediary or insurance undertaking is a
member of a group, the policy shall also take into account any
circumstances, of which the insurance intermediary or insurance
undertaking is or should be aware, which may give rise to a conflict
of interest arising as a result of the structure and business activities
of other members of the group.

[Note: article 4(1) of the IDD Regulation)|

Contents of policy
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The conflicts of interest policy established in accordance with
paragraph 1 shall include the following content:

(a)

(b)

with reference to the specific insurance distribution
activities carried out, the circumstances which constitute or
may give rise to a conflict of interest entailing a risk of
damage to the interests of one or more customers;

procedures to be followed and measures to be adopted in
order to manage such conflicts and prevent them from
damaging the interests of the customer.

[Note: article 4(2) of the IDD Regulation]

5(1)

The procedures and measures referred to in Article 4(2)(b) shall be
appropriate to the size and activities of the insurance intermediary
or insurance undertaking and of the group to which they may
belong, and to the risk of damage to the interests of the customer.

The procedures to be followed and measures to be adopted in
accordance with Article 4(2)(b) shall include, where appropriate,
the following:

(a)

(b)

(©)

(d)

(e)

effective procedures to prevent or control the exchange of
information between relevant persons engaged in activities
involving a risk of conflict of interest where the exchange
of that information may damage the interests of one or
more customers;

the separate supervision of relevant persons whose
principal functions involve carrying out activities on behalf
of, or providing services, to customers whose interests may
conflict, or who otherwise represent different interests that
may conflict, including those of the insurance intermediary
or insurance undertaking;

the removal of any direct link between payments, including
remuneration, to relevant persons engaged in one activity
and payments, including remuneration, to different
relevant persons principally engaged in another activity,
where a conflict of interest may arise in relation to those
activities;

measures to prevent or limit any person from exercising
inappropriate influence over the way in which insurance
distribution activities are carried out by the insurance
intermediary or insurance undertaking or their managers or
employees or any person directly or indirectly linked to
them by control;

measures to prevent or control the simultaneous or
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sequential involvement of a relevant person in separate
insurance distribution activities where such involvement
may impair the proper management of conflicts of interest;

(f) a gifts and benefits policy which determines clearly under
which conditions gifts and benefits can be accepted or
granted and which steps are to be taken when accepting
and granting gifts and benefits.

Where insurance intermediaries and insurance undertakings can
demonstrate that the measures and procedures referred to in
paragraph 1 are not appropriate to ensure that the insurance
distribution activities are carried out in accordance with the best
interest of the customer and are not biased due to conflicting
interests of the insurance intermediary, the insurance undertaking
or another customer, insurance intermediaries and insurance
undertakings shall adopt adequate alternative measures and
procedures for that purpose.

[Note: article 5 of the IDD Regulation]

Disclosure of conflicts

R (D
(2)
[Note:
EU 6(1)

If arrangements made under SYSC 3.3.8R are not sufficient to
ensure, with reasonable confidence, that risks of damage to the
interests of a client will be prevented, the firm must:

(a)  clearly disclose to the client the general nature or sources of
the conflicts of interest (or both); and

(b)  include sufficient detail in the disclosure, taking into account
the nature of the client, to enable that client to take an
informed decision with respect to the insurance distribution
activities in the context of which the conflict of interest arises.

The disclosure must be made:
(a) in a durable medium; and

(b)  in good time before the conclusion of the contract of
insurance.

article 28(2) and (3) of the IDD]

Insurance intermediaries and insurance undertakings shall avoid
over-reliance on disclosure to ensure that disclosure to customers,
pursuant to Article 28(2) of Directive (EU) 2016/97, is a measure of
last resort that can be used only where the effective organisational
and administrative arrangements established by the insurance
intermediary or insurance undertaking to prevent or manage
conflicts of interest in accordance with Article 27 of Directive (EU)
2016/97 are not sufficient to ensure, with reasonable confidence,
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that risks of damage to the interests of the customer will be
prevented.

6(2) For the purposes of a disclosure of conflicts of interest insurance
intermediaries and insurance undertakings shall do all of the

following:

(a) provide a specific description of the conflict of interest in
question;

(b) explain the general nature and sources of the conflict of
interest;

(©) explain the risks to the consumer that arise as a result of the
conflict of interest and the steps undertaken to mitigate those
risks;

(d) clearly state that the organisational and administrative

arrangements established by the insurance intermediary or
insurance undertaking to prevent or manage the conflict of
interest are not sufficient to ensure, with reasonable
confidence, that risks of damage to the interests of the
customer will be prevented.

[Note: article 6 of the IDD Regulation)]
Review of conflicts policy

3.3.15 EU 7(1) For the purposes of Article 27 of Directive (EU) 2016/97, insurance
intermediaries and insurance undertakings shall assess and
periodically review, on an at least annual basis, the conflicts of
interest policy established in accordance with Article 4 and take all
appropriate measures to address any deficiencies.

[Note: article 7(1) of the IDD Regulation]
Record keeping

3.3.16 EU 7(2) Insurance intermediaries and insurance undertakings shall keep and
regularly update a record of the situations in which a conflict of
interest entailing a risk of damage to the interests of a customer has
arisen or, in the case of an ongoing service or activity may arise.

Senior management of the insurance intermediary or insurance
undertaking shall receive on a frequent basis, and at least annually,
written reports on the situations referred to in the first subparagraph.

[Note: article 7(2) of the IDD Regulation)

3.3.17 R A firm carrying on insurance distribution activities in relation to insurance-
based investment products must retain its records relating to:
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suitability (COBS 9A); and

appropriateness (COBS 10A),

for a period of at least five years.

)

2)

19(4)

COBS 9A.4 and COBS 10A.7 (record keeping and retention
periods for suitability and appropriateness records) reproduce
certain record keeping requirements of the IDD Regulation (and
apply these requirements to firms not in scope of the IDD
Regulation). They specify information which should be recorded
by firms carrying on insurance distribution in relation to
insurance-based investment products and for how long the records
must be retained.

For the purposes of SYSC 3.3.17R, a firm will need to consider
whether the requirement in article 19 of the IDD Regulation (or in
COBS 9A.4.3EU or 10A.7.2EU for any firm to whom the IDD
Regulation is not directly applicable) means that a record needs to
be retained for longer than five years.

The records shall be retained in a medium that allows the storage
of information in a way accessible for future reference by the
competent authority. The competent authority shall be able to
access them readily, to reconstitute each element in a clear and
accurate manner and to identify easily any changes, corrections or
other amendments, and the contents of the records prior to such
modifications.

[Note: article 19(4) of the IDD Regulation]

Amend the following as shown.

4.4

4.4.1A

General organisational requirements

Apportionment of responsibilities

Application

R

This section applies to:

ey
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2) activities carried on by a firm whose principal purpose is to carry on
activities other than regulated activities and which is:

(a)

(e) a firm with permission to carry on insurancemediation
aetivity insurance distribution activity in relation to non-
investment insurance contracts but no other regulated
activity (except advising on P2P agreements);

Employees, agents and other relevant persons

Skills, knowledge and expertise

Competent employees rule

G

G SYSC 28 contains rules and guidance relating to the minimum knowledge
and competence requirements in relation to insurance distribution activities
undertaken by a firm.

R When complying with the competent employees rule, a firm must take into

account the nature, scale and complexity of its business and the nature and
range of financial services and activities undertaken in the course of that
business.

