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EXITING THE EUROPEAN UNION: PRUDENTIAL SOURCEBOOKS
(AMENDMENTS) INSTRUMENT 2019
Powers exercised

A. The Financial Conduct Authority (“the FCA”) makes this instrument in the exercise
of:

(1) regulation 3 of the Financial Regulators’ Powers (Technical Standards)
(Amendment etc.) (EU Exit) Regulations 2018; and

(2) section 139A (Power of the FCA to give guidance) of the Financial Services and

Markets Act 2000.
Commencement
B. This instrument comes into force on exit day as defined in the European Union
(Withdrawal) Act 2018.

Amendments to the Handbook

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

() (2)
General Prudential sourcebook (GENPRU) Annex A
Prudential sourcebook for Banks, Building Societies and Annex B
Investment Firms (BIPRU)
Prudential sourcebook for Investment Firms (IFPRU) Annex C
Prudential sourcebook for insurers (INSPRU) Annex D

Prudential sourcebook for Mortgage and Home Finance Firms, and Annex E
Insurance Intermediaries (MIPRU)

Interim Prudential sourcebook for Friendly Societies Annex F
(IPRU(FSOCQ))
Interim Prudential sourcebook for Insurers (IPRU(INS)) Annex G
Interim Prudential sourcebook for Investment Businesses Annex H
(IPRU(INV))

Notes

D. In this instrument, notes shown as “Note:” are intended for the convenience of the

reader but do not form part of the legislative text.
Citation

E. This instrument may be cited as the Exiting the European Union: Prudential
Sourcebooks (Amendments) Instrument 2019.
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By order of the Board
28 March 2019

Page 2 of 168



FCA 2019/22

Annex A
Amendments to the General Prudential sourcebook (GENPRU)

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

1 Application
1.2 Adequacy of financial resources
Purpose
1.2.14 G Inthe case of a BIPRU firm this section implements the third paragraph of

article 95(2) of the E-ERR UK CRR applying requirements that
correspond to Article 34 of the Capital Adequacy Directive so far as that
Article applies Article 123 of the Banking Consolidation Directive.

Application of this section on a solo and consolidated basis: Processes and tests

1.2.46 R
(2) apply on a sub-consolidated basis under BIPRU 8.3.1R (Basic
consolidation rule for a rontEEA-sub—group non-UK sub-group).
1.2.48 R
(3) (@Gf BIPRU 8.3.1R (Basic consolidation rule for a non-EEA-sithb-
group non-UK sub-group) applies) the rontEEA-sub—group non-UK
sub-group of which the firm is a member.
1.2.49 R

(2)  For the purpose of this rule the relevant group is the group referred
to in GENPRU 1.2.48R and the members of that group are those
undertakings that are included in the scope of consolidation with
respect to the UK consolidation group or, as the case may be, #or-

EEA-sub-group non-UK sub-group in question.
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1.2.88

1.2.89

1.3

1.3.3

1.3.4

1.3.12
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Group risk (BIPRU firm only)

A firm should include in the written record referred to in GENPRU
1.2.60R a description of the broad business strategy of the UK
consolidation group or the nenEEA-sub—gronp non-UK sub-group of
which it is a member, the group’s view of its principal risks and its
approach to measuring, managing and controlling the risks. This
description should include the role of stress testing, scenario analysis and
contingency planning in managing risk at the solo and consolidated level.

A firm should satisfy itself that the systems (including IT) of the UK
consolidation group or the nenEEA-sub—gronp non-UK sub-group of
which it is a member are sufficiently sound to support the effective
management and, where applicable, the quantification of the risks that
could affect the UK consolidation group or the ren-EEA-s#b-group non-
UK sub-group, as the case may be.

Valuation

G

(1) Intheease-ofaBIPRUfirm;this This section corresponds to
implements Articles 64(4) and 64(5) of the Banking Consolidation

Directive (Own funds) and Article 33 and Part B of Annex VII of
the Capital Adequacy Directive.

General requirements: Accounting principles to be applied

R

(5) UK-adopted international accounting standards;

The provisions of GENPRU 1.3.9R to GENPRU 1.3.10R and GENPRU
1.3.36R apply only to the extent that the items referred to in those
paragraphs would otherwise be recognised under the accounting
requirements applicable to the firm. Some of those requirements may only
be relevant to a firm subject to UK-adopted international accounting
standards.

Capital

Page 4 of 168



2.1

2.1.2

2.1.8

2.1.49

2.2
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Calculation of capital resources requirements

Application

G  Thescope-ofapplication-of this-sectionisnotrestricted-tofirmsthatare
stbfeettotherelevanrt-EH Pirectives: | deleted]

Purpose

G  (2) This section also implements the third paragraph of article 95(2) of
the EL-ERR UK CRR applying requirements that correspond to the
provisions of the Capital Adequacy Directive and Banking
Consolidation Directive concerning the level of capital resources
which a BIPRU firm is required to hold. In particular it implements
corresponds (in part) to article 75 of the Banking Consolidation
Directive and Atrticles 5, 9, 10 and 18 of the Capital Adequacy
Directive.

Definition of BIPRU firm

BIPRU firm:

Capital resources

Purpose

G  This section also implements minimum E€ standards for the composition
of capital resources required to be held by a BIPRU firm. In particular #
implements pursuant to the third paragraph of article 95(2) of the EE-ERR
UK CRR, applying it applies requirements that correspond to Articles 56 —
61, Articles 63 — 64, Article 66 and Articles 120 — 122 of the Banking
Consolidation Directive (2006/48/EC) and Articles 12 — 16, Article 17 (in
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part), Article 22(1)(c) (in part) and paragraphs 13 - 15 of Part B of Annex
VII of the Capital Adequacy Directive {2006/49/EC).

Notification of issuance of capital instruments

2.2.61H G  Details of the notification to be provided by a BIPRU firm in relation to
capital instruments issued by another undertaking in its group for
inclusion in its capital resources or the consolidated capital resources of
its UK consolidation group or ren-EEA-swb-group non-UK sub-group are
set out in BIPRU 8.6.1AR to BIPRU 8.6.1FR.

2 Annex 6 Capital resources table for a BIPRU firm with a waiver from consolidated
supervision

Part 2 of the capital resources calculation for an investment firm with a waiver from
consolidated supervision

Note (4): The material holdings that must be deducted at part 2 of stage E are material
holdings issued by undertakings which would have been members of the firm’s UK
consolidation group or ronEEA-sub-growp non-UK sub-group if the firm did not have an

investment firm consolidation waiver if:

() in relation to a BIPRU firm, the holding forms part of the undertaking’s tier one
capital resources; or

2) (subject to (3)) in relation to any other undertaking, the holding would form part of
the undertaking’s tier one capital resources if:

(a) | that undertaking were a BIPRU firm with a Part 4A permission; and

(b) | it had carried on all its business in the United Kingdom and had obtained
whatever permissions for doing so are required under the Act; or

3) in relation to any undertaking not falling within (1) and for which the methodology
in (2) does not give an answer, the holding would form part of its tier one capital
resources if the undertaking were a BIPRU firm of the same category as the firm
carrying out the calculation under this Annex.

Note (5): The material holdings that must be deducted by a firm at part 3 of stage E and at
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stage J or at Part 1 of stage M are material holdings issued by undertakings which would
have been members of that firm’s UK consolidation group or nontEA-sub—group non-UK
sub-group if the firm did not have an investment firm consolidation waiver and which do not
fall into Note (4).

Note (6): The contingent liabilities that must be deducted by a firm at Part 1 of stage M are
any contingent liabilities which the firm has in favour of BIPRU firms, financial institutions,
asset management companies and ancillary services undertakings which would have been
members of the firm’s UK consolidation group or nren-EEA-su#b—greup non-UK sub-group if
the firm did not have an investment firm consolidation waiver.
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3.1.1

3.12

3.1.3
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Cross sector groups

Application

R

)

(1A)

Purpose

G

Unless otherwise stated, GENPRU 3.1 applies to every firm that is a
member of a financial conglomerate other than:

(a) an-incomingEEAfirm: [deleted]
(b)  anineomingFreatyfirm:; [deleted]
() aHCHSquatifier; [deleted]

GENPRU 3.1 (except GENPRU 3.1.5R to GENPRU 3.1.132G)
applies to each of the following firms that is a member of a financial
conglomerate:

GENPRU 3.1 implements requirements that correspond to the Financial
Groups Directive. However, material on the following topics is to be found
elsewhere in the Handbook as follows:

Introduction: identifying a financial conglomerate

G

)

2)

(10)

In general the process in (2) to (8) applies for identifying financial
conglomerates.

The relevant Competent-authorities competent authority that have has
authorised regulated entities should try to identify any consolidation

group that is a financial conglomerate. If a competent authority is of
the opinion that a regulated entity authorised by that competent
authority is a member of a consolidation group which may be a
financial conglomerate it should communicate its view to the other
competent anthorities authority eoneerned.

If a mixed financial holding company is subject to equivalent
provisions under the £EA UK prudential sectoral legislation in
relation to the banking and investment services sector and under
GENPRU 3 (Cross sector groups) and the FCA is the coordinator, the
FCA may, on application by a firm and after consulting the other
competent entherities authority responsible for the supervision of
subsidiaries, disapply such provisions of the ££A UK prudential
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sectoral legislation in relation to the banking and investment services
sector with regard to the mixed financial holding company and apply
only the relevant provisions of GENPRU 3 to the mixed financial
holding company.

If a mixed financial holding company is subject to equivalent provisions
under this Chapter and under £EA UK prudential sectoral legislation in
relation to the insurance sector as-tmplemented-inthe United Kingdom and
the FCA is the coordinator, the FCA may, on application by the firm and-after
consulting other refevant-competent-authorities, disapply such provisions of

the EEA UK prudential sectoral legislation astmplemented-in-the United
Kingdom with regard to that undertaking which are considered by the FCA as

equivalent to those applying to the firm under GENPRU 3.1.
[Note: article 120(2) of CRD]

Introduction: The role of other competent authorities

A lead supervisor (called the coordinator) is appointed for each financial

conglomerate. Article 10-of the Finaneial GroupsDirective The definition of

coordinator in the Financial Groups Directive Regulations describes the
criteria for deciding which competent authority is appointed as coordinator.

cle L1 of the i LG D; . | Ksof il
coordinator:

[Note: Article 10 and 11 of the Financial Groups Directive]

Definition of financial conglomerate: adjustment of the percentages

Once a financial conglomerate has become a financial conglomerate and

subject to supervision in accordance with the Finaneial Groups-Directive this

chapter, the figures in the financial conglomerate definition decision tree are
altered as follows:

Definition of financial conglomerate: discretionary changes to the definition

ieles 33)0.3(6). ieles4 ; icle-6(5) of the i LG
Direetive Regulation 16 to 20, 21 and 24 of the financial groups directive
regulations allow competent authorities, on a case by case basis, to:

(1) change the definition of financial conglomerate and the obligations
applying with respect to a financial conglomerate (which would
include, where the appropriate regulator would be the coordinator
under GENPRU 3.1.3G (6), permitting firms to apply, on an annual
basis and subject to publication and notification to the relevant

eompetent-authorities competent authority, for a group of which it is
a member not to be regarded as a financial conglomerate on the
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basis of Article-3(3)-of the Financial-GroupsDireetive {regulation

16 of the financial groups directive regulations (for a group that, in
terms of the tests in GENPRU 3 Annex 4R, does not meet Threshold
Test 2 but meets Threshold Test 3) or Article 33 a)-of the Financial
Groups-Direetive regulation 17 of the financial groups directive
regulations (for a group that, in terms of the tests in GENPRU 3

Annex 4R, meets Threshold Test 2 but not Threshold Test 3);

(2) apply the scheme in the Firancial- GroupsDirective financial groups

directive regulations to £EA UK regulated entities in specified kinds
of group structures that do not come within the definition of
financial conglomerate; and

(3) exclude a particular entity in the scope of capital adequacy
requirements that apply with respect to a financial conglomerate.

Capital adequacy requirements: introduction

3.1.16 G
3.1.17 G
3.1.18 G
3.1.19 G
3.1.20 G

GENPRU 3.1.29R to GENPRU 3.1.31R and GENPRU 3 Annex 1R
implement apply the detailed capital adequacy requirements of that
correspond with the Financial Groups Directive. They only deal with a
financial conglomerate for which the FCA is the coordinator. If another
competent authority is coordinator of a financial conglomerate, those rules
do not apply with respect to that financial conglomerate and instead that
coordinator will be responsible for implementing those detailed
requirements.

Annex I of the Financial Groups Directive tays laid down three methods for
calculating capital adequacy at the level of a financial conglomerate. Those
three methods are were implemented as follows:

(@Y) Method 3 consists of a combination of Methods 1 and 2 frem-Annex
Fofthe Financial GroupsDireetive and would be implemented by

means of a requirement.

[deleted]

Paragraph 5.7 of GENPRU 3 Annex IR (Capital adequacy calculations for
financial conglomerates) deals with a case in which there are no capital ties
between entities in a financial conglomerate. In particular, the FCA, after
consultation with the other relevant competent authorities authority and in
accordance with Annextofthe Finanecial-GroupsDirective this chapter, will
determine which proportional share of a solvency deficit in such an entity
will have to be taken into account, bearing in mind the liability to which the
existing relationship gives rise.

(D) [deleted]
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3.1.24

3.1.25

3.1.26
3.1.27

3.1.28

3.1.29

3.1.29
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2) [deleted]

The Anrext method to be applied may be decided by the coordinator after
consultation with the other relevant competent aunthorities authority and the
financial conglomerate itself. Where the FCA acts as coordinator, the
financial conglomerate itself may choose which of Method 1 or Method 2
from-Annex] it will apply, unless the firm is subject to a requirement
obliging the firm to apply a particular method.

[deleted]
[deleted]

[deleted]

Capital adequacy requirements: high level requirement

R

(1) A firm that is a member of a financial conglomerate must at all times
have capital resources of such an amount and type that results in the
capital resources of the financial conglomerate taken as a whole
being adequate.

(2) This rule does not apply with respect to any financial conglomerate
until notification has been made that it has been identified as a

financial conglomerate as contemplated by Artiele-4(2)-of the
Finaneial Groups-Directive regulation 2 of the Financial Groups

Directive Regulations.

[deleted]
[deleted]
(D) [deleted]

2) [deleted]

Capital adequacy requirements: application of Method 1 or 2 fremAnnextofthe
5 ol G Direct

R

If, with respect to a firm and a financial conglomerate of which it is a
member, this rule applies under GENPRU 3.1.29AR to the firm with respect
to that financial conglomerate as described in GENPRU 3.1.30R, the firm
must at all times have capital resources of an amount and type that ensures
that the conglomerate capital resources of that financial conglomerate at all
times equal or exceed its conglomerate capital resources requirement.

GENPRU 3.1.29R applies to a firm with respect to the financial
conglomerate of which it is a member if notification has been made in
accordance with regulation 2 of the Financial Groups Directive Regulations
that the financial conglomerate is a financial conglomerate and that the FCA
is coordinator of that financial conglomerate.

Page 11 of 168



FCA 2019/22

Capital adequacy requirements: use of requirement to apply Annextofthe Finanetal
GroupsPireetive Method 1 or 2 for calculating capital adequacy

3.1.30 R

3.1.31

3132 G
313 G
3

R

If GENPRU 3.1.29R (application of Method 1 or 2 frem-Annext-of-the
Hinanetal GroupsDireetive) applies to a firm with respect to the financial
conglomerate of which it is a member, then with respect to the firm and the
financial conglomerate:

(1) the definitions of conglomerate capital resources and conglomerate
capital resources requirement that apply for the purposes of that rule
are the ones from whichever of Part 1 or Part 2 of GENPRU 3 Annex
IR the firm has indicated to the FCA it will apply, unless the firm is
subject to a requirement obliging the firm to apply a specific part of
GENPRU 3 Annex 1R, in which case GENPRU 3.1.31R will apply;
and

2) the firm must indicate to the F'CA in advance which Part of
GENPRU 3 Annex 1R the firm intends to apply.

If GENPRU 3.1.29R (application of Method 1 or 2 fremAnnextofthe
Finaneial Groups-Direetive) applies to a firm with respect to a financial
conglomerate of which it is a member, and the firm is subject to a
requirement obliging the firm to apply a specific part of GENPRU 3 Annex
1R, the definitions of conglomerate capital resources and conglomerate
capital resources requirement that apply for the purposes of that rule are the
ones from whichever of Part 1 or Part 2 of GENPRU 3 Annex 1R is specified
in the requirement.

Risk concentration and intra-group transactions: introduction

GENPRU 3.1.35R implements requirements that correspond to Article 7(4)
and Article 8(4) of the Financial Groups Directiveswhich-provide that where
a financial conglomerate is headed by a mixed financial holding company,
the sectoral rules regarding risk concentration and intra-group transactions
of the most important financial sector in the financial conglomerate, if any,
shall apply to that sector as a whole, including the mixed financial holding

company.

S%&tes The FCA may, on a case bV case bas1s require the apphcatlon apply at
the level of the financial conglomerate of the provisions of the sectoral rules
on rzsk concentratlons and intra- group transactlons G—EA%—I—GIG%S—H@%

[Note: Article 7(3), Article 8(3) and Annex II of the Financial Groups

Directive]

Risk concentration and intra-group transactions: application

Page 12 of 168



FCA 2019/22

3.1.34 R GENPRU 3.1.35R applies to a firm with respect to a financial conglomerate
of which it is a member if the financial conglomerate is headed by a mixed
financial holding company.:

Risk concentration and intra group transactions: the main rule

3.1.35 R A firm must ensure that the sectoral rules regarding risk concentration and
intra-group transactions of the most important financial sector in the
financial conglomerate referred to in GENPRU 3.1.34R are complied with
with respect to that financial sector as a whole, including the mixed financial
holding company. The sectoral rules for these purposes are those identified in
the table in GENPRU 3.1.36R.

3.1.37 R [deleted]

3138 R (D
2)
3)
(4)

[deleted]
[deleted]
[deleted]

[deleted]

The financial sectors: asset management companies and alternative investment fund

managers

3.1.39 R (1)

2)

1 /\

fand-managers)this This rule deals with the inclusion of an asset
management company or an alternative investment fund manager that
is a member of a financial conglomerate in the scope of regulation of
financial conglomerates.

[Note: Articles 30 and 30a of the Financial Groups Directive]

An asset management company or an alternative investment fund
manager is in the overall financial sector and is a regulated entity for
the purpose of:

(a) GENPRU 3.1.29R to GENPRU 3.1.36R;

(b) GENPRU 3 Annex 1R (Capital adequacy calculations for
financial conglomerates) and GENPRU 3 Annex 2R
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(Prudential rules for third country groups); and

(©) any other provision of the Handbook relating to the
supervision of financial conglomerates.

In the case of a financial conglomerate for which the FCA is the
coordinator, all asset management companies and all alternative
investment fund managers must be allocated to one financial sector to
which they belong for the purposes in (2), being either the investment
services sector or the insurance sector. But if that choice has not been
made in accordance with (4) and notified to the FCA in accordance
with (4)(d), an asset management company or an alternative
investment fund manager must be allocated to the smallest financial
sector.

The choice in (3):

(a) must be made by the undertaking in the financial
conglomerate holdingthepositionreferred-to-m-Article 42

a oL AT o {ocronp—membe a h
G O1roUpsS1- % Syavicyy, D O—W
h

(@) the parent undertaking at the head of the group or,

(i) in the absence of a parent undertaking, the regulated
entity with the largest balance sheet total in the most
important financial sector;

(b) applies to all asset management companies and all
alternative investment fund managers that are members of
the financial conglomerate from time to time;

(©) cannot be changed; and

(d) must be notified to the FCA as soon as reasonably practicable
after the notification in (4)(a).

[Note: Article 4(2) of the Financial Groups Directive]

This rule applies even if:

(a) a UCITS management company is an IFPRU investment firm;
or
(b) an asset management company or alternative investment fund

manager is an investment firm.

Third-country groups

Application
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R GENPRU 3.2 applies to every firm that is a member of a third-country group.
But it does not apply to:
@)) an-incoming EEAfirm—or [deleted]
2) antreomingTreatyfirmor [deleted]
3) aUCITSqualifiersor [deleted]
@ an ICVC; or
5 a bank; or
(6) a designated investment firm; or
@) an insurer.
Purpose
G  GENPRU 3.2 implements requirements that correspond in part to article 18 of
the Financial Groups Directive, article 127 of the CRD and (in relation to
BIPRU firms) article 143 of the BCD.
Equivalence
G  The first question that must be asked about a third-country finareiat group is

whether the EEA UK regulated entities in that third-country group are subject
to supervision by a third-country competent authority, which is equivalent to
that provided for by-the-Finaneiel-Groups-Direetive in GENPRU 3 (in the case
of a financial conglomerate) or the EEA UK prudential sectoral legislation for
the banking sector or the investment services sector (in the case of a banking

and investment group) Amée—k%él%—ef—the—llmaﬁﬂa{—@ceﬂps—@ﬁeem*e—se%s

Other methods: General

G

If the supervision of a third-country group by a third-country competent
authority does not meet the equivalence test referred to in GENPRU 3.2.3G,
the methods set out in the UK provisions which implemented the CRD and £
€RR UK CRR will apply or eompetent-anthorities the FCA may apply other
methods that ensure appropriate supervision of the £EA UK regulated entities
in that third-country group in accordance with the aims of supplementary
supervision under-the Finaneiat-GroupsDireetive in GENPRU 3 or
consolidated supervision under the applicable £EEA UK prudential sectoral
legislation.
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Supervision by analogy: introduction

G  If the supervision of a third-country group by a third-country competent
authority does not meet the equivalence test referred to in GENPRU 3.2.3G, a
eompetent-anthority the FCA may, rather than take the measures described in
GENPRU 3.2.4G, apply, by analogy, the provisions concerning supplementary
supervision underthe Finaneial-GroupsDirective in GENPRU 3 or, as
applicable, consolidated supervision under the applicable ££A UK prudential
sectoral legislation, to the EEA UK regulated entities in the banking sector,
investment services sector and (in the case of a financial conglomerate )
insurance sector.

G  The FCA believes that it will only be right to adopt the option in GENPRU
3.2.5G in response to very unusual group structures.

G  GENPRU 3.2.8R and GENPRU 3.2.9R and GENPRU 3 Annex 2R set out
rules to deal with the situation covered in GENPRU 3.2.5G. Those rules do
not apply automatically. Instead, they can only be applied with respect to a
particular third-country group through the Part 4A permission of a firm in that
third-country group.

Supervision by analogy: rules for third-country conglomerates

R If the Part 4A permission of a firm contains a requirement obliging it to
comply with this rule with respect to a third-country financial conglomerate of
which it is a member, it must comply, with respect to that third-country
financial conglomerate, with the rules in Part 1 of GENPRU 3 Annex 2R, as
adjusted by Part 3 of that annex.

Supervision by analogy: rules for third-country banking and investment groups

R If the Part 4A permission of a firm contains a requirement obliging it to
comply with this rule with respect to a third-country banking and investment
group of which it is a member, it must comply, with respect to that third-
country banking and investment group, with the rules in Part 2 of GENPRU 3
Annex 2R, as adjusted by Part 3 of that annex.

Capital adequacy calculations for financial conglomerates (GENPRU31:26R
and GENPRU 3.1.29R)

1 Table: PART 1: Method 1 ef-Annextofthe Financial- GroupsDirective

(Accounting Consolidation Method)

Capital 1.1 The conglomerate capital resources of a financial

resources conglomerate calculated in accordance with this Part are the
capital of that financial conglomerate, calculated on an
accounting consolidation basis, that qualifies under paragraph
1.2.

1.2 The elements of capital that qualify for the purposes of
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paragraph 1.1 are those that qualify in accordance with the
applicable sectoral rules, in accordance with the following:

@)) the conglomerate capital resources requirement is
divided up in accordance with the contribution of each
financial sector to it; and

(2) | the portion of the conglomerate capital resources
requirement attributable to a particular financial sector
must be met by capital resources that are eligible in
accordance with the applicable sectoral rules for that
financial sector.

Capital 1.3 The conglomerate capital resources requirement of a financial
resources conglomerate calculated in accordance with this Part is equal
requirem to the sum of the capital adequacy and solvency requirements
ent for each financial sector calculated in accordance with the
applicable sectoral rules for that financial sector.
Consolid | 1.4 The information required for the purpose of establishing
ation whether or not a firm is complying with GENPRU 3.1.29R
(insofar as the definitions in this Part are applied for the
purpose of that rule) must be based on the consolidated
accounts of the financial conglomerate, together with such
other sources of information as appropriate.
1.5 The applicable sectoral rules that are applied under this Part

are the applicable sectoral consolidation rules. Other
applicable sectoral rules must be applied if required.

2 Table: PART 2: Method 2 ef-Annext-of-the Finanetal GroupsDirective
(Deduction and aggregation Method)

Capital
resources

2.1

The conglomerate capital resources of a financial
conglomerate calculated in accordance with this Part are equal
to the sum of the following amounts (so far as they qualify
under paragraph 2.3) for each member of the overall financial
sector:

(1) (for the person at the head of the financial conglomerate)
its solo capital resources;

(2) (for any other member):
(a) its solo capital resources; less

(b) the book value of the financial conglomerate’s investment
in that member, to the extent not already deducted in the
calculation of the solo capital resources for:

(1) the person at the head of the financial conglomerate; or

(i1) any other member.
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The deduction in paragraph 2.1(2) must be carried out
separately for each type of capital represented by the financial
conglomerate’s investment in the member concerned.

2.3

The elements of capital that qualify for the purposes of
paragraph 2.1 are those that qualify in accordance with the
applicable sectoral rules. In particular, the portion of the
conglomerate capital resources requirement attributable to a
particular member of a financial sector must be met by capital
resources that would be eligible under the sectoral rules that
apply to the calculation of its solo capital resources.

Capital 2.4
resources
requiremen
t

The conglomerate capital resources requirement of a financial
conglomerate calculated in accordance with this Part is equal
to the sum of the solo capital resources requirement for each
member of the financial conglomerate that is in the overall
financial sector.

Partial 2.5
inclusion

The capital resources and capital resources requirements of a
member of the financial conglomerate in the overall financial
sector must be included proportionally. If however the member
is a subsidiary undertaking and it has a solvency deficit, they
must be included in full.

Accounts 2.6

The information required for the purpose of establishing
whether or not a firm is complying with GENPRU 3.1.29R
(insofar as the definitions in this Part are applied for the
purpose of that rule) must be based on the individual accounts
of members of the financial conglomerate, together with such
other sources of information as appropriate.

[deleted]
[deleted]
[deleted]

6 Table

Types of financial
conglomerate

4.3 | (1) This paragraph sets out how to determine the
category of financial conglomerate.

(2) If there is andEA a UK regulated entity at the head
of the financial conglomerate, then:

(a) if that entity is in the banking sector or the
investment services sector, the financial conglomerate
is a banking and investment services conglomerate; or

(b) if that entity is in the insurance sector, the financial
conglomerate is an insurance conglomerate.

(3) If (2) does not apply and the most important
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financial sector is the banking and investment services
sector, it is a banking and investment services
conglomerate.

(4) If (2) and (3) does not apply, it is an insurance
conglomerate.

7 Table

A mixed financial
holding company

4.4

A mixed financial holding company must be treated in
the same way as:

(1) a financial holding company (if Part One, Title II,
Chapter 2 of the E-ERR UK CRR and the PRA
Rulebook: Groups Part) are applied; or

(2) an insurance holding company (if the rules in PRA
Rulebook: Solvency II Firms: Group Supervision are
applied).

8 Table: PART 5: Principles applicable to all methods

Transfer-ability of
capital

5.1

Capital may not be included in

(1) afirm’s conglomerate capital resources under
GENPRU 3.1.29R

if the effectiveness of the transferability and availability

of the capital across the different members of the

financial conglomerate is insufficient, given the

objectives fasreferredtothethird-tnmberedsab-
..

fp.g.fl;f gg.f .55;1.] ncioles)) of

the capital adequacy rules for financial conglomerates.

[Note: third unnumbered sub-paragraph of paragraph
2(i1) of Annex I of the Financial Groups Directive
(Technical principles)]

Double counting

5.2

Capital must not be included in a firm’s conglomerate
capital resources under GENPRU 3.1.29R

if:
(1) it would involve double counting or multiple use of

the same capital; or

(2) it results from any inappropriate intra-group
creation of capital.

Cross sectoral
capital

5.3

i
tn-aceordance with the second sub-paragraph-of
paragtaph (i) of SectionTof AnnexTof the Financial
Groups Directive{Other Ee.eh*l**.ealeHﬁE]*p;:s and

(1) the The solvency requirements for each different
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financial sector represented in a financial conglomerate
required by GENPRU 3.1.29R must be covered by own
funds elements in accordance with the corresponding
applicable sectoral rules.;-and

(2) # If there is a deficit of own funds at the financial
conglomerate level, only cross sectoral capital (as
referred to in that sub-paragraph) shall qualify for
verification of compliance with the additional solvency
requirement required by GENPRU 3.1.29R.

[Note: second sub-paragraph of paragraph 2(ii) of
Section I of Annex I of the Financial Groups Directive]

Application of
sectoral rules:
General

54

The following adjustments apply to the applicable
sectoral rules as they are applied by the rules in this
annex.

(1) [deleted]

(2) If any of those rules would otherwise not apply to a
situation in which they are applied by GENPRU 3
Annex 1R, those rules nevertheless still apply (and in
particular, any of those rules that would otherwise have
the effect of disapplying consolidated supervision do

not apply).

(3) (If it would not otherwise have been included) an
ancillary insurance services undertaking is included in
the insurance sector.

(4) The scope of those rules is amended so as to remove
restrictions relating to where members of the financial
conglomerate are incorporated or have their head
office, so that the scope covers every member of the
financial conglomerate that would have been included
in the scope of those rules if those members had their
head offices in anEEA-State the UK.

(5) (For the purposes of Parts 1 and 2) those rules must
be adjusted, if necessary, when calculating the capital
resources, capital resources requirements or solvency
requirements for a particular financial sector to exclude
those for a member of another financial sector.

(6) Any waiver, approval or permission granted to a
member of the financial conglomerate under those
rules does not apply for the purposes of this annex.

Application of
sectoral rules:
Insurance sector

55

[deleted]

Application of
sectoral rules:

5.6

In relation to a BIPRU firm that is a member of a
financial conglomerate where there are no credit
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Banking sector and
investment
services sector

institutions or investment firms, the following
adjustments apply to the applicable sectoral rules for
the banking sector and the investment services sector as
they are applied by the rules in this annex.

(1) References in those rules to nontEA-swb-groups

non-UK sub-groups —if applicable — do not apply.
[deleted]

(3) Any investment firm consolidation waivers granted
to members of the financial conglomerate do not apply.

(4) (For the purposes of Parts 1 and 2), without
prejudice to the application of requirements in BIPRU 8
preventing the use of an advanced prudential
calculation approach on a consolidated basis, any
advanced prudential calculation approach permission
that applies for the purpose of BIPRU 8 does not apply.

(5) (For the purposes of Parts 1 and 2), BIPRU 8.5.9R
and BIPRU 8.5.10R do not apply.

(6) (For the purposes of Part 3), where the financial
conglomerate does not include a credit institution, the
method in GENPRU 2 Annex 4 must be used for
calculating the capital resources and BIPRU 8.6.8R
does not apply.

(Other than as above) the UK CRR and the provisions
which implemented the CRD and-EL-ERR apply for the
banking sector and the investment services sector.

No capital ties

5.7

(1) This rule deals with a financial conglomerate in
which some of the members are not linked by capital
ties at the time of the notification referred to in
GENPRU 3.1.29AR (Capital adequacy requirements:
Application of Method 1 or 2 fromAnnextofthe

HinaperahGroupsPirective).
[deleted]

[deleted]

4) If:

[deleted]

(b) GENPRU 3.1.29R (Capital adequacy requirements:
Application of Method 1 or 2 frem-Annextof-the

Hinanetal GroupsDireetive) applies with respect to a
financial conglomerate falling into (1);
then:

(c) the treatment of the links in (1) (including the
treatment of any solvency deficit) is as provided for in
whichever of Part 1 or Part 2 of GENPRU 3 Annex 1R
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the firm has, under GENPRU 3.1.30R, indicated to the
FCA it will apply or, if applicable, in the requirement
referred to in GENPRU 3.1.31R; and

(d) GENPRU 3.1.29R applies even if the applicable
sectoral rules do not deal with how undertakings not
linked by capital ties are to be dealt with for the
purposes of consolidated supervision.

[deleted]

9 Table: PART 6: Definitions used in this Annex

Defining the
financial sectors

6.1

For the purposes of Parts 1 and 2 of this annex:

(1) an asset management company is allocated in
accordance with GENPRU 3.1.39R; an alternative
investment fund manager is allocated in accordance
with GENPRU 3.1.39R; and

(3) a mixed financial holding company must be treated
as being a member of the most important financial
sector.

Solo capital
resources
requirement:
Banking sector and
investment service
sector

6.2

(1) The solo capital resources requirement of an
undertaking in the banking sector or the investment
services sector must be calculated in accordance with
this rule, subject to paragraphs paragraph 6-5-and 6.6.

(2) The solo capital resources requirement of a
building society is its own funds requirements.

(3) The solo capital resources requirement of an
electronic money institution is the capital resources
requirement that applies to it under the Electronic
Money Regulations.

(4) If there is a credit institution in the financial
conglomerate, the solo capital resources requirement
for any undertaking in the banking sector or the
investment services sector 1s, subject to (2) and (3),
calculated in accordance with the E-ERR UK CRR for
calculating the own funds requirements of a bank.

S) If:

(a) the financial conglomerate does not include a credit
institution,

(b) there is at least one investment firm in the financial
conglomerate; and(c) all the investment firms in the

financial conglomerate are limited licence firms or
limited activity firms;,

the solo capital resources requirement for any
undertaking in the banking sector or the investment
services sector is calculated in accordance with the £&
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€RR UK CRR for calculating the own funds
requirements of:

(1) (if there is a limited activity firm in the financial
conglomerate), an IFPRU limited activity firm; or

(i1) (in any other case), an IFPRU limited licence firm.
(6) If:

(a) the financial conglomerate does not include a credit
institution; and

(b) (5) does not apply;

the solo capital resources requirement for any
undertaking in the banking sector or the investment
services sector is calculated in accordance with the £&
€RR UK CRR for calculating the own funds
requirements of a full-scope IFPRU investment firm.

(7) In relation to a BIPRU firm that is a member of a
financial conglomerate where there are no credit
institutions or investment firms, any capital resources
requirements calculated under a BIPRU TP may be
used for the purposes of the solo capital resources
requirement in this rule in the same way that the capital
resources requirements can be used under BIPRU 8.

Solo capital 6.3 | Any exemption that would otherwise apply under any
resources rules applied by paragraph 6.2 do not apply for the
requirement: purposes of this Annex.

application of rules

Solo capital 6.4 | (1) The solo capital resources requirement of an

resources
requirement:
Insurance sector

undertaking in the insurance sector must be calculated
in accordance with this rule. The solo capital resources
requirement of an undertaking in the insurance sector
is:

(a) in respect of a UK Solvency II firm, the SCR;

(b) inrespeetof-a-Selvency Hundertaking otherthana
UK Sol 11 el al SCR Leulated

i-accordane El 1;@* Ehe; sol .E“E? .Hl E.El’ ) Hﬂiﬂe.m“;tmg

horisation. | i cle 14 of d
Setveney-H-Direetive; [deleted]

(c) in respect of a third country insurance undertaking
or third country reinsurance undertaking to which the
PRA Rulebook: Solvency II Firms: Group Supervision,
10.4(2) applies, the equivalent of the SCR as calculated
in accordance with the applicable requirements in that
third country; and
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(d) in respect of any undertaking which is not within
(a) to (c), the capital resources requirement calculated
according to the rules for the calculation of the solo
capital resources requirement applicable to that
undertaking for the purposes of the calculation referred
to in the PRA Rulebook: Solvency II Firms: Group
Supervision and Chapter 1 of Title II of the delegated
acts, or if no rules are applicable for that calculation
under Group Supervision and Chapter 1 of Title II of
the delegated acts, in accordance with the SCR Rules.

For the purpose of this Part as it applies in relation to
GENPRU 3.1, the following expressions bear the same
meaning as defined in the PRA Rulebook: Glossary:

(1) “UK Solvency II firm”;

(1) “SelveneyHundertaking” [deleted]

(iii) “delegated acts”;

(iv) “third country insurance undertaking”;

(v) “third country reinsurance undertaking”’; and
(vi) “SCR Rules”.

Solo capital
resources
requirement: EEA
firms in the
banking sector or
investment
services sector

6.5

3 63 T 1 ) L
sectoralrites- [deleted]

Solo capital
resources
requirement: non-
EEA UK firms
subject to
equivalent regimes
in the banking
sector or

6.6

The solo capital resources requirement for a
recognised third country credit institution or a
recognised third country investment firm is the amount
of capital resources that it is obliged to hold under the
sectoral rules for its financial sector that apply to it in
the state or territory in which it has its head office
provided that:
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investment
services sector

(1) there is no reason for the firm applying the rules in
this annex to believe that the use of those sectoral rules
would produce a lower figure than would be produced
under paragraph 6.2; and

(2) paragraph 6.3 applies to the entity and those
sectoral rules.

Solo capital 6.7 | The solo capital resources requirement of a mixed
resources financial holding company is a notional capital
requirement: requirement. It is the capital adequacy requirement that
mixed financial applies to regulated entities in the most important
holding company financial sector under the table in paragraph 6.10.
Reference to 6.7A | A reference to “rules” in this annex includes any
“rules” direethappheable- Communtty reenlationtesistation
onshored regulations that is are relevant to the purpose
of which “rules” as used refers to.
10 Table
Solo capital 6.8 | References to capital requirements in the provisions of
resources GENPRU 3 Annex 1R defining solo capital resources
requirement: the requirement must be interpreted in accordance with
insurance sector paragraph 5.4.
Applicable sectoral | 6.9 | The applicable sectoral consolidation rules for a

consolidation rules

financial sector are the sectoral rules about capital
adequacy and solvency on a consolidated basis that are
applied in the table in paragraph 6.10.

11 Table: Paragraph 6.10: Application of sectoral consolidation rules

Financial sector

Sectoral rules

Banking sector

Part One, Title II, Chapter 2 of the EB-ERR UK CRR
and IFPRU 8.1.

Insurance sector

PRA Rulebook: Solvency II Firms: Group Supervision.

Investment services

sector

(in relation to an IFPRU investment firm which is a
member of a financial conglomerate for which the PRA
is the coordinator) Part One, Title II, Chapter 2 of the
EU-CRR UK CRR and the PRA Rulebook;

(in relation to a designated investment firm or an
IFPRU investment firm which is a member of a
financial conglomerate for which the FCA is the
coordinator) Part One, Title II, Chapter 2 of the £t
€RR UK CRR and IFPRU 8.1;

(in relation to a BIPRU firm that is a member of a
financial conglomerate where there are no credit
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institutions or investment firms for which the FCA is the
coordinator) BIPRU 8 and BIPRU TP.

12 Table:

Part 5

1 This Part 6 is subject to Part 5 of this Annex.

Prudential rules for third country groups (GENPRU 3.2.8R to GENPRU

3.2.9R)

1 Table: PART 1: Third-country financial conglomerates

1.1

This Part of this annex sets out the rules with which a firm must comply
under GENPRU 3.2.8R with respect to a financial conglomerate of
which it is a member.

1.2

A firm must comply, with respect to the financial conglomerate referred
to in paragraph 1.1, with GENPRU 3.1.29R as applied under paragraph
1.3.

1.3

For the purposes of paragraph 1.2:
[deleted]

the definitions of conglomerate capital resources and conglomerate
capital resources requirement that apply for the purposes of that rule are
the ones from whichever of Part 1or Part 2 of GENPRU 3 Annex 1R is
specified in the requirement referred to in GENPRU 3.2.8R; and

the rules so applied (including those in GENPRU 3 Annex 1R) are
adjusted in accordance with paragraph 3.1.

1.4

If the condition in Articles 7(4) and 8(4) of the Financial Groups
Directive is satisfied (the financial conglomerate is headed by a mixed
financial holding company) with respect to the financial conglomerate
referred to in paragraph 1.1, the firm must also comply with GENPRU
3.1.35R (as adjusted in accordance with paragraph 3.1) with respect to
that financial conglomerate.

L.5

A firm must comply with the following with respect to the financial
conglomerate referred to in paragraph 1.1:

SYSC 12 (as it applies to financial conglomerates and as adjusted under
paragraph 3.1); and

GENPRU 3.1.25R.

2 Table: PART 2: Third-country banking and investment groups
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2.1

This Part of this annex sets out the rules with which a firm must comply
under GENPRU 3.2.9R with respect to a third-country banking and
investment group of which it is a member.

2.2

A firm must comply with one of the sets of rules specified in paragraph
2.3 as adjusted under paragraph 3.1 with respect to the third-country
banking and investment group referred to in paragraph 2.1.

2.3

The rules referred to in paragraph 2.2 are:

the applicable sectoral consolidation rules in paragraph 6.10 of GENPRU
3 Annex 1R.

24

The set of rules from paragraph 2.3 that apply with respect to a particular
third-country banking and investment group (as referred to in paragraph
2.1) are those that would apply if they were adjusted in accordance with
paragraph 3.1.

2.5

The sectoral rules applied by Part 2 of this annex cover all prudential
rules applying on a consolidated basis including those relating to large
exposures.

2.6

A firm must comply with SYSC 12 (as it applies to banking and investment
groups and as adjusted under paragraph 3.1) with respect to the third-
country banking and investment group referred to in paragraph 2.1.

3 Table: PART 3: Adjustment of scope

3.1

The adjustments that must be carried out under this paragraph are that
the scope of the rules referred in Part 1 or Part 2 of this annex, as the
case may be, are amended:

so as to remove any provisions disapplying those rules for third-country
groups;

so as to remove all limitations relating to where a member of the third-
country group is incorporated or has its head office; and

so that the scope covers every member of the third-country group that
would have been included in the scope of those rules if those members
had their head offices in, and were incorporated in, anFEEA-State the
UK.

4 Table: PART 4: Definition used in this Annex

4.1

This Part sets out the definition which a firm must apply for the purposes
of this annex as it applies in relation to GENPRU 3.2.
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4.2

A reference to “rules” in this annex includes any directly-applicable
Communityregulation onshored regulations that s are relevant to the

purpose of which “rules” as used refers to.

In GENPRU 3 Annex 4R (see GENPRU 3.1.5R), the words “EEA regulated entity” are
replaced by the words “UK regulated entity”. This change is not shown.
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Annex B

Amendments to the Prudential sourcebook for Banks, Building Societies and
Investment Firms (BIPRU)

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

1 Application
1.1 Application
Purpose

1.1.4 G  BIPRU 1.1 implements in part the third paragraph of article 95(2) of the £t
€RR UK CRR that permits the FCA to apply certain requirements that
correspond to the Banking Consolidation Directive and the Capital
Adequacy Directive.

The definition of a BIPRU firm

1.1.7 R None of the following is a BIPRU firm:

(1) enineomingEEAfirm: [deleted]
(2)  anincomingFreaty firm; [deleted]
3) any-other an overseas firm,

4 anELML; [deleted]

%) an insurer; and

(6) an ICVC.

1.1.10 G

2) Except in exceptional circumstances, it is the appropriate
regulator’s policy that it will not give an overseas applicant a Part
4A permission unless the appropriate regulator is satisfied that the
applicant will be subject to prudential regulation by its home state
regulatory body that is broadly equivalent to that provided for in the
Handbook and the applicable ££A UK prudential sectoral
legislation. The appropriate regulator will take into account not only
the requirements to which the firm is subject but how they are
enforced. The appropriate regulator will also take into account the
laws, regulations and administrative provisions to which it is subject
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in its home state. The reasons for that policy include:

Meaning of dealing on own account

R

&)

2)

3)

Dealing on own account means (for the purpose of GENPRU and
BIPRU) the service of dealing in any financial instruments for own
account as referred to in peint3-ef-SectionA-of Annex o MiFEID
paragraphs 3 of Part 3 of Schedule 2 to the Regulated Activities
Order, subject to (2) and (3).

Hracecordaneewith-artiele S(2)-of the Capited-AdegraeryPirective
PDefinition-of dealingon-ownaceountya A CAD investment firm

that executes investors’ orders for financial instruments and holds
such financial instruments for its own account does not for that
reason deal on own account if all of the following conditions are
met:

) o o CAD e that EEA fm
¢ f : cles 18 and EjE Mini il .
ofthe-Capitat-AdegraeyPireetives | deleted|

(e) (in the case of any-ether a CAD investment firm) it would
comply with the rules in (2)(c) if it had been a BIPRU firm
on the basis of the following assumptions:

(1)  its head office had been in anEEA-State the UK; and

(i1) it had carried on all its business in the £EA UK and had
obtained whatever autherisations Part 4A permission

required for doing so as-are required-underMiFID; and

1 | ey cle 5(2) of the CapitalAd Directive.
the-helding Holding of non-trading book positions in financial
instruments in order to invest capital resources is not dealing on own
account for the purposes referred to in article 4(1)(2)(c) of the £t
€RR UK CRR (see BIPRU 1.1.7AG).

[Note: Article 5(2) of the Capital Adequacy Directive (Definition of dealing

on own account)]
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Definition of the trading book

Purpose

G  Pursuant to the third paragraph of article 95(2) of the E-ERR UK CRR, the
this section implements applies certain provisions ef that correspond to the
Capital Adequacy Directive and the Banking Consolidation Directive
relating to the trading book. The precise provisions being-mplemented are
listed as a note after each rule.

R CRD financial instruments include both primary CRD financial instrument
or cash instruments, and derivative CRD financial instruments the value of
which is derived from the price of an underlying CRD financial instrument,
a rate, an index or the price of another underlying item and include as a
minimum the instruments specified in Seetion-C-of Annextto-the MIFID
Part 1 of Schedule 2 to the Regulated Activities Order.

[Note: CAD Article 3(1) last paragraph]

Applications for advanced approaches and waivers

Purpose
G (1) A firm may apply for anArtiele 129 permission-or a waiver in

respect of:
2) A firm should apply for a waiver if it wants to:

(©) disapply consolidated supervision under BIPRU 8 for its UK
consolidation group or ron-EEA-sub—greup non-UK sub-

roup;, or

Article 129
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1.3.6

1.3.15

1.3.16

1.3.17

1.3.18

1.3.19
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app#e;%%g%la%ea%s—th&le&d—eempeﬁeﬁ%&ﬁheﬁty | deleted |

Forms and method of application

D  If afirm wishes to apply for a waiver er-an-Artiele 129-permission to use the
IRB approach, it must complete and submit the form in BIPRU 1 Annex

2DD.

D  If a firm wishes to apply for a waiver eranArticle 129 permission to use the

CCR internal model method, it must complete and submit the form in
BIPRU 1 Annex 3DD.

permission- [deleted]

G Inrespect of the application for waivers to apply the approaches set out in
BIPRU 1.3.2G(1), the appropriate regulator will aim to give decisions on
applications as soon as practicable. However, the appropriate regulator
expects that it will take a significant period to determine and give a decision
due to the complexity of the issues raised by the applications. Details of
timelines for applications for waivers to use advanced approaches and-under

the Article 129 procedure are set out on the appropriate regulator website.
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G  Before sending in an application for a waiver erArticte 129-permission, a
firm may find it helpful to discuss the application with its usual supervisory
contact at the appropriate regulator. However, the firm should still ensure
that all relevant information is included in the application.

Capital

Solo consolidation

Purpose

G

Pursuant to the third paragraph of article 95(2) of the E-ERR UK CRR, the
purpese-of-thissectionis-to-implement this section applies requirements that
correspond to Articles 70 and 118 of the Banking Consolidation Directive so
far as they apply under Articles 2 and 28 of the Capital Adequacy Directive
to CAD investment firms that are subject to the requirements imposed by the
UK legislation that implemented MiFID (or which would have been subject
to-that Pireetive those requirements if its head office were in anEEA-State
the UK), but excluding a bank, building society, a credit institution, a local
and an exempt CAD firm.

The basic rules for solo consolidation

2) If (1) applies, SYSC 12.1.13R applies to the group made up of the
firm and its subsidiary undertakings referred to in (1) in the same

way as it applies to a UK consolidation group or non-tEEA-sub—group
non-UK sub-group.

Solo consolidation and capital and concentration risk requirements

R

A firm must treat itself and each subsidiary undertaking referred to in
BIPRU 2.1.7R as a single undertaking and must apply, on that basis, BIPRU
8 (Group risk - consolidation) to the group made up of the firm and such
subsidiary undertakings in the same way as BIPRU 8 applies to a UK

consolidation group or non-EEA-sub—grenp non-UK sub-group.
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Minimum standards

R Where the firm is a parent institution in a-Menber-State the UK, it must
have measures in place that ensure the satisfactory allocation of risks within

the group consisting of the firm and each subsidiary undertaking to which
BIPRU 2.1 is applied.

Internal capital adequacy standards

The drafting of individual capital guidance and capital planning buffer

G (@

2) If BIPRU 8.2.1R (General consolidation rule for a UK consolidation
group) applies to the firm the guidance relates to its UK
consolidation group. If BIPRU 8.3.1R (General consolidation rule
for a rontEEA-sub-group non-UK sub-group) applies to the firm the
guidance relates to its ron-EEA-sub—group non-UK sub-group. If
both apply to the firm the guidance relates to its UK consolidation

group and to its renEEA-sub-growp non-UK sub-group.

Business risk: Stress tests for firms using the IRB approach

R

(1) references to capital resources are to the consolidated capital
resources of the firm’s UK consolidation group or, as the case may

be, its ron-EEA-su#b—group non-UK sub-group; and

2) references to the capital requirements in GENPRU 2.1 (Calculation
of capital resources requirements) are to the consolidated capital
requirements with respect to the firm’s UK consolidation group or,

as the case may be, its #orEEA-sub-group non-UK sub-group under
BIPRU 8 (Group risk - consolidation).
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23 Interest rate risk in the non-trading book

Purpose

2.3.5 G  BIPRU 2.3 smplements applies requirements that correspond to Article
124(5) of the Banking Consolidation Directive.

3 Standardised credit risk
3.1 Application and purpose
Purpose

3.1.2 G  Pursuant to the third paragraph of article 95(2) of the EE-ERR UK CRR,
BIPRU 3 implements applies requirements that correspond to:

(D) Articles 78 to 80, paragraph (1) of Article 81, Article 83, Annex II
and Parts 1 and 3 of Annex VI of the Banking Consolidation
Directive;

2) Article 18 of the Capital Adequacy Directive so far as it applies
Articles 78 to 80, paragraph (1) of Article 81, Article 83 and Parts 1
and 3 of Annex VI of the Banking Consolidation Directive to
investment firms; and

3) Article 40 of the Capital Adequacy Directive for the purposes of the
calculation of credit risk under the Banking Consolidation Directive.