Record-keeping

General rules on record-keeping
Application to a common platform firm
G  For a common platform firm:

(1) the MiFID Org Regulation applies, as summarised in SYSC 1
Annex 1 3.2G, SYSC 1 Annex 1 3.2-AR and SYSC 1 Annex 1 3.2-
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BR; and

(2) the rules and guidance apply as set out in the table below:

Subject Applicable rule or guidance
General SYSC9.1.1AR
requirements
Specific SYSC9.1.2AR, SYSC 9.1.2DR

requirements
for insurance

distribution

Guidance on | SYSC 9.1.2BG, SYSC 9.1.4G, SYSC 9.1.5G, SYSC
record- 9.1.6G, SYSC 9.1.6AG
keeping

Specific requirements for the distribution of insurance-based investment products

R A firm carrying on insurance distribution activities in relation to
insurance-based investment products must retain its records relating to:

) suitability (COBS 9A); and

Q) appropriateness (COBS 10A),

for a period of at least five years.

I

@ COBS 9A .4 and COBS 10A.7 (record keeping and retention
periods for suitability and appropriateness records) reproduce
certain record keeping requirements of the /DD Regulation (and
apply these requirements to firms not in scope of the IDD
Regulation). They specify information which should be recorded
by firms carrying on insurance distribution in relation to
insurance-based investment products and for how long the records
must be retained.

2 For the purposes of SYSC 9.1.2AR, a firm will need to consider
whether the requirement in article 19 of the IDD Regulation (or in
COBS 9A.4.3EU or COBS 10A.7.2EU for any firm to whom the
IDD Regulation is not directly applicable) means that a record
needs to be retained for longer than five years.

EU 19(4) The records shall be retained in a medium that allows the storage
of information in a way accessible for future reference by the
competent authority. The competent authority shall be able to
access them readily, to reconstitute each element in a clear and
accurate manner and to identify easily any changes, corrections or
other amendments, and the contents of the records prior to such
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modifications.

[Note: article 19(4) of the IDD Regulation]

2]

@ SYSC 9.1.2CEU applies as if it was a rule to firms doing insurance
distribution activities to which the IDD Regulation does not apply,
in relation to the records for an insurance-based investment
product required in COBS 9A.4 and COBS 10A.7.

2 Firms to whom (1) applies must read references in SYSC
9.1.2CEU to “the competent authority’” as meaning “the FCA”.

Guidance on record-keeping

G

G SYSC 28 contains rules and guidance relating to knowledge and
competence record keeping requirements in relation to insurance
distribution activities undertaken by the firm.

Conflicts of interest
Application

Application to insurance intermediaries

G (1)  Subject to SYSC 10.1.-3R, this section applies to a firm carrying on
insurance distribution activities in accordance with the tables in Part
3 of SYSC 1 Annex 1. Certain rules are disapplied where the firm is
subject to directly applicable provisions in the IDD Regulation (see
SYSC 10.1.-3R).

(2) Where a provision in this section applies to an insurance
intermediary, it applies in relation to the carrying on of insurance
distribution activities.

|~

The rules and guidance in the table below do not apply to a firm when
carrying on insurance distribution in relation to insurance-based
investment products (see SYSC 10.1A for the provisions of the /DD
Regulation on conflicts of interest).
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Subject Rule or guidance
Types of conflict SYSC 10.1.4R, SYSC 10.1.4AG, SYSC
10.1.4BR, SYSC 10.1.4CR(1), (2) and (5) and
SYSC 10.1.5G.
Record of conflicts SYSC 10.1.6R, SYSC 10.1.6AG, SYSC

10.1.6AAR and SYSC 10.1.6BG

Disclosure of conflicts SYSC 10.1.8R(1)(b), (2)(b) to (2)(d) and SYSC

10.1.9AR
Conflicts policy SYSC 10.1.10R
Contents of policy SYSC 10.1.11R, SYSC 10.1.11AG, SYSC

10.1.11AAR and SYSC 10.1.11BG

Application to a common platform firm
10.1.-2 G For a common platform firm:

(1)  the MiFID Org Regulation applies, as summarised in SYSC 1 Annex
13.2G, SYSC 1 Annex 1 3.2-AR and SYSC 1 Annex 1 3.2-BR; and

(2)  the rules and guidance in the table below apply:

Subject Applicable rule or guidance
Provision of SYSC 10.1.2G
services
Identifying SYSC 10.1.3R
conflicts
Types of SYSC 10.1.5G
conflicts
Managing SYSC 10.1.7R
conflicts
Conflicts SYSC 10.1.12G
policy

(3) SYSC10.1.7AR (Proportionality — insurance distribution activities),
SYSC 10.1.8R (Disclosure of conflicts) and SYSC 10.1.11ABR
(Contents of policy) also apply in relation to the carrying on of
insurance distribution activities.
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General application

R

(1)  This section applies to a firm which provides services to its clients in
the course of carrying on regulated activities or ancillary activities or
providing ancillary services (but only where the ancillary services
constitute MiFID business).

(2)  This section also applies to a management company.

[Note: The provisions in SYSC 10.1 also implement articles 27 and 28 of
the IDD, articles 74(1) and 88 of CRD and as applied under the discretion
in the third paragraph of article 95(2) of the EU CRR, BCD article 22 and
BCD Annex V paragraph 1]

Requirements only apply if a service is provided

G

(1)  The requirements in this section only apply where a service is
provided by a firm. The status of the client to whom the service is
provided (as a retail client, professional client or eligible
counterparty) is irrelevant for this purpose.

[Note: recital 46 to the MiFID Org Regulation]

(2) For the avoidance of doubt, a reference to “service” in this section
includes all insurance distribution activities.

Identifying conflicts

R

A firm must take all appropriate steps to identify and to prevent or manage
conflicts of interest between:

(1)  the firm, including its managers, employees and appointed
representatives (or where applicable, tied agents), or any person
directly or indirectly linked to them by control, and a client of the
firm; or

(2)  one client of the firm and another client,

that arise or may arise in the course of the firm providing any service
referred to in SYSC 10.1.1R including those caused by the receipt of
inducements from third parties or by the firm’s own remuneration and other
incentive structures.

[Note: article 23(1) of MiFID and articles 27 and 28(1) of the IDD]

Types of conflicts
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Other firms (except common platform firms, and UCITS management
companies and insurance intermediaries) should take account of the rule
on the types of conflicts (see SYSC 10.1.4 R) in accordance with SYSC 1
Annex 1 3.3R.

For the purposes of identifying the types of conflict of interest that arise, or
may arise, in the course of carrying on insurance distribution activities and
whose existence may damage the interests of a client (“A’), a firm must
assess whether:

(1) the firm or a relevant person, or a person directly or indirectly linked
by control to the firm; or

(2) (in the case of conflicts between A and another client) the other
client,

has an interest in the outcome of the insurance distribution activities,
which meets the following criteria:

(3) itis distinct from A’s interest in the outcome of the insurance
distribution activities; and

(4) it has the potential to influence the outcome of the activities to the
detriment of A.

For the purpose of carrying out the assessment in SYSC 10.1.4BR, a firm
must take into account, as a minimum, whether the firm or a relevant
person, or a person directly or indirectly linked by control to the firm:

(1) islikely to make a financial gain, or avoid a financial loss, at the
expense of the client;

has a financial or other incentive to favour the interest of another
client or group of clients over the interest of the client;

2)
(3) carries on the same business as the client;
‘)

receives or will receive from a person other than the client an
inducement in relation to a service provided to the client, in the form
of monies, goods or services, other than the standard commission or
fee for that service; or

is substantially involved in the management or development of
policies, in particular where such a person has an influence on the
pricing of those policies or their distribution costs.

@

Record of conflicts

10.1.6 R

A management company and an insurance intermediary must keep and
regularly update a record of the kinds of service or activity carried out by
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or on behalf of that firm in which a conflict of interest entailing a material
risk of damage to the interests of one or more clients has arisen or, in the
case of an ongoing service or activity, may arise.

[Note: article 20(1) of the UCITS implementing Directive]

Other firms (other than common platform firms and insurance
intermediaries) should also take account of the rule on records of conflicts
(see SYSC 10.1.6R) in accordance with SYSC 1 Annex 1 3.2BR, SYSC 1
Annex 1 3.2CR and SYSC 1 Annex 1 3.3R).