3.2 The central principles of the standardised approach to credit risk
Zero risk-weighting for intra-group exposures: core UK group

3329A G (D)

2) For the purpose of BIPRU 3.2.25R(1)(d) (Incorporation in the UK),
if a counterparty is of a type that falls within the scope of the Counett
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established in the United Kingdom other than by incorporation, a
firm wishing to include that counterparty in its core UK group may
apply to the appropriate regulator for a waiver of this condition if it
can demonstrate fully to the appropriate regulator that the
counterparty’s centre of main interests is situated in the United
Kingdom within the meaning of that Regulation.

The use of the credit assessments of ratings agencies

Recognition of ratings agencies

G  Regulation 22 of the Capital Requirements Regulations 2006 deals with
recognition by the appropriate regulator of eligible ECAls for exposure risk
weight purposes. Regulation 25 deals with revoking recognition.

Mapping of credit assessments

G  The table mapping the credit assessments of eligible ECAIs to credit quality
steps is published on the appropriate regulator’s website and amended from

[Note: For the most recent version of the table, refer to:
http://www.fca.org.uk/your-fca/documents/fsa-ecais-standardised for the
FCA and
http://www.bankofengland.co.uk/publications/Documents/other/pra/policy/2
013/ecaisstandardised.pdf for the PRA]

Risk weights under the standardised approach to credit risk
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Exposures in the national currency of the borrower

R

Exposures to EEA-States—eentral-soveraments the central government of the
UK and eentral-banks the Bank of England denominated and funded in the

domestic-currency-of that central covernmentand-central-bank sterling must

be assigned a risk weight of 0%.

[Note: BCD Annex VI Part 1 point 4]

When the competent authorities of a third country which apply supervisory
and regulatory arrangements at least equivalent to those applied in the £EA
UK assign a risk weight which is lower than that indicated in BIPRU 3.4.1R
to BIPRU 3.4.3R to exposures to their central government and central bank
denominated and funded in the domestic currency, a firm may risk weight
such exposures in the same manner.

[Note: BCD Annex VI Part 1 point 5]

Exposures to regional governments or local authorities: General

R Without prejudice to BIPRU 3.4.1R to BIPRU 3.4.19R:

@)) a firm must risk weight exposures to regional governments and local
authorities in accordance with BIPRU 3.4.11R to BIPRU 3.4.14R
and-BIPRU-3-419AR; and

Table: Central government risk weight based method

Exposures to churches or religious communities constituted in the form of a
legal person under public law must, in so far as they raise taxes in
accordance with legislation conferring on them the right to do so, be treated
as exposures to regional governments and local authorities, except that
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BIPRU 3.4.15R and-BfPRU3-417R-de does not apply.
[Note: BCD Annex VI Part 1 point 10]

When competent authorities of a third country jurisdiction which apply
supervisory and regulatory arrangements at least equivalent to those applied
in the £EA UK treat exposures to regional governments and local authorities
as exposures to their central government, a firm may risk weight exposures
to such regional governments and local authorities in the same manner.

[Note: BCD Annex VI Part 1 point 11]

HNete: BED-AnnexV Part 2(bH

Public sector entities

LEA S Lk ol ol | |
; ities - [deleted]

When competent authorities of a third country jurisdiction, which apply
supervisory and regulatory arrangements at least equivalent to those applied
in the £EA UK, treat exposures to public sector entities as exposures to
institutions, a firm may risk weight exposures to the relevant public sector
entities in the same manner.

[Note: BCD Annex VI Part 1 point 17]

Exposures to multilateral development banks: Treatment

3.4.19 R
34.19A R
3.4.25 R
3.4.26 R
3.4.29 R

subseribed-to-the Europeaninvestment Fand- |eleed|

A 7 ot ol
£ O
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Exposures to international organisations

R

BIPRU 3.4.32R to BIPRU 3-4-48R 3.4.47R set out the treatment to be
accorded to exposures to institutions.

Exposures to institutions: Treatment

R

Without prejudice to BIPRU 3.4.33R to BIPRU 3.4.47R, exposures to

financial institutions authorised and supervised by the eompetent-authorities
responsiblefor-the-authorisationand-superviston-oteredit-institutions PRA

and FCA and subject to prudential requirements equivalent to those applied
to credit institutions must be risk weighted as exposures to institutions.

[Note: BCD Annex VI Part 1 point 24]

Exposures to institutions: Short-term exposures in the national currency of the
borrower

R

R

ey

weight-permitted-by-that CRD-implementation-measure: [deleted]

2) When the competent authority of a third country which applies
supervisory and regulatory arrangements at least equivalent to those
applied in the £EA UK assigns to an exposure to an institution
formed under the law of that third country of a residual maturity of 3
months or less denominated and funded in the national currency a
risk weight that is one category less favourable than the preferential
risk weight, as described in BIPRU 3.4.6R (Exposures in the national
currency of the borrower), assigned to exposures to the central
government of that third country, a firm may risk weight such
exposures in the same manner.

[Note: BCD Annex VI Part 1 point 37]
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the-institution- [deleted]

Exposures secured by real estate property

R

BIPRU 3.4.55R to BIPRU3-4.94R BIPRU 3.4.89R set out the treatment to
be accorded to exposures secured by real estate property.

Exposures secured by mortgages on residential property

R

R

G

(6) The value of the property exceeds the exposures by a substantial
margin as set out in BIPRU 3.4.81R-BIPREY3-483R, BIPRU
3.4.84R or BIPRU 3.4.85R (as applicable).

[Note: BCD Annex VI Part 1 point 48]

10 Dot Nnermi 2

disapply FCA may disapply the condition in BIPRU 3.4.60R(3), if it has
evidence that a well-developed and long-established residential real estate
market is present in #s-territory the UK with loss rates which are sufficiently
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low to justify such-treatment disapplying the condition in BIPRU

3.4.60R(3). BIPRU 3.4.61R implements that option. However, if the
evidence changes so that these conditions are no longer satisfied, the
appropriate regulator may be-obliged-te revoke BIPRU 3.4.61R.

The property must be valued by an independent valuer at or less than the
market value. Inthose EEA-States-thathavetaid-down In the UK where
rigorous criteria for the assessment of the mortgage lending value exist in
statutory or regulatory provisions the property may instead be valued by an
independent valuer at or less than the mortgage lending value.

[Note: BCD Annex VIII Part 3 point 62]

Consolidation-Directive: [deleted]

nnlementine nte 4
g a

If a firm has more than one exposure secured on the same property they
should be aggregated and treated as if they were a single exposure secured
on the property for the purposes of BIPRU 3.4.56R and BIPRU 3.4.58R and
BIPRU 3.4.81RBIPRE3-483R and BIPRU 3.4.84R.

Exposures secured by mortgages on commercial real estate
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3.491 R
3.4.92 R
3.4.93 R
3.4.94 R

Past due items
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Exposures indicated in BIPRU 3.4.56R to BIPRU3-4-63R BIPRU 3.4.61R
(Exposures secured by mortgages on residential property) must be assigned
a risk weight of 100% net of value adjustments if they are past due for more
than 90 days. If value adjustments are no less than 20% of the exposure
gross of value adjustments, the risk weight to be assigned to the remainder
of the exposure is 50%.

[Note: BCD Annex VI Part 1 point 64]

Exposures indicated in BIPRU 3.4.89R te-BIPRU3-4-.94R (Exposures
secured by mortgages on commercial real estate) must be assigned a risk
weight of 100% if they are past due for more than 90 days.

[Note: BCD Annex VI Part 1 point 65]

Items belonging to regulatory high-risk categories

G

@%ehdaﬁeﬂ—Dﬁeeﬂw—the The exposures listed in BIPRU 3 Annex 3R are
in the view of the appropriate regulator associated with particularly high
risk.

[Note: BCD Annex VI Part 1 point 66]

Exposures in the form of covered bonds

R

(D) Covered bonds means covered bonds as defined in paragraph-(H-of

the definition in the glossaryGlossary Pefinition-based-onAtticle
22(4y-of the UCITS-Directive) and collateralised by any of the

following eligible assets:

(a) exposures to or guaranteed by the eentral-governments;
eentral-bank; UK central government, the Bank of England,

public sector entities, regional governments and local
authorities in the £EA UK,

(b) 1) exposures to or guaranteed by rea—EEA non-UK
central governments, ren—4#£A non-UK central banks,
multilateral development banks, international
organisations that qualify for the credit quality step 1;

(i) exposures to or guaranteed by rea—EEA non-UK
public sector entities, nor-EEA non-UK regional
governments and ren—EEA non-UK local authorities
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that are risk weighted as exposures to institutions or
central governments and central banks according to
BIPRU 3.4.23R, BIPRU 3.4.24R, BIPRU 3.4.10R or
BIPRU 3.4.16G to-BHPRU3-417R respectively and
that qualify for the credit quality step 1; and
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outstandingissueror [deleted]

(i1i1))  afirm may recognise loans secured by commercial
real estate as eligible where the loan to value ratio of
60% is exceeded up to a maximum level of 70% if the
value of the total assets pledged as collateral for the
covered bonds exceed the nominal amount
outstanding on the covered bond by at least 10%, and
the bondholders’ claim meets the legal certainty
requirements set out in BIPRU 3 and BIPRU 5; the
bondholders’ claim must take priority over all other
claims on the collateral; er

) loans secured by ships where only liens that are combined
with any prior liens within 60% of the value of the pledged
ship.

[deleted]

4A) : ’ - . s
Erench Eonds.C o Crd | al A
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stpportie-theoseseptor-waits: [deleted]

&) Until 31 December2010-the fisure-of 60%-mn(HH-canbereplaced
with-a-figure-of 70%- [deleted]

[Note: BCD Annex VI Part 1 point 68]

Notwithstanding BIPRU 3.4.107R to BIPRU 3.4.108R, covered bonds
meeting the-definttion-ef Article 22(4)-ot the UCITS Directive paragraph-(H

of the definition in the Glossary and issued before 31 December 2007 are
also eligible for the preferential treatment until their maturity.

[Note: BCD Annex VI Part 1 point 69]

Exposures in the form of collective investment undertakings (CIUs)

R

R

Where BIPRU 3.4.116R does not apply, a firm may determine the risk
weight for a CIU as set out in BIPRU 3.4.123R to BIPRU 3.4.125R, if the
following eligibility criteria are met:

(D one of the following conditions is satisfied:

(a) the CIU is managed by a company which is subject to
supervision in arEEA-State the UK or

(b) the following conditions are satisfied:

(1) the CIU is managed by a company which is subject to
supervision that is equivalent to that laid down in £t
UK law; and

(i1) cooperation between competent authorities and third
country competent authorities is sufficiently ensured;
and

[ deete |
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3.5 Simplified method of calculating risk weights

3.5.5 G  Table: Simplified method of calculating risk weights

This table belongs to BIPRU 3.5.4G.

Exposure class

Exposure sub-
class

Risk weights

Comments

Central government

Exposures to
United Kingdom
government or
Bank of England
in sterling

0%

Exposures to
central
governments or
central banks of
certain countries
outside the £EA
UK in currency
of that country

See next column

The risk
weight is
whatever it is
under local
law. See
BIPRU
3.4.6R for
precise
details.
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Expositres 1o 0%
Ewropean
Central-Bank
Other exposures | 100%

Regional/local Exposures to the | 0%

governments Scottish
Parliament,
National
Assembly for
Wales and
Northern Ireland
Assembly in
sterling
Exposures tothe 0% See Note 2.
Seottish
Parkament;
Nattonal
Assemblytor
Wales-and
Notthern-treland
Assembly-inthe
eurreney-of
anotherEEA
Sterte
fxpostresto 0% SeeBIPRY
egtttvalent detatsof
rectoratHoeat type-of
SOvernmentsin localiregional
etrrefey-of-that Lovertent
state ecovered:
Exposuresto 0% See BIPRU
equivalent detatlsof
regtonalocal type-of
governmentsin loealfregional
the-eurreney-of sovernment
anotherEEA covered-
Sterte See N 2

and-3-

Exposures to 0% See BIPRU
local or regional 3.4.19R for
governments of details of
certain countries type of
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outside the £E£A
UK in currency
of that country

local/regional
government
covered.

See Note +.

Exposures to
United Kingdom
o EEA-Stertes”
local/regional
government in
eurreney-of that
state sterling if
the exposure has
original
effective
maturity of 3
months or less

20%

Exposures to
local or regional
governments of
countries
outside the £EA
UK in currency
of that country if
the exposure has
original
effective
maturity of 3
months or less

20%

See Note +.

Other exposures

100%

PSE

Exposures to a
PSE of the
United Kingdom

0%

BIPRU
3.4.24R
describes the
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orofanffA
State if that PSE
is guaranteed by
its central
government and
if the exposure
is beHretrreney
of that PSE's
state in sterling.

United
Kingdom
PSEs covered
and-BIPRU
3425R
desertbesthe
EEA-PSESs
covered:

Exposures to
PSE of a
country outside
the £EA UK if
that PSE is
guaranteed by
the country’s
central
government and
if the exposure
is in currency of
that country.

0%

See BIPRU
3.4.26R and
Note 1.

Exposures to a
PSE of the
United Kingdom
or-ofanEEA
State in evrreney
of that state
sterling if the
exposure has
original
effective
maturity of 3
months or less

20%
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Exposures to
PSE of a
country outside
the £EA UK in
currency of that
country if the
exposure has
original
effective
maturity of 3
months or less

20%

See Note +.

Other exposures

100%

Multilateral
development banks

Exposures to
multilateral
development
banks listed in
paragraph (1) of
the Glossary
definition

0%

Simplified
approach
does not
apply.
Normal rules

apply.

Other exposures

Various

Treated as an
institution

EU, the The
International
Monetary Fund and
the Bank for
International
Settlements

0%

Simplified
approach
does not
apply.
Normal rules

apply.

Institutions

Exposures to
United Kingdom
institution in
sterling with
original
effective
maturity of three
months or less

20%
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Exposures to
institution with a
head office in a
country outside
the £EA UK in
the currency of
that country
with original
effective
maturity of three
months or less

20%

See Note +.

Exposures to
United Kingdom
institution in
sterling with
original
effective
maturity of over
three months

50%
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Exposures to
institution with a
head office in a
country outside
the £EA UK in
the currency of
that country
with original
effective
maturity of over
three months

50%

See Note +.

Other exposures

100%
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Note +: The risk weight should not be lower than the risk weight that
applies for national currency exposures of the central government of the
third country in question under BIPRU 3.5. That means that this risk weight
only applies if the third country is one of those to which BIPRU 3.4.6R
(Preferential risk weight for exposures of the central government of
countries outside the £EA UK that apply equivalent prudential standards)
applies.

The IRB approach

The IRB approach: Application, purpose and overview

Purpose

G

Pursuant to the third paragraph of article 95(2) of the EL-ERR UK CRR,
BIPRU 4 implements applies requirements that correspond to the following
provisions of the Banking Consolidation Directive:

(D Articles 84 - 89; and
2) Annex VIL

Pursuant to the third paragraph of article 95(2) of the EE-ERR UK CRR,
BIPRU 4 also smplements applies requirements that correspond to Annex
VIII of the Banking Consolidation Directive so far as it applies to the IRB
approach. In particular, it #taplements applies requirements corresponding to
(in part):

(D from Part 1 of that Annex, points 12-16, 19-22, 26(g)(ii) and 27,
2) from Part 2 of that Annex, points 8-11; and

3) from Part 3 of that Annex, points 1, 11, 20, 23-24, 58(h), 61, 64-79
and 90-93.

Similarly, BIPRU 4 also implements applies requirements that correspond to
article 40 of the Capital Adequacy Directive as it applies to the IRB
approach.
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Overview

G

The IRB approach is an alternative to the standardised approach for
calculating a firm’s credit risk capital requirements. It may be applied to all
a firm’s exposures or to some of them, subject to various limitations on
partial use as set out in BIPRU 4.2. Under the IRB approach capital
requirements are based on a firm’s own estimates of certain parameters

together with other parameters as set out in the-Banking-Ceonsolidation
Direetive BIPRU 4.

IRB permissions: general

G

The appropriate regulator recognises that the nature of IRB approaches will
vary between firms. The scope of and the requirements and conditions set
out in an /RB permission may therefore differ in substance or detail from
BIPRU 4 in order to address 1nd1v1dual circumstances adequately However

Geﬂsehda&eﬂ—Dﬁeeme The F CA w1ll cons1der any dlfferences by havmg
regard to the Banking Consolidation Directive. An IRB permission will
implement any such variation by modifying the relevant provisions of
GENPRU and BIPRU. An IRB permission may also include additional
conditions to meet the particular circumstances of the firm.

Link to standard rules: Incorporation of the IRB output into the capital calculation

R

If a provision of the Handbook relating to the IRB approach says that a firm
may do something if its IRB permission allows it, a firm may do that thing
unless its IRB permission expressly says that it may not do so except that:

©) ‘I ¢ coll ll' II"II:3 » .I.

Bﬁceeﬁve—égt-her—phy&keai—ee}h{efal%} a flrm may not recognise as
eligible collateral an item of a type referred to in BIPRU 4.10.16R

(Other physical collateral) unless that item is of a type specified as
permitted in its IRB permission.

[Note: BCD Annex VIII Part 1 point 21]
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The IRB approach: High level material

General approach to granting an IRB permission

Where anEEAparentinstitution a parent institution in the UK and its
subsidiary undertakings or anEEAparentfinanciat-holding-company a

parent financial holding company in the UK and its subsidiary undertakings

or anEEA parentmixedfinanciat-holding-company a parent mixed financial

holding company in the UK and its subsidiary undertakings use the IRB

approach on a unified basis, the question whether the minimum IRB
standards are met is answered by considering the parent undertaking and its
subsidiary undertakings together, unless the firm’s IRB permission specifies

[Note: BCD Article 84(2) (part)]

This guidance sets out the basis on which a firm may rely upon a
rating system or data provided by another member of its group.

R

otherwise.
Outsourcing
G

()

A firm may rely upon a rating system or data provided by another
member of its group if the following conditions are satisfied:

(a)

(b)

(e

the firm only does so to the extent that it is appropriate, given
the nature and scale of the firm’s business and portfolios and
the firm’s position within the group;

the group is an EEA banking and investment group;

(if the provision of the rating system or data is not carried out

in the United Kingdom erin-thejurisdiction-of-the-competent
athoriv-thatistheteadresttatorofthegronp) the firm can

demonstrate to the appropriate regulator that the ability of

the appropriate regulator and-thatleadregulator to carry out
their responsibilities under the Handbooksthe-Banking

ConsolidationPirective-and-the-Capited-AdegraeyPirective

are is not adversely affected.

Combined use of methodologies: Basic provisions
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4226 R (1)

2) A firm may apply the standardised approach to the IRB exposure
class referred to in BIPRU 4.3.2R(1) (Sovereigns) where the number
of material counterparties is limited and it would be unduly
burdensome for the firm to implement a rating system for these
counterparties. A firm may include in this treatment an exposure of
the type described in BIPRU 3.4.18R (Exposures to churches or
religious communities) that would fall within BIPRU 3.4.15R er
BIPRU 3 417K (Exposure to a regional government or local

authority) if these-previstons that provision had not been excluded
by BIPRU 3.4.18R.

5) A firm may apply the standardised approach to exposures to the
UK’s central governments-of EEA-States and their regional

governments, local authorities and administrative bodies, provided
that:

©)
[deleted]
4.3 The IRB approach: Provisions common to different exposure classes

Corporate governance

4.3.12 G Where the firm’s rating systems are used on a unified basis for the parent
undertaking and its subsidiary undertakings under BIPRU 4.2.3R, and
approval and reporting of the ratings systems are carried out at the group
level, the governance requirements in BIPRU 4.3.9R and BIPRU 4.3.11R
may be met if:

@)) the subsidiary undertakings have delegated to the governing body or

designated committee of the EEA-parentinstitution parent institution
in the UK or EEA-parentfinancial-holding-eompany parent financial
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holding company in the UK responsibility for approval of the firm’s
rating systems;

2) the governing body or designated committee of the EEA-parent

instittion parent institution in the UK or EEA-parentfinancial
hotding-company parent financial holding company in the UK
approves either:

(a)

(b)

all aspects of the firm’s rating systems, and material changes;
or

all aspects of the firm’s rating systems that are material in the
context of the group, and material changes to those, and a
policy statement defining the overall approach to material
aspects of rating and estimation processes for all rating
systems, including non-material rating systems.

4.4 The IRB approach: Exposures to corporates, institutions and sovereigns

Risk quantification: Definition of default

EEA Sterre for such exposures. [deleted]

)] For counterparts that are PSEs in a state eutside-the-E£EA other than
the UK the number of days past due is the lower of:

180; and

(if a number of days past due for such exposures has been
fixed under any law of that state applicable to undertakings in
the banking sector or the investment services sector that
implements the /IRB approach) that number.

[Note: BCD Annex VII Part 4 point 44 (part) and point 48 (part)]

4.4.22 R
3)
(a)
(b)
Double default

Page 58 of 168



4.4.83

4.6

4.6.20

R

FCA 2019/22

An institution, an insurance undertaking (including an insurance
undertaking that carries out reinsurance) or an export credit agency which
fulfils the following conditions may be recognised as an eligible provider of
unfunded credit protection which qualifies for the treatment set out in
BIPRU 4.4.79R:

ey

2)

the protection provider has sufficient expertise in providing unfunded
credit protection;

the protection provider is regulated in a manner equivalent to the
rules laid down in the Banking-Consotidation Directive GENPRU
and BIPRU or had, at the time the credit protection was provided, a
credit assessment by an eligible ECAI which is associated with credit
quality step 3 or above under the rules for the risk weighting of
exposures to corporates under the standardised approach,;

The IRB approach: Retail exposures

Risk quantification: Definition of default

R

ey

2)

3)

“)

This rule, in accordance with BIPRU 4.3.57R(4) (Definition of
default), sets the exact number of days past due that a firm must
abide by in the case of retail exposures.

For retail exposures to counterparts situated within the United
Kingdom the number of days past due is 180 days with the exception
of retail SME exposures. For these exposures the number is 90 days.

E N . P her EEAS ]

@) 180;-and

&y the-number-of dayspast-duefixed-underthe- CRD
o] i o that EEAS »
parasraph-48-of Part 4-of AnnexVH-of the Banking
Consolidation Directive tor such exposures. |deleted|

For retail exposures to counterparts in a state outside the £EA United
Kingdom the number of days past due is the lower of:
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The IRB approach: Securitisation, non-credit obligations assets and CIUs

Collective investment undertakings

R

R

ey

ey

Where exposures in the form of a CIU meet the criteria set out in
BIPRU 3.4.121R to-BIPRU3-4122R (Conditions for look through
treatment under the standardised approach) and the firm is aware of
all of the underlying exposures of the CIU, the firm must look
through to those underlying exposures in order to calculate risk
weighted exposure amounts and expected loss amounts in accordance
with the methods set out in BIPRU 4. BIPRU 4.9.12R applies to the
part of the underlying exposures of the CIU of which the firm is not
aware or could not reasonably be aware. In particular, BIPRU
4.9.12R must apply where it would be unduly burdensome for the
firm to look through the underlying exposures in order to calculate
risk weighted exposure amounts and expected loss amounts in
accordance with methods set out in this rule.

Where exposures in the form of a CIU do not meet the criteria set out
in BIPRU 3.4.121R te BIPRU3-4122R (Conditions for look through
treatment under the standardised approach) or the firm is not aware
of all of the underlying exposures of the CIU, a firm must look
through to the underlying exposures and calculate risk weighted
exposure amounts and expected loss amounts in accordance with the
approach set out in BIPRU 4.7.9R - BIPRU 4.7.12R (Simple risk
weights). If, for those purposes, the firm is unable to differentiate
between private equity, exchange-traded and other equity exposures,
it must treat the exposures concerned as other equity exposures. For
these purposes, non-equity exposures must be assigned to one of the
classes (private equity, exchange traded equity or other equity) set
out in BIPRU 4.7.9R (Simple risk weight approach) and unknown
exposures must be assigned to the other equity class.

The IRB approach: Credit risk mitigation

Eligibility of funded credit protection: General
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In addition to the collateral set out in BIPRU 5.3.1R to BIPRU 5.3.2R,
BIPRU 5.4.1R to BIPRU 5.4.8R and BIPRU 5.6.1R (Eligibility of funded
credit protection) the provisions of BIPRU 4.10.6R - BIPRU 4.10.11R
BIPRU41012R (Eligibility of real estate collateral), BIPRU 4.10.14R
(Eligibility: receivables), BIPRU 4.10.16R (Eligibility: other physical
collateral), and BIPRU 4.10.19R (Eligibility: leasing), apply where a firm
calculates risk weighted exposure amounts and expected loss amounts under
the IRB approach.

[Note: BCD Annex VIII Part 1 point 12]

Real estate collateral: Types of eligible collateral: General

G

R

R

ey

2)

Yaderparaeraphto-of Partt-otf- Anpex Vol the Bankine

Ceonseolidation Directiveacompetentauthority The FCA may only
disapply the condition in BIPRU 4.10.6R(3) if the-competent

aunthority it has evidence that the relevant UK market is well-
developed and long-established with loss-rates which are sufficiently
low to justify such action.

If the evidence were to change so that the action was no longer
justified the appropriate regulator would expect to revoke BIPRU
4.10.7R.