An insurance intermediary must ensure that its management body receives
on a frequent basis, and at least annually, written reports on all situations
referred to in SYSC 10.1.6R.

A firm (other than a common platform firm and an insurance intermediary)
should ensure-thatd ecei i

1 Iy v W situati corred-to-in SYSC 101 6F
read SYSC 10.1.6AAR as if “‘should” appeared in that rule instead of
“must”.

Managing conflicts

R

A firm must maintain and operate effective organisational and
administrative arrangements with a view to taking all reasonable steps to
prevent conflicts of interest as defined in SYSC 10.1.3R from adversely
affecting the interests of its clients.

[Note: article 16(3) of MiFID and article 27 of the IDD]

Proportionality — insurance distribution activities

Where a firm carries on insurance distribution activities, the arrangements
in SYSC 10.1.7R must be proportionate to the activities performed, the
policies sold and the type of insurance distributor the firm is or uses.

[Note: article 27 of the IDD]

Disclosure of conflicts

R

(1)  If arrangements made by a firm under SYSC 10.1.7R are not
sufficient to ensure, with reasonable confidence, that risks of damage
to the interests of a client will be prevented, the firm must clearly
disclose the following to the client before undertaking business for
the client:

(a) the general nature or sources of conflicts of interest, or both;
and

(b) the steps taken to mitigate those risks.

(2)  The disclosure must:
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(a) be made in a durable medium;

(b) clearly state that the organisational and administrative
arrangements established by the firm to prevent or manage that
conflict are not sufficient to ensure, with reasonable
confidence, that the risks of damage to the interests of the
client will be prevented;

(c) include specific description of the conflicts of interest that arise
in the provision of insurance distribution activities, investment
services or ancillary services,

(d) explain the risks to the client that arise as a result of the
conflicts of interest; and

(e) include sufficient detail, taking into account the nature of the
client, to enable that client to take an informed decision with
respect to the service in the context of which the conflict of
interest arises.

(3)  This rule does not apply to the extent that SYSC 10.1.21R applies.

[Note: article 23(2) and (3) of MiFID and article 28(2) and (3) of the IDD]

eafry g oRtrsremeerediatonaetvity | deleted|

A firm must treat disclosure of conflicts pursuant to SYSC 10.1.8R as a
measure of last resort to be used only where the effective organisational
and administrative arrangements established by the firm to prevent or
manage its conflicts of interest in accordance with SYSC 10.1.7R are not
sufficient to ensure, with reasonable confidence, that risks of damage to the
interests of the client will be prevented.

Conflicts policy

R

(1) A management company and an insurance intermediary must
establish, implement and maintain an effective conflicts of interest
policy that is set out in writing and is appropriate to the size and
organisation of the firm and the nature, scale and complexity of its
business.

(2)  Where the management company or insurance intermediary is a
member of a group, the policy must also take into account any
circumstances, of which the firm is or should be aware, which may
give rise to a conflict of interest arising as a result of the structure
and business activities of other members of the group.

[Note: article 18(1) of the UCITS implementing Directive]
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The conflicts of interest policy must include the following content:

(a)

(b)

it must identify in accordance with SYSC 10.1.3R, and SYSC
10.1.4R, SYSC 10.1.4BR and SYSC 10.1.4CR (as applicable),
by reference to the specific services and activities carried out
by or on behalf of the management company or insurance
intermediary, the circumstances which constitute or may
give rise to a conflict of interest entailing a material risk of
damage to the interests of one or more clients; and

it must specify procedures to be followed and measures to be
adopted in order to manage such conflicts.

The procedures and measures provided for in paragraph (1)(b) must:

(a)

(aa)

be designed to ensure that relevant persons engaged in
different business activities involving a conflict of interest of
the kind specified in paragraph (1)(a) carry on those
activities at a level of independence appropriate to the size
and activities of the management company and of the group
to which either of them respectively belongs, and to the
materiality of the risk of damage to the interests of clients;
and

(for an insurance intermediary) be designed to ensure that

(b)

the insurance distribution activities are carried out in
accordance with the best interests of the client and are not
biased due to conflicting interests of the insurance
intermediary or another client, and

include, for an insurance intermediary, where appropriate,
the following, and for a management company, such of the
following as are necessary and appropriate for the
management company to ensure the requisite degree of
independence:

(1) effective procedures to prevent or control the
exchange of information between relevant persons
engaged in activities involving a risk of a conflict of
interest where the exchange of that information may
harm the interests of one or more clients;

(i)  the separate supervision of relevant persons whose
principal functions involve carrying out activities on
behalf of, or providing services to, clients whose
interests may conflict, or who otherwise represent
different interests that may conflict, including those
of the firm;
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(ii1))  the removal of any direct link between the
remuneration of relevant persons principally engaged
in one activity and the remuneration of, or revenues
generated by, different relevant persons principally
engaged in another activity, where a conflict of
interest may arise in relation to those activities;

(iv)  measures to prevent or limit any person from
exercising inappropriate influence over the way in
which a relevant person carries out services or
activities; apd

(v)  measures to prevent or control the simultaneous or
sequential involvement of a relevant person in
separate services or activities where such involvement
may impair the proper management of conflicts of
interest; and

(vi)  (for insurance intermediaries) a gifts and benefits
policy which determines clearly under which
conditions gifts and benefits can be accepted or
granted and which steps are to be taken when
accepting and granting gifts and benefits.

(3)  If the adoption or the practice of one or more of those measures and
procedures does not ensure the requisite level of independence, a
management company must adopt such alternative or additional
measures and procedures as are necessary and appropriate for the
purposes of paragraph (1)(b).

(4) If one or more of the measures and procedures in paragraph (2) is not
appropriate for the purposes of paragraph (2)(aa), an insurance
intermediary must adopt such alternative measures and procedures as
are necessary and appropriate.

(5) The procedures and measures provided for in paragraph (1)(b) must
be appropriate to an insurance intermediary’s size and activities, the
group to which it may belong and to the risk of damage to the
interests of the client.

[Note: articles 18(2), 19(1) and 19(2) of the UCITS implementing Directive]

10.1.11 G Other firms (except common platform firms, and UCITS management

A companies and insurance intermediaries) should take account of the rules
relating to conflicts of interest policies (see SYSC 10.1.10R and SYSC
10.1.11R) in accordance with SYSC 1 Annex 1.3.2BR, SYSC 1 Annex 1
3.2CR and SYSC 1 Annex 1 3.3R.

10.1.11 R An insurance intermediary must assess and periodically review, on at least
AA an annual basis, the conflicts of interest policy established in accordance
with SYSC 10.1.10R and SYSC 10.1.11R and should take all appropriate
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measures to address any deficiencies (such as over reliance on disclosure of
conflicts of interest).

10.1.11 R A common platform firm, in relation to its insurance distribution activities,
AB must:

(1) take into account the factors set out in SYSC 10.1.4BR(4) and SYSC
10.1.4CR(5) when complying with article 33 of the MiFID Org
Regulation (as applied as a rule by SYSC 1 Annex 1 3.2-AR or 3.2-
BR(2)); and

(2) include the measure set out in SYSC 10.1.11R(2)(b)(vi) in the list of
measures to be adopted, where necessary, when complying with
article 34 (3) of the MiFID Org Regulation (as applied as a rule by
SYSC 1 Annex 7 3.2-AR or 3.2-BR(2)).

10.1.11 G A firm (other than a common platform firm and an insurance intermediary)

B should assess-and-pertodicallyreview,on-anatleastanannual-basis;the

read SYSC 10.1.11AAR as if “should” appeared in that rule instead of

“must”.

After SYSC 10.1 (Application) insert the following new section SYSC 10.1A. The text is not
underlined.