[Note: BCD Annex VIII Part 1 point 16]

ey

2)

The condition in BIPRU 4.10.6R(3) does not apply for exposures

secured by residential real estate property situated within-the-territory
ofanother EEA-State outside the UK.

treatment)- [deleted]
(1)

The condition in BIPRU 4.10.6R(3) does not apply for commercial

real estate property situated within-the-territory-of-another EEA-State
outside the UK.
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4.10.11 R

410-6R-are-met: [deleted]

Other physical collateral: Types of eligible collateral

4.10.16 R A firm may recognise as eligible collateral a physical item of a type other
than those types indicated in BIPRU 4.10.6R - BIPRU 4.10.8R BIPRU
41012R (Eligibility of real estate collateral) if its IRB permission provides
that the firm may treat collateral of that type as eligible and if the firm is able
to demonstrate the following:

Calculating risk weighted exposure amounts and expected loss amounts: General
treatment

4.10.23 R BIPRU4.10.24 R - BIPRU 4.10.28R BPRE-41029R apply to collateral in
the form of real estate collateral, receivables, other physical collateral and
leasing permitted by BIPRU 4.10 and exposures secured by such collateral.
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Calculating risk weighted exposure amounts and expected loss amounts for
funded credit risk mitigation: Alternative treatment for real estate collateral

41029 R & Afirm-may-apphy-the treatment-paragraph74-of Part 3-of-Annex
VHLof the BerkineC lidation-Directive{50% risk-weicht £

relevant-CRD-implementation-measurestor-that EEA-State: [deleted]

LA ate1m he hie o-the Mo
ot H b HO O a

5 Credit risk mitigation
5.1 Application and purpose
Purpose

5.1.2 G  Pursuant to the third paragraph of article 95(2) of the E-ERR UK CRR,
BIPRU 5 implements applies requirements that correspond, in part, to
Articles 78(1) and 91 to 93 and Annex VIII of the Banking Consolidation
Directive.

5.14 G  BIPRU 4.10 implements applies requirements that correspond to those parts
of Articles 91 to 93 and Annex VIII of the Banking Consolidation Directive
which are specific to the recognition of credit risk mitigation by firms using
the IRB approach, and modifies the application of the provisions in BIPRU
5 to those firms.
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Financial collateral

The financial collateral simple method: Repurchase transactions and securities
lending or borrowing transactions

R A risk weight of 0% must be assigned to the collateralised portion of the
exposure arising from transactions which fulfil the criteria enumerated in
BIPRU 5.4.62R orBIPRU-5-4-65R. If the counterparty to the transaction is
not a core market participant a risk weight of 10% must be assigned.

[Note: BCD Annex VIII Part 3 point 27]

The financial collateral comprehensive method: General

R In valuing financial collateral for the purposes of the financial collateral
comprehensive method, volatility adjustments must be applied to the market
value of collateral, as set out in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU
5-4-65R, in order to take account of price volatility.

[Note: BCD Annex VIII Part 3 point 30

R Subject to the treatment for currency mismatches in the case of financial
derivative instrument set out in BIPRU 5.4.26R, where collateral is
denominated in a currency that differs from that in which the underlying
exposure is denominated, an adjustment reflecting currency volatility must
be added to the volatility adjustment appropriate to the collateral as set out
in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU-5-4-65R.

[Note: BCD Annex VIII Part 3 point 31]

R In the case of a firm using the financial collateral comprehensive method,
where an exposure takes the form of securities or commodities sold, posted
or lent under a repurchase transaction or under a securities or commodities
lending or borrowing transaction, and margin lending transactions the
exposure value must be increased by the volatility adjustment appropriate to
such securities or commodities as prescribed in BIPRU 5.4.30R to BIPRU
5.4.64R BIPRU5-4-65R.

[Note: BCD Article 78(1), third sentence]

The financial collateral comprehensive method: Calculating adjusted values
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5.4.28 R

3) The fully adjusted value of the exposure, taking into account both
volatility and the risk-mitigating effects of collateral is calculated as
follows:

E* = max {0, [Eya - Cvaml}
Where:

(e) Hg is the volatility adjustment appropriate to the exposure
(E), as calculated under BIPRU 5.4.30R to BIPRU 5.4.64R

) Hc is the volatility adjustment appropriate for the collateral,
as calculated under BIPRU 5.4.30R to BIPRU 5.4.64R

(2) Hgx is the volatility adjustment appropriate for currency
mismatch, as calculated under BIPRU 5.4.30R to BIPRU
5.4.64R BIPRU5-4-65R.

The financial collateral comprehensive method: Calculation of volatility
adjustments to be applied: General

5.4.29 R BIPRU 5.4.30R - BIPRU 5.4.64R BIPRU-5-4-65R set out the calculation of
volatility adjustments under the financial collateral comprehensive method.

The financial collateral comprehensive method: Conditions for applying a 0%
volatility adjustment
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Other funded credit risk mitigation

Life insurance policies: Minimum requirements

R  For life insurance policies pledged to a lending firm to be recognised the
following conditions must be met:

(1) the party providing the life insurance must be subjeetto-the-Solveney
H-Direetive a Solvency Il firm listed in paragraphs (a), (d) or (e) of

the definition in the Glossary, or is subject to supervision by a
competent authority of a third country which applies supervisory and
regulatory arrangements at least equivalent to those applied in the

Community UK

Master netting arrangements

Calculation of the fully adjusted exposure value: the supervisory volatility
adjustments approach and the own estimates of volatility adjustments approach

R In calculating the ‘fully adjusted exposure value’' (E*) for the exposures
subject to an eligible master netting agreement covering repurchase
transactions and/or securities or commodities lending or borrowing
transactions and/or other capital market-driven transactions, a firm must
calculate the volatility adjustments to be applied in the manner set out in
BIPRU 5.6.6R to BIPRU 5.6.11R either using the supervisory volatility
adjustments approach or the own estimates of volatility adjustments
approach as set out in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU-5-4-65R
for the financial collateral comprehensive method. For the use of the own
estimates of volatility adjustments approach the same conditions and
requirements apply as under the financial collateral comprehensive method.

[Note: BCD Annex VIII Part 3 point 5]

R For the purposes of BIPRU 5.6.6R, type of security means securities which
are issued by the same entity, have the same issue date, the same maturity
and are subject to the same terms and conditions and are subject to the same
liquidation periods as indicated in BIPRU 5.4.30R to BIPRU 5.4.64R

[Note: BCD Annex VIII Part 3 point 7]
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Calculation of the fully adjusted exposure value: the master netting agreement
internal models approach

R

A firm may use the master netting agreement internal models approach
independently of the choice it has made between the standardised approach
and the IRB approach for the calculation of risk weighted exposure amounts.
However, if a firm uses the master netting agreement internal models
approach, it must do so for all counterparties and securities, excluding
immaterial portfolios where it may use the supervisory volatility adjustments
approach or the own estimates of volatility adjustments approach as set out
in BIPRU 5.4.30R to BIPRU 5.4.64R BIPRU-5-4-65R.

[Note: BCD Annex VIII Part 3 point 13]

Unfunded credit protection

Additional requirements for guarantees

R

counter-guaranteed by entities referred to in BIPRU 5.7.9R, the
requirements in BIPRU 5.7.1R(1) - (3) will be satisfied where either of the
following conditions are met:

(1) the lending firm has the right to obtain in a timely manner a
provisional payment by the guarantor calculated to represent a robust
estimate of the amount of the economic loss, including losses
resulting from the non-payment of interest and other types of
payment which the borrower is obliged to make, likely to be incurred
by the lending firm proportional to the coverage of the guarantee; or

2) the lending firm is able to demonstrate to the appropriate regulator
that the loss-protecting effects of the guarantee, including losses
resulting from the non-payment of interest and other types of
payments which the borrower is obliged to make, justify such
treatment.

[Note: BCD Annex VIII Part 2 point 19]
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Application, purpose, general provisions and non-standard transactions

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EE-ERR UK CRR, the
purpose of this chapter is to #aplement apply requirements that correspond

to Annexes I, III, IV and V of the Capital Adequacy Directive.

Interest rate PRR

Derivation of notional positions: Futures, forwards or synthetic futures on a

basket or index of debt securities

G  Under BIPRU 7.2.14R(2)(b), a forward on basket of three Euro denominated
debt securities and two Dollar denominated debt securities would be treated
as a forward on a single notional Euro denominated debt security and a

forward on a single notional Dollar denominated debt security.

Specific risk calculation

R Table: specific risk position risk adjustments
This table belongs to BIPRU 7.2.43R.

central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States” United
Kingdom regional governments or local
authorities which would qualify for credit
quality step 1 or which would receive a 0%

Issuer Residual | Position risk
maturity adjustment
Debt securities issued or guaranteed by Any 0%
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risk weight under the standardised approach
to credit risk.

(A) Debt securities issued or guaranteed by
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States” United
Kingdom regional governments or local
authorities which would qualify for credit
quality step 2 or 3 under the standardised
approach to credit risk.

Zero to six
months

0.25%

(A) Debt securities issued or guaranteed by
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States” United
Kingdom regional governments or local
authorities or institutions which would qualify
for credit quality step 4 or 5 under the
standardised approach to credit risk.

(B) Debt securities issued or guaranteed by
corporates which would qualify for credit
quality step 4 under the standardised
approach to credit risk.

Any

8%
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(C) Exposures for which a credit assessment
by a nominated ECAI is not available.

(A) Debt securities issued or guaranteed by Any 12%
central governments, issued by central banks,
international organisations, multilateral
development banks or EEA-States” United
Kingdom regional governments or local
authorities or institutions which would qualify
for credit quality step 6 under the
standardised approach to credit risk.

(B) Debt securities issued or guaranteed by
corporates which would qualify for credit
quality step 5 or 6 under the standardised
approach to credit risk.

(C) An instrument that shows a particular risk
because of the insufficient solvency of the
issuer of liquidity. This paragraph applies
even if the instrument would otherwise
qualify for a lower position risk adjustment
under this table.

Note: The question of what a corporate is and of what category a debt
security falls into must be decided under the rules relating to the
standardised approach to credit risk.

[Note: CAD Annex I point 14 Table 1]

Definition of a qualifying debt security

7.2.49 R A debt security is a qualifying debt security if:

4) it is a debt security issued by an institution subject to the capital
adequacy requirements set out in the ZLHERR UK CRR or, as may

be applicable, the Banking-ConsolidationDireetive GENPRU and
BIPRU, that satisfies the following conditions:

(a) it is considered by the firm to be sufficiently liquid;
(b) its investment quality is, according to the firm’s own

discretion, at least equivalent to that of the assets referred
to under (1) above; or
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%) it is a debt security issued by an institution that is deemed to be of
equivalent or higher credit quality than that associated with credit
quality step 2 under the standardised approach to credit risk and
that is subject to supervision and regulatory arrangements

comparable to those under the-Capital-Adequacy-Directive
GENPRU and BIPRU.

Position risk requirements for collective investment undertakings
Look through methods: General criteria

R The general eligibility criteria for using the methods in BIPRU 7.7.4R and
BIPRU 7.7.9R - BIPRU 7.7.11R, for CIUs issued by companies
supervised or incorporated within the ££A UK are that:

Use of a CAD 1 model
Introduction

G Waivers permitting the use of models in the calculation of PRR will not be
granted if that Would be contrary to th%@%@ BIPRU. Any—waﬂzwwhreh—rs

When granting any ‘waivers’ the FCA erl have regard to the CAD.

Accordingly, the only waivers permitting the use of models in calculating
PRR that the appropriate regulator is likely to grant are CAD 1 model
waivers and VaR model permissions.

Use of a Value at Risk Model

Introduction and purpose

G The models described in BIPRU 7.10 are described as VaR models in
order to distinguish them from CAD I models, which are dealt with in
BIPRU 7.9 (Use of a CAD 1 model). A VaR model is a risk management
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model which uses a statistical measure to predict profit and loss
movement ranges with a confidence interval. From these results PRR
charges can be calculated. The standards described in BIPRU 7.10, and
which will be applied by the appropriate regulator, are based on and
wmplement Annex V of the Capital Adequacy Directive.

Conditions for granting a VaR model permission

G

A waiver or other permission allowing the use of models in the calculation

of PRR will nretbe-grantedif-that-would-be-contrary-to-the Capital
Adeguaey-Direetive be considered with regards to CAD and any VaR
model permission which is granted will enly-be-granted-on-terms-that-are

compatible-with-the Capital Adegracy-Direetive be considered with
regards to CAD. Accordingly, the appropriate regulator is likely only to

grant a waiver or other permission allowing the use of models in the
calculation of PRR if it is a VaR model permission or a CAD 1 model
waiver.

The appropriate regulator recognises that the nature of VaR models will

vary between firms. The scope of and the requirements and conditions set
out in a VaR model permission may therefore differ in substance or detail
from BIPRU 7. 10 in order to address 1nd1v1dua1 circumstances adequately

%h&@apﬁa#&dew&ey@weeﬁ-ve— The F CA W111 c0n51der any dlfferences by

having regard to the CAD. A VaR model permission will implement any
such variation by modifying BIPRU 7.10. A VaR model permission may
also include additional conditions to meet the particular circumstances of
the firm or the model.

Group risk consolidation

Application

R

This chapter applies to:

(1) a BIPRU firm that is a member of UK consolidation group;

2) a BIPRU firm that is a member of a rentEA-swb-group non-UK
sub-group; and

3) [deleted]

4) a firm that is not a BIPRU firm and is a parent financial holding
company in a-Member-State the UK in a UK consolidation group.
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This chapter does not apply to a firm in BIPRU 8.1.1R(1) to BIPRU
8.1.1R(3) which is a member of the UK consolidation group or ron—-EEA
sub-group non-UK sub-group if the interest of the relevant UK

consolidation group or ron-EEA-sub—group non-UK sub-group in that
firm is no more than a participation.

A firm is not subject to consolidated supervision under BIPRU 8 where
any of the following conditions are fulfilled:

(1) the firm is included in the supervision on a consolidated basis of
the group of which it is a member by the FCA or PRA under the
EU-CRR UK CRR; of

(@) the fimmris included-in-4 . idated-basis-of

awthority: [deleted]
Where a group includes one or more BIPRU firms and one or more
IFPRU investment firms which has permission under article 19 of the £t/
€RR UK CRR (Exclusion from the scope of prudential consolidation)
from the FCA not to be included in the supervision on a consolidated

basis of the group of which it is a member, consolidated supervision under
BIPRU 8 applies to those IFPRU investment firms and the BIPRU firms.

Purpose

G

Pursuant to the third paragraph of article 95(2) of the EE-ERR UK CRR,
this chapter implements applies provisions corresponding to articles 71,
73(1) and (2), 125, 426; 127(1), 133 and 134 of the Banking Consolidation
Directive and articles 2 (in part), 22-27 and 37(1) (in part) of the Capital
Adequacy Directive.

How this chapter is organised

G

BIPRU 8.3 sets out the definition of a #orEEA-sub-growp non-UK sub-
group and the basic requirement to apply financial resources and
concentration risk requirements to that group on a consolidated basis.

Consolidation requirements for BIPRU firms elsewhere in the Handbook

G

GENPRU 3.2 (Prudential rules for third country groups) deals, amongst
other things, with banking and investment services groups headed by a
parent undertaking outside the £EA UK.
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Scope and basic consolidation requirements for UK consolidation groups

Main consolidation rule for UK consolidation groups

R

A firm that is a member of a UK consolidation group must comply, to the
extent and in the manner prescribed in BIPRU 8.5, with the obligations
laid down in GENPRU 1.2 (Adequacy of financial resources) and the main
BIPRU firm Pillar I rules (but not the base capital resources
requirement) on the basis of the consolidated financial position of:

(D where either Test 1A or Test 1B in BIPRU 8 Annex 1 (Decision
tree identifying a UK consolidation group) apply, the parent
institution in a-Member-State the UK in the UK consolidation
group; or

2) where either Test 1C or Test 1D in BIPRU 8 Annex 1 apply, the
parent financial holding company in a-Member-State the UK or the
parent mixed financial holding company in a-Member-State the
UK.

Definition of UK consolidation group

R

A firm’s UK consolidation group means a group that is identified as a UK
consolidation group in accordance with the decision tree in BIPRU 8
Annex 1R (Decision tree identifying a UK consolidation group); the
members of that group are:

(1) where either Test 1A or Test 1B in BIPRU 8 Annex 1R apply, the
members of the consolidation group made up of the sub-group of
the parent institution in a-Member-State the UK identified in
BIPRU 8 Annex 1R together with any other person who is a
member of that consolidation group because of a consolidation
Article 12(1) relationship or an Article 134 relationship; or

2) where either Test 1C or Test 1D in BIPRU 8 Annex 1R apply, the
members of the consolidation group made up of the sub-group of
the parent financial holding company in eMember-State the UK or
the parent mixed financial holding company in a-Menber-State the
UK identified in BIPRU 8 Annex IR together with any other
person who is a member of that consolidation group because of a
consolidation Article 12(1) relationship or an Article 134
relationship;

in each case only persons included under BIPRU 8.5 (Basis of
consolidation) are included in the UK consolidation group.
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[deleted]

Scope and basic consolidation requirements for ron-EEA-sub-greups-non-
UK sub-groups

Main consolidation rule for rReprEEA-sub—greup non-UK sub-groups

&)

2)

G

A BIPRU firm that is a subsidiary undertaking of a BIPRU firm or of a
financial holding company or of a mixed financial holding company must
apply the requirements laid down in GENPRU 1.2 (Adequacy of financial
resources) and the main BIPRU firm Pillar I rules (but not the base
capital resources requirement) on a sub-consolidated basis if the BIPRU
firm, or the parent undertaking where it is a financial holding company or

a mixed financial holding company, have a third-country-tnvestment
services-undertaking third country investment services undertaking as a

subsidiary undertaking or hold a participation in such an undertaking.

Further to BIPRU 8.3.1R, a firm that is a member of a ronEEA-sub-group
non-UK sub-group must at all times ensure that the consolidated capital

resources of that ren-EEA-sub-group non-UK sub-group are equal to or
exceed its consolidated capital resources requirement.

The sub-group identified in BIPRU 8.3.1R is called a rorn-EEA-s#b-group
non-UK sub-group.

How to identify a rer-EEA-sub-gretsp non-UK sub-group

G

G

The remainder of this section sets out a process for identifying a ron-EEA
sub-group-non-UK sub-group in straightforward cases.

A firm will not be a member of a ronEEA-sub—group-non-UK sub-group
unless it is also a member of a UK consolidation group. So the first step is
to identify each undertaking in the firm’s UK consolidation group that
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satisfies the following conditions:

(1) it is a CAD investment firm, financial institution or asset
management company whose head office is outside the £EA UK (a
third country investment services undertaking);

2) one of the following applies:

(a) it is a subsidiary undertaking of a BIPRU firm in that UK
consolidation group; or

(b) a BIPRU firm in that UK consolidation group holds a
participation in it; and

3) that BIPRU firm is not a parent institution in a-Member-State the
UK.

The sub-group of the BIPRU firm identified in BIPRU 8.3.7G(2)(a) or
BIPRU 8.3.7G(2)(b) is a potential renEEA-sub-growp non-UK sub-group.

If more than one BIPRU firm is a direct or indirect parent undertaking in
accordance with BIPRU 8.3.7G(2)(a) then the sub-groups of each of them

are all ronEEA-sub-group non-UK sub-groups.

Similarly if there is more than one BIPRU firm that holds a participation
in the third country investment services undertaking in accordance with
BIPRU 8.3.7G(2)(b) then the sub-group of each such BIPRU firm is a

potential ronEA-sub—group non-UK sub-group.

The effect of BIPRU 8.3.7G(3) is that a #renEEA-swb-group non-UK sub-
group cannot be headed by a parent institution in a-Member-State the UK.

The firm should then identify each undertaking in the firm’s UK
consolidation group that satisfies the following conditions:

(D it is a CAD investment firm, financial institution or asset
management company whose head office is outside the £EA UK (a
third country investment services undertaking);

The sub-group of the financial holding company identified in BIPRU
8.3.12G(2)(a) or BIPRU 8.3.12G(2)(b) is a potential ronEEA-sub—group

non-UK sub-group.

The financial holding company identified in BIPRU 8.3.12G may be a
parent financial holding company in eMember-State the UK.

If more than one financial holding company is a direct or indirect parent
undertaking in accordance with BIPRU 8.3.12G(2)(a) then the sub-groups
of each of them are all potential ronEEA-sub—groups non-UK sub-groups.
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Similarly if there is more than one financial holding company that holds a
participation in the third country investment services undertaking in
accordance with BIPRU 8.3.12G(2)(b) then the sub-group of each such
financial holding company is a potential ron-EA-sub—group non-UK sub-

roup.

The firm should apply the process in BIPRU 8.3.12G to a third country

investment services undertaking even though it may be also be part of a
potential ronEA-sub—group non-UK sub-group under BIPRU 8.3.7G.

Having identified potential #en-EEA-sub-groups non-UK sub-groups for
each third country investment services undertaking in its UK
consolidation group the firm should then eliminate overlapping potential

non-EEA-sub-groups non-UK sub-groups in the following way. If:

@)) one potential rernEEA-sub-growp non-UK sub-group is contained

within a wider potential ronEEA-sub-growp non-UK sub-group;
and

2) the third country investment services undertakings in the two

potential renEEA-sub-groups non-UK sub-groups are the same;

then the smaller potential ron+EA-sub—group non-UK sub-group is
eliminated.

If there is a chain of three or more rornEEA-sub-group non-UK sub-
groups, each with the same third country investment services
undertakings, the elimination process may remove all but the highest.

Each remaining potential #en-EEA-sub-group non-UK sub-group is a #non-
EEA-sub-growp non-UK sub-group, even though it may be part of a wider

non-EEA-sub-group non-UK sub-group.

If a UK consolidation group is headed by a parent financial holding
company in a-Member-State the UK the result of the elimination process
may be that a firm’s UK consolidation group contains only one ron-EEA
sub-group non-UK sub-group and that the ronEEA-sub-group non-UK
sub-group is the same as the UK consolidation group. In theory that
means that there are two sets of consolidation requirements, one in
relation to the UK consolidation group and one in relation to the ron—-EEA
sub-group non-UK sub-group. However as the UK consolidation group
and the ronEEA-sub-group non-UK sub-group are the same, in practice
this means that the additional #ernEEA-swb-growp non-UK sub-group
consolidation disappears.

Even where the requirements for a #on-EEA-su#b-gronp non-UK sub-group
are absorbed into those for the UK consolidation group a firm should still
make clear in its regulatory reporting that the consolidation figures relate

to a UK consolidation group and a renEEA-sub—group non-UK sub-
group and that they both contain the same members.
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8.3.24 G
[deleted]
8.4 CAD Article 22 groups and investment firm consolidation waiver

The effect of an investment firm consolidation waiver and the conditions for
getting one

8.4.3 G An investment firm consolidation waiver will waive the application of
BIPRU 8.2.1R and BIPRU 8.2.2R (if it applies with respect to a UK
consolidation group) or BIPRU 8.3.1R and BIPRU 8.3.2R (if it applies
with respect to a rerEEA-sub-growp non-UK sub-group). The effect will
be to switch off this chapter with respect to the group in question apart
from this section.

8.4.4 G The FCA will not grant an investment firm consolidation waiver unless:

(1) the UK consolidation group or ronEEA-sub—group non-UK sub-
group meets the conditions for being a CAD Article 22 group;

2) the FCA is satisfied that each BIPRU firm in the UK consolidation
group or rerEEA-sb-group non-UK sub-group will be able to
meet its capital requirements using the calculation of capital
resources in GENPRU 2 Annex 6R (Capital resources table for a
BIPRU firm with a waiver from consolidated supervision); and

3) the firm demonstrates that the requirements in BIPRU 8.4.11R to
BIPRU 8.4.18R will be met.

Meeting the terms of an investment firm consolidation waiver

8.4.7 R If a firm has an investment firm consolidation waiver with respect to its
UK consolidation group or nenEEA-suwb-gronp non-UK sub-group but
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that UK consolidation group or ronEEA-sub-growp non-UK sub-group
ceases to meet the definition of a CAD Article 22 group the firm must
comply with the rest of this chapter rather than this section
notwithstanding the investment firm consolidation waiver.

Compliance with the capital requirements set out in BIPRU 8.4.11R is a
condition under the Capital Adequacy Directive for the exemption from
capital requirements as it applies in accordance with article 95(2) of the
UK CRR. Thus if they are breached the FCA is likely to revoke the
investment firm consolidation waiver.

Definition of a CAD Article 22 group

R

ey

2)

3)

“)

&)

(6)

A CAD Article 22 group means a UK consolidation group or #nen-
EEA-sub-group non-UK sub-group that meets the conditions in this

rule.

There must be no bank, building society or credit institution in the

UK consolidation group or ronEEA-sib—group non-UK sub-group
and any investment firm in the UK consolidation group or ro#-

EEA-sub-group non-UK sub-group must not be subject to
consolidated supervision under the E-ERR UK CRR.

Each CAD investment firm in the UK consolidation group or non-

EEA-sub-group UK sub-group whichisanEEAfirm must use the
definition of own funds gtvenin-the-CRD-implementationmeasure
of s EEA-Statetor-Article F6-ofthe-Capited-Adeguaey-Pirective

that would be at least equivalent to that which would apply under
GENPRU and BIPRU.

Each CAD investment firm in the UK consolidation group or non-

EEA-sub-group non-UK sub-group must be a:

(a) limited activity firm; or

(b) limited licence firm.