10.1A IDD Regulation — Conflicts of interest
Application

10.1A.1 G The IDD Regulation is directly applicable to a firm when carrying on
insurance distribution in relation to insurance-based investment products.
The relevant articles relating to conflicts of interest are set out in this
section for information only.

Identifying conflicts

10.1A.2 EU 3(1) For the purposes of identifying, in accordance with Article 28 of
Directive (EU) 2016/97, the types of conflicts of interest that arise
in the course of carrying out any insurance distribution activities
related to insurance-based investment products and which entail a
risk of damage to the interests of a customer, insurance
intermediaries and insurance undertakings shall assess whether
they, a relevant person or any person directly or indirectly linked to
them by control, have an interest in the outcome of the insurance
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distribution activities, which meets the following criteria:

(a)  itis distinct from the customer’s or potential customer’s
interest in the outcome of the insurance distribution
activities;

(b) it has the potential to influence the outcome of the
distribution activities to the detriment of the customer.

Insurance intermediaries and insurance undertakings shall proceed
in the same way for the purposes of identifying conflicts of interest
between one customer and another.

For the purposes of the assessment pursuant to paragraph 1,
insurance intermediaries and insurance undertakings shall take into
account, by way of minimum criteria, the following situations:

(a) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked to
them by control is likely to make a financial gain, or avoid a
financial loss, to the potential detriment of the customer;

(b) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked to
them by control has a financial or other incentive to favour
the interest of another customer or group of customers over
the interest of the customer;

(c) the insurance intermediary or insurance undertaking, a
relevant person or any person directly or indirectly linked by
control to an insurance intermediary or an insurance
undertaking is substantially involved in the management or
development of insurance-based investment products, in
particular where such a person has an influence on the
pricing of those products or their distribution costs.

[Note: article 3 of the IDD Regulation)]

Conflicts policy

EU 4(1)

For the purposes of Article 27 of Directive (EU) 2016/97, insurance
intermediaries and insurance undertakings shall be expected to
establish, implement and maintain an effective conflicts of interest
policy set out in writing and appropriate to their size and
organisation and the nature, scale and complexity of their business.

Where the insurance intermediary or insurance undertaking is a
member of a group, the policy shall also take into account any
circumstances, of which the insurance intermediary or insurance
undertaking is or should be aware, which may give rise to a conflict
of interest arising as a result of the structure and business activities
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of other members of the group.

[Note: article 4(1) of the IDD Regulation]

Contents of policy

EU 4(Q2)

The conflicts of interest policy established in accordance with
paragraph 1 shall include the following content:

(a)

(b)

with reference to the specific insurance distribution
activities carried out, the circumstances which constitute or
may give rise to a conflict of interest entailing a risk of
damage to the interests of one or more customers;

procedures to be followed and measures to be adopted in
order to manage such conflicts and prevent them from
damaging the interests of the customer.

[Note: article 4(2) of the IDD Regulation)

EU 5(1)

The procedures and measures referred to in Article 4(2)(b) shall be
appropriate to the size and activities of the insurance intermediary
or insurance undertaking and of the group to which they may
belong, and to the risk of damage to the interests of the customer.

The procedures to be followed and measures to be adopted in
accordance with Article 4(2)(b) shall include, where appropriate,
the following:

(a)

(b)

(©

(d)

effective procedures to prevent or control the exchange of
information between relevant persons engaged in activities
involving a risk of conflict of interest where the exchange
of that information may damage the interests of one or more
customers;

the separate supervision of relevant persons whose principal
functions involve carrying out activities on behalf of, or
providing services, to customers whose interests may
conflict, or who otherwise represent different interests that
may conflict, including those of the insurance intermediary
or insurance undertaking;

the removal of any direct link between payments, including
remuneration, to relevant persons engaged in one activity
and payments, including remuneration, to different relevant
persons principally engaged in another activity, where a
conflict of interest may arise in relation to those activities;

measures to prevent or limit any person from exercising
inappropriate influence over the way in which insurance
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distribution activities are carried out by the insurance
intermediary or insurance undertaking or their managers or
employees or any person directly or indirectly linked to
them by control;

(e) measures to prevent or control the simultaneous or
sequential involvement of a relevant person in separate
insurance distribution activities where such involvement
may impair the proper management of conflicts of interest;

) a gifts and benefits policy which determines clearly under
which conditions gifts and benefits can be accepted or
granted and which steps are to be taken when accepting and
granting gifts and benefits.

Where insurance intermediaries and insurance undertakings can
demonstrate that the measures and procedures referred to in
paragraph 1 are not appropriate to ensure that the insurance
distribution activities are carried out in accordance with the best
interest of the customer and are not biased due to conflicting
interests of the insurance intermediary, the insurance undertaking or
another customer, insurance intermediaries and insurance
undertakings shall adopt adequate alternative measures and
procedures for that purpose.

[Note: article 5 of the IDD Regulation)

Disclosure of conflicts

EU 6(1)

6(2)

Insurance intermediaries and insurance undertakings shall avoid
over-reliance on disclosure to ensure that disclosure to customers,
pursuant to Article 28(2) of Directive (EU) 2016/97, is a measure of
last resort that can be used only where the effective organisational
and administrative arrangements established by the insurance
intermediary or insurance undertaking to prevent or manage
conflicts of interest in accordance with Article 27 of Directive (EU)
2016/97 are not sufficient to ensure, with reasonable confidence,
that risks of damage to the interests of the customer will be
prevented.

For the purposes of a disclosure of conflicts of interest insurance
intermediaries and insurance undertakings shall do all of the
following:

(a) provide a specific description of the conflict of interest in
question;

(b) explain the general nature and sources of the conflict of
interest;

(©) explain the risks to the consumer that arise as a result of the
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conflict of interest and the steps undertaken to mitigate
those risks;

(d) clearly state that the organisational and administrative
arrangements established by the insurance intermediary or
insurance undertaking to prevent or manage the conflict of
interest are not sufficient to ensure, with reasonable
confidence, that risks of damage to the interests of the
customer will be prevented.

[Note: article 6 of the IDD Regulation]

Review of conflicts policy

EU 7(1)

For the purposes of Article 27 of Directive (EU) 2016/97, insurance
intermediaries and insurance undertakings shall assess and
periodically review, on an at least annual basis, the conflicts of
interest policy established in accordance with Article 4 and take all
appropriate measures to address any deficiencies.

[Note: article 7(1) of the IDD Regulation]

Record keeping

EU 7@2)

Insurance intermediaries and insurance undertakings shall keep and
regularly update a record of the situations in which a conflict of
interest entailing a risk of damage to the interests of a customer has
arisen or, in the case of an ongoing service or activity may arise.

Senior management of the insurance intermediary or insurance
undertaking shall receive on a frequent basis, and at least annually,
written reports on the situations referred to in the first
subparagraph.

[Note: article 7(2) of the IDD Regulation]

Amend the following as shown.

13

13.3

133.1A G

Operational risk: systems and controls for insurers

Other related Handbook sections

The following is a non-exhaustive list of rules and guidance in

the Handbook that are relevant to a firm’s management of operational risk:

ey

COBS contains rules and guidance that can relate to the
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management of operational risk; for example, COBS 2 (Conduct of
business obligations), COBS 4 (Communicating with clients,
including financial promotions), COBS 6 (Information about the
firm, its services and remuneration), COBS 7 (Insurance mediation
distribution), COBS 9 (Suitability (including basic advice) (other
than MiFID and insurance-based investment products)), COBS 9A
(Suitability (MiFID and insurance-based investment products
provisions), COBS 10A (Appropriateness (for non-advised services)
(MiFID and insurance-based investment products provisions), COBS
11 (Dealing and managing), COBS 12 (Investment research), COBS
14 (Providing product information to clients) and COBS

19 (Pensions: supplementary provisions).

After SYSC 19F.1 (MiFID remuneration incentives) insert the following new section SYSC
19F.2. The text is not underlined.

19F Remuneration and performance management ef-sales-staff
19F.2 IDD remuneration incentives
Application

19F.2.1 R This section applies to insurance distributors carrying on insurance
distribution activities from an establishment maintained by it, or its
appointed representative, in the United Kingdom.

[Note: article 7(2) of the IDD]
Remuneration and the customer’s best interests
19F.2.2 R (1) Insurance distributors must not:
(a) be remunerated; or
(b) remunerate or assess the performance of their employees,

in a way that conflicts with their duty to comply with the customer’s
best interests rules (/COBS 2.5.-1R, in relation to a non-investment
insurance contract, or COBS 2.1.1R, in relation to a [life policy).

(2)  In particular, an insurance distributor must not make any
arrangements by way of remuneration, sales target or otherwise that
could provide an incentive to itself or its employees to recommend a
particular contract of insurance to a customer when the insurance
distributor could offer a different insurance contract which would
better meet the customer’s needs.
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[Note: article 17(3) of the IDD]

After SYSC 22 (Regulatory references) insert the following new chapter SYSC 28. The text
is not underlined.

28 Insurance distribution: specific knowledge, ability and good repute
requirements
28.1 Minimum knowledge, ability and good repute requirements for carrying

out insurance distribution activities

Application

28.1.1 R This chapter applies to a firm with Part 4A permission to carry on
insurance distribution activities.

28.1.2 R In this chapter, relevant employees are employees or other persons:

(1) directly involved in the carrying on of the firm’s insurance
distribution activities; or

(2)  within the management structure responsible for the firm’s
insurance distribution activities; or

(3) responsible for the supervision of a relevant employee acting in the
capacity as set out in (1).

[Note: article 10(1) and the fifth paragraph of article 10(2) of the IDD]
28.1.3 R In this chapter ‘employee’:

(1) is not restricted to an individual working under a contract of
employment; and

(2) includes (without limitation) any natural or legal person whose
services are placed at the disposal of the firm, under an arrangement
between the firm and a third party; and

(3) also includes appointed representatives and their employees.

28.1.4 G Rules specified in sections SYSC 28.2 (knowledge and ability), SYSC 28.4
(record-keeping) and SYSC 28.5 (other requirements to consider) relate to
the requirements in:

(1) SYSC3.1.6R;

(2) SYSCS5.1.1R;
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(3) SYSC3.2.20R, SYSC 9.1.1R and SYSC 9.1.1AR;

(4) TC 4.2 (Specified requirements for firms carrying on insurance

distribution activities); and

(5) article 22 of the AIFMD level 2 regulation.

Knowledge and ability requirements

Knowledge and ability requirements

R

G

R

(1) A firm must ensure that it and each relevant employee possesses
appropriate knowledge and ability in order to complete their tasks
and perform their duties adequately.

(2) A firm must ensure that it and each relevant employee complies
with continued professional training and development
requirements in order to maintain an adequate level of
performance corresponding to the role they perform and the
relevant market.

(3) A firm must ensure that each relevant employee completes a
minimum of 15 hours of professional training or development in
each 12 month period.

(4)  For the purposes of (3), a firm must take into account the:

(a) role and activity carried out by the relevant employee within
the firm; and

(b) type of distribution and the nature of the products sold.

[Note: article 10(1) and the first, second and fourth paragraphs of article
10(2) of the IDD]

Training and development can encompass various types of facilitated
learning opportunities including courses, e-learning and mentoring.

[Note: recital 29 to the /DD]

A firm must, including in relation to the relevant employee, demonstrate
compliance with the following professional knowledge and competence
requirements:

(1) for general insurance contracts:

(a) minimum necessary knowledge of terms and conditions of
policies offered, including ancillary risks covered by such
policies;
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(b) minimum necessary knowledge of applicable laws
governing the distribution of insurance products, such as
consumer protection law, relevant tax law and relevant
social and labour law;

(c) minimum necessary knowledge of claims handling;

(d) minimum necessary knowledge of complaints handling;

(e) minimum necessary knowledge of assessing customer needs;
(f)  minimum necessary knowledge of the insurance market;

(g) minimum necessary knowledge of business ethics standards;
and

(h) minimum necessary financial competence;

for insurance-based investment products as defined at article
2(1)(17) of the IDD (which in summary says that it is an insurance
product which offers a maturity or surrender value, and where the
maturity or surrender value is wholly or partially exposed, directly
or indirectly, to market fluctuations. This excludes products such
as non-investment insurance and certain life insurance):

(a) minimum necessary knowledge of insurance-based
investment products, including terms and conditions and net
premiums and, where applicable, guaranteed and non-
guaranteed benefits;

(b) minimum necessary knowledge of advantages and
disadvantages of different investment options for
policyholders;

(c) minimum necessary knowledge of financial risks borne by
policyholders;

(d) minimum necessary knowledge of policies covering life
risks and other savings products;

(e) minimum necessary knowledge of organisation and benefits
guaranteed by the pension system;

(f) minimum necessary knowledge of applicable laws
governing the distribution of insurance products, such as
consumer protection law and relevant tax law;

(g) minimum necessary knowledge of the insurance market and
the saving products market;

(h) minimum necessary knowledge of complaints handling;
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minimum necessary knowledge of assessing customer needs;
conflict of interest management;

minimum necessary knowledge of business ethics standards;
and

minimum necessary financial competence; and

(3) for long-term insurance contracts:

(a)

(b)

(©

(d)

©)
()

€]
(h)

®

minimum necessary knowledge of policies including the
terms, conditions, the guaranteed benefits and, where
applicable, ancillary risks;

minimum necessary knowledge of organisation and benefits
guaranteed by the pension system of the relevant Member
State;

knowledge of applicable insurance contract law, consumer
protection law, data protection law, anti-money laundering
law and, where applicable, relevant tax law and relevant
social and labour law;

minimum necessary knowledge of insurance and other
relevant financial services markets;

minimum necessary knowledge of complaints handling;

minimum necessary knowledge of assessing consumer
needs;

conflict of interest management;

minimum necessary knowledge of business ethics standards;
and

minimum necessary financial competence.

[Note: article 10(2) last paragraph and annex I of the IDD)]

Good repute

Good repute requirements

R

A firm (other than a connected travel insurance intermediary) must
ensure that all the persons in its management structure and any staff
directly involved in insurance distribution activities are of good repute.

[Note: article 10(3) paragraphs 1 to 3 of the /DD]
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This includes but is not limited to those natural persons:
(1) that are directly involved in insurance distribution activities; or

(2)  within the management structure responsible for insurance
distribution activities; or

(3)  within the management structure responsible for any staff directly
involved in insurance distribution activities.

[Note: article 10(3) paragraphs 1 and 3 of the IDD]

An IDD ancillary insurance intermediary must ensure that natural
persons working in the firm, responsible for ancillary insurance
distribution activities, are of good repute.

[Note: article 10(3) paragraph 4 of the IDD]

In considering a person’s repute the firm must at a minimum ensure that
the person:

(1)  has a clean criminal record or any other national equivalent in
relation to serious criminal offences linked to crimes against
property or other crimes related to financial activities; and

(2)  has not previously been declared bankrupt,
unless they have been rehabilitated in accordance with national law.
[Note: article 10(3) paragraph 1 of the IDD]

(1)  Inthe United Kingdom the following persons will be considered
to have been rehabilitated:

(a) inrelation to a serious criminal offence, where the
conviction is considered ‘spent’ under the Rehabilitation of
Offenders Act 1974;

(b) inrelation to bankruptcy, where the bankruptcy has been
discharged.

(2) References to “serious criminal offences” are not restricted to
offences considered to have been committed in or under the law of
the United Kingdom.

(3) A firm should give particular consideration to offences of
dishonesty, fraud, financial crime or other offences under
legislation relating to banking and financial services, companies,
insurance and consumer protection.