Each CAD investment firm in the UK consolidation group or aen-

EEA-sub-group UK sub-group whichis-anEEAfirm must:

(a) meet the requirements imposed-by-the-CRD
o] . it BEAS : cles 18
ard-Artiele 20-ofthe Capited-AdegraeyPirective Lhal

would be at least equivalent to those that would apply
under GENPRU and BIPRU on an individual basis; and

(b) deduct from its own funds any contingent liability in
favour of other members of the UK consolidation group

or ron-EEA-sub-group UK sub-group.

Each BIPRU firm in the UK consolidation group or ronEEA-sub-
group non-UK sub-group must comply with the main BIPRU firm
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Pillar 1 rules on an individual basis.

8.4.10 G GENPRU 2 2(Captalresourcessaysthata BIPRUfirnr-withan

O
O
QR 4 OR
O

- [deleted]

Capital adequacy obligations relating to a CAD Article 22 group: General rule

8.4.11 R If a firm has an investment firm consolidation waiver, it must ensure that
any financial holding company in the UK consolidation group or the #en-
EEA-sub-growp non-UK sub-group that is the &K parent financial holding
company in in a-Menber-State the UK of a CAD investment firm in the
UK consolidation group or nonEEA-sub—grenp non-UK sub-group has
capital resources, calculated under BIPRU 8.4.12R, in excess of the sum
of the following (or any higher amount specified in the investment firm
consolidation waiver):

(1) the sum of the solo notional capital resources requirements for
each CAD investment firm, financial institution, asset management
company and ancillary services undertaking in the UK

consolidation group or the ron-EEA-su#b—group non-UK sub-
group, as calculated in accordance with BIPRU 8.4.13R; and

2) the total amount of any contingent liability in favour of CAD
investment firms, financial institutions, asset management
companies and ancillary services undertakings in the UK

consolidation group or ronEEA-sub-greup non-UK sub-group.

Capital adequacy obligations relating to a CAD Article 22 group: Capital

resources

8.4.12 R A firm must calculate the capital resources of the parent financial holding
company in e-Mewmber-State the UK for the purpose of BIPRU 8.4.11R as
follows:

Additional rules that apply to a firm with an investment firm consolidation waiver
8.4.18 R If a firm has an investment firm consolidation waiver, it must:

(D ensure that each CAD investment firm in the UK consolidation

group or rernEEA-sub-gronp non-UK sub-group which is a firm er
anEEAHfi#m has in place systems to monitor and control the
sources of capital and funding of all the members in the UK
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consolidation group or ronEEA-sub—grenp non-UK sub-group;

2) notify the FCA of any serious risk that could undermine the
financial stability of the UK consolidation group or ron-tEEA-sub-
group non-UK sub-group, as soon as the firm becomes aware of
that risk, including those associated with the composition and
sources of the capital and funding of members of the UK

consolidation group or ronEEA-sub—grenp non-UK sub-group;

3) report the amount of the consolidated capital resources and
consolidated capital resources requirement of the UK
consolidation group or ronEEA-sub-growp non-UK sub-group on
a periodic basis as set out in the investment firm consolidation
waiver,

4 report any large exposures risks of members of the UK
consolidation group or ronEEA-sub-growp non-UK sub-group
including any undertakings not located in an£EA-State the UK on
a periodic basis set out in the investment firm consolidation
waiver,

5) notify the FCA immediately it becomes aware that the UK

consolidation group or ron-EEA-sub—grenp non-UK sub-group has
ceased to meet the conditions for being a CAD Article 22 group;

and

(6) notify the FCA immediately it becomes aware of any breach of
BIPRU 8.4.11R.

Although an investment firm consolidation waiver switches off most of
this chapter, a firm should still carry out the capital adequacy calculations
in BIPRU 8.3 to BIPRU 8.8 as if those parts of this chapter still applied to
the UK consolidation group or nonEEA-sub—grenp non-UK sub-group
and report these to the FCA. It should also still monitor large exposure
risk on a consolidated basis.

8.5 Basis of consolidation

Undertakings to be included in consolidation

8.5.1 R

8.5.2 G

A firm must include only the following types of undertaking in a UK

consolidation group or ronEEA-sub-growp non-UK sub-group for the
purposes of this chapter:

Although an undertaking falling outside BIPRU 8.5.1R will not be

included in a UK consolidation group or ronEEA-sub-growp non-UK
sub-group it may be relevant in deciding whether one undertaking in the

banking sector or the investment services sector is a subsidiary
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undertaking of another with the result that they should be included in the
same UK consolidation group or nontEA-sub—group non-UK sub-group.

An example of BIPRU 8.5.2G is as follows. Say that the undertaking at
the head of a BIPRU firm’s UK group is a parent financial holding
company in a-Member-State the UK. One of its subsidiary undertakings is
the firm. The parent financial holding company in e Member-State the UK
also has an insurer as a subsidiary undertaking. That insurer has several
BIPRU firms as subsidiary undertakings. Say that the UK group is not a
financial conglomerate. The UK consolidation group will include the
parent financial holding company in e-Member-State the UK and the firm.
It will also include the BIPRU firms that are subsidiary undertakings of
the insurer. This is because the BIPRU firms are subsidiary undertakings
of the parent financial holding company in a-Member-State the UK
through the parent financial holding company in a-Menber-State’s the
UK’s holding in the insurer. However it will not include the insurer itself.

Basis of inclusion of undertakings in consolidation

R

A firm must include any subsidiary undertaking in the UK consolidation

group or renEEA-swb-growp non-UK sub-group in full in the calculations
in this chapter.

In carrying out the calculations for the purposes of this chapter a firm must
only include the relevant proportion of an undertaking that is a member of
the UK consolidation group or nontEEA-sub—group non-UK sub-group:

In BIPRU 8.5.5R, the relevant proportion is either:

(D (in the case of a participation) the proportion of shares issued by
the undertaking held by the UK consolidation group or the #er-

EEA-swb-group non-UK sub-group; or

Exclusion of undertakings from consolidation: Other reasons

R

Artiele 73()-of the Banking-Consolidation-Direetive-allows Article 95(2)

preserves the discretion for the appropriate regulator to decide to exclude
a BIPRU firm, financial institution, asset management company or
ancillary services undertaking that is a subsidiary undertaking in, or an
undertaking in which a participation is held by, the UK consolidation

group or renEEA-swb-growp non-UK sub-group for the purposes of this
chapter in the following circumstances:

(D) where the head office of the undertaking concerned is situated in a
country outside the £EA UK where there are legal impediments to
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the transfer of the necessary information; or

Information about excluded undertakings

G

The appropriate regulator may require a firm to provide information
about the undertakings excluded from consolidation of the UK

consolidation group or renEEA-sub-growp non-UK sub-group pursuant
to this section.

Consolidated capital resources

General

R

A firm must calculate the consolidated capital resources of its UK
consolidation group or its rer-EEA-su#b-greup non-UK sub-group by
applying GENPRU 2.2 (Capital resources) to its UK consolidation group
or #or-EEA-sub-group non-UK sub-group on an accounting consolidation
basis, treating the UK consolidation group or rontEEA-sub—group non-UK
sub-group as a single undertaking. The firm must adjust GENPRU 2.2 in
accordance with this section for this purpose.

Notification of issuance of capital instruments

R

This section applies to a firm if another member of its group intends to
issue a capital instrument on or after 1 March 2012 for inclusion in the
firm’s capital resources or consolidated capital resources of its UK

consolidation group or non-EEA-sub—grenp non-UK sub-group.

A firm must notify the appropriate regulator in writing of the intention of
another member of its group which is not a firm to issue a capital
instrument which the firm intends to include within its capital resources
or the consolidated capital resources of its UK consolidation group or
non-EEA-sub-group non-UK sub-group as soon as it becomes aware of the
intention of the group undertaking to issue the capital instrument. When
giving notice, a firm must:

If a group undertaking proposes to establish a debt securities program for
the issue of capital instruments which the firm intends to include within
its capital resources or the consolidated capital resources of its UK

consolidation group or ron-EA-sub—group non-UK sub-group, it must:
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The capital instruments to which BIPRU 8.6.1BR does not apply are:

3) capital instruments which are not materially different in terms of
their characteristics and eligibility for inclusion in a particular tier
of capital to capital instruments previously issued by a group
undertaking for inclusion in the firm’s capital resources or
consolidated capital resources of its UK consolidation group or

nonEEA-swb-gronp non-UK sub-group.

A firm must notify the appropriate regulator in writing, no later than the
date of issue, of the intention of a group undertaking to issue a capital
instrument listed in BIPRU 8.6.1ER which the firm intends to include
within its capital resources or the consolidated capital resources of its UK
consolidation group or non-EEA-sub-growp non-UK sub-group. When
giving notice a firm must:

Limits on the use of different forms of capital

R

The capital resources gearing rules apply for the purposes of calculating
consolidated capital resources. They apply to the UK consolidation group
or #or-EEA-sub-group non-UK sub-group on an accounting consolidation
basis, treating the UK consolidation group or rontEEA-sub—group non-UK
sub-group as a single undertaking.

As the various components of capital differ in the degree of protection that
they offer, the capital resources gearing rules as applied on a consolidated
basis place restrictions on the extent to which certain types of capital are
eligible for inclusion in a UK consolidation group or ron-EEA-sub-
group=s non-UK sub-group’s consolidated capital resources. GENPRU
2.2.25R (Limits on the use of different forms of capital: Use of higher tier
capital in lower tiers) also applies.

Calculation of consolidated capital resources for a BIPRU firm group

R

A firm must calculate the consolidated capital resources of its UK

consolidation group or ron-EEA-sub-growp non-UK sub-group using the
calculation of capital resources in GENPRU 2 Annex 4 (Capital resources

table for a BIPRU firm deducting material holdings) or GENPRU 2 Annex
5 (Capital resources table for a BIPRU firm deducting illiquid assets).

Treatment of minority interests

R

(D) This rule sets out how to determine whether minority interests in
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an undertaking in a UK consolidation group or non-EEA-sub-
group non-UK sub-group may be included in tier one capital, tier
two capital or tier three capital for the purpose of calculating
consolidated capital resources (each referred to as a “tier” of
capital in this rule).

Indirectly issued capital and group capital resources

Consolidated indirectly issued capital means any capital instrument
issued by a member of the UK consolidation group or ren-EEA-sHb-group
non-UK sub-group where:

ey

2) any of the SPVs referred to in (1) is a member of the UK

consolidation group or ronEEA-sub-growp non-UK sub-group or
a subsidiary undertaking of any member of the UK consolidation

group or rerEEA-swb-growp non-UK sub-group.

A firm may only include consolidated indirectly issued capital in the
consolidated capital resources of its UK consolidation group or ron-EA
sub-group non-UK sub-group if:

(D) it is issued by an SPV that is a member of the UK consolidation

group or rorEEA-sub-group non-UK sub-group to persons who
are not members of the UK consolidation group or ron-EEA-stb-

growup non-UK sub-group; and

Consolidated indirectly issued capital that is eligible for inclusion in the
consolidated capital resources of a UK consolidation group non-EEA-sub-
growp non-UK sub-group may only be included as a minority interest
created by the capital instrument issued by the SPV referred to in BIPRU
8.6.13R. If it is eligible, it is innovative tier one capital.

For the purposes of this section, an undertaking is an SPV if the main
activity of the SPV is to raise funds for undertakings in:

(D (in the case of a UK consolidation group) that UK consolidation
group; or

2) (in the case of a ron-EEA-sub-group non-UK sub-group) that #on-
EEA-sub-group non-UK sub-group or any UK consolidation group
of which it forms part.

The SPV referred to in BIPRU 8.6.13R must satisfy the conditions in
GENPRU 2.2.127R (Conditions that an SPV has to satisfy if indirectly
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issued capital is to be included in capital resources on a solo basis) as
modified by the following:

@)) references in GENPRU 2.2.127R(1) to being controlled by the firm
are to being controlled by a member of the firm’s UK

consolidation group or ronEEA-sub—greup non-UK sub-group as
the case may be; and

2) references to the firm’s group are to the firm’s UK consolidation

group or rernEEA-sub-gronp non-UK sub-group as the case may
be.

The capital issued by the SPV referred to in BIPRU 8.6.13R must satisfy
the conditions in GENPRU 2.2.129R (Conditions that capital issued by an
SPV has to satisfy if indirectly issued capital is to be included in capital
resources on a solo basis) as modified by the following:

(1) references to the firm’s group are to the firm’s UK consolidation

group or rer-EEA-sub-group non-UK sub-group as the case may
be;

2) the substitution obligation in GENPRU 2.2.129R(2) need not be
the firm’s but may apply to any member of the UK consolidation

group or rerEEA-sub-group non-UK sub-group as the case may
be; and

3) that substitution obligation applies if the consolidated capital

resources of the UK consolidation group or non-tEEA-sub—group
non-UK sub-group, as the case may be, fall, or are likely to fall,

below its consolidated capital resources requirement.

The SPV referred to in BIPRU 8.6.13R must invest the funds raised from
the issue of capital by the SPV by subscribing for capital resources issued
by an undertaking that is a member of the UK consolidation group or re#-
EEA-sub-growp non-UK sub-group. Those capital resources must satisfy
the following conditions:

Consolidated capital resources requirements

General approach

G

The calculation of the consolidated capital resources requirement of a
firm’s UK consolidation group or nonEEA-sub—growp non-UK sub-group
involves taking the individual components that make up the capital
resources requirement on a solo basis and applying them on a
consolidated basis. Those components are the capital charge for credit risk
(the credit risk capital requirement), the capital charge for market risk (the
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market risk capital requirement) and the fixed overheads requirement.

Method of calculation to be used

R

A firm must calculate the consolidated capital resources requirement of

its UK consolidation group or ron-EEA-swb-group non-UK sub-group as
the higher of the following consolidated requirements components:

Calculation of the consolidated requirement components

R

A firm must calculate a consolidated requirement component by applying
the risk capital requirement applicable to that consolidated requirement
component to the UK consolidation group or rornEEA-sub—growp non-UK

sub- groug in accordance w1th BIPRU 8.7. 13R E*eept—whefe—BaFPRU

be—&sed—t—he The rzsk capztal reqmrement must be calculated in accordance
with the appropriate regulator’s rules. The risk capital requirement
applicable to a consolidated requirement component is the one specified in
the second column of the table in BIPRU 8.7.12R.

Choice of consolidation method

R

ey

2)

3)

“)

A firm must calculate a consolidated requirement component by
using one of the methods in this rule.

Under the first method a firm must:

(a) apply the risk capital requirement set out in BIPRU
8.7.12R to each undertaking in the UK consolidation

group or rorEEA-sub-growp non-UK sub-group; and

(b) add the risk capital requirements together.

Under the second method a firm must:

(a) treat the whole UK consolidation group or nen-EEA-s#b-
group non-UK sub-group as a single undertaking; and

(b) apply the risk capital requirement set out in BIPRU
8.7.12R to the group on an accounting consolidation
basis.

The third method is a mixture of methods one and two. Under the
third method a firm must:

(a) treat one or more parts of the UK consolidation group or
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nonEEA-sub-gronp non-UK sub-group as separate single

undertakings;

(b) apply the risk capital requirement set out in BIPRU
8.7.12R to each such part of the group on an accounting
consolidation basis;

(c) apply the risk capital requirement set out in BIPRU
8.7.12R to each of the remaining undertakings in the UK

consolidation group or ronEEA-sub-growp non-UK sub-
group (if any); and

(d) add the risk capital requirements together.

&) A firm may use different methods for different consolidated
requirement components.

Notifying the appropriate regulator of the choice of consolidation technique

R

A firm must notify the appropriate regulator which method under BIPRU
8.7.13R it applies for which consolidated requirement component and to
which parts of the UK consolidation group or renEEA-sttb-growp non-
UK sub-group it is applying an aggregation approach and to which parts it
is applying an accounting consolidation approach.

Special rules for the consolidated credit risk requirement

R

R

R

A firm may use a combination of the CCR standardised method, the CCR
mark to market method and the CCR internal model method on a
permanent basis with respect to the firm’s UK consolidation group or ro#-
EEA-sub-growp non-UK sub-group for the purposes of calculating the
consolidated credit risk requirement. In particular, where the firm is
permitted to apply the CCR internal model method on a consolidated basis
with respect to its UK consolidation group or nen-EEA-su#b-gronp non-UK
sub-group, it may combine the use of CCR standardised method and CCR
mark to market method on a permanent basis for financial derivative
instruments and long settlement transaction not covered by its CCR
internal model method permission.

BIPRU 9.4.1R (Minimum requirements for recognition of significant
credit risk transfer) as applied on a consolidated basis requires the transfer
to be to a person outside the UK consolidation group or ron-EEA-sub-
group non-UK sub-group.

A firm must not use both the financial collateral simple method and the
financial collateral comprehensive method with respect to its UK

consolidation group or ronEEA-sub—grenp non-UK sub-group.
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A firm may only treat an exposure as exempt under BIPRU
3.2.25R (Zero risk-weighting for intra-group exposures) as applied
on a consolidated basis if the member of the UK consolidation

group or rernEEA-sub-gronp non-UK sub-group that has the

exposure:

Special rules for the consolidated market risk requirement

R

R

For the purposes of calculating the consolidated market risk requirement
of a UK consolidation group or nen-EEA-su#b-grenp non-UK sub-group, a
firm must apply BIPRU 1.2.3R (Definition of the trading book) and
BIPRU 1.2.17R (Size thresholds for the purposes of the definition of the
trading book) to the whole UK consolidation group or rern-EEA-s#b-group
non-UK sub-group as if the group were a single undertaking.

A firm may not apply the second method in BIPRU 8.7.13R(3)(accounting
consolidation for the whole group) or apply accounting consolidation to
parts of its UK consolidation group or ronEEA-sub-greup non-UK sub-
group under method three as described in BIPRU 8.7.13R(4)(a) for the
purposes of the calculation of the consolidated market risk requirement
unless the group or sub-group and the undertakings in that group or sub-
group satisfy the conditions in this rule. Instead the firm must use the
aggregation approach described in BIPRU 8.7.13R(2) (method one) or
BIPRU 8.7.13R(4)(c). Those conditions are as follows:

ey

2)

3)

“)

each of the undertakings in that group or sub-group is an
institution that is:

(a) a BIPRU firm; or

(b) an EEA firm that is a CAD investment firnr or [deleted]

(c) a recognised third country investment firm;

each of the undertakings referred to in (1) that is a BIPRU firm has
capital resources that are equal to or in excess of its capital
resources requirement,

L bl ;REg‘ g . b .. EjE ;
i i - [deleted]

each of the undertakings referred to in (1) that is a recognised third
country investment firm complies with laws in the state or territory
in which it has its head office that are equivalent to the

requirements of the-Banking-ConsolidationDirective-or-Capital
Adeguaey-Direetive GENPRU and BIPRU relating to capital
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adequacy;

Special rules for calculating specific consolidated requirement components

8.7.28 G BIPRU 8.7.21R to BIPRU 8.7.26R are generally examples of the
application of the general principles in BIPRU 8.2.1R (Main consolidation
rule for UK consolidation groups) and BIPRU 8.3.1R (Main consolidation
rule for ronEEA-swb—groups non-UK sub-groups). BIPRU 8.7.20R and
BIPRU 8.7.25R are exceptions to those principles.

Elimination of intra-group transactions

8.7.29 R In accordance with BIPRU 8.2.1R and BIPRU 8.3.1R (The basic
consolidation rules for a UK consolidation group or rer-EEA-su#b-groups
non-UK sub-groups), a firm may exclude that part of the risk capital
requirement that arises as a result of:

(1) (in respect of the consolidated credit risk requirement) intra-group
balances; or

2) (in respect of the consolidated fixed overheads requirement) intra-
group transactions;

with other undertakings in the UK consolidation group or ron—-EEA-sub-
group non-UK sub-group.

3734 R \fi lew] herish » . : o ctitution in il

8737 R (B  Thisruleapplesif:
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Prohibition on using the standardised rules of a regulator outside the EEA UK

8.738A R

8.8

8.8.3

&)

2)

This rule applies to a firm if:

(a)

(b)

an institution in its UK consolidation group or non-EEA
sub—group non-UK sub-group is subject to any of the rules
or requirements of, or administered by, a third-country
competent authority applicable to its financial sector that
correspond to the sectoral rules applicable to that
financial sector (‘“‘corresponding sectoral rules”); or

a part of its UK consolidation group or rer-EEA-s#b-
group non-UK sub-group constitutes the whole of a group
subject to the consolidated capital requirements of a third-
country competent authority under the corresponding
sectoral rules applicable to the banking sector or the
investment services sector for a state or territory outside
the £EA UK.

A firm may not use the requirements under any of the
corresponding sectoral rules of a state or territory outside the £EA
UK in order to calculate the consolidated capital resources

requirement of its UK consolidation group or nonEEA-sub-group
non-UK sub-group for the purpose of this chapter.

Advanced prudential calculation approaches

Prohibition on using the rules of an overseas regulator

R

Even if a firm has an advanced prudential calculation approach

permission that allows it to use an advanced prudential calculation

approach for the purposes of this chapter, the firm may not use the
requirements of another state or territory to the extent they provide for that

advanced prudentzal calculatlon approach liherefef%afmﬁ—may—ﬂet—&se
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Special provisions relating to the internal ratings based approach

8.8.4 R The conditions in BIPRU 4.2.26R (Combined use of methodologies under
the IRB approach) apply to a firm’s UK consolidation group or ron-EEA
sub—group non-UK sub-group as if that group were a single undertaking.

Corporate governance arrangement for the IRB approach and the AMA

8.8.9 G The governance arrangements that apply to the governing body, the senior
management and any designated committee of a firm in relation to the /IRB
approach also apply to the body or persons with equivalent powers with
respect to the UK consolidation group or ronEEA-sub-growp non-UK
sub-group. Where the parent undertaking and its subsidiary undertakings
use rating systems on a unified basis, the approval and reporting process
described in BIPRU 4.3.12G (Approval and reporting arrangements for
the IRB approach where rating systems are used on a unified group basis)
apply for the purpose of this paragraph too.

The current decision tree (diagram) in BIPRU 8 Annex 1 is deleted and is replaced by the one
below. The new decision tree (diagram) below is not underlined.
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8 Annex  Decision tree identifying a UK consolidation group
1R

Test 1A: Is the firm a

parent institution in the
UK? (PIUK)
No
Yes Test 1B: Is the firm a subsidiary
undertaking of a parent institution
€ in the UK?
|
No
Y
P °s Test 1C: Is the firm a parent
~ financial holding company in the
UK (PFHC UK)?
i No -
Yes
Test 1D: Is the firm a subsidiary
undertaking of a parent financial
UK CON.SOLIDATION Yes holding company in the UK?
GROUP is the PIUK or |
PFHC UK and its group |~

No

NOT A UK CONSO¥IDATION
GROUP
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BIPRU 8 Annex 4 is deleted in its entirety. The deleted text of the Annex is not shown but it
is marked as [deleted] as shown below.

8 Annex
4G

Text of Articles 125 and 126 of the Banking Consolidation Directive

[deleted]

Amend the following as shown.

8 Annex

6R

Noen—EEA Non-UK regulators’ requirements deemed €RD-equivalent for

individual risks

Regime
regulators

Market risk

Credit risk

Operational risk

Part 1 (Nen—
EEA Non-
UK banking
regulators’
requirements
deemed
CRD-
equivalent
for
individual
risks)

Regime
regulators

Market risk

Credit risk

Operational risk

Part 2 (Nen—
EEA Non-
UK
investment
firm
regulators’
requirements
deemed
CRb-
equivalent
for
individual
risks)
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Securitisation

Application and purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EL-ERR UK CRR, the
purpose of BIPRU 9 is to #mplement apply requirements that correspond to:

Disclosure (Pillar 3)

Application and purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EL-ERR UK CRR, the
purpose of BIPRU 11 is to implement apply requirements that correspond
to:

Basis of disclosures
Disclosure on an individual basis

R The following must comply with the obligations laid down in BIPRU 11.3
on an individual basis:

(1) a firm which is neither a parent undertaking nor a subsidiary
undertaking;

(2) a firm which is excluded from a UK consolidation group or #en-
EEA-sub-group non-UK sub-group pursuant to BIPRU 8.5; and

[Note: BCD Article 68(3)]

(3) a firm which is part of a group which has been granted an
investment firm consolidation waiver under BIPRU 8.4;

[Note: CAD Article 23]
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EEA-parent Parent institutions in the UK

R

A firm which is anEEA-parentinstitation a parent institution in the UK
must comply with the obligations laid down in BIPRU 11.3 on the basis of

its consolidated financial situation.

[Note: BCD Article 72(1)]

A firm which is a significant subsidiary of an EEA-—parentinstitution a
parent institution in the UK must disclose the information specified in
BIPRU 11.4.5R on an individual or sub-consolidated basis.

Firms controlled by anEEA a parent financial holding company in the UK

R

A firm controlled by an EEA parentfinancial-holding-company a parent

financial holding company in the UK or anEEA parent-mixedfinareiat
holding-company a parent mixed financial holding company in the UK must

comply with the obligations laid down in BIPRU 11.3 on the basis of the
consolidated financial situation of that EEA-parentfinancial-holding
eompany parent financial holding company in the UK or EEA-parent-niixed
finanetal-holding-company parent financial holding company in the UK.

[Note: BCD Article 72(2)]

A firm which is a significant subsidiary of anFEEA-parentfinancial-holding
eompany a parent financial holding company in the UK or an EEA-parent

mixedfinancial-holding-company a parent financial holding company in the
UK must disclose the information specified in BIPRU 11.4.5R on an

individual or sub-consolidated basis.