A firm’s systems and controls should enable it to satisfy itself of the
suitability of anyone who acts for it (see SYSC 3.2.13G and SYSC
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5.1.2@G). This includes, among other things, the assessment of an
individual’s honesty.

Record-keeping requirements
Record-keeping requirements
R A firm must:

(1) establish, maintain and keep appropriate records to demonstrate
compliance with this chapter; and

(2) bein a position to provide to the FCA, on request, the name of the
person responsible for the record-keeping requirement in (1).

[Note: article 10(8) last paragraph of the IDD]
R A firm must:

(1) make an up-to-date record of the continued professional training
or development completed by each relevant employee in each 12
month period;

(2) retain that record for not less than 3 years after the relevant
employee stops carrying on the activity; and

(3) bein a position to provide any version of the record to the FCA on
request.

[Note: article 10(2) second paragraph of the IDD)]

R A firm must not prevent a relevant employee from obtaining a copy of
the records relating to that relevant employee which are maintained by
the firm for the purposes of SYSC 28.4.1R and SYSC 28.4.2R.

Other requirements to consider
G In addition to the requirements in SYSC 28:

(1) firms may have to take into account and comply with the
requirements in the Training and Competence sourcebook (7C);

(2) article 22 of the AIFMD level 2 regulation and the competent
employees rules (SYSC 3.1.6R and SYSC 5.1.1R) set out a high-
level competence requirement which every firm has to comply
with; and

(3) it may be that the effect of the rules referred to in (1) and (2) is
that firms have to meet requirements additional to those in SYSC
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28.

Amend the following as shown.

Sch 1 Record keeping requirements
Handbook | Subject of Contents of record When Retention period
reference record record
must be
made
SYSC
9.1.1AR
SYSC Suitability or | (1) In relation to (1) From 5 years
9.1.2AR, appropriatene suitability: the date of:
SYSC ss in relation
3.3.6R to an
insurance- (a) why the ()
based WAY e
—investment re‘corr}mend re;ommend
— ation is ation; and
product considered
suitable;
and
(b) client (b) the
information | suitability
for report.
suitability
report and
suitability
report.

(2) Inrelation to (2) Date of

appropriateness, | assessment.
client
information
obtained in
making
assessment of
appropriateness
and the
appropriateness
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SYSC
28.4.1R

Arrangements

As required to

made to

demonstrate

demonstrate
compliance.

compliance
with
knowledge,
ability and
good repute
requirements
in relation to
the carrying
out of
insurance
distribution
activities.

As required

As required to

to
demonstrate

demonstrate
compliance.

compliance.

SYSC
28.4.2R

Matters
dealing with

The firm must record the

As required

As required to

professional training or

knowledge
and

competence

development completed

to
demonstrate

demonstrate
compliance but at

by each relevant

employee in each 12

and completed

month period.

continued

professional
training and
development
in relation to
the carrying
out of
insurance
distribution
activities.

compliance.

least 3 years after

the relevant
employee stops
carrying on the

activity.
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Annex D

Amendments to the Threshold Conditions (COND)

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

2.2

22.1A

22.2

223

The threshold conditions

Location of offices

Paragraph 2B of Schedule 6 to the Act

UK

(4) If A is seeking to carry on, or is carrying on, an insurance
mediation distribution activity -

(5) “Insurance mediation distribution activity” means any of the
following activities -

Paragraph 2B(1) of Schedule 6 to the Act implements article 7(1)(d) of
the UCITS Directive, paragraphs 2B(1) to 2B(23) of Schedule 6 to the
Act implement article 5(4) of MiFID, paragraph 2B(4) of Schedule 6 to
the Act implements article 29 2(1)(10) of the Irsurance Mediation
Direetive IDD and paragraph 2B(7) of Schedule 6 to the Act
implements article 8(1)(e) of AIFMD, although the Act extends the
threshold condition set out in paragraph 2B of Schedule 6 of the Act to
authorised persons that are not PRA-authorised persons who are
outside the scope of these Single Market Directives.

Neither the UCITS Directive, MiFID, the Insurance-Mediation
Direetive IDD, AIFMD nor the Act define what is meant by a firm’s
‘head office’. This is not necessarily the firm’s place of incorporation
or the place where its business is wholly or mainly carried on.
Although the FCA will judge each application on a case-by-case basis,
the key issue in identifying the head office of a firm is the location of
its central management and control, that is, the location of:
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Paragraph 3D to Schedule 6 of the Act

UK

Examples of the kind of particular considerations to which the FCA
may have regard when assessing whether a firm will satisfy, and
continue to satisfy, this threshold condition include, but are not limited

to, whether:
(D
(18) in the case of a firm that carries on insurance mediation

distribution activity:

(a) areasonable-propertion-of-the persons employees or

other persons within its management structure who are

responsible for the insurancemediation-activity firm’s

insurance distribution activities; and

(b) all employees or other persons directly involved in #s
inswrance-mediation-aetivity the carrying on of the

firm’s insurance distribution activities; and

(ba) employees or other persons responsible for the
supervision of a relevant employee acting in the
capacity as set out in (b),

demonstrate the appropriate knowledge and ability reeessary
for-the-performanee-of in order to complete their tasks and
perform their duties adequately (see competent employee rule
and SYSC 28 (Insurance distribution: specific knowledge;
ability and good repute requirements)); and

(©) all the persons in the firm’s management structure and
any staff directly involved in insurance mediation
distribution activity are of good repute (see MIEPRY

23R Knewledge-and-ability-and-geodrepute SYSC
28.3 (Good repute)); and

Page 75 of 401



FCA 2018/25

(d) natural persons working in the firm, responsible for
ancillary insurance distribution activities are of good
repute (see SYSC 28.3.3R); and
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Annex E

Amendments to The Fit and Proper test for Approved Persons and specified significant-
harm functions (FIT)

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

1 General

1.2 Introduction

1.24A G (1)
2) Where the function relates to:
(a)

(b) business outside the scope of the MiFID business of an
incoming EEA firm, for example insurance-mediation-activities
insurance distribution activities in relation to life policies; or

(©

1.24C G  Under article 10(1) and (2) of the IDD appropriate knowledge and ability is
reserved to the firm’s Home State (see SUP 13A Annex 2G).
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Annex F

Amendments to the Training and Competence sourcebook (TC)

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

1 Application and Purpose

1.1 Who, what and where?
Who and what?

1.1.1 R

1.1.1A R The application of this sourcebook is modified for aMiEID-investment
J ; i ) ...jp;is It]']']
FE4A2R:

(1) aMiFID investment firm and a third country investment firm by the
provisions in 7C 4.1 where its employee carries on an activity in 7C
App 1 which is also an activity in 7C 4.1.2R; and

(2) afirm carrying on insurance distribution activities by the provisions
in7C4.2.

After TC 4.1 (Specified requirements for MiFID investment firms and for third country
investment firms) insert the following new section TC 4.2. The text is not underlined.

4.2 Specified requirements for firms carrying on insurance distribution
activities
4.2.1 R For a firm which carries on insurance distribution activities the rules and

guidance set out in column 1 of the table in 7C 4.2.5R below are amended
as set out in column 2.

422 R TC4.2.1R is limited as set out in 7C App 2 and 7C App 3.

4.2.3 R In this section, and the provisions in column 1 of 7C 4.2.5R, relevant
employees are employees and other persons:

(1) directly involved in the carrying on of the firm’s insurance
distribution activities; or
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(2) within the management structure responsible for the firm’s
insurance distribution activities; or

3) responsible for the supervision of a relevant employee acting in the
capacity as set out in (1).

In 7C 4.2 ‘employee’:

(D) is not restricted to an individual working under a contract of
employment; and

2) includes (without limitation) any natural or legal person whose
services are placed at the disposal of the firm, under an arrangement
between the firm and a third party; and

3) also includes appointed representatives and their employees.