Waiver: Comparable disclosures provided on a consolidated basis by a parent
undertaking established in a third country

G

A firm which is included within comparable disclosures provided on a
consolidated basis by a parent undertaking whose head office is not in an
EEA-State the UK may apply for a waiver from the relevant disclosure
requirements in BIPRU 11.2.2R - BIPRU 11.2.5R. The appropriate
regulator’s approach to granting waivers is set out in the Supervision
manual (see SUP 8).

[Note: BCD Article 72(3)]

A firm applying for a waiver from one or more of the disclosure
requirements in BIPRU 11.2.2R - BIPRU 11.2.5R will need to:

(1) satisty the appropriate regulator that it is included within
comparable disclosures provided on a consolidated basis by a
parent undertaking whose head office is not in anEEA-State the
UK; and

(2) notify the appropriate regulator of the location where the
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comparable disclosures are provided.

114 Technical criteria on disclosure: General

Disclosures: Significant subsidiaries

11.4.5 R A firm which is a significant subsidiary of:

(1) anEEA parent-institution a parent institution in the UK or
(2) anEEA parentfinancial-holding-company a parent financial

holding company in the UK; or

3) anEEA parent-mixedfinaneciat-holding-company a parent mixed

financial holding company in the UK,

must disclose the information specified in BIPRU 11.5.3R to BIPRU
11.5.4R on an individual or sub-consolidated basis.

[Note: BCD Annex XII Part 1 point 5]

11.5 Technical criteria on disclosure: General requirements

Disclosure: Scope of application of directive requirements

11.5.2 R A firm must disclose the following information regarding the scope of

application of the requirements of the-Banking-ConsolidationDirective
GENPRU and BIPRU:

Disclosures: remuneration

11.5.19 G  The appropriate regulator would normally consider the requirements to
publish disclosures in accordance with BIPRU 11.3.8R and 11.3.9R in
respect of BIPRU 11.5 as a whole to meet the requirement #-paragraph15

of AnnexXH-to-the Banking ConsolidationDireetive to publish “regular, at
least annual, updates” as-+mplemented in BIPRU 11.5.18R).

11.5.20 R (1) A firm that is significant in terms of its size, internal organisation
and the nature, scope and the complexity of its activities must also
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disclose the quantitative information referred to in BIPRU 11.5.18R
at the level of senior personnel.

2) Firms must comply with the requirements set out in BIPRU
11.5.18R in a manner that is appropriate to their size, internal
organisation and the nature, scope and complexity of their activities
and without prejudice to the General Data Protection Regulation.

UK orotl ] rsion of Directive 05/46/EC of 1l

[Note: Paragraph 15 of Annex XII to the Banking Consolidation Directive.]

[Note: The appropriate regulator has given guidance for the purpose of
providing a framework for complying with the disclosure requirements of
BIPRU 11.5.18R in accordance with the proportionality test set out in
BIPRU 11.5.20R(2).]

Liquidity standards

Application

[deleted]

Adequacy of liquidity resources

The overall liquidity adequacy rule

R

(2)  For the purpose of (1):

1223R; [deleted]
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Branch liquidity resources

12.2.3 R Theconditionsto-which BIPRUI2 2R} (b)refers-are-that the firms
Liawidi :
&+
&
&
“
12.2.4 G  Theeffectof BIPRU 122 AR by and BIPRU12 23R istorequire-an

BHPRE29containsturthersridance-onthispoint [deleted]

Liquidity resources: general

12.2.6 G  The overall liquidity adequacy rule is expressed to apply to each firm on a
solo basis. Each firm must be able to satisfy that rule relying solely on its

own 11qu1d1ty resources. Whefe—eheﬁ%s—&n—meeﬁmeg—%%cm—er—a—t-hﬁd

, s, 7, 4 &

12.2.7 G  The starting point, therefore, is that each firm;er-whererelevantits UK
braneh; must be self-sufficient in terms of its own liquidity adequacy. The
appropriate regulator does, however, recognise that there are
circumstances in which it may be appropriate for a firm er-branch to rely
on liquidity support provided by other entities in its group or from
elsewhere within the firm. A firm wishing to rely on support of this kind;
whetherforitself-orforits UK-branech; may only do so with the consent of
the appropriate regulator, given by way of a waiver under section 138A
(Modification or waiver of rules) of the Act to the overall liquidity
adequacy rule.

12.3 Liquidity risk management

Overarching liquidity systems and controls requirements
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R The strategies, policies, processes and systems referred to in BIPRU

12.3.4R must be proportionate to the complexity, risk profile and scope of
operation of the firm, and the liquidity risk tolerance set by the firm’s
governing body in accordance with BIPRU 12.3.8R;and-mustreflect-the

firm’simportancetn-each-EEA-Statein-whichit-ecarries-on-business.
[Note: article 86(2) (part) of the CRD]

Management of collateral

A firm must also have regard to existing legal, regulatory and operational
limitations to potential transfers of liquidity and unencumbered assets
amongst entities, both within and outside the ££A UK.

[Note: article 86(6) of the CRD]

Stress testing and contingency funding

Contingency funding plans

A firm must have in place liquidity recovery plans setting out adequate
strategies and proper implementation measures in order to address possible
liquidity shortfalls;-inelading-inrelationto-branches-established-in-another
EEA-State. Those plans must be tested at least annually, updated on the
basis of the outcome of the alternative scenarios set out in BIPRU 12.4.-1R,
and be reported to and approved by the firm’s governing body, so that
internal policies and processes can be adjusted accordingly. A firm must
take the necessary operational steps in advance to ensure that liquidity
recovery plans can be implemented immediately.

[Note: article 86(11) (part) of the CRD]

Individual Liquidity Adequacy Standards

Wholesale secured and unsecured funding risk

In the appropriate regulator’s view, Type A wholesale funding is likely to
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include at least funding which:

(5) is accepted from overseas counterparties (other than those in the
country or territory of incorporation of a firm’s parent undertaking

or—ththe-ecase-of - U bremeh—otthe firmrolwhich-HHormmspatrt): or

Intra-group liquidity risk

operationaHeattdityreserve-fas-desertbedBHPREH22)- [ deleted]

Liquid assets buffer

R Subject to BIPRU 12.7.6R, for the purpose of BIPRU 12.7.2R(3) a firm
may include reserves in the form of sight deposits held by the firm with the
central bank of a third country.:

G anEEAStateror

2 Curadathe Commonwealth-of- Austrabiatapan—Switzertand-orthe
R For the purpose of BIPRU 12.7.5R, a firm may not include reserves held at

a central bank unless:

(1)  the central bank in question has been assessed by at least two eligible
ECAIs as having a credit rating associated with credit quality step 1
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in the table set out in BIPRU 12 Annex 1R (Mapping of credit
assessments of ECAIs to credit quality steps);-and

(2)  those reserves are denominated in the domestic currency of the
central bank in question; and

(3) there are no legal or practical impediments to the firm using or
withdrawing those reserves.

Cross-border and intra-group management of liquidity

R

Every firm subject to BIPRU 12 is subject to the overall liquidity adequacy
rule. The effect of that rule is that every firm is required to be self-
sufficient in terms of liquidity adequacy and to be able to satisfy that rule

relymg on its own 11qu1d1ty resources. Whefe—t-hefuem—rs—&n—meeﬁm‘zg—%dx

However, the appropriate regulator recognises that there may be
circumstances in which it would be appropriate for a firm to rely on
liquidity resources which can be made available to it by other members of
its groupreﬁfe%afmﬁ%efeky—efkhqm%esewee&e}sewher%m—th##m
feseafees—ﬂﬁespeebef—th%aeﬁ%es—e&med—e&ﬁre&&h%b% Where the
appropriate regulator is satisfied that the statutory tests in section 138A
(Modification or waiver of rules) of the Act are met, the appropriate
regulator will consider modifying the overall liquidity adequacy rule to
permit reliance on liquidity support of this kind.

BIPRU 12.8 provides guidance on twe-types a type of modification to the
overall liquidity adequacy rule and to other rules in BIPRU 12 for which
the appropriate regulator considers a firm may wish to apply, namely:

(1)  anintra-group liquidity modification.;-anéd

(2)  awholefirmliquidity-modification: [deleted]

In considering whether the statutory tests in section 138 A of the Act have
been met, the appropriate regulator will, amongst others, have regard to
the factors detailed below in relation to an intra-group liquidity
modification (of the kind permitting the inclusion in a firm’s liquidity

resources of parent undertaking liquidity support) and-a-whetefirm

liguidity-modifieationr. In practice it is likely that the appropriate regulator
will view these as preconditions to the grant of an intra-group liquidity

modification of that type er-awholefirmiiguidity-modification and will

therefore ordinarily need to be satisfied fully that each has been adequately
addressed. They include matters on which the appropriate regulator will

need to reach agreement with the-Home-Stateregulatorthird-country
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competent-anthority;-or-other another relevant supervisor, and also matters

which it will need to agree directly with a firm or the parent undertaking of
a firm. It is likely that a number of these matters will be reflected as
requirements or conditions in the modification.

12.8.5 G  This section represents merely an indication of the matters to which the
appropriate regulator will have regard in considering an application for a
whole-firm-tiguidity- modifieation-or an intra-group liquidity modification.
In considering such an application, the appropriate regulator will always
take into account anything that it reasonably considers to be relevant for the
purposes of assessing whether the statutory tests in section 138A of the Act
are met. In doing so, it will have regard to the role and importance of a firm
or UK -branch in the UK financial system.

12.8.23 G
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hich the f | b d he criter s BIPRU

1223R- [deleted]
12.8.24
12.8.25
12.8.26
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restrictions-to-be-tmpeosed-in-thefuture: [deleted]

12.8.27 G
12.8.28 G
Oneo; .
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12.8.30 G
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Individual liquidity guidance and regulatory intervention points

Additional guidance for branches

G

The calculation of counterparty risk exposure values for financial
derivatives, securities financing transactions and long settlement
transactions

Application and Purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the EL-ERR UK CRR,
BIPRU 13 smplements applies requirements that correspond to:

Calculation of exposure values for financial derivatives and long settlement
transactions: General provisions

Definition of financial derivative instrument
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R Each of the following is a financial derivative instrument:

(3) acontract of a nature similar to those in 1(a) to (e) and 2(a) to (d)
concerning other reference items or indices, including as a minimum
all instruments specified in peints paragraphs 4 to 7, 9 and 10 of
Seetion-C-of Annextto-the MIFID Part 1 of Schedule 2 to the

Regulated Activities Order not otherwise included in (1) or (2).
[Note: BCD Annex 1V]

CCR internal model method

Use of other models

6-0 Anne a he Banlino oncolidationI)ire 2
providesthata A firm using the CCR internal model method may use a
type of model other than the type set out in BIPRU 13.6. If the appropriate
regulator agrees to this the details of the model and the necessary
calculations will be set out in the CCR internal model method permission,
which will modify BIPRU 13.6 to the extent necessary. The appropriate
regulator would not expect to agree to such a request unless the firm was
able to satisfy the appropriate regulator that the method was at least as
conservative as the method set out in BIPRU 13.6 and in particular that, for
every counterparty, any method was more conservative than alpha
multiplied by effective EPE calculated according to the equation in BIPRU
13.6.27R.

[Note: BCD Annex III Part 6 point 2 (second sentence) and point 11]

Capital requirements for settlement and counterparty risk

Application and purpose

Purpose

G  Pursuant to the third paragraph of article 95(2) of the E-ERR UK CRR,

BIPRU 14 implements applies requirements that correspond to:
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TP 2 Capital floors for a firm using the IRB approach

Purpose

2.3 G

24 G

Pursuant to the third paragraph of article 95(2) of the ELHFERR UK CRR, this
section in part #nplements applies requirements that correspond to Articles
152(1) - (7) of the Banking Consolidation Directive and Article 43 of the
Capital Adequacy Directive.

The purpose of this section is to limit the amount of capital reduction arising
from the implementation application of the requirements that correspond to
the Banking Consolidation Directive and the Capital Adequacy Directive
compared with the requirements arising from the previous versions of those
Directives. As such it is effectively a comparison of the capital resource
requirements arising from BIPRU with those arising from the appropriate
IPRU sourcebook that would have applied as at 31 December 2006.
However the effect of changes to the market risk requirements is removed by
requiring BIPRU 7 (Market risk) to be used for both sides of the comparison.

How to apply the capital floors

2.6 G

onafirm-s-capital resoureesrequirement: This section is intended as a floor
on the firm’s capital resources. This section hewever is also written as a
second capital resources requirement that sits beside the general capital
resources requirements of BIPRU and GENPRU. The reason for this is that a
firm should meet the general capital resources requirements of BIPRU and
GENPRU using capital resources calculated under GENPRU 2.2 (Capital
resources). On the other hand a firm should meet the capital resources
requirements of this section (which are based on /PRU) using the relevant
IPRU definition. In practice the two sets of definitions of capital resources
are similar apart from the provisions about expected loss. Therefore as
shown by the example in BIPRU TP 2.12G and BIPRU TP 2.13G, in
practice a firm is subject to a single capital resources requirement.

o »

Waiver from IPRU capital resources requirement

The appropriate regulator to may waive the capital floor calculation based
on the IPRU capital resources requirement in BIPRU TP 2.8R(3) on a case-
by-case basis only if a firm started to use the IRB approach on or after 1
January 2010. The appropriate regulator will consider an application for
such a waiver in the light of the criteria in section 138A of the Act
(Modification or waiver of rules).
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[Note: BCD Annex VII part 1 point 152]

Capital floors: consolidation

The scope of the consolidation under B/PRU TP 2.30R and any exemption
from consolidation is determined in accordance with BIPRU 8 (Group risk -
consolidation) rather than /PRU. In particular, the following adjustments

apply:

(1) if afirmis a member of a UK consolidation group and applies the IRB
approach with respect to that UK consolidation group, BIPRU TP
2.30R applies with respect to that UK consolidation group; and

(2) if afirmis a member of a ronEEA-sub—group non-UK sub-group and
applies the IRB approach with respect to that rer-EEA-s#b-group non-
UK sub-group, BIPRU TP 2.30R applies with respect to that ron-EA

sub-group non-UK sub-group.

If for example the consolidation rules that apply for the purposes of this
section are those in chapter 14 of IPRU(INV) (Consolidated supervision of
investment firms) then IPRU(INV) 14.1 (Application) and 14.2 (Scope of
consolidation) do not apply. BIPRU 8.2 (Scope and basic consolidation
requirements for UK consolidation groups), BIPRU 8.3 (Scope and basic
consolidation requirements for ronEEA-sub—growps non-UK sub-groups),
BIPRU 8.4 (CAD Article 22 groups and investment firm consolidation
waiver) and BIPRU 8.5 (Basis of consolidation) apply instead.

TP 15 Commodities firm transitionals: Exemption from capital requirements

15.1

Application

Subject to BIPRU TP 15.2R, BIPRU TP 15 applies to a BIPRU firm:

(1)  whose main business consists exclusively of the provision of
investment services or investment activities in relation to the financial
instruments set out in peints paragraphs 5, 6, 7, 9 and 10 of Seetier€
of AnnexJto-the MIEID Part 1 of Schedule 2 to the Regulated
Activities Order; and

Purpose
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15.3 G  BIPRU TP 15 smplements applies requirements that correspond to Article
48(1) of the Capital Adequacy Directive as applied pursuant to the discretion
in the third paragraph of article 95(2) of the EFL-FERR UK CRR.

Consolidation

15.13 R BIPRU TP 15 does not apply for the purposes of BIPRU 8 with respect to a

firm’s UK consolidation group or, as the case may be, ronEEA-sitb-growp
non-UK sub-group unless the following conditions are satisfied:

(1) there is no credit institution in that group;

(2) each CAD investment firm in the group meets the conditions in BIPRU
TP 15.1R(1); and

3) b CAD . ] head-office isi EEAS
satisfies-the-conditionsin-BIPRU-TP151R2):and [deleted]

(4) any CAD investment firm whose head office is outside the £EA UK
would have fallen into BIPRU TP 15.1R(2) if:

(a) its head office had been in anEEAState the UK; and

(b) it had carried on all its business in the ££4 UK and had obtained
whatever authorisations for doing so were required under the ISD
in the form that Directive was in on 31 December 2006.
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Annex C
Amendments to the Prudential sourcebook for Investment Firms (IFPRU)

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

1 Application

1.1 Application and Purpose

Exclusion of certain types of firms

1.1.5 R  None of the following is an IFPRU investment firm:

(1) anincomingEEAfirm [deleted];
(2)  anineomingTreaty-firm [deleted];
3) any-other an overseas firm;

Meaning of dealing on own account

1.1.1 R (1) For the purpose of IFPRU and the E-ERR UK CRR, dealing on own

2 account means the service of dealing in any financial instruments for
own account as referred to in peint paragraph 3 of Seetion-A—of
AnnexTto-MiEID Part 3 of Schedule 2 to the Regulated Activities
Order, subject to (2) and (3).

2) I | ith-article 20(2) of CRD-(Definit ¢ deali
own-aceount;an An investment firm that executes investors’ orders
for financial instruments and holds such financial instruments for its
own account does not, for that reason, deal on own account if the
following conditions are met:

(©) (for an investment firm that is an IFPRU investment firm or-an
EEAfirm) it complies with the requirements in articles 92 to
95 (Own funds requirements for investment firms with
limited authorisation to provide investment services) and Part
Four (Large exposures) of the E-ERR UK CRR;
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3) Tr-acecordance-with-artiele 29(4)-of CRDthe The holding on non-

trading book positions in financial instruments in order to invest in
own funds is not dealing on own account for the purposes of IFPRU
1.1.9R (Types of IFPRU investment firm: IFPRU 125K firm) and
IFPRU 1.1.10R (Types of IFPRU investment firm: IFPRU 50K firm).

[Note: article 29(4) of CRD]

Interpretation of the definition of types of firm and undertaking

A firm whose head office is not in anEEA-State the UK is an investment firm
if it would have been subject to the requirements imposed by MiFID (but it is

not a bank, building society, credit institution, local firm, exempt CAD firm
and BIPRU firm) if:

(D) its head office had been in anEEA-State the UK; and

(2) it had carried on all its business in anEEA-State the UK and had
obtained whatever authorisations for doing so as are required under
the UK legislation that implemented MiFID.

For the purposes of the definitions in /FPRU and Part Three, Title I, Chapter
1, Section 2 of the KLHERR UK CRR (Own funds requirements for
investment firms with limited authorisation to provide investment services), a
person does any of the activities referred to in /FPRU and the £ UK CRR
if:

3) £ EEA fem)it borised by its ; l |
thataetivity—or [deleted]

4) (if the carrying on of that activity is prohibited in a state or territory
without an authorisation in that state or territory) that firm has such an
authorisation.

Significant IFPRU firm

Purpose

G

Throughout CRD and the ELHERR UK CRR there are various policies which
have restricted application based on a firm’s scope, nature, scale, internal
organisation and complexity. These policies are provided in the UK
legislation related to the following:

(1) article 76 of CRD on the establishment of an independent risk
committee;
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(2) article 88 of CRD on the establishment of an independent
nominations committee;

3) article 91 of CRD on the limitations on the number of directorships an
individual may hold;

4) article 95 of CRD on the establishment of an independent
remuneration committee;

(5) article 100 of CRD on supervisory stress testing to facilitate the SREP
under article 97 of CRD;

(6) articles 129 and 130 of CRD on applicability of the capital
conservation buffer and the countercyclical capital buffer (provided
that an exemption from the application of these articles does not
threaten the stability of the financial system of the EEA-State UK);

(7) article 6(4) of the EL-ERR UK CRR on the scope of liquidity
reporting on an individual basis;

(8) article 11(3) of the E-ERR UK CRR on the scope of liquidity
reporting on a consolidated basis; and

9) article 450 of the EL-ERR UK CRR on disclosure on remuneration.

1.3 Supervisory benchmarking of internal approaches for calculating own funds
requirements

1.3.2 G A firm must submit the results of the calculations referred to in /[FPRU

1.3.1R(1), in hne w1th the template set out in the GG&I-I—H—I—SS-&G-H—R%%H—I—&&G-H

templates, deﬁmtlons and IT—solutlons.

A CRD ITS on

1.3.3 R Where the FCA has chosen to develop specific portfolios inaccordance-with
article 78(2)-of CRD, a firm must report the results of the calculations
separately from the results of the calculations fer EBA-pertfelies referred to
in /[FPRU 1.3.1R.

[Note: article 78(2) of CRD]

1.5 Notification of FINREP reporting

1.5.2 R A firm must notify the FCA if it adjusts its firm’s accounting reference date

under the CommisstonRestlationmadetnderartele 99-of-the E-CRR CRR
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ITS on supervisory reporting.

Supervisory processes and governance

Application and purpose

[Note: On 19 December 2014, the EBA published gutdelines “Guidelines on
common procedures and methodologies for the supervisory review and evaluation
process (SREP)”, EBA/GL/2014/13. The FCA has confirmed its intention to make

every effort to comply with these guidelines thatean-befound-at:

Internal capital adequacy assessment process

224 R

224 R

224 R

225

R

A firm which is a UK parent institution in-a-Menber-State must comply with
the ICAAP rules on a consolidated basis.

[Note: article 108(2) of CRD]

A firm controlled by a UK parent financial holding company in-a-Member
State or a UK parent mixed financial holding company in-a-Member-State
must comply with the ICAAP rules on the basis of the consolidated situation
of that holding company, if the FCA is responsible for supervision of the firm
on a consolidated basis under article-H1-of-CRD article 4B of the UK CRR.

[Note: article 108(3) of CRD]

A firm that is a subsidiary must apply the ICAAP rules on a sub-consolidated
basis if the firm, or the parent undertaking where it is a financial holding
company or mixed financial holding company, have an institution or financial
institution or an asset management company as a subsidiary in a third
country or hold a participation in such an undertaking as members of a #o#-

EEA-sub-group non-UK sub-group.
[Note: article 108(4) of CRD]

Where a firm is a member of a FCA consolidation group or a #or-EEA-sttb-
group non-UK sub-group, the firm must ensure that the risk management
processes and internal control mechanisms at those levels comply with the
obligations set out in the risk control rules on a consolidated basis (or a sub-
consolidated basis).

[Note: article 109(2) of CRD]
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22.6 R  Compliance with the obligations in /FPRU 2.2.59R must enable the FCA

0 consolidation group or the ren-EEA-swb-gronp non-UK sub-group to have
arrangements, processes and mechanisms that are consistent, well integrated
and ensure that data relevant to the purpose of supervision can be produced.

[Note: article 109(2) of CRD]

2.2.8 G A firm should include in the written record in IFPRU 2.2.43R

6 (Documentation of risk assessments) a description of the broad business
strategy of the FCA consolidation group or the ron-EEA-sub—group non-UK
sub-group of which it is a member, the group’s view of its principal risks and
its approach to measuring, managing and controlling the risks. This
description should include the role of stress testing, scenario analysis and
contingency planning in managing risk on an individual basis and
consolidated basis.

22.8 G A firm should satisfy itself that the systems (including IT) of the FCA

7 consolidation group or the rern-EEA-sub-gronp non-UK sub-group of which
it is a member are sufficiently sound to support the effective management
and, where applicable, the quantification of the risks that could affect the
FCA consolidation group or the ron-EEA-stb-group non-UK sub-group, as
the case may be.

2.3 Supervisory review and evaluation process: internal capital adequacy
standards

[Note: On 19 December 2014, the EBA published gaidelines “Guidelines on
common procedures and methodologies for the supervisory review and evaluation
process (SREP)”, EBA/GL/2014/13. The FCA has confirmed its intention to make

every effort to comply Wlth these gu1de11nes %hat—e&n—b%feﬂﬂd—at—

2) In making these assessments, the FCA will have regard to the nature,
scale and complexity of a firm’s business and of the major sources of
risks relevant to such business as referred to in the general stress and
scenario testing rule and SYSC 20 (Reverse stress testing), and the
extent to which the firm has used any of the capital buffers that are
required of it under the UK legislation that implemented the CRD, as
applicable.
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R IfIFPRU 2.3.50R applies to a firm on a consolidated basis, the following
adjustments are made to /FFPRU 2.3.50R in accordance with the general
principles of Part One, Title II, Chapter 2 of the E-FERR UK CRR
(Prudential consolidation):

)

2)

Own funds

references to own funds are to the consolidated own funds of the
firm’s FCA consolidation group or, as the case may be, its ron-EA
sub—group non-UK sub-group; and

references to the capital requirements in Part Three of the £& UK
CRR (Capital requirements) are to the consolidated capital
requirements with respect to the firm’s FCA consolidation group or,
as the case may be, its #ror-EEA-s#b-gronp non-UK sub-group under
Part One, Title II, Chapter 2 of the EE-ERR UK CRR (Prudential
consolidation).

Basel 1 floor

Permission not to apply the Basel 1 floor

G FheFEA-doesnotexpeetthattowihwatve theappheation-of-the BaseHH
flooras-contemplatedin-article 500(2)-of the EL-CRR- [deleted]

Credit risk

Standardised approach

Retail exposures

G

Where an exposure is denominated in a currency other than the euro, the
FCA expects a firm to use appropriate and consistent exchange rates to
determine compliance with relevant thresholds in the EL-ERR UK CRR.
Accordingly, a firm should calculate the euro equivalent value of the
exposure for the purposes of establishing compliance with the aggregate
monetary limit of €1 million for retail exposures using a set of exchange
rates the firm considers to be appropriate. The FCA expects a firm’s choice
of exchange rate to have no obvious bias and to be derived on the basis of a
consistent approach (see article 123(c) of the E-ERR UK CRR).
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httpHwwwteaorguk: [deleted]

4.3 Guidance on internal ratings based approach: high level material

Application of requirements to EEA groups applying the IRB approach on a
unified basis

434 G  Article 20(6) of the EL-ERR UK CRR states that, where the IRB approach is
used on a unified basis by those entities which fall within the scope of article
20(6) (EEA-—greup), the F'CA is required to permit certain IRB requirements
to be met on a collective basis by members of that group. In particular, the
FCA considers that, where a firm is reliant upon a rating system or data
provided by another member of its group, it will not meet the condition that
it is using the IRB approach on a unified basis unless:

(1) the firm only does so to the extent that it is appropriate, given the
nature and scale of the firm’s business and portfolios and the firm’s
position within the group;

(2) the integrity of the firm’s systems and controls is not adversely
affected;

3) the outsourcing of these functions meets the requirements of SYSC;
and

4) the abilities of the FCA and the consolidating supervisor of the

group to carry out their responsibilities under the E-FERR UK CRR
are not adversely affected.

Corporate governance

438 G (1) Where the firm’s rating systems are used on a unified basis under
article 20(6) of the EL-CRR UK CRR, the FCA considers that the
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governance requirements in article 189 of the E-ERR UK CRR can
only be met if the subsidiaries have delegated to the governing body

or designated committee of the EEA-parent-institution UK parent
institution, EEA-parentfinaneial-holdingcompany UK parent
financial holding company or EEA-parent-mixedfinancial-holding

eompanry UK parent mixed financial holding company responsibility
for approval of the firm’s rating systems.

(2) The FCA expects an appropriate individual in a significant-influence
function role to provide to the FCA on an annual basis written
attestation that the rating system permissions required by the £&
€RR UK CRR have been carried out appropriately.

[Note: see articles 189 and 20(6) of the E-ERR UK CRR and article 3(1)(7)
of CRD]

43.12 G  The following points set out the level at which the FCA expects the 15% test
to be applied for a firm that is a member of a group:

(1) if a firm is part of a group subject to consolidated supervision in the
£EA UK and for which the FCA is the consolidating supervisor, the
calculations in (1) are carried out with respect to the wider group;

(2) if a firm is part of a group subject to consolidated supervision in the
££A UK and for which the FCA is not the consolidating supervisor
the calculation in (1) would not apply but the requirements of the
consolidating supervisor relating to materiality will need to be met
for the wider group;

3) if the firm is part of a sub-group subject to consolidated supervision
in the £EA UK and part of a wider third-country group subject to
equivalent supervision by a regulatory authority outside of the £EA
UK, the calculation in (1) would not apply but the requirements of
the consolidating or lead regulator relating to materiality would need
to be met for both the sub-group and the wider group; and

4) if the firm is part of a sub-group subject to consolidated supervision
in the £EA UK and is part of a wider third-country group that is not
subject to equivalent supervision by a regulatory authority outside of
the £EA UK, then the calculation in (1) would apply for the wider
group if supervision by analogy is applied and for the sub-group if
other alternative supervisory techniques are applied.

43.13 G  Whether a third-country group is subject to equivalent supervision, whether
it is subject to supervision by analogy or whether other alternative
supervisory techniques apply, is decided in accordance with artiele127-of

R ¢ oauival ¢ ihird o Lidated
supervistory GENPRU 3.2 (Third-country groups). (See article 150(1)(c) of
the EU-ERR UK CRR.)
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Liquidity

Application

Application of BIPRU 12 (Liquidity standards)

G

The FCA’s liquidity regime and liquidity reporting in BIPRU 12 (Liquidity
standards) and SUP 16 (Reporting requirements) eontinte-to apply applies
to an IFPRU investment firm wnti-the heuidity-coverage requirementin

cle 412 of the ELLCRR Licabloin 2015,

RR (Liquidity)-of-high-and-extremely-high liquidity-and-credit qualitya A
firm should be guided by BIPRU 12 (Liquidity standards) when complying
with article 416 of the EU CRR (Reporting on liquid assets).

Prudential consolidation and large exposures

Prudential consolidation

Application

R

(1) This section applies to an IFPRU investment firm.

(2) This section does not apply to an exempt IFPRU commodities firm if
the conditions in (2) are met.

3) The conditions are:

(a) article 498 of the EL-ERR UK CRR (Exemptions for
commodities dealers) applies to it;

(b)  the exempt IFPRU commodities firm is not a member of a
FCA eonselidationgreup consolidation group or rer-EEA
sub—group non-UK sub-group;

(c)  each investment firm in the group that the exempt IFPRU
commodities firm belongs to meets the conditions in article
498 of the EU-ERR UK CRR; and

(d) any investment firm in the group that the exempt IFPRU
commodities firm belongs to whose head office is outside the
£EA UK would have been a firm to whom article 498 would
have applied if its head office had been in an-EEA-State the
UK.
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8.2 Large exposures

8.2.5 G  The FCA expects that applications for exemptions under article 400(2)(c) of
the E-FERR UK CRR will be for firms established in the UK where the
intra-group undertakings to which they have exposures meet the criteria for
the core UK group in article 113(6) of the EL-ERR UK CRR, except for
article 113(6)(d) (established in the same-EEA-State UK).

8.2.6 R A firm with a non-core large exposures group permission may (in line with
that permission) exempt, from the application of article 395(1) of the EU
CRR (Limits to large exposures), exposures, including participations or
other kinds of holdings, incurred by a firm to:

in so far as those undertakings are covered by the supervision on a
consolidated baszs to which the fzrm 1tself is subject in accordance W1th the

ﬁnaneral—entﬁes—m—aﬁﬁem&a-l—eeﬂg-lemﬁa%e the UK leglslatlon that

implemented the Financial Groups Directive or with equivalent standards in
force in a third country; exposures that do not meet these criteria, whether or
not exempted from article 395(1), shall be treated as exposures to a third
party.

[Note: article 400(2) of the EU CRR]

Conditions for exemptions

8.2.13 R A firm may only make use of the exemptions provided in this section where
the following conditions are met:

(1) the specific nature of the exposure, the counterparty or the
relationship between the firm and the counterparty eliminate or
reduce the risk of the exposure; and

(2) any remaining concentration risk can be addressed by other equally
effective means, such as the arrangements, processes and
mechanisms in article-8+of CRD IFPRU 2.2.22R (Concentration
risk).

[Note: article 400(3) of the EU CRR]

10 Capital buffers
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10.3  Countercyclical capital buffer

Calculation of countercyclical capital buffer rates

103.2 R

)

2)

3)

“4)

(&)

(6)

(7)

To calculate the weighted average in IFPRU 10.3.1R, a firm must
apply to each applicable countercyclical buffer rate its total own
Sfunds requirements for credit risk, specific risk, incremental default
and migration risk that relates to the relevant credit exposures in the
jurisdiction in question, divided by its total own funds requirements
for credit risk that relates to all of its relevant credit exposures.

For the purposes of (1), a firm must calculate its total own funds
requirement for credit risk, specific risk, incremental default and
migration risk in accordance with Part Three, Titles II (Capital
requirements for credit risk) and IV (Own funds requirements for
market risk) of the E-ERR UK CRR.

The countercyclical buffer rate for an exposure located in the UK is
the rate set by the UK countercyclical buffer authority for the UK.

| | - cod by the LK lieel-bufk
aunthority;2-5% [deleted]

The countercyclical buffer rate for an exposure located in a third
country is the rate set by the UK countercyclical buffer authority for
that jurisdiction.

If the UK countercyclical buffer authority has not set a rate for a
third country, the countercyclical buffer rate for an exposure located
in that jurisdiction is:

(a) the rate set by the third country countercyclical buffer
authority for that jurisdiction; or

(b) if that rate exceeds 2.5% and has not been recognised by
the UK countercyclical buffer authority, 2.5%.

If the UK countercyclical buffer authority has not set a rate for a
third country and either there is no third-country countercyclical
buffer authority for that country or the authority has not set a rate for
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that jurisdiction, the countercyclical buffer rate for an exposure
located in that jurisdiction is zero.

If the countercyclical buffer rate for the UK is increased, that
increase takes effect from the date specified by the UK
countercyclical buffer authority.

25%. [deleted]

If the countercyclical buffer rate for a third country is increased by
the UK countercyclical buffer authority, that increase takes effect
from the date specified by the UK countercyclical buffer authority.

If the UK countercyclical buffer authority does not set a
countercyclical buffer rate for a third country and that rate is
increased by the third-country countercyclical buffer authority for
that jurisdiction, subject to 6(b), that increase takes effect from:

(a) the date 12 months after the date on which the increase was
published by the third-country countercyclical buffer
authority in accordance with the relevant law of the third
country, if the rate applied under this chapter does not
exceed 2.5%; or

(b) the date specified by the UK countercyclical buffer
authority if the rate applied under this chapter exceeds
2.5%.

If a countercyclical buffer rate is reduced, that reduction takes effect
immediately.

[Note: articles 136(4) (part), 139(2) to (5) (part) and 140(1) to (4) and (6)
(part) of CRD]

Location of exposures

1033 G

A firm must identify the geographical location of a relevant credit exposure

in accordance with the regtlatory-technical standards-adopted-underarticle
HOH-o£-CRD CRD RTS on the identification of the geographical location

of credit exposures for calculating institution-specific countercyclical

capital buffer rates.

Page 123 of 168



FCA 2019/22

10.6  Application on an individual and consolidated basis

Application on a consolidated basis

10.6.2 R A firmthatis a UK parent institution ya-a-Member-State must comply with
this chapter on the basis of its consolidated situation.

10.6.3 R A firm controlled by a UK parent financial holding company in-a-Menber
State or a UK parent mixed financial holding company in-a-Member-State
must comply with this chapter on the basis of the consolidated situation of
that holding company in the FCA consolidation group.

10.7 Exemption

10.7.2 R (D) The condition referred to in /JFPRU 10.7.1R is that the firm is a smal
and-medivm-sized SME (as defined in article 4(1)(131) of the UK

CRR) investment firm.

2)

61L/E ohecernino the
i ises. [deleted]
[Note: articles 129(4) and 130(4) of CRD]

11 Recovery and resolution

11.1  Application and purpose

11.12 G (1)

(2)  An IFPRU 730k firm may be subject to supervision on a

consolidated basis by the FCA; or the PRA er-aneothercompetent
authority.

Exclusion of non-UK firms

11.1.4 R This chapter does not apply to:
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[GA a firm that is incorporated in, or formed under the law of, a third
country.

Guidance on application

11.1.6 G (1)

(2) It also applies to financial institutions, financial holding companies
and mixed financial holding companies within the same group as
these institutions that are subsidiaries of anEEA a UK parent
undertaking. AnEEA A UK parent undertaking is an institution, a
financial holding company or a mixed financial holding company in
the £EA UK that is not itself a subsidiary of an institution, a financial
holding company or a mixed financial holding company in the EEA
UK.

11.1.7 G  The table below summarises whether a section of /FPRU 11 applies to a
firm or qualifying parent undertaking:

(1) IFPRU | (2) firm or 3)-speeifie (4) firm or (5)

730k firm qualifying applieationto | qualifying qualifying

that is not | parent an PR parent parent

subject to undertaking | 730kfirmthat | undertaking undertaking

supervision | that is the i that is a that is a

on a £EA UK subsidiary-of | subsidiary of mixed

consolidate | parent anEEA a UK activity

d basis undertaking parent holding

of an RRD undertalking undertaking of | company of
group tHranother an RRD group | an IFPRU
EEA State 730k firm
IFPRU 11.1 | Yes Yes Yes Yes
(Applicatio
n and
purpose)
IFPRU 11.2 | Yes No No No
(Individual
recovery
plans)
IFPRU 11.3 | No Yes No No
(Group
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recovery
plans)

IFPRU 114 | Yes Yes ¥es No No
(Informatio
n for
resolution
plans)

IFPRU 11.5 | No Yes ¥es—HPRU | Yes Yes (note 2
(Intra-group HS5FRenly 1)

financial
support)

IFPRU 11.6 | Yes Yes Ne Yes Yes (note 3
(Contractua 2)

1
recognition
of bail-in)

IFPRU 11.7 | Yes Yes Ne Yes Yes
(Notificatio
ns)

Note 2 1: IFPRU 11.5 only applies to mixed activity holding companies of an IFPRU 730k
firm in an RRD group.

Note 3 2: IFPRU 11.6 only applies to mixed activity holding companies that do not hold an
RRD institution using an intermediate financial holding company or mixed financial
holding company.

11.3 Group recovery plans
Application
11.3.1 R This section applies to:
(1) afirmthat is the £EEA UK parent undertaking of an RRD group; and

(2) aqualifying parent undertaking that is the EEA UK parent
undertaking of an RRD group.;-anéd

3) IEPRU 730k firmthatisd beidi il
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supervisor- [deleted]

General requirements of the group recovery plan
11.3.5 R The group recovery plan must:
(1)
(2) identify measures the group may need to implement at the level of:
(a) the EEA UK parent undertaking; and

(b)

11.3.6 R The group recovery plan must include arrangements to ensure the
coordination and consistency of measures for each RRD group members;

Group recovery plan for a group that includes an IFPRU 730k firm that is not a
significant IFPRU firm

11.39 R If the RRD group includes an IFPRU 730k firm that is not a significant
IFPRU firm (and does not include an IFFPRU 730k firm that is a significant
IFPRU firm) the group recovery plan must include:

(7) asummary of any material changes to the group recovery plan since
the previous version was sent to the £CA-or-other EEA
consolidating supervisor;

Assessment and review by the management body of the EEA UK parent
undertaking

Page 127 of 168



11.3.18 R (1)

2)

FCA 2019/22

A firm that is anBEA a UK parent undertaking or a qualifying
parent undertaking must ensure that its management body assesses
and approves the group recovery plan before sending it to its
consolidating supervisor.

sends-itto-its-consolidating-supervisor- [deleted]

11.3.21 R (1) A firm or qualifying parent undertaking must send the group
recovery plan to its £EA consolidating supervisor.

(2)  WheretheconsolidatingsupervisoristheFCA— A firm or
qualifying parent undertaking must send the group recovery plan in
line with SUP 16.20 (Recovery plans and information for resolution
plans).

114 Information for resolution plans
Application

11.4.1 R This section applies to:

)
2)
3)

a firm that is the £EEA UK parent undertaking of an RRD group; and

a qualifying parent undertaking that is the £EA UK parent
undertaking of an RRD group.:-anéd

supervisor: [deleted]

11.5 Intra-group financial support
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&  therelevantgroup-membersake-the relevant-disclosures{see
HPRUH-522Rto-LFPRU 523Gy [deleted]

Approval of RRD group financial support agreements
11.5.7 R (1) The following must apply to their consolidating supervisor for
approval of any proposed RRD group financial support agreement
or of any amendment to that agreement:

(a) afirmthatis the EEA UK parent undertaking of an RRD
group;
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(b) aqualifying parent undertaking that is the EEA UK parent
undertaking of an RRD group; and

© LEPRLL 730K s thati bsidi ¢ an EE

&b hasthe FCAas-itsconsolidatingsupervisor- [deleted]

Conditions for entering into an RRD group financial support agreement
11.59 R The parties to an RRD group financial support agreement must include:
(1) one or more of the following:

(a) aparentinstitutionin-aMember-State: [deleted]
(b) antEA a UK parent institution;

Conditions for giving group financial support using an RRD group financial
support agreement

11.5.14 R A firm or qualifying parent undertaking must not give financial support
using an RRD group financial support agreement unless it is satisfied that:

(7) the support will not create a threat to financial stability, #r-partictlar
in the United Kingdom:;

(8) the group member giving the support complies with the following
when giving the support:

(a) the requirements of the UK provisions which implemented the
articles of the CRD relating to capital and liquidity;

(b) any requirements imposed under the UK provisions which
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implemented article 104(2) (additional own funds
requirements) of the CRD;

(c) the requirements relating to large exposures in the €RR UK
CRR and the UK provisions which implemented the CRD.

11.5.16 G A firm or qualifying parent undertaking proposing to give financial
A support using an RRD group financial support agreement should also

refer to articles 33 to 36 of the RRD Regulation CommissionDelegated

N/
Vi

Notice of intention to give financial support using an RRD group financial
support agreement

11.5.18 R A firm or a qualifying parent undertaking intending to give financial
support using an RRD group financial support agreement must ensure that
its management body notifies:

(1) its competent authority;
(2)  where different, its consolidating supervisor; and

(3) where different, the competent authority of the group member
receiving the financial support.:-and

(4) theEBA- [deleted]

11.5.21 R A firm or qualifying parent undertaking must ensure it sends the decision
of its management body to give financial support to:

(1) its competent authority;
(2)  where different, its consolidating supervisor; and

(3) where different, the competent authority of the group member
receiving the support.:-and

(4) theEBA- [deleted]

11.6 Contractual recognition of bail-in
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Contractual recognition of bail-in

R

(D

2)

If a liability meets the conditions in (2), a firm or qualifying parent
undertaking must include a term in the contract governing the
liability which states that the creditor or party to the agreement
creating the liability:

(a)

(b) agrees to be bound by any of the following actions of a

resolution-anthority the Bank of England in relation to that
liability:

The contractual recognition of a bail-in requirement in (1) applies to
a liability that is:

(a) governed by the law of a third country that is not an EEA
State;

(e) not a liability which the resolution-authority Bank of England
has determined can be subject to write-down and conversion

powers by the resotution-anthority-of-anfEA-State Bank of
England under:

The contractual recognition of bail-in requirement in (1) also applies
to a liability that is:

(a) governed by the law of an EEA State;

(b) issued or entered into after exit day;

(c) 1issued or entered into before exit day but materially amended
after exit day;

of a type that is not excluded under article 44(2) of RRD;

=

not a deposit of a type referred to in point (a) of article 108 of
RRD:; and

=

not a liability which the Bank of England has determined can
be subject to write-down and conversion powers by the Bank
of England under:

=

(1) the law of an EEA State; or
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(i) abinding agreement concluded with that EEA State.

[Note: article 55(1) of RRD]

11.6.4 G A firm or qualifying parent undertaking proposing to provide contractual
recognition of bail-in should also refer to articles 42 to 44 of the RRD

Regulation. CommtsstorBPelegated Recwlation - 20H6H075-04 23

IFPRU TP 3 (Gains and losses) is deleted in its entirety. The deleted text of the TP is not
shown but it is marked as [deleted] as shown below.

TP 3 Gains and losses [deleted]

Amend the following as shown.

TP4 Deductions from own funds

Application

4.1 R |IFPRU TP 4 applies to an IFPRU investment firm, unless it is an exempt
IFPRU commodities firm.

Purpose

4.2 G |IFPRU TP 4 contains the rules that exercise the discretion afforded to the
FCA as competent authority under articles 469:474-and-477 of the EL-CRR
UK CRR. The applicable percentages in I[FPRU TP 4 apply instead of articles
36(1):-56-(b{e)and-66 of the EL-CRR UK CRR for the duration of the
transitional.

Duration of transitional

4.3 R |IFPRU TP 4 applies until 31 December 2023.

Deduction from common equity tier 1

4.4 R
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4.5
&
&
&
4
[expired]
4.6 For the purposes of article 469(1)(c) of the EU CRR, as it applies to the items

in point (c) of article 36(1)) of the ELFERR UK CRR (Deductions from
Common Equity Tier 1 items) that existed prior to 1 January 2014, the
applicable percentages are:

(1)

0% for the period from 1 January 2014 to 31 December 2014;

2)

10% for the period from 1 January 2015 to 31 December 2015;

3)

20% for the period from 1 January 2016 to 31 December 2016;

“4)

30% for the period from 1 January 2017 to 31 December 2017;

)

40% for the period from 1 January 2018 to 31 December 2018;

(6)

50% for the period from 1 January 2019 to 31 December 2019;

(7

60% for the period from 1 January 2020 to 31 December 2020;
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(8) |70% for the period from 1 January 2021 to 31 December 2021;
(9) | 80% for the period from 1 January 2022 to 31 December 2022; and
(10 {90% for the period from 1 January 2023 to 31 December 2023.
)
4.7
4.8
4.9
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&4 | 80%for-the pertodfrom1January 201 7to-3+ December 2047 [expired]

TPS  Own funds: other transitionals
Application
5.1 R |IFPRU TP 5 applies to an IFPRU investment firm, unless it is an exempt
IFPRU commodities firm.
Purpose
5.2 G |IFPRU TP 5 contains the rules that exercise the discretion afforded to the FCA
as competent authority under articles 479-te-480 484 to 486 of the EL-CRR
UK CRR. The applicable percentages in I[FPRU TP 5 apply for the duration of
the transitional.
Duration of transitional
5.3 R |IFPRU TP 5 applies until 31 December 2021.
54
5.5
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5.6
4 | 0%fortheperiodfromHanuary 20H7to- 31+ December 2047 [expired]
Limits on grandfathering
5.7 R | For the purposes of article 486 of the EL-ERR UK CRR the applicable factors
are:
(1) | 80% during the period from 1 January 2014 to 31 December 2014;

2)

70% during the period from 1 January 2015 to 31 December 2015;

3)

60% during the period from 1 January 2016 to 31 December 2016;

“)

50% during the period from 1 January 2017 to 31 December 2017;

&)

40% during the period from 1 January 2018 to 31 December 2018;

(6)

30% during the period from 1 January 2019 to 31 December 2019;

(7

20% during the period from 1 January 2020 to 31 December 2020; and
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(8) | 10% during the period from 1 January 2021 to 31 December 2021.

IFPRU TP 6 (Leverage) and IFPRU TP 7 (Capital conservation buffer: transitional) are
deleted in their entirety. The deleted text of the TPs is not shown but they are marked as
[deleted] as shown below.

TP 6 Leverage [deleted]

TP 7  Capital conversation buffer: transitional [deleted]

Amend the following as shown.

Sch1 Record-keeping requirements

3) Table
Handbook Subject of Contents of record When Retention
reference record record period
must be
made
IFPRU Documents All documentation relating to a firm’s | Not At least
4.3.17G relating to rating systems (including any specified | three years
rating systems | document referenced in /FPRU 4 or
required by the ELHERR UK CRR
that relate to the IRB approach)

Sch 2 Notification and reporting requirements

3) Table
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Handbook | Matter to be notified | Contents of notification | Trigger event | Time allowed
reference
IFPRU Intention by firm or | Actions described in Intention to | As soon as
3.2.17R member of its group | article 77 of the EE-ERR | carry out the | intention is
member to reduce UK CRR actions formed
own funds or described in
consolidated own article 77 of
funds the EL-ERR
UK CRR
IFPRU Reliance on deemed | Sufficient information to | Intention to | Within a
4.12.1R transfer of allow the FCA to assess |rely on reasonable
significant risk whether the possible deemed period before or
under articles 244(2) | reduction in risk- transfer of after a relevant
and 245(2) of the weighted exposure significant transfer, not
EFU-CRR UK CRR, amounts achieved by the | risk being later than

including for the
purposes of article
337(5) of the £&
€RR UK CRR

securitisation is justified
by a commensurate
transfer of credit risk to
third parties

one month after
the date of
transfer
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Annex D

Amendments to the Prudential sourcebook for Insurers (INSPRU)

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

1.1

1.1.1

1.1.3

1.1.4

1.1.5

1.1.6

1.2

1.2.1

Capital resources requirements and technical provisions for insurance
business

Application

R INSPRU 1.1 applies to an insurer unless it is:
(1)  anon-directive friendly society; or
(2)  anineomingEEA firm:-or [deleted]
(3)  anincomingTreaty-firmor [deleted]

(4)  aSolvency Il firm.

R  For anenEEA an insurer with a branch in the United Kingdom whose
insurance business in the United Kingdom is not restricted to reinsurance

fother than anEEA-depositinsurer; a Swiss general insurer er-atH-deposit
insurery INSPRU 1.1.27R applies separately in respect of its world-wide

activities and its activities carried on from a branch in the United Kingdom.

R EoranEEA-depositimstreroraSissgeneralimstrerINSPREFI27R
Lies | e . o onf : L i the United
: - [deleted]

R E UK d . INSPRULL2TR 5 "
G Thi ) " | s its head-office i ]
[deleted]

Mathematical reserves
Application
R INSPRU 1.2 applies to a long-term insurer unless it is:

(1)  anon-directive friendly society; or
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1.5.1

1.5.5A

1.5.12

3.1
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(2)  anineoming-EEAfirm-or [deleted]
(3)  anineomingTreaty-firmi-or [deleted]

(4)  aSolvency I firm.

Internal-contagion risk

Application

R

R

G

INSPRU 1.5 applies to an insurer except any insurer in (1) to (3):
(D) (a) non-directive friendly societies; or
(b)  Solvency Il firms;
(2)  nonecoftheprovistons—apartfromINSPRUS533R(payment-of

;i il ies), | ; biel L £ borisati
wnderSehedited-ofthe-Aet; [deleted]

In the application of this section to aetivities-carried-onby-anonEEAinsurer

a firm with its head office outside the United Kingdom:

(D

(2)  all other provisions of this section apply only in relation to:

@ o c UK d .. activiti od
from-branches-inany EEA-Stateand

by in-any-other-ease; activities carried on from a branch in the
United Kingdom.

Finally, the section sets out requirements to protect policyholders of the
United Kingdom branches of nen-EA+firms firms with their head office

outside the United ngdom whefe—ehese—afe—supewrsed—by%heﬂﬁpmpﬁ%e

Market risk

Market risk insurance
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TP

1.1

1.6
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R INSPRU 3.1 applies to an insurer unless it is:

)
2)
3)
“4)

a non-directive friendly society; or

antnecomingEEAfirm—or [deleted]
antncomingTreatyfirm—or [deleted]

a Solvency Il firm.