Column 1

Column 2

Relevant rules or
guidance

Amendments either extending the scope, or
adding and/or replacing rules and guidance in
Column 1

TC2.1.1R(1)

The provision is amended by adding after T7C
2.1.1R(1):

‘A firm must ensure that a relevant employee’s
appropriate knowledge and ability includes the
requirements set out in SYSC 28.2.3R and is
appropriate to the:

(a) role and activity carried out by the relevant
employee within the firm; and

(b) type of distribution and the nature of the products
sold.

TC2.1.15R; TC
2.1.17R; TC
2.1.24R and TC
2.1.25R

The rules apply as if references to retail investment
advisers included ‘relevant employees’.

TC2.1.15R

(1) | For firms whose relevant employees are not
also retail investment advisers, the rule applies
as if ‘35 hours’ was a reference to ‘15 hours’.

(2) | The rule is amended by adding at the end:

‘Where the relevant employee is also a retail
investment adviser, the minimum 35 hours
appropriate continued professional
development requirement in 7C 2.1.15R must
include a minimum 15 hours covering the
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requirements in SYSC 28.2.3R.’

7C2.1.16G

For relevant employees acting in that capacity,
the guidance is replaced by the following:

‘To meet the requirements in 7C 2.1.15R (as
modified by TC 4.2.5R) a relevant employee’s
continued training and development can
encompass various types of facilitated learning
opportunities including courses, e-learning and
mentoring.’

TC2.1.18G, TC
2.1.19G, and TC
2.1.23G

The guidance applies as if references to retail
investment advisers included ‘relevant
employees’.

TC2.1.24R

The rule is amended by adding after 7C
2.1.24R(2):

‘the firm must be in a position to make
available to the FCA, on request, the name of
the person responsible for this record keeping
requirement.’

TC3.1.1R

The provision is amended by adding after T7C
3.1.1R(3):

‘a firm must keep an up-to-date record of the
continued professional training or development
completed by each relevant employee in each
12 month period,

(a) | for not less than 3 years after the relevant
employee stops carrying out the activity;
and

(b) | the firm must be in a position to provide
any version of the record to the FCA on
request.’

Where the relevant employee is also a retail investment adviser the rules
and guidance in TC 4.2.5R apply as follows (unless otherwise stated in 7C

4.2.5R):

(1) the unamended TC rules and guidance in column 1 of 7C 4.2.5R
apply in relation to the person when acting in the capacity of a retail
investment adviser; and

(2) the amended TC rules and guidance in column 2 apply in relation to
the person when acting in the capacity of a relevant employee.

Rules and guidance in this section relate to the requirements in SYSC 28
(Minimum knowledge and competence requirements for carrying out

Page 80 of 401




insurance distribution activities).

Amend the following as shown.
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App 2.1 Territorial scope subject to the limitation in TC Appendix 3

App

2.1.1R

UK domestic firm Incoming EEA firm | Overseas firm (other

than an incoming
EEA firm)

Insurance-mediation | TC applies in respect | TC does not apply T'C does not apply

aetivities Insurance of employees who

distribution activities

carry on activities
from an
establishment
maintained by the
firm (or its appointed
representative) in the
United Kingdom

and

TC also applies in
respect of employees
who engage in or
oversee activities
from a branch
established in another
EFA state

TP 1 Designated Investment Business: Assessments of competence before
commencement
1.1 R [ (1)
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1.1A

Notwithstanding 7C TP 1 1.1R;:

a

a firm is subject to SYSC 5.1.5ABR in respect of such an employee and
should have regard to the guidelines ESMA has issued specifying the
criteria for the assessment of knowledge and competence. The ESMA
guidelines can be found at:
https://www.esma.europa.eu/document/guidelines-assessment-
knowledge-and-competence; and

a firm, in relation to its insurance distribution activities, is subject to
SYSC 28 (Insurance distribution: specific knowledge requirements) in
respect of such an employee.
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Annex G

Amendments to the General Provisions (GEN)

Part 1: Comes into force on 25 May 2018

After GEN TP 3 (Transitional Provision in relation to the Alternative Investment Fund
Managers Directive Instrument 2013) insert the following new Transitional Provision, TP 4.
The text is not underlined.

TP 4 Transitional Provision on early compliance with the Insurance Distribution
Directive applying across the Handbook

Transitional Provision on early compliance with the Insurance Distribution
Directive applying across the Handbook.

(D) (2) Material to 3) (4) Transitional provision ®)) (6)
which the Transitional | Handbook
transitional provision: | provision:
provision applies dates in force | coming
into force
1 Not applicable G | The purpose of this From 25 May | Not
transitional provision is to 2018 up to applicable
enable a firm to elect to and including
comply early with one or 30 September
more provisions 2018

implementing the Insurance
Distribution Directive (IDD).

2 Rules that will be R | If a firm elects to comply From 25 May | Already
amended or deleted with: 2018 up to in force
by the Insurance and including
Distribution (1) arule made, or 30 September
Directive amended by, the 2018
Instrument 2018 Insurance Distribution
(other than forms Directive Instrument
in Annex O (SUP) 2018 other than a form
part 2) in Annex O (SUP) part

2; or

(2) aprovision of the IDD
IPID Regulation, the
IDD POG Regulation
or the IDD Regulation ,
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(3) must comply with that
made, amended or draft
provision as if it was a
rule currently in force;
and

(4) need not comply with
the rule in column (2)
that it will replace (if
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any).

3 Not applicable G | In considering which new From 25 May | Not
provision (or set of 2018 up to applicable
provisions) is replacing a and including
current rule (or set of current | 30 September
rules), a firm should have 2018
regard to whether the new
provisions are similar in
purpose and provide similar
or greater consumer
protection. If a firm elects to
comply with some but not all
new provisions that replace a
current rule, that current rule
will continue to apply to the
firm.

4 Not applicable G | A firm should make and From 25 May | Not
retain a record of: 2018 up to applicable

and including
(1) any election it makes 30 September
for the purpose of this 2018
transitional provision;
and
(2) the new and replaced

provisions to which that
election relates,

in accordance with the firm’s
general record keeping
obligations.

Amend the following as shown.
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Record keeping requirements

Record keeping requirements

G

I

I
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There-are-norecord-keepingrequirements-GEA- [deleted]

The aim of the guidance in the following table is to give the reader a quick

overall view of the relevant record keeping requirements.

It is not a complete statement of those requirements and should not be relied on

as if it were.

Handbook | Subject of | Contents When Retention period
reference record of record record
must be
made
GENTP |An election | The In In accordance with the firm’s
4, row 4G |[to comply |election |accordance | general record keeping
early with | and the with the obligations
the new and | firm’s
Insurance |replaced |general
Distribution | provisions | record
Directive to which |keeping
(IDD) that obligations
election
relates
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Part 2: Comes into force on 1 October 2018

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

4

4.3

4.3.1B

4.3.6

Statutory status disclosure

Letter disclosure

G Anexample for GEN 4.3.1AG would be where a letter covers business for
which the FCA is the competent authority under the fsurance Mediation
Direetive IDD and under MiFID.

Exception: use of third party processors in home finance and insurance mediation
distribution activities

R

2)

3)

Where an appointed representative has outsourced iustrance
mediation-aetivities insurance distribution activities other than
advising on life policies or home finance mediation activities to a
third party processor, GEN 4.3.1R does not apply to that third party
processor when acting as such, so long as the appointed
representative’s principal ensures that the third party processor and
its employees comply with that rule as if it was the appointed
representative and they were the employees of the appointed
representative.