Derivatives in insurance

Application

R This section applies to an insurer unless it is:

)
2)
3)

a non-directive friendly society; or

antnecomingEEAfirm—or [deleted]
antncomingTreatyfirm—or [deleted]

Transitional provisions

Application

R INSPRU TP 1 applies to an insurer unless it is:

)
2)
3)
“4)

a non-directive friendly society; or

an-incoming EEAfirm—or [deleted]
antncomingTreatyfirm—or [deleted]

a Solvency Il firm.

Page 142 of 168



3.1

3.6

FCA 2019/22

PRU waivers

Application

R INSPRU TP 3 applies to an insurer unless it is:

(1
2)
3)
“4)

a non-directive friendly society; or

antncoming EEAfirm—or [deleted]

an - incomine Treaty firneor |deleted]
a Solvency Il firm.

- [deleted]
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Annex E

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.

1.3

1.3.1

2.1

2.1.2

3.1

3.1.3

Application and general provisions

Remuneration and property valuation requirements for MCD creditors
Application
R MIPRU 1.3 applies to an MCD creditor etherthan-anincomingEEAfirm.

Responsibility for insurance distribution and MCD credit intermediation
activity

Application and purpose

Purpose

G The main original purpose of this chapter is was to implement in part the
provisions of the /DD and the MCD.

Professional indemnity insurance

Application and purpose

Purpose
G The purposes of this chapter are to:

(1) #mplement reflect the UK provisions which implemented articles
10(4) and 10(5) of the IDD in so far as it regquires required
insurance intermediaries to hold professional indemnity insurance,
or some other comparable guarantee, against any liability that might
arise from professional negligence; and

2)
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3.277A

3.29A
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Professional indemnity insurance requirements

R

A firm must take out and maintain professional indemnity insurance that
is at least equal to the requirements of this section from:

(1) an insurance undertaking which is authorised to transact
professional indemnity insurance in the ££A UK or

(2)
[Note: articles 10(4) and 10(5) of the IDD]

A nenEEAfirm non-UK firm (such as a captive insurance company
outside the £EA UK) will be able to provide professional indemnity

insurance only if it is authorised to do so in one of the specified countries
or territories. The purpose of this provision is to balance the level of
protection required for the policyholder against a reasonable level of
flexibility for the firm.

Minimum limits of indemnity: MCD credit intermediaries

R

If the firm is:

(1) an MCD article 3(1)(b) credit intermediary who is not also an MCD
article 3(1)(b) creditor carrying out direct sales only; or

(2) a home finance intermediary that is:
(a) an MCD mortgage adviser; or
(b) an MCD mortgage arranger,

who is not also an MCD mortgage lender carrying out direct sales
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4.1

4.1.2

4.2

4.2.16

4.2F
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only;

then the minimum limit of indemnity is the-ameunt-set-outin-article +-of

he C :csion Del | Reeulation (EU) No-1125/2014 which i
reproduced- - MIPRU32-9BEU that specified in MCOB 3.2.9BR.

[Note: article 29(2) of the MCD]

The minimum monetary amount of the professional indemnity insurance

or comparable guarantee required-to-be-held-by-ereditintermediaries{as
referredto-inthe firstsubparagraphof-Article 292 ) of Direetive
2044 HEHshat-be is:

(1)  EUR 460 000 for each individual claim;

IW%

(2) 1in aggregate EUR 750 000 per calendar year for all claims.

[Note: article 1 of the Commission Delegated Regulation (EU) No
1125/2014.]

Capital resources

Application and purpose

[deleted]

Capital resources requirements

G  The requirement that the loan qualifies for the ‘linked presentation’
accounting treatment under FRS 5 is aimed at those firms which report
according to FRS 5. Other firms which report under other standards,
including International- Accounting-Standards UK-adopted international
accounting standards, need not adopt FRS 5 in order to meet the second
condition.

Exposures and risk weights
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5.2
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523

R

FCA 2019/22

Exposures to residential property situated in anEEA-State-or a third-
country must be assigned a risk weight of 75% up to a limit of 100% of the
value of the property.

Calculation of capital resources

Reversion providers: additional requirement for instalment reversions

R

(1) If the reversion provider agrees under the terms of an instalment
reversion plan to pay the reversion occupier for the qualifying
interest in land over a period of time, then the provider must:

(a) take out and maintain adequate insurance from an insurance
undertaking authorised in the ££A UK or a person of
equivalent status in:

Insurance distributors and home finance providers using insurance
distribution or home finance mediation services

Use of intermediaries

For the purposes of MIPRU 5.2.1R, the person, in relation to the activity
must:

[ deleed |

(5) inrelation to insurance distribution activity, not be carrying this
activity on in the £EA UK or

(6)
[Note: article 16 of the IDD]
(1) A firm should:

(a) before using the services of the intermediary, check:
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(1) the Financial Services Register; ¥

(i) o relat } Listributi .
Licributi ed o] EEA st} . cd
Home-Stateregulator: [deleted]

for the status of the person; and

use the services of that person only if the relevant register
indicates that the person is registered for that purpose.

Checking the Financial Services Register before using the
services of the intermediary and using the services of that
person only if the Financial Services Register indicates that the
person is registered for that purpose may be relied on as
tending to establish that:

(1) the person, in relation to the activity, has permission; or

(i1) the person, in relation to insurance distribution activity,
is an exempt person or an authorised professional firm.

) J . £HACTEE T
. EHaror S £ o . 7
) g] Lied 5 y ”_g] hat the A
reetsteredHor-the-purposes-of-the P [deleted|.
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Annex F

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

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

GUIDANCE: THE PURPOSE OF THE PRUDENTIAL RULES FOR FRIENDLY
SOCIETIES AND AN OVERALL DESCRIPTION

TA Directive friendly societies should also refer to the PRA Rulebook: Solvency 11
firms: Conditions Governing Business and the Solvency Il Regulation ef-EH)
2015/35-6£10-October 2044 which contain systems and control requirements, and
the FCA will take these into account.

Chapter 2: Integrity, Skill, Care and Diligence

LEGAL COMPLIANCE

2.1 A friendly society must take reasonable steps to ensure that:
(a)
(b)

(i1) any applicable requirement (whether-of-the law-ofanypart-of-the

United-Kingdom-or-of the law-of another EEA-State) which gives
effeetto-the implemented the Solvency II Directive or is otherwise

applicable to the insurance activities of the friendly society.

Page 149 of 168



FCA 2019/22

Annex G

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

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

1.1

8.3

Chapter 1: Application Rule
APPLICATION
Insurers

An insurer must comply with IPRU (INS) unless it is —

(a)

b) EEA CE } Lifvine £ horisat
wnder-Schedules3-or-4-to-the-Aetror [deleted]

Chapter 8: Non-UK Insurers
PART III: RULES APPLICABLE TO BRANCHES

An insurer which has its head office outside the United Kingdom (other than a

prrereinsurer-which-hasa Treaty richt underSchedule 4-to-the Aetora Swiss

general insurer) must appoint and maintain the appointment of a chief executive
(who alone or jointly with one or more others, is responsible for the conduct of its
business through an establishment in the United Kingdom).

Page 150 of 168



FCA 2019/22

Annex H

Amendments to the Interim Prudential sourcebook for Investment Businesses
(IPRU(INV))

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

1 Application and General provisions

1.2 Application

1.2.3 G  For the avoidance of doubt, IPRU-INV does not apply to any of the
following:
(e)

Ideletedl

) an insurer.;-or

(8) abCHSquaifier: [deleted]

2 Authorised professional firms
2.1 Application
2.1.7 G  The activities that a full-scope UK AIFM and a UCITS management

company are allowed to perform are restricted by article-6-ofAHEMD-and

article-6-of the UCITS Directive-to-the-management-of Ak sandlor UCITS

Sue RV REehta pE H caoOVd e-6(4 "‘1’

ireetive COLL 6.9.9R and FUND 1.4.3R (as
applicable). As such, an authorised professional firm cannot be a collective
portfolio management firm or a collective portfolio management investment
firm.

3 Financial resources for Securities and Futures Firms which are not MiFID
Investment Firms or which are Exempt BIPRU Commodities Firms or
Exempt IFPRU Commodities Firms
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Other amounts owed to a firm arising out of investment business or
investment dealing activities

Consolidated Supervision

- [deleted]
Appendix 1- Glossary terms for IPRU(INV) 3

approved (in relation to a bank account opened by a firm) means:
bank

(b) if the account is opened elsewhere:

(i) Lt instituti Blished i EEAS |
] he United Kined 1 dul borised bytl
refevantHome Stateregulator—or | deleted|

Financial resources
Application
G @

(a) This chapter applies to an investment management firm, other
than:

Q) . . . ) .
: S J : . ; i , ;j@js;
[deleted]
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5.1.3 R

@)
b
() IPRU-INY 5.2 3R:
&
©)
&

IPRU-INV-548R- [deleted]
5.2 General requirement

Financial resources
523 R A firm’s financial resources means:

(a) its own funds, if the firm is subject to an own funds requirement
under /PRU-INV 5.4.2R e+ HPRUANV-544R; or

(b) its liquid capital, if the firm is subject to a liquid capital
requirement under /PRU-INV 5.4.1R.

54 Financial resources requirement
Determination of requirement

54.1 R The financial resources requirement for a firm is a liquid capital
requirement, determined in accordance with /[PRU-INV 5.4.10R:

(1) unless the firm falls within any of the exceptions in /PRU-INV
5.4.2Rser

(ii) hefirm . o EEA " . ¢
1 1 - [deleted]

Exceptions from the liquid capital requirement
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54.2 R The financial resources requirement is an own funds requirement
determined in accordance with IPRU-INV 5.4.3R for a firm if its
permitted business does not include establishing, operating or winding
up a personal pension scheme and which:

(i1) is not an exempt CAD firm if:

(©) the firm is a trustee of an authorised unit trust scheme
whose permitted business consists only of trustee
activities and does not include any other activity
constituting specified trustee business or the firm is a
depositary of an ICVC or ACS or a depositary appointed
in line with FUND 3.11.12R (Eligible depositaries for
UK AIFs) or a UK depositary of a ronEEAALE non-UK
AIF whose permitted business consists only of
depositary activities.

Own funds requirement

543 R The own funds requirement for a firm subject to IPRU-INV 5.4.2R is
the higher of:

(1) £4 million for a firm which is a depositary of an authorised fund,
if the authorised fund is an AIF;

(ia)  €125,000 for a firm which is a depositary appointed in line with
FUND 3.11.12R (Eligible depositaries for UK AIFs) or a UK
depositary of a nonEEAAE non-UK AIF;

(ib)  for a firm which is a depositary of a UCITS scheme, the higher of:
(A)  the requirement calculated depending on the selected
approach in accordance with articles 315 or 317 of the £tf
€ERR UK CRR; and
B) £4 million; and
(i)  £5,000 for any other firm.

544 R Thefi ial . : . o EEAf "

[deleted]

54.5 G In accordance with IPRU-INV 5.4.3R(ib)(A ) andLPRUINV 54-4R, a
firm which is a depositary of a UCITS scheme has a choice between:

a DRI av’
AN 77 T O
.
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(a) the basic indicator approach in article 315 of the ELFERR UK
CRR; and

(b)  the standardised approach in article 317 of the EL-FERR UK CRR.

. I ¢ UCITS imvel it in

3 ; - [deleted]

Appendix 5(1): Glossary of terms for IPRU-INV §

Term

Meaning

qualifying capital
item

means that part of a firm’s capital which has the following
characteristics:

specified trustee
business

2. | For the purpose of this definition of “specified trustee
business’:

(e

government, local authority or international
organisation means:

(i11) | an international organisation the members
of which include the United Kingdom er
another EEA-State.
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9 Financial resources requirements for an exempt CAD firm
9.2 General requirements

Initial capital and professional indemnity insurance requirements - exempt CAD
firms that are not IDD insurance intermediaries

9.24 R (1) An exempt CAD firm which is not an IDD insurance intermediary
must have:

(b) professional indemnity insurance covering the whole
territory of the £EA UK or some other comparable guarantee
against liability arising from professional negligence,
representing at least EUR 1,000,000 applying to each claim
and in aggregate EUR 1,500,000 per year for all claims; or

9.2.5A G Article HoD-of the P Drequires EIOPAtoreview-the fimits-of-indenmnity

| 1 ! ; ) 1 ) | haical
standards-adopted-underarticle 10(H-of the IDD- [deleted]

nte-. he 1rag orv—techn ndardscadopted de

9.2.6 G A trade-off between initial capital and professional indemnity insurance is
appropriate such that EUR 1 of initial capital is the equivalent of
professional indemnity insurance cover of EUR 20 for a single claim
against the firm and EUR 30 in aggregate.

94 Policy terms for professional indemnity insurance
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Insurers whose professional indemnity insurance policies can be used by an
exempt CAD firm

94.1 R An exempt CAD firm that has professional indemnity insurance in
accordance with this chapter must take out and maintain professional
indemnity insurance that is at least equal to the requirements of the rule
below from:

(1) an insurance undertaking which is authorised to transact
professional indemnity insurance in the ££A UK; or

2)

11 Collective Portfolio Management Firms and Collective Portfolio
Management Investment Firms

11.1 INTRODUCTION

Purpose
11.1.4 R (1)

(2) This original purpose of this chapter alse was to implements
implement relevant requirements of AIFMD and the UCITS
Directive, which ineludes included imposing capital and
professional indemnity insurance requirements on a full-scope UK
AIFM and a UCITS management company. AIFMD and the
UCITS Directive incorporate references to provisions of the
Banking Consolidation Directive and the Capital Adequacy
Directive in relation to initial capital, own funds and fixed
overheads. However, in line with article 163 of the CRD, the
Banking Consolidation Directive and the Capital Adequacy
Directive are were repealed from 1 January 2014 and references to
these directives are were replaced with references to the CRD and
the EU CRR in line with the correlation table set out in Annex Il to
the CRD and in Annex IV to the EU CRR.

11.2 MAIN REQUIREMENTS
Collective portfolio management firm

11.2.1 R A firm must:
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(2) at all times, maintain own funds which equal or exceed:
(a) the higher of:

(1)  the funds under management requirement (in line with
IPRU-INV 11.3.2R); and

(i1))  the amount specified in article 97 of the EFERR UK
CRR (Own funds based on fixed overheads) (as
replicated in IPRU-INV 11.3.3AEHYUK)); plus

3) at all times, hold liquid assets (in line with /PRU-INV 11.3.17R)
which equal or exceed

(a) the higher of:

(i)  the funds under management requirement (in line with
IPRU-INV 11.3.2R) less the base own funds
requirement (in line with IPRU-INV 11.3.1R); and

(i1)) the amount specified in article 97 of the ELFERR UK
CRR (Own funds based on fixed overheads); plus

11.3 DETAIL OF MAIN REQUIREMENTS

Own Funds based on Fixed Overheads

11.33A EY (1) In accordance with Articles 95 and 96, an investment firm and
UK firms referred to in point (2)(c) of Article 4(1) that provide the
investment services and activities listed in the UK legislation that
implemented points (2) and (4) of Section A of Annex I to
Directive 2004/39/EC shall hold eligible capital of at least one
quarter of the fixed overheads of the preceding year.

Professional negligence
11.3.11 G A full-scope UK AIFM should:

(1) cover the professional liability risks set out in article 12 of the
AIFMD level 2 regulation (professional liability risks) (as
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replicated in /PRU-INV 11.3.12EBUK) by either:

(a) maintaining an amount of own funds in line with article 14 of
the AIFMD level 2 regulation (additional own funds) (as
replicated in IPRU-INV 11.3.14EBUK) (the professional
negligence capital requirement); or

(b) holding professional indemnity insurance and maintaining an
amount of own funds to meet the PII capital requirement
under article 15 of the AIFMD level 2 regulation
(professional indemnity insurance) (as replicated in /PRU-
INV 11.3.15E8BUK) and IPRU-INV 11.3.16R; and

comply with the qualitative requirements addressing professional
liability risks in article 13 of the AIFMD level 2 regulation
(qualitative requirements addressing professional liability risks)
(as replicated in IPRU-INV 11.3.13E5UK).

Professional liability risks

EQ (1)
UK

The professional liability risks to be covered pursuant to the UK
legislation that implemented Article 9(7) of Directive 2011/61/EU
shall be risks of loss or damage caused by a relevant person
through the negligent performance of activities for which the
AIFM has legal responsibility.

Qualitative requirements addressing professional liability risks

EL
UK

Additional own funds

EU
UK

“4)

®)

The eompetent-authority-of the home MemberState-of the AIEM
FCA may authorise the AIFM to provide additional own funds

lower than the amount referred to in paragraph 2 only if it is
satisfied - on the basis of the historical loss data of the AIFM as
recorded over an observation period of at least three years prior to
the assessment - that the AIFM provides sufficient additional own
funds to appropriately cover professional liability risks. The
authorised lower amount of additional own funds shall be not less
than 0,008 % of the value of the portfolios of AIFs managed by
the AIFM.

The eompetent-authority-of the home MemberState-of the AHEM
FCA may request the AIFM to provide additional own funds

higher than the amount referred to in paragraph 2 if it is not
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satisfied that the AIFM has sufficient additional own funds to
appropriately cover professional liability risks. The competent
authority shall give reasons why it considers that the AIFM's
additional own funds are insufficient.

Professional indemnity insurance

11.3.15 EU
UK

(2) An AIFM shall take out and maintain at all times professional
indemnity insurance that:

Any agreed defined excess shall be fully covered by own funds
which are in addition to the own funds to be provided in
accordance with the UK legislation that implemented Article 9(1)
and (3) of Directive 2011/61/EU.

11.6 ADDITIONAL REQUIREMENTS FOR COLLECTIVE PORTFOLIO
MANAGEMENT INVESTMENT FIRMS

11.6.2 G

(2) Subject to the conditions that the firm is not authorised to provide
safekeeping and administration in relation to shares or units of
collective investment undertakings and is not permitted to hold
client money or client assets in relation to its MiFID business (and
for that reason may not place itself in debt with those clients)
competent authorities may allow the firm to stay on the capital
requirements that would be binding on that firm as at 31
December 2013 under the UK legislation that implemented the
Banking Consolidation Directive and the Capital Adequacy
Directive (in line with article 95(2) of the ELFERR UK CRR). The
FCA has exercised this derogation and, as such, a firm meeting
those conditions is a BIPRU firm. If the above conditions are not
met, a collective portfolio management investment firm is an
IFPRU investment firm.

12 Financial resources requirements for operators of electronic systems in
relation to lending
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Financial resources requirements

Financial resources requirement: firms carrying on other regulated activities

R

The financial resources requirement for a firm carrying on one or more
regulated activities in addition to operating an electronic system in relation
to lending, is the higher of:

(2) the financial resources or own funds requirement which is applied
by another rule or by directly applicable legislation of the £& UK
to the firm.

Financial Resources Requirements for Personal Investment Firms

Application, general requirements and professional indemnity insurance
requirements

Although financial resources and appropriate systems and controls can
generally mitigate operational risk, professional indemnity insurance has a
role in mitigating the risks a firm faces in its day-to-day operations,
including those arising from not meeting the legally required standard of
care when advising on investments. The purpose of the rules in this section
is also to ensure that a firm has in place the type, and level, of professional
indemnity insurance necessary to mitigate these risks. Fhis-ineludesinthe

ease-ofa R firnrexereistheanEEA+ight—coverftorbreachesof

Requirement to hold professional indemnity insurance

R

A firm must take out and maintain at all times professional indemnity
insurance that is at least equal to the requirements in this section from:

(D) an insurance undertaking which is authorised to transact
professional indemnity insurance in the ££A UK; or
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13.1.15 G If a policy is denominated in any currency other than euros, a firm must
take reasonable steps to ensure that the limits of indemnity are, when the
policy is effected (i.e. agreed) and at renewal, at least equivalent to those
denominated in euros.

14 Consolidated supervision for investment businesses

14.2 Scope of consolidation

14.2.1 R For the purposes of the rules in this chapter, a firm’s group means the firm
and:

(1)  any £EA UK parent institution in the group which is a financial
holding company, a credit institution, or an investment firm;

(2)  any credit institution, investment firm or financial institution which
is a subsidiary either of the firm or of the firm’s £EA UK parent
institution as defined in (1); and

(3) any credit institution, investment firm or financial institution in
which the firm or one of the entities in (1) or (2) holds a
participation.

14.2.4 G (1) A firm’s parent is a financial holding company if it is either a
financial institution or a securities and futures firm that is subject to
the financial rules in Chapter 3 and that is a broad scope firm (but
not a venture capital firm) and if its subsidiary undertakings carry
out mainly listed activities, activities of a credit institution or
activities undertaken by a Chapter 3 broad scope firm. For this
purpose the FCA interprets the phrases ‘mainly’ or ‘main business’
to mean where the balance of business is over 40% of the relevant
group or sub-group’s balance sheet (measured on the basis of total
assets) or profit and loss statement (measured on the basis of gross
income). In addition, if the firm’s parent has significant holdings in
insurance undertakings or reinsurance undertakings, it is a mixed
financial holding company, and the firm is subject to the rules in

Page 162 of 168



14.5

14.5.2

FCA 2019/22

GENPRU 3.1 instead of the rules in this chapter. This is because a
parent cannot be a financial holding company and a mixed financial
holding company at the same time. GENPRU 3.1 sets out what
constitutes significant insurance holdings (broadly more than 10%
of the financial sector activities of the group). A firm’s parent is a
financial holding company and not regarded as a mixed financial
holding company unless:

(a) the parent has been notified by its coordinator that the group

it heads is a financial conglomerate Gi-acecordance-with
Article- 42y of the Hinanetal GroupsDireetive); and

(b) it has not been notified that the coordinator and the relevant
competent authorities have agreed not to treat the group as a

financial conglomerate in accordance with Article 3(3)y-of-the
Financial GroupsDireetive regulation 16 of the financial

groups directive regulations.

(2) A firm with an ultimate ren-EEA-parent non-UK parent may also
be subject to the provisions in GENPRU 3.2.

(3)  In the case where undertakings are linked to-the-domainof

lidation] Lationshin withinl . ¢ article 120]
of Pirective(83/349/EEC) by a consolidation article 12(1)
relationship, the FCA will determine how consolidation is to be

carried out.

Group financial resources requirement

R

Financial resources requirements for individual entities in the group are:

(1)  for firms regulated by the FCA, their regulatory capital requirement
under FCA rules;

2) o o .
be local g] y | Te8 » ator. ]j local
reetHatory-capitdrequirerment: [deleted]

(2A) for entities that are recognised third country credit institutions or
recognised third country investment firms and which is subject to
the local regulatory capital requirement of that regulator, that local
regulatory capital requirement;

(2B) for entities not in (2A) that are regulated by a third country
competent authority named in the table in BIPRU 8 Annex 3R and
which is subject to the local regulatory capital requirement of that
regulator, that local regulatory capital requirement; and
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(3)  for other entities in the group, a notional financial resources
requirement calculated as if the entity were regulated by the FCA.

14 App1 Interpretation
Appl.1 G Glossary of defined terms for Chapter 14

If a defined term does not appear in the IPRU(INV) 14 glossary below, the
definition in the main Handbook Glossary applies.

EEA s i hich has-its head-off
mthe £EA-

participation | a participation within the meaning of the UK provisions
which implemented Article +7-eofDirective 78/660/EEC 2,
point (2) of the Accounting Directive or the ownership
either direct or indirect of 20% or more of the voting rights
or capital of another undertaking which is not a subsidiary.

UK parent a firm’s direct or indirect parent which has its head office
in the UK.

Annex A Limited liability partnerships: Eligible members’ capital

Annex A Introduction
1

Purpose

Anmnex A G The purpose of this annex is to amplify Principle 8 (Financial resources)

1.4 which requires a firm to maintain adequate financial resources to meet its
investment business commitments and to withstand the risks to which its
business is subject. This annex imposes various conditions that must be
satisfied for members’ capital to count as “Tier 17 or equivalent grade
capital in meeting the limited liability partnership's financial resources
requirement. These conditions are made up of conditions specific to

ltmtted llablllty partnershtps &Hd—geﬂef&l—eei%&eﬂ-s—&&sed—feﬁhe—mes{

Th1s assists in the achlevement of the statutory ob]ectlve of consumer
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protection.

[Note: BCD Annex V Part 2 point 57]

TP 1 Table: Transitional provisions applying to IPRU(INYV)
1) (2) 3) ) S) (6)
Material to Transitional Transitio Handbook
which the provision nal provision: coming
transitional provision into force
provision applies : dates in
force
3 IPRU-INV9.2.5R |R Thenew-himitsof |+ Mareh |1+ March2009
and IPRU-INV thdempttyapplyte | 200946
13.1.4(2)R(b) a-professional 28

4 13.1.21 and R Therequirementto |34+ H-Deecember2009
13.1.23 hold-additronat December
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[expired]

IPRU-INV 11

[deleted]

10

IPRU(INV) 12

IPRUANV)12 dees

Rotapphy-to-afirm
” ; )

permission [deleted]

11

IPRU(INV)
12.2.6R(1)

The-amountis
replaced-with
£20,000 [expired]

12

IPRU(INV)
12.3.5R
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13

IPRU-INV
13.1A.3R(2)

14

IPRU-INV
13.1A.4R(2)

15

IPRU-INV
13.13.2R(2)(a)

Car-£15:000-
[expired]

16

IPRU-INV
13.13.3R(2)(a)

reqitrementasthe
@)-£15;000-
[expired]
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17

IPRU-INV
13.15.9R and
IPRU-INV
13.15.10R

18

IPRU(INV)
5.4.3R(1)(ib)

19

IPRU(INV) 5.4.8R

[expired]
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