Where an appointed representative of a firm is carrying on:

(a) insurancemediation-activities insurance distribution activities
other than advising on life policies; or

(b)  home finance mediation activities;

which have been outsourced to it by the firm, GEN 4.3.1R does not
apply to the firm when the appointed representative is carrying on the
outsourced activities, so long as the firm ensures that the appointed
representative and its employees comply with that rule as if it was the
firm and they were employees of the firm.
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Annex H

Amendments to the Fees manual (FEES)

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

3 Application, Notification and Vetting Fees

3 Annex Authorisation fees payable
1R

Part 2 — Complexity groupings not relating to credit-regulated activities

Straightforward cases

Activity grouping Description

A.19 General insurance mediation distribution

Part 6 — Change of legal status

(2) which is to:

(e) | have the individuals within the firm that are responsible for ius#rance
mediation-aetivity insurance distribution activity perform the same role for
the applicant.

4 Periodic fees
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4 Annex
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Obligation to pay periodic fees

R

Table A: calculating tariff data for second and subsequent years of authorisation
when full trading figures are not available

Fee-block Tariff base Calculation where trading
data are not available

A19. General insurance
mediatien distribution

Periodic fees for designated professional bodies payable in relation to the
period 1 April 2017 to 31 March 2018

Neotes Note

b The Financial Services Register includes details of exempt professional firms

carrylng out m—swcaﬁee—meekaﬁeﬂ—aenwﬁ insurance distribution activity.

Definition of annual income for the purposes of calculating fees in fee blocks
A.13, A.14, A.18, A.19 and B. Service Companies, Recognised Investment
Exchanges and Benchmark Administrators

Annual income definition

Where the relevant fee-block is fee-block A.19

For the purposes of calculating annual income for fee-block A.19, also include the
following:

(g) in relation to any activities in (a), for any insurance-mediation-aetivity

insurance distribution activity carried out by the firm for which it receives
payment from the insurer on a basis other than that in (a), the amount of premiums
receivable on its contracts of insurance multiplied by 0.07;

PLUS:

(h) if the firm is an insurer in relation to the activities in (a), the amount of
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premiums receivable on its contracts of insurance multiplied by 0.07, excluding
those contracts of insurance which:

- result from insurance-mediation-activity insurance distribution activity by

another firm, where payment has been made by the insurer to the firm under (a);
or

- are not general insurance contracts or pure protection contracts.
AND

(i) for the purposes of calculating annual income for fee-block A.19:- the provision
in the UK of the regulated activities specified in FEES 4 Annex 1A Part 1 as
belonging to the relevant fee block includes the provision of activities that would
have been insurancemediation-activity insurance distribution activity in relation to|
general insurance contracts or pure protection contracts if they had been carried
on after 13 January 2005 or, in relation to connected travel insurance contracts,
from 1 January 2009; - a reference to a “firm” includes a reference to any person,
including a connected travel insurance intermediary, who carried on activities
which would be irsurancemediationaetivity insurance distribution activity (in
respect of general insurance contracts or pure protection contracts) if they had
been carried on after 13 January 2005 or, in relation to connected travel insurance
contracts, from 1 January 2009. Guidance on the interpretation of this definition is
presented in FEES 4 Annex 13G.

Guidance on the calculation of tariffs set out in FEES 4 Annex 1AR Part 3

Table 1

(3) Firms should only include revenue streams that relate to regulated
activities which are carried on ‘in the United Kingdom’. In many cases, it
will be quite straightforward to identify where an activity is carried on.
But when there is a cross-border element, for example because a client is
outside the United Kingdom or because some other element of the activity
happens outside the United Kingdom, the question may arise as to where
the activity is carried on. PERG 2.4 generally and PERG 4.11 regarding
activities relating to regulated mortgage contracts, PERG 5.12 regarding
activities relating to inswrancemediation-aetivities insurance distribution
activities and PERG 14.6 regarding home reversion plans and home
purchase plans describe the legislation that is relevant to this question and
gives the FCA’s views on various scenarios.
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Financial Ombudsman Service Funding

Annual General Levy Payable in Relation to the Compulsory Jurisdiction for
2018/19

Compulsory jurisdiction - general levy

Industry block Tariff base General levy payable by
firm

17 - General insurance
mediation distribution
(excluding firms in
blocks 13, 14 & 15)

Financial Services Compensation Scheme Funding

Incoming EEA firms

R If an incoming EEA firm, which is an fMD-insuranee-intermediary IDD

insurance intermediary, an MCD mortgage credit intermediary or MiFID
investment firm, is a participant firm, the FSCS must give the firm such
discount (if any) as is appropriate on the share of any levy it would
otherwise be required to pay, taking account of the nature of the levy and
the extent of the compensation coverage provided by the firm’s Home
State scheme.
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Amendments to the Prudential sourcebook for Mortgage and Home Finance Firms,

and Insurance Intermediaries (MIPRU)

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

For “Insurance Mediation Directive’

’, substitute “/DD” in the following provision. The
new text is not shown as underlined and the deleted is not shown as struck through.

4.1.2G

| one instance

For “mediation”, substitute “distribution’ in the following provisions. The new text is not

shown as underlined and the deleted is not shown as struck through.

1.1.1R(1) one instance
2.1.1R one instance
2.2.2R one instance
2.2.3G(1) one instance
2.2.3G(1B) two instances
2.2.3G(2) two instances
2.2.3G(3) one instance
2.2.4G three instances
3.1.1R(1A)(a) one instance
3.1.1R(3) one instance
3.1.2G one instance
3.2.2G two instances
3.2.4R(5), second line | one instance
4.1.1R(1) one instance
4.1.3G one instance
4.2.10R(1)(a) one instance
4.2.10R(4) one instance

4.2.20R, heading

one instance

4.2.20R

two instances

4.4.8R(1)(a)(1) one instance

2 Insuranee Responsibility for insurance distribution and MCD mediation
credit intermediation activity:respensibility; knewledge,ability-and geod
repute

2.1 Application and purpose
Purpose

2.1.2 G The main purpose of this chapter is to implement in part the provisions of
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the fuswrance-Mediation-Directive IDD and the MCD as-these-apphy-te

; Latod by ¢ ] lator.

Allocation of the responsibility for insurance mediatien distribution activity
or MCD credit intermediation activity

Responsibility for insurance mediation distribution activity or MCD credit
intermediation activity

R

A firm, other than a sole trader, must allocate the responsibility for the

[firm’s insurance-mediation-aetivity insurance distribution activity or MCD

credit intermediation activity to a director or senior manager.

[ Note: Artiele 3tourth-paracraph—ot-the frswrance Mediation
Directive article 3(1), eighth paragraph of the /DD and article 29(4)(a),

first sentence, of the MCD.]

The FCA will specity in the Financial Services Register the name of the
persons to whom the responsibility for the firm’s inswrancemediation
aetivity insurance distribution activity or MCD credit intermediation
activity has been allocated by inserting after the relevant controlled
function the words “(insurance mediation distribution)” or “(MCD
intermediation)”. In the case of a sole trader, the FCA will specify in the
Financial Services Register the name of the sole trader as the ‘contact
person’ in the firm.

[Editor’s note: The provisions in MIPRU 2.3 are moved to SYSC in a new section SYSC 28
(Insurance distribution: specific knowledge, ability and good repute requirements.)]

23

23+

Knowledge, ability and good repute [deleted]

R
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Professional indemnity insurance
Application and purpose
Application

R

(5)  This chapter does not apply to:

(d) an exempt CAD firm to which IPRU(INV) 9.2.5R (Initial
capital and professional indemnity insurance requirements -
exempt CAD firms that are also IMD IDD insurance
intermediaries) applies.
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Purpose

G

The purposes of this chapter are to:

(1)  implement artiele4-3 articles 10(4) and 10(5) of the frsurance
Mediation-Directive IDD in so far as it requires insurance
intermediaries to hold professional indemnity insurance, or some
other comparable guarantee, against any liability that might arise
from professional negligence; and

Professional indemnity insurance requirements

R

[Note: Article4(3) articles 10(4) and 10(5) of the InsitranceMediation
Directive IDD]

Minimum limits of indemnity: insurance intermediary

R

If the firm is 